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Politics this week 
Dec 3rd 2009  
From The Economist print edition 

 
 
Barack Obama unveiled his long-awaited decision on troop levels in 
Afghanistan. An extra 30,000 American soldiers will be deployed to fight al-
Qaeda and the Taliban. This is a lower number than requested by General 
Stanley McChrystal, the commander on the ground, but Mr Obama called on 
other countries to make up some of the difference. He set a tentative date of 
mid-2011 to start pulling American troops out of Afghanistan. See article 

Mr Obama invited businessmen, economists and unions to the White House for a 
summit on jobs. The Democrats are considering another package to tackle 
unemployment. See article 

The mayor of Baltimore was convicted of stealing money from gift-cards 
intended for low-income families. Sheila Dixon used the cards to buy a camcorder and other items.  

A man who shot to death four policemen in a coffee shop in Seattle was himself shot and killed by a patrol 
officer. The incident threw a spotlight on Mike Huckabee, a putative Republican presidential candidate 
for 2012. As governor of Arkansas he had pardoned the man, releasing him from prison in 2000.  

The New York Senate rejected a bill that would have legalised gay marriage in the state. The scale of the 
defeat, 38 to 24, surprised lobbyists who spent more than a year trying to drum up support.  

What would have been Latin America’s first gay marriage was postponed when city officials in Buenos 
Aires called it off because of conflicting judicial rulings.  

 
Split decision 

Porfirio Lobo of the opposition centre-right National Party won Honduras’s controversial presidential 
election with 55% of the vote on a turnout of around 60%. The United States and four Latin American 
countries said they would recognise the result. Brazil and others said they would not because it legitimised 
a June coup which ousted Manuel Zelaya from the presidency. See article 

In Uruguay’s presidential election, José Mujica, a former guerrilla of the centre-left Broad Front, defeated 
Luis Alberto Lacalle of the conservative National Party by 53% to 43%. Mr Mujica indicated that he would 
follow the generally moderate policies adopted by the outgoing Broad Front president, Tabaré Vázquez. 

 
Cantankerous cantons 

Switzerland voted in a referendum to ban the construction of new minarets on 
mosques. Other Western countries and the Muslim world protested against the 
vote, which was inspired by the anti-immigrant Swiss People’s Party. See article 

The European Union’s Lisbon treaty came into force amid a row over jobs in 
the European Commission. France’s Nicolas Sarkozy called the British the “big 
losers” after Michel Barnier, a former French foreign minister, was put in charge 
of the single market, including financial services. 

A militant Islamist group based in the north Caucasus claimed responsibility for 
two bombs that derailed the Moscow to St Petersburg express, killing 26 people. 
This was Russia’s worst terrorist attack outside the north Caucasus for five years. 

Russia’s president, Dmitry Medvedev, released the draft of a European security treaty that could, in effect, 
let Russia veto future NATO expansion. NATO members reacted with silence.
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The trial began in Munich of John Demjanjuk, an 89-year-old retired Ohio factory worker accused of 
being a camp guard in the Sobibor Nazi death camp and helping to murder Jews there. But it was 
adjourned because of Mr Demjanjuk’s poor health. 

 
Exasperating 

Just days after the International Atomic Energy Agency, the UN’s nuclear watchdog, scolded Iran for its 
nuclear activities, the Islamic Republic announced that it would build another ten uranium-enrichment 
plants; the Iranians said they might start building some of them within two months. Western countries 
trying to curb Iran’s nuclear plans pressed China and Russia to intensify economic sanctions against Iran. 
See article 

Five British yachtsmen were freed after being held for a week in Iran. They had strayed into Iranian 
waters while sailing from Bahrain to Dubai.  

An explosion at a hotel in one of the few remaining areas of Mogadishu, Somalia’s capital, that is still 
controlled by the UN-backed Somali government killed several people, including three ministers. 

The poor health of Nigeria’s president, Umaru Yar’Adua, prompted more than 50 prominent figures to call 
for his resignation, claiming a “vacuum of leadership”. Mr Yar’Adua has had a kidney ailment for some 
years; his aides now admit that he has heart problems too. He has missed several official functions in the 
past year while being treated.  

Rwanda was accepted into the Commonwealth, joining Mozambique as the only other African country in 
the 54-member club not to have once been wholly run by Britain.  

 
The military candidate 

General Sarath Fonseka, the just-retired chief of Sri Lanka’s army, confirmed that he will stand in a 
presidential election to be held on January 26th, to challenge Mahinda Rajapaksa, the incumbent. The two 
main opposition parties have said they will endorse the general. 

Asif Zardari, Pakistan’s president, handed control of the country’s nuclear weapons to the prime minister, 
Yusuf Raza Gilani. The move was seen as a sop to the president’s critics, as an amnesty protecting him 
and others from possible prosecution on corruption charges expired. It has little impact on the 
management of the nuclear arsenal.  

A court in Malaysia ruled that Anwar Ibrahim, the leader of the opposition, will have to stand trial on 
sodomy charges next month. Mr Anwar failed in his attempt to have the case thrown out because of 
medical evidence. 

Australia’s opposition Liberal Party elected a new leader. Tony Abbott replaces 
Malcolm Turnbull after a party revolt over his compromise with the Labor Party 
on a carbon-emissions-trading bill. The bill was then rejected in the Senate. See 
article 

North Korea began redenominating its currency, the won, converting old 
banknotes for new at a rate of 100 to one. The measure, which will expropriate 
those with savings in won, was aimed at corrupt officials and well-off traders. 
See article 
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Business this week 
Dec 3rd 2009  
From The Economist print edition 

 
 
Bank of America announced that it was ready to repay the $45 billion it received in government bail-out 
money, which it will finance by selling $18.8 billion in securities and tapping $26.2 billion of “excess 
liquidity”. The bank had to demonstrate to the Treasury that it was stable enough to obtain investment 
through the markets. By exiting the Troubled Asset Relief Programme, BofA will be free of many of the 
restrictions imposed on it, including on executive pay, which is said to be hampering the bank from 
appointing a successor to the outgoing chief executive, Kenneth Lewis. See article 

Directors at the Royal Bank of Scotland threatened to resign if the British Treasury prevented them 
from paying £1.5 billion ($2.5 billion) in bonuses at its investment-banking unit. Some British bankers 
have stepped up their criticism of what they say is overbearing government influence in matters of pay 
and compensation.  

 
Shifting sands 

Dubai World outlined plans to restructure $26 billion in debt, almost a week after Dubai’s state-owned 
conglomerate requested a six-month standstill from creditors on some debts, causing alarm in the Gulf 
region. Investors were also spooked by the reluctance of Abu Dhabi, Dubai’s oil-rich neighbour in the 
United Arab Emirates, to intervene immediately with a bail-out. Dubai has racked up around $100 billion 
in debt. See article 

Rusal received the go-ahead from its foreign creditors for a $17 billion debt-restructuring package. The 
agreement allows the Russian aluminium company, which is owned by Oleg Deripaska, to proceed with an 
initial public offering. See article 

Areva, a nuclear-power company owned by the French state, entered exclusive talks to sell its 
transmission and distribution division to Alstom and Schneider Electric, two other French firms. Some 
said the mooted deal, worth €4.1 billion ($6.2 billion), smacked of protectionism. Over the objections of 
management and unions, Areva chose the French pair and rejected two rival offers from America’s GE and 
Japan’s Toshiba.  

 
Pushed under the wheels 

Fritz Henderson unexpectedly resigned as chief executive of General Motors, a job he held for just eight 
months. The carmaker emerged from bankruptcy protection in July. Since then, deals it had struck to sell 
its Saturn and Saab brands have fallen apart, and a plan to spin off Opel/Vauxhall, its European business, 
was put into reverse when GM decided to retain the unit. The carmaker stressed that Mr Henderson’s 
departure was not requested by the American government, which holds a majority stake in the company 
and had ordered the removal of his predecessor, Rick Wagoner, in late March. See article 

Several former board members and two former chief executives of Siemens agreed to pay damages to 
the German engineering giant, settling claims that they failed to recognise an alleged culture of bribery at 
the company. One of the former chief executives is Klaus Kleinfeld, who is now the boss of Alcoa. Siemens 
has reached separate settlements in the courts over the alleged kickbacks.  

The Bank of Japan held an emergency meeting following pressure from 
the government to take steps to counter deflation and the strengthening 
yen; the currency recently hit a 14-year high against the dollar. The 
central bank announced a ¥10 trillion ($115 billion) programme of new 
lending in three-month funds at a rate of 0.1%, which officials said was 
similar to the quantitative-easing measures it employed earlier this 
decade to fight deflation. But the sum fell short of market expectations. 
See article 

  

-3-



Comcast, a cable-television operator, finalised its long-anticipated deal, 
valued at $30 billion, to acquire majority control of NBC Universal, a 
film and television company,from GE. To seal the agreement, GE had to 
first purchase a 20% minority stake in NBC held by Vivendi, a French 
media conglomerate. See article 

Rupert Murdoch again lashed out at online news aggregators, accusing 
them of the “wholesale misappropriation” of articles. The boss of News 
Corporation said internet companies that make stories available free to 
users were siphoning advertising away from publishers. His comments 
seemed to prompt Google to offer tighter restrictions on the amount of 
paid-for content that its users can access free. 

 
Ill-defined benefit 

Britain’s telecoms regulator suggested that BT be allowed to increase the amount it charges its rivals for 
using its copper-based landlines, in order that the company can reduce its huge pension deficit. Some of 
BT’s competitors, which use its lines to provide phone and broadband services, said the charges would 
merely be passed on to customers and vowed to fight the proposal. 
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KAL's cartoon 
Dec 3rd 2009  
From The Economist print edition 
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The Copenhagen Summit  
 
Stopping climate change 
Dec 3rd 2009  
From The Economist print edition 

 
 
Rich and poor countries have to give ground to get a deal in Copenhagen; then they must focus 
on setting a carbon price 

AT A time when they are not short of pressing problems to deal with, the presence of 100-odd world 
leaders at the two-week meeting that starts in Copenhagen on December 7th to renew the Kyoto protocol 
on climate change might seem a little self-indulgent. There will be oceans of planet-saving rhetoric, 
countless photographs of politicians wearing dark suits and serious faces and, if things go according to 
plan, an agreement to cut emissions to avert a rise in temperature that might anyway have turned out to 
be marginal and self-correcting. 

 
It might; and then again it might not. Uncertainty about the consequences of climate change makes it 
hard to persuade people to spend money on it, for where the damage is uncertain, so are the benefits of 
averting it. Yet uncertainty is also why mankind needs to take the problem seriously. If we were sure that 
the temperature would rise by 2-3ºC, then we could choose to live with that. But we do not know how far 
the rise might go. The Intergovernmental Panel on Climate Change (IPCC), the body set up by the UN to 
establish a scientific consensus on the subject, puts the range of possible increases by the end of this 
century at 1.1-6.4ºC. At the bottom end of the range, the difference would be barely noticeable. At the 
top end of the range—well, guesses about what the world would look like then read rather like science 
fiction. 

Although the benefits of averting that sort of catastrophe are incalculably large, the costs of doing so 
should not be enormous—as little as 1% of global output, if policy is well designed (see our special 
report). This newspaper reckons that the world should fork out, rather as householders spend similar 
proportions of their income on insuring their homes against disaster.  

 
Sharing and trusting 

Agreeing that the problem is worth tackling is, however, a small step on the way to doing so. Since the 
United Nations Framework Convention on Climate Change, which spawned the Kyoto protocol, was signed 
in 1992, global carbon-dioxide emissions have risen by a third. The problem is not a lack of low-carbon 
technologies. Electricity can be generated by nuclear fission, hydropower, biomass, wind and solar energy; 
and cars and lorries can run on electricity or biofuels. Nor is the problem an economic one. A percentage 
point of global economic output is affordable for a worthwhile project. Saving the banks has cost around 
5% of global output. 

So the problem is both simpler and cheaper to fix than most people think. But mankind has to agree on 

  

The Economist

-6-



how to share out the costs, both between and within countries. That splits into two challenges. The first is 
to get an international deal, which is what world leaders are trying to do at Copenhagen. The second is to 
implement that deal at a national level, with better policies than those currently in place, including a 
credible carbon price. Otherwise the cost will be far more than that 1%.  

The prospects for Copenhagen look better than those for Kyoto did. Australia, which initially walked away 
from Kyoto, has now ratified it (though its government may choose to hold an election on the issue—see 
article). America’s emissions-cutting bill is stuck in the Senate, and may never emerge, but Barack Obama 
is keen to push on. Some middle-income countries, such as Brazil and Mexico, have announced targets for 
cutting emissions; China has announced one for cutting the carbon-intensity of its economy. 

 
What it’s all about 

The arguments at Copenhagen will focus on two issues: emissions cuts and money. Developed countries 
are required to produce targets for cutting their emissions by 2020. On the basis of the IPCC’s figures, 
their emissions need to drop by 25-40% below 1990 levels by 2020 if the world is to limit the rise in 
temperature to 2ºC above pre-industrial levels. The offers on the table add up to around 15% compared 
with 1990 levels by 2020. America, the main laggard, is offering around 4%. 

Developing countries are required to come up with “actions” to limit emissions. China, now the world’s 
biggest emitter, and so the country in the spotlight, has committed itself to cut the carbon-intensity of its 
economy by 40-45% by 2020. America is dissatisfied with that, because that’s pretty much where China 
would get to on the basis of its existing policies. 

Emerging countries want governments in the rich world to pay huge sums from their coffers for adaptation 
to, and mitigation of, climate change. China has mentioned $400 billion a year. The EU reckons €100 
billion ($150 billion) a year is more like it—some from exchequers, most from capital markets.  

On emissions cuts, both sides need to give ground. Developing countries are right that America’s offer is 
unimpressive compared with 1990 figures, but the trajectory from now on is pretty steep. And, given that 
the crucial legislation is stuck in the Senate, Mr Obama’s decision to put any numbers on the table is a 
brave one. Senators react badly to the sense that their country is being pushed around by foreigners—as 
their pre-emptive rejection of the Kyoto protocol showed. A deal on the basis of the numbers America has 
offered would be better than no deal. Nor is China’s offer derisory. The Americans complain that China’s 
existing policies would achieve those cuts with no extra effort. True; but China, unlike America, has 
already introduced significant emissions-cutting measures. 

On cash, money should indeed change hands—both for moral reasons (rich countries are largely 
responsible for the problem so far but poor ones will suffer most) and for practical ones (some poor 
countries do not have access to the capital they need to invest in mitigation). But developing countries 
should not be asking for huge government-to-government transfers. Capital markets are better at 
allocating resources than governments are. Rich-country governments should help money flow from the 
markets by subsidising the risk of investing in clean energy in poor countries: public money should be 
used to prompt larger sums of private capital. 

If an agreement is reached at Copenhagen, there will be much relief on all sides; but the job will only just 
have started. The parties to the negotiation decided to put aside the question of whether, and how, to 
make the deal legally binding pending the passage of America’s emissions-reducing legislation. And an 
international agreement is only the first step to emissions cuts. National targets have to be implemented 
through domestic policies which encourage businesses to invest in clean products and processes, and 
discourage them from investing in carbon-intensive products and processes. This is the second, harder 
task.  

 
Effective, efficient or neither 

A good policy framework would include some regulation in areas where the market doesn’t work well, such 
as the energy-efficiency of buildings and appliances. It would include a modicum of subsidy, on research 
into technologies that are still a long way from being marketable, such as carbon capture and storage. But 
it would rely largely on by far the most efficient tool in the policymaker’s kit—a carbon price.  

A carbon price sends business a price signal to invest in clean stuff not dirty stuff. It doesn’t involve 
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micromanaging business, which regulations do. It doesn’t impose a burden on taxpayers, or require 
governments to pick winners, which subsidies do. It is, according to an American study, twice as efficient 
as any other policy.  

Economists prefer carbon prices, especially those set by taxes rather than cap-and-trade systems, which 
are more vulnerable to capture by the polluters they are supposed to penalise. Sadly, though, the views of 
economists carry little weight. Governments and businesses both tend to like subsidies. 

Europe has done best. Its cap-and-trade system has set a carbon price and cut emissions modestly in the 
sectors it covers. But it relies too heavily on subsidies for renewable energy, and too little on its carbon 
price. Economists reckon a carbon price of around $40 is needed. Europe’s is around €13. America does 
not yet have a national carbon price; and its corn-ethanol subsidy, combined with a tariff on cheaper, 
greener imports, takes the planet’s first prize for the world’s most counterproductive “green” policy. The 
subsidy-laden bill to establish a cap-and-trade system is a step in the right direction; but, since the carbon 
price it would set is likely to be around $12, rising to $20 by 2020, not a very large one. 

Governments see subsidies as a convenient way of easing in emissions curbs which businesses would 
otherwise resist. That may be so in the short term. But in the long run they make cutting emissions 
harder. The notion that dangerous climate change can be averted for a mere 1% of global GDP depends 
on policy being efficient. If it isn’t, the costs will mount—and so will the chances that the effort will fail. 

The leaders gathering in Copenhagen need to come to an agreement, even if it isn’t a very good one. But 
that will only be the start. The national policies used to implement cuts need to be more efficient than the 
ones that are so far in place. That requires leadership from the politicians, and support from the voters. 
The world is, in the end, in their hands. 
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Diplomacy runs out with Iran  
 
Thank you, Mr Putin and Mr Hu 
Dec 3rd 2009  
From The Economist print edition 

 
 
Russia and China have encouraged Iran; this is their last chance to back harsher sanctions 

SO MANY opportunities for Iran to signal its good intentions. So many ways of saying no. Its latest threat, 
to step up tenfold its potentially weapons-usable enrichment of uranium, may be a mostly empty one for 
now (see article). But the intent was unmistakable: to defy yet again a string of UN Security Council 
resolutions calling on it to halt such potentially military nuclear work. Just as unmistakably, Iran has 
slapped away the outstretched hand of America’s new president which would have led it to the negotiating 
table. With diplomacy exhausted, harsher measures are called for. 

 
America, Britain, France, Germany, Russia and China, the six countries trying for four years to talk round 
Iran’s clench-fisted regime, had agreed to give it a last chance, until the end of this year, to show 
diplomatic willing. But all they have for their extra months of patience is the recent discovery of a secret 
enrichment plant, built into a hillside on a military compound near the city of Qom, and the regime’s 
continued stonewalling of inspectors from the International Atomic Energy Agency, the UN’s nuclear 
guardian. The inspectors increasingly fear from evidence they have gathered from many sources that 
Iran’s nuclear work is designed not to keep the lights on, as its officials vehemently insist, but to lead to a 
bomb, or at least the capability to build one at speed. 

Diplomacy was worth a try. But what it has shown is Iran’s determination to enrich on regardless. What to 
do? 

For some, including Russia and China thus far, the only answer to Iran’s obduracy is more talks. The 
alternative of stiffer sanctions, they have maintained, is likely to prove ineffective. Even if sanctions do 
bite, they risk uniting the Iranian people around a regime many of them have come to despise since a 
stolen election in June and the violent crackdown that followed. And, the argument goes, won’t more 
forceful measures just open the way to military strikes and a war in the Middle East that no one wants?  

If there were a simple, risk-free way to dispel the gathering Iranian nuclear crisis, the six would surely 
have stumbled on it by now. As Iran gets more nuclear-capable by the month, the choices the six face 
grow worse. But doing nothing also has costs. One is nuclear proliferation in a region that is already a 
tinderbox of rivalry. A more immediate risk is that Israel, taunted and threatened by Iran’s fiery president, 
Mahmoud Ahmadinejad, will feel compelled to get its retaliation in first. Rather than serving as a prelude 
to a war, strong sanctions that show a determination to confront Iran and constrain it are now probably 
the best way to keep the peace.  

Had the Russians and the Chinese agreed to tougher sanctions early on—instead of limiting them to 
exempt their own trade in conventional weapons and nuclear technology (Russia) and oil and gas 
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(China)—the debate inside Iran’s regime might have already shifted. Sharper sanctions could have driven 
up the economic and political cost of acquiring the bomb high enough to force Iranians to question the 
wisdom of continuing the militarily dangerous parts of the nuclear programme. Such punishments would 
also have signalled to Iran that it would not have the rule-breaking cover it now takes for granted from 
Russia and China in the Security Council.  

 
Going critical 

The opportunity to pull Iran up short is not entirely lost, though the effort will be more costly now. Even 
the limited sanctions imposed so far have had Iran’s merchants grumbling at their needlessly provocative 
president. The costs of doing business have risen as some foreign companies and banks have backed 
away. A much-touted formal ban on imports of gasoline (already in short supply), on which the economy 
depends, would not be the right first step. The spendthrift Mr Ahmadinejad is just now having to 
contemplate ending ruinous petrol subsidies to balance his books and would be delighted to blame the 
pain on foreigners. But a UN-backed embargo on investment in Iran’s oil and gas industries would hurt 
badly, and signal resolve. So would a ban on weapons imports. And Iran’s repeated breach of nuclear 
safeguards is surely justification for ending nuclear trade with its regime. 

The irony is that, having carved out special privileges for themselves in all these areas, Russia and China 
now stand to suffer most from such harsher measures. But the choice is a stark one. Do nothing to give 
Iran pause and one way or another its illicit nuclear ambitions will eventually destabilise the entire Middle 
East. With this much at stake, sanctions that hurt are the world’s least bad option. 
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The surge in Afghanistan  
 
The perils of keeping everybody happy 
Dec 3rd 2009  
From The Economist print edition 

 
 
Barack Obama is doing the right thing in Afghanistan. But he is doing it in the wrong way 
 

 
MONTHS in the preparation, Barack Obama’s speech outlining plans for his second “surge” in American 
troops in Afghanistan (see article) was always going to struggle to reconcile its contradictory aims. Mr 
Obama had to convince Americans and their allies that the commitment to the war is not open-ended, and 
that their soldiers will be coming home reasonably soon; and he had to convince the Taliban and other 
enemies that America is in the fight to win, even if that means the long haul. The danger, however, is that 
the time Mr Obama took to reach his decision and the qualifications with which he hedged its 
announcement will have the opposite effect. Weary Americans and allies will see merely a vague promise 
to start pulling troops out in 18 months’ time, with no new ideas as to how to win the war first. Worse, the 
Taliban will see confirmation of what they have long believed, that America does not have the stomach to 
defeat a lengthy insurgency. 

That is not to argue that Mr Obama’s decision was wrong. On the contrary, in dispatching some 30,000 
extra troops to Afghanistan in the first part of next year, going most of the way towards meeting the 
request for reinforcements by his commander there, General Stanley McChrystal, Mr Obama has done the 
right thing. His courage in doing so against the instincts of his own party, and his readiness to imperil his 
domestic agenda, should be commended. He has given General McChrystal the chance to achieve the first, 
crucial part of his strategy: to regain the initiative in a war that has been slipping inexorably into the 
enemy’s hands.  

The problem lies not just in Mr Obama’s long prevarication but in his presentation of the outcome. He 
spoke as a politician looking over his shoulder and seeking to satisfy every constituency, not as 
commander-in-chief focused single-mindedly on winning a bloody conflict (see article). On the one hand, 
he argued that the “safety of the American people” is at stake in this war. On the other, he betrayed his 
impatience for an exit and fretted confusingly about the cost. (Either Afghanistan is indeed “a war of 
necessity”, as he has called it, or it isn’t.) Even the time-frames written into his plan seem to have a 
political rationale as much as an operational one. The surge, faster than expected, will bring a welcome 
momentum, but also the suspicion that it is intended to show results before the 2010 American mid-term 
election. And the drawdown is due to start just ahead of the next presidential campaign. 

Nor has Mr Obama’s painstaking deliberation come up with convincing solutions to the problems that dog 
each of the three parts of his strategy. Central to the first military component is the training and vast 
expansion of the Afghan security forces. Yet even the current, much more modest efforts to build up those 
forces are floundering. Pushtuns, members of the country’s largest ethnic group, to which most insurgents 
belong, are loth to sign up. Desertion rates are high. The second component, a civilian and development 
strategy, relies on having a competent, legitimate Afghan government to work with. The one in office, led 
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by Hamid Karzai, does not fit the bill, but no alternative is on offer. What is needed is concerted 
international pressure on Mr Karzai to accede to a constitutional rearrangement that decentralises power 
away from Kabul. 

 
AfPak backtrack 

The third element, “partnership with Pakistan”, is similarly defective. The ambitious regional idealism of 
the Obama team’s early days soon shattered against rock-hard realities. India managed to scuttle the 
notion that India, and hence disputed Kashmir, should be part of the mandate of Richard Holbrooke, Mr 
Obama’s “AfPak” envoy. With that, hopes of full Pakistani partnership against the Taliban faded. Too many 
Pakistani soldiers and spooks still see India as the real enemy, and the Taliban as a useful hedge against 
an India-leaning Afghanistan. The Pakistani army’s impressive recent campaigns in the tribal areas have 
been directed at terrorists active in Pakistan, not those who cross the border to attack NATO in 
Afghanistan. 

All these problems are fiendishly intractable. At least Mr Obama has identified them correctly, and 
understood their complexity. But this speech—perhaps the worst “big” one of his presidency—failed to 
present a persuasive case to America’s foes that he has the stamina to tackle them and, in his deceptively 
simple-sounding little phrase, to “finish the job”.  
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Risk after Dubai  
 
When sovereign doesn't mean safe 
Dec 3rd 2009  
From The Economist print edition 

 
 
Dubai is small fry. But scares about government default will be the world economy’s next big 
problem 

A WEEK after Dubai World announced its debt standstill, the financial panic 
seems to have disappeared as quickly as a desert squall. Stockmarkets 
rebounded as investors concluded that Dubai is too small for its woes to pose a 
systemic threat (see article). It is tempting to see the affair as a hiccup—
damaging for the Gulf’s credibility but lacking broader significance. That would 
be a mistake. Tiny though it is, Dubai symbolises wider uncertainties. Most 
obviously it shows that the fallout from the credit binge continues: estimates of 
credit losses are still rising, notably in commercial property. But the more 
important repercussion has to do with sovereign risk. 

Dubai World’s debt was not technically government-backed, but it was widely regarded as such by investors, 
who drew scant distinction between the Dubai government and a company it wholly owned. Dubai’s 
repudiation of that implicit guarantee marks an important milestone. It has prompted a reappraisal of the 
riskiness of other Gulf debt; increased concerns about other overextended emerging economies (such as 
Hungary and Latvia); and a renewed bout of anxiety over the prospect of default in the peripheral economies 
of the euro zone, especially Greece, where there has long been an assumption that the European Union (read 
Germany) would, if necessary, come to the rescue (see article).  

Dubai is an emerging economy, but, looking forward, the developed world, where official government debt has 
soared, looks riskier than the faster-growing big emerging economies, whose public debt burden may well fall. 
In 2007 average government debt in the G20’s big rich economies, at just under 80% of GDP, was double that 
of big emerging economies. By 2014 the ratio, at 120% of GDP, could be more than three times higher. That 
alone will challenge old rules of thumb about the relative riskiness of emerging-market debt. But it will not be 
the only change. The scale of contingent liabilities, such as government guarantees on bank debt, differs 
hugely between countries, with a far bigger increase in the rich economies at the heart of the crisis. And don’t 
forget local public finances. Plenty of American states are in a pretty dire situation. 

The reassessment of sovereign risk will hover over the world economy for years, but its impact is already being 
felt. Capital is flooding to the bonds of big emerging economies, squeezing yields and pushing up their 
currencies. In the rich world the jitters of potential investors are framing today’s fiscal debate, even as output 
remains depressed and bond yields low. Thanks to the bigger, friendlier new IMF, emerging economies can 
count on more outside support than they used to. In contrast, some rich countries have fewer options. Euro 
membership, for instance, has removed the option of quasi-default via inflation for the heavily indebted on 
Europe’s periphery. And some countries are more determined to deal with this than others: Ireland has raised 
taxes and cut spending, but Greece has shown scant appetite for austerity. 

 
Seeing through the sandstorm 

If sovereign risk is back as a worry, what should indebted governments do? Two things stand out: fiscal 
transparency and a clear path to medium-term government prudence. The latter does not mean abandoning 
fiscal stimulus prematurely, but laying out a credible plan for how debt will be brought under control once the 
recovery strengthens. Greater clarity on the limits of government liabilities and burden-sharing would also 
help. The euro area, for instance, would be far better off with a clear set of rules governing sovereign crises 
within its borders. The alternative is clumsy, unpredictable, one-off decisions—in other words, more episodes 
like Dubai.  
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Latin America  
 
Honduras defies the world 
Dec 3rd 2009  
From The Economist print edition 

 
 
Recognise the election winner—and think again about how to defend democracy 

NOBODY could have predicted that tiny Honduras would be the graveyard of both Latin American 
diplomacy and of Barack Obama’s attempt at a friendly fresh start with the neighbours. Yet so it has been. 
For five months a de facto government set up by Honduras’s congress defied outside pressure to reinstate 
the president, Manuel Zelaya, after he was bundled out of the country. In an election on November 29th 
Hondurans voted for a successor. They emphatically chose Porfirio Lobo, of the opposition centre-right 
National Party. 

 
But was this election credible? The de facto government restricted liberties and curbed broadcasters 
sympathetic to Mr Zelaya, a Liberal businessman who struck an improbable alliance with Venezuela’s far-
left president, Hugo Chávez. The ousted president, who has been holed up in the Brazilian embassy in 
Tegucigalpa for ten weeks, called for a boycott. This, bizarrely, is a crime under Honduran electoral law. 

So the election was far from perfect. But despite the boycott calls, the turnout was roughly the same as 
when Mr Zelaya was narrowly elected ahead of Mr Lobo five years ago. It looks as if most Hondurans saw 
the poll as a chance to end the power struggle and make a fresh start (see article). The United States and 
half a dozen Latin American countries will now recognise the result and restore relations. The rest of the 
region, led by Brazil, says that this would legitimise a coup. Maybe so. But, by denying a way out of the 
impasse, rejecting Mr Lobo would punish ordinary Hondurans even more.  

Nobody comes well out of the Honduran quagmire. It was wrong to oust Mr Zelaya, but he in turn had 
behaved arbitrarily, defying court orders. In its response to a coup that was a constitutional wrangle, 
rather than a military putsch, the Organisation of American States was at first absurdly maximalist, calling 
for Mr Zelaya’s “unconditional” reinstatement and refusing talks. The Obama administration might have 
settled matters had it acted forcibly from the start, but it was hamstrung by Republicans in Congress, who 
blocked the appointment of its senior diplomats for Latin America. Mr Obama then reversed course, 
abandoning Mr Zelaya’s cause. 

Brazil also did badly. It allowed its embassy to become Mr Zelaya’s campaign headquarters, but failed to 
achieve his reinstatement. So much for Brazil’s claim never to intervene in the internal affairs of others. 
This was different, say Brazilian diplomats, because it was a coup. Yet Brazil has snuggled up to Cuba and 
Iran, stayed silent when Nicaragua’s Daniel Ortega stole a municipal election last year, and kept mum as 
Mr Chávez has neutered the institutions of Venezuelan democracy.  
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The divide multilateralism cannot span 

Though the recent leftward lurch in Brazil’s foreign policy has muddied the issue, Latin America’s political 
divide is not between left and right, it is between democracy and autocracy, represented principally by Mr 
Chávez and his ally, Cuba. It is this, sometimes blurred, cleavage that makes Mr Obama’s laudable 
multilateralism so hard to execute in the region. Ideally Honduras’s election should have taken place with 
Mr Zelaya restored. But contrary to Brazil’s claim, the biggest threat to Latin American democracy today 
is—happily—not coups: it is elected presidents who themselves corrode democracy as, to an extent, Mr 
Zelaya did. Mr Lobo’s election provides one answer to that, but the way it came about was ugly, damaging 
and ought not to be repeated.  
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Our favourite prime minister  
 
Time to say addio 
Dec 3rd 2009  
From The Economist print edition 

 
 
Silvio Berlusconi’s political career is teetering on the brink. He should go 

EVEN by his standards, it has been a bad week for Silvio Berlusconi, Italy’s prime minister. A court 
demanded surety for a huge fine on his Fininvest company, over its 2000 purchase of Mondadori, Italy’s 
biggest publisher. His wife, Veronica, is seeking a vast divorce settlement. His trial on charges of bribing a 
British lawyer, David Mills, is restarting after his immunity was quashed. New claims are being aired of 
one-time Mafia connections. A “No Berlusconi Day” protest is being staged in Rome this weekend. Mr 
Berlusconi has made political survival an art, but even he now looks to be in trouble (see article). 

 
The Economist’s view of Mr Berlusconi has been consistent. We criticised his political debut in 1993-94. In 
2001 we said he was unfit to rule Italy. In 2006 we advised Italian voters to say “Basta!” to his 
government. We urged them to back his centre-left opponent in March 2008. Yet we have been cautious 
over joining the extensive and prurient commentary on a lurid array of sex scandals that have engulfed 
the 73-year-old prime minister this year. We prefer to judge him on two more substantive matters: the 
conflicts of interest between his business and political jobs, and his government’s performance. 

This week’s events have thrown a dark light on the first. The resumption of various court cases involving 
him or his associates, plus a series of other business and legal issues, are distracting him and his 
government from their other responsibilities. The damage is visible. With the financial crisis and the 
recession, attention has shifted from Italy’s economic difficulties to the plight of places like Greece. Yet 
although Italy’s admirable small businesses in the north are thriving, the country as a whole still lags 
behind badly. In the year to the third quarter its GDP shrank by more than the euro-area average, and it 
is expected to fall by almost 5% in 2009, as big a drop as in any other big west European country. 

Mr Berlusconi’s government has been shockingly dilatory in its response. For a long time the prime 
minister denied that Italy would go into recession. He used the parlous public finances as a reason to 
justify why Italy’s fiscal stimulus should be much smaller than in other big countries. Unlike a few braver 
political leaders, he also failed to promote the sorts of economic reform needed to restore the country’s 
competitiveness, which has deteriorated sharply against Germany’s. Italy remains over-regulated and 
comes out distressingly badly in international league tables for such things as the ease of starting a 
business, the extent of corruption, the level of a country’s research spending and the quality of its 
education. 

In his third government Mr Berlusconi has also pursued an eccentric foreign policy out of kilter with Italy’s 
Western allies. He has cosied up to Russia’s Vladimir Putin and Libya’s Muammar Qaddafi in pursuit of 
Italian energy interests (this week he was in Belarus, chatting up another dictator, Alyaksandr 
Lukashenka). Under Mr Berlusconi, Italy continues to punch below its weight in the European Union and 
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the world. 

 
Go, go, Silvio 

Partly thanks to his own machinations, there is no obvious successor if Mr Berlusconi quits. Indeed, some 
supporters say it is better to stick with him because the alternative would be chaos. Yet Italy has other 
potential leaders: Gianfranco Fini in his own party, who is openly plotting to oust Mr Berlusconi; Pier 
Ferdinando Casini in the centre, who held aloof from his third government; even the new centre-left 
leader, Pierluigi Bersani, who pushed reforms in the government of Romano Prodi. One of these would 
surely come to the fore were Mr Berlusconi to go. Whoever does might even complete the country’s 
transformation, which Mr Berlusconi halted in its tracks when he entered the political stage in the 1990s. 
Italy would be better off if il cavaliere now rode out of the scene. 
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On America's budget deficit, climate change, Russia, Germany, file-
sharing, companies, Congo, hummus and peace, voting rights 
Dec 3rd 2009  
From The Economist print edition 

 
 
 
Plugging the spending gap  

SIR – Many of the recommendations in your leader on reducing America’s budget deficit were spot-on: 
acknowledging that it is essentially a spending problem, offering common sense ideas on making 
entitlements sustainable, reforming agricultural programmes and removing the impediments to economic 
growth in our Byzantine tax code (“Dealing with America’s fiscal hole”, November 21st).  

Yet your reluctant conclusion to outsource the tough decisions to a commission fell short. Contrary to 
popular belief, politicians are elected to solve problems, not punt on them. Americans should be treated 
like adults and offered bold solutions, as I’ve done with my comprehensive entitlement-reform proposal, 
“A Roadmap for America’s Future”, which tackles overdue reforms to Social Security, health care, the tax 
code and our broken budget process. Pessimism with our political process is understandable, but the 
United States has faced more difficult challenges in the past.  

Paul Ryan 
Ranking Republican on the Budget Committee 
House of Representatives 
Washington, DC 

SIR – You focused on reducing social benefits, but not once did you mention defence spending as a 
potential source for savings. Social Security and Medicare are large programmes, but they are lean with 
transparent finances. By contrast, the defence budget is opaque and marbled with fat. The 2010 defence 
budget amounts to $664 billion. The government has simply given up auditing much of the Defence 
Department’s expenditures because of inadequate accounting practices. Wasteful programmes are 
included to appease congressmen looking to boost employment in their districts. 

Yes, the government will have to reduce entitlement spending to achieve a fiscal balance, but cuts should 
be even-handed. The most efficacious place to start staunching the fiscal haemorrhage is the Pentagon, 
not the Social Security Administration; to do otherwise would simply amount to tying one hand behind the 
back.  

Stephen Silvia 
Associate professor 
American University 
Washington, DC 

* SIR – When Social Security was reformed under Ronald Reagan, it in effect shifted from a “pay-as-you-
go” system to a pension trust fund. Payroll taxes were raised and a surplus generated that is placed in the 
Social Security Trust Fund, which invests in Treasury bonds. The surplus exceeded $200 billion in recent 
years and the Trust Fund now amounts to well over $2 trillion. It is declining and will disappear in the next 
8-10 years, but the accumulated funds plus future revenues will cover Social Security payments until 
about 2040.  

It is wrong to say that the payroll tax feeds into general revenues and the Trust Fund is not considered 
government debt (except when the total debt limit has to be raised). The total current budget deficit in 
the last administration was at least a trillion dollars higher than reported because the maze of government 
accounting allows funds borrowed from government units, such as the Social Security Trust Fund, to be 
included with revenue. It is important to point out that a significant part of the debt burden going forward 
is due to excessive spending and tax cuts in the recent past, and raising taxes will be needed to cover 
these past excesses.  

Social Security payments are not entitlements: they are obligations to the people who paid the surpluses 
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into the Social Security Trust Fund since 1983. The future financial problem is the same, but the 
responsibility has to be properly recognised. More of the future burden is due to past excesses that were 
not properly accounted for, not to the growing number of retirees.  

John Shilling 
Chairman 
Millennium Institute 
Arlington, Virginia 

* SIR – Moving the retirement age to 70 as one way to reduce spending on pensions may not be such a 
big deal for a banker or a professor, but it would be a disaster for a coalminer, cleaner or other manual 
worker whose physical condition starts to deteriorate at 55, or earlier. There are many low-paid 
employees who literally work themselves to death, and actually should be allowed to retire on Social 
Security earlier than they are presently allowed. Also, where are all those jobs to keep people working 
until they are 70 supposed to come from? 

Emile Schepers 
Great Falls, Virginia 

* SIR – I am astounded that one of your “solutions” is to raise taxes. Higher taxes stifle growth, cause 
more unemployment and continue to decrease the strength of the tax base. Ask California or New York 
state. 

The answer to America’s fiscal hole lies in slashing entitlements and pork spending, and without a doubt 
scraping the current health-care reform bill now in the Senate. End the spending spree. Return to 1998 
levels of spending per head and reduce the size of government. Return America to a market-driven 
society. Eliminate the dependence and control of government in the economy and end the social 
engineering. 

Justin Lurie 
East Greenbush, New York  

 
Climategate  

SIR – Now that we know from leaked e-mails that some of the raw data behind the most widely used 
graph of global temperatures have been lost or discarded; now that we know that the peer-review process 
in climate science has been hopelessly incestuous; now that we know that some sceptics’ concerns about 
corrections for urban heat islands were privately shared by those who dismissed them in public; now that 
we know that proxy graphs were truncated specifically to “hide the decline” and avoid giving fodder to the 
sceptics—you are free to start covering the science of climate change again (“A heated debate”, November 
28th). It is not settled. 

Matt Ridley 
Newcastle  

 
Russia and NATO  

SIR – I would like to express my utter astonishment at Charlemagne’s groundless assertion, attributed to 
a diplomat, that “the entire Russian mission” at NATO headquarters “is staffed by spies” (November 21st). 
I wonder whom he got such a dubious statement from? It is completely inconsistent with the truth and I 
am sincerely bewildered at how The Economist could arrive at such an irresponsible conclusion. I hope you 
understand that the fragile normalisation in Russia-NATO relations could be seriously shattered by your 
misinformed approach and intentionally wrong findings. 

Dmitry Rogozin 
Permanent representative of Russia to NATO 
Brussels 
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* SIR – I was a bit puzzled about your somewhat superficial approach to German foreign policy (“A new 
game of dominoes”, November 14th). You claimed that the aftermath of the fall of the Berlin Wall 
increased Germany’s population by a quarter and its territory by two-fifths. I do not believe that the 
Heimat regions of Bach or Luther in Thuringia or Saxony-Anhalt, before 1989, were outside Germany. 

You then mentioned speculation that Germany may do more in Afghanistan and Pakistan, perhaps even 
defying public opinion by sending more troops. Any inclination of the Germans (or French or Belgians) to 
support such adventures was destroyed by the decision of Messrs Bush and Blair to invade Iraq. They 
failed to win UN support, divided the Western alliance, violated international law and lead their troops into 
a bloody quagmire, an ill-fated decision supported for years by your newspaper.  

Finally, you made a rather avuncular remark about the federal chancellor, saying that Angela Merkel 
realises that Germany matters only if it is a team player. Most observers will agree that every German 
federal government after 1949 was striving to anchor the country in the European and transatlantic 
alliances, without any opt-outs, and successfully so.  

Reminding the German leadership of the need to co-operate with other countries is quite superfluous, 
especially in comparison with other big countries like America and Britain, or with the recurrent, 
testosterone-driven antics of the present French or Italian leaders.  

Dieter Birkenmaier 
Oudergem, Belgium  

 
Jailhouse rock  

SIR – Although being prosecuted for sharing music and video files may be as probable as “being struck by 
lightning”, being accused of doing so is far more likely (“Singing a different tune”, November 14th). We 
have been contacted by hundreds of people who have received what they feel are threatening letters 
demanding immediate payment for alleged illegal downloading. With the absence of a free and fair 
adjudication system, many people find fighting such an accusation far too costly and stressful, leaving 
them no option but to pay up. 

Deborah Prince 
Head of legal affairs 
Which? 
London 

SIR – Your article jogged me out of my headphone slumber. I suggest that a reduction in music piracy is 
not, in fact, due to “smarter” or “harsher” policing, but because most downloaders have filled their boots 
by now. They have already obtained as much music as they desire and are now merely drip-feeding their 
hard disks with new releases. 

Shaun Askey 
Annecy-le-Vieux, France 

 
In need of a white knight 

* SIR – Dennis Merritt’s proposition (Letters, November 7th) that companies are organised along feudal 
lines, where “the lord provides protection and defence so the workers can produce without fear of raiders 
taking their life’s bread”, is supported by other behaviour. For example, when the lord’s domain is 
subjected to a hostile takeover the lord usually cuts himself a comfortable deal, but the peasants suffer 
rape and pillage. 

Jeffrey Bentley-Johnston 
Sydney  

 
Strife in eastern Congo  

SIR – Much of your article on Congo was a balanced assessment of peacekeeping in the country (“Not 
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quite as bloody as before”, November 28th). But the widely leaked report of a UN expert group, which you 
cited, does not “excoriate” the UN’s peacekeeping mission in Congo. Nor does it allege that 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.” 

The report emphasises state responsibilities for addressing the conflict in eastern Congo and details the 
web of criminal networks that sustain the Democratic Forces for the Liberation of Rwanda and other rebel 
groups within Congo. By naming names and identifying the conduits for illegal exports of natural resources 
and supply lines for importing weapons, it presents the international community with abundant grounds 
for investigating further those with their fingers in the till as well as on the trigger—in the hope of 
stopping their activities.  

Alan Doss 
Special representative of the UN secretary-general for the Democratic Republic of Congo 
Kinshasa  

 
A friendly brew  

SIR – You told a tale of how “hummus can promote peace”, when Israeli and Syrian negotiators came 
together in a “moment of heartfelt agreement” that the chickpea dip served to them by their American 
hosts tasted awful (“An emotive issue”, November 14th). After the 1991 Madrid peace conference, Arab 
and Israeli negotiators convened at America’s State Department to start talks, but the different Arab 
delegations couldn’t agree on the modalities for actually talking to the Israelis.  

One morning, after several days of unsuccessful attempts to break the ice and get the Jordanian-
Palestinian delegation to sit at the same table with the Israelis, the habitual American coffee-cart was 
wheeled in. After both Abd al-Salam Majali, the senior Jordanian delegate, and myself had tasted the 
unappetising brew that goes for coffee in America, I remarked: “Don’t you think that this coffee is 
terrible?”, to which he enthusiastically agreed. From that moment on the talks started, culminating 
eventually in the Israeli-Jordanian peace treaty. 

Zalman Shoval 
Former Israeli ambassador to the United States 
Tel Aviv 

 
Relative discomfort 

* SIR – In a letter opposing the enfranchisement of prisoners, a reader said he “would not want any 
convicted felon voting in any election that could determine [his] state’s future” (November 14th). I 
happen to feel the same way about all my relations, who, in spite of my best efforts, are not 
disenfranchised felons. Mercifully, my father has better sense and stays home on election day, intoxicating 
away any misguided desire to vote. 

James Moyer 
Cleveland, Ohio  

 
 

* Letter appears online only 
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Nuclear proliferation  
 
An Iranian nuclear bomb, or the bombing of Iran? 
Dec 3rd 2009  
From The Economist print edition 

 
 
After years of fruitless diplomacy, Iran is on the threshold of becoming a nuclear power. The 
options are grim 
 

 
A SECRET uranium-enrichment plant is discovered, built in a mountainside on a well-defended military 
compound outside the city of Qom. It is a clear breach of nuclear safeguards agreements and promises 
made when Iran signed the Nuclear Non-Proliferation Treaty (NPT). Iran brazens it out, trying to 
bamboozle inspectors into believing there is nothing more. It defiantly declares its “nuclear rights” to this 
“civilian” effort with a purpose, it says, that is nothing more sinister than providing electricity to Iranians. 

To diplomats from America, Britain, France, Germany, Russia and China, it is a depressingly familiar tale. 
Iran’s belligerent shrug at the discovery of the Fordow plant—reported by inspectors from the 
International Atomic Energy Agency (IAEA), the UN’s nuclear guardian, to be in an “advanced state of 
construction”, with everything but the centrifuges installed—is exactly the one played out after the 
unmasking of its other formerly secret enrichment plant, at Natanz, in 2002. 

Russia and China, hitherto most reluctant to contemplate stiffer sanctions on Iran for its nuclear defiance, 
are now wondering what to do next. “We will not stand aside” if others agree on sanctions, said a senior 
Russian diplomat this week. Diplomats from the six are to meet in mid-December to start taking stock. 

What has changed in the intervening seven years is far from reassuring. Iran is much further on with its 
enrichment plans. Natanz has some 8,000 centrifuge enrichment machines (out of a planned 54,000), 
though only about half are spinning with uranium gas. It has accumulated a stock of 5% enriched uranium 
which, if Iran breaks out and enriches it further to bomb-usable 90% (easy compared with achieving the 
first 5%), would be enough for a bomb, and will soon be enough for two. Inspectors, meanwhile, suspect 
that Iran may have other secret sites. They have plenty of evidence to suggest that Iran has done 
warhead development, besides other experiments whose purpose can only be to build a nuclear weapon, 
or enable one to be assembled at speed. 

But Iran refuses to answer their questions, and now threatens to increase its enrichment effort tenfold. An 
exaggerated boast, perhaps: it appears to be running short of uranium ore, as well as high-strength steel 
for the planned expansion at Natanz. But it is moving ahead fast.  

Some in Tehran are even hinting that the country could pull out of the NPT altogether. Being in or out 
“makes no difference”, said Ali Larijani, the speaker of parliament and a former nuclear negotiator. But he 
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was immediately contradicted by the head of Iran’s atomic agency, who said that the only reason to pull 
out of the treaty would be to develop nuclear weapons, and that would be a “sin”. The very threat of it 
brings the world a step closer to the catastrophic choice that France’s president, Nicolas Sarkozy, laid out 
in 2007: an Iranian nuclear bomb, or the bombing of Iran. 

 
The outstretched hand 

This year, it was hoped, would be different. With a new American president ready to be conciliatory, 
diplomats had tried even harder to draw Iran into talks. When Iran recently announced that it needed 
20% enriched uranium to replace the fuel rods in a research reactor that produces medical isotopes (and 
was built by America in Tehran in the 1960s, when times were better), a deal was proposed involving 
America, Russia, France and the IAEA. Most of Iran’s own low-enriched uranium (LEU), for which it has no 
practical civilian use because it has no working nuclear-power reactors that could burn it, would be taken 
out of the country, enriched in Russia, made into fuel rods in France and then returned to Iran, all under 
the auspices of the IAEA. Removing most of Iran’s uranium stock would create a breathing space, if only 
of a few months, for more talks. 

This was the first step to seeing whether a broader deal could be struck. Under such an agreement, Iran 
would end the part of its nuclear work with military potential until confidence was restored. In return it 
would get various benefits, including improved political and trade ties, discussions about regional security 
and even co-operation on advanced civilian nuclear technologies.  

Iran’s provocative president, Mahmoud Ahmadinejad, at first seemed tempted. He saw the deal as a 
means of legitimising Iran’s own enrichment programme. But it fell foul of Iran’s opaque and unstable 
politics, all the more volatile since Mr Ahmadinejad’s rigged re-election in June. The president found 
himself outflanked by both reformers and hardliners, all denouncing his readiness to export Iran’s hard-
won enriched uranium. The deal collapsed. On December 2nd Mr Ahmadinejad announced that Iran would 
obtain 20% enriched uranium all by itself, by producing it inside the country.  

The failure of the fuel deal and the revelations at Qom have particularly disappointed the outgoing head of 
the IAEA, Mohamed ElBaradei. Mr ElBaradei points out that the Qom site is not only illegal, but also 
“reduces confidence” in Iran’s claim not to have other secret facilities. For Fordow raises new questions, 
including where the uranium for such a secret operation would come from. There are two possible 
answers. It could come through the diversion of stocks of low-enriched uranium from Natanz, which could 
then be quickly spun into the bomb-grade sort. Or another secret plant could prepare uranium 
hexafluoride (UF6), the compound that is spun and enriched as a gas in the centrifuges, from Iran’s 
uranium ore. This can be mined or imported without the inspectors knowing, because Iran has refused to 
give them the powers they need. Iran says Fordow was only an attempt to hedge its bets in case Natanz 
was destroyed. But it increases suspicions that Iran was seeking a break-out option.  

 
Talking sanctions 

The IAEA’s board voted 25-3—crucially, with the support of both Russia and China—to censure Iran for its 
latest safeguards breaches and to refer the matter, yet again, to the UN Security Council. Even before the 
Qom revelations, the six had agreed to give Iran until the end of the year before deciding what to do next. 
Perhaps it was always hopeless to think that Iran, with its long record of cheating and playing for time, 
was ever going to be serious about reaching a deal. The question is whether America’s year of attempted 
engagement will now make it easier to convince Russia, China and other sceptics of the need for stiffer 
sanctions. 

Both Russia and China have already signed up for a string of limited UN-imposed sanctions on Iran. These 
have so far mostly targeted members of the Revolutionary Guard and its offshoots and the companies 
they control, which are thought to be involved in nuclear-related trade. But both countries have been 
careful to exempt the things they most value in their trade with Iran—items which, if included, would 
make Tehran take notice.  

For Russia, that has included the sale of conventional weapons—although 
reports that it has refused to supply Iran with advanced S-300 air 
defences, despite an earlier agreement to do so, would seem to be born 
out by Iranian complaints. Since 1995 Russia has also been helping Iran to 
complete a nuclear-power reactor at Bushehr. America had at first opposed 
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the project. It changed tack when Russia agreed not only to supply the 
necessary fuel rods, but also to take back the spent fuel. This project has 
since been cited as proof that outsiders are not trying to deprive Iran of 
civilian nuclear power. Yet there have been repeated delays, and the 
reactor will now not start up until March. With Iran in repeated violation of 
nuclear safeguards, a ban on nuclear trade looks attractive to some. 

China, too, has big commercial interests in Iran, with investment contracts 
estimated at some $120 billion. Iran is already one of China’s biggest 
suppliers of oil. The government in Beijing will be loth to put those supplies 
at risk—though Saudi Arabia and some of the smaller Gulf states, quietly 
keen to keep up pressure on Iran, could help China find alternative 
supplies.  

Some European countries still trade heavily with Iran, too, although many 
companies have started to draw back. Government-backed credits are 
harder to come by, and ties to Iranian banks have been cut. But this has 
mostly been done under pressure from America. Faced with the choice of 
continuing to deal with their Iranian counterparts, or retaining entry to the much more lucrative American 
financial markets, most banks have backed away. Yet in the Gulf itself, as well as in Asia, Iran has found 
circuitous routes to get the imports it needs, including petrol. 

It is not just commercial interests that give Russia and China pause when it comes to devising tough new 
sanctions. Neither has much truck with sanctions anyway, since both have suffered from them in the past. 
Both resented America’s unilateral intervention in Iraq in 2003. And Russia has no particular wish to help 
America and Iran end their confrontation, since their difficult relations ever since the shah’s overthrow in 
1979 have opened a door to Russian influence in the region. 

Both Russia and China have insisted until now that there has been no hard evidence that Iran is doing 
anything wrong. Neither thinks Iran’s missiles are aimed at them. Instead Russia has been keen to 
maintain good relations with a potentially awkward neighbour that could stir up trouble, but mostly hasn’t, 
in Russia’s own unstable border regions. 

Yet Iran’s own actions make this hands-off strategy increasingly untenable. The closer Iran seems to get 
to the nuclear ambition it claims not to have, the more nervous its other neighbours have become. 
Indeed, Arab states seem far more anxious about a Persian bomb than they have been for the past 40 
years about Israel’s presumed nuclear arsenal. It was the threat of wider proliferation in the Middle East, 
and potentially beyond, as well as the risk that Israel could act alone if nothing was done to rein in Iran, 
that was cited recently by two senior American officials in Beijing to try to persuade China to shift on 
sanctions.  

 
Time for a strike? 

A bipartisan American report, by two ex-senators and a former air-force general, says the United States 
must now plan overtly for military action, if only to strengthen diplomacy. Charles Wald, the general, says 
the Iranians “frankly don’t believe that we would do anything against them”. America is trying to woo the 
Muslim world, draw down in Iraq and build up in Afghanistan. As Admiral Mike Mullen, the chairman of 
America’s joint chiefs of staff, said on November 4th: “The last thing in the world that I need right now is 
a third conflict—as we’re trying to work our way through these other two.” 

Israel’s threats of military action might be more credible than America’s. In 1981 it bombed Saddam 
Hussein’s Osirak reactor, and in 2007 it bombed a suspected Syrian nuclear reactor under construction. As 
a result, Israel likes to argue, the world owes the Jewish state a huge debt of gratitude. (By the same 
token, perhaps Saddam should be thanked for bombing Iran’s reactor at Bushehr in the 1980s.) Last year 
Israel carried out a long-distance military air exercise over Greece that looked like a rehearsal for action in 
Iran. In June a missile-carrying Israeli submarine ostentatiously sailed through the Suez Canal. And 
recently Israel and America conducted large-scale missile-defence exercises to demonstrate their ability to 
fend off possible retaliation by Iran. 

What could provoke military action, whether by America or by Israel? There are several possibilities. One 
might be an Iranian decision to expel nuclear inspectors or withdraw from the NPT, as North Korea did in 
2003 before making and testing atomic bombs. Another cause might be the growth of Iran’s stockpile of 
LEU to the point where it has enough fissile material to break out of the NPT and test more than one 
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bomb. Yet another factor might be the delivery of those Russian S-300 anti-aircraft missiles, which would 
make bombing much more difficult. Arguably the biggest trigger would be the conviction that diplomacy 
has reached an impasse. 

Acquiring nuclear weapons requires three elements: fissile material (such as highly enriched uranium, 
HEU, or plutonium), a delivery system and a warhead. The enrichment plants at Natanz, Qom and perhaps 
elsewhere give Iran an early route to HEU. A planned heavy-water reactor at Arak will produce large 
quantities of plutonium as a by-product, but will not be completed for some years. 

Iran has been working on a range of ballistic missiles. Its liquid-fuel Shahab-3, with a range of 1,300km 
(810 miles) or more, can already reach Israel. In May it tested the 2,000-km Sejjil missile. As a solid-fuel 
rocket, this could be fired at short notice from mobile launchers. Atomic bombs can be put on aircraft or 
even smuggled in ships. But missiles are the quickest and most reliable way to deliver them. 

Finally, Iran has also worked on fitting a bomb inside a missile cone. IAEA inspectors have found evidence 
that Iran had designs to make uranium hemispheres (used in warheads) and had experimented with ultra-
fast triggers that would be needed to “implode” these and set off a nuclear explosion. A contentious 
American intelligence assessment in 2007 said Iran’s work on warheads had stopped in 2003, although 
Israel, Britain and France dispute this. A secret annexe to an IAEA report earlier this year reckoned that 
Iran “has sufficient information to be able to design and produce a workable implosion nuclear device 
based on HEU”. It had also worked on fitting a bomb on a missile warhead. 

So the main constraint on Iran going nuclear is the availability of fissile material. If it decides to break out 
of the NPT it might need a few months to build a bomb, but would risk military action; if it decides to 
sneak out clandestinely it might take years. Iran may yet choose to stop “one turn of the screwdriver” 
short of a bomb. 

Iran has learned from Israel’s previous actions. It has dispersed and buried its nuclear facilities to make 
them harder to strike. In contrast with the “Two Minutes over Baghdad” of Israel’s raid on Osiraq, there is 
no easy shot. If anything, it has become harder to hobble Iran as time has passed. The discovery of Qom, 
as well as Iran’s plan to build ten more enrichment plants, suggests there may be more hidden sites. 

 
Two months over Iran? 

Perhaps the best opportunity to halt Iran’s programme by military means would have been an early strike 
on the Isfahan conversion plant. This turns uranium ore into UF6, the essential preliminary step before 
enrichment. It is above ground, and thus more vulnerable to attack. It was the first part of the nuclear 
programme to be restarted by Iran in 2005, and has since produced enough UF6 for scores of bombs.  

A report last month by the Council on Foreign Relations, a think-tank in New York, suggests that Israel 
could limit itself to three targets: Isfahan, Arak and Natanz. But to strike the centrifuges at Natanz, buried 
under 23 metres of soil and cement, it would have to use several bunker-busting bombs in “burrowing” 
mode: dropping bombs repeatedly on the same crater to dig down to the protected centrifuges. The report 
reckons that three bombs per “aim point” would give a 70% chance of success. 
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Still, the repeated sorties and loitering time needed to achieve this would probably require suppressing 
Iran’s air defences, which in turns requires more sorties, perhaps hundreds. Israel would be operating at 
the limit of its range, even with air-to-air refuelling, and would probably have to cross the air space of 
other countries. It might not be able to sustain such an operation. And would attacking a few sites really 
crimp Iran’s nuclear programme, or merely drive it entirely out of sight?  

General Wald, for one, suggests that Israeli action may be little more than a “pinprick”. This may be 
galling for Israelis, but few would contest that the American air force, with planes deployed closer to Iran 
and the ability to bring in aircraft carriers, could do a much more thorough job. America is unlikely to 
escape blame for Israeli military action, so it might as well join in, say some. A bigger American operation 
could go after more nuclear sites and take out some of Iran’s means of retaliation: missile sites and naval 
bases. It might even want to strike a blow against the Revolutionary Guards. This scenario starts to look 
like a major air war; closer to two months over Iran than two minutes.  

Iran could do much damage to the West in return. It could fire missiles, perhaps tipped with chemical or 
biological weapons, at American bases or Israel. It could attack oil installations in the Gulf, and try to 
choke off the flow of oil through the Strait of Hormuz. The American navy thinks any such disruption 
would be temporary. But fighting in the confined waters of the Gulf makes warships more vulnerable to 
surprise attacks and anti-shipping missiles.  

Many Muslims would regard a military strike on Iran as another war against Islam. Iran could stoke anti-
American insurgencies across its borders in Iraq and Afghanistan. It could also prod its Lebanese proxy, 
Hizbullah, and the Palestinian Hamas movement to resume their missile war against Israel. Israel 
periodically intercepts Iranian weapons shipments to Lebanon and Gaza; the latest, containing hundreds 
of tonnes of rockets, missiles, mortars, grenades and anti-tank weapons allegedly destined for Hizbullah, 
was seized last month off Cyprus. Iran, perhaps through Hizbullah, could also resort to terrorist tactics 
around the world.  

So which will it be: a war with Iran, or a nuclear-armed Iran? Short of a revolution that sweeps away the 
Iranian regime—ushering in one that agrees, like post-apartheid South Africa, to give up its nuclear 
technology—sanctions may offer the only hope of avoiding the awful choice.  
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The Panama Canal  
 
A plan to unlock prosperity 
Dec 3rd 2009 | PANAMA CITY  
From The Economist print edition 

 
 
Ten years ago this month Panama took possession of the canal that bears its name. It has high 
hopes for a $5.25 billion expansion of the waterway 
 

 
CAPTAIN HARIDAS PILLAY looks down anxiously from the bridge. He brings his ship through here every 
month, but it is always a tense, careful manoeuvre. The MV Perseus Leader inches into the Miraflores lock 
on the Panama Canal on her way from the Pacific Ocean to the Caribbean Sea and the Atlantic, 80km (50 
miles) away, a tug astern braking her bulky progress into the narrow gap. She is like a floating multi-
storey car park, a roll-on roll-off car carrier. Today she has 3,300 Subarus and Mazdas from Tokyo and 
Hiroshima, bound for Baltimore and New York.  

The master relays orders from the Panama Canal Authority (ACP) pilot to the helmsman as the vessel 
eases into the lock under her own power. With barely half a metre to spare to both port and starboard, 
she is roped to four “mules”, or electric locomotives, fore and aft to stop her bumping against the sides. 
“It’s like directing a small orchestra,” says Captain Pillay. Gates close, water rises, gates open; then close, 
up, open again. After about 30 minutes the ship is ready to steam into the wider waters of the canal. The 
atmosphere on the bridge relaxes, and cups of coffee appear. 

The Panamanian isthmus was too high and rocky for the original French and later American builders to 
clear a sea-level passage like the Suez Canal, so ships have to be lifted 26 metres (85 feet) from the 
Pacific to enter the lake midway through the canal, and lowered again on the Atlantic side. The French 
gave up after tropical diseases, chiefly yellow fever, wiped out thousands of labourers. The American Army 
Corps of Engineers managed to control the spread of disease among contract labourers, of whom almost 
20,000 came from Barbados; they built a railway, imported giant steam shovels and moved mountains to 
complete an engineering wonder of the world. The first ships passed through in 1914. The descendants of 
many workers live today on the Atlantic coast in cities such as Colón and still speak English. 

As well as providing a short cut for battleships, the canal became a vital artery of world trade. Since the 
1970s, however, merchant vessels have been growing too big to pass through it. The largest container 
ships today can carry more than 12,000 boxes, whereas the biggest that can fit in the canal carry only 
4,500. Since the mid-1990s it has become obvious that the bottleneck would need to be cleared, or the 
canal would become a backwater. 

In August 2007, even as the world economy slid into recession and global trade fell for the first time in a 
quarter of a century, the ACP started digging. The work consists mainly of dredging the existing canal and 
blasting an access channel to a new set of larger locks. The channel will be parallel to the existing 
Miraflores lake, but nine metres higher. Basalt from the excavation will be used to make concrete to build 
the locks. Construction of these, in what is now a marshy lagoon on the Pacific side, should start in a few 
months. About 150m cubic metres will be excavated, compared with 200m for the original canal.
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Last July the ACP awarded the contract to build the locks: 60% wider and 40% longer, they will be able to 
handle all but eight of the world’s container vessels, along with supersize tankers and bulk carriers of ores 
and grains. An international consortium led by Spain’s Sacyr Vallehermoso won the contract, thanks partly 
to its innovative rolling lock gates which slide into a side chamber, allowing easier maintenance on the 
most delicate part of the locks. This is a trophy deal for Sacyr, and relief from problems in its home 
market. 

The whole project should be finished in 2014 at a cost of $5.25 billion, more than a fifth of Panama’s GDP 
last year. Of this, $3 billion will come from retained earnings, the rest from bilateral and multilateral 
lenders, led by the Japan Bank for International Cooperation, the European Investment Bank and the 
Inter-American Development Bank. According to the ACP, the project is on time and within budget.  

The expansion—one of the world’s biggest transport projects—was controversial when first mooted in 
around 2001. Some feared that it would cripple a small country whose public debt then amounted to 71% 
of GDP, and that extra dams would flood rural land, displacing peasants and threatening water supplies. 
Others argued for a giant port on the Pacific side with containers crossing the isthmus by rail. Yet 
Panamanians voted heavily in favour of expansion in a referendum in 2006 after concessions to soften the 
environmental impact: there will be no extra dam and the new locks will recycle most water. 

 
Panama took over the canal ten years ago this month under a treaty signed in 1977 by Jimmy Carter, 
then America’s president. The Americans ran it as a federal agency, setting tolls to cover costs. The 
Panamanians’ approach was more commercial. The ACP, a state-owned autonomous agency, segmented 
the market, adapted tolls to different cargoes and charged more for additional services, such as extra tugs 
and deckhands. Transit times became shorter and more predictable, attracting container lines. In 1995, 
200,000 containers went through; this year’s number is 4.6m. The canal’s share of traffic between East 
Asia and America’s East Coast has risen from 11% to 40%, according to Alberto Alemán Zubieta, the 
ACP’s chief executive.  

The ACP has also been able to charge more. Since 1998 the average toll has risen by 70%. In May, for 
example, the price per container went up from $63 to $72. (Container ships are usually charged by 
capacity, regardless of load. Cruise liners pay $120 per berth.) The canal has revenues of $2 billion and 
costs of only $600m. Spare cash goes into the Panamanian treasury, through a revenue royalty and 
dividends. In the fiscal year that ended in September, the treasury pocketed $760m. 

Improved service is one justification for the increased tolls. Joe Reeder, the last chairman of the canal 
authority under American control, thinks the Panamanians have done a great job. “They have got the total 
transit time down below 24 hours,” he says. “We never managed better than 27 or 28 hours.” This has 
been done even as the number of transits has risen from 13,000 a year to over 14,000. Most are done by 
a hard core of 300 container ships and specialised vessels like Captain Pillay’s passing through regularly 
between America’s East Coast and China.  

Although it has some power in the market, the ACP is no monopolist, able to hold the world’s shipping 
lines to ransom. Rodolfo Sabonge, its head of marketing, notes that there are alternatives to the short cut 
between the Atlantic and the Pacific. The big market for container ships is East Asia (largely China) to the 
East Coast, with access to the bulk of America’s population. Shanghai to New York via the Panama Canal 
works out at roughly 25-26 days, compared with 27-28 days via Suez or 19-21 via Los Angeles and train. 
The route via the West Coast and overland costs about $600 per container more than Panama, depending 
on a ship’s operating costs, which are of the order of $60,000 a day.
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The bosses of the world’s shipping firms, who sit on the ACP’s advisory board, started pressing for 
expansion as soon as Panama took over. “Hardly anybody is building smaller container ships now,” says 
Jürgen Harling, group vice-president of A.P. Moller-Maersk of Denmark, the world’s biggest container-
shipping line. “With big vessels you need fewer of them, say, five to run a regular service from China to 
[America’s] West Coast, compared with eight or nine to run a similar service through the canal at its 
present size.” Laurent Falguière, a vice-president of France’s CMA CGM, the world’s third-largest 
container-shipping line, emphasises the flexibility a wider canal will provide, along with the upgraded ports 
and terminals planned on America’s Gulf and East Coasts. He says the project will “bring a breath of fresh 
air”, altering the relative merits of the different transpacific or Atlantic routes. 

Not all shipping analysts are enthusiastic. Martin Stopford, a director of 
Clarksons, a London shipping consultancy, and author of a standard work 
on maritime economics, sees some limits to the benefits, since economies 
of scale diminish for container ships above 6,500 TEUs (20-foot equivalent 
units—the measure for containers). He also notes that East Coast ports are 
not yet big or deep enough to handle giant container vessels. 
“Nevertheless,” he says, echoing “Field of Dreams”, a film about baseball, 
“if they build it, they will come.” 

Mike Page of Drewry, another London firm of shipping consultants, turns 
Mr Stopford’s argument on its head. “If they don’t build,” he says, “they 
will go.” Mr Page thinks the canal would have faced marginalisation had it 
not started expanding. In 2000, he calculates, 85% of the container fleet 
could still pass through Panama. But bigger ships caught on fast from the 
mid-1990s. By 2007 barely 57% of container ships could fit the canal. “By 
2011 it will be less than half.” He thinks, though, that the expansion will 
not make much difference for many kinds of trades, such as bulk ores and 
grains, oil tankers or specialised refrigerator or chemical carrier ships. “It’s 
all about containers,” he concludes.  

The ACP forecasts that, thanks to the expansion, total tonnage will rise from 280m tonnes in 2005 (its 
base year) to 510m in 2025. Container traffic should triple to about 300m tonnes. The ACP is also 
counting on a continued rise in its share of traffic between East Asia and the East Coast to about half, at 
the expense of America’s West Coast ports and railways. No fewer than 140 shipping routes (counted 
port-to-port) already run via Panama: the ability to take bigger vessels could add even more, especially 
between eastern South America and Asia, and western South America and the American East Coast and 
Europe. Brazilian soya and iron ore and Colombian coal in big bulk carriers may soon have better access 
to China, which might in turn affect commodity prices.  

Mr Alemán also reckons expansion boosts Panama’s status as a regional hub: “It is a big port on two 
oceans,” he says. He sees more big ships coming in to offload cargoes for trans-shipment in smaller 
vessels on either ocean—an example of the flexibility that shipping lines want. Dell and HP, two big 
computer-makers, and Caterpillar, a leading manufacturer of construction machinery, already have 
distribution centres in Panama in anticipation. 

 
Spilling over 

The ACP believes that the expansion, once completed, will boost Panama’s annual growth rate by 1.2 
percentage points, helping GDP grow to 2.5 times the 2005 level by 2025. That, estimates the authority, 
would lift 100,000 Panamanians out of poverty: today 1m are poor in a population of 3.4m. But the 
mechanism by which a wider canal will raise the living standards of the country’s people—particularly its 
least fortunate—remains murky. 

Panama’s economy is not a coherent whole. In recent years its growth rate, thanks largely to the canal 
and the activity associated with it, has been the highest in Latin America: 7%-plus in 2004 and 2005, 
8.5% in 2006, 12.1% in 2007 and 10.7% last year. Residents proudly call the narrow strip of prosperity 
along the canal a Latin American Singapore. Panama boasts the world’s biggest shipping registry, which 
means business for lawyers and boat-servicing companies. Its privatised ports move containers with 
world-class efficiency, and its airport has become an important hub for travel between North and South 
America. The high number of optical fibres passing through its territory gives Panama the best 
connectivity in Latin America, making it attractive for call centres and regional headquarters.  

At the Atlantic end of the canal lies the Colón Free Zone, the world’s second-biggest re-export centre, 
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trailing Hong Kong. Last year $9.1 billion-worth of merchandise was unloaded there; re-exports, after 
relabelling, repackaging and so forth, amounted to $9.7 billion. At the Pacific terminus, Panama City is 
home to dozens of banks, serving Colombians and Venezuelans with dollar savings as well as Central 
Americans, and thousands of companies, attracted by its favourable tax treatment of offshore business. 
Despite the global recession, the skyline continues to sprout apartment towers of dizzying heights. 

Yet this stretch of Singapore bisects an isthmus that is otherwise barely distinguishable from Nicaragua, a 
few hundred kilometres to the north-west. Few low-skilled jobs are available besides those on building 
sites in Panama City. As a result virtually all formal non-farm jobs are in the former canal zone. The rest 
of the labour force—including most of the country’s poor—works in agriculture, which is highly protected 
and inefficient. The water that fills the canal’s locks flows from nearby rivers where the children of 
indigenous peasants swim naked during school hours. Panama’s income distribution is among the least 
equal in the world. 

Proponents of the canal expansion outline three ways in which it will benefit the country. The first is 
already being felt: the direct economic jolt of the construction itself, which has created 5,000 jobs and 
boosted GDP by 3.5% this year. This fortuitous Keynesian kick-start has kept the economy growing in 
2009—in a region where many have shrunk. 

Second, the proponents expect, will be a new wave of investment in the cluster of industries near the 
canal. Together, they make up 28% of GDP and are far more labour-intensive than the ACP itself, which 
has a lean payroll of just 9,500. A wider canal will also be able to handle larger cruise ships, making them 
more likely to choose Panama as their home port. Cruising could bolster tourism, Panama’s largest source 
of export income from services after the canal. The Miraflores locks already have a visitor centre with 
stadium-style seating to watch boats being raised and lowered. It has hosted wedding receptions and 
even a Miss Universe contest. The sliding gates and water-saving basins of the new locks may attract even 
more visitors. 

The third stream of benefits is the extra revenue flowing into the treasury. The ACP expects its annual 
transfers to the state to triple between 2005 and 2015 and perhaps to rise eightfold, to over $4 billion, by 
2025. This predicted windfall offers Panama the best chance to escape the economic woes that have 
stymied much of Central America for centuries. But as any oil-producing developing country can attest, 
such profits can create problems as well as solve them. 

They could even exacerbate some flaws in the economy. Because Panama is short of skilled labour, many 
of the jobs created by further growth of the canal cluster would have to be filled by foreigners. “We have 
to make sure that the canal doesn’t become Panama’s oil,” says Nicolás Barletta, a former president. “We 
can’t let it subsidise the rest of the economy.” 

 
A man, a plan, a canal, Panama 

It is too much to expect even such a huge project to solve all a country’s economic troubles. It will bring 
jobs in ancillary services; and the extra money could, if used wisely, ease some pressing problems. Most 
people think that economic diversification is the best way to reduce poverty. Panama’s new president, 
Ricardo Martinelli, a supermarket magnate who was elected in May, has hired McKinsey, a firm of 
consultants, to design a national development plan. It is due to be released this month.  

 
Given that so many poor people work in farming, improving productivity there is most important. This 
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means bringing techniques, equipment and seeds up to global standards, and cultivating Panama’s most 
promising crops, such as bananas and coffee (its Geisha bean is especially prized). In particular, Panama 
is short of refrigeration capacity to preserve its produce. 

On top of this, social services, primarily health care and education, also need improvement. Although 
Panama’s social spending per person is among the highest in Latin America, its students’ standardised test 
results rank near the bottom. Both Mr Martinelli’s ministers and independent analysts attribute this 
disappointing showing to a powerful teachers’ union and an inefficient civil service.  

The government could use its extra income to foster rural development in any number of ways. It could 
also build more schools, universities, clinics and hospitals, or hire more or better teachers or doctors. 

But money is only part of the equation. If the public sector is inefficient and prone to graft, as Panama’s 
is—the country ranks joint 84th cleanest out of 180 in Transparency International’s index of perceptions of 
corruption—the cash may be wasted or end up in the wrong hands. Moreover, canal profits may blunt the 
incentive to spruce up a tax system that collects a paltry 11% of GDP. Countries with bountiful natural 
resources have often been poorly governed because leaders who do not rely on tax revenues are not held 
to account by the public, and are thus free to misbehave. 

It is precisely in public administration that the canal may make its greatest contribution. Although the ACP 
is an arm of the government, it is run autonomously and professionally. It issues debt independently of 
the treasury (and, implicitly, has a higher credit rating). “I thought the canal should have been privatised, 
but I was wrong,” says Felipe Chapman, an economist in Panama City. “It’s a public company with the 
efficiency of a private one. The canal broke the taboo that Panamanians couldn’t run things. We’ve run it 
even better than the Americans did.” 

For the world’s shipping industry, the expansion of the canal will be an event almost as big as its opening 
a century before. Panama is better placed to reap the benefits. The public employees of the ACP have 
shown they can earn money honestly and effectively. If the state’s other servants follow their example in 
spending it, the rising waters of the newly expanded canal may truly lift all Panamanian boats.  
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The jobs summit  
 
Any ideas? 
Dec 3rd 2009 | WASHINGTON, DC  
From The Economist print edition 

 
 
America’s politicians are scrambling to get the unemployment rate down quickly. It will not be 
easy 
 

 
FEW things alarm incumbent politicians more than high and rising unemployment. With the mid-term 
elections less than a year away and joblessness at levels not seen in a quarter-century, it is no surprise 
that the Obama team, and a growing chorus of vulnerable Democratic lawmakers, are desperate to do 
something. Hence the president’s decision to convene a “jobs summit” on December 3rd, and a growing 
momentum in Congress for a new job-spurring package. Unfortunately, there are no simple solutions. 

America has suffered its deepest post-war recession and that downturn has taken a disproportionately 
heavy toll on jobs. Unemployment has risen further and faster than the decline in output would normally 
imply. Overall joblessness reached 10.2% in October, meaning that some 16m Americans are looking for 
work, the highest rate since 1983. November’s figures, due out on December 4th, may show a slower 
pace of job losses as the economy starts to recover, but few analysts expect much change in the share of 
people out of work. 

The headline figure understates the problem. A broader gauge, which includes those who have given up 
searching for a job and involuntary part-time workers, suggests more than one in six workers is 
underemployed. Almost 40% of the jobless have been out of work for more than a year, the highest share 
since the Depression. The pain is being felt disproportionately by men, the young and blacks. In the first 
two cases, jobless rates are at post-war peaks (see chart and article). 
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Even though the economy is growing again, this picture is unlikely to change quickly. The hangover from 
the financial bust means the recovery will be muted. And much as they did after the 1990-91 and 2001 
recessions, nervous employers are working remaining staff harder before hiring new ones. Labour 
productivity has soared, but the result could be a poisonous combination of deep recession followed by 
jobless recovery. The Federal Reserve’s latest forecasts suggest a jobless rate above 8% in 2011, and half 
a decade or so until the economy returns to full employment. 

The economic scars could be deep. Evidence from Europe suggests that long spells of high joblessness 
leave a country’s underlying unemployment rate permanently higher, as workers lose skills, becoming 
detached from the labour force and increasingly hard to re-employ. For America’s young and black 
workers, especially, that is a big worry.  

This grim trajectory suggests an economic, as well as a political, rationale for government action. But 
what sort? The administration’s original approach was to boost employment by underpinning demand with 
fiscal stimulus. And for all the criticism of the $787 billion stimulus package, there is little doubt that the 
jobs picture is less dire than it would have been without it. A report released on November 30th by the 
Congressional Budget Office suggests it created or saved somewhere between 0.6m and 1.6m jobs. Yet 
with voters increasingly worried by trillion-dollar budget deficits, that route is harder. The new focus is 
less on supporting demand than on policies that increase the job-intensity of the recovery. 

The proposals percolating in Congress range from splashy ideas with little chance of short-term impact 
(such as an infrastructure bank to support green investments) to pork-filled stalwarts (such as 
accelerating the $500 billion six-year transportation bill). In between are three broad strategies to support 
jobs. 

In a nod to Germany’s Kurzarbeit scheme, one would use the unemployment insurance system to support 
shortened work hours. Seventeen states already allow this and legislation now in the Senate would 
encourage others to do so. That seems misguided. The pace of job loss is slowing and encouraging labour 
hoarding will hold back America’s inevitable economic restructuring. 

A second tack is for the government to create new jobs itself. Several leftish academics have advocated 
an updated version of the 1930s Works Progress Administration in which the jobless could be put to 
socially useful work, such as building low-income housing or providing childcare. A proposal from the left-
leaning Economic Policy Institute (EPI) suggests that a programme costing $40 billion a year for three 
years would create 1m jobs. These ideas, though, have made less political headway. Already under fire for 
overreach, the Obama team is wary of anything that smacks of bigger government. 

Thus the main focus in the White House and on Capitol Hill is on finding ways to encourage American firms 
to create more jobs. Policies that alleviate credit constraints, especially on small businesses, are popular. 
Some Republicans are keen on a payroll-tax holiday to temporarily cut employment costs. Other people 
prefer a job-creation tax credit, designed to reward firms for creating new jobs. Last used in the Carter 
administration, such a credit was touted by Barack Obama during the presidential campaign. One plan 
from the EPI claims a 15% tax credit could create 5.1m additional jobs over the next two years, at a net 
cost of $27 billion. Critics argue that such a credit would reward firms for jobs they were going to create 
anyway. Advocates counter that even if only 10% of the jobs receiving the credit were marginal hires, the 
policy would be cost-effective. But businesspeople themselves do not seem terribly keen on the idea.
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Add together the range of options and the desire to act quickly, and Congress’s jobs package, much like 
the original stimulus, will probably end up as an ugly mishmash. Another uncertainty is whether, and how, 
it will be paid for. With deficit spending now a dirty word, some politicians want to tap unused bank bail-
out funds; others talk of a new tax on financial transactions or internet gaming. Few care much about 
optimal policy. The overwhelming pressure is to do something fast. After all, politicians’ jobs depend on it. 
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Black unemployment  
 
Not so colour-blind 
Dec 3rd 2009 | WASHINGTON, DC  
From The Economist print edition 

 
 
Blacks are faring much worse than whites in this recession 

THOUGH pundits were quick to declare that the election of Barack Obama represented the emergence of a 
“post-racial” America, the macroeconomy has provided a corrective. During the American economy’s last 
deep recession, in the early 1980s, black unemployment soared to twice the level among whites, passing 
21% in 1983. And according to the latest data from the Bureau of Labour Statistics, time has changed 
little. The current unemployment rate among black Americans is almost 16%; among whites the figure is 
under 10%.  

The yawning gap between blacks and whites persists across demographic lines. The current “mancession” 
has hit male-dominated professions hardest. But white men face a relatively mild unemployment rate of 
just over 10% compared with over 18% among black men. For the worst-off, the data are catastrophic. 
Among young black men without a high-school diploma, nearly half have no jobs. These rates are based 
on a labour-force number which excludes those in prison; if there were not five times as many blacks 
behind bars as whites, the figures would look even worse.  

There is no shortage of explanations for the gap. States with weaker labour markets, like South Carolina 
and Michigan, also tend to have larger black populations than low-unemployment states like Iowa and 
Montana. Predominantly black neighbourhoods are often a long way from where jobs are concentrated, in 
largely white suburbs, so those without cars cannot get to them.  

Blacks are also at a disadvantage when it comes to relying on friends and family connections to find jobs; 
there is not the same network of family businesses that whites and Latinos have. Some studies have 
found that this factor may explain as much as 70% of the difference in black and white unemployment 
rates, and may also explain the difference between black and Latino jobless rates. Among young men, for 
instance, the near-20% Hispanic unemployment rate is much closer to that for whites (17%) than blacks 
(30%). And discrimination, too, plays a part.  

What is clear is that the unemployment problem in black communities will not end with the recession. The 
employment-to-population ratio among black adults is only just above 50%, and it is closer to a shocking 
40% for young black men; for adult whites it is 59%. Black workers are also unemployed for about five 
weeks longer, on average, than the rest of the population. Some 45% of unemployed blacks have been 
out of work for 27 weeks or longer, compared with just 36% of unemployed whites. That means continued 
loss of skills, and a longer and harder road back into the workforce. 
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State finances  
 
Keynes in reverse 
Dec 3rd 2009 | LOS ANGELES  
From The Economist print edition 

 
 
As more states resemble California, they threaten economic recovery 

IF THE world’s eighth-largest economy were a company, it would have been on the edge of bankruptcy all 
year. California’s legislature and its governor have already plugged more than $60 billion-worth of holes in 
the state budget, either by raising taxes or cutting spending. But as soon as one hole is filled, the 
economy—still bad, even if no longer technically in recession—digs another. Mac Taylor, the state’s non-
partisan legislative analyst, now expects to see a deficit of $6.3 billion for the current fiscal year, which 
ends next June, rising to $14.4 billion next year. 

 
This means that California’s legislature, having already made cuts that exceed the entire budget of many 
smaller states, must deal with another gap of $21 billion in the coming months. This is larger than, for 
example, California’s entire spending on prisons and higher education combined. Lest legislators be 
tempted to resort to temporary accounting tricks, Mr Taylor also warns that revenues are likely to fall 
below expenditures by about $20 billion a year for the foreseeable future. 

The problem, as in other states, is tax revenues that are coming in below even pessimistic estimates and 
spending requirements that are rising with welfare claims and other legal requirements, such as Medicaid, 
the health system for America’s poorest. Money from the federal stimulus this year has proved a decidedly 
mixed blessing, since much of it has come with requirements on the states to maintain school, health-care 
and other spending which is now exacerbating their deficits. Other cuts that were planned are proving 
elusive as the people who are losing funding sue the state.  

The answer, suggests Mr Taylor, must be a mix of additional cuts and extended temporary taxes, although 
Republicans, a minority in the legislature large enough to block any tax or budget deal if they wish, are 
already saying no to more taxes as they prepare for an election year. But whatever the mix, taxing more 
and spending less is “the opposite of what we should be doing” in a weak economy, says William Lockyer, 
California’s treasurer, who is a Democrat. State finances are thus imposing a “reverse Keynesianism” on 
policymakers, he says, which counteracts the federal stimulus and might even jeopardise the recovery.  

California’s problems may be in a league of their own, as the Pew Centre on the States puts it, but about 
nine other states face similar difficulties relative to their size. They include California’s neighbours, 
Arizona, Nevada and Oregon; that other burst housing bubble, Florida; the rust belt of Michigan, 
Wisconsin and Illinois; and the eastern basket-cases of New Jersey and Rhode Island. Altogether the ten 
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states represent more than a third of America’s economy and population. 

 
Can it be fixed? 

In some cases, the problems appear nearly as intractable as in California. Michigan, for instance, was in 
trouble even before the recession, but a collapsing car industry and dwindling sales- and income-tax 
receipts have made its situation much worse. Its lawmakers spent the autumn bickering over its budget. 
As elsewhere, most departments saw their budgets slashed. Education suffered in particular, as the state 
eliminated a popular student-aid programme. Jennifer Granholm, the governor, has warned that cuts of 
another 20% may be needed next year. 

All America’s other states, bar North Dakota and Montana, have their own budget problems. They are less 
severe. But all the south-eastern states, for example, are facing shortfalls. New York, which has the 
second-largest budget after California, is facing a new deficit of $3.2 billion, and its governor, David 
Paterson, has ordered cuts of 11% in many agency budgets, after already closing some park facilities, 
prisons and other services. 

Christine Gregoire, the governor of Washington state, which confronts a relatively unimposing $2.6 billion 
deficit in the current year, worries that “right now I can’t see the path forward,” and warns that “entire 
programmes are on the table,” including health care for the poorest. In her staff meetings, she says, 
people have had tears in their eyes as they contemplate the human costs—larger school classes, old 
people without care homes, more amputations as a result of cutbacks in podiatry. And it is not over yet. 
She wonders, “Have we lost our safety net for the most vulnerable out there?” 
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Mortgage repayments  
 
Time to fold 
Dec 3rd 2009 | WASHINGTON, DC  
From The Economist print edition 

 
 
Don’t reinforce failure 
 

 
GROWTH may have returned at long last to the American economy, but the housing crisis which set the 
recession in motion rolls on, impervious to government fixes. Nine months since Barack Obama 
announced his plan to keep Americans in their homes, foreclosures are still pouring in at the rate of more 
than 300,000 a month. 

The Obama team had hoped that their programme, Making Home Affordable, would save as many as 4m 
families from foreclosure. Unfortunately, the Treasury admitted in October that only 500,000 loans have 
so far been rescheduled, and a congressional panel has more recently pointed out that all but around 
2,000 of those adjustments were only short-term ones. This has prompted more action from the 
administration, which announced a new mortgage-modification drive on November 30th. The changes to 
the programme, however, appear to be little more than tinkering. 

Making Home Affordable was based on the idea that only minor obstacles were preventing lenders and 
borrowers from arriving at a mutually beneficial arrangement—a reduction in payments that would 
prevent a default and allow the bank to get a higher return from a property than it could expect from 
foreclosure and resale into a weak market. So the administration thought it needed to offer nothing more 
than a nudge to get the parties interested. Under the scheme, lenders get $1,000 for modifying a loan and 
$1,000 for each of the three years following the modification in which the borrower keeps his payments up 
to date. The borrower is also eligible for financial help, and both get added benefits if struggling borrowers 
are identified before loans go delinquent.  

This formulation has failed to deliver the hoped-for results. So the administration has opted to try a shove 
instead of a nudge. As part of the new conversion drive, lenders may have their incentive money withheld 
until temporary modifications are made permanent. Poor performers will be publicly named, and those 
insufficiently committed to the programme may be subject to as-yet undefined “monetary penalties and 
sanctions”.  

But this effort may be doomed. The latest foreclosures are no longer the result of loans that were 
unaffordable from the outset or payments rising from resets. Rather, they are a product of negative equity 
and rising unemployment. Nor is it clear that loan modification was ever likely to achieve very much. As 
economists from the Boston Federal Reserve have argued in early July, a large fraction of delinquent 
borrowers (perhaps as many as 30%) will catch up on their payments with or without help; an even larger 
share will default anyway after receiving a modification.  

Meanwhile, depressed housing markets are having little trouble making home affordable all by 
themselves. Rents have been flat to declining in recent months, and in “bubble” areas—those experiencing 
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the highest levels of foreclosure activity—they have dropped precipitously. At some point the 
administration may be forced to conclude that the best option for all involved is to make foreclosure as 
painless as possible, and to help turn struggling borrowers into relieved renters.  
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Rows over the Nativity  
 
No crib for a bed 
Dec 3rd 2009 | LITTLE ROCK  
From The Economist print edition 

 
 
A Christmas mix of church and state 

ON A manicured lawn within the grounds of the Arkansas state capitol in Little Rock a Nativity scene is 
erected each Advent. It is causing all sorts of problems. Shouldn’t other religions (or, for that matter, 
those who reject organised religion altogether) get their chance to show off? Doesn’t the display amount 
to a violation of the canonical separation of religion and politics?  

Arkansas’s Society of Freethinkers certainly thinks so. It has attempted to mount a winter solstice display 
at the capitol for the past two years. In 2008 its proposal was said to be too vague. So this year the group 
submitted a detailed plan with drawings, only to be rejected again. “We determined this display is 
inconsistent with the holiday tone that our office is striving to create on the capitol grounds during the 
holiday season,” says a spokesman for the Arkansas secretary of state. 

The Freethinkers’ exhibit is a “Box of Knowledge”—a cube with pictures of free thinkers they like such as 
Abraham Lincoln and Bill Gates, an explanation of the winter solstice, covers of free thinking books and 
scientific facts about evolution. The Freethinkers say that they are not necessarily atheists, but include 
agnostics, secular humanists, deists and Unitarian Universalists. 

Other states face similar dramas. In Ann Arbor, Michigan, the Freedom from Religion Foundation 
complained about a Nativity scene on a highway median that has been displayed for 63 years. The same 
group filed a similar lawsuit in Wisconsin last year. That case is continuing, but in Michigan, local 
authorities refused permission to the Nativity display this year. 

The Arkansas Freethinkers do not want the Little Rock Nativity scene removed. They simply want the state 
to set up a “free-speech zone” and let them be part of it, along with Jews, Buddhists, Hindus and Muslims. 
“The holiday is big enough to accommodate everyone,” says Tod Billings, a Freethinker. 

Some say that this will lead to chaos. In Olympia, Washington, the capitol’s all-inclusive free-speech zone 
became hopelessly overcrowded. Even the Church of the Flying Spaghetti Monster mounted a display. This 
year the state has banned the lot. The only evidence of the holidays? An evergreen tree in the capitol’s 
rotunda. It’s definitely not a Christmas tree, mind. 
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Mexico and America  
 
Gently does it 
Dec 3rd 2009 | MEXICO CITY AND WASHINGTON, DC  
From The Economist print edition 

 
 
Behind the headlines, relations between the governments of Mexico and the United States are 
better than they look, though still unequal 
 

 
“POOR Mexico, so far from God and so close to the United States.” The remark of Porfirio Díaz, Mexico’s 
long-serving 19th-century president, has become the even longer-serving cliché of choice for Mexico’s 
complex and unequal relationship with its gigantic northern neighbour. But if you took seriously some of 
today’s headlines from north of the Rio Grande, you might think the old relationship had been flipped on 
its head: that America had more to fear from Mexico—illegal immigrants, drugs and drug violence, swine 
flu—than the other way around. 

Mexico is undoubtedly in trouble. Since 2006 it has been hammered by an electoral crisis, a swooning 
economy and the swine-flu epidemic. Mexico is the leading source of heroin, marijuana and 
methamphetamine for the United States and the leading transit country for cocaine from South America. 
Three years ago President Felipe Calderón launched an unprecedented attack on the drug-traffickers, 
unleashing a violent pushback against the state and grisly turf battles between the cartels. The killings 
claimed well over 5,000 Mexican lives in 2008 and the toll this year will be higher. 

So far remarkably little violence has crossed the border. But there have been drug-related kidnappings in 
Phoenix, and the mayhem in Ciudad Juárez can feel disturbingly close to Texans living just across the 
border in El Paso. The alarm has spread to Capitol Hill, prompting more than a dozen hearings in Congress 
this year. Such is the anxiety among American politicians that Enrique Krauze, a Mexican historian, felt 
compelled in March to write an article for the New York Times rebutting what he called the increasingly 
widespread belief in America that his own country was becoming a “failed state”. 

A failed Mexico would have incalculable consequences for America. Their 2,000-mile (3,200km) border is 
the longest in the world between a rich country and a poor one (in 2008 America enjoyed a GDP per head 
of about $47,000, while the number in Mexico was $9,400). Nearly a third of foreign-born immigrants in 
the United States are Mexicans, making them America’s largest immigrant group and one spread widely 
across the country. Of the 12m illegal immigrants in the United States, more than half are Mexicans. 

As Mexicans have ruefully discovered, the two economies, not just the two peoples, are inextricably 
meshed. Mexicans hoped that NAFTA, the North American Free-Trade Agreement that came into force a 
decade and a half ago, would make them rich. But since America buys more than 80% of Mexico’s 
exports, it has also made them exquisitely vulnerable to America’s downturns. Mexicans who worked in 
America’s battered construction, services and tourism industries have lost their jobs, slashing the amount 
of money they can send south to relatives. The Bank of Mexico said this week that remittances fell 36% in 
October from the same month last year. 
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Recession in America, combined with stricter controls on the border, have at least slowed the flow of 
migrants, draining some of the poison from America’s immigration debate. Arrests of people caught 
entering illegally have dropped by more than 23% over the past year and by nearly 67% since 2000. But 
there is no evidence yet of significant numbers returning home, says Doris Meissner of the Migration Policy 
Institute, a think-tank in Washington, DC. Indeed, most Mexicans persist in seeing the United States as a 
land of opportunity. In a recent Pew survey close to six in ten (57%) said that people who move from 
Mexico enjoy a better life in the north and one in three said they would move themselves if they had the 
chance.  

A history of conflict and a present bedevilled by recession, drug-trafficking and illegal immigration should 
be reason enough to make relations across the Rio Grande decidedly fraught. And yet in many ways inter-
government relations today are surprisingly good—better than ever, in the view of many. “The perceptions 
are negative,” says Andrés Rozental, a former deputy foreign minister of Mexico, “but the reality is 
positive.” 

 
Pick up the phone 

One reason is that relations have grown so intense and complex that they are no longer managed only 
through the respective governments. Arturo Sarukhán, Mexico’s ambassador in Washington, is pleased by 
the multiplication of actors in the relationship: “mayors, governors, universities, chambers of commerce, 
and not just the foreign ministry”. Andrew Selee, director of the Mexico Institute at Washington’s 
Woodrow Wilson International Centre for Scholars, says it has become commonplace for officials in nearly 
every federal agency to pick up the phone and chat directly to their Mexican counterparts. 

The advent of the Obama administration has also helped. George Bush entered the White House well 
disposed to Mexico. In September 2001 Vicente Fox, Mexico’s president of the day, was his first state 
visitor. But relations between the presidents were knocked off course by al-Qaeda’s attack on the twin 
towers a few days later; America went into shutdown mode, tightening its border among many other 
measures, and the moment was lost. 

Mr Calderón has not yet succeeded in extracting an invitation for a state visit to Mr Obama’s Washington. 
But he has received something arguably more useful from the new president: a public acknowledgment of 
America’s joint share of responsibility for the drug violence. Passing through Mexico in April, Mr Obama 
accepted that it was America’s appetite for drugs that kept the cartels in business and that more than 
90% of the guns recovered in Mexico come from the United States. Some of these weapons are more 
sophisticated than those available to the Mexican police. In one 2008 shoot-out in Chihuahua City, 
members of the Juarez cartel were armed with M-16 style assault rifles with laser sights, sophisticated 
body armour and a high-tech sniper rifle—all smuggled from the United States. 

 
Better still, the Obama administration has backed its words with actions. It has stepped up the resources 
allocated to intercepting illicit guns and money and allowed more federal agencies to join the effort. It has 
beefed up the Mérida Initiative, a programme started on Mr Bush’s watch to enlist American help against 
the cartels. Carlos Pascual, the new American ambassador to Mexico, says that Mexico will receive its 
long-awaited Bell helicopters this month and Blackhawk helicopters in June. Though Mérida is not a huge 
programme (so far this year the American Congress has appropriated $700m for Mérida, a small fraction 
of the sum it has invested over many years in the drug war in Colombia), Mexican officials voice 
satisfaction. The two countries have philosophical differences—Mexico detests the border fence and sees 
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the economic migration of Mexicans as a safety-valve, not a problem to be solved—but they are 
converging on the practicalities of border management. 

The Mexicans are less pleased by other aspects of the relationship. Mr Calderón’s administration is keen to 
turn improving ties into a “strategic partnership”. He has presented Mr Obama with a wish list that goes 
beyond co-operation on border security and the drug war. For example, neither government wants to 
reopen negotiations on NAFTA, but Mexico wants to resolve a stubborn trucking dispute and expand 
economic integration. One of its ideas is to have Mexican doctors and hospitals provide care on Mexican 
soil for patients from the north. In return for what they consider exemplary handling of the swine-flu 
epidemic, the Mexicans would appreciate American help in acquiring stocks of the H1N1 vaccine. They 
worry, too, that tighter border security will hurt trade. 

Over time, however, Mexico has learnt that speaking too openly about its aspirations and concerns can 
stir up the hornets next door. Loose talk about health co-operation risks interfering with the health-reform 
debate on Capitol Hill. Excessive complaints about cross-border smuggling from the gun shops on the 
American side of the border risk rousing the American gun lobby. Above all, in a break from his 
predecessor’s approach, Mr Calderón has lately kept quiet about immigration reform. Mr Fox campaigned 
vigorously in the United States on behalf of Mexicans living north of the border. Now Mexico is keeping its 
head down. “We learnt that the harder Fox pushed, the stronger the resistance became,” says one official. 

 
Speak softly and forget the big stick 

Will a quieter approach bring better results? Janet Napolitano, Mr Obama’s secretary of homeland security, 
said last month that the president remained committed to immigration reform. She claims that there has 
been a “major shift” on the ground since Mr Bush’s efforts fell flat in 2007. The Border Patrol has 
expanded to more than 20,000 officers and more than 600 miles of fencing have been built. Employers 
are being scrutinised more closely to clamp down on illegal hiring. Now that the government has shown 
itself serious about enforcement, she says, Congress should “create the legal foundation for bringing the 
millions of illegal immigrants out of the shadows”. 

Maybe. But if immigration reform is a noble cause it also remains toxic domestic politics. The fall in the 
number of illegals probably owes more to the recession than to the measures cited by Ms Napolitano, 
which means that the flow could resume when the economy recovers. And although Mr Obama owes a 
debt to the Hispanic voters who helped elect him in 2008, he has plenty of other battles in prospect in 
Congress. The smart money says that if a bill being promoted in the Senate by Charles Schumer, a 
Democrat, fails to make progress by the spring, the president will decide that it is too dangerous to pick a 
fight on immigration before November’s congressional mid-term elections. Mexico, in its current chastened 
mood, will no doubt grit its teeth and say nothing.  
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Lexington  
 
Obama, the worried warrior 
Dec 3rd 2009  
From The Economist print edition 

 
 
The president's long-awaited speech on Afghanistan was thoughtful but uninspiring 
 

 
THE most effective calls to arms are unambiguous. John Kennedy, rallying America to confront the 
menace of global communism, said: “Let every nation know, whether it wishes us well or ill, that we shall 
pay any price, bear any burden, meet any hardship, support any friend, oppose any foe, in order to assure 
the survival and the success of liberty.” Winston Churchill, in his first speech as prime minister, said he 
had “nothing to offer but blood, toil, tears and sweat”. He described his aim in four words (“Victory at all 
costs”) and his strategy in monosyllables (“to wage war by land, sea and air”). It worked.  

Barack Obama’s speech at West Point on December 1st was more equivocal. At its heart were two 
sentences: “[A]s commander-in-chief, I have determined that it is in our vital national interest to send an 
additional 30,000 US troops to Afghanistan. After 18 months, our troops will begin to come home.” His 
critics seized on the apparent contradiction. If winning the war in Afghanistan is in America’s vital national 
interest, how can the president promise to start pulling out on a fixed date, when he has no idea whether 
America will have won by then?  

The White House insists that this is not a problem. A quick surge of extra boots and rifles will allow 
America to “seize the initiative”. General Stanley McChrystal’s brave men and women will disrupt, 
dismantle and defeat al-Qaeda and its “ruthless, repressive and radical” Taliban allies. The new, larger 
force (which, with NATO allies, will amount to more than 140,000) will crush the insurgents and secure 
population centres. America will train and equip the local army and police. As soon as possible, the Afghan 
government will assume greater responsibility for its own security. By the summer of 2011, the country 
will be calm enough for American forces to start to pull out. They will not do so irresponsibly, however; 
the pace of withdrawal will “tak[e] into account conditions on the ground”.  

It may be that Mr Obama’s strategy will work. After a long period of painful trial and error, American 
forces became quite adept at counter-insurgency in Iraq. Given enough men and money, they can 
probably do the same in Afghanistan. And Mr Obama’s plan to “support Afghan ministries, governors and 
local leaders who combat corruption and deliver for the people” may produce an Afghan state that is 
slightly less dysfunctional than the current one. But Mr Obama’s speech this week will not persuade many 
people that he has the unwavering resolve to win this war, for he wore his doubts on his sleeve.  

He listed all the strongest reasons for fighting. He reminded Americans of the attacks of September 11th 
2001, which were plotted from Afghanistan, and raised the prospect of Pakistan’s nuclear weapons falling 
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into terrorists’ hands. But he also dwelt on the limits of American power and patience. The wars in 
Afghanistan and Iraq will soon have cost more than a trillion dollars. Because of the recession, many 
Americans are “out of work and struggl[ing] to pay the bills”. America “has no interest in fighting an 
endless war in Afghanistan,” stressed Mr Obama; it will only do “what can be achieved at a reasonable 
cost”.  

It is good that he understands these constraints, of course. It is also good that he has doubts—what 
intelligent person does not? Al-Qaeda may be vile, but it does not pose the threat that the Soviet Union 
and the Nazis did. Nonetheless, a televised address to the world is not a college lecture. As he put it 
himself, the soldiers he is sending into battle need “a mission that is clearly defined, and worthy of [their] 
service.” Mr Obama has yet to convince both enemies and allies that he has the fortitude for a fight.  

Afghan villagers, however much they may dislike the Taliban, will not tell American soldiers where they 
are hiding if they think the Americans will soon be gone and the Taliban will soon be back in charge. The 
Taliban will find it easier to recruit new warriors if people think Mr Obama is a quitter, and the Pakistani 
government will continue to hedge its bets. Mr Obama insisted that “America will remain a strong 
supporter of Pakistan’s security and prosperity long after the guns have fallen silent.” Many Pakistanis are 
understandably sceptical.  

 
A war leader can’t please everyone 

The speech revealed how hard Mr Obama is finding it to shift from campaigning—which involves promising 
people lots of good things—to governing. He tried to stroke anti-war Democrats, some of whom think that 
American soldiers will fare no better in Afghanistan than the Soviets did, and all of whom would rather the 
money was spent on health care. Hence his insistence that: “the nation that I am most interested in 
building is our own.” But he was never going to please the anti-war crowd with a speech announcing the 
war’s escalation. (“Have you drunk Bush’s Kool-Aid?” asked Michael Moore.) And in trying to please 
everyone, he has pleased hardly anyone. “Never before has a speech by President Barack Obama felt as 
false,” complained Gabor Steingart of Der Spiegel. “[His] magic no longer works. The allure of his words 
has grown weaker.” 

This matters. Congress will give Mr Obama the funds he needs. Republicans, though they berate him for 
dithering, will vote for the war because they believe it necessary. Democrats will gripe and mope, but they 
will not destroy Mr Obama’s presidency over it. Public opinion, though, is less predictable. The latest 
YouGov poll for The Economist finds Americans evenly split over whether to send more troops to 
Afghanistan and deeply pessimistic about the outcome: only 35% think America will eventually prevail. 
According to Gallup, 55% disapprove of the president’s handling of the war, and only 35% approve. 
Perhaps Mr Obama can rally the nation behind him and strike fear into America’s foes. But the evidence is 
not encouraging.  
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Honduras's presidential election  
 
Voting to move onwards and upwards 
Dec 3rd 2009 | TEGUCIGALPA  
From The Economist print edition 

 
 
Porfirio Lobo, pictured below, has won the support of Hondurans. Now he must convince the 
outside world of his legitimacy 
 

 
THE day after Manuel Zelaya was ousted as Honduras’s president in late June, Barack Obama warned that 
“it would be a terrible precedent if we start moving backwards into the era in which we are seeing military 
coups as a means of political transition.” This week that appears to be exactly what has happened. 

On November 29th the de facto government led by Roberto Micheletti achieved its main aim of holding a 
presidential election to choose Mr Zelaya’s successor. All five political parties took part, including the far-
left Democratic Unification party, which reneged on a promise to withdraw if Mr Zelaya was not reinstated. 
Despite warnings of violent protests and a call to boycott the election by Mr Zelaya’s “resistance” 
movement, voting took place fairly calmly, disturbed only by one clash between police and demonstrators 
in San Pedro Sula, the country’s second city.  

Porfirio “Pepe” Lobo, the amiable leader of the centre-right National Party, won a clear mandate with 55% 
of the vote—primarily because the rival Liberal Party was divided between backers of Mr Micheletti and Mr 
Zelaya. Turnout seems to have been around the 55% mark reached in the 2005 election, when Mr Zelaya 
narrowly beat Mr Lobo.  

That was swiftly followed by another rejection of Mr Zelaya, who has been trapped in Brazil’s embassy for 
over two months under threat of arrest on 18 criminal charges. On December 2nd the country’s Congress 
voted by 111 to 14 to reaffirm its decree of June 28th that proclaimed Mr Micheletti president hours after 
some 200 soldiers barged into Mr Zelaya’s home and flew him to Costa Rica at gunpoint. The vote, which 
prevents Mr Zelaya from serving out his last two months in office, was part of an American-sponsored 
deal in which both leaders agreed to let the legislature decide the deposed president’s fate. 

This outcome may delay a second decision—the recognition by the outside world of Mr Lobo, and the 
benefits that would flow from that. All the countries of the Americas and the European Union severed 
relations with Honduras after the coup, and many cut aid programmes. The United States, along with 
Colombia, Costa Rica, Panama and Peru, has said it will restore ties once Mr Lobo is inaugurated on 
January 27th. Canada and Mexico are expected to follow suit. But for now the rest of the region says it will 
not. A meeting of Latin American and Iberian leaders in Portugal this week ended with no agreement on 
what to do about Honduras.  
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The American decision to recognise the election followed a change of policy. Barack Obama’s 
administration lined up with the rest of the region in condemning the coup. It left mediation to Óscar 
Arias, the president of Costa Rica, whose mission had the backing of the Organisation of American States. 
Mr Arias proposed a deal that would reinstate Mr Zelaya on condition that he abandon his efforts to 
rewrite the constitution (which his opponents saw as a scheme to stay in office). But Mr Micheletti rejected 
the proposal. He was emboldened by support from Republicans in Washington. They blocked the 
appointment of two of Mr Obama’s nominees to senior diplomatic posts in protest at what they saw as the 
administration’s support for Mr Zelaya, an ally of Venezuela’s leftist president, Hugo Chávez. 

In response, Mr Obama dispatched negotiators to Tegucigalpa, Honduras’s capital, to browbeat the 
feuding leaders into a deal. This quickly fell apart, because it failed to guarantee Mr Zelaya’s 
reinstatement, or require Honduras’s Congress to vote on this before the election. But it provided cover 
for the United States to change course and declare that it would recognise the result of the election.  

Like his lobbying, Mr Micheletti’s selective repression also proved effective. The de facto government 
intermittently suspended hostile media. It deployed the army to break up large—and sometimes violent—
opposition rallies, causing many injuries. Leftist human-rights groups—sadly, such organisations are 
politicised in Honduras—claim that nearly 30 members of the “resistance” have been killed since the coup. 
Most of these cases are unsolved murders, perhaps not politically motivated. (Honduras has one of the 
world’s highest murder rates.) But the human-rights groups have documented two shootings by the army 
during protests, two cases in which victims were found dead after being arrested, and three killings by 
security forces of people defying a snap curfew declared by Mr Micheletti after Mr Zelaya sneaked back 
into Honduras on September 21st. The de facto government recognises four deaths. 

The government vowed to charge anyone calling for a boycott of the vote with electoral crimes carrying up 
to six years in prison. This “climate of fear and threat of violence” led the “resistance” movement to desist 
from protests on election day, says Rafael Alegría, one of its leaders. Instead it hoped for a weak turnout. 
But it appears to have misread the country’s mood. Although more Hondurans recognise Mr Zelaya as 
president than Mr Micheletti, according to a CID/Gallup poll in October, three-quarters of respondents 
believed that the elections would help to solve the crisis. As a result, many people opposed to the coup 
still went to the polls.  

Even so, Mr Lobo will have his work cut out for him. The first issue is what to do with Mr Zelaya. Mr Lobo 
must also secure a resumption of foreign aid if the economy is to emerge from recession and avoid drastic 
cuts in public spending. Although no one expects Honduras to remain a pariah state indefinitely, it is 
unclear what conditions will be demanded in return for normalising relations. 

Lastly he will to try to heal the deep rift in Honduran society generated by the coup, which has split 
countless families and friendships. The appointment of a truth commission, as part of the deal between Mr 
Micheletti and Mr Zelaya, might help. Mr Lobo will need to walk a tightrope between making concessions 
to the “resistance”—which says it will return to agitating for a new constitution—and tending to his socially 
conservative base. If he fails, his mandate may not last long. 
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Colombia and the United States  
 
Off base 
Dec 3rd 2009 | BOGOTÁ  
From The Economist print edition 

 
 
Hoist on the petard of a dissuasive defence agreement 
 

 
WHEN foreign and defence ministers from across South America gathered in Ecuador on November 27th, 
those from Colombia were absent. Its government opted to send only junior officials to the meeting of the 
Union of South American Nations after Hugo Chávez, Venezuela’s president, launched a fresh verbal 
barrage against his neighbours, calling Álvaro Uribe, his Colombian counterpart, a “mafioso” and a “little 
Yankee”. Five months after news surfaced that Colombia would grant the United States access to seven 
military bases for joint operations against drug-trafficking and guerrillas, the agreement continues to 
poison diplomacy in the region. 

Mr Chávez claims that the deal, which was signed in October, is intended as a launch-pad for military 
action aimed at toppling his leftist regime. In response, he has ordered a “freeze” on imports from 
Colombia. These totalled some $6 billion last year but have fallen steeply since August, and by 71% in 
October compared with the same month last year. Colombia’s central bank reckons the sanctions may 
cost the country 1% of GDP. Venezuelan troops last month destroyed two pedestrian bridges near Cúcuta 
used by cross-border pedlars. 

Venezuela’s outrage has been echoed across the region, especially in Brazil. Politicians, from Cuba’s Fidel 
Castro to some Colombian opponents of Mr Uribe, have revived atavistic fears of American intervention, 
claiming that an American defence department document shows that the yanquis will now use Colombia 
for surveillance missions in South America and as a staging post to send troops to Africa via Ascension 
Island. All this has left Colombia diplomatically isolated. 

Yet far from being an imperialist conspiracy, as American officials tell it the base agreement was a 
bureaucratic cock-up. Several hundred American troops have been operating at Colombian bases for 
almost a decade under Plan Colombia, a fairly successful aid scheme under which the United States has 
provided training and intelligence help against Colombia’s drugs and guerrillas.  

They have done so under a 1952 military-assistance agreement of a kind that the United States has with 
some 120 countries around the world, including many in Latin America. The new accord updates this. The 
United States will also spend $46m extending the runway and aprons and building a hangar at 
Palanquero, the main Colombian air force base.
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But the agreement, published by both governments to try to dampen criticism, bars action against other 
countries. “We’re not going to do anything new under these agreements. We won’t try and run regional 
operations out of Palanquero,” says William Brownfield, the American ambassador to Colombia.  

Last year Ecuador’s government ended the lease under which American AWACS and Orion aircraft flew 
surveillance missions to spot drug movement in the eastern Pacific from a base at Manta. American 
officials insist that Palanquero is not a direct replacement for Manta. But the AWACS and Orions are 
already using Colombian bases for surveillance flights as well as facilities in Panama and El Salvador (and 
at Curaçao for similar flights over the Caribbean). 

Mr Brownfield says that the now-notorious Pentagon document was a 100-page study by air force junior 
officers of future worldwide transport needs that included one paragraph on the (improbable) possibility of 
using Colombia as a staging post, for example to respond to a natural disaster in South America or 
southern Africa. (The document has since been taken down from the internet.)  

The American military presence in Colombia has recently declined, partly because the Democrats in 
Congress have cut annual military aid by $70m, to around $320m. The number of American troops is now 
around 250, down from a peak of 570 in early 2007. Mr Brownfield says this number will continue to fall, 
in line with aid and as Colombia takes over the maintenance of American-supplied helicopters and pilot 
training. 

American officials ruefully agree that they should have thought about the regional response to an 
agreement they now say was not necessary and was drawn up at Colombian insistence. Why did Colombia 
want it? Officials say that they see the agreement as deterring Mr Chávez from launching the war he has 
seemed rhetorically to threaten against Colombia. It was far cheaper than trying to match Mr Chávez’s 
arms build-up, which has included orders for 24 Sukhoi ground-attack jets, 55 military helicopters, 92 
tanks and air-defence missiles. Says Mr Uribe: “Our policy is to tackle our problem of drug trafficking and 
narcoterrorism, but not to enter wars, less still with brother countries. We’re not entering the arms race.” 
Although he does not say so, Mr Uribe, who was a close friend of George Bush, may also have been 
worried that Barack Obama’s administration would walk away from Colombia.  

But Colombia’s desire to play up the deterrent effect of the agreement has backfired. Officials accept that 
they erred in not consulting earlier with neighbours. Despite frantic explanations, Colombia is now 
distanced from Brazil and Chile. And Mr Obama’s people have sometimes seemed reluctant to defend it. “I 
think diplomacy would have been a better means of dissuasion,” says Rafael Pardo, a former defence 
minister who leads the opposition Liberal party. “The issue isn’t the United States, it’s Chávez,” he adds. 
“Maybe nobody can control Chávez, but if we have bad relations with South America we have little 
possibility of doing so.” 
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The surge in Afghanistan  
 
The beginning or the end? 
Dec 3rd 2009 | KABUL  
From The Economist print edition 

 
 
Obama rushes troops in, but promises to start bringing them home soon 
 

 
MOMENTS after President Barack Obama announced a surge of 30,000 more American troops to 
Afghanistan, his commander on the ground, General Stanley McChrystal, quoted Winston Churchill: it was 
not the end, nor even the beginning of the end, but it might be “the end of the beginning”.  

That General McChrystal should be implicitly comparing Mr Obama’s speech to military cadets at West 
Point to the defeat of Rommel’s army at El Alamein says much about how hard the bureaucratic battle has 
proven to be during Mr Obama’s three-month policy review. 

General McChrystal did not get all of the 40,000 troops that he had asked for as his main 
recommendation. But with NATO promising that its other members would provide at least 5,000 more 
troops, the total was close enough for him to tell his subordinates that “a tremendous amount of things 
are going to happen, and they are good things”. At the very least, NATO hopes, some bad things will stop 
happening in Afghanistan, where the Taliban have grown in strength and deadliness by the year since they 
were toppled in 2001. Mr Obama’s decision to rush his troops in by next summer, something many 
commanders had ruled out, given the “narrow straw” through which supplies must pass, indicates a desire 
quickly to try to sap the Taliban’s momentum. 

Mr Obama had to send insurgents a message of American determination, while reassuring Americans that 
he would not be fighting “an endless war”. So the president trod a middle path. American forces would 
start withdrawing from July 2011. But the pace of the drawdown, and the final departure date, would 
depend on “conditions on the ground”. Mr Obama had also to attempt the difficult task of stiffening 
Pakistan’s resolve to fight the Taliban in their havens across the border.  

The core of the reinforcement is expected to be the equivalent of about four brigades. One is to train 
Afghan forces and the other three are for combat duties. First in the surge is likely to be a 9,000-strong 
contingent of marines for Helmand province in the south, where a 10,000-strong marine expeditionary 
brigade is deployed alongside a similar number of British troops. 

They will probably be followed by an army brigade for the neighbouring province of Kandahar and another 
for eastern Afghanistan. General McChrystal wants to focus on “protecting the population”. Troop 
deployments in the ethnic-Pushtun heartlands of Kandahar and Helmand will look like a dumbbell: in the 
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east NATO would hold Kandahar city and its environs; and in the west it would secure the fertile farmland 
around Helmand’s main towns, Lashkar Gah and Gereshk. Forming the bar between the two areas will be 
extra security on the road connecting them, to allow the unencumbered movement of commercial trade 
for the first time in years. Meanwhile the increasingly shaky north and west of the country will be beefed 
up with penny-packets of extra troops largely drawn from other NATO countries.  

Not all are convinced by the new strategy. A number of important Afghans close to President Hamid Karzai 
are unhappy about the focus on population centres, saying the extra troops will simply attract trouble for 
ordinary people. “We have a lot of problems on the border, with the Taliban coming in from Pakistan, and 
the foreign troops should be sent to deal with them instead,” says Shukria Barakzai, an MP. 

 
It will be in places like Kandahar city, the country’s second-biggest and the main fount of the Taliban, 
where the strategy will be most severely tested. For months NATO has fretted that the city was on its way 
to being taken over by the Taliban—not by invading bands of insurgents but an insidious campaign of 
intimidation and the Taliban’s proven ability to arbitrate local disputes in a fairly reasonable way. “One 
morning we will all wake up and realise that all the sources of local power are no longer with the 
government—it would essentially be a Taliban city,” says one of the few foreigners living there. 

Thousands more American soldiers, ignorant of the ways of the Pushtuns, may be able to do little to stop 
the Taliban’s infiltration. Rear-Admiral Gregory Smith, the top military spokesman in Kabul, concedes that 
the mission will be difficult; the task will be to “change the governance structures” to tackle a corrupt 
system, especially the police, that preys on civilians.  

That will rely on President Karzai’s support for a serious clean-up which, many argue, would require the 
removal of his half-brother, Ahmed Wali, the dominant political force in Kandahar and an alleged drug 
lord. The president, though, may see his powerful brother as all that stands in the way of a complete 
Taliban takeover. It is unclear how to reconcile this with Mr Obama’s demand for accountable government, 
and his stern warning that “the days of providing a blank cheque are over”.  

Mr Obama pointedly rejected the idea of an open-ended commitment to the war, “a nation-building 
project of up to a decade”, as unaffordable and out of line with American interests. He was keen to instil a 
“sense of urgency” to ensure that Afghans “take responsibility for their security”. 

For General McChrystal, training Afghan security forces is now “the most important thing we do in the 
future”. The general had asked for Afghan forces to be nearly doubled to 400,000 soldiers and policemen. 
But Mr Obama had little to say on this Afghan surge, which is arguably even more important than the 
American one. White House officials explained that expanding Afghan forces will be done in “annual 
increments”. 

By evoking the economic crisis, and setting some kind of time limit of America’s involvement, Mr Obama is 
acknowledging the qualms of his own party. But the danger is that the Afghan people, and the Taliban, 
will conclude that America is tiring of the fight and can be outlasted. For America’s hopes of success that 
would be the beginning of the end.  
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India's recovering economy  
 
Vroom, vroom 
Dec 3rd 2009 | DELHI  
From The Economist print edition 

 
 
Despite a bad monsoon, India’s economy is motoring 
 

 
MARUTI-SUZUKI, India’s leading carmaker, sold over 76,000 cars in November, 60% more than in the 
dire month of November 2008. This sharp recovery left your correspondent with mixed feelings. As the 
proud owner of a Swift, a popular model, he is finding it increasingly difficult to spot his silver hatchback 
in Delhi’s crowded car parks. 

Car sales are one sign of life returning to the country’s shoppers. The economy grew by 7.9% in the year 
to the third quarter, far surpassing expectations. Private consumption expanded by 5.6%, having grown 
by just 1.6% in the previous quarter. Elsewhere, Asia’s rebound has relied on exports and investment, 
serving foreigners and the future. India’s economy caters more to the here and now. 

It will struggle to grow as quickly in the rest of the year. India suffered its worst monsoon since 1972 this 
summer, with the rains falling 23% below their historical average. This dented agricultural output in the 
third quarter less than expected. But India will surely reap what it did not sow in this quarter’s figures. 

The monsoon is already pushing up food prices, which have risen by 14% since March. Consumer prices, 
however they are measured, are more than 10% higher than a year ago. India is the only big economy 
where inflation is higher today than it was before the financial crisis. Insofar as the monsoon is to blame, 
India’s central bank may be willing to overlook rising prices. But if inflation is not kept in check, it can 
become embedded in people’s expectations. Indeed, one reason for the brisk car sales may be fears of an 
imminent price rise. 

Tushar Poddar of Goldman Sachs expects India’s central bank to raise interest rates by up to 3 percentage 
points by the end of 2010. That is enough to make anyone contemplating a car loan think twice, as well as 
to concern India’s biggest borrower, the government. 

Its fiscal deficit, including the state governments’, is likely to top 10% of GDP in the year to March. 
Forgivable during the crisis, this unbalanced budget threatens to crowd out private investment as the 
recovery takes hold. The gap partly reflects special outlays that will not soon be repeated. The 
government is spending about $17 billion to forgive the debts of small farmers, for example. It is also 
absorbing the cost of the Sixth Pay Commission, which meets every decade or so, to set the pay of the 
government’s legions of employees. The commission’s recommendations last year included big dollops of 
back pay, or arrears. This arrived in bureaucrats’ pay packets just in time to prop up spending during the 
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downturn. In the last three months of 2008, for example, as the world economy reeled, public 
consumption grew by over 50%, compared with the previous year. Never have “arrears” proved so timely.
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India and climate-change negotiations  
 
Back to basics 
Dec 3rd 2009 | DELHI  
From The Economist print edition 

 
 
What India has to offer in Copenhagen 
 

 
A STEELY lot, India’s negotiators for the Copenhagen climate talks, to be held from December 7th, are still 
afraid of abandonment by China. India’s position looks formidable, so long as the world’s other and 
mightier billion-strong developing nation shares its demands: for the sanctity of the principles enshrined in 
the Kyoto protocol (KP), which exempts developing countries from having to curb (or mitigate) their 
carbon emissions. India’s champions therefore had a fright last week when China said it would undertake 
to cut the carbon intensity of its economy—or the amount of carbon dioxide emitted for each unit of GDP—
by 40-45% by 2020, compared with 2005 levels. As The Economist went to press, India was rumoured to 
be following suit, by announcing its own targets for carbon-intensity cuts. 

Indian fears of being left high and dry by China had anyway calmed somewhat on November 28th, at a 
meeting in Beijing of representatives of China, India, South Africa and Brazil, the “Basic Group” of big 
developing countries. It concluded with a reiteration of their shared “non-negotiable” demands. They 
insisted on their freedom from mitigation obligations, except when they are sponsored by industrialised 
countries to undertake them. They also decried a recent proposal to fix the year by which all nations’ 
carbon emissions should peak. Denmark suggests this idea, tentatively mooting 2025 as the cut-off year, 
in a draft agreement that it has promulgated in the absence of any workable draft emerging from the two 
years of pre-summit negotiations. 

After the talks in Beijing, India’s environment minister, Jairam Ramesh, expressed confidence that China 
would not “ditch us”. Should industrialised countries seek to override their “non-negotiables”, he added, 
the four countries would stage a collective exit from Copenhagen. This week Basic Group representatives 
in Copenhagen presented their own draft agreement listing their demands to envoys from various 
industrialised countries. 

As a tigerish negotiator, India was bound to seek solidarity with China—just as some developed countries 
were bound to seek more and comparable anti-warming measures from them both. The world’s most 
populous countries, they are the world’s biggest and fourth-biggest carbon emitters. As the world’s 
fastest-growing big economies, moreover, their emissions will continue to grow rapidly. In 1990 their 
combined emissions accounted for 13% of the world’s total; in 2030 the proportion is expected to reach 
34%, of which China will account for 29%. The disparity is even more pronounced today. China’s 
emissions per head—the benchmark for an equitable global carbon-cutting agreement—are around 5.5 
tonnes. India’s are 1.7 tonnes, among the lowest outside Africa. 

If this disparity is not widely appreciated, as Indian officials claim, the rigid distinction between developed 
and non-developed countries in the KP, which they so rigorously endorse, must be partly to blame. Mr 
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Ramesh, who was appointed in May, has already tried to make India’s negotiating position more flexible, 
partly by stressing the measures the country is voluntarily undertaking to curb its emissions: through a 
proposed $20 billion investment in solar energy; a plan to return a third of its area to forest; and many 
energy-efficiency measures. His ministry’s calculations, which predate China’s announcement, allegedly 
show that such emission-curbing steps could reduce the carbon intensity of India’s economy by around 
25% by 2020 compared with 2005 levels. 

India, however, is unlikely to show more flexibility than this. In a recent leaked letter to the prime 
minister, Manmohan Singh, Mr Ramesh mulled going further, floating the idea that India should be less 
bound to its developing-world allies and take bolder mitigation steps. But Indian environmentalists, 
businessmen and politicians proceeded to slam this notion venomously. The world’s biggest democracy, 
though already suffering badly from climate change, is in this respect as politically constrained as its 
richest one. Mr Ramesh, however, seems to have won at least some support for his suggestion that India 
should appear “pragmatic and constructive, not argumentative and polemical”.  
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Australia's emissions-trading row  
 
Cap, trade and block 
Dec 3rd 2009 | SYDNEY  
From The Economist print edition 

 
 
A climate-change election looms 

KEVIN RUDD, Australia’s prime minister, has much political capital riding on his promise to tackle climate change. 
It helped him win power in 2007. He calls it “the great moral challenge of our generation”. His Labor 
government’s planned cap-and-trade scheme for carbon emissions is designed to force Australians to change the 
way they use energy. Mr Rudd was banking on Parliament’s approving it in time to give him clout at the 
Copenhagen climate talks that start on December 7th. Australia accounts for almost 1.5% of global greenhouse-
gas emissions; but its reliance on coal (also its biggest export by volume) for most of its electricity helps to make 
it one of the highest emitters per person. But on December 2nd Parliament rejected his scheme. This did more 
than dash Mr Rudd’s hopes of leading the world on climate-change reform. It set Australia up for a possible early 
election on the issue. 

The upset was triggered by two weeks of turmoil in the conservative Liberal Party, the main member of the 
opposition coalition. Having passed the lower house of Parliament, the climate legislation was stuck in the 
Senate, the upper house, where the government lacks a majority. In August an unlikely alliance of Greens (who 
thought the scheme too weak), the coalition and two independents rejected it. Malcolm Turnbull, the Liberal 
leader, then persuaded his party to strike a deal with the government to make the scheme more business-
friendly. To start in 2011, it set targets to cut carbon emissions by 5% of 2000 levels by 2020, or 25% depending
on post-Copenhagen global action.  

Mr Turnbull had long championed such a scheme. His deal secured an extra A$7 billion ($6.4 billion) in 
sweeteners over ten years for coal-fired electricity generators and high carbon-emitting industries. It excluded 
agriculture altogether. But even this was too much for the Liberals’ climate-change sceptics, led by Nick Minchin, 
the party’s Senate leader. He recently dismissed action against climate change as an extreme-left plot to 
“deindustrialise the Western world” after the collapse of communism. Just as Senate Liberals were preparing to 
pass the climate bill, Mr Minchin and several other sceptics revolted. On December 1st Liberal members of both 
houses unseated Mr Turnbull and replaced him as party leader with Tony Abbott, one of the prime sceptics.  

Mr Abbott beat Mr Turnbull by just one vote. But he quickly killed any commitment to the compromise and 
resolved to kill the bill in the Senate. Two Liberals, nonetheless, defied their new leader and tried vainly to save it 
by voting with the government. One, Judith Troeth, told the chamber of her rural experience: “Droughts are 
longer. Rainfall has dropped…I believe there is global warming.” 

More broadly, the fight was over the Liberal Party’s future direction. Mr Turnbull’s liberal views on social issues, 
and status as a former leader of Australia’s republican movement, grated with party traditionalists. He lasted as 
leader just 15 months. At 52, Mr Abbott inherits the Liberals’ conservative mantle from John Howard, the former 
prime minister who ignored climate change for most of his 11 years in power. Mr Abbott opposes abortion, stem-
cell research and gay marriage. He once called the notion of human-induced climate change “crap”. He now 
excuses that as hyperbole; but he has stripped the Liberals of any credible stand on the issue. 

The defeat has flummoxed business and mining leaders, who were preparing for the higher costs of a carbon-
trading economy. The Australian Industry Group, a big business lobby, had endorsed the Rudd-Turnbull deal days 
before its demise. John Connor, head of the Climate Institute, a Sydney research body, says Australia now risks 
becoming a “carbon backwater”. Mr Rudd still seems determined to get his scheme into law before an election 
due in late 2010. The bill’s second Senate defeat gives him the constitutional option of calling one earlier. Before 
he does that, the government will take the unusual step of proposing the bill a third time, in February. Mr Abbott, 
his party’s third leader in two years, says he is not frightened of a climate-change election. Mr Turnbull frets 
aloud that it could wipe the Liberals out.  
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North Korea's currency grab  
 
No wonder 
Dec 3rd 2009 | SEOUL  
From The Economist print edition 

 
 
A bonfire of savings 

AS IF North Korea’s people did not have enough reasons for 
gloom, on November 30th their savings were wiped out by 
government decree. They have until December 6th to exchange 
their money at the rate of 100 old won for one new won. The 
most they can exchange is 100,000 won (about $740 at the old 
official exchange rate; between $30 and $50 at the black-market 
rate). People are so angry that the limit has apparently been 
raised to 150,000 won.  

Such “revaluations”, last undertaken by North Korea in 1992, are 
usually to tame rampant inflation. In fact, living costs in the 
capital, Pyongyang, have not risen much. Rather, the obliteration 
of two noughts from the currency seems intended to expropriate 
corrupt officials or businessmen who have grown rich through 
trading, mostly with China. But there are only a few hundred such 
wheeler-dealers. And they keep their wealth in Chinese yuan, 
dollars or yen. So the North Koreans most affected by the 
evaluation are members of a struggling, inchoate middle class, with incomes of about 50,000 won a 
month.  

The planned economy collapsed in the early 1990s. Famines have killed hundreds of thousands. 
Production at state-owned factories has collapsed. The regime’s inability to provide even basic necessities 
has wrecked its credibility and spawned a rudimentary market economy. North Koreans have survived by 
bartering, smuggling and selling anything they can lay their hands on.  

To curb this outbreak of capitalism, the regime periodically shuts markets, harasses traders and arrests 
people doing business with China. In the cities daily life is still tightly controlled. People have not had a 
day off for weeks. They have been dragooned out into the icy cold to slap new coats of paint on street 
signs and blocks of flats.  

Some say that such measures, combined with the currency grab, fuel resentment. “There is huge demand 
for a more open economy and society,” says Kim Sang-hun, a North Korean human-rights activist. In 
Myanmar, the closest parallel to North Korea in the vicious incompetence of its thugocracy, the 
cancellation of high-value banknotes in 1988 contributed to a nationwide uprising. North Korea may be 
some way from such an explosion. But you might expect confidence in the regime to be at a low ebb. 
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Battling deflation in Japan  
 
Waking up to reality 
Dec 3rd 2009 | TOKYO  
From The Economist print edition 

 
 
The new government begins to get to grips with the ailing economy 

IN ITS few months in office there have been doubts about the seriousness of the new team running the 
world’s second-largest economy. Yukio Hatoyama, the prime minister, airily talks of healing Japan’s fiscal 
crisis with fraternal politics. He has appointed a blathering anti-capitalist to oversee the banks. And 
businessmen complain that they rarely have a chance to meet him or his ministers.  

In the past fortnight, however, Japan’s economic stewards appear to have woken up to the depth of the 
country’s malaise, and to the need for them to do something about it. Their focus has been deflation—
consumer prices started falling in April. The concerns have been exacerbated by a surging yen, which on 
November 27th reached its strongest level against the dollar in 14 years.  

On December 1st, under strong pressure from the government, the Bank of Japan (BoJ) announced it 
would launch a 10 trillion yen ($115 billion) short-term lending facility, with a fixed 0.1% interest rate, to 
boost liquidity and attempt to reverse deflation. The measure, worth just 2% of GDP, disappointed those 
in the financial markets who had hoped the BoJ would buy more government bonds as part of a concerted 
effort with the government to weaken the currency.  

It also raised worries about central-bank independence. Masaaki Shirakawa, the only candidate for BoJ 
governor last year to be supported by Mr Hatoyama’s Democratic Party of Japan, won immediate praise 
from the prime minister for his efforts—even though the markets were underwhelmed. For days the BoJ 
had been badgered by the government to resort to quantitative easing (a form of stimulus in which a 
defined sum of money is injected into the economy). Mr Shirakawa described the new lending facility as 
“quantitative easing in a broad sense”.  

For all the concerns about the BoJ, however, many observers welcomed signs that the administration was 
beginning to take a lead on the matter. At last it is beginning to resemble a government endeavouring to 
wield power. On December 2nd Mr Hatoyama promised trade-union leaders that the government would 
step up its own pump-priming measures by introducing a supplementary budget in the new year. News 
reports suggested it would be worth at least 4 trillion yen, which is much more than had been expected.  

Encouragingly, the deputy prime minister, Naoto Kan, who had been selected by Mr Hatoyama to work out 
a medium-term fiscal strategy for Japan, has at last emerged from the shadows to lead the anti-deflation 
brigade. His strong voice on the issue has helped unify the cabinet. It is not yet clear, however, that he 
has the courage to orchestrate the structural reforms Japan so badly needs.  

Japan’s economic problems are deeply entrenched and Asia’s economic recovery is still fragile. Moreover, 
some of the plans hatched by the Hatoyama administration to revive the economy look disturbingly anti-
business. But identifying deflation as a big problem is a hopeful sign. Even if the authorities have not 
launched an effective joint effort to weaken the yen this week, they have at least served notice that they 
could eventually do so.  
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Banyan  
 
The world's forgotten fair 
Dec 3rd 2009  
From The Economist print edition 

 
 
Next year's World Expo in Shanghai has a little-known precedent 
 

 
MORE familiar these days with the works of Adam Smith, China’s leaders may nonetheless recall Marx’s 
adage that history repeats itself, first as tragedy, second as farce. This might explain their apparently 
wilful oversight of an important event in Chinese history. In 1910 modernisers in the imperial court sought 
to whip up national pride by staging a world’s fair. The models were the West’s great expositions, whose 
iconic edifices, such as the Eiffel Tower and Crystal Palace, had inspired visitors with the industrial world’s 
swelling might. Too late, alas. The Manchu empire collapsed a year later. Undaunted, China’s Communist 
rulers, nurturing similar dreams, are having another go.  

Officials in Shanghai, where the 2010 World Expo will run from May until October, understandably do not 
dwell on the historical precedent. The Shanghai fair, said the bid document the city submitted in 2000 to 
the body governing world’s fairs, the Bureau International des Expositions (BIE) in Paris, would be the first 
in any developing country. Technically, that might be right. Before the BIE’s founding in 1928, no rules 
covered what constituted “world’s fairs”. But many cities had already held them, beginning in 1851 with 
London, in its now-ruined Crystal Palace. 

Nanjing’s effort went by the cumbersomely modest title of the “South Seas Encouraging Industry 
Meeting”. But contemporary Western accounts referred to it as “China’s first world’s fair”. Fourteen foreign 
countries took part. In a paper published in 1978 (“China’s World’s Fair of 1910: Lessons from a Forgotten 
Event”), Michael Godley, an historian, described it as “the last, and most monumental, effort by the 
Manchu house to prove to the foreign powers and growing numbers of domestic critics that the traditional 
leadership was capable of modernising the country”.  

In the West world’s fairs have long since lost their allure. But China’s rulers see Shanghai’s World Expo as 
a hugely important chance to flaunt the party’s organisational power and the nation’s engineering prowess 
and cultural greatness. The prime minister, Wen Jiabao, has called it the fulfilment of a “100-year-old 
dream”, the kind of hyperbole evoked by the 2008 Beijing Olympics (unquestionably China’s first, and 
used by the party to show off national strength in a way not seen at the Olympics since the cold war). The 
notion that a tottering regime now vilified by Chinese historians could have staged a world’s fair a century 
ago might diminish the aura of what Shanghai officials like to call their city’s “economic Olympics”. 

China is lavishing as much money on the World Expo and accompanying makeover of Shanghai ($45 
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billion) as it did on the Olympics and sprucing up Beijing. Some 18,000 homes have been demolished to 
make way for the site’s construction on the banks of the Huangpu river which flows through the city. A 
massive expansion of the Shanghai Metro underground and light-rail network is under way. Non-existent 
15 years ago, it will be as big, by the time the Expo opens, as the London Underground. Shanghai’s two 
airports are being enlarged. The road along the historic Bund is being ripped up to build a new 
promenade. Of course, Shanghai would anyway be pouring money into its favourite pursuits of demolition 
and construction. But the pace has been stepped up, bringing disruption for citizens. In consolation, 
officials urge them to look at what a world’s fair did for Chicago in 1933 and 1934 during the Depression.  

China boasts that more countries are taking part in Shanghai’s Expo than any in history. It has helped by 
paying for the pavilions being erected by poorer countries. But recessions are not good times to persuade 
foreigners to spend freely. America’s diffidence for a while cast a dark shadow over the event. Part of the 
problem was a 1991 law that prevents the American government from spending money on Expo pavilions. 
Without strong government backing, the private sector was loth to fork out. It took a new president in 
Washington, and much chivvying by China, to get America moving. Hillary Clinton threw her State 
Department’s weight (though not its money) behind a $61m pavilion, for which $49m has now been 
raised. Construction has started at last, to the huge relief of China. America’s pavilion, surveys suggest, 
will be one of the biggest crowd-pullers.  

So will China’s own, an elaborate red structure that towers above the others. But officials have quietly 
shelved what had been planned as the Expo’s defining monument: an ornate, French-designed, pedestrian 
bridge across the Huangpu, projected to cost more than 1 billion yuan ($145m). The “flower bridge”, as it 
was to be called, was criticised as too low, and thus an obstacle to shipping. But raising it might have 
made it hard going for pedestrians. Also quietly dropped were plans to extend Shanghai’s 430kph maglev 
rail-line to the Expo site. Residents had protested about what they feared would be its impact on the 
environment and hence, even more worryingly, on house prices.  

 
Dual-track approach 

A century ago, in Nanjing, the moribund Manchu Qing dynasty extended a railway spur to the Expo site 
and built a miniature track around it. The event was, as Mr Godley described it, a financial debacle, but 
many Chinese at the time felt “justly proud”. The fair drew hundreds of thousands of paying visitors. 
Getting the country’s rivalrous regions to co-operate in the venture was a feat in itself. Echoes of such 
tensions still resonate. Siegfried Wu, chief planner of the 2010 Expo, says the Nanjing event had none of 
the state involvement required of a world’s fair (some historians would disagree). But a deputy mayor of 
Nanjing has been quoted as saying that his city was indeed the first to hold one. It is planning centennial 
celebrations next year. “If Nanjing feels happy, that’s fine,” says Mr Wu, as dismissive of a smaller-city 
forerunner as China’s Communists are of the Qing. 
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Iraq and the Kirkuk conundrum  
 
A hint of harmony, at last 
Dec 3rd 2009 | BAGHDAD AND ERBIL  
From The Economist print edition 

 
 
In the run-up to the election, could Iraqi minds be concentrated strongly enough to find at 
least a temporary solution to an age-old and dangerous conundrum? 
 

 
IT SOUNDS far-fetched but it may be true. A group of Irish peacemongers, from both sides of their long-
divided island, claims to have made rare progress last month towards getting Arab and Kurdish Iraqis to 
settle their differences, which have been threatening to drag the country back to the level of bloodshed 
that engulfed it three years ago. With a South African who had helped reconcile white and black South 
Africans looking on, a clutch of Iraqi members of parliament got to unusual grips with the mechanics of 
sharing power between Kurds, Arabs and Turkomans in the disputed region of Kirkuk. If they can build on 
this momentum after the general election that is now expected in mid-February (the January date having 
slipped), a modicum of federal harmony may eventually be achieved—to the benefit of all Iraqis. 

One suggestion that may be taken up is the creation, at least for a time, of mixed councils to run the 
province. Another fruitful idea is to set up a permanent framework for talks involving the outside backers 
of the various Iraqi communities. For London, Boston and Dublin read Baghdad, Ankara (Turkey’s capital) 
and Erbil, Iraq’s Kurdish one.  

The latest meeting was sponsored by one of Iraq’s two vice-presidents, Adel Abdel Mahdi, a Shia Arab 
sometimes mooted as a possible next prime minister. More such gatherings are expected. Other efforts to 
solve the Kirkuk puzzle have intensified, under the aegis of both the Americans and the United Nations.  

On November 22nd units of the Iraqi federal police and the Kurds’ gendarmes, known as the Zeravani, 
trained publicly together for the first time. It is hoped that this month tripartite patrols around Kirkuk will 
start, with government and Kurdish troops to be overseen by American ones.  

Meanwhile, staff at the UN mission in Baghdad are drawing up lists of possible concessions that might 
mollify all sides. In parliament there is talk of a dialogue council to resolve land disputes, determine the 
role of the Kurds’ military forces (known as the Peshmerga), share out oil revenues, settle Kurdistan’s 
constitutional status and agree on the voters’ register.  

This surge in activity has come not a moment too soon. Tension over Kirkuk has been worsening. 
Although the rest of Iraq has been a lot quieter, violence along the Arab-Kurdish border (the “trigger line”) 
has been rising. At a rate of about 130 attacks a month, more violence is taking place there than in the 
rest of Iraq put together. Moreover, Arab-Kurdish tension has been gumming up politics in Baghdad.
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And time is running out. By next summer, most American forces, who have been Kirkuk’s ultimate 
peacekeepers, will have gone. Those left may no longer have the strength to put out fires. Yet an 
opportunity may beckon. After next year’s general election, Iraq’s politicians will haggle over the make-up 
and programme of the next government, possibly for as long as four or five months. Dealing with Kirkuk 
could be part of any bargain. Most outsiders closely involved in Kirkuk have long argued that it cannot be 
solved piecemeal but only as part of a big package. 

 
Most of Iraq’s non-Kurds—Shia and Sunni Arabs and Turkomans (kin of the Ottoman Turks who for 
centuries ruled what is now Iraq)—fiercely oppose what they consider to be the Kurds’ excessive 
demands, especially their desire to control Kirkuk. Arab and Turkoman leaders in Kirkuk recently formed 
an electoral front to counter the Kurds’ numerical advantage since they took back the province in the 
wake of Saddam Hussein’s overthrow by the Americans in 2003. The Arabs and Turkomans insist that the 
city, now reckoned to contain some 850,000 people, should never be part of an autonomous Kurdish 
region. Few other issues unite non-Kurds so passionately. An Iraqi prime minister who gave away the city 
would almost certainly lose his job. Iraq’s neighbours too, especially Turkey but also Iran, vehemently 
object to the idea of the Kurds controlling Kirkuk, lest it boost Kurdish separatism in their own backyards. 

Yet the Kurds are equally adamant. They call Kirkuk their Jerusalem. Their politicians in Erbil may have 
become even more inflexible since the long-dominant parties lost ground in a regional election this 
summer to a new group called Goran (Change) that beats the nationalist drum while inveighing against 
corruption. Masoud Barzani, the region’s president, and Jalal Talabani, Iraq’s president, who runs one of 
the two main Kurdish parties, have raised the rhetorical heat over Kirkuk. 

The Kurds have a strong moral claim to the province. During two decades of enforced Arabisation under 
Saddam, some 250,000 Kurdish residents of Kirkuk were expelled. Few Arab leaders acknowledge the 
brutality of that crime. If they did so, a compromise might be easier. The Kurds might, for instance, at 
least consider an Iraqi government proposal to create a city council with seats split equally three ways for 
a limited period (to be precise, 32% for each of the three main groups and 4% for the tiniest minorities, 
such as Christians). “It would give all sides time to get used to a situation where nobody is a clear 
winner,” says Iyad al-Samarraie, a Sunni Arab who is the parliament’s speaker in Baghdad.  

The Irish peacemakers have suggested, among other things, a detailed “road map” towards sharing power 
that could lead to a multiethnic administration. Though understood to be only temporary, such a system, 
optimists hope, would gradually become entrenched. 

But the Kurds would have to give up their ambition to make Kirkuk an immediate and integral part of an 
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autonomous Kurdistan. That suggestion would outrage them. The city of Kirkuk was once predominantly 
Kurdish. They have shed much blood losing it and in seeking to get it back. But the alternative—a war 
with the Arabs that might draw in neighbouring countries—would almost certainly see the Kurds lose in 
the long run, even though they are better armed than ever before.  

 
A parting gift from Mr Obama 

The Americans are the only ones who might persuade the Kurds to change their mind. American 
representatives in Baghdad have become impatient with the Kurds, considering them to have overreached 
themselves in recent years. “But nobody on the American side has ever looked Barzani in the eye and 
said, ‘You can’t have Kirkuk’,” says a Western diplomat. In the past the Americans were sympathetic to 
the Kurds. But now their patience is wearing thin.  

The American vice-president, Joe Biden, who is Barack Obama’s point man on Iraq, may urge Mr Barzani 
after the Iraqi election to say goodbye to a Kirkuk controlled solely by the Kurds. It may be suggested that 
the province should—at least temporarily—have a special status. In return for giving up soil, the Kurds 
could—as part of a quid pro quo—get a better deal on the oil in their territory. 

Would Mr Barzani listen? The Kurds need America’s patronage more than ever now that its troops are 
leaving and the Kurds’ opponents in Baghdad have a freer rein. It may be the last bit of really tricky 
diplomacy in Iraq that falls to America.  
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Diplomacy between Israel and Palestine  
 
Bluff and bargain 
Dec 3rd 2009 | JERUSALEM  
From The Economist print edition 

 
 
Talks about a settlement freeze and a prisoner exchange are hotting up 
 

 
CALL my bluff, says Israel’s prime minister, Binyamin Netanyahu, as he tries to persuade the world’s 
leaders, and through them the Palestinians, that his recent promise to freeze the building of Jewish 
settlements on the West Bank is genuine, albeit admittedly temporary and partial. He knows he has a 
reputation as a bluffer. In a speech on November 29th he referred to “stereotypes” that were responsible 
for giving him that handicap in diplomacy. 

A few days later, on December 1st, he reinforced those stereotypes when he told his “brothers and sisters 
the settlers” that building would resume as soon as the ten-month suspension was over. Officials hint that 
the go-ahead for such a resumption would be given only if no negotiations had begun by then. So if the 
Palestinians agreed to come back to the long-stalled peace talks, it would be hard, perhaps impossible, for 
Israel to resume settlement building. “They reject Bibi’s freeze because it’s temporary,” says an Israeli 
official. “Why don’t they test him by agreeing to a temporary resumption of talks?” 

So far, the Palestinians have refused to budge from their insistence that a freeze must be total. They also 
note, bleakly, the Israeli interior ministry’s recent admission that it had revoked the residency rights of 
4,577 Arabs in East Jerusalem last year, the highest annual figure ever. And they cite a European Union 
report accusing Israel of trying to shift Jerusalem’s demographic balance drastically against the Arabs.  

Mr Netanyahu says he has made some dramatic moves to bring the Palestinians back to the table. In 
June, for the first time, he publicly accepted the idea of Palestinian statehood, however circumscribed. He 
has encouraged trade in the West Bank. And now he has offered a building freeze, though it excludes East 
Jerusalem, which the Palestinians view as their future capital, and 3,000 homes already under 
construction. The freeze, he adds, cannot apply to synagogues and public buildings. He also cites the 
settlers’ raucous resistance even to a partial freeze. His own right wing, he notes, is in ferment over the 
issue. 

To illustrate settler anger, Israeli girls in long, modest skirts have been bodily blocking army inspectors as 
they try to drive into the settlements to tell builders and local authorities to begin the freeze. Settlement 
leaders vowed to build at night, behind the army’s back. A recalcitrant mayor has been arrested. The 
defence minister, Ehud Barak, who chairs the Labour party, says the freeze will be strictly enforced and 
has hired extra inspectors to stop the bulldozers and concrete-mixers.  

Mr Barak is trying to persuade people, not least in his own party, that Mr Netanyahu is sincere. Many 
Labour members have urged Mr Barak to withdraw his party from the ruling coalition led by Mr 
Netanyahu’s right-wing Likud party. They say the prime minister has theatrically played up the settlers’ 
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fury and unrest in the Likud. They note that he has himself admitted that he decided to impose the freeze, 
which was “very hard” for him, thanks only to the “broadest reasons of national security”, code for Israel’s 
relations with America.  

Charade or not, Mr Netanyahu is bracing himself for more strife in his own camp as drawn-out secret 
diplomacy seems close to achieving the release of an Israeli soldier, Gilad Shalit, from the hands of the 
Palestinian Islamist group, Hamas. Israel’s government has confirmed that, in exchange, it is negotiating 
to free 450 prisoners loyal to Hamas. But it is expected to free another 530 Palestinians as a gesture to 
Mahmoud Abbas, who leads the rival Fatah party and runs the West Bank under Israel’s watchful gaze, so 
that Hamas does not earn all the glory.  

 
Fingers still crossed 

The deal is not yet done. Israel is still balking over a handful of Hamas terrorists with a lot of blood on 
their hands, and wants to send some West Bankers to Gaza and deport others. It is widely assumed that 
Marwan Barghouti will be among those released, if not in a first tranche, then some weeks later. A popular 
West Bank figure often cited as a possible successor to Mr Abbas, who last month said he would stand 
down, Mr Barghouti is serving five life terms for organising guerrilla attacks. He has been politically busy 
in prison; among others, a prominent left-wing member of Israel’s parliament, Haim Oron, has regularly 
visited him and conveys his views to the government. Many Palestinians believe his release would help 
clinch a rapprochement between Hamas and Fatah, whose bitter disunity makes it hard for the 
Palestinians to do a deal with Israel that could stick. 

The mooted prisoner exchange is controversial in Israel. Its High Court has upheld the military censor’s 
wall of secrecy around the talks, conducted via a German-government mediator. But Israel’s chief justice 
says the deal, if struck, deserves public debate. Some parents of victims, backed by a range of politicians, 
have asked the court to tell them if their children’s killers are to go free and want to block a deal. Mr 
Netanyahu made his early career as an outspoken advocate of “never trading with terror”. He can expect 
his old arguments to be thrown back in his face.  
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Land reform in South Africa  
 
Hurry up 
Dec 3rd 2009 | JOHANNESBURG  
From The Economist print edition 

 
 
The government’s plan for blacks to own more land is flagging 

WITH the fine aim of redressing the racially skewed pattern of land ownership that 
has existed since whites conquered South Africa hundreds of years ago, the 
government’s land-reform programme is a shambles. Launched in 1994, the plan was 
to redistribute 30% of white-owned farmland to poor blacks. So far, barely 5% has 
been handed over. The government has run out of money. Once-productive land lies 
fallow. The deadline of 2014 for completing the reform has been postponed; 2025 has 
been mooted but even that may be too ambitious. The estimated extra cost is 71 
billion rand ($9.4 billion) on top of 6 billion already disbursed. 

Unlike Zimbabwe, where over the past decade white-owned farms have been seized 
by President Robert Mugabe’s government without compensation, South Africa’s post-
apartheid governments have stuck to the principle of “willing seller, willing buyer” at 
the market price. But, as President Jacob Zuma has admitted, that model is not 
working, partly because of its huge cost. The government talks ominously of other 
“practical strategies” to acquire land “more quickly and inexpensively”, sending 
shudders through South Africa’s 40,000 white farmers. 

When apartheid ended 15 years ago, 87% of commercial farmland was owned by 
whites and 13% by blacks—the exact reverse of their proportion of the population. 
(This excludes the subsistence farms where 4m black families eke out a living.) The 
30% target, adopted in 1994 by South Africa’s first democratically elected 
government, meant redistributing 26m hectares (64m acres) of white-owned land 
with a deadline of five years. So far, less than 3m hectares have been transferred.  

Under a separate land-restitution programme to compensate victims of forced 
removals over the past century, a further 2.5m hectares have been returned to their 
dispossessed black owners. If this is included in the 30% target, over 5m hectares, nearly a fifth of white-owned 
land due for redistribution, are now in black hands. The government admits that about half the farms taken over by 
blacks have failed, usually because of a lack of money or skill. Some put the failure rate at 70%. Since 2007 the 
country has been a net importer of food, after decades of self-sufficiency. 

Meanwhile, white farmers with outstanding claims on their land do not know whether to continue investing in their 
properties. Some have gone bust while waiting for government payment. Others have abandoned their farms. 
Spurred by attacks on white-owned land, many are thinking of farming elsewhere on the continent. Several African 
governments, eager to boost their own farming output, have been signing deals with South African farmers. Agri SA, 
the white farmers’ biggest union, says 600-800 of its members are already operating in other African countries.  

The murder rate on South African farms is striking. Since 1991, 1,650 people, most of them white farmers and their 
families, have been killed in more than 10,000 attacks. According to a study in 2003, the main motive in 89% of the 
murders was robbery. A political or racial motive was found in only 2% of the cases, though Pieter Mulder, the 
deputy agriculture minister, who heads a right-wing party, Freedom Front Plus, is unconvinced.  

Despite the government’s flagging land-reform plan, there seems little chance it will resort to large-scale 
expropriation at below-market prices. That would prompt long legal battles, making the whole process even slower 
and costlier. Besides, the recession-burdened government faces more pressing demands, such as the provision of 
basic services to the country’s increasingly turbulent poor black townships. Mr Zuma still cites land reform as one of 
his five top priorities. But it no longer has the same urgency.  
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Equatorial Guinea's election  
 
Oh we love you so 
Dec 3rd 2009  
From The Economist print edition 

 
 
Even a shamelessly rigged election may serve a purpose 

IT IS hard to know why Equatorial Guinea goes to the bother of holding elections. At the last 
parliamentary one, in 2008, President Obiang Nguema’s ruling party scooped up 99 of the supine 
legislature’s 100 seats. Before the presidential poll on November 29th, Mr Nguema predicted he would get 
97.1% of the vote; the day after, even with only a fraction of votes counted, the government was claiming 
he had won 96.7%. That figure may rise when the result is officially declared around December 7th, in 
which case he will have improved on the result in 2002, when he won the rapturous support of only 97% 
of voters. Known as “Father Behind the Gates”, he is into his fourth decade in office and is likely to stay 
there for a long time yet. 

Nobody believes the official view that his oil-rich speck of a country of 500,000-plus people in west Africa 
is a democracy. Human-rights groups and the United Nations frequently describe the routine torture of 
prisoners and blanket restrictions on free speech. Last week soldiers stood beside polling stations snarling 
at civilians. Foreign journalists were refused visas to cover the event. Just about the only hint of progress 
is that the opposition leaders who called the poll a farce are unlikely to be jailed as a result. Opposition 
candidates have previously paid for such frankness with their lives. 

Yet there may be some method in Mr Nguema’s blatant malfeasance. Any elections, even sham ones, offer 
a figleaf of respectability that can be worn at international gatherings such as those of the African Union. 
And they may help warm relations with countries farther afield.  

Equatorial Guinea, which consists of a main island that hosts the capital, Malabo, and a largely forested 
mainland part, is run as a family fief and is known to outsiders, if it is noticed at all, for its breathtaking 
corruption. It is sub-Saharan Africa’s fourth-largest producer of crude oil but much of its revenue is 
spectacularly squandered. The president is building a new capital, known as Malabo 2, next to the present 
one. He is said to have spent several tens of millions of dollars on six private planes, including a jumbo jet 
complete with a gold-plated bathroom. His playboy son, Teodorin, has a house in California that is 
reported to have cost $35m. Yet most of the country’s people live in dire poverty. 

Ever since a British mercenary, Simon Mann, bungled an attempt to topple Mr Nguema in a coup in 
2004—an effort tacitly backed by several Western powers—the country has been trying to rebrand itself as 
an emerging democracy while cosying up to old critics. In November the president pardoned and freed Mr 
Mann and four South African co-plotters; the Briton had served only a year and a bit of his 34-year 
sentence. Lobbyists in Washington, DC, are being paid to talk up the country, dubbing it the “Costa Rica of 
Africa”. 

Such public-relations efforts have reaped results. Once diplomatically isolated, Equatorial Guinea now 
enjoys ministerial visits from Spain, the former colonial power. The United States has become a lot more 
polite. Teodorin, who may succeed his father, was recently granted an American visa. And his father 
pulled off his biggest diplomatic coup to date in November, when South Africa’s president, Jacob Zuma, 
honoured him with a state visit. 
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Rwanda's laptop revolution  
 
Upgrading the children 
Dec 3rd 2009 | RUHENGERI  
From The Economist print edition 

 
 
A pioneering scheme to computerise a whole people 

TINY, landlocked Rwanda is sometimes touted as Africa’s high-tech 
economy. It is still a bit early for that, however. Neighbouring Uganda 
produces far more computer-science graduates. Countries such as Nigeria 
and Kenya are even further ahead. South Africa is out of sight. But 
technology is the core of Rwanda’s plan to transform its economy by 
2020. The country seems ready to back its ambition with money and 
policies. 

By 2012, for instance, Rwanda wants every child in the country between 
the ages of nine and 12, 1.3m children in all, to have a laptop, each with 
an internet or intranet connection to download free educational software 
and electronic books. “We estimate the start-up cost will be $313m,” says 
Richard Niyonkuru of Rwanda’s education ministry. If all goes well, the 
programme will embrace children between six and eight by 2015.  

The supplier will be One Laptop Per Child (OLPC), an American charity 
linked to the Massachusetts Institute of Technology, which has been 
trying for years to push cheap and robust laptops into primary schools in 
poor countries. Yet critics say the present version of the OLPC machine is 
too expensive, too clunky and too slow. The charity has failed to sell as many laptops as it had hoped. Its 
deals with some governments have stalled. 

For its part, OLPC says it has ironed out its laptop’s flaws and that Rwanda will meet its 2012 target. The 
charity’s head, Nicholas Negroponte, reckons the impact of the computer, which was originally to be 
subsidised and sold for $100, is not just about numbers sold. OLPC, he says, can take some credit for 
promoting cheaper laptops called netbooks and cheaper screens. Rwanda has ordered an initial 100,000 
laptops at a cost of $181 each.  

By 2012 the Rwandans want to be supplied with more advanced laptops that OlpC is developing. These will be 
made from a single piece of plastic. They will be waterproof, harder to break, have colour screens, yet could 
cost as little as $75 each. With prices that low, say the Rwandans, children might be able to keep one laptop 
through their entire school career. Schoolwork, textbooks and a library of other books and applications would 
be stored in them, with screens designed to be readable in bright sunshine and to use minimal power in huts 
without electricity at night.  

Rwanda’s austere president, Paul Kagame, believes the initial outlay will be worth it. How else, he says, to 
produce the 50,000 computer programmers the country wants by 2020? OLPC says its research in Rwanda 
and elsewhere suggests that children work harder and think more creatively with a laptop. They appear to 
escape the drudgery of rote learning, the curse of many African primary schools, though some educationalists 
think laptops stunt interaction between children in class. 

If the scheme is to be profitable, software will eventually have to be written to link computers to omnipresent 
mobile phones. Money must also be found to keep updating the laptops. On the plus side, the project’s 
proposed scale means that small businesses will spring up to charge, repair and enhance the machines. 
Rwanda thinks it can also use laptops to improve government services. The laptops could then move the 
country seamlessly into electronic government. That, at any rate, is the hope.  
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Italy's troubled prime minister  
 
Under attack from all sides 
Dec 3rd 2009 | ROME  
From The Economist print edition 

 
 
Silvio Berlusconi reaches a crisis point in his third stint as prime minister 
 

 
THOUSANDS of protesters will gather in Rome on December 5th, not against the government’s policies, 
but against its leader. “No Berlusconi Day”, the latest protest born spontaneously on the internet, 
underlines the degree to which Italian politics is now defined by attitudes to one man: Silvio Berlusconi. 
Yet not even Italy’s attention-grabbing prime minister can any longer relish this. For No Berlusconi Day 
comes after a week in which the billionaire politician has been under relentless attack. This could even 
prove a turning-point. Italy’s most popular blogger, the comedian Beppe Grillo, thought so. “The 
countdown has already begun for Berlusconi,” he wrote. “Prepare the bubbly.” 

The first blows landed on December 1st when tensions within the ruling majority burst into the open. An 
opposition newspaper, La Repubblica, posted a recording, made without his knowledge, of remarks by 
Gianfranco Fini, whose former National Alliance party is now part of Mr Berlusconi’s People of Freedom 
(PdL). The man who is notionally Mr Berlusconi’s closest ally was caught saying that the prime minister 
confuses “leadership with absolute monarchy” and “popular consent…with a sort of immunity from any 
other authority”. As Mr Fini’s spokesman noted, this was merely a franker version of criticism he had 
already aired. But it raises more starkly than ever a question: can he and his colleagues stick with Mr 
Berlusconi? 

Also on December 1st, a Milan court asked Fininvest, the company at the heart of Mr Berlusconi’s business 
empire, for a €750m ($1.1 billion) bank guarantee. This was to show it could pay damages awarded to 
CIR, the holding company of Mr Berlusconi’s arch-rival, Carlo De Benedetti, in a case after the battle in the 
1990s over the Mondadori publishing house. Fininvest’s lawyer was found to have bribed a judge to favour 
its bid. Mr Berlusconi’s company is appealing against the award, but if it fails, it may have to sell assets. 

That is not Mr Berlusconi’s only money worry. His wife, Veronica Lario, who wants a legal separation, 
reportedly seeks annual maintenance of €43m. She broke with her 73-year-old husband after he attended 
the birthday party of a pretty 18-year-old, Noemi Letizia, in Naples. Neither that scandal nor one involving 
women allegedly paid to spend the night with him has gone away. Ms Letizia is now a model and Naples is 
dotted with giant posters of her in skimpy lingerie. Bookshops across Italy are selling a new book written 
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by a call-girl, Patrizia D’Addario, recounting in explicit detail her alleged sexual encounter with the prime 
minister. 

The sex scandals have taken only a limited toll on Mr Berlusconi’s popularity. But he is also a figure in two 
court cases that could do him more damage. In Milan judges are due to begin hearing a case in which he 
is accused of bribing a British lawyer, David Mills. This trial was halted in 2008 by a law (of Mr Berlusconi’s 
design), which gave the prime minister immunity but was overturned by Italy’s constitutional court in 
October. The new trial and the two appeals allowed under Italian law are unlikely to be over before the 
case is timed out by a statute of limitations. But Mr Mills has already been convicted of taking the bribe, 
and has lost his first appeal. His final appeal will be heard next year, by when the court trying Mr 
Berlusconi should reach an initial verdict. In a shameless bid to slow it down, his lawyers insist that he 
must be present at every hearing, only to cite reasons why he cannot be because of government business.

In the second case a former mobster, Gaspare Spatuzza, will say in court what he has already reportedly 
told prosecutors: that Mr Berlusconi did a deal with the Mafia around the time that he entered politics in 
1994. Mr Fini was overheard calling this an “atomic bomb”. But its true explosive potential is unclear. Mr 
Berlusconi’s relationship with Sicily’s Cosa Nostra has long been the subject of conjecture. He once 
employed a Mafia boss. Marcello Dell’Utri, who set up Mr Berlusconi’s first party, Forza Italia, is appealing 
against a nine-year jail sentence for Mafia ties.  

Yet Mr Spatuzza’s account is hearsay, based on what he claims to have been told by a more senior 
mafioso. According to leaks, Mr Berlusconi, who furiously denies any link, is accused of promising to relax 
the tough prison regime that has become the state’s most effective weapon against organised crime. It is 
still in use. And the Mafia is weaker than ever thanks to some spectacular police operations, the most 
recent of which were carried out after Mr Berlusconi’s return to office last year. 

Indeed, he might plausibly argue that Mr Spatuzza’s claims reflect a vendetta by Cosa Nostra, aimed at a 
politician it wrongly assumed would do its bidding. Nor is this the only card Mr Berlusconi has. Mr Fini has 
for months puzzled his followers by arguing for a conspicuously progressive form of conservatism. The 
disclosure of his true feelings about Mr Berlusconi may leave him isolated, even vulnerable.  

Moreover, if pressure from outside becomes intolerable, the prime minister has a final option: to appeal 
over the heads of critics and enemies alike to voters, arguing that he is the victim of an unholy alliance of 
left-wing judges, right-wing mavericks and the Mafia. Mr Berlusconi may be looking at a dwindling stack of 
chips. But he has a joker up his sleeve. 
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The new European Commission  
 
The battle of Barroso 
Dec 3rd 2009 | BRUSSELS  
From The Economist print edition 

 
 
France claims victory, but so does the commission’s president 

GIVEN the financial crisis, says Nicolas Sarkozy, it is “very reassuring” that French ideas of regulation are 
“triumphing” in Europe. France’s president was referring to the distribution of portfolios in the new 
European Commission. After intense lobbying, the French commissioner, Michel Barnier, got the single 
market, including financial services. 

The City of London quickly worked itself up into a lather—abetted by the British press. Mr Barnier is a 
champion of state intervention who will lead work on cross-border bank supervision, oversee a 
contentious directive on hedge funds and may propose new rules on derivatives. Mr Sarkozy boasted that 
the British had “frankly opposed” him. He suggested that only last-minute lobbying had kept financial 
regulation in the job. “The British are the big losers in this affair,” he gloated. Yet most commission 
proposals on financial services are in the works already. Indeed, the City may have more to fear from 
Britain’s Labour government, which plans sharply higher taxes. 

Mr Sarkozy’s flag-waving continued when he said that France had won a “second victory”, after the 
Romanian commissioner, Dacian Ciolos, was given agriculture. The French see him as an ally in defence of 
the common agricultural policy. But the British were swift to wave their own flag. After Gordon Brown 
came under fire for not stopping Mr Barnier, his team noted that the director-general for the single market 
would be a bright Briton, Jonathan Faull. The French retorted that, though Britain had secured the job of 
foreign-policy supremo for Catherine Ashton, she would be under the watchful eye of a veteran 
Frenchman, Pierre de Boissieu, the new secretary-general of the Council of Ministers. 

The Germans seemed pleased that Günther Oettinger had the energy job. Given that German business 
interests have obstructed energy liberalisation, this is either a very bad, or a very good, idea. Pessimists 
fret that Mr Oettinger will look after Germany’s cosy energy ties with Russia. Optimists argue that only a 
German can persuade other Germans of the case for liberalisation. 

José Manuel Barroso, given a second five-year term as the commission’s president, has crafted an overtly 
political team, reflecting his view that Europeans want a “social market economy”, with its liberal hard 
edges softened. Corporatists have secured big jobs, such as industry for Italy’s Antonio Tajani. A new post 
of climate-change commissioner goes to a Dane. Free-traders were placated by the choice of a Belgian 
liberal for trade. Competition, previously held by a Dutch liberal, Neelie Kroes, goes to a Spanish socialist, 
Joaquín Almunia, but he was sensibly centrist as economics commissioner. Ms Kroes, one of nine female 
commissioners (out of 27), gets telecoms. 

Mr Barroso gave the economics job to a Finnish liberal, Olli Rehn, whose old enlargement post goes to a 
Czech socialist, Stefan Fule. He has craftily added the European Union’s neighbourhood to the portfolio, 
keeping this firmly under commission control. The French may crow the loudest, but Mr Barroso has also 
got most of what he wanted. 
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Terrorism in Russia  
 
Bombings away 
Dec 3rd 2009 | MOSCOW  
From The Economist print edition 

 
 
A terrorist attack fuels worries about the police and security services 

A FEW years ago an explosion of a packed train a few hundred miles from 
Moscow would have caused shock and outrage right across Russia. Yet 
when a train from Moscow to St Petersburg was blown up on November 
27th, killing at least 26 people and injuring nearly 100, it was met with 
fatalistic acceptance.  

This was not just because Russians, like so many people elsewhere, have 
become inured to terrorism, though Russia has certainly had more than its 
fair share, from apartment bombings through the Moscow theatre siege to 
Beslan. It is also because people have such low expectations that the 
police and security services can stop terrorist attacks. When a second, less 
powerful bomb exploded in front of investigators at the scene several 
hours later, it almost seemed to prove the point.  

As one Russian columnist said, violent death in Russia has become a 
statistic, not a tragedy; the surprising thing is that there are not more 
terrorist attacks. Responsibility was claimed first by far-right nationalists, 
then by Islamist fundamentalists. Both have often acted with impunity; 
quite possibly, neither did it. 

The police said they were looking for Pavel Kosolapov, a former army officer who converted to Islam and 
now supports Islamic fundamentalism. He was suspected of involvement in a bombing of the same train 
two years ago. Two of his alleged accomplices were arrested then; one pleaded guilty only two days 
before the second bombing.  

President Dmitry Medvedev ordered a thorough investigation to solve the crime, but few Russians expect 
much. Even more striking, their feelings of anger and fear, which were once aimed mainly at terrorists are 
now just as often directed at the police, security services and bureaucracy. (There were even rumours 
that the security agencies staged the explosion to cover up a derailment caused by poor maintenance.) 
Yet this is perhaps not so surprising, given recent stories about police violence and corruption.  

The latest batch started on April 27th, when a drunk (or drugged) police-station chief opened fire on the 
street and in a supermarket, killing three people and injuring another seven with a gun that had been 
listed as missing for nine years. Next came a policeman who recorded a videoblog saying he was sick and 
tired of fabricating crimes and not being paid properly. The publicity over both stories has prompted a 
litany of similar confessions.  

News of crimes committed by police officers now comes almost daily. Several drunk policemen beat to 
death a man from Abkhazia. Corruption and violence have reached such levels that many Russians see the 
police as threats rather than protectors. The interior minister, Rashid Nurgaliev, has even admitted as 
much by saying that ordinary Russians had the right to self-defence if attacked by the police.  

Some observers see all these stories as part of an inter-clan rivalry between the interior ministry and the 
security services. Others say Mr Nurgaliev, who has a security-service background, has lost control and is 
about to be sacked. But nobody disputes the fact that demoralisation and degradation of the police force 
are now threatening not just anarchy but even, in some regions, civil conflict.  

In parts of the north Caucasus, where the train bombings seem to have been planned, signs of anarchy 
and civil war have been evident for some time. They were seen in the shooting of a journalist by the 
security chief of a former president of Ingushetia, Murat Zyazikov; in the shooting of police officers and a 
flow of bribes from armed rebels to corrupt officials; and in an attempt on the life of Mr Zyazikov’s 
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replacement, Yunus-Bek Yevkurov, who was trying to stop the anarchy. The train from Moscow to St 
Petersburg may have been just another victim.  
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Turkey and the West  
 
Testy Erdogan 
Dec 3rd 2009 | ISTANBUL  
From The Economist print edition 

 
 
Claims that Turkey is drifting away from the West seem exaggerated 

WHEN Turkey’s prime minister, Recep Tayyip Erdogan, meets Barack Obama in the White House next week, he 
will insist on his country’s Western credentials. He will be greeted with a request for more troops to back the 
American surge in Afghanistan. Turkey, which has NATO’s second-biggest army, has 1,700 soldiers on Afghan 
soil and Turkish generals have led allied forces there. Yet Mr Erdogan’s mildly Islamist Justice and 
Development (AK) Party dislikes American calls to fight fellow Muslims in Afghanistan. Turkey has opted to 
train Afghan security forces and build roads and schools instead. Mr Erdogan will spurn demands for combat 
troops. 

His Western critics may seize on this as confirmation of Turkey’s supposed drift away from the West under 
seven years of AK rule. Mr Erdogan’s cosiness with Iran and Sudan, plus his salvoes against Israel, feed claims 
that he is an Islamist firebrand at heart. His behaviour has spawned a flurry of hand-wringing in the West. 

Yet to Turkish jihadists, who are surfacing in Afghanistan and Chechnya, Mr Erdogan is an American poodle. It 
was these home-grown militants, with links to al-Qaeda, who in November 2003 killed over 60 people in 
suicide bombings against British and Jewish targets in Istanbul. If Turkish troops started shooting at fellow 
Muslims, that would swell the ranks of Islamist radicals in Turkey. “This is what America and the West needs to 
understand,” complains an AK official. America also relies heavily on Turkey for its operations in Iraq. The 
Incirlik airbase in southern Turkey is a supply hub for American troops in Iraq and Afghanistan. As it begins to 
withdraw from Iraq, America is turning to Turkey to help Iraqis rebuild.  

Indeed, Mr Erdogan may have a harder task explaining to Mr Obama his reluctance to back new sanctions 
against Iran. Turkey holds a rotating seat on the UN Security Council. “Should sanctions come to a vote, that is 
when we will know whose side Turkey is on: ours or the other,” comments a Western diplomat. Iran will be 
critical for future relations with America. 

Mr Erdogan’s enemies claim that AK’s moves to trim the army’s powers are not to do with its European Union 
aspirations but with a desire to cement religious rule. The Ergenekon case against alleged coup-plotters was, 
they argue, cooked up as part of this plan. Their views have been echoed in some Western newspapers, which 
have also condemned a crushing tax slapped on Turkey’s largest media conglomerate, Dogan. Many note that 
the fine came only after some Dogan titles began exposing corruption implicating AK party officials. The 
argument is that Mr Erdogan wants to silence a free press to help Turkey’s move towards Islamic dictatorship. 

Mr Erdogan undoubtedly has autocratic instincts. He has taken journalists and even cartoonists to court. His 
embrace of Sudan’s president Omar al-Bashir, charged with war crimes against his own people, was a 
disgrace. And he favours a somewhat greater role for Islam in public life. But he seems committed to Turkey’s 
EU accession process, even to pursuing liberalising reforms in Turkey if its EU hopes are dashed. He wants to 
resolve Turkey’s problems with its Kurds. And he is pursuing reconciliation with Armenia. These are hardly 
signs of a shift from the West. 

And what of his opponents? Deniz Baykal, the leader of the Republican People’s Party, spends most of his time 
attacking laws that could help Turkey’s bid for EU membership. Devlet Bahceli, the leader of the main 
nationalist party, said that “swine flu doesn’t exist”, though it has killed almost 200 Turks. As for the army, 
incriminating documents that were seized during an investigation show that a group was indeed hoping to 
topple Mr Erdogan by, among other things, assassinating Christians and placing the blame on AK. Why not 
send them to Afghanistan? 
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Greater Paris  
 
Wider still and wider 
Dec 3rd 2009 | ARGENTEUIL AND LA DEFENSE  
From The Economist print edition 

 
 
Paris’s ambitious plans to get bigger 

TO THE west of the tree-lined avenues and cobblestones of Paris, the steel 
skeleton of a new skyscraper rises into the air. With over 50 storeys, the 
Tour First will be France’s tallest building when it opens in La Défense in 
2011. A reconstruction of a smaller tower, it is a renovation in more than 
one sense. The soulless financial centre of La Défense is getting a facelift, 
as part of a grand plan for Greater Paris. 

Strictly defined as the area inside the périphérique, Paris is tiny. It is home 
to just over 2m people, fewer than Addis Ababa. Its area is an eighth as 
big as Berlin’s. But going beyond the ring-road to the suburbs, the total 
built-up area has a population of 10m. Many of these people travel to work 
in the city, yet live far beyond the remit of Paris’s mayor and police. The 
heavily Muslim estates of the banlieues, where joblessness is high, are 
even more cut off. 

Nicolas Sarkozy launched an ambitious plan for Greater Paris last spring. 
Having invited ten teams of architects to imagine a city fit for the 21st 
century, he embraced many of their ideas, setting out a vision of an 
ecological city, inspired by architects and artists as much as by engineers, as a place of “beauty” and 
“happiness”. He wanted a city to “rival London, New York, Tokyo or Shanghai”. He did not rule out the 
construction of more skyscrapers. And he promised a unifying city. “Greater Paris will cease being an 
agglomeration and become a city”, he declared, “the day that we no longer speak of the banlieues.” 

Eight months later, parliament has passed a law to create Greater Paris. Piloted through by Christian 
Blanc, a former Air France boss, it is less grand, and mostly about transport. The idea is to build a 130km 
super-metro, in a loop around outer Paris (see map), by 2017. With 40 stations, and at a cost of €21 
billion ($32 billion), it will link the airports with the business centres, such as La Défense, and some 
banlieues. Each station, with land around it developed by a centrally run Greater Paris corporation, is to 
be an economic hub. 

 
The government says this is only a first step. A rethinking of boundaries may follow, though it would be 
politically explosive. Nobody expects a single unitary mayor, nor police force, for Greater Paris. But the 
super-metro, say officials, should boost the city’s fringe. La Défense will now be linked directly to the 
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airports. Rents in Europe’s biggest business district, with over 150% more office space than London’s 
Canary Wharf, have held up well in the recession. Vacancy rates in the third quarter of 2009, according to 
LaSalle, a property investor, were just 4%, compared with 8% for Greater Paris overall. More skyscrapers 
are in the works. “Greater Paris will be revolutionary,” says Philippe Chaix, head of La Défense 
development corporation. “It will change our image on the world stage.” 

Across the Seine, the soaring skyscrapers of the distant business district seem dwarfed by Argenteuil’s 
rain-streaked tower blocks. There, visionary talk of Greater Paris is otherworldly. Over a third of residents 
live in social housing. More than 40% of men under 25 are jobless. An ochre-coloured mosque, 
surrounded optimistically by palm trees, has been built on the site of a defunct car factory; another where 
a plastics-maker stood. Here Mr Sarkozy once dismissed local drug-dealers and gangs as racaille (rabble). 

The town hall has an architectural exhibition, with the slogan “Little Argenteuil, Grand Paris” as a nod to 
the bigger plans. “The super-metro won’t solve the problem of social segregation,” says Philippe Doucet, 
the Socialist mayor. He is cross that so much is being spent on one metro line. Bertrand Delanoë, the 
Socialist mayor of Paris, calls the scheme “mediocre” and denounces the centralising hand of the state. 
The mayors are not alone. Some architects are furious that their ideas have been ignored. “The confusion 
is total,” wrote Jean Nouvel in Le Monde, blaming unilateral decision-making by Mr Blanc.  

Despite various forums for co-ordination, it is hard to see how Greater Paris can mean anything without a 
single unified elected authority. There are too many overlapping layers of local government and competing 
politics. But it is not clear that Mr Sarkozy, let alone most Parisians, really wants unity. In Argenteuil the 
mayor remains doubtful. “The périphérique is a mental barrier; there is still a real rupture between Paris 
and the banlieues.” 
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Denmark hosts the world  
 
Rasmussen III in the spotlight 
Dec 3rd 2009 | COPENHAGEN  
From The Economist print edition 

 
 
The Danish prime minister tries to save the world and make a mark 

SOME 100 world leaders have accepted Lars Lokke Rasmussen’s invitation 
to the climate-change summit in Copenhagen. But Denmark’s prime 
minister would struggle to be recognised anywhere. The world’s media 
have a sad habit of confusing him with his predecessor, Anders Fogh 
Rasmussen, who now runs NATO, or even his forerunner, prime minister 
Poul Nyrup Rasmussen. 

Yet Mr Lokke Rasmussen has his own ambitions. Besides a climate-change 
deal, they include Afghanistan (stabilising the country) and the European 
Union (scrapping the Danish opt-outs). But his prospects of success on any 
of these are small. There is no chance of a legally binding climate-change 
deal in Copenhagen. Progress in Afghanistan, where Danish casualties have 
been relatively heavy, is in the hands of America’s Barack Obama, who will 
visit Copenhagen only fleetingly en route to collect his Nobel peace prize in 
Oslo. 

As for scrapping Denmark’s EU opt-outs, little action looks likely for now. 
Three opposition parties have called for a referendum to reverse the opt-
outs on justice and defence. But Mr Lokke Rasmussen refused, as he wants to take Denmark into the euro 
as well. He hopes to get all three issues through in a single referendum—but not yet.  

The prime minister has domestic problems, too—including a poor result for his Liberals in local elections. 
He had a turf war with his climate-change minister, Connie Hedegaard (after which he sent her to 
Brussels, where she will be climate-change commissioner). He got into tricky rows over banning Islamic 
dress and over a ham-fisted attempt by the top brass to block the Afghanistan memoirs of a former 
soldier. 

An address to his party conference last month, in which Mr Lokke Rasmussen set out ten goals for 
Denmark’s place in the world in 2020, was marked more by woolly aspirations than concrete plans. 
Opposition critics miss no chance to claim that the new Mr Rasmussen is plodding through the agenda of 
the old one. Yet the new man may make his mark once the summit is over. His speech made no reference 
to tighter immigration policy, defending free speech or fighting terrorism, recurring themes of his 
predecessor. His personal style is different too. Politicians and voters alike say he is more affable and 
approachable. 

Such traits could be useful in the climate-change talks. They also suggest it would be a mistake to write 
off the third Mr Rasmussen too soon. 

 
 

  

  

EPA

In the Lokke room

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

-78-



 
Charlemagne  
 
The Swiss in the middle 
Dec 3rd 2009  
From The Economist print edition 

 
 
Surprisingly, the Swiss could soon reopen their debate on joining the European Union 
 

 
IS SWITZERLAND preparing to embrace the world more closely, to the point of contemplating joining the 
European Union? The suggestion may seem absurd just after the Swiss have voted to ban the construction 
of minarets on mosques, earning stern rebukes from their European neighbours as well as Muslim 
countries (see article). And the minaret ban is only the start of it. With unemployment likely to hit 5% 
next year (high by Swiss standards) Swiss politicians are twisting themselves in knots to find ways to 
shield Swiss workers from foreign competition. 

In these recessionary times, many rich EU governments have kept limits on workers from their club’s 
newest, poorest members, such as Bulgaria and Romania. That is a blow to the EU’s open-borders ethos. 
Yet Swiss politicians go much further, calling for restrictions on skilled migrants even from rich 
neighbours. It is not only Polish plumbers who have become bogeymen, but also German dentists. In 
October a campaign against cross-border commuters from France helped the Geneva Citizens’ Movement 
become the second-biggest party in the local parliament, under the banner of “Geneva and the Genevois 
first!”. 

Such nativism is common currency in the domed bulk of the federal parliament in Berne, with its William 
Tell statue and painted tributes to such Swiss virtues as “Wisdom” and “Prosperity”. Hard-right populists 
of the Swiss People’s Party (SVP), the members of which called for the minaret referendum, want to scrap 
or suspend the “freedom of movement” agreement that allows EU citizens to live and work in Switzerland, 
and vice versa. This will not happen: mainstream conservatives in the Christian Democratic People’s Party 
(CVP) call it “suicide” to tear up the deal. Yet even they want to invoke an emergency “safeguard clause” 
that would allow temporary quotas on migrants, including from France and Germany. This is probably just 
talk. Strict conditions must be met to trigger the safeguard clause and the country’s ruling coalition 
rejected its use only a few months ago. But still politicians feel they must call for brakes on immigration. 
“To be credible in the eyes of the people, we have to act,” says the CVP’s president, Christophe Darbellay. 

All in all, it might seem odd to consider the moment ripe to revisit the issue of Switzerland’s relationship 
with the EU. This is a tangled tale of referendums won and lost that has left the country inside the border-
free Schengen zone, but outside the European Economic Area (a club-outside-the-club that allows fellow 
refuseniks Norway, Iceland and Liechtenstein access to the EU’s single market). Switzerland’s EU ties are 
governed by a web of some 120 agreements and treaties, and this bilateral approach is still the preferred 
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choice of government, business and most voters. 

Yet something is in the air. In September a government report on foreign policy broke a taboo and raised 
the question of Swiss EU accession—albeit “very shyly”, in the words of Christa Markwalder, a Liberal, pro-
European member of parliament. In November the parliament backed her initiative to ask the federal 
government to report on whether the present framework of Swiss-EU relations is still in Swiss interests. 
Many colleagues told her they were against EU membership, she concedes, but they accept the need for a 
renewed debate. 

Why? Pro-Europeans advance the familiar line that individual countries will count for less in future. A new 
government foreign-policy paper is full of gloomy statistics about the rich world’s shrinking share of global 
wealth and Europe’s dwindling population. In Berne the still gloomier argument can also be heard that the 
EU is becoming a much tougher bilateral partner. Even before the recession, Swiss bank secrecy and low 
cantonal tax rates were under fire. The EU increasingly bundles agreements together, so that if Swiss 
voters were to drag their feet on one area of co-operation, they would lose out on many others. 

Since the crisis hit, Switzerland has faced a baroque array of humiliations. Germany’s then finance 
minister, Peer Steinbrück, threatened to “take a whip” to the Swiss unless they relaxed bank secrecy. 
Italy’s government sent police to film alleged tax dodgers as they crossed the border. Libya submitted a 
motion to the United Nations for the dismemberment of Switzerland in the latest round of a row triggered 
after Geneva police briefly detained the son and daughter-in-law of the Libyan leader, Muammar Qaddafi, 
on suspicion of mistreating their servants (the charges were later dropped). Libya cut its oil supplies and 
is still holding two Swiss businessmen in Tripoli as virtual hostages, even after the Swiss president flew to 
Libya to apologise for the arrests. 

 
Unsplendid isolation 

Such humiliations make some Swiss angry (the Libyan row is said to have played a part in the minaret 
vote). Others worry about isolation. The crisis has left the EU determined to seek tougher financial 
regulation and impose restrictions on access to the single market by foreign firms, notes Micheline Calmy-
Rey, the Swiss foreign minister. “As non-members of the club, we are the ideal target for discrimination. It 
is a growing risk.” The bilateral path is becoming “more and more difficult,” Ms Calmy-Rey adds, both as 
the EU’s legal code expands and as it pushes Switzerland to sign up to near-automatic adoption of future 
rules. 

Yet Switzerland has much to balance against accession—its low tax rates, its still-discreet banks, its bigger 
contribution to the EU budget as a full member. Swiss people fear their identity might “dissolve” in the EU, 
says Ms Calmy-Rey. It is an identity that revolves around neutrality, and, yes, an awkward tradition of 
citizens’ referendums. But it is clear that the Swiss are again weighing the benefits and costs of their 
unique approach to the EU. They are in a defensive mood, as the wretched minaret vote shows. It is just 
possible that the consequences could surprise. 
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Commercial-property blues  
 
Lenders' dilemma 
Dec 3rd 2009  
From The Economist print edition 

 
 
The risk to banks, and to the economy at large 
 

 
A FRISSON of fear touched the London property market briefly on news that Dubai World was delaying 
repayment of some of its $60 billion (£36 billion) in debt. A subsidiary, Istithmar, owns three landmark 
London office buildings, including the Adelphi near the Strand. Not until Dubai World made it clear, on 
December 1st, that Istithmar would not be part of the restructuring did nerves recover. 

But there is a bigger spectre stalking the commercial-property market, and one with dire consequences for 
the rest of the economy. A giant overhang of loans, many of them in the hands of two bailed-out British 
banks, needs refinancing—£35 billion next year alone, and up to £120 billion more by 2013. Few of the 
usual equity investors, such as real-estate investment trusts and private-equity funds, will come in at 
today’s prices, given how little is on offer and how hard it is to get credit. So the banks are hanging on, 
able to do so only because low interest rates mean their funding cost is low. Meanwhile, other parts of the 
economy, especially cash-strapped firms, are being starved of the loans they need. Next year, things 
could get worse. 

Commercial-property values in central London have fallen by as much as 50% since the financial crisis hit. 
Although office-vacancy rates have improved slightly—to around 8.8% in the City and 6.7% in the West 
End—there are fears that a fresh wave of business failures and firings will occur next year. According to 
HSBC, a bank, some 85% of the bank debt extended since the start of 2004 and secured against 
commercial property in Britain has breached loan covenants (requiring a loan-to-value ratio of 75% or 
less) or debt-service requirements. On another measure, £40 billion is in negative equity—ie, the property 
is worth less than the outstanding loan. 

Banks in this situation face a stark choice: foreclose on the loan and trigger a fire sale, or hang on in the 
hope that the market will improve. Most are hanging on, as the chart shows: outstanding property loans 
to British entities have stuck above £250 billion since the end of 2008. 

Royal Bank of Scotland (RBS), the biggest property lender, is in an especially peculiar position. Rescued 
by the government in October 2008, it will soon be 84% state-owned. Of RBS’s roughly £58 billion of 
loans on British commercial property, it regards £18 billion as “non-core”, to be disposed of over the next 
three to five years. So the bank is a seller, but it is waiting for the market to get better first. 
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HBOS, now part of Lloyds Banking Group (LBG), had what is probably the worst commercial-property 
portfolio of any British bank. Had it not been taken over by Lloyds TSB its property loans might well have 
been dumped at rock-bottom prices. LBG, which has around £42 billion of British commercial-property 
loans, took a £9.7 billion charge for property- and corporate-loan impairments in the first half of 2009, 
largely attributable to HBOS. 

HSBC reckons that about £100 billion of new money is needed to get commercial-property loans back in 
conformity with their covenants, and another £30 billion to reduce loan-to-value ratios to a more 
comfortable 65%. Added to the mix is about £44 billion of commercial mortgage-backed securities to be 
restructured and sold. Plenty of boutique firms and investment banks are waiting for the fun to start. But 
they need sellers and end-buyers. 

The most likely providers of this capital are foreign investors, including private-equity firms and sovereign-
wealth funds. In central London, where purchases are running at about one-third of their volume two 
years ago, buyers are coming mainly from overseas, notably from North America, Asia and the Middle 
East. Lower prices and cheaper sterling have lured them. The biggest deals this year include the purchase 
by America’s Blackstone private-equity group of a 50% stake in the Broadgate Estate in the City for £1.1 
billion, and the sale of a building in the Canary Wharf financial district to South Korea’s National Pension 
Service for £772m. Other buyers of properties for over £150m include Omani, Libyan, Lebanese and Irish 
investors. Istithmar of Dubai sold two London buildings recently, for an apparently distressed price of 
£10m: but the buyer also assumed some debt secured on them. 

Private-equity buyers typically want a minimum return on their investment of around 15-20% a year. But 
to achieve that, even in good times, they need to gear up their investment with loans—and these may still 
be scarce next year.  

Central London, with its landmark office towers, seems more immune to economic malaise than the rest of 
Britain. New buildings are going up even in the teeth of recession. Work continues on the Pinnacle or 
“Helter Skelter” in the heart of the City. The Shard (pictured above as its owners hope it will look), south 
of the Thames, at 310 metres is expected to be the tallest building in the European Union when it is 
finished in 2012. 

But it is a phoney time. Bill Maxted, whose unit at De Montfort University in Leicester produces a half-
yearly survey of property lending, says that a large number of banks are holding property debt which is 
simply not refinanceable: “Sooner or later something has to give.” The trigger might be a further fall in 
sterling, making property look cheap enough to attract more foreign buyers; or a rise in interest rates, 
which would increase banks’ financing costs, make the loans more expensive to carry and pitch more 
borrowers into default. Few scenarios for next year’s property market are anything but bleak. 
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The new Iraq war inquiry  
 
Looking back in anger 
Dec 3rd 2009  
From The Economist print edition 

 
 
Sir John Chilcot is unlikely to give the war’s fiercest critics what they want 

WHERE Lord Hutton, Lord Butler, the Intelligence and Security Committee and 
the Foreign Affairs Select Committee have gone, Sir John Chilcot now follows. 
The fifth inquiry into the Iraq war began under the stewardship of the former 
civil servant on November 24th. Gordon Brown agreed to it in the summer, 
finally giving in to those who accused the earlier efforts of excessive secrecy, 
narrow terms of reference and generosity to the war’s main protagonists—
especially Tony Blair, Mr Brown’s predecessor as prime minister. 

The Chilcot inquiry seems to answer the first two criticisms. Anyone can 
observe its sessions in person or on the internet. (Sir John can make 
exceptions if there are pressing security concerns or if witnesses feel unable to 
speak candidly in public.) The inquiry covers the period of 2001 to 2009. Its 
broad remit includes the political question of how Britain came to back regime 
change in Iraq, as well as the operational matter of the military’s performance 
during the conflict. The legality of the invasion will also be examined. 

But the third grievance against the earlier inquiries was the most incendiary. 
The charge of whitewashing will probably dog Sir John too, however honest his 
efforts. Some doubts raised about the inquiry are reasonable. Mr Brown 
appointed the panel. Choosing as its chair a former staff counsellor to the 
security services and member of the Butler inquiry was always going to invite cynicism. The lack of trained 
lawyers on the team—which includes a pair of academics, a former diplomat and a cross-bench peer—has 
resulted in soft and sloppy questioning of witnesses, some say. But many critics of the older inquiries will not 
be satisfied with anything short of Mr Blair being branded a war criminal. Definitive proof that he lied to start 
the war probably does not exist, however. And given the nebulousness of international public law, even a 
panel loaded with jurists would struggle to determine whether the war was legal.  

Neither is it clear that the inquiry will discover much that is genuinely new. Its early sessions have seen the 
retelling of old stories, with added colour. Sir Christopher Meyer, the ambassador to Washington from 1997 to 
2003, could only speculate about whether a meeting with President Bush in 2002 saw Mr Blair’s longstanding 
hawkishness on Iraq become a commitment to invade “signed in blood”. American planning for the aftermath 
of toppling Saddam was “dire”, according to Edward Chaplin, once ambassador to Amman. And Sir Jeremy 
Greenstock, a former ambassador to the UN, said he believed the invasion was legal but of “questionable 
legitimacy”. Testimony next year from Mr Blair and others who were senior ministers at the time of the war 
may not be much more revelatory, though it could clarify Mr Brown’s role in the run-up to the war.  

The inquiry is expected to take a break during the general-election campaign in the spring, and is unlikely to 
report until late 2010. This upsets the Conservatives and the Liberal Democrats. They would like an interim 
report before the election. But they overrate the political gains to be made. The Tories originally backed the 
war and have looked opportunistic in distancing themselves from it since then; the less focus there is on Iraq, 
the better for them. The Lib Dems collected an electoral dividend for their anti-war position at the previous 
election, but Iraq bothers voters less than it did in 2005. The deadly mission in Afghanistan—where more 
British troops were committed by Mr Brown this week—has ensured that much.  
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Newspapers online  
 
The promiscuity problem 
Dec 3rd 2009  
From The Economist print edition 

 
 
More bad news for the embattled newspaper business 

THE decision to give away newspaper content free online is increasingly viewed as the business equivalent 
of Eve’s decision to munch on an apple. But any proprietor who wants to undo this error has a problem. If 
one newspaper starts charging, readers may migrate to those that remain free. If, on the other hand, a 
lot of papers begin charging at the same time, readers might be jostled into paying. This plan has always 
seemed optimistic. A study released this week suggests it may be completely wrongheaded. 

Oliver & Ohlbaum, a media consultancy, began by asking people what newspaper they tended to read and 
whether or not they subscribed to it (most get their papers from shops). Then they quizzed readers about 
where they went for news on the internet. The results were consistent: when it comes to online news, 
Britons are shamelessly promiscuous.  

The theory underlying most papers’ online strategies is that people will buy a favourite newspaper and 
then go to its website for breaking news and extras such as blogs. But fans of the Daily Telegraph, for 
example, the most popular quality daily paper, got just 8% of their online news from its website (see 
chart). They spent twice as much time visiting the BBC’s news website and more than twice as much 
reading other quality papers. Most surprising, they were more likely to read tabloid papers like the Sun 
and the Daily Mirror online than their own favourite paper. Others were no more loyal. Sun readers, for 
example, visited the websites of quality newspapers about as often as they did those of tabloids, including 
their own Sun.  

 
Another surprise is how little readers rely on online news aggregators such as Yahoo! News and Google 
News. The latter in particular has been accused of stealing newspapers’ content and undermining their 
attempts to charge for it. On December 1st Google offered to let publishers who want to charge for news 
restrict traffic to five articles per reader, per day. This week’s study suggests that the olive branch may be 
almost irrelevant. Readers do not need aggregators to point them to news sources, and they graze so 
widely that few would reach the five-article limit.  

The survey also contained devastating news for those publishers hoping to co-ordinate attempts to 
charge. When Guardian readers were asked whether they would pay £2 a month to read their favourite 
paper online, 26% said yes. But if all newspapers charged? The proportion prepared to pay for the 
Guardian might have been expected to rise. Instead it fell to 16%. This seems odd, until one considers 
readers’ promiscuity. Faced with having to spend rather a lot to keep snacking from a wide variety of 
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news sources, they protested. The questions are hypothetical, and people may react differently when and 
if pay walls actually go up. But this will hardly encourage newspaper owners. 

 
 

  

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

-85-



 
Attitudes to immigration  
 
This sceptical isle 
Dec 3rd 2009  
From The Economist print edition 

 
 
Britons are less keen on immigration than most in continental Europe or North America 
 

 
“THE old, honest English stock” is being diluted by asylum seekers of a “different and base species”. So 
complained Francis Atterbury, the Bishop of Rochester, in a 1714 moan about the Palatine refugees from 
the Rhineland. Immigrants have always and everywhere had a rough time. But a poll published on 
December 3rd suggested that today’s Britons are particularly hostile. Of six European countries plus 
America and Canada, Britain emerged as by far the least happy about immigration. 

Britons felt most strongly that there were too many immigrants in their country, and disapproved most 
categorically of their government’s management of inflows. Worries focused on jobs and resources: 
Britons were the most likely to say that immigrants were taking jobs and the least likely to say they 
should have access to the same state benefits as natives. Social issues were less sensitive: immigrants 
were not blamed for crime as they were in Germany, say, and Britons were not especially likely to 
complain about cultural clashes. And, interestingly for the MPs currently lobbying for the adoption of a 
“guest-worker” scheme, a (slim) majority said they preferred permanent migration to the temporary sort. 

The overall message, though, was an overwhelming thumbs-down. Why? Britain does not have an 
unusually high proportion of migrants among its population (higher than France and Italy, but lower than 
the other five countries in the sample). But it has recently fielded a big, visible rush from eastern Europe, 
which by some measures is its biggest influx since the Huguenots in the 17th century. 

The unpopular 12-year-old government may be another reason for the bolshie sentiment, as may be a 
recent slight increase in the willingness of the Tories to talk about this sensitive subject. Britons expressed 
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enthusiasm for stronger border-policing to reduce illegal migration, a longstanding Tory theme (and a 
nonsense, as most illegals are overstayers rather than sneakers-in). 

Newspapers also play a part. British ones are shriller and more widely read than in most countries. And 
national papers are more popular than regional ones, meaning that even people in areas with low 
immigration read about it every day. Roughly 10% of people in Britain are immigrants; the average Briton 
believed the figure to be 27%. 

 
 

  

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

-87-



 
Hospital care  
 
Dismal dispatch from the wards 
Dec 3rd 2009  
From The Economist print edition 

 
 
Another horror story strengthens the case for tougher regulation 
 

 
FEW narratives matter more to the Labour government as the general election approaches than that of 
the National Health Service improving on its watch. Ministers can certainly point to a string of successes 
for the NHS: shorter waiting times, more patients treated, more drugs prescribed. But too often that story 
of victorious advance has been undermined by unwelcome dispatches recording reverses at the front. 

In the past two years the names of two hospital trusts have been seared into the public consciousness. In 
late 2007 a report into earlier outbreaks of Clostridium difficile, a bug that causes diarrhoea, at Maidstone 
and Tunbridge Wells trust in Kent said that the infection had caused the death of 90 patients. Earlier this 
year Mid- Staffordshire trust in the West Midlands became notorious for the deficiencies in its emergency 
care. 

Now a third name, that of Basildon and Thurrock trust in Essex, has been added to that sorry list, also for 
lapses in its emergency department. A recent unannounced inspection by the Care Quality Commission 
(CQC), which regulates NHS organisations, found blood spattered on trays used to carry equipment and 
deeply stained trolley mattresses. The investigation had been prompted by worries that mortality rates at 
the hospital were too high. 

Adding to the alarm, a report by Dr Foster Intelligence, a public-private outfit that analyses health-care 
data, suggested that Basildon was not alone in being unsafe. In its latest guide to hospitals in England, 
published on November 29th, the trust was one of 12 significantly underperforming on basic safety 
measures. 

The CQC says it has no evidence suggesting that other trusts require intervention on the same scale as at 
Basildon. But this fails to reassure: the regulator’s annual “health check” of NHS organisations, published 
in October, contained no clue that things were going badly at Basildon either. It rated the hospital trust as 
“good” for its quality of service in 2008-09 and “excellent” the previous year. Basildon scored 13 out of 14 
for safety and cleanliness. 

Critics maintain that the CQC scores the wrong things and relies too much on self-reporting. The health 
check assesses whether hospitals are meeting essential standards and how they are faring against 
government targets. But much of the information is about administrative processes and relatively little 
about the outcomes of hospital care. The hospitals say whether they are complying with the core 
standards, although the CQC looks at other data to test these declarations. 

One of the main cross-checks is the detailed monitoring of mortality rates, which prompted the 
commission’s investigations into the Mid-Staffordshire trust as well as at Basildon. This approach will loom 
larger from next year. Gary Needle, who is in charge of assessments at the CQC, says that there will be 
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less focus on annual snapshots and more on year-round scrutiny, as well as more attention to outcomes 
and patients’ own experience. 

Andy Burnham, Labour’s health secretary, sought on November 30th to put the Basildon trust’s 
deficiencies into a broader, more flattering context, in which the overall hospital-death rate is falling fast. 
Andrew Lansley, his opposite number for the Conservatives, said that such incidents were not isolated but 
occurred because government targets had distorted clinical priorities. Yet surely local managers cannot 
plausibly excuse such fundamental failings at their hospitals by blaming diktats from the centre.  
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Secret evidence on drugs policy  
 
Inconvenient truths 
Dec 3rd 2009  
From The Economist print edition 

 
 
The most creative attempt yet to get around freedom-of-information laws? 

STRETCHING the law on the disclosure of public documents has been a competitive sport among civil 
servants ever since the Freedom of Information (FoI) Act was passed in 2000. It requires public bodies to 
reveal information on request, but provides 23 get-outs, designed to protect secrets that ought to stay 
under wraps because they threaten national security, personal privacy and so on. The rules are often 
interpreted in a creative way. 

Now The Economist has discovered a contender for the most inventive interpretation to date. After 
thinking about it for nearly two years and trying out various exemptions, the Home Office has refused to 
release a confidential assessment of its anti-drugs strategy requested by Transform, a pressure group. 
The reason is that next March the National Audit Office (NAO), a public-spending watchdog, is due to 
publish a report of its own on local efforts to combat drugs. The Home Office says that to have two reports 
about drugs out at the same time might confuse the public, and for this reason it is going to keep its 
report under wraps. 

This is believed to be the first time that a public body has openly refused to release information in order to 
manage the news better. The department argues that releasing its internal analysis now “risks 
misinterpretation of the findings of the [NAO] report”, because its own analysis is from 2007 and predates 
the NAO’s findings. The argument uses section 36 of the FOI act, which provides a broad exemption for 
information that could “prejudice the effective conduct of public affairs”. 

The information commissioner, who polices the FOI act, declined to comment because the case was still 
open. But his predecessor, Richard Thomas, who stepped down in June, questioned the novel defence. 
“Certainly my office was always quite sceptical of anything which said publishing information is going to 
confuse the public. If that’s the case, normally you need to put out some extra material alongside it to 
provide adequate explanation. It’s not a reason for withholding something.” 

Sir Alan Beith, the chairman of the parliamentary Justice Committee, which oversees the FOI act, was 
sharply critical of the Home Office’s excuse. “That’s really scraping the barrel. On those grounds you 
would have to ban the various hospital reports that are coming out at the moment [see article] because 
the public are confused about that too. It’s not an argument for censorship, it’s an argument for an even 
more open and clear debate.” The Home Office was making “a quite ridiculous attempt to hide from 
freedom of information,” he said. 

The legality of the decision is also in doubt, after the department admitted that its refusal to release the 
document had not been approved by a minister, as is required by law. A Home Office spokeswoman called 
it an “administrative error”. Retrospective ministerial authorisation was being sought as The Economist 
went to press. 

Legally or not, the Home Office will be able to hang on to its report for now because the FOI act takes so 
long to enforce. The commissioner’s office is said to be ready to order the release of the report now. If it 
does, the Home Office has 28 days to launch an appeal, which could take a year. In the meantime, drugs 
policy will continue to be shaped—or not—by research that the public paid for but may not see.  
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Standards in schools  
 
An unacceptable term's work 
Dec 3rd 2009  
From The Economist print edition 

 
 
Some marks for effort but academic attainment is shockingly poor 

EVER since the cap on the number of children who could be awarded top 
grades in their GCSE exams was abolished in 1988, the proportion of pupils 
attaining these heights has relentlessly increased. This week that 
inexorable progress was revealed to be illusory. Three separate studies 
showed how Britain is failing its schoolchildren—and shortchanging the 
country in the process. 

All rich countries rightly expect their young people to be literate and 
numerate by the time they leave school. Some aspire to loftier goals such 
as scientific prowess, fluency in a foreign language and a rough grasp of 
history. In a report released on December 1st, Reform, a think-tank, 
pointed out the poverty of Britain’s ambitions for its children.  

Students at 16 are required to take just three academic subjects—English, 
maths and science—and many study no others. Even if they leave school 
with vocational qualifications too, they are ill placed to better themselves. 
Employers consistently value the ability to think above skills that can be 
learned on the job, and universities that accept students with vocational 
qualifications do so only after admissions tutors have reassured themselves 
that the young person in front of them is no dullard. Allowing pupils to 
choose vocational courses over academic ones—indeed, encouraging it, as vocational qualifications are 
treated in published school-league tables as if they were worth twice as much as academic ones—does no 
favours to children from deprived backgrounds. Instead it segregates the workforce and impairs social 
mobility. Bad at any time, this is appalling now that globalisation has increased competition in the 
workplace.  

Many of Britain’s developed-country rivals—Canada, France, Japan—expect far more of their children, 
insisting that they master a wide core of academic subjects. Germany, which educates about a third of its 
least gifted children in vocational schools, has recently reformed the national curriculum so that all pupils 
must meet minimum standards in literacy, numeracy and science, and more able students must learn a 
foreign language too. Some American states, such as Texas, have recently brought in compulsory 
academic examinations in maths, all three sciences, English language and literature, history and 
geography. Others, such as Massachusetts, have long expected 16-year-olds to sit exams in science, 
maths, English and history. 

British education is shallow as well as narrow. That was the conclusion of three academics who were asked 
by Reform to compare the exam papers set in three subjects—English (or the equivalent national 
language), maths and science—in England, France, Germany, Japan, America and Canada. They praised 
the literacy exams in England for offering pupils the opportunity to shine, but panned the maths papers 
for leading them in very small steps through problems that were easier than in other countries, and 
criticised the science papers for their lack of rigour and for steering students towards the right answers. 
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More spirit-sinking news came on December 2nd from the University and College Union (UCU), a trade 
group for lecturers. Analysing data from the OECD, a rich-country think-tank, a UCU report found that 
Britain has fallen further behind its competitors on another measure. It now educates a smaller proportion 
of its 15- to 19-year-olds than it did in 1995 (see chart), a dubious accolade shared only by France among 
the 30 OECD members. Just 71% of Britain’s late teenagers are in education, compared with 86% in 
France. America, for example, had the same proportion of 15- to 19-year-olds in school or university as 
Britain in 1995. That share has fallen by one percentage point in Britain and risen by eight percentage 
points in America.  

The picture was similar among 20- to 29-year-olds. The proportion in full- or part-time education in Britain 
fell from 18% to 17% over the time, whereas the OECD average rose from 18% to 25%. Portugal was the 
only other country to record a drop. 

For all that spending on schools, both secondary and primary, has shot up, outcomes on the younger front 
are discouraging too. The results of national tests taken by 11-year-olds were published on December 1st, 
and the number of schools where all pupils achieved the minimum standard expected has slumped by a 
fifth. For the first time since the tests began in 1995, the number of pupils leaving primary school with an 
acceptable grasp of English fell. Maths and science just held their own. 

When Labour won power in 1997, it did so on the promise that education would be its highest priority. In 
1999 Peter Mandelson told the Labour Party annual conference that equality of opportunity was not 
enough: equality of aspiration mattered too. How true. But it is the lack of ambition among his political 
colleagues, even more than among children from poor backgrounds, that is failing the country now.  
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Bagehot  
 
The tiger under the table 
Dec 3rd 2009  
From The Economist print edition 

 
 
The many ways in which Britain is living in the shadow of its empire 
 

 
IN A London conference centre, spooks and diplomats unpick Britain’s involvement in the Iraq war. In 
Parliament, politicians argue about the right approach to home-grown Islamists. In the City, financiers 
worry about their exposure to a foreign-debt crisis. In the Caribbean, the queen and Gordon Brown glad-
hand the Commonwealth’s presidents and prime ministers. What these disparate events have in common 
is that they are all, to some degree, part of the legacy of empire.  

When Britons remember their dead empire, they tend to concentrate, with pride or shame, on its impact 
on the former colonies. The consequences for their own country are mostly thought of as so much 
pompous bric-a-brac and nostalgic trivia: honours and baubles with imperial names, archaic ceremonies, 
statues of forgotten heroes, a smattering of exotic vocabulary, curry and distressingly proficient rival 
cricket teams. This way of thinking about empire is mistaken. In important ways Britain is still—even, 
perhaps, increasingly—trapped by its imperial past.  

The question that hovers above the Iraq inquiry is—since the evidence on Saddam Hussein’s weaponry 
was so flaky and the post-war planning so atrocious—why on earth Tony Blair did it. One theory, albeit not 
the one likely to be offered by Mr Blair himself, is that his militarism and messianism, the mix of 
responsibility and entitlement that he evinced, are part of the inheritance of all post-imperial British 
leaders. Mr Blair was not the first to yearn for an influence bigger than Britain’s now-diminished status 
justifies, and he is unlikely to be the last: David Cameron says reflexively that he wants Britain to “punch 
above its weight”. For all their disillusionment over Mr Blair’s wars, lots of Britons want and expect serious 
international clout too.  

The historian Linda Colley sees such imperial longing behind Britain’s devotion to the “special 
relationship”. “Playing Boy Wonder to America’s Batman”, as she puts it, is British politicians’ only chance 
of maintaining a global role—as if the American Revolution could somehow be cancelled and the two 
nations confront the world as one. On the other hand, a yen for independent greatness may lie behind the 
fear of emasculation by America that afflicts some Britons as well.  

Mr Brown’s announcement this week of extra troops for Afghanistan, timed to coincide with Barack 
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Obama’s and yet seem autonomous, was a classic example of this dual syndrome. Meanwhile, Britain’s 
idea of itself as a country that others join, not the other way round, informs its deep Euroscepticism. And 
the prickliness shown to it by angry states such as Russia and Iran reflects an old but potent hostility to 
British imperialism.  

 
The sun never really sets 

If empire is the backdrop of Britain’s foreign entanglements, it is also implicated in the country’s exposure 
to another great debacle, the financial crash. The City and the empire grew up symbiotically. Imperial 
trade and investment made London a world financial centre; the City became vital to the British economy, 
while at the same time, preoccupied as it was with foreign deals, largely separate from the rest of it. The 
empire thus bequeathed commercial habits, and an overmighty financial sector, which British taxpayers 
now have cause to regret. (Some historians trace Britain’s trouble with real engineering, as well as the 
financial type, to the empire too, arguing that protected trade inside it coddled British industry and left it 
uncompetitive.) 

The most obvious domestic legacy, of course, is in immigration. Because of worries about terrorism, much 
public policy and anxiety is currently focused on some Pakistani Britons. But empire helped to determine 
the attitudes and chances that awaited post-war immigrants to Britain as well as their origins.  

Though notionally welcomed by a 1948 act, colonial immigrants caused alarm when they actually turned 
up, and from 1962 their entry rights were drastically curtailed. Danny Sriskandarajah of the Royal 
Commonwealth Society describes the experience as a story of evolving disappointments. Instead of 
fraternity and fairness there was racism—sometimes overt, more often and insidiously the supercilious 
tolerance that the empire cultivated. Many immigrants were marooned at the bottom end of the labour 
market, some in doomed industries such as textiles, cut off from their families and latterly relegated in 
government priorities, as they saw it, to a place below new European migrants.  

Much of this is the routine lot of immigrants everywhere, but with a cutting post-imperial edge. In some 
cases the grievances have reverberated through the generations. 

The fallout of empire may include the fraying of the union (because the lost colonial opportunities bound 
Scotland in). Beneath all this is the peculiar British combination of bragging and bewilderment, an air of 
expectations great but unmet and of unrealised specialness. It is hard to think of another country so keen 
to magnify its accomplishments (everything must be “the best in the world”), yet also to wallow in its 
failings; so deluded and yet so morbidly disappointed. Every recent prime minister has struggled to 
overcome this sense of thwartedness and decline, and to come up with a notion of Britishness to replace 
the defunct imperial version. Mr Blair tried “Cool Britannia”. It flopped. The gloom may be almost as acute 
now as it was in the late 1950s or 1970s. 

It is arrogant to suppose that where other powers—Germany, say, or France—were traumatised by their 
losses, Britain could have lost an empire on which the sun never set, give or take a few tax havens, 
without side effects. It didn’t: looked at in a certain light, much of its recent history—military, political and 
economic—can be seen as a kind of post-imperial malaise. The empire is the Indian elephant in the living 
room, the tiger under the dinner table. Britain is still living in its own shadow.  
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Islam and Switzerland  
 
The return of the nativists 
Dec 3rd 2009 | GENEVA, ISTANBUL AND ROME  
From The Economist print edition 

 
 
A surprise vote to bar new minarets suggests that suspicion between faiths and cultures, even 
in calm democracies, runs deeper than liberal types admit 
 

 
THE result was not what was expected by decent, right-thinking people, the sort who think religions can 
rub along together. To the shock of their government, and the dismay of onlookers ranging from the 
Vatican to the Organisation of the Islamic Conference (which groups 57 Muslim countries), the citizens of 
Switzerland voted by a comfortable margin (57%, with majorities in 22 of the 26 cantons) for a ban on 
mosques having any new minarets. 

In a Europe that is criticised, in various parts of the world, for sliding lazily towards a Muslim-dominated 
“Eurabia” or else for clinging stubbornly to the remnants of Christian theocracy, the referendum on 
November 29th was the most dramatic move any nation has made to limit the visibility of Islam. 

And it happened in a land where Islam has never been very visible. The most striking feature of Geneva’s 
30-year-old mosque is its modesty: its minaret (one of only four in the country) merely matches the 
height of the building, even though permission existed for a much taller one. And the Muslim call to prayer 
has not been heard in Switzerland, except (during the referendum campaign) from anti-Islamic activists 
trying to alarm the public. 

Muslims in Switzerland are numerous (about 400,000, mostly from the Balkans and Turkey) but not 
especially zealous. Yet among its many effects, the result will strain relations between the Swiss and the 
Turks. Atilla Toptas, a Turkish-born Swiss legislator, said the campaign stirred up feelings that were as 
much anti-Turkish as anti-Muslim. Anti-minaret agitators pointedly referred to a poet once quoted by 
Turkey’s prime minister, Recep Tayyip Erdogan: “The mosques are our barracks…the minarets our 
bayonets.” (Mr Erdogan made the allusion long before he took national power, and it landed him in jail.)  

Bernard Kouchner, the French foreign minister, said he was shocked by the Swiss vote and hoped that the 
decision would be reversed. And he may well be right; the decision could be overturned either by 
Switzerland’s supreme court, or by the European Court of Human Rights. 

But the ballot was still a troubling landmark in Europe’s dealings with Islam, and in the global relationship 
between the monotheistic faiths. Among groups with a stake in good ties between Islam and the 
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historically Christian West, there was an instant sense that the challenge they faced might be bigger than 
people thought. “Support for the most extreme forms of religious violence is falling off, but we may have 
underestimated the suspicion that persists between followers of our faiths, especially when they are not 
well informed,” said Alistair MacDonald-Radcliff, an Anglican priest who is director of a forum called C1 
World Dialogue, led by eminent figures in Islam and Christianity. 

Awkwardly for those who like to accentuate the positive, some of the commonplaces of interfaith 
discussions are implicitly challenged by the vote. For example, whenever Christians and Muslims talk 
politely, the point is often made that today’s world no longer divides into geographical areas where one 
faith or another predominates. For liberal-minded Muslims, the old split between Dar al-Islam (the realm 
of Islam) and Dar al-Harb (the realm of war) hardly applies to an era in which some of the happiest 
adherents of their faith live as minorities. And in the West, the old term “Christendom” is generally used 
with a touch of irony, if at all. 

But the right-wing Swiss People’s Party struck a chord by telling voters that there was still a binary choice: 
either they would be subjected to misogynism and cruel punishments in the name of Islam, or else their 
existing culture, based on liberal Christianity, would prevail. Minarets were shown as a menacing force: on 
posters, dark shapes (resembling both minarets and missiles) rose from a Swiss flag. 

The resonance of such tactics may embarrass French and German politicians, both on the centre-left and 
the centre-right, who have predicted that Muslims will soon be integrated as their fellow citizens get used 
to them, and as their ties with homelands like Turkey and Morocco weaken. In the view of Jonathan 
Laurence, a professor at Boston College, the vote may be seen as a setback for strategies based on 
bringing Islam into the European mainstream by encouraging Muslims to “emerge from the basement” 
and build more visible places of worship. 

And the Swiss vote will certainly give heart to politicians in Italy who are resisting mosques in frankly 
nativist terms. They include Roberto Maroni, Italy’s interior minister, who is a senior figure in the anti-
immigrant Northern League. Its leaders hailed the Swiss result and called for a similar ballot in Italy. Anti-
Muslim feeling is strong in many Italian cities, such as Genoa where critics of a mosque project held a 
candle-lit protest on December 1st.  

Europeans, who are used to being told off by Americans for being too soft on Islam, have in recent days 
found themselves being scolded for the opposite reason; their continent is failing to live up to the ideals of 
pluralism and free speech that were a European gift to the world. 

Freedom House, an American lobby group, called the Swiss vote a “dangerous backslide” for religious 
liberty in a country that prided itself on tolerance. Reza Aslan, a California-based writer on Islam, said the 
Swiss vote would be seen as “an appalling violation” of basic rights, even by Americans who did not much 
like Islam. In his view, the ballot laid bare an “institutional racism” in Europe which contrasted with the 
restrained reaction of Americans to the shoot-out at a Texan army base in which a Muslim officer killed 13 
people. Although populist Islam-bashing obviously exists in the United States (on talk radio, for example) 
it will never—in Mr Aslan’s opinion—gain real political respectability. 

Meanwhile, for all the unhappiness that the Swiss vote triggered in the Muslim world, there was no 
immediate sign of the street violence which broke out after Pope Benedict XVI quoted an anti-Muslim 
Byzantine ruler or when the Danish press published cartoons of the Prophet Mohammed. (The anti-Danish 
protests peaked several months after the drawings came out; this time lag suggested to some that they 
were the result of a calculated stirring, not a spontaneous outburst.) 

If the reaction in Muslim-majority states has been muffled, that could be because certain of them share 
the Swiss voters’ belief that the world really does divide into Huntingtonian blocks, where one religion or 
another prevails, and the rest exist on sufferance. There is virtually no Muslim land where religious 
minorities and dissident Muslims enjoy unimpeded civil rights, like the right to build places of worship 
without big bureaucratic hurdles. 

Western governments, including the Vatican, have refused to play a game of reciprocity, where the 
freedom of their own Muslim citizens is held hostage to the status of Christians and other minorities in the 
Islamic world. But as the Swiss vote suggests, European governments may find it hard to resist populist 
calls for a tit-for-tat approach—unless they take a leaf from America’s book and a draw up a simple, 
transparent set of legal rules for all faiths. If they do, it will be harder for Swiss zealots to argue that 
today’s architectural feature implies tomorrow’s stoning. 
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Match-fixing in football  
 
Own goals 
Dec 3rd 2009  
From The Economist print edition 

 
 
Gamblers like honest football. But the rewards of rigging matches are huge 

WHEN dishonesty brings high rewards and low penalties, crime is likely. 
Add complacency and it becomes a near-certainty. Football administrators 
have long denied and downplayed the idea that corruption is a serious 
problem. But the world’s most popular game is now facing one of the 
biggest scandals in its history.  

In September UEFA, the sport’s governing body in Europe, launched a 
probe, initially of 40 games played in the early rounds of international 
championships in the summer. This later shrank to seven matches, 
involving five clubs from Albania, Latvia, Slovenia and Hungary. 

Declan Hill, author of a book on soccer and organised crime, says obscure 
teams are easy targets for crime gangs working on behalf of big betting 
syndicates, chiefly in Asia. Taking part in the early rounds of a contest 
means expensive travel, small crowds and almost no chance of eventual 
victory. So the temptation to take money is high and the likelihood of a 
rigged match attracting scrutiny is low. The attraction for gamblers is big 
too: these matches are the only European football available while the rest 
of the game in the northern hemisphere is enjoying its summer break. 

But on November 20th German prosecutors announced a much wider probe. They are looking at 200 
games, and—most troubling for fans—added seven more countries to those originally named by UEFA. 
They include Germany (where 32 matches are under scrutiny), Belgium, Switzerland and Austria. Far from 
being, as German football officials had argued, a problem limited to obscure corners of international 
championships, it now appears that match-fixing may affect at least the lower reaches of some of the 
world’s best-run leagues. Police have arrested 15 people in Germany and two in Switzerland. They are 
believed to be part of a 200-strong gang that has been bribing or intimidating referees and players, to 
affect the result of a match, the score or other details. 

A statement by UEFA said it and its member associations “are facing a case of organised crime which 
exceeds the investigative power of sports jurisdiction”. FIFA, the world governing body, initially stayed 
silent. Now both it and UEFA are discussing the crisis urgently. Cheating to win is bad enough. But 
cheating to lose is far more corrosive.  

European football is the centre of world betting on the sport just because it counts as clean. Match-fixing 
in many Asian leagues is so widespread that gamblers shun them. “Corruption has destroyed the home 
territory and is using globalisation to go around the world,” says Mr Hill. It plagues other football-loving 
countries, such as South Africa and Russia. A leading Russian referee, Almir Kayumov, is in a psychiatric 
hospital after a suicide bid. His role in past surprise results had attracted intense scrutiny and criticism, as 
well as media allegations of involvement by the Chechen underworld.  

Europe’s reputation for cleanliness has already taken some knocks. In 2005 Ante Sapina, the head of a 
Croatian syndicate, was jailed for bribing a German referee, Robert Hoyzer. Officials called this and other 
scandals isolated incidents. That may have been overly sanguine: Mr Sapina, just out of jail, is one of 
those newly arrested. Indeed, Mr Hill believes that most European football authorities (Denmark and the 
Netherlands are among the exceptions) have been far too complacent.  

The English football authorities say they are already vigilant and are planning more steps to fend off 
fixers. In August the Football Association set up a new “Integrity Unit” run by ex-policemen and other 
specialists. The aim is to make match-fixing as taboo (and risky) as doping. New rules are likely, for 
example making it mandatory to report approaches by nobblers.
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Robert Hoyzer, now off the 
field 
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In any country end-of-season matches involving mid-ranking teams with no prospect of relegation or 
promotion are particularly prone to fixing, says Mr Hill. Minor and youth leagues can attract huge interest 
from foreign gamblers, well beyond the authorities’ abilities to monitor what is going on. And it is from 
those teams, he says, that the next cohort of players in the top clubs will come. Once nobbled, it is hard 
(and dangerous) for a player to escape the gangs’ grip. 
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Getting warmer 
Dec 3rd 2009  
From The Economist print edition 

 
 

 
So far the effort to tackle global warming has achieved little. Copenhagen offers the chance to 
do better, says Emma Duncan (interviewed here) 

THE mountain bark beetle is a familiar pest in the forests of British Columbia. Its population rises and falls 
unpredictably, destroying clumps of pinewood as it peaks which then regenerate as the bug recedes. But 
Scott Green, who studies forest ecology at the University of Northern British Columbia, says the current 
outbreak is “unprecedented in recorded history: a natural background-noise disturbance has become a 
major outbreak. We’re looking at the loss of 80% of our pine forest cover.” Other parts of North America 
have also been affected, but the damage in British Columbia is particularly severe, and particularly 
troubling in a province whose economy is dominated by timber. 

Three main explanations for this disastrous outbreak suggest themselves. It could be chance. Populations 
do fluctuate dramatically and unexpectedly. It could be the result of management practices. British 
Columbia’s woodland is less varied than it used to be, which helps a beetle that prefers pine. Or it could 
be caused by the higher temperatures that now prevail in northern areas, allowing beetles to breed more 
often in summer and survive in greater numbers through the winter. 

The Framework Convention on Climate Change (UNFCCC), which the United Nations adopted at the Earth 
Summit in Rio de Janeiro, is now 17 years old. Its aim was “to achieve stabilisation of greenhouse-gas 
concentrations in the atmosphere at a level that would prevent dangerous anthropogenic interference with 
the climate system”. The Kyoto protocol, which set about realising those aims, was signed in 1997 and 
came into force in 2005. Its first commitment period runs out in 2012, and implementing a new one is 
expected to take at least three years, which is why the 15th conference of the parties to the UNFCCC that 
starts in Copenhagen on December 7th is such a big deal. Without a new global agreement, there is not 
much chance of averting serious climate change. 

Since the UNFCCC was signed, much has changed, though more in the biosphere than the human sphere. 
According to the Intergovernmental Panel on Climate Change (IPCC), the body set up to establish a 
scientific consensus on what is happening, heat waves, droughts, floods and serious hurricanes have 
increased in frequency over the past few decades; it reckons those trends are all likely or very likely to 
have been caused by human activity and will probably continue. Temperatures by the end of the century 
might be up by anything from 1.1ºC to 6.4ºC.  

In most of the world the climate changes to date are barely perceptible or hard to pin on warming. In 
British Columbia and farther north the effects of climate change are clearer. Air temperatures in the Arctic 
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are rising about twice as fast as in the rest of the world. The summer sea ice is thinning and shrinking. 
The past three years have seen the biggest losses since proper record-keeping started in 1979. Ten years 
ago scientists reckoned that summer sea-ice would be gone by the end of this century. Now they expect it 
to disappear within a decade or so. 

Since sea-ice is already in the water, its melting has little effect on sea levels. Those are determined by 
temperature (warmer water takes up more room) and the size of the Greenland and Antarctic ice caps. 
The glaciers in south-eastern Greenland have picked up speed. Jakobshavn Isbrae, the largest of them, 
which drains 6% of Greenland’s ice, is now moving at 12km a year—twice as fast as it was when the 
UNFCCC was signed—and its “calving front”, where it breaks down into icebergs, has retreated by 20km in 
six years. That is part of the reason why the sea level is now rising at 3-3.5mm a year, twice the average 
annual rate in the 20th century. 

As with the mountain bark beetle, it is not entirely clear why this is happening. The glaciers could be 
retreating because of one of the countless natural oscillations in the climate that scientists do not properly 
understand. If so, the glacial retreat could well stop, as it did in the middle of the 20th century after a 
100-year retreat. But the usual causes of natural variability do not seem to explain the current trend, so 
scientists incline to the view that it is man-made. It is therefore likely to persist unless mankind starts to 
behave differently—and there is not much sign of that happening.  

Carbon-dioxide emissions are now 30% higher than they were when the UNFCCC was signed 17 years 
ago. Atmospheric concentrations of CO2 equivalent (carbon dioxide and other greenhouse gases) reached 

430 parts per million last year, compared with 280ppm before the industrial revolution. At the current rate 
of increase they could more than treble by the end of the century, which would mean a 50% risk of a 
global temperature increase of 5ºC. To put that in context, the current average global temperature is only 
5ºC warmer than the last ice age. Such a rise would probably lead to fast-melting ice sheets, rising sea 
levels, drought, disease and collapsing agriculture in poor countries, and mass migration. But nobody 
really knows, and nobody wants to know. 

Some scientists think that the planet is already on an irreversible journey to dangerous warming. A few 
climate-change sceptics think the problem will right itself. Either may be correct. Predictions about a 
mechanism as complex as the climate cannot be made with any certainty. But the broad scientific 
consensus is that serious climate change is a danger, and this newspaper believes that, as an insurance 
policy against a catastrophe that may never happen, the world needs to adjust its behaviour to try to 
avert that threat. 

The problem is not a technological one. The human race has almost all the tools it needs to continue 
leading much the sort of life it has been enjoying without causing a net increase in greenhouse-gas 
concentrations in the atmosphere. Industrial and agricultural processes can be changed. Electricity can be 
produced by wind, sunlight, biomass or nuclear reactors, and cars can be powered by biofuels and 
electricity. Biofuel engines for aircraft still need some work before they are suitable for long-haul flights, 
but should be available soon.  

Nor is it a question of economics. Economists argue over the sums (see article), but broadly agree that 
greenhouse-gas emissions can be curbed without flattening the world economy.  

 
A hard sell 

It is all about politics. Climate change is the hardest political problem the world has ever had to deal with. 
It is a prisoner’s dilemma, a free-rider problem and the tragedy of the commons all rolled into one. At 
issue is the difficulty of allocating the cost of collective action and trusting other parties to bear their share 
of the burden. At a city, state and national level, institutions that can resolve such problems have been 
built up over the centuries. But climate change has been a worldwide worry for only a couple of decades. 
Mankind has no framework for it. The UN is a useful talking shop, but it does not get much done.  

The closest parallel is the world trading system. This has many 
achievements to its name, but it is not an encouraging model. Not 
only is the latest round of negotiations mired in difficulty, but the 
World Trade Organisation’s task is child’s play compared with 
climate change. The benefits of concluding trade deals are certain 
and accrue in the short term. The benefits of mitigating climate 
change are uncertain, since scientists are unsure of the scale and 
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consequences of global warming, and will mostly accrue many 
years hence. The need for action, by contrast, is urgent. 

The problem will be solved only if the world economy moves from 
carbon-intensive to low-carbon—and, in the long term, to zero-
carbon—products and processes. That requires businesses to 
change their investment patterns. And they will do so only if 
governments give them clear, consistent signals. This special 
report will argue that so far this has not happened. The policies 
adopted to avoid dangerous climate change have been partly 
misconceived and largely inadequate. They have sent too many 
wrong signals and not enough of the right ones. 

That is partly because of the way the Kyoto protocol was designed. 
By trying to include all the greenhouse gases in a single 
agreement, it has been less successful than the less ambitious Montreal protocol, which cut ozone-
depleting gases fast and cheaply. By including too many countries in detailed negotiations, it has reduced 
the chances of agreement. And by dividing the world into developed and developing countries, it has 
deepened a rift that is proving hard to close. Ultimately, though, the international agreement has fallen 
victim to domestic politics. Voters do not want to bear the cost of their elected leaders’ aspirations, and 
those leaders have not been brave enough to push them. 

Copenhagen represents a second chance to make a difference. The aspirations are high, but so are the 
hurdles. The gap between the parties on the two crucial questions—emissions levels and money—remains 
large. America’s failure so far to pass climate-change legislation means that a legally binding agreement 
will not be reached at the conference. The talk is of one in Bonn, in six months’ time, or in Mexico City in a 
year.  

To suggest that much has gone wrong is not to denigrate the efforts of the many people who have 
dedicated two decades to this problem. For mankind to get even to the threshold of a global agreement is 
a marvel. But any global climate deal will work only if the domestic policies through which it is 
implemented are both efficient and effective. If they are ineffective, nothing will change. If they are 
inefficient, they will waste money. And if taxpayers decide that green policies are packed with pork, they 
will turn against them.  
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Is it worth it? 
Dec 3rd 2009  
From The Economist print edition 

 
 
What economists have to say about mitigating climate change 

EVER since climate change became a subject for public discourse, 
economists have been making life difficult for environmentalists. Their 
problem is that mitigating climate change will require sizeable 
investments. When making investments, governments and companies 
normally look at rates of return. If an investment looks likely to deliver a 
decent return, it is worth making. If it doesn’t, it isn’t.  

The trouble with mitigating climate change is that the benefits are 
uncertain and distant. Compared with investments that deliver clear 
benefits in the near future—such as education in developing countries, for 
instance, which commonly produces returns of around 10% a year—they 
do not look worthwhile. Conventional analysis would therefore suggest 
that those who want to make the planet a better place should invest in 
schools in Malawi rather than in clean energy.  

Lord Stern, asked by Tony Blair, then Britain’s prime minister, to look into 
the economics of climate change, devoted his report published in 2006 to 
the question of whether mitigation was worthwhile (or, according to some 
critics, to justifying a political decision that had already been made). He 
came out in favour. 

The Stern review has since been used as an intellectual prop by greenish politicians everywhere. 
Economists have been more critical, on two grounds. The first concerns the discount rate—the annual rate 
at which future costs and benefits are discounted. Lord Stern uses a rate close to zero. A higher rate, 
often the cost of borrowing money, is more common. The higher the rate, the lower the value of future 
benefits or costs; and vice versa. Lord Stern agrees with Frank Ramsey, an economist who wrote 80 years 
ago that discounting “later enjoyments in comparison with earlier ones…is ethically indefensible and arises 
merely from the weakness of the imagination”.  

Other economists feel there is nothing wrong with their imaginations but plenty wrong with Lord Stern’s 
near-zero rate. They think he should have used what William Nordhaus, an economics professor at Yale 
University, calls “assumptions that are consistent with today’s marketplace real interest rates and savings 
rates”. In a world of limited resources, they point out, it is not obvious that spending them on future 
generations rather than on the current one is morally right. After all, since future generations will probably 
be much richer than we are, it makes no more sense for us to sacrifice our well-being for them than it 
would to expect 18th-century peasants to go without gruel so we can buy more computers. Mr Nordhaus 
argues for a 3% discount rate, which implies that benefits accrued in 25 years’ time are worth about half 
their current value. He would prefer to spend less money now, and live with more warming, than Lord 
Stern would. 

But others argue against using short-term rates in the long term. Paul Klemperer, an economics professor 
at Oxford University, points out that very long-term securities carry very low interest rates. When the 
British government recently issued 40-year index-linked bonds, for instance, it did so at a 0.5% real rate. 
And over the very long term standard discount rates lead to strange conclusions. At a modest 2% rate, for 
instance, a single cent rendered unto Caesar in Jesus’s time is the equivalent of about $1.5 quadrillion (or 
30 times the value of the entire world economy) today.  

Martin Weitzman, an economics professor at Harvard University, is less critical of Lord Stern than Mr 
Nordhaus is: he thinks the review is “right for the wrong reasons”. Its Leitmotiv, he maintains, is “the 
immorality of relegating future generations to live under the shadow” of serious climate change “when for 
a mere annuity cost of a per cent or two (or at most three) of GDP each year we might have purchased an 
insurance policy on their behalf”. But, he says, such guilt feelings are likely to lead to the choice of a 
discount rate that is hard to justify intellectually. “I think that rather than trying to go through the back 
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door with [an] unreasonably low [discount rate]…it is much better to go directly through the front door 
with the legitimate concern that there is a chance, whose subjective probability is small but diffuse, that 
global warming may eventually cause disastrous temperatures and environmental catastrophes.” 

 
A premium to buy peace of mind 

Most economic analyses of climate change concentrate on the likeliest outcome—the highest point in the 
probability curve. That, on the basis of the IPCC’s data, would be 2.8ºC over the next 100 years. Mr 
Weitzman reckons they should look instead at events that are less likely to materialise but cannot be ruled 
out (the right-hand tail of the curve), such as a massive temperature increase within a century. “Societies 
and ecosystems whose average temperature has changed in the course of a century by more than 6ºC are 
located in the terra incognita of what any honest economic modeller would have to admit is a planet Earth 
reconfigured as science fiction, since such high temperatures have not existed for some tens of millions of 
years.” It is worth buying insurance against such an eventuality, he says. Mr Weitzman, thus, succeeds 
where many others have failed: he manages to reconcile economics with normal human instincts.  

Ken Caldeira, an atmospheric scientist at the Carnegie Institution, puts the same point a different way. “If 
we already had energy and transportation systems that met our needs without using the atmosphere as a 
waste dump for our carbon- dioxide pollution, and I told you that you could be 2% richer, but all you had 
to do was acidify the oceans and risk killing off coral reefs and other marine ecosystems, risk melting the 
ice caps with rapid sea-level rise, shifting weather patterns so that food-growing regions might not be able 
to produce adequate amounts of food, and so on, would you take all of that environmental risk, just to be 
2% richer?” He has, he says, often asked audiences this question; nobody has ever answered “yes”. 

The second point on which economists take issue with Lord Stern is his estimate of the cost of mitigating 
climate change. The review reckons that it would take somewhere between -2% and 5% of gdp per year 
to limit them to 500-550ppm. At the bottom end of the range, in other words, shifting to clean energy 
would increase economic growth, whereas at the top it would shrink it. The review plumps for an average 
cost of around 1% of GDP per year.  

The IPCC, the International Energy Agency and McKinsey, a consultancy, tend to agree with Lord Stern. 
And a piece of recent research, which shows that the cost of cutting pollution often turns out to be less 
than forecast, supports a modest estimate. Resources For the Future, an American think-tank, looked at 
regulations on things such as asbestos, power-station emissions and CFCs (refrigerant gases) and found 
that 12 of the 25 sets of rules it looked at were less expensive to implement than expected and only six 
were dearer.  

But some economists think Lord Stern’s cost estimates are too low. Dieter Helm, professor of energy 
policy at Oxford University, says the underlying assumptions about the costs of various technologies are 
likely to prove overoptimistic because they are produced by people who have an interest in exaggerating 
their viability.  

Whether or not Lord Stern has won the argument economically, he has certainly won it politically, for his 
1% of GDP figure for the cost of mitigating climate change is now widely used. But a large caveat should 
accompany any use of that figure, because it assumes that the policies employed for mitigation will be 
both efficient and effective—and so far that has not been true. As Mr Helm points out, “there is a 
voluminous literature of government failure, regulatory capture and the impact of rent-seeking behaviour 
within the policy process. Climate-change policy is likely to be one of the largest sources of economic 
rents from policy interventions. There is a large and growing climate-change ‘pork barrel’.” The larger the 
barrel, the higher the costs of mitigation will be.  
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The green slump 
Dec 3rd 2009  
From The Economist print edition 

 
 
Why investors have been deserting clean energy 

THE slogan that BP adopted in 2000, “Beyond Petroleum”, was brilliantly unforgettable. It linked the 
company’s name with the bright, clean future which, the flower/sun logo implied, was to be found on the 
far side of fossil fuels. But that, as it turned out, was unfortunate, for the company is no longer hurrying 
towards those fresh green pastures. 

BP insists that the role of renewable energy in its strategy has not changed, but admits that investment in 
it will fall from $1.4 billion in 2008 to between $500m and $1 billion this year. The company is selling 
some of its renewable-energy assets, including three wind farms in India, and has cut its solar-cell 
manufacturing capacity in Spain and America. The one renewable-energy source it still seems to be 
serious about is biofuels. 

Shell, which also took a sizeable punt on renewable energy, admits that its strategy has changed. Earlier 
this year its then chief executive, Jeroen van der Veer, said of wind, solar and hydrogen, “I don’t expect 
them to grow much at Shell from here.” Further investments in renewable energy, he said, would focus on 
biofuels. Linda Cook, who resigned in May as head of Shell’s gas and power business, said that wind and 
solar “struggle to compete with the other investment opportunities we have in our portfolio”.  

Whereas policymakers have been scurrying from conference to conference to urge the world on towards a 
green future, investors have been walking away from it. For one businessman the attendance at the World 
Business Summit on Climate Change in Copenhagen in May said it all. “There was the usual raft of bigwigs 
on the panel, but the audience was just hangers-on—journalists, PR people and so forth. There were no 
serious delegates there.” 

The clean-energy business has had a hard year. Investment in the 
sector tanked in late 2008, as did share prices (see chart 2). 
Private equity and venture capital held up a little better, but not 
much. The beginning of 2009 was “scary”, according to Michael 
Liebreich, chief executive of New Energy Finance, a consultancy.  

The industry suffered particularly badly in the credit crunch. 
Almost by definition, renewable energy sources have low running 
costs but high up-front costs. And because they are regulated 
assets with long-term pre-defined revenue streams, they are 
particularly suited to debt finance, and therefore tend to have high 
debt-to-equity ratios (typically 80-20). “When the project finance 
disappears, you’ve got a problem,” says Robert Clover, director of 
alternative-energy equity research at HSBC. He points out that 
some of the banks that suffered worst during the crisis—RBS, 
Lehman Brothers, Washington Mutual and Fortis—were also among 
the biggest in clean-energy finance.  

As the flow of finance to electricity generators dried up, so did the orders to equipment manufacturers. Mr 
Clover reckons that wind-turbine manufacturers’ order books so far this year are down by 55-60% on the 
same period in 2008. 

But the problem was not just the shortage and cost of capital. The credit crisis also revealed a basic 
problem with the clean-energy business. Fossil fuels are, in terms of the energy they store, remarkably 
inexpensive to get out of the ground and sell. That makes dirty industrial processes irresistibly cheap—so 
long as they are not required to cover the costs of the pollution they cause. Companies cannot be 
expected to abandon them unless they get a clear signal from consumers or governments that it is in their 
financial interest to do so. And they are not getting such a signal.  

Public awareness of global warming picked up significantly about three years ago. Now most consumers 
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claim to be concerned about it, and public concern is one reason why companies have been branding 
themselves green. Energy companies boasted of their diversification out of fossil fuels. Businesses with 
small carbon footprints, such as banks and retailers, promised to go carbon-neutral. 

But consumers’ commitment to greenery is rather doubtful. There 
is a big market for organic products (though it has got smaller 
since the recession), but shoppers are more concerned about their 
families’ health than about the planet, and few are prepared to pay 
premium prices for green products. BA, for instance, has been 
offering carbon offsets with its flights for the past four years, but 
finds that only around 3% of customers buy them.  

In the absence of pressure from consumers, governments need to 
give businesses a shove. That was the idea behind the Kyoto 
protocol, which aims to cut greenhouse-gas emissions by getting 
countries to accept binding targets with timetables attached. It 
divided the world into developed countries, which are required to 
cut their emissions, and developing countries, which are not. When 
rich countries ratify the protocol, they have to commit themselves 
to reducing their emissions by a certain percentage below a date 
of their choosing (mostly 1990)—Britain by 12.5%, Japan and 
Canada by 6%, and so on. The idea is that in order to meet these targets governments should introduce 
policies that send price signals to businesses to shift investment away from dirty products and processes 
to cleaner ones. 

Global carbon-dioxide emissions have risen by 20% since the protocol was signed in 1997, so the plan has 
evidently not worked all that well. There are three main reasons for that. First, rich countries have 
exported some of their dirty industry to the developing world. Steel, cement, cars, fridges, computers, 
toasters, kettles and all the paraphernalia of modern life the production of which used to cause pollution in 
developed countries are now made in China and other developing countries where emissions are not 
capped—and have risen partly as a result of that shift.  

Second, the world’s biggest emitter when Kyoto was signed, America, has not ratified the protocol, and 
the biggest polluter per person among countries with significant emissions, Australia, did so only two 
years ago. It might reasonably be argued that the blame should fall on those countries’ governments, 
rather than on the treaty itself; but a treaty in which the most important parties play no part cannot be 
said to be a success. 

Third, some countries have failed to cut their emissions as promised. In 2007 Canada’s emissions were 
29% above their 1990 level and Spain’s 57%. But there is no need for them to miss their targets, thanks 
to the countries of the former Soviet Union. Their dirty industries collapsed during the 1990s, so they are 
awash with carbon credits that can be bought for a small consideration. Countries in danger of failing to 
meet their Kyoto targets can simply buy what is known in the industry as “Russian hot air”. As the 2012 
deadline for meeting Kyoto targets approaches, there is a growing appetite for those meaningless credits. 

Even in countries that have cut their emissions substantially, business is not always getting the right 
signals. Britain’s apparently creditable performance, for instance, is less the result of a well-designed 
policy than the “dash for gas” in the 1980s, spurred by the hostility to the coal industry of its then prime 
minister, Margaret Thatcher. Attempts to get a renewable-energy industry going have flopped.  

Britain is not alone in finding it hard to work out how to send business the right signals. Policies that are 
effective, efficient and politically palatable have proved elusive everywhere.  
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Good policy, and bad 
Dec 3rd 2009  
From The Economist print edition 

 
 
Some mitigation policies are effective, some are efficient, and some are neither 
 

 
GREENHOUSE-GAS emissions targets can be implemented through three sorts of policy instruments—
regulation, carbon-pricing and subsidies. Governments generally like regulation (because it appears to be 
cost-free), economists like carbon prices (because they are efficient) and businesses like subsidies 
(because they get the handouts). 

Regulation can be useful where the market is not working well. Buildings are rarely designed to save 
energy, because those who put them up do not usually pay the bills and those who occupy them choose 
them for their views or their looks, not their energy-efficiency. The same goes for appliances, most of 
which do not use enough energy to affect consumers’ choices. Small regulatory changes (see box, next 
page) can cut energy consumption without distorting the market much. According to McKinsey, around 
one-third of the required greenhouse-gas reductions will actually save money. 

Two-thirds, however, will not. They can be achieved only if companies invest in more expensive, cleaner 
technology. That will happen only if governments require them to do so, or tax dirty products and 
processes (through a carbon price), or subsidise clean ones. 

Carbon pricing keeps government out of management decisions and allows managers to choose between 
different ways of cutting carbon. According to a paper by Carolyn Fischer, of Resources for the Future, and 
Richard Newell, head of America’s Energy Information Administration, a carbon price is around twice as 
efficient as a renewable portfolio standard (which requires power companies to generate a certain 
proportion of the power they sell from renewable sources) and about two-and-a-half times as efficient as a 
renewable-energy subsidy.  

A carbon price can be set either by a tax or through a cap-and-trade system. Europe already has such a 
system and America, Australia and Japan are trying to set one up. Norway and Sweden have carbon taxes 
and France soon will (though none of them covers much of those countries’ economies). The European 
Commission is also now looking at a tax. Both methods have advantages and drawbacks, but tax wins out 
for simplicity and stability. 

More important than the way the price is set, though, is its level. It needs to be high enough to send an 
unmistakable signal to business. According to Dimitri Zenghelis, one of the authors of the Stern Review 
and a senior adviser to Cisco and the Grantham Research Institute, a $40 carbon price now, doubling by 
2050, and combined with non-price policies such as appliance standards and R&D support, is needed to hit 
the 450ppm target.  
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The European Union’s Emissions-Trading Scheme, which started up in 2005, is the only large-scale 
attempt so far to set a carbon price. Under the ETS, EU countries get national allocations which they then 
parcel out to over 11,500 factories in five dirty industries. Companies can buy and sell allocations amongst 
themselves, and can also buy “certified emission reductions” from developing countries to meet their caps 
through Kyoto’s “clean development mechanism”.  

 
Europe’s flagship 

The ETS makes up the vast bulk of the global carbon market, which will be worth around $122 billion this 
year. It is the principal way of financing the shift from high- to low-carbon power and industrial processes 
in the developing world. A wind farm in India; a methane-capture scheme for pig farms in Brazil; a 
forestry project in Indonesia; equipment to capture industrial gases in China—the ETS can finance them 
all. 

Although it is still young, the ETS has had some impact on emissions. According to a 2008 study at the 
Massachusetts Institute of Technology, in its first three years it probably reduced them by 120m-300m 
tonnes, or 2-5% a year, below what they would otherwise have been. 

Power companies and manufacturers factor a carbon price into their investment decisions these days. At 
€15 ($22) a tonne the price is high enough to induce power companies to switch some generation from 
coal to gas at the margin, but not high enough to encourage much innovation. 

Blame politics. The price is determined by the cap, which is set by the European Commission in 
consultation with member states. Initially, member states overestimated their emissions in order to get 
lots of permits, so the carbon price was lower than the commission had expected. For the second phase of 
allocations, from 2008, member states fought vigorously to get more permits than their neighbours. Some 
sued the commission and, in September 2009, won. The price dipped again. 

Thanks to a combination of recession and lack of political will, most estimates of the future level of 
Europe’s carbon price have been revised sharply downwards this year. And if America gets a carbon price, 
it is unlikely to be high enough to make much difference. According to America’s Environmental Protection 
Agency, the legislation Congress is now considering would set it at $12 a tonne in 2012, rising to $20 in 
2020. That, by itself, is unlikely to encourage much new investment, so if America is to make a dent in its 
emissions, it will have to rely mostly on subsidies. 

There is an argument for some of those. Basic R&D in new energy technologies—in carbon capture and 
storage, for instance, which would allow the continued use of coal to generate electricity—is too risky for 
most companies to undertake on their own, and offers enough social benefits to deserve government 
support. But the subsidies now on offer go far beyond that.  

Governments are spending heavily on encouraging the switch to low-carbon technologies, especially wind 
and solar power. “These policies are not particularly efficient, but they have been quite effective,” says 
Guy Turner, director of carbon markets at New Energy Finance. Some 50% of new power capacity added 
in the EU in 2000-06 was renewable energy, compared with 29% in 1990-2000.  

This sort of energy is expensive. The best indication of that is the carbon price that would be required to 
make investment in renewables worthwhile without subsidy. According to New Energy Finance, onshore 
wind energy needs a carbon price of $38, offshore of $136 and solar cells of $196. Europe’s target for 
generating 20% of its energy from renewable sources therefore looks pricey. According to Richard Green, 
director of the Institute for Energy Research and Policy at Birmingham University, the implied marginal 
cost of carbon would be €129 a tonne—which suggests that allocating such large resources to renewable-
energy subsidies is, as Mr Green says, “seriously sub-optimal”. 

The worst example of a wasteful subsidy is America’s support programme for home-grown corn ethanol, 
which is coupled with tariffs on cheaper sugar-cane ethanol from Brazil. The programme has raised global 
food prices (and thus increased malnutrition among the world’s poorest); lined the pockets of America’s 
farmers; given policies to cut carbon a bad name; and cut little, if any, carbon.  

 
Solar flare 

Europe has yet to devise a policy quite so disastrous, but Spain’s solar subsidy comes a close second. Its 
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feed-in tariff for solar energy, established in 2007, offered generators 44 euro cents per kilowatt-hour. 
Coal-fired power costs around 4 cents per kwh to generate. The tariff was supposed to be for small-scale 
projects, of 100kw or less; but generators found that they could get it for larger ones if they installed 
banks of 100kw modules next to each other.  

The resulting boom benefited manufacturers not just in Spain but also in Germany and China, the biggest 
producers of solar cells. Last year Spain accounted for 40% of world demand. The government had 
planned for 400MW of solar capacity to be built by 2010. In the event, 3GW was built. Panicking about the 
commitments it was building up, the government announced that rates would drop to 32 cents on 
September 29th 2008. “There were all sorts of abuses,” says Jenny Chase, solar analyst at New Energy 
Finance. “If you connected a single module to the grid before September 29th, your whole project got 
financed. So modules were changing hands for vast sums of money.” After the deadline the market 
collapsed. 

The Spanish crash hit silicon-wafer producers, the manufacturers of equipment for solar-cell producers 
and the makers of cells across the world. Prices across the industry crashed by 30-40%, and solar 
companies’ share prices fell by 50-75% in 2008, though they have picked up a bit this year. Some 20,000 
jobs have been lost in the solar industry in Spain over the past year, and plenty more elsewhere. 

Europe’s energy subsidies, unlike America’s, do not include nuclear, largely because of German opposition 
(which may change, following Angela Merkel’s recent election victory). Nuclear power is more expensive 
than coal and gas, but probably cheaper than most renewables—though nobody is sure, since political 
opposition has ensured that few plants have been built in the West in recent years. Nuclear power does, 
however, have the virtue of scale. For renewables a gigawatt of power is a massive amount; for nuclear 
power it is the basic unit. 

Thanks to stimulus money to combat the recession, subsidies are now flooding into the renewable-energy 
business faster than ever before. Governments across the world have trumpeted their stimulus packages 
as a way of saving the world economy and the planet at the same time. Green stimulus money globally 
adds up to around $163 billion, according to New Energy Finance, of which more than $100 billion is being 
spent in America and China. The biggest chunk, around a quarter, is going on improving energy efficiency. 
Grid development is next, with a fifth. 

The green stimulus money has been slow in coming. In America it started to flow in the second half of this 
year, just as the economy began to recover. Some of it has been used to extend the tax credits for wind 
and solar energy and to convert some of the tax-credit schemes into grants. As a result, wind developers 
in America now get a cheque for 30% of the cost of the project once they connect to the grid. That 
scheme runs out at the end of next year.  

Mr Clover is concerned about the likely effect. “We’re expecting a stampede in 2010. The danger is that 
you just bring forward demand. That’s been a key feature of the US market. We’ve already seen several 
subsidy cycles—very high installations followed by complete cessations of activity. All anybody wants is 
long-term regulatory stability.” He hopes that will come with the imposition of a federal renewable 
portfolio standard on generators, which would require them to sell a certain proportion of renewable 
electricity as part of the mix. 

Globally, New Energy Finance reckons that only $24 billion of green-stimulus money will be disbursed this 
year, with another $58 billion to follow in 2010 and a further $56 billion in 2011. So it looks as though the 
money will come too late to temper the recession of 2008-09, and may instead fuel another inflationary 
boom in a couple of years’ time.  
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Vampires on a diet 
Dec 3rd 2009  
From The Economist print edition 

 
 
How a boring gadget saved $2 billion-worth of electricity 

THE dullest bits of the many electronic devices people plug into mains sockets in their houses and offices 
are the power adaptors. These are boxes that sit between the plug and the device, or are sometimes 
integrated with the plug. Their job is to convert high-voltage alternating current from the mains into low-
voltage direct current for mobile phones, laptops, iPods and other electronic gadgets. About 5 billion such 
devices are in use worldwide. 

Until recently the conversion was made using copper wire. Typically, half the power they drew from the 
wall, and sometimes as much as 80%, would be lost in conversion. As a result, electricity bills and carbon 
emissions were both higher than necessary. 

Making the conversion with integrated circuits is much more efficient, with as little as 20% of the power 
being lost. The technology for this has been available for many years and costs only around 30% more 
than the copper-wire method, but the market gave manufacturers little incentive to switch. Power 
adaptors are cheap, usually costing $2 or less. Appliance-makers tend to buy them from companies in 
Taiwan or China. Contracts are won and lost on a fraction of a cent per unit. And since consumers do not 
think about power consumption when choosing a phone or laptop, manufacturers tended to stick with 
copper wire. 

Seven years ago the Natural Resources Defence Council and Ecos Consulting, an energy consultancy, got 
manufacturers, power utilities and the state and federal governments together to talk about shifting to 
integrated circuits. It took two years to get regulations in place in America. Once adopted in the world’s 
biggest market, integrated-circuit adaptors spread swiftly everywhere, because manufacturers cannot 
afford to make things that cannot be sold in America.  

For consumers the switch has meant lower power bills and smaller, lighter power adaptors. For the world 
as a whole it has meant a drop in global power consumption worth around $2 billion a year—saving 13m 
tonnes of CO2 annually worldwide, the equivalent of closing down eight coal-fired power stations.  

There are plenty more such savings available, says Chris Calwell of Ecos Consulting. The biggest potential 
is in large-screen televisions, cable and satellite set-top boxes and battery chargers. Millions of devices—
known to energy-efficiency experts as “vampires”—continue to suck in electricity even when the device 
that sits in them is fully charged. 
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Cap and tirade 
Dec 3rd 2009  
From The Economist print edition 

 
 
America struggles with climate-change legislation 

“WHAT that means in code”, Senator Bob Corker, a conservative 
Republican from Tennessee, told the audience at a hearing of the 
Senate Committee on Energy and Natural Resources about 
America’s proposed climate-change legislation, “is we’re 
transferring wealth from our companies and our citizens…to raise 
carbon prices and send money abroad.” 

Senator Maria Cantwell, a left-wing Democrat from Washington, 
does not normally agree with Mr Corker, but her line of reasoning 
was similar. In costing the bill, she said, the Environmental 
Protection Agency had estimated that $1.4 trillion dollars a year 
would go abroad to cover the generous provision for offsets in the 
bill. “What can we buy abroad for that? Can’t we spend this money 
on developing technology at home?” Senator Corker was fairly sure 
that the foreigners would find things to sell America. “When $1 
trillion comes around there are hucksters all over the world who will 
do business with you.” 

After eight years of resistance from the Bush administration, America may be about to get mandatory 
federal greenhouse-gas emissions controls. The House of Representatives has passed the American Clean 
Energy and Security Act, otherwise known as the Waxman-Markey bill. It is sponsored by two powerful 
Democrats, Henry Waxman, chairman of the House Committee on Energy and Commerce, and Edward 
Markey, chairman of the Subcommittee on Energy and Environment.  

The bill steers a difficult course between the demands of environmentalists and those of business. In 
attempting to bring emissions down by 17% below 2005 by 2020, or 4% below 1990 levels, it aims low by 
the standards of other rich countries, but is under attack in America on the ground that it will hurt the 
economy. In a cap-and-trade system designed purely for efficiency all permits would be auctioned, which 
is what Mr Obama wanted. But as a result of concessions made in committee, by the time it was passed, 
85% were to be given away initially (though some of the value of the giveaways will be returned to power 
consumers as rebates). 

Even so, the bill is struggling. It got through the House by a mere seven votes and has got stuck in the 
Senate. The Kerry-Boxer bill (the Senate version of Waxman-Markey) has fallen victim to many factors. 
One is health care, which has used up a lot of political time and energy and generated much ill will 
between the parties. Republican former supporters of cap-and-trade—such as John McCain, Richard Lugar 
and Lisa Murkowski—have become unwilling to do the president any favours. Another is public attitudes 
(see article). 

The distribution of Senate seats does not help. Americans on the coasts are more willing than those in the 
hinterland to mitigate climate change, partly because they are more liberal, partly because they are less 
reliant on coal and partly because they are more worried by hurricanes and rising sea levels; yet coastal 
Americans are vastly under-represented because their states are more heavily populated than those 
inland and every state gets two Senate seats. And since a bill needs 60 votes out of 100 to pass through 
the Senate, senators representing a mere 11% of the population can block that passage. The biggest 
problem for the bill, however, is that much of business has weighed in against it.  

Business, ironically, was largely responsible for Waxman-Markey’s inception. In 2007 a group called 
USCAP, made up of environmental organisations and companies that wanted legislation, proposed a cap-
and-trade bill, and Waxman-Markey looks a lot like their proposal. Some of those companies (such as 
Exelon and PG&E) were power utilities with little or no coal-fired generation; some (such as GE and 
Alstom) were equipment companies that would benefit from regulations requiring their customers to buy 
new kit.  
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Waking a sleeping bear 

But oil companies and energy-intensive manufacturers tend to fear carbon caps, and once the bill started 
trundling through Congress those companies were stirred into action. “It was like poking a sleeping bear,” 
says Elizabeth Moler at Exelon, the largest nuclear-power generator in America. Powerful trade 
associations such as the National Association of Manufacturers, the American Petroleum Institute and the 
US Chamber of Commerce started to lobby heavily against it. 

The energy companies’ voices tend to be heard loud and clear in Washington, DC. According to the Centre 
for Responsive Politics, the energy industry has been the fourth-biggest spender this year out of 13 
sectors. In the first ten months of this year it lavished $300m on 2,225 lobbyists in Washington, DC. It 
handed twice as much in campaign contributions to the bill’s opponents in Congress than to its supporters.

These days it is considered bad form to say that the planet can go boil itself, so rather than denying that 
the globe is warming, corporate critics of the bill tend to argue that cap-and-trade is the wrong remedy. 
Some, such as ExxonMobil, actually advocate a tax (which is unlikely to materialise). 

The move to give away, rather than auction, permits has been much criticised. But perhaps the most 
contentious aspect of the bill is its generous provision for the use of offsets—the matter which exercised 
Senators Corker and Cantwell. Offsets are popular among developing countries because they provide an 
income, and among businesses in rich countries because they keep down the cost of compliance. The 
Environmental Protection Agency says that without the contribution from offsets, the carbon price under 
the cap-and-trade system would be twice as high as it is now.  

Yet there are worries about the authenticity of offsets. That is partly because they are vulnerable to fraud, 
but mainly for deeper and more philosophical reasons. Offsets are based on the idea of “additionality”—
that the credit is being issued for a cut in emissions which would not otherwise have taken place. Within 
the Clean Development Mechanism (CDM) of the Kyoto protocol, which creates most international offsets, 
projects have to be certified as producing “additional” cuts by the CDM’s executive board.  

But Michael Wara, an expert on environmental law at Stanford University, argues that it is in practice 
impossible for the board to know that the projects they approve would not have happened otherwise, and 
indeed some of the projects that have been financed look as though they might have. He cites some 20 
gas-fired power stations in China that were partly financed by the CDM (and thus, indirectly, by European 
consumers). Given that China long ago announced its intention to diversify out of coal for reasons 
unconnected with climate change, he reckons that those power stations would have been built anyway, so 
the emissions cuts they led to were not additional. Senator Corker shares his scepticism about offsets. 
“That’s not a market,” says the senator. “That’s Alice in Wonderland make-believe.” 

The Waxman-Markey bill covers more of the American economy than the ETS does of Europe’s, and takes 
a far more generous approach to offsets. As a result, the American offset market would be 20-50 times 
larger than the existing CDM market, says Mr Wara. This could pose problems. The CDM board’s approval 
rate has declined lately because it is determined not to issue dodgy credits. With a market as large as 
America promises to create, there is a risk that there will not be enough offsets available, or that they will 
be suspect. Senator John Barrasso, a Republican from Wyoming who sits on the energy committee, 
predicts that it will be “rife with green-collar crime”. 

 
Marketphobia 

Arguments about offsets and volatility have raged since cap-and-trade was invented. But this year its 
supporters face a new problem: a post-credit-crunch hostility to markets in general. For Jason Grumet, 
who as executive director of America’s National Commission on Energy Policy has been pushing cap-and-
trade legislation for years, “mistrust of the market is as big a challenge to getting the legislation through 
as concerns about costs.” In the House it led to emendations of the bill to restrict trading in carbon 
derivatives—and thus both the scope for banks to make money and the usefulness of the market.  

Senator Murkowski, a Republican from Alaska, co-sponsored a previous bill to curb emissions because she 
was worried about the effect of climate change on the coastline. But a bill like Waxman-Markey may not 
get her support. “There’s a concern that we’re creating a new $1 trillion market that will be susceptible to 
being manipulated by Wall Street in the same way as mortgage-backed securities were.” 
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This new-found scepticism about market mechanisms leaves supporters of carbon curbs in some despair. 
“There’s no question that a tax would be much easier to implement,” Mr Grumet told the Senate’s energy 
committee. “If there were a serious bipartisan effort to garner support for such a measure it would gather 
a head of steam.” But so far there isn’t. 

Harry Reid, the Senate majority leader, has said there will be a vote on an economy-wide bill next spring. 
But given the opposition to such a system, other outcomes are possible. One is regulation. The EPA is 
required by a Supreme Court decision to regulate greenhouse-gases as pollutants under the Clean Air 
Act—a prospect so alarming to business that it increases the chances of legislation. There is also talk of a 
more limited cap-and-trade system, covering the power utilities, which are reconciled to the idea, but 
excluding the oil industry, which is still fiercely resisting it.  

With mid-term elections next autumn, a bill on such a sensitive issue will need to pass before summer. 
Much depends on the president. If he puts his back behind Waxman-Markey, America may get a 
weakened version of a second-best policy. If he doesn’t, America may get something worse—or nothing at 
all.  
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Who cares? 
Dec 3rd 2009  
From The Economist print edition 

 
 
Don’t count on public opinion to support mitigation 

AMERICANS support the idea of controlling emissions. In a poll 
published in October by the Pew Research Centre, 50% of those 
who had an opinion supported limits, compared with 39% against. 
Other polls have shown higher levels of support. But that apparent 
enthusiasm is qualified by a number of factors. 

The first is price sensitivity. In a poll in August, 58% said they 
would support a cap-and-trade system that increased monthly 
electricity bills by $10, but for an increase of $25 the figure 
dropped to 39%.  

Second, ignorance and indifference are rife. Whereas half of the 
respondents to the Pew poll who knew about cap-and-trade 
supported the idea, 55% had never heard of it. In a Gallup poll in 
September, 1% cited the environment as America’s most 
important problem, 26% health care and 29% the economy. 

Third, scepticism seems to be on the rise. The Pew poll showed a fall in the proportion of Americans who 
thought there was solid evidence of rising global temperatures, from 71% in April 2008 to 57% in October 
2009. The proportion blaming rising temperatures on human activity also fell over the period, from 47% 
to 36%. 

It is hard to see how scientific developments could be responsible for this shift. It seems more likely to be 
the result of economics. When people are poorer they may be less willing to support policies that will cost 
them money, but feel uncomfortable about jeopardising the planet’s future to fatten their bank balance. 
Scepticism absolves them of selfishness. 

Figures from other countries support the idea that attitudes have changed during—and possibly as a result 
of—the recession. A poll published by the European Commission showed a fall in the number of EU citizens 
who saw climate change as the world’s gravest problem from 62% in spring 2008 to 50% in July 2009. 
Over the same period the proportion citing global recession as their main concern rose from 24% to 52%. 

In Australia, meanwhile, where Kevin Rudd’s support for mitigation helped him win the 2007 election—
probably the first election anywhere in which climate change played a serious part—a poll published in July 
by the Lowy Institute showed that the proportion of voters who were prepared to shoulder “significant 
costs” to tackle global warming had fallen to 48% from 68% in 2006. 
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A long game 
Dec 3rd 2009  
From The Economist print edition 

 
 
China sees opportunities as well as dangers in climate change 

UNLIKE America’s leaders, China’s bosses are not much troubled 
by recalcitrant legislatures. The government has therefore had no 
difficulty in executing a smart volte face on climate change. 
Around three years ago its fierce resistance to the notion of any 
limit on its greenhouse-gas emissions started to soften. It now 
seems to be making serious efforts to control them. 

One reason for this change is the country’s growing awareness of 
its vulnerability to a warming world. The monsoon seems to be 
weakening, travelling less far inland and dumping its rainfall on the 
coasts. As a result China is seeing floods in the south-east and 
droughts in the north-west. At the same time the country’s leaders 
are deeply concerned about the melting of the glaciers on the 
Tibetan plateau, which feed not just the Ganges, the Indus, the 
Brahmaputra and the Mekong but also the Yangzi and Yellow rivers 
(see map).  

A second reason is China’s growing sense of global responsibility. The country is not only the world’s 
largest emitter of greenhouse gases; it now regards itself, and is regarded, as one of the world’s leading 
powers, and therefore expects to work with the other big powers to tackle global problems such as the 
economic crisis, nuclear proliferation and climate change. 

A third reason is energy security. Although China has large coal reserves, it is also a big importer. 
Concerns about excessive dependence on foreign fossil fuels sharpened when China’s oil imports rocketed 
and, in 2005, the attempt by CNOOC, China’s largest offshore oil and gas company, to buy America’s 
Unocal was rebuffed. China’s push into nuclear and renewable energy has been driven by its need to 
diversify its energy sources. 

The fourth reason is economic. The Kyoto protocol has given China an incentive to clean up its act. China 
has received $2 billion through the CDM for cleaning up its industrial processes and building clean-energy 
capacity—half the money that has flowed through the CDM. That is expected to rise to $8 billion by 2012. 

But a longer-term economic motive springs from a shift in the way China thinks about growth. In the past, 
its all-out drive for growth has led it to rebuff pressure to cut emissions. Attempts to control pollution 
foundered on the performance-assessment system for officials at all levels of government, which 
prioritises growth. But that has been adjusted to encourage energy efficiency, and at the same time the 
leadership has started to argue that growth and greenery are compatible. 

Since Wen Jiabao took over as prime minister, the leadership has tried to define economic growth as 
something broader and longer-term than GDP figures imply: the emphasis has been on a “harmonious 
society” and “scientific development”. Nobody was sure what the latter meant, but Mr Wen has recently 
been talking about a more “resource-efficient environmentally friendly society” and Hu Jintao, the 
president, has referred several times to a “low-carbon economy” and a “green economy”.  

Local pollution may help to explain the shift. Residents are infuriated by filthy air and water that kills 
people and damages unborn children. Policies to cut carbon-dioxide emissions—through reducing the 
energy used to produce goods—can help clean up China’s cities at the same time.  

More interesting is the idea that clean energy might be a source of growth rather than a constraint on it. 
China, so the argument goes, missed out on the computer revolution. It makes hardware, but American 
firms own most of the valuable stuff—the intellectual property for the software. “You can’t get rich making 
socks and toys,” explains Lin Jiang, director of the China Sustainable Energy Programme at the Energy 
Foundation in San Francisco. “They’re looking for the next growth industry. Clean energy clearly has huge 
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potential. And no country dominates the industry yet. It’s a wide-open field.” Hu Angang, an economist at 
Tsinghua University, calls this “a huge opportunity for China. The country will become the largest 
renewable-energy market, bio-energy market, clean-coal market, nuclear-power market, carbon-
exchange market, environmental-technology market, low-carbon economy, exporter of low-carbon 
products and low-carbon-technology innovator.” 

The government is giving the economy a shove in that direction. In 
2006 the five-year plan set a target for a 20% cut in the energy 
intensity of GDP by the end of 2010. The start was slow, but by 
the end of last year it had managed 10% and it now looks on track 
for its target. According to Mr Lin, that would mean a reduction in 
carbon emissions of 1.5 billion tonnes per year by 2010, more than 
the Waxman-Markey bill’s caps for domestic industry would take 
out of America’s economy by 2020. China has relatively tight 
vehicle fuel-efficiency standards (see chart 5). Electric vehicles are 
being generously subsidised ($8,800 for a car and $73,500 for a 
bus) and the government plans to build the capacity to produce 
half a million a year by 2012.  

The most visible changes have come in renewable energy. In 2005 
the National People’s Congress passed legislation to offer subsidies 
for renewable energy—around twice the amount for coal. For wind 
energy, the target was set at 20GW of capacity by 2020. The 
subsidy generated so much building that China now expects to hit that target by the end of this year and 
is aiming for 150GW by 2020. “It’s like a gold rush right now,” says Mr Lin. The target for solar energy, 
similarly, has been raised from 1.8GW to 20GW by 2020. 

To put this in context, wind currently generates only 0.4% of Chinese electricity. Coal generates 80%. 
And, although China’s government does not have to jump the legislative hurdles faced by America’s 
president, it sometimes struggles to get policy implemented on the ground. Yet if China’s many layers of 
government can be persuaded that green means growth, they will cleave to this policy; and the leadership 
seems keen to make that happen.  

China, thus, is after the same “green jobs” that Americans have been promised as part of their road to 
economic recovery. America has huge advantages in terms of technology and capital, but China has a 
couple of things going for it too: cheaper labour and a leadership unconstrained by the need to get re-
elected every four years. China can play a long game, which helps when dealing with climate change.  
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Closing the gaps 
Dec 3rd 2009  
From The Economist print edition 

 
 
How the world divides on a global deal 

BEYOND the planet-saving rhetoric, the argument at Copenhagen 
and beyond will be about emissions levels and money. On both, 
large gaps need to be closed for a deal to be reached. The main 
gap on emissions levels is between America and the rest of the 
world. The main gap on money is between the developed and the 
developing worlds.  

To establish the size of the emissions cuts needed, you have to 
start with where you want to end up and work backwards. The G8 
group of nations agreed in Italy earlier this year that the increase in 
global temperatures should be no more than 2ºC above pre-
industrial levels. To achieve that, according to the models on which 
the IPCC bases its calculations, global emissions will have to be cut 
to half their 1990 levels by 2050. For rich countries that means an 
80% cut in their emissions by that date, a reduction to two tonnes 
of CO2 equivalent per head per year. At present, emissions in 

America are around 24 tonnes per head; in Europe they are ten. 

Forty years is a long time. 
Governments can agree to 
meet distant targets in the 
comfortable knowledge that 
they will not be held 
responsible for failing to do 
so. Shorter-term targets are 
therefore more important. 
The IPCC’s figures suggest 
the developed world should 
aim to cut by 25-40% below 
1990 levels by 2020. That 
will be a stretch, since the 
targets that developed 
countries have put on the 
table so far add up to 
around 15% below 1990 
(see chart 6).  

The European Union is committed to a 20% cut, rising to 30% if the rest of the world promises significant 
cuts. It has a detailed plan for getting there, including lower country caps in its Emissions-Trading Scheme 
and regulations on car emissions. Japan’s new government has promised a reduction of 25% on 1990, but 
has revealed little about how it might manage that. Australia’s government struggled trying to get its 
legislation through parliament. Canada’s emissions continue to grow. 

Two weeks before the Copenhagen conference, Mr Obama announced that America would offer a 17% cut 
on 2005 emissions by 2020—the figure in the Waxman-Markey bill. That’s around 4% below 1990 levels—
well below the figure of 25-40% that is expected of developed countries—but it is possible that other 
countries might accept it. Because of the attitude of the Senate and the Bush administration, America is 
starting to cut later than other developed countries, so it is bound to take some time to catch up. Its 
negotiators will offer more impressive sounding medium-term figures—17% over 1990 by 2025, or 30% 
over 1990 by 2030. According to Todd Stern, America’s special envoy on climate change, “Several 
different countries have come up to me and said, ‘You’ve got a path that’s pretty good even if we don’t 
like your 2020 number’.” 
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And the rest of the world knows that America’s negotiators are constrained by the precarious position of 
the legislation. The Senate reacts badly if it senses that America is being pushed around by foreigners. It 
voted 95-0 to reject the Kyoto deal that the Clinton administration had negotiated. If it thinks that the 
Obama administration is caving in to international pressure it might reject not just the treaty but also the 
legislation.  

The chances of legislation getting through the Senate—and the chances of a deal being done at 
Copenhagen—were given a boost by China’s announcement, a day after Mr Obama’s, of a number of its 
own. According to the “road map” drawn up two years ago at the UNFCCC conference in Bali, developing 
countries are not required to come up with numerical targets for cuts, but they are required to propose 
“nationally appropriate mitigation and adaptation actions”.  

Because it is the world’s biggest emitter, and because of its falling out with America over Kyoto, China has 
been under particular pressure to come up with a significant “action” of some sort. It has offered a 40-
45% cut in the carbon intensity of its economy by 2020. That’s less than America was hoping for—it 
reckoned the figure should be at least 50%, since China would get to 40-45% on the basis of its existing 
policies—but China’s number is an opening bid, and there is relief all round that it has come up with one 
at all. 

Assuming that all the countries involved can produce satisfactory plans that the others sign off on, there 
will then be carrots and sticks to hold them to their promises. In theory Kyoto is a legally binding 
agreement with a compliance mechanism. In practice it is toothless, partly because of the availability of 
“hot air” from the countries of the former Soviet Union for rich countries to buy to meet their targets. But 
even without the hot air, there is no effective way of holding non-complying countries to account, for the 
compliance mechanism merely imposes punitively large cuts in the next period on countries failing to 
meet their targets in this one. That is not going to happen. 

France would like something much toothier: trade sanctions, more politely known as “border-tax 
adjustments”. These, in the view of some, would serve both to keep countries to the commitments they 
had made, and to prevent factories moving from rich countries to poor ones. The threat of tariffs has got 
some momentum in America too, and the Waxman-Markey bill includes a provision for border-tax 
adjustments.  

 
Money-shaped carrots 

To most developing countries this is poison. China’s ministry of commerce said the measure “will not help 
any country’s endeavours during the climate-change negotiations, and China is strongly opposed to it”. Mr 
Obama is with the Chinese. “At a time when the economy worldwide is still deep in recession and we’ve 
seen a significant drop in global trade,” he said after the House of Representatives passed the Waxman-
Markey bill, “I think we have to be very careful about sending any protectionist signals out there.” 

The carrot to get developing countries to honour their commitments is money. There are two reasons for 
rich countries to cough up as part of a Copenhagen deal. The first is a moral one. It is widely accepted 
that since the developed world is responsible for pumping 200 years-worth of carbon dioxide into the 
atmosphere, it should help the developing world adapt to climate change. The second is a pragmatic one. 
China aside, many developing countries lack the capital to invest in cleaning up their economies, so if they 
cannot get access to rich-world capital, the investment will not happen.  

China says that the developed world should hand over 1% of its GDP, or about $400 billion a year. The 
African Union wants $67 billion a year for Africa alone. Britain’s prime minister, Gordon Brown, has 
suggested that the developed world should pay $100 billion a year in total. The European Commission is 
proposing €100 billion a year in 2020. The gap between the numbers proposed is even larger than those 
figures suggest, because the Chinese and the Africans seem to be talking about government-to-
government transfers only, whereas Mr Brown and the European Commission are talking about a 
combination of those and private capital.  

There is no objective way of establishing how much guilt money the rich world should come up with. The 
amount of investment needed to clean up the world economy is somewhat easier to determine. According 
to the International Energy Agency, the 2ºC target will require around $1 trillion a year in investment. The 
World Bank says around $475 billion of that total will need to be spent in developing countries.  

Various countries have made constructive suggestions about how to rustle up cash. Mexico wants a $10 
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billion Green Fund to which countries would contribute on the basis of both their emissions and their GDP; 
Norway is suggesting an auction of 2% of carbon-market emissions allowances which could raise $15-25 
billion; the poorest countries have proposed a tax on air travel which could raise $8-25 billion; the World 
Bank has a $5 billion target for its climate investment funds. Altogether those might raise $60 billion, 
which still leaves a big hole. 

How could it be filled? “By private capital,” says Cameron Hepburn of Oxford University’s Smith School of 
Enterprise and the Environment. “Rich governments have serious pressures on their finances. But they 
can maximise the bang for their buck by mobilising their vast capital markets.” And private-sector 
investment is likely to be more efficiently used than government-to-government transfers.  

At present there is not much sign of private capital investing in developing-world clean-energy 
infrastructure. But it is not a mad idea. Energy infrastructure is a long-term investment. That should suit 
pension and sovereign-wealth funds. With assets of $12 trillion and $3.75 trillion respectively, they should 
be able to raise some of the necessary funds.  

But first developing countries need to put in place those “nationally appropriate mitigation actions”. In a 
tiny way that is starting in China, where APG, a Dutch pension fund with a portfolio of $200 billion, has 
put together an energy-efficiency fund because the incentives the Chinese government has put in place 
make it worthwhile. “It washes its face financially,” says Rob Lake, head of sustainability at APG. 

But China is not short of capital. The problem is elsewhere in the developing world, where economic, 
political and currency risks scare off foreign investors. So a lot of thinking is going on about how to 
mitigate those risks. The United Nations Environment Programme, in collaboration with the P8, a group of 
big pension funds, and other institutional investors, has produced a report on how to use public-sector 
money to leverage much larger amounts of private-sector finance into clean investment in developing 
countries; the World Economic Forum has produced another; Lord Stern a third.  

The general idea is that the most efficient use for the public-sector funds which rich countries are going to 
transfer to poor ones would be to insure private money against the risks posed by volatile currencies, 
unreliable governments and the risk that clean-investment policies will not survive political change. Using 
public money to leverage private money to build infrastructure and transform economies is not a new 
idea, says Dominic Waughray of the World Economic Forum: it is the model the Marshall Fund used to 
rebuild Europe after the second world war. But it is still a contentious one. Some developing-country 
governments suspect this is a ruse by rich countries to shirk their responsibilities while making money out 
of the poor. They tend to prefer the idea of the cash going straight into their coffers. 

The gaps that remain between rich and poor countries on these issues are huge. It is clear that some will 
remain after Copenhagen. That does not mean the world is giving up on a deal. It means that there will be 
a lot of work to do next year. That work will be easier if the world goes about it in a different way.  
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What needs to change 
Dec 3rd 2009  
From The Economist print edition 

 
 
The prospects are gloomy, but they can be made brighter 
 

 
THOSE who have had the misfortune to be closely involved in climate-change negotiations are not short of 
ideas on how the process might be made more productive. One improvement would be to stop trying to 
deal with so many gases at once (see article). Another would be to stop trying to deal with so many 
countries. 

With 192 participants, the annual UNFCCC conferences are too big to do anything very useful. But most 
greenhouse-gas emissions are produced by the 17 countries that meet in the Major Economies Forum, a 
group put together by George Bush in what was widely regarded as an attempt to sabotage the UNFCCC. 
The MEF has, ironically, turned out to be a good forum for tackling difficult questions. The UNFCCC should 
therefore stick to big statements of principle and leave the details to the MEF or other small groups. 

The negotiations also divide the world into two halves. The idea of “common but differentiated 
responsibilities” on which the UNFCCC is based—that everybody is in it together but some countries are 
more responsible than others—is reasonable. But the way it is being applied means that the developed 
(“Annex 1”) countries bear all the burden of mitigation whereas developing (“non-Annex 1”) countries 
benefit from the CDM and are not required to limit their emissions at all. 

This binary division has fostered an us-and-them attitude that gets in the way of agreement and forces 
together countries that have little in common. The world economy has changed a lot in 17 years. For 
example, Mexico and South Korea are non-Annex 1 countries, but also members of the OECD, the club of 
rich countries. The non-Annex 1 countries now have widely differing concerns. China wants money for 
cutting industrial emissions. Africa wants generous provisions for forestry. Brazil has hydro power and 
biofuels, so it wants a regime that favours those. South Africa’s economy is based on coal, so it wants 
investment in carbon capture and storage.  

Most developing countries cling to this division because they have done well out of it, but some middle-
income countries are trying to get rid of it. “Mexico’s main goal”, says Mario Molina, a Nobel prize-winning 
chemist and a key figure in the successful campaign to cut ozone-depleting gases, “is to make a difference 
in the impasse between developed and developing countries.” Mexico has made a commitment along 
developed-country lines to halve emissions by 2050, and proposes that prosperous heavy-emitting 
developing countries—including Mexico—be net contributors to its “Green Fund”. China dislikes the idea, 
but it is gaining traction. 

A further problem with the framework created at Kyoto is that it ignored some crucial sources of 
emissions—chief among them deforestation, the source of around 12% of man-made greenhouse-gas 
emissions, more than the EU contributes in total. Dealing with it is also one of the cheapest ways of 
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cutting emissions. But working out how to do that is difficult, which is why deforestation got left out of 
Kyoto.  

Cutting emissions from factories means paying people to do things differently. Stopping deforestation, by 
contrast, means paying people for not doing something they might otherwise have done. This is tricky. 
Should people be paid for each year in which they have refrained from cutting down trees? If so, how 
much? And who, exactly, should be paid? The owners or occupants of forests that are being cut down? Or 
the owners or occupants of all the forests in the world? That would either be prohibitively expensive, since 
forests cover 30% of the Earth’s landmass, or the payments would not be high enough to protect the most 
endangered areas of forest.  

The UN programme for Reducing Emissions from Deforestation and Forest Degradation in Developing 
Countries (REDD), the main model under discussion at Copenhagen, favours the more limited approach. 
But that, its opponents argue, would create a perverse incentive. As Bharrat Jagdeo, Guyana’s president, 
says, “You can’t have a sustainable strategy that focuses only on those places that have high rates of 
deforestation, otherwise you’ll get leakage. The logging companies will have an incentive to move to 
countries that have conserved their forests,” as Guyana has. Creating a sensible mechanism to deal with 
deforestation is going to require different levels of payment—higher ones for areas vulnerable to being cut 
down for farming and lower ones for the rest. 

Despite the difficulties, avoiding deforestation is regarded as a crucial tool for cutting emissions. 
Indonesia, for instance, has said that with REDD in place, it could cut its emissions in two decades by 40% 
from 2005 levels. A deal on deforestation therefore looks likely—if not at Copenhagen, then in the near 
future.  

 
Hold the champagne 

That the world is gathering in Copenhagen next week to try to decarbonise the global economy is a good 
thing in itself, and a consequence of other reasons for optimism. It is now widely accepted that averting 
serious climate change is technically feasible and economically affordable. Everybody has a good idea of 
what is needed, in terms of money and emissions cuts, to get a deal. Most big emitters have either started 
on, or promised, serious reduction programmes, and all of those countries’ leaders have invested a lot of 
political capital in being seen to make a success of averting serious climate change. 

Copenhagen will not produce a detailed, comprehensive, legally binding agreement. But with good luck 
and good will, something positive may come out of it: a political agreement, which would be turned into a 
legally binding agreement when the fate of America’s climate-change legislation has been decided, and a 
deal on some specifics, such as forestry. 

But even if Copenhagen’s participants end up toasting their efforts over the head of the little mermaid, 
what really matters is how any international agreement is implemented at a national level. And there, 
although progress has been made, some things are also going awry. Too little effort is going into carbon 
pricing and too much money into subsidies. The system is getting fat with pork; and the more pork there 
is, the smaller the chance that the world can cut its emissions without causing serious damage to its 
economy. 

And yet it can be done. Most of the necessary technologies are available. The economics can be made to 
work. Everything depends, in the end, on the voters and their political leaders. Willing voters and braver 
politicians will mean better policies. And better policies will enable mankind to make a big difference to the 
planet’s future at a surprisingly small cost. 
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Unpacking the problem 
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The attractions of a piecemeal approach to global warming 

ONLY half of man-made global warming comes from CO2. The rest 

comes from a variety of sources, including hydrofluorocarbons 
(HFCs), black carbon (soot), methane and nitrogen compounds. 
Packing them all up together gives the Kyoto protocol an elegant 
framework which in theory should solve the problem with a single 
set of numbers—the national caps that are designed to cut the 
whole range of greenhouse gases.  

Critics point out that the Kyoto protocol has achieved a great deal 
less than the Montreal protocol, which was designed to prevent the 
use of ozone-depleting CFCs. Montreal, implemented in 1987, was 
originally expected to cut half of its gases in 12 years. In the event 
it got rid of all of them in ten years. It has had a huge global-
warming side-benefit. CFCs are greenhouse, as well as ozone-
depleting, gases. According to a study in 2007, the Montreal 
protocol prevented the emission of 189 billion tonnes of CO2 equivalent. Kyoto has abated around 10 

billion tonnes.  

Montreal worked better than Kyoto largely because the problem was a manageable size and the gases 
similar in nature and origin. Some people therefore argue that the greenhouse-gas problem should be 
unpacked and dealt with under different agreements. 

Methane and nitrous oxides produced by agriculture account for about 10% of man-made warming. Most 
of that comes from the guts of cattle and sheep. That could be cut through breeding programmes and less 
gassy diets. 

Black carbon is a particular problem in the Arctic and the Himalayan glaciers; it melts snow and ice and 
thus increases the tendency to absorb heat from the sun. It contributes somewhere between an eighth 
and a quarter of global warming. Unlike CO2, which stays in the atmosphere for centuries, it disappears 

within weeks. Cutting emissions would therefore make an instant difference.  

Black carbon is produced by diesel engines and primitive stoves burning wood and cow dung. Mechanisms 
appropriate for dealing with large-scale emissions from power plants and factories will have little impact 
on peasants’ cooking techniques. Providing villagers with cheap, cleaner stoves would be more effective. 

HFCs—industrial gases with 1,440 times the global-warming potential of carbon dioxide—are another 
candidate. Like CFCs, they are produced by a smallish number of industrial processes, and cutting 
emissions of them is cheap and easy. America, Mexico, Canada and a bunch of other countries have 
indicated that they support the idea of dealing with HFCs under the Montreal protocol.  

Those in favour of a more holistic approach argue that disaggregating greenhouse gases could undermine 
the effort to solve the problem as a whole. But better to get some significant cuts made than none. 
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Saving the oligarchs 
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The Kremlin is bailing out the business tycoons it was once expected to curb 
 

 
ANYONE watching Russian television this summer could have been forgiven for thinking that Oleg 
Deripaska, one of the country’s richest tycoons and the boss of Rusal, the world’s largest aluminium 
company, was finished. The closure of three factories, one of them owned by Mr Deripaska, in Pikalevo, a 
small cement-producing town near St Petersburg, had left workers without pay. In protest they had 
blocked the road and called for help from Vladimir Putin, the prime minister, who appeared on June 4th 
like a superhero in a sports jacket, with a penitent Mr Deripaska in tow. “I wanted the authors of what 
happened here to see it with their own eyes,” Mr Putin thundered, in a tirade beamed across Russia by 
state television. “You have made thousands of residents hostage to your ambition, your lack of 
professionalism and perhaps your greed.” 

“Come here and sign,” Mr Putin instructed Mr Deripaska, pointing to an agreement to restart the factory 
and holding out a pen. Mr Deripaska signed. “My pen—give it back,” Mr Putin then snapped. In the 
inflamed imagination of Russia’s disgruntled citizens, Mr Deripaska was about to share the fate of other 
disgraced oligarchs such as Mikhail Khodorkovsky, the former boss of Yukos, a dismembered oil firm, who 
has languished in prison for more than six years.  

The stony-faced presenters did not tell viewers that the agreement had in fact been reached before Mr 
Putin’s visit, nor did they mention that state-owned Vnesheconombank (VEB) had agreed to extend a $4.5 
billion loan to Rusal for another year, even though the amount exceeds its normal limit on exposure to a 
single firm. The public would have been even more surprised to learn that a state bank would soon be 
offering to invest in Rusal’s planned initial public offering (IPO) in Hong Kong. The rescue of Mr Deripaska, 
in turn, is a sign of the ever-closer ties between the Kremlin and Russia’s oligarchs. 

In November the supervisory board of VEB, headed by Mr Putin, agreed to spend about $600m buying as 
much as 3% of Rusal, which is registered in Jersey. The money will come from the interest earned by a 
fund holding a portion of Russia’s income from oil and gas, which is managed by VEB. By law, that interest 
would normally accrue to the fund, which is dedicated to supplementing Russian citizens’ private pensions. 
But Alexei Kudrin, Russia’s finance minister, who is also a member of VEB’s board, says VEB will be 
allowed to keep some of it to invest in Rusal. “We have an interest in Rusal settling all its financial 
questions and coming out of the crisis. Private investors will see that we are supporting this deal and that 
will be a good signal,” he says.  

All this has been crucial in keeping Rusal afloat. The firm emerged from the aluminium wars of the 1990s, 
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when Mr Deripaska and his former partner, Roman Abramovich, gained control of 70% of Russia’s 
aluminium industry. Cheap electricity, along with efficient management, made the firm very profitable. In 
2004 Mr Deripaska bought out Mr Abramovich and began to expand his empire vertically, horizontally and 
tangentially, sweeping up carmakers, insurers, construction companies, airlines and airports. In 2007 he 
merged Rusal, his main asset, with rival Sual and the aluminium operations of Glencore, a commodities 
broker, creating the world’s largest aluminium firm. Next Mr Deripaska competed with Vladimir Potanin, 
another Russian businessman, to win a 25% stake in Norilsk Nickel, the world’s biggest nickel producer, 
which he finally secured last year at the height of the commodities boom. 

When commodity prices plunged, so did these firms’ revenues, and Mr Deripaska’s net worth fell from $28 
billion to $3.5 billion. His spending spree had been fuelled by cheap loans that were no longer available. In 
March Rusal declared a standstill on some repayments.  

VEB’s support has helped restore his finances to order. On December 3rd Rusal said it had reached a deal 
to restructure debts of $17 billion, including $7 billion held by foreigners, clearing the way for the IPO. 
Foreign banks had no desire to write down their massive loans, nor to seize prized assets against the 
Kremlin’s wishes. The only creditor of Rusal which threatened bankruptcy (and was promptly repaid) was 
Russia’s Alfa Bank, which has as much political backing as Mr Deripaska. 

Hong Kong’s stockmarket must now decide whether to approve the listing. A secondary listing is planned 
on the Paris exchange next year. If everything goes according to plan, Mr Deripaska’s stake in Rusal 
would fall to below 50%. 

Yet the Kremlin has not, as some observers had predicted, used the crisis to renationalise Rusal’s assets. 
Some officials argue that this shows the authorities’ commitment to market forces. But the Kremlin has 
not left the fate of the company in the hands of creditors. Instead, it has helped Mr Deripaska maintain his 
grip. 

Nor is Mr Deripaska the only tycoon to have received such help. During the oil-fired economic boom of 
recent years Russian firms accumulated more than $430 billion of foreign debts. Fearing that prized assets 
might fall into foreign hands, the Kremlin directed state banks to lend to indebted property, metals and 
consumer-goods firms and to buy shares in such firms as Lukoil and Norilsk Nickel. Cynics argue that 
Russia’s rulers benefit more by leaving assets in the hands of tycoons beholden to the state than by 
handing them over to corrupt and incompetent bureaucrats. 

When Mr Putin came to power, 22 business groups controlled 40% of Russia’s industrial output, according 
to the World Bank. Mr Putin’s admirers, including some foreign investors, saw the attack on Yukos as an 
attempt to dilute this concentration. Instead it marked the beginning of a system whereby a cabal of 
bureaucrats and businessmen friendly to the Kremlin manage important assets for their own benefit and 
what they deem to be the state’s.  

The line between the bureaucracy and private assets has become increasingly blurred in recent years. 
Witness the proliferation of opaque outfits called state corporations, which manage public assets but retain 
profits for their own benefit and submit to little public scrutiny. The most notable is Russian Technologies, 
a holding group for some 500 state-owned firms run by Sergei Chemezov, a friend and former colleague 
of Mr Putin in the KGB. State banks have pledged to restructure the debts of its subsidiaries and have 
poured billions into Avtovaz, a carmaker in which Renault holds a 25% stake. 

Mr Deripaska, for his part, acknowledges that Rusal’s fate is up to the government. “If the state says we 
need to give it up, we’ll give it up. I don’t separate myself from the state. I have no other interests,” he 
told the Financial Times two years ago. These words are just as true today. As for the Russian public, it 
may have to be satisfied with the drama at Pikalevo.  
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Puffed up 
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Investors are breathless over China’s biggest developer of wind farms 

CHINA’S biggest producer of wind power, China Longyuan Power, is in 
essence a staid regulated utility. It buys turbines, erects them and sells the 
electricity they generate to China’s power distributors at prices fixed by the 
state. So why is its initial public offering next week on the Hong Kong 
Stock Exchange generating such excitement? 

The offering is likely to value the firm, the former research arm of the 
ministry of energy, at nearly 30 times next year’s projected profits. Despite 
this heady figure, the tranche of shares being marketed to institutional 
investors is over eight times oversubscribed; the one for individuals, 
almost 30 times. The firm plans to sell 30% of its shares, but could, if it 
wanted, offload far more. The only check on price is not demand but rather 
caution among the bankers handling the sale, because a series of recent 
offerings in Hong Kong have dropped after listing. 

China Longyuan produces a quarter of China’s wind power. Between 2006 
and 2008 its generation capacity grew by 112% a year, many times faster 
than that of the country as a whole. This year, despite a nationwide slump in demand, its capacity has 
increased by more than 15%. Projects now under construction will soon increase it by another 50%. 

The government obliges distributors to buy all wind power at preferential tariffs, taking much of the risk 
out of China Longyuan’s business. Moreover, state-owned banks are only too happy to lend to a fellow 
state-owned firm in pursuit of the government’s fond goal of boosting clean forms of power generation at 
the expense of grubby coal—the main fuel for China’s power stations. 

Nonetheless, building wind farms is expensive. Longyuan plans to devote all $2 billion or so it raises in its 
offering to construction and debt repayment. But that will not last long: it needs $2 billion- 3 billion a year 
for the next three years. Cashflow will be negative for this period and beyond. The return on these 
investments from the sale of electricity, though relatively reliable, is unlikely to reach double digits. 

By reducing the need for coal-fired power plants, China Longyuan also earns carbon credits under the 
Kyoto protocol on global warming. Selling these is lucrative. One hedge fund reckons they will provide 
70% of profits in the long run. But the whole system of credits is due to expire in 2012, unless the world 
can agree to a new climate treaty. Any future scheme may have completely different rules. Investors in 
China Long- yuan must expect them to be generous. 
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Programs that help businesses cut greenhouse gases are proliferating 

LIFE is looking up for managers at the 4,300 stores of Tesco, one of the world’s 
biggest supermarket chains. A program from CA, a big software firm, will make 
a tedious job much easier: gathering data about each store’s energy 
consumption, be it from lights, air conditioning or refrigeration. The streamlined 
data collection is part of Tesco’s ambitious plan to halve emissions of 
greenhouse gases from existing stores and distribution centres by 2020. 

Tesco and CA may be pioneers, but they are not alone. While governments 
argue over emissions cuts, many firms have already started cleaning up their 
act, or at least preparing to do so—prompting more and more software firms to 
offer tools to help. If optimists are right, the market for “carbon-management 
software” could one day become at least as big as those for other important 
business applications such as customer-relationship-management (CRM) 
programs, which brought in revenues of more than $9 billion last year. 

Many firms have tracked energy consumption for some time in an effort to save 
money. Others have monitored emissions of different kinds in order to comply 
with regulations on pollution. More recently, public pressure has prompted more 
companies to tally emissions and disclose the results in their annual reports or 
to outfits like the Carbon Disclosure Project. But most have used simple tools such as spreadsheets and databases. 

This is changing, despite the recession, says David Metcalfe, boss of Verdantix, a consultancy. Higher energy costs, 
green branding and new regulation are all pushing more firms to keep track of their emissions and do so with 
specialised software, he argues. In Britain, for example, the Carbon Reduction Commitment will come into effect 
next year. Among other things, it requires firms that use more than 6,000 megawatt-hours of electricity a year to 
measure and report the energy they use. 

Anticipating a surge in demand, software-makers have rushed into the market, mostly with web-based services. In a 
recent survey AMR Research, another consultancy, identified no fewer than 157 providers. Some focus on reporting, 
others on compliance and yet others on optimising business processes. There are firms that have been around for 
years, such as Enviance and IHS. Many start-ups, notably Carbonetworks and Hara, have appeared. Even big 
software firms have moved into the market: CA, IBM, Oracle, SAP and SAS. 

At least for now, the needs of most firms are simple: making sure that data are collected regularly and can be 
audited. But in the years to come, this too will change, predicts Stephen Stokes of AMR. Firms will need software 
that collects data automatically, helps them find the best ways to cut emissions and also lets them manage other 
resources, such as water and waste. 

Messrs Metcalfe and Stokes both expect that Oracle and SAP, which already dominate most forms of business 
software, will become pre-eminent in this area, too, because it fits so naturally with their other offerings. These 
titans also have the cash to buy the best technology. In May SAP bought Clear Standards, a start-up. Oracle is 
expected to make a similar acquisition soon. But they face determined rivals. IHS has been quietly buying firms 
selling environmental software. Some expect great things from C3, a start-up founded by Tom Siebel, who pioneered 
CRM software. 

All this interest gives a sense of how big the business of tracking environmental performance is expected to become. 
Léo Apotheker, SAP’s boss, recently suggested that in time it could even be “on an equal footing with financial 
accounting”.  
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The hunt for shale gas in Europe  
 
Bubbling under 
Dec 3rd 2009  
From The Economist print edition 

 
 
Oil firms hope to repeat a trick that yielded big gas supplies in America 
 

 
ACROSS Europe, a stealthy land-grab is under way. Exxon Mobil is drilling in Germany’s Lower Saxony. 
ConocoPhillips has joined 3 Legs Resources, a small firm based on the Isle of Man, to explore a large tract 
of land in Poland. Austria’s OMV is testing geological formations near Vienna. Shell is targeting Sweden. A 
host of smaller firms is fanning out across other countries, including France. They are all looking for 
natural gas trapped in shale (a type of flaky sedimentary rock)—a resource that has transformed the 
market for gas in America and may have a big impact on Europe, too. 

America’s natural-gas stocks are at record highs and prices have collapsed. The country, one authority 
proclaimed in July, suddenly has 100 years of supply. There is even talk of converting planned import 
terminals for gas into export terminals. 

The reason for this “quiet revolution”, as Tony Hayward, the boss of BP, recently described it, is a drilling 
technique known as “hydraulic fracturing”, in which a mix of water and chemicals is blasted underground 
to create fissures in gas-bearing rocks. This has made it much easier and cheaper to extract gas from 
shale, coal and other less permeable geological formations (which yield so-called “tight gas”). 

The extent of such “unconventional” gas reserves in Europe is unknown. The International Energy Agency 
(IEA), which monitors the energy business for rich countries, recently estimated it at 35 trillion cubic 
meters—far less than in North America or Russia, but about six times the continent’s conventional 
reserves. That would be enough, the IEA calculates, to displace 40 years of gas imports at current levels. 
Almost half of it is thought to be in shale; the rest comes from coal-bed methane and tight gas. The 
German Research Centre for Geosciences is in the midst of a more detailed assessment, backed by oil 
firms.  

More will be revealed as firms start drilling in the coming months. ConocoPhillips and 3 Legs Resources 
should have the results of their first wells in the north of Poland late next year. They say the prospect is 
“promising”. Rhodri Thomas, an analyst at Wood Mackenzie, an energy consultancy, says the geology of 
the Polish shale is similar to that of the Barnett Shale, a giant field in Texas that now supplies about 7% of 
America’s gas. 

But however promising the geology, there will be plenty of obstacles above ground. Most countries in 
Europe lack both the small wildcat exploration firms that spearheaded shale-gas exploitation in America, 
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and the myriad competing oilfield-services firms that support them, thus driving down costs. Indeed, the 
rush for shale assets in Europe has been led by many of the big firms that at first overlooked 
unconventional gas in America.  

Exploiting shale also requires drilling lots of wells—something that might prove harder in densely 
populated Europe than in America’s wide-open spaces. Even in America, concerns about what blasting 
chemicals into the ground does to the water supply are hampering some developers. Chesapeake Energy, 
one of the biggest shale-gas firms, recently abandoned plans to drill in New York state after such worries 
were raised there. European consumers are not likely to ignore such matters, even if the industry says the 
practice is safe.  

Yet strategic imperatives may prompt some countries to overlook such concerns. By happy coincidence, 
many of the most promising shale-gas deposits in Europe are in those countries most vexed by their 
dependence on imports of Russian gas, such as Poland, Hungary and Ukraine. 

Mr Thomas says production would be viable at a gas price of around $9 per million British thermal units—
far higher than spot prices during the present global glut, but well within expectations for the years ahead. 
Nonetheless, he does not expect shale gas to have a “material effect” on European supply for a decade, 
since drilling will take some time to ramp up. Even if shale gas does not live up to expectations in Europe, 
the continent is already benefiting from it: as America imports less gas than expected, that helps bolster 
supplies and reduce prices for Europeans.  
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A new boss for General Motors  
 
Fritzkrieg 
Dec 3rd 2009 | LOS ANGELES  
From The Economist print edition 

 
 
America’s struggling car giant has ditched its chief executive after just eight months 
 

 
FRITZ HENDERSON was due to deliver a speech at the Los Angeles Motor Show on December 2nd, to give 
an update on General Motors’ progress since its spell in bankruptcy this summer. Instead his place had to 
be taken by Bob Lutz, a former GM executive in his late 70s who was recently recalled from retirement to 
supervise the company’s marketing. The silver-haired showman tried to talk up GM’s prospects, but what 
his audience really wanted to know was why the firm had suddenly lost its second boss this year. 

The short answer is that GM’s independent directors had decided that Mr Henderson, who had spent 
almost his entire career at the firm, was not the man to spearhead the company’s renewal. Both Ford and 
Chrysler, GM’s two big American rivals, have installed outsiders to lead dramatic overhauls. Moreover, 
GM’s new chairman, Edward Whitacre—put there by the government, which now owns a majority stake in 
the firm—has his own ideas about the way forward, and has taken over as interim chief executive. 

Mr Henderson took charge in March after the government, in exchange for a bail-out, demanded the head 
of Rick Wagoner, who had presided over the decline of what had for decades been the world’s biggest 
carmaker. On his brief watch the brisk Mr Henderson delivered some progress, broking deals with 
bondholders and the United Auto Workers union that helped pave the way for the company to emerge 
from bankruptcy. 

But three things then went wrong. Mr Henderson had set great store on slimming GM down to four 
brands: Chevrolet, Cadillac, GMC and Buick. Chevys were to be the volume products, alongside slightly 
grander Buicks, luxury Cadillacs and GMC’s sport-utility vehicles. Hummer, Saab, Saturn and 
Opel/Vauxhall were to be sold off. But the sale of Hummer has yet to be concluded, and the deals to sell 
the other three have all come to grief. The consortium of Swedish and Chinese firms that had agreed to 
take over Saab dropped out last month, two months after the sale of Saturn to Roger Penske, a car 
retailer, fell through. A month ago GM’s board threw out the deal Mr Henderson had arranged to sell the 
European arm of the company, Opel/Vauxhall, to Magna, an Austrian- Canadian partsmaker, and 
Sberbank, a Russian state-owned bank. 

GM had never really liked the structure of the deal, backed by German government aid, which would have 
left it with a 35% stake in a potential rival. It was particularly anxious about losing know-how in small 
cars that it is counting on to spur its recovery in America and that it feared would find its way, via 
Sberbank, to Russian carmakers. The restructuring plan had been skewed by the German government’s 
desire to preserve German jobs, even at the expense of more efficient workers elsewhere. 

Once the European Commission forced the German government to extend its offer of aid to other 
restructuring schemes, GM decided—against the wishes of Mr Henderson—to pull out and attempt to 
revive Opel/Vauxhall itself. The final blow for Mr Henderson was GM’s disappointingly slow recovery in 
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sales in America. It was recently overtaken by Ford, which has avoided bankruptcy. 

GM insists Mr Whitacre has no long-term designs on the top job. But he obviously has firm views on GM’s 
strategy. He recently expressed unease about Mr Henderson’s emphasis on retrenchment rather than on 
re-establishing GM as a driving force in the business. Mr Whitacre made his reputation running one of the 
small telecoms firms that emerged from the break-up of American Telephone and Telegraph (AT&T). He 
swallowed up a string of other “Baby Bells” before crowning his achievement by buying the remains of the 
parent firm and renaming his company AT&T. The taciturn Texan, known as “Big Ed”, seems to want to 
repeat his success by rehabilitating another fallen colossus of American industry.  
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Vivendi mulls its future  
 
Adieu, Hollywood 
Dec 3rd 2009 | PARIS  
From The Economist print edition 

 
 
The French group’s sale of its stake in NBC Universal marks a new beginning 

WHEN Vivendi, a French conglomerate, said on December 3rd that it would sell its stake in NBC Universal, it 
paved the way for the fusion of the film studio and television network with Comcast, a big American cable 
operator. All eyes were on the resulting media giant, but the sale also marks an important moment for the 
company doing the selling. 

Under Vivendi’s former boss, Jean-Marie Messier, the firm plunged into a series of acquisitions, including that of 
Universal Studios, which Vivendi later transferred to NBC Universal, a joint venture with General Electric. Huge 
losses and mounting debts led to Mr Messier’s resignation in 2002. But it is only with this week’s deal that the 
firm finally draws a line under its adventures in Hollywood. 

The deal is complicated. Vivendi is selling its 20% stake in NBC Universal to GE for $5.8 billion. GE will combine 
NBC Universal with Comcast’s cable channels in a venture of which Comcast will own 51%. 

After Mr Messier’s departure Vivendi quickly shed assets, and many people expected it to retreat to its roots as a 
water utility. In fact, Jean-René Fourtou, the man brought in to rescue the firm, kept several businesses acquired 
under Mr Messier, including Maroc Telecom and Universal Music, a record company. He also succeeded in winning 
control of SFR, France’s second-biggest mobile operator, despite being deep in debt. The move paid off 
handsomely: SFR has since been the biggest contributor of profits to the group, although its growth is now 
slowing because of high mobile penetration and increasing competition in France.  

The resulting mix of assets, however, has prompted questions over Vivendi’s coherence and strategy. In 2006 
Alexander Vik, a Norwegian investor, built up a stake and called for a break-up of the company. The same year 
Vivendi was approached by KKR, a private-equity firm, which might also have wanted to split it into parts. Selling 
its stake in NBC Universal, Vivendi hopes, will silence such criticisms and provide ammunition for acquisitions. It 
will leave Vivendi in control of its five biggest assets for the first time, rather than holding lots of minority stakes.

Unlike many media groups, Vivendi does not encourage its businesses to find synergies. Each company, whether 
Maroc Telecom or Canal+, a French pay-television business, operates independently. Some reckon the group is 
now shifting the balance of its assets from media to telecoms. In November Vivendi snatched GVT, a small 
Brazilian fixed-line telecoms operator, away from Telefónica, Spain’s former monopoly, which had offered to buy 
it. In June Vivendi said it was in talks to buy the African mobile-telecoms business of Zain, a Kuwaiti group, 
although nothing came of them in the end. It is now reported to be contemplating an investment in a telecoms 
venture in Algeria. 

“An international telecoms firm would make more sense than a media and telecoms company,” says Claudio 
Aspesi, an analyst at Bernstein Research. But others point to Vivendi’s profitable media properties. Two years 
ago its video-game unit, which owns “World of Warcraft”, merged with America’s Activision, the maker of “Guitar 
Hero”, to form Activision Blizzard, the world’s biggest video-game company. Vivendi is extremely interested in 
making media acquisitions in emerging markets too, says an executive. 

Coherent or not, Vivendi has made the most of its stable of businesses. Maroc Telecom has shrewdly purchased 
incumbent telecoms firms in Gabon, Burkina Faso and Mali. Universal Music has consolidated its position as the 
leading music company. It will benefit if online sales begin to offset the decline of CDs. To that end Vivendi has 
lobbied successfully for a so-called “three strikes” law in France, under which those who download pirated music 
can lose internet access. The company is also campaigning for similar measures to be adopted elsewhere. 
Meanwhile, Activision Blizzard’s “Call of Duty: Modern Warfare 2”, a video game, broke sales records in several 
countries and brought in $550m in the first five days after its release last month—a bigger sum than any 
Hollywood movie.  
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Brazil's sugar mergers  
 
Calorific value 
Dec 3rd 2009 | SÃO PAULO  
From The Economist print edition 

 
 
Why Brazilian sugar producers are buzzing 
 

 
SINCE the start of the year the price of sugar futures has almost doubled. This is welcome news for Brazil, 
the world’s largest producer of the stuff. The price spike is mainly explained by unfavourable weather—too 
little rain in India and too much in Brazil. India’s sugar production fell by almost half last year, turning the 
country from the second-biggest producer to the biggest importer. For Brazil’s big sugar companies the 
timing is perfect: the credit crunch set off a wave of consolidation in an industry that had been resistant to 
it. The firms that have survived now have more scale and lots of cash.  

Louis Dreyfus, a French commodities giant, bought Santelisa Vale, a large processor of sugar cane, in 
April. Santelisa had expanded fast and taken on too much debt, a common mistake in an industry that 
had the highest levels of investment of any industry in Brazil before the crunch. Dreyfus, which already 
trades sugar, soyabeans and other Brazilian agricultural goods, wanted to bolster its position. At the other 
end of the spectrum is Copersucar, a giant co-operative that unites lots of small growers in São Paulo 
state. 

The biggest of the lot is Cosan, which alone produces 2.5% of the world’s sugar. Last year it bought Exxon 
Mobil’s distribution and retailing business in Brazil to help it sell its ethanol. This year it bought Nova 
America, a smaller sugar company. Like many of Brazil’s big companies Cosan mixes family ownership 
with capital from BNDES, Brazil’s government-owned development bank. And like many other Brazilian 
giants, it has suffered a vicious feud within the founding family over who should run the business.  

Rubens Ometto Silveira Mello fought the other members of his family for ten years in Brazil’s courts before 
winning control of Cosan. In 2007 he strengthened his grip by setting up Cosan Limited, a company with a 
dual share structure that accords some of Mr Mello’s shares ten times the voting weight of ordinary ones. 
To do this, he listed Cosan Limited on the New York Stock Exchange, since Brazil’s Novo Mercado, where 
Cosan was listed at the time, does not allow such arrangements. 

Mr Mello, who is splendidly forthright, did not let the subsequent controversy bother him overly. “You’re 
pissing on sludge and you don’t know what’s under your feet,” he once told Dilma Rousseff, one of the 
front-runners for next year’s presidential election, during a discussion of the government’s energy policy. 
Marcos Lutz, an executive at Cosan, argues that the fuss about corporate governance is a distraction. The 
firm is professionally managed, he insists, and it was no surprise to shareholders that Mr Mello wanted to 
preserve an outsize say in the firm’s strategy. 

Brazil’s sugar companies are lucky to have a natural hedge, in that when the sugar price is low many can 
produce ethanol instead. This can be consumed by motorists in the domestic market or exported for use in 
alcoholic drinks or other industries. 
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The market for ethanol has been growing at 17% a year, much faster than that for sugar, points out Luiz 
Pereira de Araújo of ETH Bioenergia, another fast-growing sugar firm. Such growth is likely to persist, 
thanks to increased sales of flex-fuel cars, which can run on petrol or ethanol. What is more, the Brazilian 
sugar-cane growers’ association is optimistic that Europe and America will eventually reduce tariffs on 
Brazilian ethanol. If that happens, Brazil’s growers, crushers and distillers will be even happier than they 
are already.  
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Schumpeter  
 
The rise of the hybrid company 
Dec 3rd 2009  
From The Economist print edition 

 
 
Too many companies operate in the grey area between the public and private sectors 
 

 
SOMETIMES confusion can be as instructive as precision. The travails of Dubai Inc have left commentators 
struggling for the right phrase to describe Dubai World and its various siblings. They have come up with 
various formulations—state-controlled, state-supported, quasi-state, parastatal—without ever quite 
capturing what they are talking about. And Dubai is not the only place that is challenging the business 
vocabulary in this way. 

Wherever you look you can see the proliferation of hybrid organisations that blur the line between the 
public and private sector. These are neither old-fashioned nationalised companies, designed to manage 
chunks of the economy, nor classic private-sector firms that sink or swim according to their own strength. 
Instead they are confusing entities that seem to flit between one world and another to suit their own 
purposes.  

Some blurring of the line between the public and private sectors occurs in the rich world. The French have 
always had a penchant for partially state-owned firms. The Americans used Fannie Mae and Freddie Mac 
to subsidise the housing market. The recent financial hurricane has forced governments everywhere to 
inject money into companies to save them from collapse. But the fashion for hybrids is at its height in 
developing countries.  

China and Russia have led the world in embracing these organisations. Thousands of Chinese companies 
have convoluted ties to the central or local governments. Russia has created a large class of “state 
companies” that have an uncanny knack for acquiring assets from the private sector at knock-down 
prices. The government also has such close ties with many of the country’s most powerful companies that 
it is almost impossible to tell where the government ends and the corporate sector begins (see article).  

Hybrids are also flourishing in the energy industry. The world’s 13 largest oil companies, as measured by 
reserves, are controlled by governments. But these companies are very different creatures from their 
forebears. They operate all around the world. Petronas of Malaysia and China National Petroleum 
Corporation (CNPC), for example, run businesses in more than 30 countries. They have access to lots of 
private capital and sophisticated know-how. Norway’s Statoil, China’s CNOOC and India’s ONGC are all 
publicly listed. So is Petrobras of Brazil, which operates more deepwater drilling rigs than any other oil 
company. 

What should we make of these hybrid organisations? Their supporters have long argued that they enjoy 
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the best of both worlds: the security of the public sector and the derring-do of the private sector. They 
can use their global reach to provide their home countries with the pick of the world’s resources. They can 
borrow money at a favourable rate thanks to “implicit” government guarantees. They can use their 
political muscle to outperform their less well-connected rivals. The government-run oil companies not only 
get the best deals at home, for example. They are also protected from asset strippers: the likes of 
Kazakhstan and Venezuela are much less inclined to go in for corporate plunder if they think that they will 
have to answer to Beijing. 

But the Dubai debacle suggests that the best of both worlds can easily turn into the worst of both worlds. 
The biggest problem with hybrid companies is that they are inherently confused organisations, buffeted by 
all sorts of contradictory pressures. This means that their internal operations can be hard to understand 
and their behaviour difficult to predict.  

The Dubai government’s insistence that it will not guarantee Dubai World’s debts has come as a shock to 
most investors, even though the government had always made that clear in the small print. Abdulrahman 
al-Saleh, the chief of the emirate’s Department of Finance, has argued forcefully that creditors are 
responsible for their own lending decisions and should differentiate between companies and the state. But 
before disaster hit both the government and Dubai World had done well out of investors’ failure to 
distinguish between the state and the private sector. And Dubai World is a model of clarity compared to 
most Chinese hybrids. 

Hybrid companies are almost always politicised. This often means giving jobs to political apparatchiks: 
Chinese firms are so entangled with the Communist Party that people have started talking about “red 
entrepreneurs”. But it can also mean becoming involved in power struggles. In Russia corporate decisions 
are often driven as much by squabbles between factions in the Kremlin as by strategic considerations. This 
problem is not just confined to the emerging world: before their demise Fannie Mae and Freddie Mac were 
omnipresent forces in Washington politics, protected from criticism by their generous contributions to the 
politicians who regulated them. 

 
Have baggage, will travel 

This politicisation is particularly troublesome when it comes to expanding abroad. State-supported 
companies often conjure up images of imperialism. It is hard to read about CNPC’s promises to build roads 
in Africa in exchange for oil without thinking of the East India Company. State-supported companies also 
make it easy for xenophobes to whip up protectionist sentiment: witness the frenzied reaction in America 
when Dubai’s DP World tried to buy American ports, or when CNOOC bid for Unocal.  

Many politicians like to give the impression that they understand these problems. Chinese argue that 
hybrid companies are simply a stage in the evolution of fully-fledged capitalist organisations. Russia’s 
president recently declared that “out-of-control” state companies needed to be reined in. Most Western 
governments claim that they want to sell off their shares in rescued firms as quickly as possible. It is to be 
hoped that they all mean what they say. The clearer the line between the state and the private sector, the 
better it is for those on both sides.  
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The repercussions of Dubai  
 
Dishdashed 
Dec 3rd 2009  
From The Economist print edition 

 
 
The first of three articles on Dubai’s debt crisis looks at the international reaction. Markets 
seem to have got over the shock, but there are still disturbing lessons 
 

 
“IT CAME FROM THE DESERT” was an early computer game in which townsfolk were subject to a surprise 
attack by an army of giant ants. The announcement of a debt standstill on November 25th by Dubai 
World, a conglomerate based in the desert emirate, was almost as effective in catching investors unaware. 

The problems of Dubai were already well known—witness reports of empty buildings, falling property 
prices and suspended construction projects. But markets previously seem to have assumed that Dubai’s 
debts would always be covered by Abu Dhabi, its neighbour and the richest of the United Arab Emirates 
(UAE). 

Stockmarkets duly wobbled, with the FTSE 100 index in London falling by 3% on the day after the debt 
standstill was announced. But the reaction may have been exaggerated by the timing of the 
announcement, on the eve of a four-day religious holiday, and a lack of liquidity in markets. Wall Street 
was closed for the Thanksgiving holiday. And events in Dubai may simply have given traders an excuse to 
square their books ahead of the year-end, something many were already planning given the robust 
stockmarket rally since March.  

“Our view is that events in Dubai don’t mark the start of a new round of problems,” says John Higgins of 
Capital Economics, a consultancy. “This is a legacy of past financial excess.” Dubai’s problems could be 
seen as a failed exercise in commercial-property speculation rather than revealing anything particularly 
new about the global economy.  

Traders point out that, unlike Lehman Brothers or AIG, Dubai World was not an intermediary at the heart 
of the financial system, with links to thousands of counterparties. The knock-on effects of default or debt 
rescheduling should thus be fairly limited. According to Royal Bank of Scotland, Dubai makes up less than 
0.1% of the global economy and the UAE just 0.4% of outstanding global cross-border lending. 

By December 1st stockmarkets were rallying again on signs that the Chinese economy was still going 
strong and on hopes of a global recovery in 2010. In further signs that investors had recovered their 
appetite for risk, the dollar was falling (it has moved in the opposite direction to share prices for much of 
the past year) and gold achieved yet another peak in nominal terms. Michael Hartnett, a strategist at 
Bank of America Merrill Lynch, argues that the medium-term effect of the Dubai crisis may be bullish for 
the markets, since it will persuade policymakers to abandon any thoughts of “exit strategies” and to keep 
monetary policy loose.  
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Near-zero interest rates in America, Europe and Japan have helped sustain the rally in risky assets this 
year, as investors have been forced to seek higher returns elsewhere. Central banks in many countries 
have indicated that rates will be held low for an “extended period”, in the words of the Federal Reserve. 
(Others are tightening, however: Australia, which has strong links to the Chinese economy, raised interest 
rates for the third time in as many months on December 1st.)  

Nevertheless, the news from Dubai may hold some more sobering lessons, too. It has caused investors to 
reflect whether the next round of the crisis might involve sovereign debt, given the huge rise in fiscal 
deficits. “A simple rule is that if you want to know where the next crisis will be, then look at where the 
leverage is being created today,” says Martin Barnes of Bank Credit Analyst, a research firm. “The answer 
is in the government.” 

Although government debt is often described as “risk-free”, history is littered with sovereign defaults or 
with countries achieving partial default via inflation and currency depreciation. The development of credit-
default swaps now gives investors the chance to speculate on, or insure against, a country’s failure to 
repay its debt. The Dubai announcement caused the cost of this insurance to rise sharply for the emirate 
itself, though it has since fallen back a bit (see chart).  

 
Outside the Middle East the market that suffered most was Greece, which combines a high debt-to-GDP 
ratio, a deteriorating budget deficit and an historic inability to tackle its fiscal problems. Most 
commentators think that the risk of a Greek default is many years away. But in some ways Greece is in a 
similar situation to Dubai, in that it is a member of an economic confederation and that investors therefore 
hope it might be bailed out by a richer neighbour—in Greece’s case, Germany (see article).  

Another market to come under the spotlight was Britain. Morgan Stanley postulated that a hung 
parliament next year, after a general election due by June, might cause a fiscal crisis with the pound 
weakening further and both short rates and gilt yields rising sharply.
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If Dubai’s debt crisis carries another general lesson, it may be that the rally in markets and the tentative 
recovery in the global economy have not been strong enough to bolster the positions of the most indebted 
borrowers. In some cases, low interest rates may have eased the pressure on debtors; in others, the 
banks may have shown forbearance to avoid further write-offs. But the lesson of past busts is that bad-
debt problems can linger long after the worst of the economic crisis has passed.  
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Gulf financial centres  
 
Hub thumping 
Dec 3rd 2009 | MANAMA  
From The Economist print edition 

 
 
Dubai is not the only place in the Gulf to make money or to lose it 

IN A Dubai branch of Nando’s, a restaurant serving flame-grilled chicken, a sign informs customers that 
“Our neighbours are rich in oil. Not us.” That may reassure the restaurant’s cholesterol-conscious patrons, 
but it is ruining the appetite of Dubai’s creditors. Because Dubai is not rich in oil, it had to borrow heavily 
to pay for its grand ambitions. Government-sponsored property developers like Nakheel used some of that 
money to turn the emirate’s coastline and skyline into headlines. 

But all this leverage came at a grievous cost to its bottom line. On December 14th Nakheel is due to repay 
$4.05 billion to holders of its sukuk, an Islamic bond. That is just part of the $26 billion of debt that its 
parent group, Dubai World, is now seeking to restructure, having asked for a standstill on repayments. 
Add the liabilities of the government and the other corporations it controls, and the total debts of “Dubai 
Inc” probably exceed $100 billion, according to Moody’s, a rating agency. 

The total includes $15 billion that Dubai raised this year from Abu Dhabi, an oil-rich fellow member of the 
United Arab Emirates (UAE). For as long as Abu Dhabi stood behind its beleaguered neighbour, Dubai’s 
debts seemed tolerable. But creditors no longer take UAE solidarity for granted. A senior Abu Dhabi official 
told Reuters news agency that it would “pick and choose when and where to assist”. 

It can be choosy but not indifferent. Dubai World’s travails will spill over to Abu Dhabi’s banks and 
investors. To forestall any anxieties about the banking system, the UAE central bank said on November 
29th that it “stands behind” all banks in the federation, including subsidiaries of foreign banks, offering to 
lend to them freely at a penalty rate. That should contain any immediate damage to the UAE’s banking 
system. But it may not prevent lasting harm to Dubai’s ambitions to become a global financial hub, 
hanging its clock between those of Hong Kong and London. 

The site of those ambitions is the Dubai International Financial Centre (DIFC), a 110-acre “free zone” 
where financial firms pay no taxes and need hire no local Emiratis. The DIFC is overseen by its own 
judicial system, based on common law. Foreign investors still demand that bonds be governed by the laws 
of more established jurisdictions. The Nakheel sukuk, for example, was listed on the DIFC’s exchange, 
NASDAQ Dubai, but it is governed by English law in English courts. 

However, even if Nakheel’s creditors were to win in an English court, the judgment would be re-examined 
in Dubai. And even if the English ruling were upheld, the creditors could not necessarily seize anything 
that counted as government property, which includes most of Dubai World’s domestic assets. Thus 
creditors face the worst of both worlds: their claim has no sovereign guarantee, explicit or implicit, and 
any assets they might seize probably enjoy sovereign immunity, unless the government chooses to forgo 
it. 

“People are impressed by the buildings and the joyrides,” says one Dubai lawyer, but they fail to recognise 
that outside the DIFC, the legal system is “pure third world”. Lots of companies fail but no one declares 
bankruptcy. Creditors and debtors resolve their differences informally. The only collateral that really 
counts is a borrower’s good name. 

Dubai will now struggle to restore that name. And if banks are wary of lending to Dubai Inc, they may also 
reduce their presence in the DIFC. Dubai is not, after all, the only aspiring financial hub in the Gulf. Six 
months after the DIFC opened, Qatar inaugurated its own Qatar Financial Centre (QFC), which has also 
grafted foreign legal principles onto its host country. It boasts its own laws, court and tribunal, headed by 
a former Lord Chief Justice of England and Wales (although it has only ever heard one dispute). Unlike 
Dubai, where firms in the DIFC cannot take retail deposits or do business in dirhams, firms regulated by 
the QFC can deal freely with Qataris.  

In its pitch to potential residents, the centre does not neglect to mention that Qatar is one of the world’s 
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fastest-growing economies, with gas reserves that might last over 150 years. In the wake of the Dubai 
debacle, lenders to the Gulf may favour those states that can fall back on “real assets”, such as gas and 
oil.  

But such natural riches are no guarantee of creditors’ rights. Qatar’s neighbour, Saudi Arabia, has the 
world’s deepest reserves of oil and the region’s least stretched banks. Even so, lenders are still reeling 
from a spectacular default by two of the kingdom’s most prominent business groups, the Ahmad Hamad 
Algosaibi & Brothers Company and the Saad group, headed by Maan Al-Sanea, a billionaire who married 
into the Gosaibi family. Between them, the two groups may have borrowed as much as $20 billion from 
over 100 banks worldwide, often on the strength of their names alone. Having defaulted on some of their 
obligations, the Gosaibis allege that Mr Sanea defrauded them of billions of dollars, borrowing money in 
their name, without their say-so. Normally such disputes are resolved behind closed doors. Indeed, some 
suggest that the Saudi authorities have brokered a separate peace between the Saad group and its local 
creditors, leaving foreign ones to stew. 

The Saudi response contrasts with that of the Central Bank of Bahrain, where banks owned by the two 
groups first defaulted. After two months it put both into administration. Indeed, Bahrain, the Gulf’s first 
financial hub, has weathered the credit crisis quite well. None of its 78 wholesale banks is too big to fail, 
says Rasheed Al Maraj, the central bank’s governor (although since their assets equal 860% of the 
country’s GDP, it could not bail them all out anyway). And none of its tightly regulated retail banks needed 
rescuing. The central bank even resisted calls to insure all retail deposits. “We move our ship at a slower 
pace, avoiding the turbulence of the high seas,” says Mr Al Maraj. 

Bahrain, which usurped Beirut as the region’s financial hub in the 1980s, had been left trailing by Dubai. 
According to the City of London’s ratings, Bahrain ranks 44th out of 75 financial centres worldwide, 23 
places behind Dubai (and one place behind Qatar). That gap will now close. Even if Bahrain does not climb 
any higher, Dubai will surely fall.  
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Gulf geopolitics  
 
Come-uppance but little contagion 
Dec 3rd 2009 | CAIRO  
From The Economist print edition 

 
 
The rest of the region has not, so far, been badly hit by Dubai’s troubles 

GERMANS may think they invented Schadenfreude, but Arabs have an 
ancient and precise term for the same thing. Shamata, that twinge of joy 
for someone else’s sorrow, is what much of the world seems to feel about 
Dubai’s financial fall to earth. Even the emirate’s Arab neighbours tend to 
share a certain smug satisfaction in seeing the region’s shiniest bubble 
burst. Most can afford to: despite the emirate’s high profile, its importance 
in the regional economy is surprisingly small.  

For sure, ripples from the turmoil at Dubai World have hit regional markets 
hard. Shares in neighbouring Abu Dhabi and Qatar plunged as trading 
resumed after the Eid al-Adha holiday. Several regional banks are 
dangerously exposed to Dubai. The cost of borrowing is sure to rise in the 
Gulf, with doubts raised about the viability of Islamic bond issues. The past 
year’s 50% fall in Dubai property prices has hurt individual investors, too, 
such as rich Iranians for whom the nearby city-state has been a vital 
refuge.  

Yet stock indices across the Gulf have underperformed anyway this year, 
and had been falling for weeks before Dubai World declared its distress. As 
the shape of the state-backed holding company’s troubles became clearer, 
with the estimates of its exposure shrinking to more manageable levels, local punters snapped up 
bargains left by the panicked flight of foreign institutions.  

Their equanimity reflected several things, beginning with experience. The region’s markets have survived 
far bigger shocks in the past. The collapse of the unofficial Souk al-Manakh (“camel market”) in Kuwait in 
1982 erased $94 billion in paper wealth overnight. Region-wide crashes in 1997 and 2006 sent stock 
indices plummeting by a third or more. Some volatility is built in, due to shifts in the price of oil, the 
commodity that generates most of the region’s wealth. Oil prices, though down from record highs, are 
cosily above the long-term average. 

Then there is the question of where Dubai actually put its money. The two property companies in Dubai 
World’s portfolio that face immediate debt problems, Nakheel and Limitless, have not invested regionally 
but either inside the emirate itself or far abroad. Most of Dubai World’s portfolio remains profitable, as do 
other big companies in the emirate, including the large family-owned conglomerates that form the 
bedrock of the economy. Despite their recent free fall, Dubai’s property prices have returned only to the 
inflated levels of 2007 and seem to have stabilised.  

There are subtler reasons, too, for the region’s lack of anxiety. To many of their neighbours, and 
particularly to the rival ruling houses of the Gulf, the travails of Dubai’s Maktoum family signal not only a 
deserved come-uppance but a return to normality. Sheikh Mohammed Maktoum’s flamboyant ambition 
has long caused a certain discomfort. His apparent success at turning Dubai into the region’s main service 
hub has strained the federation of seven city-states that make up the United Arab Emirates (UAE). Across 
the Gulf and beyond, more conservative governments have struggled to emulate Dubai, even as they 
privately look askance at its openness to the world, its frivolity and its aloofness from regional issues such 
as the wish to contain Iran, a revolutionary Shia power that happens to be one of Dubai’s most eager 
trading partners.  

With regional investors burned by Dubai, Gulf rulers who see themselves as more mature, such as the 
arch-conservative house of Saud, will be itching to press the Maktoums to curb their excesses. The 
Nahyans of Abu Dhabi, the UAE’s anchor state, with most of its land, 90% of its oil and a huge sovereign-
wealth fund, have long been seen as unspoken underwriters for Dubai. That implicit guarantee may not go 
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as far as many investors had assumed, but they have already helped the Maktoums with $15 billion in 
support from the UAE’s central bank. 

Whispers suggest that they may ask for a political price to complete the clean-up. One notion is that 
Sheikh Mohammed, who also serves as the UAE’s prime minister and vice-president, may agree to a 
strengthening of federal oversight that would diminish Dubai’s independence—enabling, for instance, 
tighter controls on trade with Iran. 

Yet there is a danger in intervention by more cautious monarchies. Rather than encouraging Dubai’s rulers 
to opt for the greater transparency that markets demand, and whose absence lies at the heart of Dubai’s 
current troubles, its bigger brothers may well argue for more discretion. And a second danger lurks. Plenty 
of regional governments, such as Iran’s, and more recently Algeria’s, have warned against exposure to 
international capital markets. Now they can claim to see proof that they were right.  
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Banks and information technology  
 
Silo but deadly 
Dec 3rd 2009  
From The Economist print edition 

 
 
Messy IT systems are a neglected aspect of the financial crisis 
 

 
NO INDUSTRY spends more on information technology (IT) than financial services: about $500 billion 
globally, more than a fifth of the total (see chart). Many of the world’s computers, networking and storage 
systems live in the huge data centres run by banks. “Banks are essentially technology firms,” says Hugo 
Banziger, chief risk officer at Deutsche Bank. Yet the role of IT in the crisis is barely discussed. 

It should be. Corporate IT systems—collections of computers, applications and databases—always tend to 
be messy, but those of banks are particularly bad. They were the first to adopt computers: decades-old 
mainframes are still in use. Lots of product innovation means new systems, as does merger activity, which 
has proliferated in the industry in recent years: Citigroup had a notoriously fragmented IT set-up going 
into the crisis. The need to comply with regulations, and the global presence of big banks, adds 
complexity. 

The demands of financial markets make matters worse. Hedging positions, trading derivatives and 
modelling financial products all require highly sophisticated programs that are only really suited to specific 
asset classes. The code for new financial products has to be developed quickly. Innovation often takes 
place on Excel spreadsheets on traders’ desktops. “The big task of management is to manage down the 
number of spreadsheets,” says one risk chief, whose bank creates 1,000 product variations a year. 

As a result, many banks have huge problems with data quality. The same types of asset are often defined 
differently in different programs. Numbers do not always add up. Managers from different departments do 
not trust each other’s figures. Finding one’s way through all these systems is detective work, says a 
former IT manager at a big British bank. “And sometimes the trail would go cold.” 

This fragmented IT landscape made it exceedingly difficult to track a bank’s overall risk exposure before 
and during the crisis. Mainly as a result of the Basel 2 capital accords, many banks had put in new 
systems to calculate their aggregate exposure. Royal Bank of Scotland (RBS) spent more than $100m to 
comply with Basel 2. But in most cases the aggregate risk was only calculated once a day and some 
figures were not worth the pixels they were made of. 

During the turmoil many banks had to carry out big fact-finding missions to see where they stood. 
“Answering such questions as ‘What is my exposure to this counterparty?’ should take minutes. But it 
often took hours, if not days,” says Peyman Mestchian, managing partner at Chartis Research, an advisory 
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firm. Insiders at Lehman Brothers say its European arm lacked an integrated picture of its risk position in 
the days running up to its demise. 

Whether the financial industry would have hit the brakes if it had had digital dashboards showing banks’ 
overall exposures in real time is a moot point. Some managers might not have even looked. And better IT 
would have done little to counteract the bigger forces behind the crisis, such as global economic 
imbalances. 

 
Yet most in the industry agree that its woeful IT systems have, in Mr Banziger’s words, “exacerbated the 
crisis”. The industry spent billions on being able to trade faster and make more money, but not nearly 
enough on creating the necessary transparency. “Banks had lots of tools to create leverage, but not many 
to manage risk,” says Roger Portnoy of Daylight Venture Partners, a venture-capital firm that invests in 
risk-management start-ups. 

Technology may have contributed to the crisis in other ways. IT systems have led to a “deskilling of the 
risk process”, says Steve O’Sullivan of Accenture, a consultancy. At one end of the credit chain, bank 
employees were not given the proper incentives to review on-screen loan-application forms (a big British 
bank once had a surprising number of “astronauts” applying for loans because the job description was the 
first choice on a pull-down menu, says a former employee). At the other end, computer-generated risk 
numbers gave executives a false sense of security.  

Others think that IT has played an even more fundamental role in the crisis. Because things are so 
interconnected, largely thanks to technology, a problem in one part of the system can quickly lead to 
problems elsewhere. The global financial markets have evolved over the years into an inherently unstable 
network, says Till Guldimann, a strategist at SunGard, a software and IT services firm. The rapid 
unwinding of positions by ultra-fast quantitative-trading programs at the start of the credit crunch in 
August 2007 is one example of this cascading effect.  

Have chastened bankers learned their lesson? Some are now spending a lot of money on building 
integrated systems of the kind that a few banks, such as Deutsche, JPMorgan Chase and Goldman Sachs, 
had in place before the crisis. Deutsche does not dump all its trading information into what is called a 
“data warehouse” and then painstakingly sift through it when need arises. Instead, the firm has developed 
a system of “feeds” that give it access to information in almost real-time.  

But many other banks are still in firefighting mode, says Mr Mestchian. Much of the money invested in IT 
still goes into making things faster rather than more transparent. And there is a question-mark over 
whether the biggest banks will ever really be able to get their systems in order. Many banks have become 
too complex to be managed properly, says Glenn Woodcock, a director at Andromeda Capital Management 
and a former head of credit-risk infrastructure at RBS. IT alone cannot fix that problem for them.  
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Buttonwood  
 
Ahead of the curve 
Dec 3rd 2009  
From The Economist print edition 

 
 
Higher rates on longer-dated government bonds are less appealing than they look 

SOME signals should not be ignored. When the yield on 30-year 
Treasury bonds fell below that of two-year notes in 2005-06, a 
few commentators said it was a sign of an impending recession. 
Nonsense, riposted the bulls. The shift was due to a distortion in 
the bond market because Asian central banks preferred to buy 
short-dated debt. 

The pessimists were right. Focusing on the yield curve (the 
relationship between short- and long-term interest rates) has 
historically been quite a good economic indicator. Logically 
investors should demand a higher yield on longer-dated bonds, to 
compensate them for tying up their money for longer. Periods 
when the yield curve is inverted (short rates are above long ones) 
are less common. Usually they occur when a central bank is 
raising short rates to slow the economy and head off inflation, 
which is why they are an early warning of recession. 

So what are we to make of the current curve? According to Steven Zausner of CreditSights, a research 
firm, the curve is as steep as it has been at any time over the past 20 years. In other words, long-dated 
bonds offer a lot more income than short ones. History would suggest that this heralds a strong recovery. 
The curve was last this steep in the early 1990s, before a long boom, and in 2003, as the economy 
recovered from the dotcom bust. 

It is no mystery why rates are so low at the short end. Central banks are deliberately holding base rates 
low to stimulate the economy. On a few recent occasions Treasury bills have offered negative rates—
investors pay the government to hold their money. This policy ripples through the market. The yield on 
two-year bonds is, in essence, a forecast of the likely level of short-term rates over the next two years, 
and the Federal Reserve has made it clear it intends to keep rates low for an “extended period”.  

Higher rates at the long end of the curve can be seen either as indigestion in the face of all the current 
and planned issuance, or a sign of worries about the potential for inflation. The latter argument is 
undermined by the gap between conventional and index-linked bond yields, which indicates that investors 
are expecting average inflation of 2% over the next ten years.  

However, it is unlikely that most investors actually believe inflation will be so modest. Instead the forecast 
is a compromise between those who think America will repeat the deflationary experience of Japan (where 
ten-year bond yields are still 1.2% despite huge government debts) and those who think the record gold 
price is signalling a return to 1970s-type inflation.  

A steep yield curve is also a device used by central banks to improve the profitability of banks, allowing 
them to borrow short and lend long (a similar tactic helped American banks recover from the savings-and-
loan crisis in the early 1990s). It is another version of the “carry trade”, in which investors borrow in low-
yielding currencies and buy higher-yielding ones. 

Other investors, especially those who need income, may be tempted to follow suit. But does this version 
of the carry trade actually work? The longest-dated data comes from the Equity Gilt Study from Barclays 
Capital, which has figures dating back to 1900 for British returns.  

The first step is to take yields on gilts (government bonds) and treasury bills (the closest instrument to 
cash) in each year and rank them in descending order of the gap. You then calculate the subsequent ten-
year real return from investing in gilts (allowing for gross income reinvested). The results are interesting. 

  

Illustration by S. Kambayashi

-148-



If you divide the 20th century into quartiles, the period when the initial yield gap was highest (ie, bonds 
yielded more than cash) saw a subsequent ten-year real return from gilts of just 0.3%.  

The clear winner was the fourth quartile, the period when yields were most inverted. Subsequent ten-year 
real returns averaged 3.5%. The reason for this outperformance is that this subset of data included the 
likes of 1927, just before the Depression, and 1989-1991, which preceded another deflationary period. 

So experience suggests that the carry trade, as applied to government bonds, is not a particularly 
appealing strategy. Further evidence comes from Andrew Smithers of Smithers & Co, a consultancy. He 
points out that the historical difference between the returns on cash and government bonds is very low, 
but cash is a lot less volatile and thus a better hedge against the equity market. Indeed, the last time 
Treasury bonds yielded 3.2% (as the ten-year issue now does) was back in 1957. Fixed-income investors 
suffered real losses for much of the next 30 years. 
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Making insurers safer  
 
Learning lessons 
Dec 3rd 2009 | BERLIN  
From The Economist print edition 

 
 
Concerns over the riskiness of insurers are behind tougher proposals on capital 

A MINE, it is said, is a hole in the ground with a liar standing beside it. What, then, should you make of 
insurers—firms that sell nothing more tangible than folders full of promises? Not too much, thinks the 
European Commission’s main insurance regulator, the Committee of European Insurance and Occupational 
Pensions Supervisors (CEIOPS). Its latest proposals in a grinding rewrite of insurance rules may force 
insurers to hold lots more capital than they do now. 

The proposals, issued last month, underscore a marked shift in the perceived riskiness of insurance firms. 
Until recently insurers were seen as the plodders of the financial system. Now fears over systemic risk, 
heightened by the dismal failure of AIG, have alerted regulators to the dangers that they may present. Six 
big insurers feature on a list of 30 global firms that are likely to be subject to cross-border supervision 
under the watchful eye of the Financial Stability Board, according to the Financial Times. Jean-Claude 
Trichet, the president of the European Central Bank, has argued that pension funds and insurers can no 
longer be seen as shock absorbers but are themselves sources of systemic risk.  

This view dovetails neatly with a five-year-old plan to drag their management of capital and risk into the 
modern age. Solvency 2, which is loosely modelled on the Basel 2 rules for bank capital, aims to set 
common standards for European insurers that will come into force in 2012. The new standards will 
introduce market valuations and risk-based measures of assets and liabilities when determining how much 
of a cushion insurers need to hold.  

As such they promise to shine a light on an industry that for many years determined the value of assets 
and liabilities on actuarial estimates and expected rates of return, a method more accurately described as 
guesswork and wishful thinking than accounting. Tweaking an expected return here or a mortality rate 
there could magically bring both into balance, often without shareholders, policyholders or regulators 
being any the wiser.  

In forcing firms to account better for the risks they face, the new rules should also prompt them to 
manage risks more intelligently, says Joachim Oechslin, the chief risk officer of Munich Re, the world’s 
biggest reinsurer. Yet the latest proposals also signal a change of heart by CEIOPS over how much capital 
should be held in total. Previous tests of the rules showed that although firms would have to hold more 
capital against some risks, this would be balanced by reductions in other cases. The total amount of 
capital held by European insurers would not change much (an uncomfortable echo of the intended neutral 
impact of the Basel 2 regime). But now the regulators have turned the “calibration” knobs sharply. The 
latest rules could force insurers to hold 20-30% more capital.  

British life insurers may be especially hard hit, because they sell many more annuities than continental 
European insurers. Valuing these liabilities is tricky because they stretch many years into the future and 
their current worth swings wildly in response to small changes in the “discount rate” used to value it. 
Earlier proposals by regulators to use a “risk-free rate” (such as that on government bonds) would have 
had the effect of increasing these liabilities, forcing British insurers to raise as much as £50 billion ($83 
billion) in extra capital. Furious lobbying seems to have watered down that proposal. Insurers may be 
allowed to apply an “illiquidity premium” to the risk-free rate, because many of their investments, like the 
policies they have sold, cannot be cashed in immediately. The risk is that this could open the door to yet 
more accounting trickery.  
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Bank of America's TARP repayment  
 
Ken's last act 
Dec 3rd 2009  
From The Economist print edition 

 
 
A surprise escape from government clutches 

YOU can almost hear the gritting of perfect teeth. In a statement on 
December 2nd announcing Bank of America’s intention to repay $45 billion 
in government money, Ken Lewis, its outgoing chief executive, thanked the 
authorities for their role in stabilising the financial system last autumn. He 
will be less appreciative in private.  

Alleged arm-twisting by the government pushed BofA to consummate its 
acquisition of Merrill Lynch, despite misgivings over Merrill’s mounting 
losses. Lawsuits, probes and recriminations followed. Mr Lewis was 
stripped of the chairmanship in April and abruptly announced his 
retirement at the end of this year. Merrill’s write-offs forced BofA into 
taking a second tranche of capital from the Troubled Asset Relief 
Programme (TARP), putting it under the thumb of America’s pay tsar. The 
threat of government meddling and pay constraints have delayed the 
board’s search for a successor to Mr Lewis. 

If paying the TARP money back is designed to hasten an appointment, 
BofA’s new boss (tipped by many to be Greg Curl, the bank’s chief risk 
officer) already carries a very heavy price tag. The repayment will be 
funded by $26.2 billion in spare cash and by a huge $18.8 billion capital-raising. Despite the prospect of 
dilution, shareholders reacted positively in after-hours trading. The government will be pleased, too. The 
repayment is another milestone in its staged retreat from the banking industry. That in turn will make it 
easier for the administration to persuade Congress to extend TARP beyond the end of the year. Tim 
Geithner, America’s treasury secretary, reminded members of the Senate Agricultural Committee this 
week that America’s small banks still faced threats.  

BofA is not out of the woods either. The bank’s projected post-repayment capital ratios look sturdy 
enough, but credit losses remain high. Its third-quarter results presumed a peak in unemployment of 
around 10%; the jobless rate has already exceeded that figure. Accounting changes will bring about $125 
billion of off-balance-sheet assets back on to BofA’s balance-sheet early next year, straining capital.  

Mr Lewis will soon leave these worries behind. Paying back TARP achieves one of his long-standing goals 
(though the government will still hold warrants in BofA). Another, integrating the acquisitions of 
Countrywide, a mortgage lender, and Merrill, remains unattained. The BofA boss deserves much of the 
criticism that has come his way. But with the government out of the executive suite and Merrill delivering 
solid results, he will bequeath a bank with a plausible future.  
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Economics focus  
 
Default lines 
Dec 3rd 2009  
From The Economist print edition 

 
 
What would happen if a member of the euro area could no longer finance its debt? 

“FORD to City: Drop Dead.” That famous headline from the Daily News ran after President Gerald Ford 
refused to bail out New York City in October 1975, when the city was close to bankruptcy. Within weeks 
Ford relented. Behind the belated rescue lay a fear that default by New York would hurt the credit of other 
cities and states, and perhaps of America.  

Similar worries are now being expressed about the euro zone, in light of the standstill request by Dubai 
World. That the firm had financial troubles was known, but many investors had assumed its debts were 
backed by the government of Dubai, and ultimately by Dubai’s oil-rich neighbour, Abu Dhabi. There are 
similar ambiguities within the euro bloc. If countries with rickety public finances, such as Greece, Ireland 
and Spain, ever found themselves unable to refinance their debt, would other euro members with deeper 
pockets rescue them? If not, would default by one euro-zone country threaten the viability of the euro 
itself? 

There are few signs of an imminent funding crisis. Yields on the ten-year government bonds of Greece and 
Ireland, the two euro-zone countries with the largest budget deficits, are a bit below 5%. That is steep 
compared with the yield on German bonds, at 3.1%, but hardly indicates a buyers’ strike. When investors 
were last so nervous about the credit of the euro-zone’s periphery, in March, countries were still able to 
tap bond markets. Greece, for instance, raised €7.5 billion ($9.4 billion) in a single ten-year bond issue, 
though it had to offer a coupon of 6%.  

The worry is that such appetite for risk may not last forever. The euro-zone countries with the most fragile 
public finances also have worryingly high unit-wage costs. Poor wage competitiveness makes it harder for 
them to grow quickly and to generate tax revenue. Currency devaluation is the usual remedy for that ill, 
but is not an option for countries locked inside the euro. 

 
Though their troubles are similar, each country has faced them differently. Mindful of its large public debt, 
Italy refrained from using fiscal policy as an active tool to stimulate the economy, and has managed to 
keep its budget deficit below the euro-area average (see left-hand chart). Ireland has tightened fiscal 
policy by 4-5% of GDP since the crisis struck. A further tightening is expected when its 2010 budget is 
announced on December 9th, though uncertainty about the public cost of bailing out its banks remains. 
Spain is reversing its fiscal stimulus by raising its main value-added tax rate next year. As in Ireland, 
prices in Spain fell faster in the year to October than in the rest of the euro area, a sign of improving 
competitiveness (see right-hand chart). 
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The country that stands out as unrepentant is Greece. It ran persistent deficits even in good times. Its 
new government said in October that this year’s budget deficit would be more than twice as big as 
previously advertised. The government says it will cut the deficit to 9.1% of GDP next year. But pressure 
from euro-zone finance ministers for stronger action is building: they will meet in February to approve a 
new Greek plan to fix its finances, which must be submitted to the European Commission this month. 

Some think any problem will be Greece’s alone. After all, the treaty that created the euro contains a “no 
bail-out” clause that prohibits one country from assuming the debts of another. That makes Greece’s 
public finances a matter between it and its creditors. Any promise, tacit or otherwise, of a bail-out by 
others would only encourage more profligacy (a view that mirrors Ford’s initial stance towards New York). 
In principle, a default by Greece or by any other euro-zone country would not threaten the euro any more 
than default by New York City in 1975, or California today, would mean the end of the dollar. Indeed, 
membership of the euro could help make debt-restructuring more orderly, since it would remove currency 
risk from the equation. 

These arguments seem solid enough, but the tale of New York’s bail-out underlines how reality is never 
quite as tidy as theory. The city came perilously close to declaring bankruptcy when its pleas for a rescue 
by the federal government fell on deaf ears. What finally saved the city was anxiety about the fallout, in 
the form of possible bank insolvencies and borrowing costs for the rest of America, had it been unable to 
pay its debts.  

New York’s federal bail-out was punitive, however. Some debtholders did not get their money back 
straight away, a technical default. The city had to cut public services, shed jobs, freeze pay, abandon 
capital projects and raise taxes to make sure it could pay back the federal loans. Such belt-tightening had 
proved necessary even in the months before the rescue. When it came, the president could claim that 
“New York has bailed itself out.” 

 
The non-bail-out bail-out 

It is easy to imagine a similar kind of hard bail-out, should a euro-zone country ever run short of cash. 
The terms of any deal would depend on the same balance of fears: on the one hand, the fear that trouble 
might quickly spread to a big country, such as Italy, or to euro-zone banks; on the other hand, the 
supplicant’s fear of being cut off from external finance. The process would be messy; some debts might 
not be paid on time. It would be hard to sell to voters in rescuing countries unless, as in New York’s case, 
the interest rates on bridging loans were punishingly high. 

A tough-love bail-out would still need someone with deep pockets to provide the cash. Given the state of 
public finances even in more stable countries, such as France, that cannot be taken for granted. Germany 
is better placed but would be unwilling to act alone. Could a defaulter remain in the euro? It is hard to see 
how it could leave. A country that had just lost the trust of investors in its fiscal rectitude could scarcely 
build a credible monetary system from scratch. There is no obvious means to force a miscreant out, since 
euro membership is designed to be irrevocable. How badly the euro’s standing would be hurt by a default 
would depend on the state of public finances elsewhere: if America were struggling too, the dollar might 
not seem an attractive bolthole. If the current struggles with a strong euro are any guide, euro members 
might even half welcome a tarnished currency.  
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Climate change  
 
What lies beneath 
Dec 3rd 2009  
From The Economist print edition 

 
 
The planet’s ability to absorb carbon dioxide is under investigation 
 

 
AS THE world gathers in Copenhagen over the coming weeks to discuss how much carbon dioxide people 
should be putting into the atmosphere, the Benguela Stream will be docking in the Windward Isles to 
bring bananas to Europe for Christmas, and doing her bit to help ascertain where a large part of that CO2 
ends up. The world’s oceans and plants absorb about 60% of the CO2 emitted as a result of human 
activities, which has helped keep the extent of climate change in check over the past century or so. But 
exact figures are hard to come by. Estimates of just how much carbon ends up in plants, in soil and in the 
oceans are frustratingly sketchy. 

The oceans suck up CO2 because it is soluble in water. Plants suck it up because they photosynthesise. As 
CO2 becomes more available, other things being equal, they will photosynthesise more. And a warmer, 
more polluted, more disrupted world can encourage growth in other ways, too. But none of these things 
can go on indefinitely. At some point the oceans and plants will have had their fill.  

At that moment, the problems being addressed in Copenhagen will get worse. They will get worse still if 
the “land sink”, as researchers call the plants and soils, actually goes into reverse, adding to net emissions 
rather than reducing them as the respiration of microbes (which increases as temperatures rise) outstrips 
the photosynthesis of plants. Some think that a slowdown in the sucking up has already begun. The 
poverty of the data and the complexity of the problem make it hard to be sure.  

To further complicate matters, the size of the sinks depends not just on the concentration of CO2 in the 
atmosphere, the chemistry and circulation of the oceans, and the appetites of plants and soil organisms, 
but also on the way in which all these things vary, in turn, in response to climate change. The complexity 
of the problem is illustrated by the degree to which the sinks change from year to year. In some years 
80% of emitted carbon is absorbed; in other years none of it is. 

 
On stream 

Thanks to the Benguela Stream, and a few other ships, an international research team now thinks it 
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knows how to monitor the oceans’ appetite for CO2 much more precisely. The ships, which regularly plied 
various routes in the North Atlantic during 2005, were kitted out by a number of European research 
organisations with instruments that measured the CO2 content of water taken into the engine rooms and 
air collected upwind of the funnels. Over 100,000 such measurements, along with the ships’ positions, 
were sent to shore by satellite. The whole procedure, including checking and recalibrating the instruments 
on a regular basis, and dealing with the data, costs about €100,000 ($150,000) a year for each ship.  

The crews have little to do with the measurements, but are pleased to give them ship-room, according to 
Andrew Watson of the University of East Anglia, one of the organisers of the project. “Engine rooms are 
pretty dull, and this way they have some more things to look at,” he says. The instruments provide a 
measure of the “partial pressure” of CO2 in the water, from which the rate at which more of the gas is 
being absorbed from the atmosphere can be calculated. 

In this week’s issue of Science Dr Watson and his colleagues use these data—combined with data from 
elsewhere on sea-surface temperatures and the amount of mixing going on under the surface—to produce 
figures for the total size of the North Atlantic carbon sink during 2005. The various methods they 
employed to do this all gave answers of about 250m tonnes of carbon.  

There are two things about that number which are more important than its magnitude. One is that by 
comparing the results from 2005 with results from trips to the Windward Isles in different years, the team 
has shown that the size of the sink changes markedly over time, which is not what previous studies of 
sinks have assumed. The reason for the change is likely to be the climate itself, but that does not mean 
that the recent reduction is due to global warming. The climate in the North Atlantic shifts naturally over 
the decades, and it is probably in response to such shifts that the sink is currently changing, though the 
chain of cause and effect is obscure. 

The other important thing is that, despite being based on data from only half a dozen ships, the team 
argues that its figure is accurate to within 10%. In the world of carbon sinks, that is impressively precise. 
If the same techniques were applied across the world, the size of the oceanic carbon sink, and its variation 
year by year, would be known considerably better than the size of the land sink. Indeed, it could help 
narrow down the alarmingly wide range seen in the estimates of the net amount of carbon taken up by 
plants on land. The amount of CO2 emitted by industry is reasonably well known. So is the amount in the 
atmosphere. If the amount being taken up by the oceans were also known accurately, then the quantity 
sucked up by the land could be deduced. 

There is more to this than the satisfaction of good book-keeping. The possibility that the sinks are starting 
to fail is a real and worrying one. Corinne Le Quéré, like Dr Watson, works at the University of East Anglia 
(and, like him, is not affiliated with the university’s controversial Climate Research Unit, which recently 
had vast amounts of its e-mail published on the internet, and whose head, Phil Jones, has just stepped 
down temporarily while the matter is investigated). In 2007 she published a study arguing that the uptake 
of carbon in the Southern Ocean had levelled out.  

Again, climate was the reason, but this time suspicion fell on a human-induced change. One of the effects 
of ozone depletion is to strengthen the winds circling the south pole (see Southern bellwether), and global 
warming is expected to do something similar. The effect of these strengthened winds whipping across the 
sea surface is to bring deeper, more carbon-rich water up from below, thus reducing the surface layer’s 
capacity to absorb more CO2 from the air. 

 
Suffer the little children 

In November Dr Le Quéré and several colleagues from around the world published a paper in Nature 
Geoscience arguing that this and other climate effects might now be strong enough to slow down the sinks 
on a global scale, producing a positive feedback in which climate change reduces the Earth’s capacity to 
absorb extra CO2, thus leading to yet more climate change. The problem with being sure of this, though, 
is that the data on the land sink are not reliable. Strong responses to “normal” climate variability such as 
that related to the El Niño/La Niña events of the southern Pacific make the picture very muddled.  

Uncertainty about deforestation and subsequent regrowth of plants clouds this murky image still further. A 
study of the same problem by Wolfgang Knorr of Bristol University, published weeks earlier, in 
Geophysical Research Letters, used similar data to Dr Le Quéré’s, but some different assumptions, to 
conclude that the sinks were still sucking up more or less the same percentage of emissions that they had 
done throughout the 20th century. 
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Dr Knorr’s analysis is more sophisticated, says Chris Field, of Stanford University, who worked on an 
earlier study that suggested the sinks were slowing, and who is co-chair of the Intergovernmental Panel 
on Climate Change’s working group on impacts. To know what is really going on, though, requires better 
data. Time should help, but more concerted gathering of data is also needed. Analysis of changes in land 
use, using satellite data, could be improved. A worldwide shipboard system for monitoring ocean sinks, 
building on projects like that involving the Benguela Stream, would be a boon. But, as yet, there is no 
money promised for such a project. 

The study published this week was merely a pilot programme. And the possibility of a satellite system for 
monitoring fluxes of CO2, which is not a panacea but would certainly help, was set back by the loss of the 
Orbiting Carbon Observatory, a spacecraft built by NASA, America’s space agency, during its launch in 
February 2009. If delegates at Copenhagen, when not arguing over the hundreds of billions of dollars 
needed to avoid frightening levels of CO2 tomorrow, spared thought for the tens or at most hundreds of 
millions of dollars needed to work out where CO2 ends up today, it would be no bad thing. 
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More climate change  
 
Southern bellwether 
Dec 3rd 2009  
From The Economist print edition 

 
 
Ozone giveth. The greenhouse taketh away 

TO SEE the ironic complexities of climate change at their finest, look south. For the past 
few decades the hole in the ozone layer over Antarctica has been shifting the way in 
which winds move round the continent, driving them round the Southern Ocean ever 
faster. This has increased the continent’s isolation from warming in the climate 
elsewhere, allowing the bulk of it to stay quite cold (though the winds have helped warm 
the Antarctic Peninsula, which reaches north into the surrounding ocean).  

But this odd balancing of one human intervention by another cannot last. One of the 
main conclusions of a report issued this week by the Scientific Committee on Antarctic 
Research (SCAR), reviewing the possible impacts of climate change on the continent, was 
that this protection—which will fade as the ozone hole begins to heal—will, over the next 
century, be swamped by the warming of the continent itself by greenhouse gases.  

The most eye-catching of the report’s conclusions was that the sea-level rise over the century would be in 
the range of 0.5-1.4 metres. The Intergovernmental Panel on Climate Change puts the number at 18-
59cm. The discrepancy is due largely to the fact that the IPCC did not include changes to sea level caused 
by variations in the way that ice flows into the sea off Antarctica and Greenland. The reason for the 
omission is that such changes are not yet amenable to modelling. The SCAR report does not mark a step 
forward in that quantitative modelling. But according to John Turner of the British Antarctic Survey, the 
leader of the review, he and his colleagues wanted to communicate their belief that there were good 
qualitative reasons to think that ice would flow off the western Antarctic ice-sheet faster in the future than 
it has done in the past. This has already been seen on the peninsula.  

So, after vigorous debate, they used an estimate previously made by Stefan Rahmstorf of the Potsdam 
Institute for Climate Impact Research, which is based not on any effects peculiar to the Antarctic, but just 
on the way that sea level has varied with temperature over geological time. The range of values of the 
figure reflects the range of estimates for the amount of warming expected by 2100.  
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Efficient aviation  
 
V for victory 
Dec 3rd 2009 | PALO ALTO  
From The Economist print edition 

 
 
Copying birds may save aircraft fuel 

BOTH Boeing and Airbus have trumpeted the efficiency of their 
newest aircraft, the 787 and A350 respectively. Their clever designs 
and lightweight composites certainly make a difference. But a group 
of researchers at Stanford University, led by Ilan Kroo, has 
suggested that airlines could take a more naturalistic approach to 
cutting jet-fuel use, and it would not require them to buy new 
aircraft.  

The answer, says Dr Kroo, lies with birds. Since 1914, and a seminal 
paper by a German researcher called Carl Wieselsberger, scientists 
have known that birds flying in formation—a V-shape, echelon or 
otherwise—expend less energy. The air flowing over a bird’s wings 
curls upwards behind the wingtips, a phenomenon known as upwash. 
Other birds flying in the upwash experience reduced drag, and spend 
less energy propelling themselves. Peter Lissaman, an aeronautics 
expert who was formerly at Caltech and the University of Southern 
California, has suggested that a formation of 25 birds might enjoy a 
range increase of 71%. 

When applied to aircraft, the principles are not substantially different. Dr Kroo and his team modelled 
what would happen if three passenger jets departing from Los Angeles, San Francisco and Las Vegas were 
to rendezvous over Utah, assume an inverted V-formation, occasionally swap places so all could have a 
turn in the most favourable positions, and proceed to London. They found that the aircraft consumed as 
much as 15% less fuel (with a concomitant reduction in carbon-dioxide output). Nitrogen-oxide emissions 
during the cruising portions of the flight fell by around a quarter. 

There are, of course, kinks to be worked out. One consideration is safety, or at least the perception of it. 
Would passengers feel comfortable travelling in convoy? Dr Kroo points out that the aircraft could be 
separated by several nautical miles, and would not be in the unnervingly cosy groupings favoured by 
display teams like the Red Arrows. A passenger peering out of the window might not even see the other 
planes. Whether the separation distances involved would satisfy air-traffic-control regulations is another 
matter, although a working group at the International Civil Aviation Organisation has included the 
possibility of formation flying in a blueprint for new operational guidelines. 

It remains to be seen how weather conditions affect the air flows that make formation flight more 
efficient. In zones of increased turbulence, the planes’ wakes will decay more quickly and the effect will 
diminish. Dr Kroo says this is one of the areas his team will investigate further. It might also be hard for 
airlines to co-ordinate the departure times and destinations of passenger aircraft in a way that would allow 
them to gain from formation flight. Cargo aircraft, in contrast, might be easier to reschedule, as might 
routine military flights. 

As it happens, America’s armed forces are on the case already. Earlier this year the country’s Defence 
Advanced Research Projects Agency announced plans to pay Boeing to investigate formation flight, though 
the programme has yet to begin. There are reports that some military aircraft flew in formation when they 
were low on fuel during the second world war, but Dr Lissaman says they are apocryphal. “My father was 
an RAF pilot and my cousin the skipper of a Lancaster lost over Berlin,” he adds. So he should know. 
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Electricity generation  
 
No pinch of salt 
Dec 3rd 2009  
From The Economist print edition 

 
 
The world’s first osmotic power station has just opened in Norway 

IT WAS one small movement for a royal finger—but it started a power station of a sort that has never 
been tried before. On November 24th, when Princess Mette-Marit of Norway pressed the red button, 
pumps started to hum, pressing freshwater from a river and saltwater from the nearby Skagerrak through 
an array of white steel cylinders. Then a turbine began to run inside a small, redbrick hall at Tofte, a few 
kilometres south-west of Oslo, and electric current emerged.  

The power in question was generated by osmosis. This is the tendency for water to pass through a 
membrane separating a weak solution from a strong one. This causes a build-up of pressure on one side 
of the membrane. 

The Tofte experimental power station exploits this pressure. According to Statkraft, the company that 
owns the station, the pressure generated by water passing across the membrane from the fresh stream to 
the salty one is equivalent to a head of 120 metres of water—a sizeable hydroelectric plant. The 
membrane that can withstand such force is made of polyester, polysulfone and polyamide and is held 
within the white steel cylinders. Some of the resulting pressure is used to keep the pumps running. The 
rest turns a turbine. 

Devising a suitable membrane—tough enough to withstand the pressure while remaining permeable to 
water but not to salt—is harder than it sounds. It took researchers at the GKSS Institute, near Hamburg, a 
decade to do it. At the moment the membranes at Tofte put out one watt per square metre. For the 
technology to be commercially viable, that would have to be increased to five. According to Anja Car, the 
project’s manager at GKSS, that will be possible in the laboratory but not, yet, in applications the size of a 
power station.  

Nevertheless Statkraft hopes to build a commercial osmotic plant by 2015, and to follow it with others. 
The firm thinks that up to 10% of Norway’s electricity could be generated this way. Nor is Statkraft alone 
in its line of thinking. Since 2001 a Dutch company called KEMA has been working on an osmotic power 
plant that uses a different approach, reverse electrodialysis. In this case it is not water that passes 
through the membrane, but the sodium and chloride ions of which salt is composed. 

This actually requires two different sorts of membrane, one for each ion, which make the process more 
complicated than Statkraft’s. Nevertheless Kees van den Ende, the reverse-electrodialysis project 
manager at KEMA, thinks his process has some advantages over the Norwegian way (which is known, 
technically, as pressure-retarded osmosis). For one thing, it operates at lower pressure. For another, the 
actual passage of the ions (which are electrically charged atoms) creates the current, so no turbine is 
required. The disadvantage is that reverse electrodialysis produces direct current, whereas the world runs 
mostly on alternating current. Transforming one into the other wastes energy. 

KEMA has two possible sites for its first electrodialysis plant. One is the Closure Dyke in the Netherlands 
and the other is between the Dead Sea and the Red Sea. Tofte is, at least, up and running—although it 
does, perhaps, need to become a little more powerful. At the moment the world’s first osmotic plant 
produces just enough power to make a cup of tea. 
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Books of the Year  
 
Page-turners 
Dec 3rd 2009  
From The Economist print edition 

 
 

 
The best books of 2009 covered the financial crisis, climate change and the war in Afghanistan, 
as well as justice, corruption, cooking and the power of literature 
 
Politics and current affairs 

The Crisis of Islamic Civilisation. By Ali A. Allawi. Yale University Press; 320 pages; $27.50 and £18.99 
A thoughtful and original anatomy of the decay of contemporary Islam that takes issue with both Islamism 
and secular modernity. An eloquent cri de coeur—and a call for spiritual renewal. 

The Idea of Justice. By Amartya Sen. Belknap Press; 496 pages; $29.95. Allen Lane; £25 
A commanding summation of the work of Amartya Sen, an Indian-born Nobel laureate, that focuses on 
economic reasoning and the elements and measurement of human well-being.  

The Silence and the Scorpion: The Coup Against Chávez and the Making of Modern Venezuela. 
By Brian A. Nelson. Nation Books; 384 pages; $26.95. Da Capo Press; £17.99 
A scrupulous account of one of the most important, yet most misunderstood, events in recent South 
American history. It should be read by all those who believe that Hugo Chávez is a worthy champion of 
democracy and the oppressed. 

It’s Our Turn to Eat: The Story of a Kenyan Whistleblower. By Michela Wrong. Harper; 368 pages; 
$25.99. Fourth Estate; £12.99 
A down-to-earth yet sophisticated exposé of how an entire country can be munched in the clammy claws 
of corruption and tribalism to ensure that those in power win the fattest share of the cake.  

The Accidental Guerrilla: Fighting Small Wars in the Midst of a Big One. By David Kilcullen. OUP; 
384 pages; $27.95. C. Hurst; £20 
General David Petraeus’s adviser on counter-insurgency advocates mixing military theory with a deep 
knowledge of culture and tradition among tribal peoples to try and win the “war on terror”.  

Desperate Glory: At War in Helmand with Britain’s 16 Air Assault Brigade. By Sam Kiley. 
Bloomsbury; 288 pages; £18.99 
The most vivid account yet of British soldiering in Afghanistan. 

 
Biography and memoirs 
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Louis D. Brandeis: A Life. By Melvin Urofsky. Pantheon; 976 pages; $40 
A remarkable man who increasingly found himself defending what he saw as the public interest against 
what were then known as “the interests”.  

Marx’s General: The Revolutionary Life of Friedrich Engels. By Tristram Hunt. Metropolitan Books; 
448 pages; $32. Allen Lane; £25 
An illuminating biography of the self-effacing friend who enabled Karl Marx’s most famous work, “Das 
Kapital”, to be written. 

The Life and Times of Raúl Prebisch, 1901-1986. By Edgar J. Dosman. McGill-Queen’s University 
Press; 599 pages; $49.95 and £33 
Best known for his ideas about trade, Raul Prebisch, an Argentine economist who was often talked about 
as “Latin America’s Keynes”, may be due for rehabilitation. An invaluable biography.  

Pops: A Life of Louis Armstrong. By Terry Teachout. Houghton Mifflin Harcourt; 496 pages; $30. J.R. 
Books; £20 
More than a trumpeter, the great Satchmo was both pioneer and innovator, with a voice and style that set 
their stamp on the development of jazz.  

The Secret Lives of Somerset Maugham. By Selina Hastings. John Murray; 624 pages; £25.  
To be published in America by Random House in May 2010 William Somerset Maugham was an unhappy 
man and is today a derided figure—unfashionable, unpopular and widely regarded as unpleasant. But he is 
still one of the finest short-story stylists Britain has ever produced. 

Constable in Love: Love, Landscape, Money and the Making of a Great Painter. By Martin Gayford. 
Fig Tree; 384 pages; £20 
How John Constable, disapproved of by his wife’s relatives, his own family and his painting peers, was 
buoyed by the support of his wife, Maria Bicknell, and triumphed in the end.  

William Golding: The Man Who Wrote Lord of the Flies. By John 
Carey. Faber and Faber; 592 pages; £25. To be published in America by 
Free Press in June 2010 
The first authorised biography, by a former professor of English at Oxford 
University and a well-known reviewer, confirms William Golding as a writer 
deserving far wider recognition. 

The Ballad of Dorothy Wordsworth: A Life. By Frances Wilson. Farrar, 
Straus and Giroux; 336 pages; $30. Faber and Faber; £18.99 
William Wordsworth’s sister, Dorothy, is usually thought of as sentimental 
and stodgy, a lover of daffodils and the healthy outdoors, but ultimately 
rather dull. Frances Wilson shows just how wrong this view is. 

Direct Red: A Surgeon’s Story. By Gabriel Weston. Harper; 205 pages; 
$22.99. Jonathan Cape; £16.99 
Surgery stimulates the senses, both physical and metaphysical. It is rare 
for a doctor to be able to communicate this experience in writing—and to 
do it so well. 

 
History 

The Storm of War: A New History of the Second World War. By 
Andrew Roberts. Allen Lane; 768 pages; £25. To be published in America 
in 2011 
A British historian argues that Hitler lost the war for the same reason that he unleashed it—because he 
was a Nazi. A highly readable addition to the history of the second world war. 

Russia Against Napoleon: The Battle for Europe, 1807 to 1814. By Dominic Lieven. Allen Lane; 672 
pages; £30. To be published in America by Viking in April 2010 
Mr Lieven’s work will transform your view of 1812, especially if you have been relying on “War and Peace”. 
A landmark book, elegantly written.  

The Arabs: A History. By Eugene Rogan. Basic; 553 pages; $35. Allen Lane; £25  

Illustration by Daniel Pudles
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Inspired by the work of Albert Hourani, this is a traditional history that focuses on the interplay of powers 
and the march of events to set the Arab story in a modern context. 

The British Industrial Revolution in Global Perspective. By Robert C. Allen. Cambridge University 
Press; 334 pages; $27.99 and £16.99 
A fine analysis of why Britain became the first industrial country, by an American professor of economic 
history at Oxford University.  

1688: The First Modern Revolution. By Steve Pincus. Yale University Press; 664 pages; $40 and £28 
How the glorious revolution that overthrew the English king, James II, and replaced him on the throne 
with the Dutch Stadtholder, William of Orange, was every bit as radical as the revolutions of 1789 in 
France and 1917 in Russia. 

 
Economics and business 

Too Big to Fail: The Inside Story of How Wall Street and Washington Fought to Save the 
Financial Systems—and Themselves. By Andrew Ross Sorkin. Viking; 624 pages; $32.95. Allen Lane; 
£14.99 
A riveting fly-on-the-wall account of the collapse of Lehman Brothers and what came afterwards.  

Lords of Finance: The Bankers Who Broke the World. By Liaquat Ahamed. Penguin Press; 564 
pages; $32.95. Heinemann; £20 
A history of the generation that invented the modern central banker. Winner of this year’s Financial 
Times/Goldman Sachs business book of the year award. 

How Markets Fail: The Logic of Economic Calamities. By John Cassidy. Farrar, Straus and Giroux; 
416 pages; $28. Allen Lane; £25 
A sharp look at the roots of the financial crisis that turns into an excellent history of economic thought, by 
a British writer at the New Yorker. 

Poorly Made in China: An Insider’s Account of the Tactics Behind China’s Production Game. By 
Paul Midler. Wiley; 256 pages; $24.95 and £16.99 
A useful analysis by a consultant who advises Western companies on what to do about China’s 
manufacturing problems. Many laboratories protect their reputation by hiding, rather than revealing, what 
they test and whistle-blowing is punished rather than rewarded.  

 
Science and technology 

Why We Disagree About Climate Change: Understanding Controversy, Inaction and 
Opportunity. By Mike Hulme. Cambridge University Press; 432 pages; $28.99 and £15.99 
How global warming has been transformed from a physical phenomenon that is measurable and 
observable by scientists into a social, cultural and political one, by a professor of climate change at the 
(now controversial) University of East Anglia. In the crowded and noisy world of climate-change 
publications, this book will stand out. 

Remarkable Creatures: Epic Adventures in the Search for the Origin of Species. By Sean B. 
Carroll. Houghton Mifflin Harcourt; 352 pages; $26. Quercus; £16.99 
A professor of molecular biology and genetics at the University of Wisconsin brings to life two centuries of 
expeditions and discoveries that inspired and expanded one of the greatest ideas of modern science: 
evolution. 

The Strangest Man: The Hidden Life of Paul Dirac, Mystic of the Atom. By Graham Farmelo. Basic; 
560 pages; $29.95. Faber and Faber; £22.50 
Paul Dirac’s equations predicted the existence of antimatter. His insights were so astonishing and so 
counter-intuitive that it is hard to imagine anyone else devising them. This excellent biographer 
demonstrates how he was probably the best British theoretical physicist since Isaac Newton. 

Catching Fire: How Cooking Made Us Human. By Richard Wrangham. Basic; 320 pages; $26.95. 
Profile; £15 
A startling and persuasive analysis of the evolutionary role of cookery, arguing that you really are what 
you eat. 
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Culture and society 

A Jury of Her Peers: American Women Writers from Anne Bradstreet to Annie Proulx. By Elaine 
Showalter. Knopf; 608 pages; $30. Virago; £22.50 
A former professor of English at Princeton University blends academic respect and robust judgment with 
humour and a common touch to create a vibrant survey of women’s writing in America, from the Pilgrim 
Fathers to the present.  

When Brute Force Fails: How to Have Less Crime and Less Punishment. By Mark Kleiman. 
Princeton University Press; 256 pages; $29.95 and £20.95  
America has one prisoner for every hundred adults—a rate unprecedented in American history and 
unmatched anywhere in the world. Brute-force crime control has been a costly mistake, both socially and 
financially. Mr Kleiman shows how smarter enforcement strategies are more successful and make existing 
budgets go further. An important book that deserves a wider readership. 

My Paper Chase: True Stories of Vanished Times. By Harold Evans. Little, Brown; 592 pages; $27.99 
and £25 
A giant of British journalism, now living in America, recalls a time when journalism was in the ascendant 
and readers were happy to pay for independent reporting. That is not so true now. 

The Letters of Samuel Beckett, 1929-1940. Cambridge University Press; 882 pages; $50 and £30 
Compulsively readable, these letters from Samuel Beckett’s most prolific decade show up all the Irish 
master’s literary virtuosity and playfulness. 

Outside of a Dog: A Bibliomemoir. By Rick Gekoski. Constable; 278 pages; £14.99 
How a lifetime of reading turned R.A. Gekoski (DPhil), a miserable academic teaching English literature at 
a provincial British university, into Rick Gekoski, a roly-poly book dealer with a passion for Groucho Marx’s 
motto: “Outside of a dog, a book is a man’s best friend. Inside of a dog, it’s too dark to read”. 

 
Fiction 

Wolf Hall. By Hilary Mantel. Henry Holt; 531 pages; $27. Fourth Estate; £18.99 
With a 21st-century sense of evil mixed with irony, Ms Mantel takes us right back into the 16th-century 
mind. A deserved winner of the Man Booker prize. 

American Rust. By Philipp Meyer. Spiegel & Grau; 384 pages; $24.95. Simon & Schuster; £12.99 Set in 
America’s crumbling industrial heartland, Mr Meyer’s first novel is a paean to the end of empire—a book 
that is as painful as it is enjoyable. 

Ultimatum. By Matthew Glass. Grove Atlantic; 400 pages; $24. Atlantic Books; £9.99  
Politics meets the rising tide of climate change. Copenhagen’s hotels should put a copy in every room.  

Too Much Happiness. By Alice Munro. Knopf; 320 pages; $25.95. Chatto 
& Windaus; £17.99 
The Canadian winner of the 2009 Man Booker International prize is as dark 
and funny as she was when she started writing short stories nearly 60 
years ago.  

Love and Summer. By William Trevor. Viking; 224 pages; $25.95 and 
£18.99 
An elegant collection that shows how beautifully and humanely this 81-
year-old Irish craftsman still can write. 

The Glass Room. By Simon Mawer. Other Press; 416 pages; $14.95. 
Little, Brown; £16.99 
The story of a room with a world-historical view, by a novelist who has an 
inquisitive, and quite un-English, interest in history and science. 

Jeff in Venice, Death in Varanasi. By Geoff Dyer. Pantheon; 304 pages; 
$24. Canongate; £12.99 
Mr Dyer is one of the most interesting young English writers. Every Dyer 
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novel seems to end in a moment of ecstatic transformation. This time, 
though, there is darkness visible. His fourth novel, this is by far his best. 

Your Face Tomorrow: Poison, Shadow and Farewell. By Javier Marías. 
Translated by Margaret Jull Costa. New Directions; 480 pages; $24.95. 
Chatto & Windus; £18.99 
Mr Marías has seized the spy thriller and turned it into a novel of ideas. 

In Other Rooms, Other Wonders. By Daniyal Mueenuddin. Norton; 249 
pages; $23.95. Bloomsbury; £14.99 
A remarkable debut by a Punjabi writer who has gained plaudits from 
Mohsin Hamid and Salman Rushdie. A small book that reveals, in every 
detail, the extent to which life in Pakistan is dictated as much by whom you 
know as what you do. 

The Winter Vault. By Anne Michaels. Knopf; 352 pages; $25. 
Bloomsbury; £16.99 
Set against the building of the Aswan dam, this is a novel of violence, 
death and bereavement, and about survivors who are also mourners, by 
the author of “Fugitive Pieces”. 
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What we wrote 
Dec 3rd 2009  
From The Economist print edition 

 
 
When we weren’t in the office 

Our policy is not to review books written by our staff or regular freelance contributors because readers 
might doubt the independence of such reviews. Some readers, however, have asked what books our 
journalists have produced. So here is a list of those published in 2009. 

Norman Parkinson: A Very British Glamour. By Louise Baring. Rizzoli; 224 pages;$65 and £40  
An illustrated biography of an early fashion photographer and 1960s icon who rejected the stuffy 
pretensions of the studio in favour of original and amusing outside locations, by our writer on 
photography. 

Into the Heart of the Mafia: A Journey Through the Italian South. By David Lane. Profile; 288 
pages; £15  
The Mafia is of service everywhere, it seems, even to Silvio Berlusconi. A lesson in how Italy really works, 
by a longstanding Rome-based contributor to The Economist. 

The Believers: How America Fell for Bernard Madoff’s $65 billion Investment Scam. By Adam 
LeBor. Weidenfeld & Nicolson; 304 pages; £18.99. To be published in America by Orion in January 2010  
An analysis of how Bernard Madoff developed a sophisticated network of contacts across Jewish charities, 
universities, synagogues and country clubs and stole their money, by a longtime reviewer. 

God is Back: How the Global Rise of Faith is Changing the World. By John Micklethwait and Adrian 
Wooldridge. Penguin Press; 416 pages; $27.95. Allen Lane; £25  
The growing appeal of religion in the modern world, by our editor-in-chief and our former Washington 
correspondent, now our Schumpeter columnist.  

Seven Days in the Art World. By Sarah Thornton. Norton; 287 pages; $15.95. Granta; £8.99  
How artists become collectable and who rules the art world, by our chief writer on contemporary art. 

An Edible History of Humanity. By Tom Standage. Walker; 288 pages; $26. Atlantic; £19.99  
How food has acted as a catalyst of social transformation, political organisation, competition, 
development, military conflict and economic expansion, by our business affairs editor.  
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Samak Sundaravej 
Dec 3rd 2009  
From The Economist print edition 

 
 
Samak Sundaravej, celebrity chef and prime minister of Thailand, died on November 24th, aged 
74 
 

 
THAILAND’S recent political history has been, to put it mildly, volatile. In 1997 a democratic constitution 
supposedly ended several decades of flirting with generals. Four years later Thaksin Shinawatra, a corrupt 
but competent telecoms tycoon, was elected. In 2006 he was forced out in a bloodless army coup, and 
skipped the country. The next year a new election brought in the burly, boisterous figure of Samak 
Sundaravej.  

Mr Samak, once Mr Thaksin’s sworn enemy, was now an opportunistic proxy for him. A cartoon of the time 
showed him as a fat puppet dragon—or possibly a cat, since he was a famous felinophile—with Mr Thaksin 
pulling the strings. But the thing to notice was the dragon’s long forked tongue. A dangerous beast, this.  

Mr Samak’s tongue got him into constant trouble. He loved to rage from the hard-right lane of Thai 
politics, where authoritarian rule was best and communists were devils. On his Saturday evening talk 
show, and everywhere else, he said what he thought abrasively, defiantly, sometimes obscenely. “You hit 
me, I hit back,” he told the press. “There is no written document that says...that the prime minister 
should be a good guy, should talk soft.” 

His tongue roared; and it also sipped and sampled. For seven years, cheerfully overflowing his ample 
apron, he hosted a TV cookery show called Chim Pai Bon Pai, “Tasting and Ranting”. He did plenty of both. 
His most famous recipe, “Pork Legs in Coca-Cola”, began with the straightforward instruction: “Place five 
pig legs in a large pot. Pour over four bottles of Coca-Cola.” His all-purpose paste, “Thai MSG” as he called 
it, ground from coriander seed, white pepper, garlic and fish sauce, gave a mule-kick to any soup. And he 
became prime minister, for eight eventful months in 2008, less for his political competence than because 
he could cook a mean salmon tom kha, spiced up with galangal and lemongrass.  

He had won 233 seats, enough to govern in coalition, but life was always going to be difficult. The anti-
Thaksin crowd, mobilised as the People’s Alliance for Democracy (PAD) was hostile. At least by Thai 
standards Mr Samak seemed fairly clean himself, except insofar as he put Mr Thaksin’s friends and their 
relations into his cabinet. And as a TV chef he made a more convincing populist, offering not only cheap 
health care and low-cost loans for the poor, as Mr Thaksin had, but also a nourishing recipe for chicken-
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bone soup.  

Before he became prime minister, acquiring a white bemedalled uniform that made his girth even more 
impressive, Mr Samak’s main claim to fame was his stint as governor of Bangkok. After 21 years as a local 
MP from his own Thai Citizens party, he was a well-known face around the city. No Sunday morning 
market was complete without Mr Samak cruising the fish and vegetable stalls, finger ready to prod and 
lick or to wag as he berated someone. (In childhood, he had toured the market with the family cook; 
despite his boorishness, his background was aristocratic, and his father an officer at court.) When he ran 
for governor in 2000 he won 1m votes, the highest total ever. That made a useful number to spit in critics’ 
eyes.  

 
Cooking for the troops 

He spent four years as governor doing nothing much for Bangkok, though he insisted this was not his 
fault. Since all the city’s funding came from central government, he was left to cope with traffic and 
rubbish. When the streets flooded, he was blamed for not helping to push cars. He railed that this was not 
his job. In any case, politics was a bore, he once confided, compared with cooking.  

Some Thais called him “Uncle”, and so he seemed with wok in hand or a cat in his arms. But his tongue 
had got him into darker trouble. He was not just an ardent monarchist—more or less required in 
Thailand—but also a flagwaver for army rule and a minister in right-wing regimes. When pro-democracy 
demonstrations broke out after a coup in 1976, Mr Samak, in full spate on an army radio station, called 
the protesters communists and whipped up mobs to besiege Thammasat University, the centre of unrest. 
Forty-six people were lynched or burned alive (“I deny the whole thing,” said Mr Samak). Thousands were 
arrested when, shortly afterwards, he became interior minister.  

In 1992, as deputy prime minister, he denounced another mass protest against General Suchinda, who 
had come to power in yet another coup. These were “troublemakers”, and the government had every right 
to use force. Several dozen were killed. In August 2008, when the yellow-shirted hordes of PAD tormented 
him, he tried to get the army on his side by cooking a vast chicken curry (see above) for troops on the 
Cambodian border. But the soldiers declined to intervene to save him.  

He was forced from power last September, by a court judgment, on the constitutional technicality that he 
had continued to host his cookery programme. Mr Samak hit back, of course, especially pointing out that 
he had been paid a mere 80,000 baht ($2,400) for doing four shows. His protests were dismissed. Much of 
his career had been built on hell-raising, wounding remarks. But he was deposed for saying “Add coconut 
milk,” and “Simmer for at least three hours.” 
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Overview 
Dec 3rd 2009  
From The Economist print edition 

 
 
American manufacturing continued to grow in November, albeit at a slower pace than in October, 
according to a purchasing managers’ index which fell from 55.7 to 53.6. A similar index for the euro area 
rose from 50.7 in October to 51.2 in November. Values above 50 indicate expansion. 

Canada’s GDP grew by 0.1% in the three months to September. This was the first quarter of economic 
expansion since the third quarter of 2008. 

The unemployment rate in the euro area, where an estimated 15.6m people are now out of work, 
remained unchanged at 9.8% in October. Germany’s jobless rate fell by 0.1 percentage points to 8.1% in 
October. 

Industrial producer prices in the euro area rose by 0.2% in October, but remained 6.7% lower than a 
year earlier. 

India’s economy grew by 7.9% in the year to the third quarter, driven by rapid growth in services and 
9.2% annual growth in the output of its manufacturing industries. Agricultural production rose by a 
sluggish 0.9%. Exports were 6.6% lower in October than a year earlier, and imports fell by 15%. 

Industrial production in Brazil increased by 2.2% in October, but was still 3.2% lower than a year earlier. 

Australia’s central bank raised its benchmark interest rate for the third time in as many months, by 0.25 
percentage points to 3.75%. 
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Trade, exchange rates, budget balances and interest rates 
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Central-bank staff 
Dec 3rd 2009  
From The Economist print edition 

 
 

 
America’s Federal Reserve may be the most important central bank in the world, but it has a smaller staff 
than the Reserve Bank of India and employs less than half as many people as the European Central Bank. 
The euro area has so many central bankers per head because many euro-zone countries have not shrunk 
their national central banks, even though they no longer have an independent monetary policy. With 
71,200 employees, the Bank of Russia has the most employees of any central bank in the world, and the 
number of central bankers per head in Russia is the largest of any big economy. China has only 0.19 
central bankers per 100,000 people. Even Somalia (not shown) has more central bankers per head than 
China does.  
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