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Politics this week 
Oct 15th 2009  
From The Economist print edition 

 
 
At least 52 people were killed in a suicide-bombing in a busy market in 
Peshawar, in Pakistan’s North-West Frontier Province. It was one of several 
attacks in different parts of Pakistan, including one in which 23 people died at 
the army’s headquarters in Rawalpindi, and a series of co-ordinated attacks on 
police buildings in Lahore and Kohat. The bloodshed was linked to a planned 
offensive by the army against Islamist militants in the tribal area of South 
Waziristan. See article 

Pakistan’s army complained about the terms of a bill going through America’s 
Congress, tripling non-military aid to Pakistan to $7.5 billion over five years. It 
requires the secretary of state to certify that Pakistan is dismantling nuclear-
proliferation networks and not supporting militant groups. 

Afghanistan’s president, Hamid Karzai, cast doubt on the impartiality of a commission investigating 
fraud in the presidential election held on August 20th, after one of its Afghan members resigned alleging 
foreign “interference” in its work. Mr Karzai won the preliminary tally with 55% of votes, but the 
commission’s findings could force a second-round run-off. See article 

China and Russia signed trade agreements worth $3.5 billion during a visit to Beijing by Vladimir Putin, 
Russia’s prime minister.  

China and India exchanged criticism over a visit to Arunachal Pradesh by Manmohan Singh, India’s prime 
minister. China, which claims sovereignty over most of the state, accused Mr Singh of ignoring its 
concerns. India described these remarks as unhelpful. 

Japan announced that it will stop refuelling ships in the Indian Ocean for the NATO-led coalition in 
Afghanistan when its current legal mandate expires in January. The government said it was looking for 
other ways to support the NATO campaign. 

 
Sticks and stones 

Authorities in Iran said they would investigate claims by Mehdi Karroubi, a former speaker of parliament 
who was a candidate in the disputed presidential election in June, that security forces had raped and 
tortured protesting demonstrators. The implication was that Mr Karroubi could be punished if, as seems 
likely, his claims are dismissed.  

Three bombs went off in Ramadi, the capital of Iraq’s western Anbar province, killing at least 23 people, 
including tribal leaders, Iraqi army officers and members of Sunni groups known as Awakening Councils, 
which are opposed to the insurgents. Many victims were attending a meeting to promote reconciliation. 
The government blamed the Iraqi branch of al-Qaeda. 

Two suspected al-Qaeda men were killed in a shoot-out in Saudi Arabia. The pair, dressed as women and 
wearing explosive vests, were shot after firing on security forces near the border with Yemen.  

A fortnight after soldiers loyal to Guinea’s military ruler killed more than 150 protesters calling for civilian 
rule, a Guinean minister said that China had agreed to a deal worth $7 billion to exploit the country’s 
minerals. See article 

 
Slowly, slowly 

Barack Obama moved a step closer to getting a health-care bill passed by Congress. The Senate Finance 
Committee, probably the most significant of the five committees working on the bill, approved its version 
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by 14 votes to nine. One Republican senator, Olympia Snowe of Maine, voted with the Democrats. See 
article 

The prospects for progress on a climate-change bill also brightened a little, with news that an influential 
Republican senator, Lindsey Graham of South Carolina, might be willing to help forge a bipartisan deal. 
See article 

Hillary Clinton, who lost the Democratic nomination to Barack Obama last year and is now America’s 
secretary of state, said that she has “absolutely no interest” in running for president again. 

 
Rude awakening 

Mexico’s president, Felipe Calderón, sent police to shut down Luz y Fuerza del 
Centro, a state-owned electricity firm where featherbedding and inefficiencies 
cost the government $3 billion a year. The electricians’ union protested. See 
article 

Argentina’s government enacted a controversial broadcasting law that will 
increase government control over the broadcast media and will oblige Grupo 
Clarín, the biggest media group, to sell off radio stations and television channels 
within a year.  

In Honduras talks to try to end the country’s political conflict continued between 
representatives of Manuel Zelaya, the ousted president, and the de facto government of Roberto 
Micheletti. 

Cuba’s government denied Yoani Sánchez, a blogger, an exit visa for her to travel to New York to receive 
a prize from Columbia University’s graduate school of journalism.  

Venezuela’s president, Hugo Chávez, nationalised a Hilton hotel on the island of Margarita. The Caracas 
Hilton was nationalised in 2007. 

 
The long haul 

After a century of hostility, Turkey and Armenia promised to establish 
diplomatic relations and reopen the border between them. But the deal must be 
approved by both parliaments, and nationalists in both countries object to some 
of its provisions. Turkey and Syria also agreed to remove visa restrictions for 
travel across their shared border and announced joint military exercises, a few 
days after Turkey cancelled an air exercise with Israel.  

In Russia, to no one’s surprise, the ruling United Russia party won nationwide 
votes to local and municipal councils by a landslide. More surprisingly, opposition 
politicians walked out of parliament, complaining of vote-rigging, and threatened 
to demonstrate in protest. See article 

Jean Sarkozy, the 23-year-old son of the French president, became a candidate to chair the 
development corporation of La Défense, a financial centre near Paris that aims to challenge the City of 
London. Accusations of nepotism put pressure on the government, already suffering from a cabinet 
minister’s confession that he took part in sex tourism. See article 

Romania’s government collapsed after a vote of no confidence in parliament. The vote was connected to 
political in-fighting before presidential elections due next month and may jeopardise the cash-strapped 
country’s relations with the IMF. See article 
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Business this week 
Oct 15th 2009  
From The Economist print edition 

 
 
JPMorgan Chase, America’s second-biggest bank, announced profits of $3.59 billion in the third quarter 
of this year, helped by earnings from its investment-banking activities. The bank has set aside $8.79 
billion to cover pay, bonuses and other benefits for its employees in the first nine months of this year. This 
is about 38% of its revenue over the three quarters. The bank set aside 52% of its revenues for this 
purpose during the same period last year. 

On October 13th AIG, an insurer, announced the sale of its Taiwanese life-insurance business to Hong 
Kong-based buyers for $2.15bn. But there was trouble over past bonus payments at the firm. A report 
from the head of America’s Troubled Asset Relief Programme (TARP) has condemned the American 
Treasury for failing to monitor bonuses paid by AIG before giving it $30 billion in bail-out funds in March. 
In March AIG executives promised to return $45m in bonuses. But less than half that amount has been 
repaid, according to the report.  

After months of stalling, Bank of America (BofA) agreed to hand over documents detailing legal advice it 
received during its purchase of Merrill Lynch in January. Andrew Cuomo, attorney-general of New York, 
is investigating whether BofA executives should face charges over their failure to disclose Merrill’s 
mounting losses to shareholders ahead of the purchase. 

As The Economist went to press, General Motors, Magna International and Sberbank were expected 
to sign binding agreements for the sale of Opel/Vauxhall. Separately, Magna secured British backing for 
the deal after giving assurances of continued vehicle production at Ellesmere Port and Luton. Final closure 
of the deal on November 30th is still conditional on EU approval. 

Helped by lower costs, Philips, a Dutch electronics company, announced a third-quarter net profit of 
€174m ($249m), three times the figure for the same period last year. 

Xstrata, a mining company, dropped a proposed $48 billion bid for Anglo American, a rival, five days 
before a deadline to make an offer was due to expire. 

 
A rising tide 

The Dow Jones Industrial Average, a widely followed price-weighted 
average of 30 shares of American industry leaders, crossed 10,000 for the 
first time in over a year on October 14th, ending the day at 10015.86. It 
was aided by better-than-expected profits at giants like JPMorgan Chase 
and Intel. But a dismal set of figures on retail sales, which fell by 1.5% in 
September, sent the dollar reeling to new lows. It ended October 14th 
at $0.671 to the euro, its lowest level since August 12th last year. 

 

Feeling chipper 

Intel, an American firm that is the world’s biggest chipmaker, reported profits of $1.9 billion for the third 
quarter. This was $2.3 billion more than the previous quarter, but still $158m lower than the third quarter 
of 2008. Revenues were $9.4 billion. Sales of microprocessors and chipsets did particularly well.  

McGraw-Hill, a publisher, has agreed to sell BusinessWeek, a magazine founded in 1929, to Bloomberg, a 
provider of financial data and news. The price, as yet undisclosed, is rumoured to be in the region of $5m, 
with $10m in liabilities attached. BusinessWeek is estimated to be losing around $40m a year.
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Jeffrey Peek, the chairman and chief executive officer of CIT Group, a struggling American commercial 
lender, announced that he would resign on December 31st this year. The 101-year-old company received 
bail-out funds under the American government’s TARP scheme, and is in the process of restructuring its 
liabilities to avoid bankruptcy. 

On October 13th America’s Supreme Court agreed to allow Jeffrey Skilling, the former chief executive of 
Enron, the disgraced energy company, to appeal against his conviction for his role in the company’s 
collapse. Mr Skilling is three years into a 24-year jail sentence. See article 

 
Code black 

Profits at Infosys, one of India’s largest outsourcing companies, rose by 15% to 19.4 billion rupees 
($403m), in the three months to the end of September, from 16.8 billion rupees for the corresponding 
period last year. 

Nokia, a Finnish mobile-phone company, posted a third-quarter loss of €426m on sales of €9.8 billion, 
which were nearly 20% lower than a year earlier, and 1% lower than in the previous three-month period.  

Bruce Wasserstein, the head of Lazard, an investment bank which he took public in 2005, died on 
October 15th. Mr Wasserstein brokered many big deals, like the merger between AOL and Time Warner, 
during a legendary Wall Street career. See article 
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KAL's cartoon 
Oct 15th 2009  
From The Economist print edition 
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The war in Afghanistan  
 
Obama's war 
Oct 15th 2009  
From The Economist print edition 

 
 
Why the Afghanistan war deserves more resources, commitment and political will 
 

 
EIGHT years after the deceptively swift toppling of the Taliban, the prospects for the NATO-led mission in 
Afghanistan seem worse than ever. Every Western casualty, every reinforcement and every pious political 
homily on the “justness” and “necessity” of the war seem only to leave the mission floundering deeper and
more hopelessly. Already battered by mounting casualties, Western support for the war has been further 
dented by an Afghan presidential election in August, wildly rigged in favour of the incumbent, Hamid 
Karzai. Against this gloomy backdrop, Barack Obama is faced with a request from the American and NATO 
commander in Afghanistan, General Stanley McChrystal, for large numbers of new troops (see article). 
The decision may define his presidency. Despite the difficulty—indeed, because of the difficulty—he should 
give the general what he needs. 

The alternative is not, as some opponents of an Afghan “surge” suggest, less intensive, more surgical 
“counter-terrorism”, relying on unmanned air raids and assassination. Mr Obama seems, rightly, to have 
ruled that out. General McChrystal, a special-forces veteran, is emphatic it would not work. On its own, it 
is more likely to kill civilians and create new enemies than to decapitate and disable al-Qaeda. A counter-
terrorist strategy is a euphemism for withdrawal—which is what plenty of Westerners think should happen.

 
Surge or surgical? 

If the West is wearying of its Afghan adventure, it is hardly surprising. The country’s unruly tribes and 
mountainous landscape make the place hard to pacify. Voters thousands of miles away struggle to 
remember why their soldiers are dying there. Reminders that they are depriving al-Qaeda of the base 
from which it plots the West’s destruction stretch credulity when the terrorists do just that from Pakistan’s 
tribal areas.  

Yet the arguments for staying remain strong. First, the West has a security interest in preventing the 
region from slipping into a maelstrom of conflict. Pakistan, with 170m people and nuclear weapons, is 
vulnerable to the Taliban’s potent mixture of ethnic-Pushtun nationalism and extremist Islam (see article). 
Anarchy in Afghanistan, or a Taliban restoration, would leave it prey to permanent cross-border instability. 
Second, defeat for the West in Afghanistan would embolden its opponents not just in Pakistan, but all 
around the world, leaving it open to more attacks. And, third, withdrawal would amount to a terrible 
betrayal of the Afghan people, some of whose troubles are the result of Western intervention.  

Millions of refugees have returned and millions of children have the chance to go to school. But the West 
has failed to protect civilian lives, to bring the development it promised, to wean the economy off its 
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poppy-addiction and to ensure fair elections—and failed even to agree about what it is trying to do in the 
country. The Western-dominated United Nations mission has fractured in a public row between its two 
senior officials. Locally, NATO forces have done fine and heroic work. But too often the best initiatives are 
dropped when the best commanders end their tours. The Afghan conflict, it is often said, has been not an 
eight-year war, but eight one-year wars. NATO comes off worse each time. And so to the fourth and most 
important reason for persisting in Afghanistan: the coalition can do much better.  

General McChrystal is an impressive soldier with a coherent plan. The West’s forces have got to know their 
enemies: not just the Taliban but also other terrorist networks and countless local warlords and thugs. 
The coalition’s leaders, at least, seem to have grasped that it must behave not as an occupying army but 
as a partner, whose aim is to build up the local forces that will ultimately ensure Afghanistan’s security. 
And soldiers and civilians are beginning to understand that development aid can benefit local people 
rather than foreign consultants and contractors.  

The coalition, however, lacks three essential components of a successful strategy. It needs a credible, 
legitimate government to work with, the resources to do the job and the belief that America’s president is 
behind this war. 

Many Afghans find it bizarre that the West should devote so much money to Mr Karzai, yet be unable to 
hold him to account over something so basic as stuffing ballot boxes on an industrial scale. For most, 
however, the local and provincial leaders matter more than the distant central government.  

That is where the constitution drawn up after the overthrow of the Taliban went wrong. It envisages a 
centralised state. Provincial governors, for example, are appointed by the president. This flawed 
framework needs to be replaced with one which reflects the reality of a diverse, decentralised country. 
Agreeing on a new constitution would also help shift the focus of political debate and get around the 
election debacle. 

 
If you’re going to do it, do it properly 

As for resources, it is worth remembering that in 2006, before the American surge, prospects in Iraq 
looked far bleaker than they do now in Afghanistan, even though the allies had many more foreign and 
local troops. General McChrystal is believed to have offered a range of proposals to increase the number 
of American forces—at present about 62,000 out of a total of some 100,000 foreign troops—by between 
10,000 and 60,000 troops. Mr Obama may be tempted to compromise—to show military resolve by 
acceding to the commander’s request, yet appease anti-war opinion by picking the lowest number. 

This would be a mistake. General McChrystal says that the core of his strategy is its first stage: to regain 
the initiative. To do that, a substantial surge is needed. Gordon Brown’s announcement of an extra 500 is 
a welcome gesture, but will make little difference. Mr Obama should send at least 40,000 more. 

Most of all, Mr Obama needs to fight this war with conviction. His wobbles over the last month have done 
more to comfort his enemies and worry his allies than any recent losses on the ground. Only if he 
persuades his troops, his countrymen and the Taliban that America is there for the long haul does he have 
a chance of turning this war around.  
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Computing  
 
Battle of the clouds 
Oct 15th 2009  
From The Economist print edition 

 
 
The fight to dominate cloud computing will increase competition and innovation 
 

 
THERE is nothing the computer industry likes better than a big new idea—followed by a big fight, as 
different firms compete to exploit it. “Cloud computing” is the latest example, and companies large and 
small are already joining the fray. The idea is that computing will increasingly be delivered as a service, 
over the internet, from vast warehouses of shared machines. Documents, e-mails and other data will be 
stored online, or “in the cloud”, making them accessible from any PC or mobile device. Many things work 
this way already, from e-mail and photo albums to calendars and shared documents. 

This represents a big shift. If you store more and more things online, and access more and more software 
through an ordinary web browser, it suddenly matters much less what sort of computer you have, and 
what kind of software it is running. This means Microsoft, which launches the newest version of its 
Windows operating system this month, could lose out—unless, that is, the software giant can encourage 
software developers and users to migrate to its new suite of cloud-based services. Its main rival is Google, 
which offers its own range of such services, and continues to launch new ones and interlink them more 
closely. Yahoo!, which is allied with Microsoft, and Apple also offer cloud services for consumers; 
specialists such as Salesforce and NetSuite do the same for companies. Amazon has pioneered the renting 
out of cloud-based computing capacity. Some firms will offer large, integrated suites of cloud-based 
services; others will specialise in particular areas, or provide the technical underpinnings necessary to 
build and run clouds. But battle has been joined (see article). 

 
Life among the clouds 

The new approach has great promise. It makes life easier for consumers (no need to install any software) 
and cheaper, too: many cloud services are free, supported by advertising or subsidised by a minority of 
users who pay for a premium service. Using a cloud-based e-mail service means you do not have to worry 
about losing all your e-mail if your laptop dies, and you can access your mail from any web browser. As 
cloud services expand, the same will be true for other documents and data. 

There are also benefits for companies. By switching to cloud-based e-mail, accounting and customer-
tracking systems, firms can reduce complexity and maintenance costs, because everything runs inside a 
web browser. Providers of cloud services, meanwhile, can benefit from economies of scale. Why should 
every company or university set up and maintain its own mail server, when Google or Microsoft can do it 
more efficiently? Companies are already happy to rely on utilities to provide electrical power, after all. 
Cloud computing will do the same for computing power.
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The ability to summon computing capacity from the cloud when needed will also give the software 
industry a shot in the arm. During the dotcom boom, the first thing a start-up had to do was raise the 
money to buy a room full of servers. If a website experienced a sudden surge in popularity, more servers 
were needed to meet demand. Today a capacity can be rented as needed, allowing cloud services to scale 
up smoothly. This lowers barriers to entry and promotes innovation and competition. It also presents an 
opportunity to Microsoft, Amazon and other companies that are hoping to create the cloud platforms on 
which other firms will offer services. 

To anyone familiar with the history of computing, there is an obvious concern: that one company will 
establish a dominant position and attract the attention of antitrust regulators. What IBM did in the 
mainframe era, and Microsoft did in the PC era, one of the new challengers may succeed in doing in the 
cloud.  

Regulators are already acting to head off incipient problems. They are signalling worries about, for 
instance, overlapping board members at Apple and Google, or the indefinite retention of search histories 
by search engines. So far none of these skirmishes has led to a big court battle—something technology 
firms, which are keenly aware of the industry’s history, are anxious to avoid. But there are three areas 
where users of cloud services should be vigilant, and providers must be responsive, or regulators may yet 
step in. 

 
A storm brewing? 

First is the familiar risk of technological lock-in, as rival companies promote their own, mutually 
incompatible, standards and formats, as they have done in the past. Moving data from one cloud-based 
storage system to another, for example, is not always easy. Buyers of cloud services must take account of 
the dangers of lock-in, and favour service providers who allow them to switch between services without 
too much hassle. 

Second, storing so much personal information, and using it to target advertising, has privacy implications. 
Consumers who are unwilling to pay for cloud-based services will have to put up with some advertising 
based on their online activities, since it pays the bills. Most users will be happy to trade some privacy for 
free services, but they should have control over their personal data, and be able to amend the profiles 
which service-providers compile and use to target advertising. 

Third, data stored in the cloud may not be safe. This month tens of thousands of people with Sidekick 
smart-phones, for example, lost their address books, calendars, photo albums and other personal data, all 
of which were being stored in the cloud by Danger, an aptly named subsidiary of Microsoft. But a disaster 
on this scale is unusual: occasional outages are more common. Ensuring that cloud-based systems 
become more reliable is in the best interests of the firms that provide them, if they want to attract and 
retain customers. 

Prodded by users and regulators, providers of cloud services are gradually moving towards new standards 
and greater transparency and reliability. If they do not move fast enough, regulators may yet have to 
intervene more forcefully. But cloud computing’s advantages already outweigh its drawbacks for many 
consumers and business users. In contrast with previous computer-industry battles, a single victor seems 
unlikely this time around. May the best clouds win.  
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Sri Lanka's interned Tamils  
 
Winners and losers 
Oct 15th 2009  
From The Economist print edition 

 
 
The government’s treatment of those displaced by the war is both wrong and politically short-
sighted 
 

 
THE victory in May of Sri Lanka’s army over the rebel Liberation Tigers of Tamil Eelam should have been a 
cause for almost universal celebration. The Tigers, seeking to monopolise the politics of the country’s 
Tamil minority, were pioneers in suicide-bombing and leaders in child-conscription. They were as brutal 
towards Tamils as towards the Sinhalese majority. Many foreign countries banned them as terrorists. After 
26 years of warfare, no one begrudged Sri Lanka its hopes of peace. Yet the government, its reputation 
already tarnished by the manner of its final victory, risks squandering the richest prize that victory offers: 
the chance for national reconciliation. 

The biggest obstacle to that reconciliation has become the fate of some 250,000 Tamils displaced by the 
war and now herded into camps. Their conditions are abject: crowded, short of drinking water and with 
poor sanitation. Many have been displaced several times and have lost everything. Tempers are running 
short and confrontations with guards more frequent. Aid agencies have only limited access, and the press 
next to none. There are fears of worse hardship to come, and especially of the spread of disease. The 
imminent monsoon may turn a grim ordeal into a disaster. Rain in August caused flooding, washing away 
tents, preventing food deliveries and flushing raw sewage around some camps. The government is 
preparing for the monsoon, digging ditches and improving latrines. But already this week, a pre-monsoon 
downpour leaked into hundreds of shelters. 

The government blames the UN and aid groups for shoddy camp-building. They retort that these were 
only ever meant as temporary shelter for people on their way home or elsewhere. In practice, as a report 
for the European Union (EU) noted, the camps now provide the setting for “a novel form of 
unacknowledged detention”. Two plausible-sounding reasons for their internment—weeding out Tiger 
remnants and demining their home villages—have worn thinner as the months have dragged on, and the 
monsoon provided a climatic deadline. 

The government claims to be emptying the camps as fast as it can. But with so much going its way, it 
seems to feel little pressure to deal with this difficult issue. It has just triumphed in provincial elections in 
the south—its eighth such victory. This has encouraged the president, Mahinda Rajapaksa, to bring 
forward presidential elections, due in late 2011, to early next year. The economy, too, is enjoying a peace 
dividend, with the stockmarket more than double its value at the beginning of the year, and interest 
among foreign investors strong enough for the central bank this week to launch a $500m bond issue. 
Tourist arrivals are picking up. 
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Still in the Tigers’ cage 

The damage being done to Sri Lanka’s international image, however, may last longer. The Tamil diaspora 
will keep alive the calls for investigation of alleged war-crimes by both sides in the climactic campaign. 
And the EU has to decide whether to withdraw Sri Lanka’s special trade privileges on human-rights 
grounds. If, as seems likely, it does, the country’s garment exporters will suffer great damage, and 
employment will consequently be hit. 

But there is a far bigger danger, at home: that the end of the war fuels the ethnic resentments which 
caused it. Occasional gestures are made to reconciliation. More Tamil policemen are to be recruited. The 
president himself this week made a speech in Tamil. But in general, little has been done to make Tamils 
see the defeat of the Tigers as the liberation it should have been. Indeed, for those still stuck in the 
camps, the word rings painfully hollow. 
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American health care  
 
What a waste 
Oct 15th 2009  
From The Economist print edition 

 
 
Barack Obama’s reforms should avoid squandering a rare opportunity, but probably won’t 
 

 
LAST year, when he was still the head of the independent Congressional Budget Office, Peter Orszag used 
to warn bleakly that the rising costs of health care would, if not subjected to radical reform, one day 
bankrupt the government. Over the past few decades, these costs have risen at a consistent 2.5 
percentage points above the growth rate of the economy. Projected out to 2050, he reckoned, Medicare 
and Medicaid (the government schemes that insure the elderly and the poor) would together consume 
some 20% of America’s GDP, almost as much as the entire federal budget of today. 

Perhaps Mr Orszag, now the budget director in Barack Obama’s White House, is about to storm out of his 
grand new office. For the health bill that this week moved a big step closer to Mr Obama’s desk (see 
article) fails—not completely, but very largely—to address the government-exploding problem of cost 
inflation. Instead, its focus rests squarely on the long-cherished Democratic Party goal of making sure that 
virtually everyone in America has some form of health coverage; at the moment, over 46m people have 
none. Even on this score, the plan that finally emerged from the Senate Finance Committee on October 
13th looks incomplete (by 2019, 25m people are expected to remain uninsured), is likely to cost much 
more than has been claimed, and is paid for with hypothetical savings that are sure to be found wanting. 

Mr Obama and his team will naturally declare victory if any health bill at all makes it out of Congress, as it 
now looks rather more likely that one will. They have some grounds for doing so. Anything that mitigates 
the obscenity of so rich a country leaving so many people without coverage will be a change for the 
better. But the bill also looks likely to represent a terribly wasted opportunity. Perverse incentives 
constantly drive up the costs of American health care, and the legislation will do little to remove them. Mr 
Obama and his Democratic colleagues on Capitol Hill are in grave danger of throwing away a rare chance. 
Health-care entitlements are by far the biggest chunk of America’s out-of-control budget, and it will 
probably be another decade, perhaps two, before anyone again dares to tackle them. A president with a 
big personal mandate, solid majorities in both chambers of Congress and a silver tongue ought to have 
been much braver.  

 
Courage, Mr President 

That braver president could have demanded far more. The worst flaw in the Finance Committee’s bill is its 
failure to address the way that providers of health care are paid. Most payments to doctors and hospitals 
are made on a “fee-for-service” basis—which means that, unconstrained either by medical necessity or 
value for money, the industry’s revenues rise with every test it does, procedure it carries out and 
prescription it writes. Yes, the bill provides funds for research into electronic record-keeping, comparative 
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effectiveness research and other good things. But it should mandate these practices, not just encourage 
study of them. None of the five different bills that have been passed by various House and Senate 
committees and are now on the way to being melded into a single compromise version includes anything 
like the sort of root-and-branch overhaul that would see health care paid for by results. 

Nor do any of the bills do anything much to tackle the other big distortion in health-provision—tax 
exemption for employer-provided private health-insurance. By subsidising the health plans of those lucky 
enough to have them, this encourages over-consumption and amounts to a distorting taxpayer-funded 
subsidy for the well-off. The latest bill merely sets a very high cap (of $8,000 per person, or $21,000 for a 
family) on this exemption, and the House of Representatives will try to water down even this feeble effort 
at the behest of the unions whose members enjoy some of the most lavish policies. It may also dilute the 
administration’s only really good proposal, for a committee of experts empowered to order changes to the 
way Medicare payments are made. Finally, the bills make no attempt to address the matter of greedy 
lawyers forcing doctors to practise expensive “defensive medicine” for fear of being sued to kingdom 
come. 

What was produced this week was not the final outcome; the legislation will change as the work of 
reconciling the different versions of the bill continues. There is no shortage of good ideas that might yet 
find their way into the final one. Payments by the government could, for instance, be tied to best national 
practice, and Mr Obama has already said that he is open to the idea of medical tort reform. But time is 
running out.  
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Computing  
 
Battle of the clouds 
Oct 15th 2009  
From The Economist print edition 

 
 
The fight to dominate cloud computing will increase competition and innovation 
 

 
THERE is nothing the computer industry likes better than a big new idea—followed by a big fight, as 
different firms compete to exploit it. “Cloud computing” is the latest example, and companies large and 
small are already joining the fray. The idea is that computing will increasingly be delivered as a service, 
over the internet, from vast warehouses of shared machines. Documents, e-mails and other data will be 
stored online, or “in the cloud”, making them accessible from any PC or mobile device. Many things work 
this way already, from e-mail and photo albums to calendars and shared documents. 

This represents a big shift. If you store more and more things online, and access more and more software 
through an ordinary web browser, it suddenly matters much less what sort of computer you have, and 
what kind of software it is running. This means Microsoft, which launches the newest version of its 
Windows operating system this month, could lose out—unless, that is, the software giant can encourage 
software developers and users to migrate to its new suite of cloud-based services. Its main rival is Google, 
which offers its own range of such services, and continues to launch new ones and interlink them more 
closely. Yahoo!, which is allied with Microsoft, and Apple also offer cloud services for consumers; 
specialists such as Salesforce and NetSuite do the same for companies. Amazon has pioneered the renting 
out of cloud-based computing capacity. Some firms will offer large, integrated suites of cloud-based 
services; others will specialise in particular areas, or provide the technical underpinnings necessary to 
build and run clouds. But battle has been joined (see article). 

 
Life among the clouds 

The new approach has great promise. It makes life easier for consumers (no need to install any software) 
and cheaper, too: many cloud services are free, supported by advertising or subsidised by a minority of 
users who pay for a premium service. Using a cloud-based e-mail service means you do not have to worry 
about losing all your e-mail if your laptop dies, and you can access your mail from any web browser. As 
cloud services expand, the same will be true for other documents and data. 

There are also benefits for companies. By switching to cloud-based e-mail, accounting and customer-
tracking systems, firms can reduce complexity and maintenance costs, because everything runs inside a 
web browser. Providers of cloud services, meanwhile, can benefit from economies of scale. Why should 
every company or university set up and maintain its own mail server, when Google or Microsoft can do it 
more efficiently? Companies are already happy to rely on utilities to provide electrical power, after all. 
Cloud computing will do the same for computing power.
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The ability to summon computing capacity from the cloud when needed will also give the software 
industry a shot in the arm. During the dotcom boom, the first thing a start-up had to do was raise the 
money to buy a room full of servers. If a website experienced a sudden surge in popularity, more servers 
were needed to meet demand. Today a capacity can be rented as needed, allowing cloud services to scale 
up smoothly. This lowers barriers to entry and promotes innovation and competition. It also presents an 
opportunity to Microsoft, Amazon and other companies that are hoping to create the cloud platforms on 
which other firms will offer services. 

To anyone familiar with the history of computing, there is an obvious concern: that one company will 
establish a dominant position and attract the attention of antitrust regulators. What IBM did in the 
mainframe era, and Microsoft did in the PC era, one of the new challengers may succeed in doing in the 
cloud.  

Regulators are already acting to head off incipient problems. They are signalling worries about, for 
instance, overlapping board members at Apple and Google, or the indefinite retention of search histories 
by search engines. So far none of these skirmishes has led to a big court battle—something technology 
firms, which are keenly aware of the industry’s history, are anxious to avoid. But there are three areas 
where users of cloud services should be vigilant, and providers must be responsive, or regulators may yet 
step in. 

 
A storm brewing? 

First is the familiar risk of technological lock-in, as rival companies promote their own, mutually 
incompatible, standards and formats, as they have done in the past. Moving data from one cloud-based 
storage system to another, for example, is not always easy. Buyers of cloud services must take account of 
the dangers of lock-in, and favour service providers who allow them to switch between services without 
too much hassle. 

Second, storing so much personal information, and using it to target advertising, has privacy implications. 
Consumers who are unwilling to pay for cloud-based services will have to put up with some advertising 
based on their online activities, since it pays the bills. Most users will be happy to trade some privacy for 
free services, but they should have control over their personal data, and be able to amend the profiles 
which service-providers compile and use to target advertising. 

Third, data stored in the cloud may not be safe. This month tens of thousands of people with Sidekick 
smart-phones, for example, lost their address books, calendars, photo albums and other personal data, all 
of which were being stored in the cloud by Danger, an aptly named subsidiary of Microsoft. But a disaster 
on this scale is unusual: occasional outages are more common. Ensuring that cloud-based systems 
become more reliable is in the best interests of the firms that provide them, if they want to attract and 
retain customers. 

Prodded by users and regulators, providers of cloud services are gradually moving towards new standards 
and greater transparency and reliability. If they do not move fast enough, regulators may yet have to 
intervene more forcefully. But cloud computing’s advantages already outweigh its drawbacks for many 
consumers and business users. In contrast with previous computer-industry battles, a single victor seems 
unlikely this time around. May the best clouds win.  
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Climate change  
 
Bad policy will boil the planet 
Oct 15th 2009  
From The Economist print edition 

 
 
Lessons from Britain about how to cut carbon, and how not to 
 

 
AS THE December Copenhagen conference on climate change approaches, the world’s attention is focused 
on international negotiations. But they are not, ultimately, what will determine whether the planet boils or 
not. International agreements are helpful only in so far as they encourage individual countries to control 
their own emissions. What matters most is the domestic policies which those countries put in place, and 
their governments’ success in implementing them.  

That’s why the report by Britain’s Committee on Climate Change (CCC) is important. It shows how weak 
policy has been, and suggests ways of strengthening it (see article). Most of their ideas are good, and one 
of them is bad. 

 
Careful, it’s sensitive 

Britain’s headline figures are fairly impressive. Its greenhouse-gas emissions have fallen by 15% since 
1990—comfortably inside its target under the Kyoto protocol—compared with a 2% drop in the EU as a 
whole and a 14% rise in America. Most of the decline in Britain, however, is the result not of a big policy 
effort but of the “dash for gas”—the move away from coal-fired power stations that followed the end of 
coal mining. The decline has now almost stopped. Emissions are falling by less than a percentage point a 
year, and the government has admitted that it will fail to meet a self-imposed target of a 20% reduction 
in carbon-dioxide emissions on 1990 levels by next year, even though the recession has cut economic 
activity. Policy, in other words, is not driving emissions reductions.  

It was to change this that the government set up the CCC. Cutting carbon is politically sensitive because it 
involves pushing up energy prices. The CCC is independent enough to criticise the weakness of existing 
policy and come up with ideas for strengthening it.  

There are three sorts of policies in place now to help cut carbon emissions—carbon pricing, regulations to 
encourage efficient use of energy and subsidies for renewable energy. None of these is having much effect 
in Britain. The carbon price, set by the European Emissions-Trading Scheme (ETS), is too low to make a 
lot of difference—not just because economies have been in recession but also because governments have 
resisted the European Commission’s attempts to impose tighter emissions limits. Britain has become a 
little more energy efficient, year by year, but there’s plenty of scope to push that further. Attempts to 
encourage renewable energy have had so little effect that its contribution to Britain’s electricity supply 
increased from 1% in 1995 to only 1.3% in 2005. Among EU countries, only Luxembourg and Malta did 
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worse over the period. 

How to strengthen policy? The CCC has plenty of ideas. The best of them is to raise the carbon price. That 
is hard within an ETS controlled by the European Commission: the most Britain can do is argue against 
the countries (Italy and most of eastern Europe) that want looser emissions caps. But Britain could 
perfectly well introduce a carbon tax on top of the EU scheme, as France has done.  

Another good idea is for the government to audit the housing stock and tell householders how to cut their 
emissions and their bills. Buildings waste a huge amount of energy, and since the market does a bad job 
of making them more efficient, some government intervention may be necessary. The committee’s only 
really bad idea is feed-in tariffs—hefty subsidies to renewable energy—of a sort used in many European 
countries. They are less efficient than a carbon price and distort the market—witness Spain’s solar feed-in 
tariff, which caused a boom in the industry, followed by a bust this year. 

Governments regard subsidies as easier, politically, than taxing carbon. In the short term, they are right; 
but in the long term, bad policy will raise the costs of decarbonising the world economy, thus increasing 
the danger of a taxpayers’ revolt—which would be the biggest political difficulty of all. 
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On climate change, Singapore, financial markets, John Maynard 
Keynes, the atomic bomb, restructuring, Myanmar, alliteration 
Oct 15th 2009  
From The Economist print edition 

 
 
 
Preparing for Copenhagen  

SIR – There are indeed challenges in implementing an effective deforestation policy as part of a climate-
change deal, but there is little doubt that the REDD idea—reducing emissions from deforestation and 
degradation—can play a significant part (“Last gasp for the forest”, September 26th). A WWF-
commissioned survey of institutional-fund managers and investors, responsible for $7 trillion in combined 
assets, shows strong support for an expanded carbon-market mechanism based on compliance rather 
than voluntary codes of practice.  

But the survey also points to the need for a strong and legally binding deal at this December’s climate-
change summit in Copenhagen to provide a formal mechanism for such a market to work. Many fund 
managers said they were put off from investing in REDD because of uncertainty and a lack of political 
commitment. They also cited the need for more public funding, better monitoring and strong national 
legislation to encourage investment in REDD. 

James Leape 
Director general 
WWF International 
Gland, Switzerland 

* SIR – Your article fails to make five important points. First, tropical logging, no more than logging in 
temperate regions, does not necessarily cause deforestation. Conversion of land use from forest to 
agriculture and pasture is what causes deforestation. Second, if done correctly logging can increase a 
forest’s growth rate and economic value, thereby also increasing its rate of sequestion of atmospheric 
carbon and the opportunity cost of converting the land to another use. The value for conservation of a 
forest that is managed for wood products can surpass that of a forest where trees remain uncut. Third, 
when tropical woods are converted into high-quality products the carbon they contain will probably be 
sequestered for a long time, whereas the decay and death of large trees would result in the release of that 
carbon into the atmosphere and soil.  

Fourth, the saleable products of a managed forest can often pay for the preservation of the portions of a 
forest that are not suitable for production; no subsidies may be required to achieve long-term protection 
of large areas. Finally, the payments for not cutting trees are likely to last only as long as the source of 
funds continues and the land’s owners cannot receive more income from an alternative land use. Changes 
would mean the value of previous payments for keeping carbon sequestered would be lost. 

Bruce Kernan 
International Society of Tropical Foresters 
Quito, Ecuador 

 
Something to FEER  

SIR – Singapore typically plays with words in claiming it never banned the Far Eastern Economic Review 
(Letters, October 3rd). On December 26th 1987 its circulation, previously about 10,000 a week, was cut 
to 500 to be distributed as officials directed. The magazine declined to circulate on this basis. In an 
attempt to show it was not “banning” it, Singapore sponsored a sloppily printed, advertisement-free pirate 
version distributed selectively and very hard to find on newsstands. As in Maoist China and North Korea, a 
favoured few were always allowed to read it. 

Philip Bowring 
Former editor 
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Far Eastern Economic Review 
Hong Kong  

 
Bears are not kept in cages  

SIR – Taken literally, the headline to your leader on analysts who dare to express pessimistic views about 
financial markets is that they are in danger of starvation (“Please do feed the bears”, October 3rd). Such 
freethinkers are unwelcome in big financial institutions, you say, and are forced into the barren wastes of 
“academia, journalism and consultancy”. But of the prominent bears you highlight in your accompanying 
briefing (“The end is nigh (again)”), Albert Edwards and George Magnus have both worked for global 
investment banks for many years. David Rosenberg may have “escaped from the optimistic consensus at 
Wall Street” by leaving Merrill Lynch, but he is now employed by Gluskin Sheff, a large Canadian wealth-
management company. Another prominent bear, Stephen Roach, occupies a very senior management 
position at Morgan Stanley.  

Moreover, error and investment strategy are natural companions, but such errors are not treated 
symmetrically. If you are consistently wrong and pessimistic you are usually treated as a serious 
intellectual and, when one of your predictions is correct, as a true prophet. The consistent optimist, on the 
other hand, is dismissed as little more than a cheerleader and the periods, however lengthy, when he or 
she is right are shrugged off as luck. This asymmetry is unjustified. In the interests of balance I look 
forward to a leader titled “Please do feed the bulls”, though I am expecting a long wait. 

Jonathan Allum 
Japan strategist 
KBC Financial Products 
London  

 
Keynesian dilemmas 

* SIR – You reviewed three books on John Maynard Keynes and discussed the present prospects for 
recovery (“The Keynes comeback”, October 3rd). It is true that we are witnessing a rising stockmarket as 
the affluent buy up existing assets, and companies buy other companies or their own stock. But you did 
not deal with what any real Keynesian would see as the basic problem, namely inadequate aggregate 
demand. It is futile to hope that lower taxes or investment incentives will solve the problem. The real 
problem is the tendency for free-market capitalism, for all its advantages, to lead to increased income 
inequality, with the result that the masses are constrained in their spending.  

We need to reintroduce more progressivity into our tax and transfer systems, while still leaving incentives 
that require inequality in their rewards. We did a study years ago, when the marginal income-tax rate was 
much higher, and asked the affluent about their work hours, about how much an extra dollar earned 
would go in taxes, and whether that latter affected their work. Most reported long hours, and said taxes 
didn’t matter.  

Jim Morgan 
Emeritus professor of economics 
University of Michigan 
Ann Arbor, Michigan 

 
Debating the bomb  

SIR – Dorothee Heisenberg stated that “most unbiased scholars agree” that Werner Heisenberg, her 
grandfather, was not working on a bomb for the Nazis, “much as some people would like to believe he 
tried and failed” (Letters, September 26th). Indeed, there is a still-growing body of serious literature on 
the matter. Which of the numerous studies would count as unbiased in Ms Heisenberg’s judgment is 
probably not as important as the answer for the rest of us to the central question regarding the scientists’ 
real purpose.  

In his 1996 book, “Hitler’s Uranium Club”, Jeremy Bernstein reviewed the secret recordings of the nuclear 
scientists’ conversations while they were interned at Farm Hall in England from June 1945 until January 
1946. The transcripts, in addition to patent applications, letters, diaries, and Allied and Reich documents 
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that have been reassembled in the meantime, seem to allow only one conclusion: the German scientists 
had a merely superficial understanding of the technical requirements to build a bomb. They lacked 
organisational leadership, money, people, materiel and industrial infrastructure. 

But the scientists come across in the transcripts as presumptuous, still believing in German “natural” 
leadership, distressed about having been outclassed scientifically, and fearful of being outcast, politically 
and personally, in a defeated Germany for failing to deliver. Within hours of the Hiroshima bomb being 
dropped they created the myth, and propagated it for decades, that the scientists did not want the bomb 
at all. As Mr Bernstein observed, “morality had nothing to do with”. 

Joerg Baldauf 
Altendorf, Switzerland  

 
Lessons for Detroit  

SIR – I have always been struck by companies where managers “restructured endlessly yet failed to 
modernise” (“Dynasty and durability”, September 26th). It raises the question of what restructuring is 
actually for. Rather than commercial motives, as theory assumes, the best explanation for such behaviour 
I have come across is this: when your company is permanently reassembling, it is much harder for people 
to see how incompetent you really are. You can blame everything on the reorganisation. 

David Pugh 
Bergen, Norway  

 
Election briefing  

SIR – It is wrong to suggest that if Aung San Suu Kyi is freed from detention (a rather faint possibility) 
she will be able to contest next year’s election in Myanmar (“Re-engagement rings”, October 3rd). The 
junta’s constitution forbids her from running for office as she was married to a foreigner (a restriction 
aimed specifically at her), and the majority of her party are either in exile, in hiding or in prison. It is 
pointless to anticipate any meaningful “political debate and competition” to arise from the election.  

Paul Tighe 
Dublin  

 
A splendid splenetic speech  

SIR – Your obituary of William Safire (October 3rd) mentioned his fondness for alliteration, such as 
“nattering nabobs of negativism”, which he wrote for Spiro Agnew. The alliterative style is favoured by 
Republican wordsmiths, such as Safire but also Pat Buchanan and Victor Gold. All those men were 
disciples of Theodore Roosevelt McKeldin, a governor of Maryland who gave the nominating speech for 
Dwight Eisenhower at the 1952 Republican convention. 

He rose to that occasion, and then later, on the campaign trail, reached even greater oratorical heights 
with the statement, “the plundering potentates of the Potomac and the pusillanimous parasites of the 
palace guard are having their last ride on the merry-go-round of privilege and pelf.” 

William Burke 
San Francisco 
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Afghanistan and Pakistan  
 
Obama's faltering war 
Oct 15th 2009  
From The Economist print edition 

 
 
Rising bloodshed is threatening the security of Afghanistan and Pakistan. In the first of two 
articles, we look at America’s military options in Afghanistan 
 

 
AMERICA’S commander in Afghanistan, General Stanley McChrystal, is candid about the complexity of the 
war against the Taliban: “Every day I realise how little about Afghanistan I actually understand.” The 
country’s mountains and deserts are forbidding; its tribal make-up bewildering; and, after three decades 
of war, its communities broken, poor and ignorant. Well-meant actions often have unintended effects: 
fighting can create more insurgents than it kills; foreigners are blamed for attacks that hurt Afghan 
civilians; and schemes to win people over can deepen antagonism. 

Take digging a well. In villages where irrigation is communal a new well can shift power to the owner of 
the land where it is sunk. Or it can strengthen the group paid to dig it. “You can create divisiveness or 
give the impression that you…do not understand what is going on or that you have sided with one element 
or another,” says General McChrystal. “Yet all you tried to do is provide water.” 

Known in the military world as “M4” (from his surname and the number of stars he wears), the general 
offered this vignette to an audience of defence experts in London this month as he set out the “serious” 
risk of failure. That prospect has been brought closer by the bloodiest fighting season for NATO in eight 
years, a political crisis over the legitimacy of President Hamid Karzai after a fraud-riddled election, falling 
support for the war in the West and palpable jitters in the White House. 

General McChrystal’s speech, like his Afghan wells, had unexpected results. The explanation of his 
counter-insurgency strategy, which aims to “protect the population”, was consistent with his assessment 
(by then leaked), which had been drafted for President Barack Obama. But its timing looked to some in 
Washington like insubordination—an attempt to force his political masters to meet his request for tens of 
thousands of troops. He said that “uncertainty disheartens our allies [and] emboldens our foes”; dismissed 
as “short-sighted” those who, like Vice-President Joe Biden, want to limit the mission; and mocked those 
seeking troop withdrawal for pursuing a policy of “Chaos-istan”. 

Precisely how many forces he wants on top of the 100,000-odd foreign soldiers already there is part of a 
secret document, of which few copies have been printed and hand-delivered to the general’s superiors. 
The options are said to range from a “high-risk” course of sending 10,000 more troops, to a “low-risk” 
approach requiring 40,000, or even 60,000 extra soldiers.
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Whatever the request, Mr Obama has gagged. Until recently he called Afghanistan a “war of necessity”. 
But for more than six weeks now, Mr Obama has been debating options with advisers, testing the mood of 
Congress and conferring with foreign leaders. The discussion turns on two approaches: manpower-
intensive counter-insurgency (COIN), which aims to win over the Afghan population and build a stable 
government; and counter-terrorism, which seeks to deal narrowly with threats to the West, mainly 
through air strikes or raids by special forces.  

Mr Obama has tilted one way and then the other. Faced with accusations of prevarication, the White 
House said there would be no “dramatic” troop reduction. On October 6th, though, the president visited 
the “bat cave”, the hub of the National Counterterrorism Centre, where all intelligence on terrorists is 
pooled. “We will target al-Qaeda wherever they take root,” he declared. This looked like a nod to 
advocates of counter-terrorism, who hail the success of drone strikes in Pakistan and say al-Qaeda is short 
of money. 

A big question is whether the West should be fighting the 
“Taliban”, a constellation of indigenous Pushtun groups, or just al-
Qaeda, a transnational terrorist group whose main leaders are 
sheltering among the Pushtuns. An early review ordered by Mr 
Obama concluded in March that the movements were inseparable. 
Fighting al-Qaeda was America’s priority, but defeating it required 
a counter-insurgency campaign to hold the Taliban at bay. 

Now that the cost of this approach has become clear, its 
assumptions are being questioned. The debate has thrown up 
some odd role-reversals: many Democrats are set against 
ambitious nation-building in one of the poorest countries of the 
world; key Republicans oppose excessive reliance on killing bad 
guys.  

In large part, this is a legacy of Iraq. That war seemed lost at the 
end of 2006, but George Bush gambled one last time. He ordered 
a surge of troops and appointed a four-star general, David 
Petraeus, to implement a new COIN strategy. The outcome was 
the sharp decline in violence that has allowed Mr Obama to order a 
gradual troop withdrawal from Iraq. 

Can M4 emulate P4? Next to Iraq, Afghanistan has long been 
starved of resources (see chart). It is bigger, more populous and 
more rugged, and yet even now there are more Western soldiers 
in Iraq (120,000) than in Afghanistan (100,000, including many 
war-shy Europeans). In terms of indigenous forces, vital for 
success, the imbalance is starker still: 650,000 local soldiers and 
policemen in Iraq, against 170,000 in Afghanistan. “Resources will 
not win this war, but under-resourcing could lose it,” says General 
McChrystal’s report. He wants to expand the Afghan forces to 
400,000. 

 
The COINtras hit back 

Critics of COIN such as Rory Stewart—a British former soldier and diplomat who walked the length of 
Afghanistan, served as a coalition administrator in Iraq and lived in Kabul—think that General McChrystal 
is “trying to do the impossible”. In contrast with the urban war in Iraq, he notes, Afghanistan’s insurgency 
is rural and spread out; its tribal structures are more frayed; and its government lacks the support of 
Iraqi-style political parties.  

Mr Stewart told the Senate foreign-relations committee last month that America would succeed neither in 
building an effective Afghan state nor in defeating the Taliban. Deploying more troops would be a waste of 
money and lives; America’s failure would be magnified, increasing the danger of a rushed withdrawal. 
Better, he said, to have a less ambitious but longer-term effort of economic aid coupled with a small 
counter-terrorist force of 20,000. 

His views have influence in Washington, though few in the White House would advocate as radical a policy 
as this. Giving up on fighting the Taliban would mean a defeat for America and NATO, the return of the 
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Taliban to parts or most of Afghanistan and the emboldening of militants in nuclear-armed Pakistan. 
Failure, says the British army chief, General Sir David Richards, would have “a catalytic effect on militant 
Islam around the world”. 

Even in narrow counter-terrorism, the loss of parts of Afghanistan would be a grievous blow. Drones need 
Afghan bases to operate from. Proximity to the border with Pakistan is invaluable for gathering signals and 
human intelligence. It will be hard to tell Pakistan to confront the Taliban on its side of the border (see 
article) if America will not do so in Afghanistan. 

Such arguments may explain why Mr Biden, it is reported, now proposes a hybrid approach: keeping 
today’s troop levels while placing greater emphasis on counter-terrorism. Yet it is unclear that America 
can achieve much more through targeted killings. Drone strikes have already intensified under Mr Obama. 
Broadening the targets risks stoking anti-Americanism in Pakistan—particularly if, as is sometimes 
threatened, America goes beyond liquidating al-Qaeda and Pakistani Taliban militants in the tribal belt to 
killing Afghan Taliban leaders around Quetta. 

General McChrystal knows more than anyone the strengths and weaknesses of counter-terrorism. He 
made his name as the chief of Joint Special Operations Command, the “black” special forces whose men 
took the scalp of, among others, Abu Musab al-Zarqawi, the bloody leader of al-Qaeda in Iraq. Special 
forces, especially in Afghanistan, heavily rely on air strikes, which often cause civilian deaths. Now in 
Afghanistan, the general has fully embraced counter-insurgency and has sharply reduced the number of 
air strikes.  

He likes to talk about the oddness of “counter-insurgency maths”. In a conventional war, killing two 
enemy soldiers among a group of ten leaves just eight to deal with. With insurgents, though, ten minus 
two could equal zero (if the survivors decide to stop fighting); or, more often, it could equal 20 (if the 
dead men’s vengeful relatives join the struggle). 

General McChrystal sees counter-insurgency as an “argument” between the Taliban and the Afghan 
government, backed by the West. The population will decide who wins, and must be wooed. In a struggle 
for legitimacy, politics is paramount. But institution-building, always difficult, has become much harder 
with the unresolved crisis over wholesale voting fraud. The poll was meant to relaunch Mr Karzai’s 
leadership; it has tarnished him more—and made it harder for Western governments to justify sending 
soldiers to die in Afghanistan. 

For many Afghans, the politics of Kabul is a distant matter. Legitimate government is local: security, 
livelihoods and a sense of justice in districts and provinces. That is where NATO commanders think they 
can make progress. In any case, political reform and building some kind of working Afghan state need 
better security, which brings the question back to force levels. 

 
Britain acts, America dithers 

On October 14th Gordon Brown, the British prime minister, pre-empted the debate in Washington. He said 
counter-terrorism against al-Qaeda, without a counter-insurgency strategy to help Afghans take charge of 
their country, would not produce lasting security. Britain would send 500 more soldiers—on condition that 
the Afghan government deploys more Afghan troops to fight alongside them, and that other allies step up 
their contribution (probably at a meeting of NATO defence ministers in Bratislava on October 22nd). 

Mr Brown said he was “dissatisfied” with the election; he had agreed with Mr Obama that the next 
president would have to abide by a “contract” to expand the Afghan army, tackle corruption, adopt “more 
inclusive” politics and draw in “reconcilable elements of the insurgency”. 

But only America can change the direction of the war. Mr Obama knows that sending many more troops 
will hamper efforts to reduce the physical and mental strain on the American forces. Yet losing a war is 
even more likely to break an army. General McChrystal thinks a big reinforcement would send a strong 
signal of America’s commitment. And if he can regain the military initiative, more insurgent commanders 
might be induced to defect. By the same measure, the rejection of his request would send a message of 
weakness.  

The Taliban cannot immediately dislodge Western forces from the towns. But this is a battle of will and 
perceptions. If Afghans think the Taliban are winning, they will be more likely to throw in their lot with 
them. Just now, as a British general says, “the Taliban think the elephant has fallen and all they need to 
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do is shoot it.” 
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Pakistan's new assault on terrorism  
 
Tackling the other Taliban 
Oct 15th 2009 | DERA ISMAIL KHAN  
From The Economist print edition 

 
 
In the wake of a terrible surge in terrorism, Pakistan’s army prepares to enter the lair of its 
Mehsud militants 
 

 
AFTER descending the jagged heights of South Waziristan, a remote part of Pakistan that borders 
Afghanistan, Wazir Khan Mehsud reached safety last week with his three small children, 40 other relations 
and their bundled possessions. They had come to Dera Ismail Khan, in the “settled area” of North-West 
Frontier Province (NWFP) that borders Pakistan’s semi-autonomous tribal belt, to escape an army assault 
on the local Taliban. Militants of the Mehsud tribes, these fighters represent one of the most formidable of 
several tribally based Islamist gangs in north-west Pakistan. The army now vows to crush them. 

Recent acts of terrorism confirm the need for this. On October 9th a suicide blast in Peshawar, NWFP’s 
capital, killed 52 people (see picture). On the following two days the army’s headquarters in Rawalpindi 
were attacked by ten militants, five of them from South Waziristan. Three were said to be Uzbeks, 
members of an Islamist group driven from Uzbekistan into Afghanistan and from there, after America’s 
invasion of 2001, into South Waziristan. In a 22-hour battle, nine militants and 14 others, including a 
passing brigadier, were killed. It could have been worse. The militants at one stage made 22 hostages 
huddle round a suicide-bomber. Pakistani commandos shot him dead. Another teenage suicide-bomber 
killed 45 people on October 12th in NWFP’s Malakand region, which the army captured from another 
Taliban gang in May. And on October 15th roughly 25 militants launched co-ordinated attacks on three 
police bases in Lahore, as a suicide-bomber drove into a police station in Kohat in the north-west.  

All these attacks were probably launched from South Waziristan, long the most hostile of Pakistan’s seven 
Federally Administered Tribal Areas. Despite at least three army offensives and peace deals with the 
Mehsud and other militants, the region has been a jihadist haven, more or less, since 2001. Besides the 
Uzbeks, al-Qaeda and a ragbag of Punjabi jihadist groups are present. And the Taliban have learned their 
arts. A Mehsud commander called Qari Hussain has become famous for training suicide-bombers. The 
army reckons that, of over 200 suicide blasts in Pakistan in the past two years, 80% were launched from 
South Waziristan.  

Since ending its Malakand operation, which it considers a turning-point in a previously undistinguished 
seven-year campaign, the army has deployed 28,000 troops to blockade the Mehsud’s fief, which has also 
been bombed. Over 100,000 people, a third of the population, have fled into NWFP. Most, given the 
hospitable way of Pushtuns, have found shelter with relations. They have no alternative. Unlike the 
offensive in Malakand, in which over 200,000 of the 2m displaced people were allowed sanctuary in 
refugee camps, this operation provides no shelter for Mehsud fugitives. 

For security reasons, the United Nations, which lost five staff when a suicide-bomber attacked an office of 
the World Food Programme in Islamabad on October 5th, is also absent. And the army has often 
prevented local charities from dispensing food aid to the Mehsud refugees, apparently fearing this would 
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be funnelled to the Taliban. In dusty Dera Ismail Khan, where most of the displaced have been registered, 
no food has been distributed for a month. Arriving footsore and broke in Dera Ismail Khan, Wazir Mehsud 
was dismayed to discover so little to eat, and that his house back in South Waziristan had been flattened 
in an air raid. 

The army is now planning a ground attack on the Mehsud militants. The terrain is forbidding and, with the 
winter snows expected next month, so is the weather. The Mehsud Taliban also seem to be in better 
shape than the army had hoped. 

Their leader, Baitullah Mehsud, was killed in August by an American drone. He was also the supreme 
commander of Tehrik-e-Taliban Pakistan, an alliance of 13 Pushtun Taliban groups of which he had been a 
founder. On his death a leadership battle ensued, motivated, the army claims, by his lieutenants’ desire to 
lay hands on a vast fortune that their dead “emir” had accrued by extortion and foreign donations. A 28-
year-old militant, Hakimullah Mehsud, allegedly al-Qaeda’s favourite and a cousin of Qari Hussain, was 
declared his successor. But, until this month, when video footage of him was televised, he was thought by 
foreign and local spies to have been killed in a fight with his chief rival, Waliur Rehman. Some reports said 
Mr Rehman, who had been put in charge of South Waziristan, was also dead. But he was heard on a 
telephone intercept on October 11th exhorting a follower to pray for success in the Rawalpindi attack. 

In another sign of the Taliban’s resilience, the army has had limited success trying to divide them. The 
leader of a rival Mehsud Taliban militia, supported by the army, was killed by the genuine article in June. 
Having no popular support, its fighters are locked down in Dera Ismail Khan under army protection. 

The army seems to have done better in buying off the Taliban belonging to other tribes. To help keep the 
Mehsud fighters out of NWFP, it has armed militants of the small Bhittani tribe, despised by the Mehsud. It 
also seems confident that it can ensure the neutrality of two powerful Taliban commanders of the Wazir 
tribe, Mullah Nazir, who controls most of the rest of South Waziristan, and Hafiz Gul Bahadur, in 
neighbouring North Waziristan. 

Despite the almost permanent state of war between the Wazirs and the Mehsud, these commanders 
forged an alliance with Baitullah Mehsud last February. And in June, when the army began its operation in 
South Waziristan, it seemed they might even honour it: Mr Bahadur’s men killed at least 23 soldiers in an 
ambush. But the army, which exacted a bloody revenge for that attack, considers this unlikely. If history 
means anything, it will have paid hefty bribes to Mr Nazir and Mr Bahadur, with whom it has also 
previously made peace deals. In recent days it has showed restraint in repelling attacks by Mehsud and 
Uzbek militants in North Waziristan, viewing these as an effort to draw Mr Bahadur and his men into the 
fight. 

This is time-honoured frontier strategy, not unlike the methods of bygone British and Mughal imperialists, 
who also failed to pacify South Waziristan. But Pakistan has an additional problem. The Wazirs, who 
occupy relatively fertile land close to the border, have strong ties to Afghanistan. Their Taliban are 
therefore eager to kill NATO soldiers fighting there. 

Jihadists among the Mehsud, without easy access to the border with Afghanistan, have instead directed 
their Islamist rage against the state of Pakistan. Their natural enemy was, and is, the Pakistani 
government. However, high-ranking Mehsuds in the Pakistani army and bureaucracy, all with relations in 
or living under the Taliban, have sought to protect them. This may help explain why in February 2008 a 
thunderous army assault into the Mehsud territory was unaccountably called off, admittedly after it had 
killed over 1,000 Mehsud and Uzbek fighters. 

Yet something has changed. Emboldened by its success in Malakand and by public hostility to the Mehsud 
Taliban, at whose hands thousands have suffered, the army at last seems intent on smashing them. This 
will not be easy.  

-28-



 
Inheritors of a warrior culture, the Mehsud Taliban are much stronger than their cousins in Malakand, 
never mind their daunting terrain, foreign allies and local support. Nor would a victory over them have 
much bearing on the insurgency in Afghanistan. If anything, the Afghanistan-centric Wazirs have already 
gained strength from it. No problem, says the army. It promises to fix that lot next. According to Major-
General Athar Abbas, the army spokesman, “If you get the biggest bully in [the tribal lands], all the other 
guys will fall into line.” 

The truth, alas, is that if the army is not actively supporting the Taliban fighting in Afghanistan, as is often 
alleged, it sees little point in taking them on. That may explain why Mr Nazir and Mr Bahadur seem happy 
to co-operate. If they believed the army meant to pick them off piecemeal, as it says it will, they would 
surely maintain their alliance with the Mehsud Taliban.  

Another local militant, an Afghan called Sirajuddin Haqqani, is an even harder case. The prime suspect in 
all suicide blasts in Kabul, he has close ties to Pakistan’s Inter-Services Intelligence agency and controls a 
swathe of territory in North Waziristan and eastern Afghanistan. Yet the Pakistanis claim no knowledge of 
his whereabouts.  

 
Pushmi-pullyu politics 

The same goes for Mullah Omar and other senior members of Afghanistan’s former Taliban government. 
They are known as the “Quetta shura”, after the capital of Pakistan’s western province of Baluchistan, 
where they are believed to be based. 

It is not hard to see why the army is reluctant to turn on these Taliban. It wants a stable Afghanistan, 
friendly to Pakistan, and not too influenced by its main rival, India. It has never believed the multi-ethnic, 
but strongly Tajik, government cobbled together under President Hamid Karzai can provide this. Above all, 
it considers such an arrangement unacceptable to Afghanistan’s Pushtuns, the country’s historic rulers and 
biggest group, who are close cousins of its Pushtuns in the tribal lands and NWFP. So long as America and 
its allies do not respond to this grievance, Pakistan is sure they will fail, quit Afghanistan in chaos and 
leave the way open for the Taliban to return. That Mr Karzai’s government is welcoming investment from 
India makes a bad situation almost intolerable. 

As Afghanistan’s Pushtun insurgency spreads, it is hard to disagree with the Pakistanis’ analysis. Their 
passivity—or duplicity—has played a big part in the chaos, but it is not primarily responsible for it. The 
problem lies in Afghanistan, among the Pushtun. Pakistan’s generals, however, are not especially happy to 
be proved right on this. Apart from a few bearded officers, perhaps, they would not choose to see the 
Taliban back in Kabul. The semi-literate clerics, whom Pakistan helped to power in the mid-1990s, were 
awkward neighbours. 

Given the choice, the Pakistanis would rather see prompt negotiations between all Afghanistan’s Pushtuns, 
the Taliban included, and the government, which they ideally would mediate. This would lead to a new 
Pushtun-heavy government in Kabul. Leaving aside the notion of Pakistani mediation, utterly unacceptable 
to Afghans, a more representative government is also what America and its allies want. But differences 
arise over how to get there.  
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Before America talks to the Taliban—a prospect it finds unappealing—it wants to weaken them. It is 
therefore urging Pakistan to deny the militants a haven, which does not go down well with Pakistan’s 
army. In recent weeks army agents have helped whip up a storm of anti-American propaganda in the 
country’s media. This is an easy task, since America is widely hated, despite all the cash it provides. Last 
month Congress approved an increase in non-military aid to Pakistan of $7.5 billion over five years. Yet 
paradoxically, this gift has made relations between the two countries much worse. 

The problem is the conditions with which the aid comes. Congress demands frequent evidence that 
Pakistan is cracking down on jihadists, especially those committed to attacking India. It wants to see no 
nuclear proliferation. And the army is to keep its nose out of politics. Ostensibly, these are things that 
Pakistan’s political parties and generals all support. But, encouraged by the top brass, who have 
condemned the aid bill, opposition parties and the media have taken huge offence. To placate them, 
Pakistan’s foreign minister, Shah Mehmood Qureshi, was dispatched to Washington this week to request a 
face-saving compromise before President Barack Obama could sign the bill into law.  

Pakistan’s president, Asif Zardari, has been weakened: his opponents strengthened. General Ashfaq 
Kayani, Pakistan’s army chief, took pains to brief Shahbaz Sharif, chief minister of Punjab and brother of 
Mr Zardari’s main rival, Nawaz Sharif, on his displeasure at the bill. The briefing was said not to be 
political, and that was no doubt true. But only in the sense that Pakistan’s generals consider foreign policy 
too important to be left to politicians.  
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The “mini mid-terms”  
 
Republicans resurgent 
Oct 15th 2009 | MONMOUTH JUNCTION, NEW JERSEY, AND STUART, VIRGINIA  
From The Economist print edition 

 
 
Democrats face two tough races with national implications 
 

 
CHRIS CHRISTIE, the Republican candidate for governor of New Jersey, is meeting voters at a restaurant 
in Monmouth Junction that serves colossal bacon cheeseburgers. But nothing passes his lips save mineral 
water, for Mr Christie’s opponent has been mocking him with TV ads that show his belly wobbling while 
accusing him of throwing his weight around.  

The polls are neck and neck, which is worrying for Democrats. New Jersey has recently been as blue as 
the sea into which Tony Soprano dumps his late associates. Its voters preferred Barack Obama to John 
McCain by 57% to 42%, so Jon Corzine, the incumbent, really ought to be a shoo-in for re-election, 
especially since his personal fortune (he was the boss of Goldman Sachs) lets him clog the airwaves with 
ads.  

Yet he is not. Bankers, even retired ones, are not popular these days. And with the recession still raging, 
the deficit swelling and memories of George Bush junior receding, it is a tough time to be a Democratic 
incumbent. Only two states’ governorships are up for election in this “off” year between the presidential 
election and the mid-terms: New Jersey and Virginia. Democrats hold, and could lose, both of them. So 
political soothsayers are watching closely, and getting ready to pronounce on what the results of the 
elections, to be held on November 3rd, might presage for the country at the 2010 contest. 

June Fulton, an Asian-American realtor who came to see Mr Christie in Monmouth Junction, is just one of 
the Democrats’ problems. A single mother of two, she says she works hard and is fed up with rising taxes. 
Four years ago, she thought a Wall Street whizz might shake up New Jersey’s corrupt and inefficient state 
government. “But I was wrong,” she says. She is disappointed in Barack Obama, too: “the government is 
taking over everything.” 

Mr Corzine spent a fortune to win first a Senate seat and then the governorship. Many voters figured that, 
being so rich, he would be incorruptible. And so he is. But New Jersey’s budget is a mess. This is not all Mr 
Corzine’s fault, but he has never seriously challenged the cosy contractors and public-sector unions that 
bloat costs. A poll in July found that only 13% of voters thought he had accomplished anything important, 
though he did sign a bill abolishing the death penalty in 2007. 
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His Republican rival is a forceful man with a simple message. Mr Christie (pictured above), a former 
federal prosecutor, took on more than 130 public officials for corruption or other misdeeds, and, 
impressively, did not lose a single case. He also helped lock up child pornographers and terrorists. He 
promises to cut wasteful spending and then taxes.  

Pundits accuse Mr Christie of skimping on policy details. True, there are worse charges: The Trentonian, a 
local paper, dismisses Mr Corzine as a “clueless architect of fiscal catastrophe”. But it also chides Mr 
Christie for blowing a double-digit poll lead (see chart). In the end the race may be decided by the 
number of votes won by a feisty third-party candidate, Chris Daggett, who mocks both Republican and 
Democrat with gusto.  

 
 
Democrats down in the Old Dominion 

Meanwhile, outside a store that sells pumpkins and hunting rifles in Stuart, Virginia, Bob McDonnell is 
making a smooth stump speech about clean coal, fish-farming, debt and democracy. He mentions that 
one of his daughters was a platoon leader in Iraq. And because of brave people like her, “70% of the 
people in Iraq turned out to vote [in 2005], women crying in the streets with a blue thumb…because they 
tasted freedom for the first time.” Yet less than half of Virginians bothered to vote in the last election for 
governor. Sometimes, says Mr McDonnell, we take democracy for granted.  

Virginia is a swing state. Until recently Democrats saw it swinging their way: in 2006 and 2008, they won 
both of its US Senate seats, and they won the last two elections for governor too. When Barack Obama 
became the first Democratic presidential candidate to carry the state since Lyndon Johnson, Tim Kaine, 
the Democratic governor, crowed that “Old Virginny is dead.” 

If he meant that the stain of southern racism was lifted now that Virginia had voted for a black man, he 
was two decades out of date: the state elected a black governor, Doug Wilder, in 1989. If he meant that 
Democrats would henceforth dominate the Old Dominion, he spoke too soon. In the polls, Mr McDonnell, a 
former state attorney-general, is ahead of his Democratic opponent, Creigh Deeds, a state senator, by a 
solid seven percentage points.  

Virginia limits its governors to one term, so Mr Kaine is not running. Since there is no incumbent, the 
election is more of a referendum on how Democrats are running the entire country than it is in New 
Jersey. As in New Jersey, roughly half of Virginians approve of Mr Obama, but those who don’t seem more 
passionate. “I see [Mr Deeds] as more of what we’re getting in the White House right now. And Barack 
Obama’s answer to everything is government, government, government,” says Cliff Hylton, a cake 
salesman at the McDonnell rally in Stuart.  

Mr Deeds is trying to distance himself from national Democrats, and vice versa. “Frankly, a lot of what’s 
going on in Washington has made it very tough,” he told a local television station, adding that Virginians 
are “uncomfortable with the spending”. Though the White House is just across the river from Virginia, Mr 
Obama has only been to stump for Mr Deeds once. 

The Democrat is plainly struggling. The huge numbers of black Virginians who voted for Mr Obama are 
less excited this year, not least because Mr Wilder, the black former governor, publicly refuses to endorse 
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Mr Deeds because of his plans to raise taxes. White liberals are hardly swooning, either. Cathy Procopio, a 
bookseller in Roanoke, says she is too busy worrying about her personal finances to pay any attention to 
the race for governor. Taking Virginia in the presidential election last year was one of Mr Obama’s most 
impressive achievements, so a loss here will carry a nasty symbolism for him. 

If Democrats lose both Virginia and New Jersey, Republicans will eagerly proclaim it as an omen that they 
will win the House of Representatives next year; the last time New Jersey flipped from a Democratic to a 
Republican governor was the year before the party took back the House in the landslide of 1994. These 
are very different times. But Democratic losses on November 3rd would certainly hurt Mr Obama, not least 
by inclining congressional Democrats in vulnerable seats to co-operate less wholeheartedly with his 
agenda. So the White House is lending Mr Corzine its full support. But it has all but given up on Mr Deeds. 
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Health reform takes a step forward  
 
But don't ask how much it costs 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
The Senate Finance Committee passes a health-care bill, at long last 

“WHEN history calls, history calls.” So said Senator Olympia Snowe on October 13th just before casting 
her much fought-over vote in favour of a long-awaited health bill in the Senate’s Finance Committee. This 
week’s committee vote was, save for Ms Snowe’s ballot, strictly on party lines: 13 Democrats in favour 
and 9 Republicans against. It was a closer run battle than that tally suggests, as several Democrats 
wavered until the last moment, angry that the proposal does not create a government-run insurer, or 
“public plan”. 

 
In the end, they voted for the proposal because it advances, in imperfect fashion, several liberal goals. 
One is that it would increase the proportion of Americans with health insurance from 85% or so today 
(over 46m unfortunates lack cover now) to perhaps 94% in a decade. Another is that it would forbid 
insurers from dropping sick customers for having “pre-existing conditions” or costly illnesses that blow 
through lifetime cost caps. 

The bill aims to accomplish all this through a tangle of new regulations, taxes and subsidies. All Americans 
will be required to hold medical insurance, although subsidies to pay for it will be offered to the less well-
off. Insurance markets will be restructured so that the uninsured, small businesses and those purchasing 
pricey individual coverage plans today can buy affordable but adequate plans.  

The cost of all this over the next decade, says the Congressional Budget Office (CBO), a non-partisan 
agency, will be $829 billion. That falls below the $900 billion threshold that Mr Obama has declared to be 
the most he can support. By imposing taxes on the most expensive insurance plans and planning 
swingeing cuts in Medicare, the state health scheme for the elderly, the CBO says the bill will do all this 
without increasing the government deficit. 

The bill’s passage is good news for the president. Max Baucus, the chairman of the Senate Finance 
Committee, not only won a veneer of bipartisanship with Ms Snowe’s vote, but has also crafted a bill that 
is more moderate than the four other health bills that have already been passed (one by the Senate’s 
health committee, and three by various House committees). The two current Senate bills are now being 
reconciled into a version that the upper chamber will vote on soon, and the outcome of that process must 
be reconciled with whatever merged bill passes the House. Boosters hope that the Baucus bill will now 
serve as the template for reform. 

Harry Reid, the Senate majority leader, and Nancy Pelosi, the speaker of the House, are running this 
process; and they have their work cut out. One challenge will come on the floor of the senate from 
Oregon’s Ron Wyden, whose laudable efforts to reform the tax distortion that favours employer-provided 
health insurance was not given a fair hearing by the Finance Committee. (The tax on the most expensive 
plans is a poor proxy for such necessary reform.) To secure Mr Wyden’s vote, Mr Baucus promised to help 
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him with an amendment from the floor.  

Another big snag is that the left will now try to tack on a public plan. For example, a proposal that would 
let states decide whether they want such a scheme or not is gaining support among even moderate 
Democrats. And Mrs Pelosi has made it plain that some version of the public option is a must for her 
chamber. Horrified by the coming reconciliation process, Orrin Hatch, a Republican senator, said this week 
that “it’s going down from here.” 

Not everyone accepts this bleak view. Jonathan Gruber, an economist at the Massachusetts Institute of 
Technology, argues that the new bill may even benefit a bit from the coming merger with the Senate 
Health Committee’s more generous version. He thinks the Baucus bill is too stingy when it comes to 
subsidies and too lenient with the fines imposed on those who fail to buy insurance. This approach keeps 
the bill’s apparent cost under $900 billion this coming decade, but risks undermining the effort to achieve 
universal coverage.  

The insurance industry this week kicked up an ugly public fuss over this matter. Their maths was dodgy, 
but Mr Gruber acknowledges the insurers have a legitimate grouse. The Baucus bill forces them to cover 
everyone but does not have enough carrots or sticks to enforce universal coverage. That leaves the 
industry exposed to adverse selection, whereby young and healthy (read: inexpensive) customers avoid 
buying cover until they are ill, at which point new regulations will force the industry to issue them cover. 

The biggest problems with this imperfect bill arise from cost. Put bluntly, the bill does too little to modify 
the underlying drivers of health inflation. Douglas Emmeldorf, head of the CBO, said as much this week. 
Pointing to a report from the Engelberg Centre, a non-partisan policy outfit, called “Bending the Curve”, 
he suggested reducing Medicare payment updates in regions with especially high cost growth; tort reform 
and greatly expanding the remit of MedPac, a non-partisan panel of worthies that sets some Medicare 
policies. 

The other cost problem with this new bill is that it will cost far more than currently advertised, because of 
two wheezes. One is a lethargic implementation plan, which means that the full annual cost will not kick in 
for a few years yet. The second is the assumption of heroic cost savings from Medicare and deep cuts in 
payments. Stuart Butler of the Heritage Foundation, a conservative think-tank, scoffs that “this legislation 
is an example of the triumph of budgeting hope over experience.” 
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Cap-and-trade  
 
The road to 60 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
Signs of bipartisanship on the climate-change bill 

MANY commentators fear that Barack Obama’s plans for a cap-and-trade bill have got fatally stuck in the 
Senate. Their calculations were shaken up over the weekend when Lindsey Graham, a South Carolina 
Republican, joined John Kerry, a liberal Massachusetts Democrat, to write an article headlined “Yes We 
Can (Pass Climate Change Legislation)” in the New York Times. Mr Kerry is the main author of the 
Senate’s cap-and-trade bill. Mr Graham is no squishy moderate, but he is an occasional dealmaker. When 
he crosses the aisle, it tends to matter. 

The part most likely to bring a few extra Republicans on board concerns nuclear power. The two call for 
streamlining regulations on new plant construction, and putting more money into research on handling 
waste. This sop to nuclear power is more likely than anything else to bring on board John McCain, the 
2008 Republican presidential nominee and a strong nuclear supporter. Green Democrats are wary of 
nuclear, but the edge of their worry has been dulled by the even greater worry over climate change. 
Barbara Boxer, the Democratic head of the environment committee, has admitted that she may not be 
able to hold the line against nuclear power. 

The second main provision of the Kerry-Graham agreement is renewed offshore drilling for oil and gas. 
Many conservatives want to mitigate America’s energy-security problems by looking to domestic fossil 
fuels. This has nothing to do with reducing carbon emissions, but it might help a bill that does contain 
carbon caps to pass.  

The third announcement from Senators Kerry and Graham is that “we should consider a border tax” on 
goods from countries with lax environmental standards. This will cause righteous howls from the big 
developing countries, especially China and India, which note America’s historical responsibility for the 
carbon dioxide in the atmosphere. If included in the final bill, it would make a deal at the climate summit 
in Copenhagen in December more difficult. But the weasel-word “should consider” may eventually mean 
giving the president a lot of discretion on whether to levy such “carbon tariffs”. In other words, a classic 
fudge.  

Will the Kerry-Graham intervention work? Besides Mr McCain, other Republicans with a history of 
sympathy to cap-and-trade, like Lisa Murkowski of Alaska, could be persuaded by it to sign on. A strong 
nuclear commitment could tempt Georgia’s Johnny Isakson and Tennessee’s Lamar Alexander, both of 
whom have leant strongly against the bill in the past. The trick is getting Republicans on board to assure 
passage without alienating Democrats, of which the majority can afford to lose very few. Democratic 
senators from conservative coal states are particularly nervous. Getting to 60 votes, enough to defeat a 
filibuster, is still a tall order. For cap-and-trade, it may require greasing the wheels with giveaways to 
favoured industries, not to mention the dodgy carbon tariffs. The maths is still daunting. But the leap by 
Mr Graham, who voted against two earlier cap-and-trade bills, may well mean something.  
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Homosexuality in the Lutheran church  
 
Brotherly love 
Oct 15th 2009 | CHICAGO  
From The Economist print edition 

 
 
Lutherans continue the slow fight for gay equality in America’s churches 

MORE than 1,200 Lutherans gathered last month in Geist, north of 
Indianapolis. Lutheran CORE, the conservative group that planned the 
meeting, had been forced to impose a limit on the numbers. But the pews 
were packed, the extra chairs claimed, the doorways crowded. In August 
the Evangelical Lutheran Church of America (ELCA) had voted to let gays in 
committed relationships serve in the clergy. Congregations would be able 
to recognise lifelong gay couples. Lutheran CORE was horrified. At Geist, a 
bishop from Ohio took to the pulpit and asked the meeting’s main 
question: “stay or go?” 

Efforts to bring equality for gays have had a tumultuous course in 
America’s legislatures, courts and voting booths. However nowhere is the 
controversy more painful than in its churches. The ELCA’s assembly in 
August marked a turning point, and the outcome is still uncertain. Lutheran 
CORE may split away to form a new denomination. Some smaller 
congregations have, indeed, already left. The church itself is struggling to 
put August’s votes into practice. Some hoped that its leaders would create 
new rules for pastors by November. On October 6th the church said that 
deadline would be missed. 

America’s moderate, “mainline” Protestant churches, such as the ELCA, Episcopal, Presbyterian and United 
Methodist denominations, have grappled with homosexuality for more than three decades, explains Wendy 
Cadge of Brandeis University. The Episcopal church has seen the most turmoil. Since a gay bishop was 
consecrated in 2003, a few dioceses and many parishes have abandoned the church. But the march 
towards gay equality continues, slowly. In July the Episcopal church affirmed that all ordained positions 
are now open to gays.  

The ELCA offers a new test for how a church might open its doors to gay clergy. With 4.6m members—
making it more than twice the size of the Episcopal church—and a powerful concentration in the Midwest, 
the ELCA sits squarely in the religious mainstream. August’s votes followed eight years of careful debate 
about sexuality, complete with study guides for congregations and, in 2008, more than 110 hearings. 
Recognising that consensus will be elusive, the ELCA’s changes allow flexibility for congregations that 
disapprove. The hope is that the church will remain intact, despite its deep disagreements.  

However, acrimony is inevitable. Those at Geist proclaimed that the ELCA was undermining the authority 
of scripture. Lutheran CORE has already adopted its own constitution and is now considering whether to 
form a new denomination. At least a dozen congregations have already left to join Lutheran Congregations 
in Mission for Christ, a small association of conservative churches.  

The fear is that this will accelerate a broader trend. Like other mainline Protestant churches, the ELCA’s 
membership has shrunk, by 10.5% from 1998 to 2008. Art Ellingsen, who was at the meeting at Geist, 
grew up attending a Lutheran church in Chicago. He says most of his childhood friends now attend Willow 
Creek, an evangelical behemoth in Chicago’s suburbs.  

Others argue, however, that the ELCA’s decisions can only help to make the church bigger and more 
vibrant in the long term. Brian Hiortdahl, a pastor on the north side of Chicago, explains that his church’s 
support of gays has already attracted a new generation. Young parishioners now outnumber the old. 
Melody Eastman has had unlikely success as a Lutheran pastor in Wheaton, Illinois, home to America’s 
best Evangelical college. She says that since her church began actively welcoming gay members, it has 
attracted both gay and straight couples, keen to be part of an open congregation.  
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So some may leave the church, and others may come. More than a quarter of Americans have left their 
childhood denominations, according to a 2007 Pew survey. Nevertheless, Mark Hanson, the ELCA’s 
presiding bishop, prays for unity. “There’s an art today to acknowledge how deeply held are the 
differences, but not let differences devolve into divisions.” 
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Gays and hate crimes  
 
Small comfort 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
Barack Obama is doing a bit for American gays 
 

 
ELEVEN years ago a young gay man named Matthew Shepard was whipped with a pistol, tied to a fence, 
robbed, tortured and left to die. This murder has served as a rallying cry for gays, who think the 
government should grant them greater protection. It looks as though they may have won it. On October 
8th the House of Representatives passed a bill, named after Shepard, that defines violence against people 
because of their sexual orientation as a hate crime, which can carry a harsher punishment. The Senate is 
expected to vote on the bill soon, and Barack Obama has promised to sign it into law.  

Gays have been fighting to be included in national hate-crime laws for years, despite opposition from 
many conservatives: the bill failed to become law under the two previous administrations. It will be a 
victory that Mr Obama needs. Since assuming office, gays have criticised him for forgetting them. He 
promised during his campaign to repeal the federal Defence of Marriage Act (DOMA), which defines 
marriage as between a man and a woman, and the “don’t ask, don’t tell” policy, which prohibits openly 
gay people from serving in the armed forces. He has not touched the latter, and his Justice Department 
has issued a brief defending the former.  

On October 10th Mr Obama spoke at a dinner in Washington put on by the Human Rights Campaign, 
America’s largest gay organisation, in order to reassure gay supporters that he still believed in their 
cause. In his speech, he declared his support for gays as “unwavering” and compared their plight to that 
of African-Americans involved in the civil-rights movement. He promised anew to repeal DOMA and “don’t 
ask, don’t tell”. He also expressed his intent to end employment discrimination against people because of 
their sexual orientation and end the travel ban that forbids HIV-positive people from entering America.  

The joy was restrained. In his speech, Mr Obama gave no deadline for delivering on his promises, and no 
specifics on how he would encourage Congress to introduce pro-gay legislation. A majority of Americans 
oppose gay marriage, and with health care and the economy to fix the president has plenty to keep him 
busy already. But fobbing them off with crumbs risks alienating a vocal, largely Democratic, constituency. 
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Statewatch: Louisiana  
 
After the storm 
Oct 15th 2009 | BATON ROUGE AND NEW ORLEANS  
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Hit hard then, but holding on now 

IT WAS a steamy afternoon in the Upper Ninth Ward of New Orleans. On one side of the 
street were abandoned houses with faded symbols in blue spray paint noting when the house 
was searched after Hurricane Katrina struck in 2005 and whether any bodies were found. On 
the other side, a row of cottages, brightly coloured in fresh paint. This was a new Habitat for 
Humanity project designed for musicians who were displaced after the storm. Nat Franklin, a 
drummer, had arranged a surprise party for a group of volunteers from the Association of Government 
Accountants. A jazz band played in his carport. The accountants ate plates of crawfish, fried chicken and 
king cake. 

Lonnie Jones, a carpenter from the neighbourhood, wandered over to see what the fuss was about. He 
said that he had been shuttling back and forth between Texas and Louisiana for the past few years. At the 
moment, business was better in New Orleans. “Being the first one that got hit, torn up real bad, I think a 
flux of money came here,” he said.  

 
That is certainly true in the construction sector, and it goes some way to explaining why Louisiana, a poor 
and battered state, is faring better in this downturn than are many of its peers. When other states were 
on building and borrowing binges, Louisiana sat on the sidelines. At the same time high oil prices tamped 
down unemployment in southern Louisiana and kept the state coffers full. Most other states have had to 
grapple with appalling budget deficits since then. And because the state’s financial sector is small, the 
market crash in September 2008 was not catastrophic.  

Thus Louisiana skipped the opening blows of the recession. As the pain spread it has seeped into 
Louisiana, but slowly. The timber and paper mills of central Louisiana are creaking as housing collapses 
elsewhere. Oil prices are down. There are fewer tourists dancing in Bourbon Street (above) than there 
once were, though it is still festive by any normal standard. Manufacturing, of course, is struggling. A 
heavy blow came in June, when General Motors announced plans to close a plant in Shreveport in 2012. 
And parts of New Orleans, like the Upper Ninth Ward, are far from recovery. 

But the overall picture could be worse: In August Louisiana’s 
unemployment rate was 7.8%, against a national rate of 9.7%. 
The state’s housing market is relatively stable. It is one of the few 
where home prices rose last year. And while the recovery from 
Katrina has been too slow, with funds tied up by insurers and 
bureaucrats, it is ongoing. “Frankly, we were all pretty angry at 
the time that the money was taking so long to come. But it’s 
actually coming at a good time, when the rest of the country is 
sort of struggling,” says Peter Ricchiuti of Tulane University in New 
Orleans. 
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Of course, the recovery (and stimulus) dollars will not flow forever. 
When they run out, can Louisiana move forward? Its economy is 
heavily skewed to older industries. Its educational system is 
ramshackle. And it has historically been constrained by its 
reputation as the kind of place where congressmen stash cash in 
their freezers and insurance commissioners are sometimes hauled 
off to jail. Stephen Moret, the head of Louisiana Economic 
Development, says that all this will change.  

Louisiana has a new workforce development programme, called 
FastStart, to quickly train people for any job. The state has 
scrapped some taxes, like a sales tax on manufacturing 
equipment, and takes a hard line against any new ones. And there 
have been ethics reforms. This year, Louisiana shot from 44th 
place to 1st place in the Centre for Public Integrity’s rankings of 
financial disclosure laws for legislators. 

These efforts are paying off. Albemarle, a chemical manufacturer and Fortune 1000 company, has moved 
its headquarters from Virginia to Baton Rouge. Adam Knapp, the head of the Baton Rouge Chamber of 
Commerce, reckons it was the ethics reforms that clinched the deal. Gardner Denver Thomas, which 
makes air compressors, decided to consolidate operations in Monroe after officials pledged that FastStart 
could help train the technicians. Electronic Arts has opened a videogame testing centre in Baton Rouge, 
and officials hope to encourage the digital-media industry with hefty new incentives. Like every state, 
Louisiana is touting alternative-energy projects, in its case nuclear manufacturing. Mr Moret is especially 
excited about a new car company called V-Vehicle, which is taking over an old GM plant. 

The idea is that Louisiana can turn itself around now, while other states are stalling, and come out of 
national recession in a stronger position. “What we have here can best be described as an extraordinary 
arbitrage opportunity,” says Michael Hecht, the head of Greater New Orleans Inc. He notes that New 
Orleans is almost back to its pre-Katrina population levels, and reckons that some of those arrivals are 
people excited by the state’s potential. But Louisiana must not let its focus on the economic rankings 
distract itself from where it sits on other lists: second in poverty, second in infant mortality and sixth in 
violent crime. There is a lot still to be done.  
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Lexington  
 
To surge or not to surge 
Oct 15th 2009  
From The Economist print edition 

 
 
The war inside the Democratic Party 
 

 
BARACK OBAMA has already roughly doubled the number of American troops in Afghanistan since taking 
office in January. But Stanley McChrystal, the man he chose to command American troops there, wants 
tens of thousands more. If he does not get them, warns the general, the mission “will likely result in 
failure”. On the other hand, it costs $250,000 a year to keep a single American soldier in Afghanistan. An 
Afghan soldier who speaks the language and can drink the water costs only a twentieth as much, as one 
adviser reportedly told Mr Obama earlier this year. With the budget in tatters, the deficit swelling and 
foreigners audibly fretting about the dollar, can America’s president really commit to spending vastly more 
each year in the Hindu Kush, for as long as it takes to prevail? And will the voters like it if he does? 

It seems that Mr Obama is no longer sure. The winner of the Nobel peace prize is hesitating to ramp up 
the war in Afghanistan. Rather than accepting General McChrystal’s recommendation, he is soliciting more 
advice, consulting with congressional leaders (many of whom hate the war) and weighing all his options. 
His hawkish critics accuse him of dithering. Charles Krauthammer, a conservative pundit, likens him, with 
some justification, to Hamlet—wordy and endlessly vacillating. Republicans snort that he was bluffing all 
along when he said he would get tough in Afghanistan. It was all a ruse, they say, to make it sound to 
centrist voters that he could be trusted with America’s security even as he milked the anti-Iraq war 
movement for every vote and dollar he could get. Some anti-war types feel the same way. 

Congressional Republicans think the decision is pretty straightforward. The surge worked in Iraq, so 
another one should work in Afghanistan. The only alternative is defeat, which would dismay America’s 
allies and embolden its enemies. Some Democrats concur with this assessment. Ike Skelton, who heads 
the House armed services committee, told ForeignPolicy.com that Mr Obama should follow General 
McChrystal’s advice because he is the man on the ground, “like Roosevelt supported Dwight Eisenhower 
on D-Day”. But many Democrats disagree. Vice-President Joe Biden has argued for months that it makes 
little sense to spend 30 times as much money in Afghanistan as in Pakistan when there are far more al-
Qaeda terrorists in Pakistan and the state they seek to overthrow there has nuclear weapons. He counsels 
a more parsimonious strategy in Afghanistan, using aerial drones and special forces to kill al-Qaeda 
leaders but otherwise handing over as much responsibility as possible to Afghans as quickly as they can 
be trained.  

And there are other Democratic concerns. As the evidence of electoral fraud in Afghanistan becomes 
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clearer, Nancy Pelosi, the speaker of the House of Representatives, asks: “Do we have an able partner in 
President Karzai? Is the government capable of acting in a way that is not fraught with corruption?” And 
are America’s NATO allies, Britain apart, really committed to this struggle? Meanwhile, Jim McGovern, a 
Democratic congressman from Massachusetts, is pushing a bill calling for an exit strategy. He argues that 
extra American troops will only antagonise the Afghans and give the Taliban a recruiting tool.  

 
Putting blood and treasure where his mouth was 

What is Mr Obama to do? Public opinion offers no clear guidance. According to Gallup, 48% of Americans 
want to send more troops to Afghanistan, while 45% are opposed. Americans are more hawkish than they 
were a month ago, when it was 41% in favour of a surge and 50% against. But these numbers are fickle—
the anti-war documentaries are only just beginning to air. Support for the war is weakest among 
Democrats, of whom only 36% want a surge, while 50% are opposed. Republicans are strongly in favour 
(73% to 18%), while independents are about evenly divided.  

Democrats fear two things. One is that they might pour billions of dollars and hundreds of lives into 
Afghanistan, and still lose. The other is that a costly and unpopular war could scuttle their domestic 
agenda. How will they pay for universal health care, for example, if they keep burning banknotes in the 
Afghan inferno? All the big groups that have waited eight years for a Democratic president—greens, gays, 
labour unions, ethnic minorities and so forth—are at least somewhat worried that a quagmire in 
Afghanistan might cripple Mr Obama before he can grant their wishes. They think of Lyndon Johnson, 
whose escalation of the war in Vietnam, that “bitch of a war”, cut short his march towards the Great 
Society at home. So far, American street protests against the Afghan war have been small and sporadic—
a few women in pink and committed peaceniks shouting slogans such as “Ground the drones!” and 
“Foreclose the war, not our homes!” But the protests against the Vietnam war started small, too.  

Mr Obama is said to be searching for a middle way: perhaps a modest reinforcement, but not all the 
troops General McChrystal is asking for, coupled with a more concerted effort to help Pakistan deal with 
the jihadists in its lawless tribal areas. Some people fear this might end up being the worst of both worlds, 
involving a political hit for no military gain. But whatever he asks Congress for, he will probably get. 
Republicans are sure to back more troops, and even doveish Democrats will be reluctant to humiliate their 
president. 

Mr Obama is wise not to be rushed. And he is wise to ponder deeply the historical precedents. But he 
might well reflect on a line from a British counter-insurgency specialist, quoted in Lewis Sorley’s book “A 
Better War”, which White House staff are said to be busily reading. South Vietnam, he says, could have 
been saved if America had not cut off military aid to its government. “Perhaps the major lesson of the 
Vietnam war”, said Sir Robert Thompson, “is: do not rely on the United States as an ally.” 
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Brazil's recovering economy  
 
Juggling technocrats and party hats 
Oct 15th 2009 | SÃO PAULO  
From The Economist print edition 

 
 
With the return of growth comes a different set of problems. They include the political ambition 
of Henrique Meirelles, the governor of the Central Bank 
 

 
IN MOST countries the dogged pursuit of an inflation target is not a help in seeking high elected office. But 
it seems Brazil may be different. On September 29th Henrique Meirelles, the governor of the Central 
Bank, announced that he was joining the Party of the Brazilian Democratic Movement, a coagulation of 
regional barons that is the country’s largest political outfit. In a general election next October he is 
expected to run for governor of his home state of Goiás, although he may try for the senate or even the 
vice-presidency.  

Mr Meirelles, a former boss of BankBoston, had been elected to congress for an opposition party before 
being plucked to head the Central Bank in 2002 by President Luiz Inácio Lula da Silva to satisfy investors 
that a left-wing president would not shy from monetary rigour. Mr Meirelles promptly raised interest rates 
to painful levels to scotch inflation and settle financial markets. It is a sign of the times that this did not 
destroy his political ambitions. 

Stardust has recently settled on the shoulders of everyone in economic policy-making in Brazil. Foreign 
direct investment in the country has grown, even as it has shrunk worldwide. As many jobs are now being 
created as were before the economy plunged in the final quarter of 2008. Unlike in past downturns, the 
government’s fiscal position was strong enough to allow it to pump up spending to see off trouble.  

Similarly, the Central Bank used to have to raise interest rates to discourage capital from leaving the 
country: this time it brought them down. Partly because of these policies, Brazil’s recession has been 
short. The economy is likely to have returned to an annualised growth rate of 5% or so in the third 
quarter.  

This strong rebound is bringing with it different dilemmas from those under debate in Europe, North 
America or China. The real has strengthened against the dollar (see chart). Brazil’s current-account deficit 
is widening again and is likely to continue to do so. As the economy starts to hum, many analysts expect 
the Central Bank to have to raise interest rates again.  
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Each of these brings its own problems. Exporters and manufacturers complain bitterly about the strong 
real. The government is sympathetic, and the finance ministry has hinted that it will do something to help 
them. Full-blown capital controls are unlikely, though there is talk of a sovereign-wealth fund that could 
lean against currency appreciation. But voters might find it hard to understand why the government was 
saving rather than spending.  

The managers of such a fund might also come to blows with the Central Bank, where practice has been to 
intervene in foreign-exchange markets to prevent wild swings in the value of the currency. A strong real 
has many benefits. It helps to keep inflation low and boosts imports of capital goods. But producer lobbies 
tend to be more vocal than consumers. 

A widening current-account deficit financed by foreign capital is also a source of worry to many Brazilian 
policymakers. They learned how such arrangements could backfire long before investors fled Asia in 1997, 
spreading turmoil and eventually forcing Brazil to abandon its exchange-rate peg. From the oil shocks of 
the 1970s to Argentina’s default in 2002, Brazil has repeatedly fallen victim to such swings in sentiment. 
As foreign investors pull their money out, the Central Bank yanks up interest rates to discourage them and 
recession follows. 

Some economists argue that the way to prevent this happening again might be to encourage the right 
type of foreign money (investments in factories that cannot be pulled at the first sign of trouble) and to 
discourage the wrong type (short-term speculative capital). But this distinction is hard to make in practice 
and even harder to legislate for. Investment bankers like nothing better than the challenge of creating 
products to get around rules designed to restrain their clients. 

Lastly there is the question of interest rates. Though the bank’s benchmark rate of 8.75% is a record low, 
it remains high by the standards of anywhere else. Recovery might require rates to be raised, as soon as 
April. That is where Mr Meirelles’s political ambitions start to look awkward. For a presidential appointee to 
raise rates in an election year requires some steel. It might be even harder if he is himself a candidate.  

Lula has asked Mr Meirelles to stay until the end of the presidential term in December 2010. He has until 
March to stand down if he wants to be a candidate. If he does, Brazil faces the prospect of having three 
different Central Bank governors in a year. If Mr Meirelles goes in March, a possible successor is Luciano 
Coutinho who heads BNDES, Brazil’s development bank. Were the opposition to win the presidency next 
year, it would probably want to name its own man. Happily, Brazil is now stable enough that such 
upheaval would not be fatal. But it might carry a price. 
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Colombia's resilient economy  
 
No recession here 
Oct 15th 2009  
From The Economist print edition 

 
 
But difficult to return to rapid growth 

WHEN the figures are finally tallied, Colombia may prove to have weathered the world recession better 
than any other of the larger Latin American countries. After a slight contraction at the end of 2008, the 
economy has been growing modestly this year. This resilience stems from continued foreign investment, 
an increase in government spending on public works and easier money: since December the central bank 
has cut interest rates by six percentage points, to 4%, a steeper drop than anywhere in the region outside 
Chile. 

But recovery risks being almost as gentle as the downturn. Whereas Brazil is bouncing back strongly (see 
article), Colombia can expect growth of just 2.5% next year and 3% in 2011, reckons Óscar Zuluaga, the 
finance minister. Whereas Brazil, Chile and Peru benefit from China’s hunger for commodities, Colombia’s 
exporters face difficulties. Their biggest market, the United States, is depressed; Venezuela and Ecuador, 
which take many of their manufactures, have imposed trade barriers. 

Even so, Colombia’s economy has dramatically improved in recent years. President Álvaro Uribe’s security 
policies have helped to restore confidence. Investment soared, from 15% of GDP in 2002 to 26% last 
year, says Mr Zuluaga. Private business has retooled. After many delays, the government has issued 
licences to expand several ports; this month it hopes to award a contract for the first of four big road 
schemes, costing a total of $7.5 billion over four years. It hopes for investment of up to $50 billion in 
mining and oil over the next decade.  

Indeed Colombian officials, like their counterparts in Brazil, worry that a big increase in commodity 
exports will strengthen the currency (which has already risen sharply against the dollar) and hurt local 
manufacturers. They are thinking about setting up a Chilean-style offshore stabilisation fund in which to 
park some of the commodity revenues.  

That is a nice problem to have. Others are more humdrum. Both unemployment (12%) and the poverty 
rate (46%) are above the regional average. Mr Zuluaga says that is because more women work, and the 
national poverty line is higher than elsewhere. Maybe, but the next president, due to be elected in May, 
will struggle to generate the feel-good factor that Mr Uribe has enjoyed. 

 
 

  

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

-46-



 
Mexico's monopolies  
 
Power to the people 
Oct 15th 2009 | MEXICO CITY  
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Breaking an overmighty union 

WHEN Felipe Calderón declared in his annual report to Congress last month 
that Mexico needed to pursue “fundamental” change, the country’s political 
establishment yawned. Almost all of the reforms he proposed during the 
first three years of his presidency were diluted in the legislature, and his 
conservative National Action Party (PAN) has just lost a midterm election. 
But on the evening of October 10th, while Mexicans were celebrating their 
football team’s qualification for the World Cup finals, Mr Calderón began to 
make good on his word. 

Without warning, he dispatched over 1,000 federal policemen in riot gear to 
occupy the offices of Luz y Fuerza del Centro, the state-owned electricity 
distributor for Mexico City and its surroundings. He issued a decree closing 
the company and transferring its responsibilities to the Comisión Federal de 
Electricidad (CFE), another state firm that supplies electricity to the rest of 
the country. 

Luz y Fuerza has been a scandal for decades, run in the interests not of its 
customers but of the electricians’ union. It was one of the more egregious 
examples of the corporatist privileges that flourished in Mexico under the 
seven decades of rule by the Institutional Revolutionary Party (PRI), in 
which unions and private businesses gained monopoly power and protection 
from the state. Although the PRI lost the presidency in 2000, many 
corporatist vestiges have survived.  

The government was pumping $3 billion a year into Luz y Fuerza. Most of this went on fat salaries and even 
fatter pensions for its 44,000 employees and 22,000 pensioners. The company managed to lose 30% of its 
electricity through illicit connections and technical failures. Because it was unable to supply big new 
customers, companies have tended to set up new factories outside its catchment area. By contrast, the CFE 
loses just 11% of its power and costs the government nothing. 

The electricians’ alliances with other, bigger unions and the left-wing Party of the Democratic Revolution 
(PRD) have hitherto deterred reform. The union has been weakened by a disputed leadership election, and 
the PRD did even worse than the PAN in the mid-term election. But if Mr Calderón, whose government is 
trying to plug a $22 billion budget shortfall next year, chose to act against Luz y Fuerza it was mainly because 
he could. Since the company was established in 1994 by presidential decree, it could be legally wound up by 
decree.  

The take over by CFE went smoothly, with only a few scattered power cuts. It is running the business with 
many fewer staff than Luz y Fuerza required. The government reckons the measure will save $1.3 billion next 
year. But first it must face the electricians’ ire. The union has vowed to seek thousands of legal injunctions. 
To try to dampen opposition, the government offered additional severance pay provided workers accept their 
dismissal within a month. It hopes that an average lump sum of 33 months salary (costing a total of $1.5 
billion) will overcome loyalty to the union. 

The takeover of Luz y Fuerza looks like a coup for Mr Calderón. But it may be an isolated one. The teachers’ 
union exercises a similar grip on schools, for example, but its leader is a political ally of the president. 
Business monopolies have political protection too. If fundamental reform were easy in Mexico, more of it 
would have happened by now. 
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Trade unions in Canada  
 
All struck out 
Oct 15th 2009 | OTTAWA  
From The Economist print edition 

 
 
Weaker than they look 

AS STRIKING workers assembled for a protest march in front of 
DriveTest, a privatised government agency that conducts driving tests 
for Ontario, Marie Derane, a strike leader, grabbed a megaphone to say 
that the march would not start until all the journalists present had 
finished their interviews. Too few people were paying attention to the 
strike by 550 members of the United Steelworkers that began on August 
21st, she explained later. And not all of those who did were supportive. 
“They tell me: ‘This is a recession, get back to work’.” 

These are hard times for Canada’s trade unions. When car plants and 
factories close, union jobs go. The public has turned hostile, even in 
traditional blue-collar towns. When municipal workers in Toronto and 
Windsor went on strike this summer, leaving rubbish piled up in the 
streets and head-high weeds in parks, residents had little sympathy. 
Some have lost their own jobs, or their savings. The union’s image was 
further harmed when a striker in Windsor was caught on video dumping 
rubbish and berating a family picking up litter in a park. In an opinion 
poll taken in Toronto during the strike by the Strategic Counsel, a 
survey firm, only 13% of respondents supported it.  

Conservative pundits are proclaiming the death of unions. In fact some 
30% of Canadian workers were union members in 2008. That is down from 38% in 1981, but still higher 
than in many other rich countries. But the overall membership conceals a discrepancy: whereas 71% of 
public-sector workers are unionised, only 16% of those in the private sector are. That is partly because in 
Canada—as in the United States, but unlike in Europe—unions negotiate by workplace rather than across 
an industry. So government and big manufacturing plants are attractive to union organisers; banks, 
retailers and service industries, with branches scattered across the country, are not.  

Union supporters hope that the stagnation of average wages will eventually produce public pressure to 
change the law so as to make organising easier. Conservatives think that market forces will make that 
unnecessary. If the workforce shrinks as baby-boomers retire, individual workers will be in a stronger 
position to secure wage rises, argues Charles Cirtwill of the Atlantic Institute for Market Studies, a think-
tank based in Halifax. 

To survive, unions need to sell themselves more actively, says Elaine Bernard, a labour specialist at 
Harvard University. They should be reminding people of the benefits they bring, such as a stable 
workforce in communities with high unemployment, or the broader standards they have set that all 
workers enjoy, such as paid holidays and a five-day week. “People are asking, and not just in Canada, 
what do unions do? The answer has to be something that appeals to the individual worker, provides some 
service to the employer, and promotes a collective or community good,” Ms Bernard says.  

That message was hard to find on the picket line at DriveTest this week. Not surprisingly, the strikers 
were preoccupied with regaining their jobs and keeping their system of seniority. That is unlikely to win 
the broader public support that the unions need.  
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Ecuador's president  
 
Family fallout 
Oct 15th 2009 | QUITO  
From The Economist print edition 

 
 
An unexpected foe for Rafael Correa 

TO FACE striking teachers and protests by indigenous groups, as Rafael Correa has done this month, is all 
in the course of a day’s work for an Ecuadorean president. To face sniping from within your own family is 
more unusual. Yet the attorney-general’s office has begun to investigate several of Mr Correa’s closest 
aides. The reason? Allegations by Fabricio Correa, the president’s older brother, who is himself the subject 
of scandal. 

Fabricio Correa, who has an engineering business, acted as his brother’s fund-raiser during his election 
campaign in 2006. After Rafael entered the presidential palace, Fabricio gained government contracts, 
mainly for roadbuilding and oil services, worth $167m, according to the comptroller-general’s office. That 
was far more than he had received under any previous government. Fabricio skirted a rule forbidding 
relatives of public officials from gaining government contracts by registering companies in Panama in 
which he was the main shareholder. 

When Expreso, a newspaper in Guayaquil, broke the story of these contracts, President Correa, a socialist, 
at first dismissed it as a media attack on his family. But the public seemed to believe the newspaper. The 
president changed course, demanding that the contracts be rescinded, and criticised his brother, whom he 
said had been “unbalanced by greed”.  

But matters did not end there. The public-works minister resigned rather than terminate the contracts. 
And Fabricio counter-attacked, accusing his brother of harbouring a “pinkish” cabal of sycophantic aides. 
He publicly handed over a cardboard box labelled “corruption evidence” to the attorney-general’s office. 
He claims that the president’s chief of staff took bribes and that his legal adviser has conflicts of interest. 
That seems to have prompted the attorney-general to investigate. The aides deny wrongdoing. But if 
there are charges or resignations it could well damage the president, who campaigned against corruption. 

In Brazil Fernando Collor was forced to resign as president in 1992 after his brother, Pedro, denounced his 
corruption. Fabricio’s claims have excited the opposition, but he is himself a tarnished figure. As long as 
the government can afford to maintain its expansionary economic policies, the president is likely to retain 
the support of many Ecuadoreans.  
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Thailand's former prime minister  
 
Exile and the kingdom 
Oct 15th 2009 | BANGKOK AND DUBAI  
From The Economist print edition 

 
 
Thaksin still hankers after a triumphant homecoming 
 

 
MANY a political revolt has been plotted from afar. In Japan Aung San dreamed of the demise of British 
rule in Burma. Sun Yat-sen, the founder of republican China, flitted between Japan and America. That 
Thailand’s former prime minister, Thaksin Shinawatra, now resides in Dubai, a city of ostentatious, idle 
wealth, seems apt for a telecoms tycoon turned fugitive politician. But it is unlikely to be the final stop in a 
quest for power that has divided Thailand as never before. Neither side in what often resembles an 
undeclared civil war is ready to compromise. Millions of Thais want Mr Thaksin back. Over our dead 
bodies, comes the reply.  

Mr Thaksin longs to go home. He says it need not be a political comeback, if the country is in good hands. 
He would like to be free to focus on his far-flung business interests, which he says now include gold 
exploration in Uganda. He says he wants to enjoy life. But, he insists, “the people need me” to restore 
democracy and justice, starting with the legal cases filed against Mr Thaksin and his family. He already 
has one conviction in the Supreme Court over the sale of public land to his wife. The same court is now 
deciding whether or not to confiscate 76 billion baht ($2.3 billion) of his assets frozen after a coup in 
2006.  

The money comes primarily from the sale that same year of Shin Corp, Mr Thaksin’s family-owned 
conglomerate, to Singapore’s Temasek Holdings. He clearly has plenty of money left—enough to retire 
comfortably out of the reach of Thai law. Over a lunch of fish and chips at his golf clubhouse, Mr Thaksin 
enthuses over new business opportunities in Africa and the benefits of Buddhist meditation. But he is still 
fuming over his downfall. Hell hath no fury like a tycoon dispossessed. So Thailand’s bumpy ride is far 
from over.  

Indeed it may start to intensify, as Mr Thaksin’s red-shirted followers agitate for political changes that go 
beyond his exoneration. Another red-shirt rally in Bangkok is planned on October 17th to mark 60 days 
since Mr Thaksin’s supporters asked the revered king, Bhumibol Adulyadej, to pardon him. Over 20,000 
last month defied tight security in the capital to protest peacefully. In the north and north-east of the 
country, bases of Mr Thaksin’s support, the movement is even harder to repress.  

Rival yellow-shirts loathe Mr Thaksin. They have the ear of Bangkok’s royal establishment, which is 
blamed by red-shirted leaders for pulling the plug on democracy. Hovering over this stand-off is the 
prospect of an election, which Mr Thaksin’s Pua Thai party reckons it can win. This may be a tall order, as 
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his parliamentary base has been battered by court-ordered dissolutions and breakaway factions. But it is 
taken seriously by the government, led by Abhisit Vejjajiva, who shows no sign of wanting to face the 
electorate.  

Under Mr Abhisit, Mr Thaksin’s Thai passports have been revoked. He now travels on passports from 
Montenegro and Nicaragua and keeps a low profile when on the move in Asia. A man whose image and 
voice used to dominate Thailand’s media has been reduced to Twittering and collecting Facebook friends. 
Last month, a public-radio host who interviewed Mr Thaksin promptly lost his job. “We are a controlled 
democracy,” he complains.  

Asked who is in control, Mr Thaksin points the finger at palace insiders who exert influence over state 
agencies and defy elected politicians. “They can even create any story and sack the government,” he says. 
The most senior of these is Prem Tinsulanonda, chief adviser to King Bhumibol and a former army 
commander and prime minister in the 1980s. His personal animosity towards Mr Thaksin is well-known. 
But Mr Prem has always denied allegations that he masterminded the 2006 coup. Red-shirts repeat them 
nonetheless.  

That such a respected statesman is in their crosshairs is a sign that the red-shirts’ agenda contains the 
seeds of a social revolution. Some radical thinkers want to reform or do away with the monarchy after the 
passing of King Bhumibol, who is 81 and has been in hospital for the past month after a bout of flu. Other 
reds seem more interested in basking in Mr Thaksin’s popularity and milking his largesse. Thai security 
officials say he has spent millions of dollars to sustain the rallies. Mr Thaksin says he provides only “moral 
support”. A Thai newspaper dubbed the two camps “communist” and “commission” reds (ie, those, in 
effect, on Mr Thaksin’s payroll).  

Some reckon the movement needs to escape Mr Thaksin’s long, dark shadow. This process has already 
begun. Alongside diehard Thaksinite protesters, stand middle-class Thais who do not care for Mr Thaksin 
but are disgusted by the political prestidigitation that toppled two elected governments. “We’re educated 
now. We know what’s right and what’s wrong,” says Cha-on Chaowankrang, a retired airline employee. 
Some protesters even confess to joining anti-Thaksin rallies in 2006 that preceded the coup. For his part, 
Mr Thaksin reckons that only around 25% of red-shirts feel so-so about him, with 75% partisans. A Thai 
academic who attends rallies in Bangkok puts the mix at 50/50.  

A tricky question for the reds is what would happen if Mr Thaksin opts to call it quits. As the legal noose 
tightens around his assets, there have been persistent rumours in Bangkok of quiet talks with his 
opponents. Mr Thaksin skirts the topic but insists he is ready to make peace and return home. This “mess” 
can be fixed “overnight”, he says, snapping his fingers. Such a backdoor deal would presumably pull the 
plug on the rallies. But it would not stop the movement, says Jakrapob Penkair, a red-shirt leader who fled 
into exile in April and is digging in for a long war: “A lot of our allies out there are not dancing to his 
tune.” 

It is not clear with whom Mr Thaksin could do a deal. Mr Abhisit says the law must prevail. Palace sources 
sniff at the idea of a settlement. He faces a two-year jail sentence, and has been indicted in a state-lottery 
case. He was forced to move to Dubai after Britain, his first place of exile, revoked his visa. Nor was his 
reputation helped by his fomenting of red-shirted riots in April, when he called for a “people’s revolution” 
in Bangkok. He denies advocating violence and blames pro-government instigators for the unrest. “I don’t 
even kill mosquitoes now,” he whines.  
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China's private coalmines  
 
The pendulum swings against the pit 
Oct 15th 2009 | BEIJING  
From The Economist print edition 

 
 
Another attempt to control dirty and dangerous small coal-mines 

IN THE northern province of Shanxi, one of China’s biggest coal-producing regions, a once-booming private mining 
industry is being taken over by the state. Hundreds of small coalmines are being closed down or merged into larger, 
government-owned businesses. The aim is to end a coal-digging free-for-all that is blamed for a blighted environment 
and hundreds of deaths every year. It will not be easy.  

Shanxi has been trying to restore order to its chaotic coal business for years. In 2006 it ordered the closure of mines 
with an annual output of less than 90,000 tonnes. But small mines make big money. Owners push up profits by cutting 
corners on safety and benefits for workers. Local officials often invest, though they are in theory banned from doing so. 
Their vested interest has frustrated efforts at oversight.  

Mines reopened as fast as they closed. A third of Shanxi’s coal production, according to reports in the official press, 
came to depend on them. Poor oversight meant that many mining casualties went unrecorded. In recent years China 
has claimed a falling death-rate even as coal production has risen (see chart).  

An accident that killed more than 270 people at an iron-ore mine in Shanxi in September last year may have been the 
turning-point, or so provincial leaders hope. The disaster prompted the resignation of Shanxi’s governor, Meng 
Xuenong. He was replaced by Wang Jun, formerly head of the central government’s work-safety agency—a signal from 
Beijing that at last it meant business.  

 
Mr Wang’s tactics sent shivers through Shanxi’s coal barons, many of them entrepreneurs from the coast. It had always 
been a fickle business, with mines routinely forced to close in the build-up to public holidays or big events such as last 
year’s Beijing Olympics. The central government regards big accidents at such times as hugely embarrassing—so much 
so that even recalcitrant local officials temporarily fall in line. But until Mr Wang’s arrival, China’s fast-growing power 
industry and its perennial hunger for fuel had made coal a good investment. Shanxi, more than other provinces, made 
private investors welcome.  

Now the tide could be turning. Early this year the Shanxi government ordered that the number of mine shafts in the 
province be reduced by more than 1,500, to 1,000 before 2011 and further by 2015, to 800. This would be achieved by 
closing those with an annual output of less than 300,000 tonnes. The rest would be handed over to the province’s 
handful of big state-owned operators. Owners would be given compensation in cash or shares (not nearly enough, some 
have been quoted by the state press as saying).  

By official accounts, considerable progress has already been made. The vigour of Shanxi’s mining shake-up has even 
been presented by some officials as an excuse for the province’s dramatic slump in the first half of this year. In this 
period it was the only province where the economy shrank—by 4.4% compared with the same period in 2008. A more 
likely explanation is Shanxi’s reliance on industries, such as power and mining, that were initially hard hit by the 
economic crisis. The province’s economy is now rapidly recovering.  

Shanxi’s nationalisation drive will disappoint Chinese entrepreneurs, who have long hankered after bigger opportunities 
in industries, such as resource extraction, that are still dominated by the state. But at least state ownership may help 
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save lives in one of China’s deadliest industries.  
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Vietnam's crackdown on dissent  
 
To discourage the others 
Oct 15th 2009  
From The Economist print edition 

 
 
New-style diplomacy trumped by old-style repression 

AS A one-party state that restricts free speech and often locks up dissidents, Vietnam is not known for its 
promotion of civil liberties. But, having enjoyed a temporary seat on the United Nations Security Council 
since 2008, and looking forward to the chairmanship of ASEAN, the Association of South-East Asian 
Nations, in 2010, the government appears keen to burnish its image on the international stage. 

During an annual UN human-rights review last month, the Communist government seemed unusually 
open to criticism. It accepted two-thirds of some 140 recommendations put forward by members of the 
UN’s Human Rights Council. “There are no so-called ‘prisoners of conscience’ and no one is arrested for 
criticising the government,” Vietnam’s delegation insisted. This presumably would come as news to the 
judges in Hanoi and Haiphong who, earlier this month, sentenced nine democracy activists to jail terms of 
up to six years in a series of short trials. 

The activists, some of whom were linked to an outlawed pro-democracy grouping called Bloc 8406, were 
convicted of “spreading propaganda against the state”, an offence under Vietnam’s penal code. They were 
detained last year after hanging up roadside banners and distributing leaflets that called for multi-party 
democracy, respect for human rights and the protection of islands in the South China Sea disputed with 
China. The activists were also accused of using the internet to campaign against the government, by 
distributing online photographs of the banners (which were swiftly removed by the police), and writing 
articles that undermined the Communist Party’s leadership. 

The crackdown prompted a rare rebuke from America, which has seemed keener of late to foster trade 
ties than to criticise Vietnam’s human-rights record. The embassy in Hanoi professed itself “deeply 
disturbed” and called for the immediate and unconditional release of the nine. 

Vietnam’s government has never been shy of using the law to deter criticism. The leading lights of Bloc 
8406 were handed stiff jail sentences in 2007. But this year the state has shown renewed determination in 
its efforts to silence dissenting voices, whether they be high-profile human-rights lawyers or mere 
bloggers protesting against the government’s close ties with China, the country’s traditional foe. 

Observers say this repressive zeal partly reflects nervousness ahead of the Communist Party’s five-yearly 
congress in 2011. But Carl Thayer, a Vietnam expert at the Australian Defence Force Academy in 
Canberra, suggests the government may also be worried that previously disparate groups of dissidents 
such as Buddhist monks, Catholic priests and political bloggers appear to be coalescing around certain 
issues, notably opposition to China’s growing influence in Vietnam. 

Whatever fears it may harbour, the government faces a dilemma in trying to stub out the criticism. 
Internet usage and blogging are growing faster in Vietnam than in almost any other country. The 
government has acknowledged that the internet, the medium favoured by most dissidents, is vital for the 
country’s development. 

However, it lacks the resources to control internet access in the wholesale manner practised by China or 
Iran. So the government has to rely on orchestrated political trials and the sporadic arrests of bloggers to 
keep the surging numbers of internet-users in check.  
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Japan's eco-diplomacy  
 
Starry-eyed 
Oct 15th 2009 | TOKYO  
From The Economist print edition 

 
 
“Soft power” built on sand 
 

 
FOR an ocean-loving nation, Japan has an odd way of showing its affection for the sea. Out of a fear of typhoons and 
tsunamis, and an element of man-against-nature hubris, it has sealed much of its coastline in a girdle of concrete. 
Where children once scrambled over rocks to explore haunted caves, now they climb on cement tetrapods. 

Hajime Kayanne, a science professor at the University of Tokyo, has a less intrusive approach to coping with the 
dangers from the sea. He calls it “eco-engineering”. It may represent the sort of “soft power” that Japan hopes to 
wield as its economic might is eclipsed by China. 

Mr Kayanne’s special ingredient is not cement but star sand, the shells of a tiny single-celled organism, called 
foraminifera, found near coral reefs in Japan’s south—and taken in jars by tourists as a lucky charm. Foraminifera 
grow in the ocean and when they die, mix with coral to become the sediment that forms atolls. Mr Kayanne has 
found how to grow foraminifera artificially. He hopes this can help low-lying Pacific atolls survive if global warming 
raises sea levels. 

Japan has plenty of self-interest in the endeavour. Mr Kayanne is mainly focused on using star sand to raise the 
height of a tiny islet— barely visible at low tide—called Okinotorishima, which is 1,740km (1,100 miles) south of 
Tokyo. 

Japan calls it an island and claims it as territory, which it says gives it the right to an exclusive economic zone (EEZ) 
of 400,000 square km—larger than Japan’s land mass itself. The surrounding sea is rich in tuna, but is also militarily 
important to China. If rising sea levels swamp the land (which is already encased in concrete), Japan loses its claim 
to the EEZ. 

So far, star sand has only been grown in the laboratory. It may not even 
make it to Okinotorishima if lawyers decide that land propped up by artificial 
star sand does not count as an island—in which case it would not merit an 
EEZ. 

But Mr Kayanne is also leading a Japanese project to create a beach made 
out of home-grown star sand in Tuvalu, a South Pacific atoll perilously close 
to sea level. He says up to three-quarters of the island’s “body mass”—or 
sediment—is star sand, and he believes the beach project will help 
regenerate it naturally. 

“Japan should be a world pioneer of this new eco-technology against global 
warming,” he says, echoing a line from the election manifesto of the new 
Japanese government. He admits the people of Tuvalu have different ideas, 
however. “They say: ‘You come from Japan. Why don’t you just build us a 
sea wall?’” 
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Banyan  
 
History wars 
Oct 15th 2009  
From The Economist print edition 

 
 
A truce is unlikely to herald lasting peace between Japan and its neighbours 
 

 
JAPAN’S nearest neighbours have long been less ready than has the rest of Asia to forgive and forget the 
country’s aggressive past: a brutal colonisation of Korea in 1905-45 and a creeping occupation of China 
from 1931 leading to total war. Both projects were pursued ruthlessly and entailed civilian massacres, 
torture and slavery in factories, mines and military brothels. 

So Yukio Hatoyama, Japan’s new prime minister, has pleased the neighbours by promising that rule by his 
Democratic Party of Japan would transform Japan’s relations with them. He made the pledge in both 
Seoul, where he met South Korea’s president, Lee Myung-bak, on October 8th, and then in Beijing at a 
three-way summit with China’s leaders. Unlike the weasel-worded Liberal Democratic Party, which long 
ran the country, Mr Hatoyama’s new government, he says, “has the courage to face up to history.” 

Both Mr Lee and China’s prime minister, Wen Jiabao, were delighted. Dealing honestly with historical 
matters, they affirmed, would make it much easier to tackle contemporary challenges together—notably, 
getting North Korea to give up its nukes, and deepening economic co-operation. Mr Lee said Mr Hatoyama 
had opened the way for “future-oriented relations”. The talk now is of reviving old plans for an undersea 
tunnel linking South Korea and Japan. Emperor Akihito may visit South Korea, a first. Both South Korea 
and China have applauded Japan’s proposal for a jointly compiled history textbook. 

If only it were so simple. For all the bonhomie now, past hopes for “future-oriented” relations have often 
been frustrated. One problem is disputed territory (see map). Japan contests Dokdo, a rocky outcrop 
controlled by South Korea, while China claims the Senkaku, held by Japan. In addition, Japan contests 
Russia’s control of four northern islands seized in August 1945. Over the years Chinese, Japanese, South 
Korean and Russian diplomats have all berated The Economist over our maps. 

Japan insists Dokdo should be called “Takeshima”. The South 
Koreans insist on the “East Sea” in place of the Sea of Japan. Over 
Dokdo/Takeshima, the websites of Japan’s and South Korea’s 
foreign ministries wage a virtual war, with pop-up cyber “history 
halls” and the like (in South Korea’s case, in nine languages). Yet 
both sides look merely ridiculous. Japan’s justification glides over 
the fact that its 1905 claim marked a first step in imperial 
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annexation. South Korea argues that Dokdo has been “Korean” 
since 512, but uses the name for a country that did not exist until 
1948. Competing for legitimacy with North Korea, the South also 
insists on the “East” rather than the “Chosun” Sea, since “Chosun”, 
a much more common reference in old Korean documents, is these 
days associated with the North. Empty specks of rock do duty as 
stand-ins for wider and even touchier historical issues. 

Things would be better if Japan were now readier to call a slave’s 
spade a spade. It has apologised many times for its brutal past, 
but only in vague terms, expressing “remorse” for ill-defined 
damage. Most apologies, including the one that has since become 
a template, by the then prime minister, Tomiichi Murayama, at the 
50th anniversary of the war’s end, appear to say sorry to the 
Japanese people first. Mr Hatoyama does not call for the imperial 
family to break the so-called chrysanthemum taboo by admitting guilt on behalf of the wartime emperor, 
Hirohito. Nor does he suggest that the Diet (parliament) pass a law expressing national contrition instead 
of merely making statements. So, on this, he does not look like a mould-breaker. But then the leaders of 
South Korea and China may not want him to be. Being able occasionally to beat Japan for its lack of 
remorse is not all bad. 

But Alexis Dudden of the University of Connecticut points out* that as vague apologies proliferate, the 
human victims of imperialism, though winnowed by old age, are ever less ready to accept them. The 
many wartime “comfort women”, or sex-slaves for the army, of whom South Koreans made up the biggest 
number, for example, want individual apologies and redress from the state. Despite abundant and 
harrowing testimony, Japan admits only general responsibility. The foreign ministry refers not to the 
women, but to “the issue known as ‘wartime comfort women’”. 

When America’s Congress called on Japan in 2007 to apologise for the comfort-women system, Ichiro 
Ozawa of the DPJ, now the party’s secretary-general, threatened a Diet resolution damning the atomic 
bombings of Hiroshima and Nagasaki. His demeaning of the comfort women was grotesque but 
symptomatic: even today, many Japanese believe the atomic horror washed away any guilt for 
devastation in other parts of Asia. 

 
Small comfort 

But then the South Korean government gets more worked up about Japanese claims on a guano-flecked 
rock more than it does about the comfort women. After all, many of the men sending women to the front 
were, well, Koreans, working for the colonial authorities. Later, from 1948, the instruments and executors 
of Japanese repression were hitched to the new South Korean state—under American military tutelage to 
boot. That is all too inconvenient to highlight today. 

So official versions of history tend to veer away from the truth, not towards it. You only have to look at 
the Chinese history on display at the extravaganzas for last year’s Beijing Olympics or this month’s 
National Day celebrations. The first (traumatic) 30 years of the Communist Party’s 60-year rule were 
airbrushed out. History, as Simon Schama, a master of the craft, says, should be the instrument of self-
criticism, not self-congratulation. Not just in dictatorial China, but also in democratic South Korea and 
Japan, history still has far to go if it is to serve that aim.  

 
 

* “Troubled Apologies: Among Japan, Korea and the United States”, Columbia University Press, 2008 
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South Africa and corruption  
 
He promises a big clean-up 
Oct 15th 2009 | JOHANNESBURG  
From The Economist print edition 

 
 
Can President Jacob Zuma fulfil his promise to root out corruption? 
 

 
MANY South Africans are riveted by the soap-opera trial now under way in Johannesburg. The cast 
includes a former chief of police and Interpol (Jackie Selebi), a convicted drugs smuggler and confessed 
liar (Glenn Agliotti), a murdered mining magnate (Brett Kebble), a multi-millionaire convicted fraudster 
(Billy Rautenbach), and no fewer than two former directors of prosecution, all accusing each other of 
spectacular bribery and corruption. But the case also has gloomier implications. For it puts a spotlight on 
one of South Africa’s gravest problems: rampant corruption, particularly in government.  

At times it feels as if almost everyone in a position of power or influence is on the take. Police openly 
invite errant motorists to grease their palms rather than pay a larger official fine. Criminal files often 
disappear from court, scuppering the trial, on payment of a bribe. Many public contracts are secured by 
kickbacks. Welfare benefits provide a rich source of pickings for dodgy officials. Standards of public 
auditing are abysmal; every year huge sums of public money are unaccounted for. 

Some miscreants do get caught. In the past few months the spokesman of the ruling African National 
Congress (ANC), the head of South African Airways, the vice-chancellor of a university in the province of 
KwaZulu-Natal, the head of the national freight-rail service, the deputy head of the Land Bank (a leading 
provider of farm credits), the head of the South African Broadcasting Corporation, and the environment 
ministry’s director-general—to name but a few—have been suspended, fired or forced to step down amid 
allegations of financial skulduggery.  

The Public Service Commission, an independent watchdog, reported last month that government 
employees stole nearly 22m rand ($3m) from the state in 2007-2008. The national auditor-general found 
that between 2005 and 2007 more than 2,000 public officials and their relatives were awarded public 
tenders worth 540m rand through companies with which they had links. Polls show that half of South 
Africans think corruption is widespread among elected officials and public servants. The country’s vice-
president, Kgalema Motlanthe, admits that at every level of government the scourge is “far worse than 
anyone imagines”.  

On the campaign trail, Jacob Zuma, now president, repeatedly pledged to root out corruption once in 
power. “It won’t be like it was before,” he promised. On his watch, officials benefiting from state tenders 
should expect severe censure. Many scoffed. How could a man who had himself faced corruption charges, 
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before being let off on a technicality, be taken seriously?  

Not for the first time since his inauguration in May, the president may surprise the sceptics. In the top 
echelons of government, a new mood of intolerance of corruption is perceptible. Ministerial speeches are 
full of it. Even if it is too soon to assess the results, the fact of it being talked about so openly marks a 
change. Heads are beginning to roll. The ANC’s secretary-general, Gwede Mantashe, recently claimed that 
more bureaucrats had been suspended for alleged corruption in the first 100 days of Mr Zuma’s 
presidency than during the entire ten-year reign of his predecessor, Thabo Mbeki, though no figures have 
yet been produced to support this.  

Moreover, instead of being just slapped on the wrist, the guilty are beginning to be threatened with 
criminal charges. New rules are being drawn up to bring greater openness into public tendering. Under a 
draft bill, politicians and civil servants would be barred from holding jobs in companies involved in public 
bodies or seeking business with them. On leaving office, they would also be banned for at least a year 
from joining any company tendering for public contracts. 

Despite the perceptions of its own people, South Africa is not one of the continent’s most corrupt 
countries. Last year Transparency International, a Berlin-based watchdog, ranked it fourth-cleanest of 
Africa’s 53 countries and 54th out of the 180 countries it judges worldwide. But most South Africans do 
not want to be measured against a third-world yardstick; in business circles, especially, they have the 
outlook and culture of the rich world. So they hope Mr Zuma is sincere in his pledge to rid the country of 
what his trade-union allies call “a cancer eating away at the fabric of society”. It is early days. But if South 
Africa’s president can shed his controversial past and clean things up, it will be an astounding 
achievement.  

 
 

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

-60-



 
China and Africa  
 
Don't worry about killing people 
Oct 15th 2009  
From The Economist print edition 

 
 
By coddling Guinea’s dictator, China again mocks human rights in Africa 

BARELY a fortnight after soldiers loyal to Guinea’s military junta butchered 
at least 150 demonstrators calling for civilian rule, a deal for oil and 
mineral rights worth around $7 billion has been struck between China and 
Guinea. That, at any rate, is being trumpeted by Mahmoud Thiam, 
Guinea’s mines minister. He says the China International Fund, a large 
Chinese firm, will be a strategic partner in an array of projects throughout 
Guinea. It seems that China’s commercial march across Africa will continue 
unabated, however vile the human-rights record of the governments it 
seeks to befriend. 

Guinea’s ruler, Captain Moussa Dadis Camara, has been widely castigated 
for crushing the opposition. France, Guinea’s traditional ally and former 
colonial power, has distanced itself from him, cutting military ties and 
decrying his “savage” treatment of the protesters. The European Union 
followed suit. The African Union deplored the situation. Mohammed Ibn 
Chambas, head of the Economic Community of West Africa States, better 
known as ECOWAS, a regional group that has intervened to help bring back 
civilian rule in Liberia and Sierra Leone, grumbled that Guinea could slip 
into dictatorship.  

Many workers went on strike in Conakry, Guinea’s capital, after the 
massacre. So the deal would be a boon to Captain Camara. China, however, has yet to confirm it. So 
Guinea’s government may have announced it to give itself a boost. Guinea’s opposition has condemned 
China for canoodling with a brutish regime and denies that the deal, if it comes off, would benefit ordinary 
Guineans. 

The agreement, if it does materialise, will certainly disappoint those who think that China is becoming 
warier of doing deals that fortify dodgy dictators. Guinean ministers stress that this one is with a private 
Chinese company, not China’s government. But it is bound to reinforce an impression that China cares 
little about human rights in Africa. The Chinese government has long proclaimed a policy of non-
interference. But there were signs that it might be growing more sensitive on the subject, after human-
rights campaigners decried last year’s “genocide Olympics” on the ground that China was turning a blind 
eye to atrocities in Darfur carried out by the government of Sudan, where it has large commercial links. 
Seemingly chastened, China began to back UN intervention in Darfur. If the Guinean deal is done, it would 
suggest China respects human rights only when shamed into doing so. 

In any event, its influence in Africa is still growing fast. China is now Africa’s second-biggest trading 
partner after the United States. Last year Angola became its second-biggest source of oil; the Chinese 
ambassador said it had become China’s largest trading partner in Africa, with last year’s bilateral trade 
worth more than $25 billion. China is eyeing Nigeria’s oil too. It is in the early days of trying to buy 6 
billion barrels, around one-sixth of Nigeria’s estimated reserves, worth $450 billion at today’s price. 

Paul Kagame, Rwanda’s president, recently praised the Chinese for investing in Africa’s infrastructure—in 
contrast, he said, to the West, which doles out aid. Mr Kagame is sensitive to growing Western criticism of 
his increasingly autocratic ways, so he too may start looking east. As Guinea may show, China’s 
unconditional approach to doing business may reap benefits, except perhaps for Africans who cherish 
democracy and human rights.  
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Madagascar and regional diplomacy  
 
Coups can still pay 
Oct 15th 2009 | JOHANNESBURG  
From The Economist print edition 

 
 
A diplomatic compromise keeps a coup-maker happily in power 

WHEN Andry Rajoelina, a former mayor of Antananarivo, Madagascar’s capital, seized power in a bloodless 
coup in March, governments across the world, especially in Africa, rose up in condemnation. The United 
States and the European Union blocked all non-humanitarian aid to the impoverished Indian Ocean island. 
The African Union (AU) and the Southern African Development Community (SADC), an influential 15-
country regional club, suspended it from their groups. SADC hinted darkly at military intervention to 
return the ousted president, Marc Ravalomanana, to power. 

Seven months later, the same high-minded lot are celebrating an agreement between the various rival 
Malagasy factions under the auspices of SADC, with the AU, the UN and others all signing on. A 
transitional government is to be set up, with an election in the next 12 months or so. Mr Rajoelina, 
meanwhile, will merrily stay on as interim president. Coups, it seems, can still pay. 

Mr Ravalomanana is hopping mad. He says that the four principals at the talks—himself, Mr Rajoelina and 
two former Malagasy presidents—had agreed that none of the coup-plotters would stay in power. But the 
deal, with Mr Rajoelina kept on as president, has already been accepted by Mr Ravalomanana’s own 
representatives, so it is unlikely he will be able to block it when it comes up for formal ratification in 
Geneva on October 17th. Arguably, he is still the country’s legal president, but most of his friends have 
deserted him.  

It is debatable whether the majority of Madagascar’s 20m people, most of them very poor, much care who 
runs the show as long as they have enough to eat and can live in peace. Foreign investors did not flee 
after the coup, as Mr Ravalomanana’s backers predicted. Tourism, a big earner, has shrunk, but as much 
due to world recession as to the island’s instability. International aid, expected to total about $700m this 
year, has fallen by nearly half.  

Despite the initial outrage of the AU, SADC and other bodies, Mr Rajoelina looks as if he has got away with 
it. Madagascar is underdeveloped and poses no threat to world peace. Grand talk of sending in an AU 
force, such as one that ousted a coup-maker last year in the Comoro islands, faded fast. Besides, 
Madagascar has quite a big and well-trained army, a large chunk of which backed Mr Rajoelina. The 
increasingly authoritarian Mr Ravalomanana had become unpopular and the deal may let the islanders 
choose their leader freely in the not-too-distant future. 

Until the next coup, that is. 

 
 

  

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

-62-



 
Palestinian farmers  
 
Not much of an olive branch 
Oct 15th 2009 | AL-MUGHAYIR  
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The plight of rural Palestinians on the West Bank is as grim as ever 
 

 
“WHAT did the trees do?” says Muhammad Abu Awad, a retired teacher of agriculture and father of 14 
children, as he looks gloomily at his ravaged field. Twisted, silvery stubs are all that remain of a lush 
grove that once offered up a yearly abundance of fat green olives.  

The vandals came at night from Adei Ad, a Jewish settlers’ outpost deemed “illegal” even by the Israeli 
government, near Shvut Rachel, an established West Bank settlement that is judged illegal in international 
but not Israeli law. Working fast, unnoticed by Palestinian landowners in the nearby Arab village of al-
Mughayir, the settlers cut down nearly 200 olive trees, of which 70 belonged to Mr Abu Awad. As a result, 
he reckons to have lost income worth around $3,400 that he would have earned from this year’s harvest. 
But that is not all. “I planted these trees with my own hands 35 years ago”, he says, wistfully touching the 
stumps, now wrapped in sackcloth to protect them from the sun. Mr Abu Awad hopes his trees will recover 
and one day bear fruit again. 

As usual at harvest time, tension between Palestinian farmers and Jewish settlers has risen. The olive tree 
deeply stirs the emotions of Palestinians. It is a symbol of their struggle and a vital part of their rural 
economy. According to their ministry of agriculture, nearly 500,000 olive trees have been bulldozed, burnt 
down or uprooted in the territories since the second intifada (uprising) began in 2000. Israel’s army has 
cleared swathes of groves to create open areas in the Gaza Strip and along the security barrier being built 
on the western side of the West Bank, often taking big bites out of Palestinian land. The Israelis have also 
cut down thousands of trees near the Jewish settlements. Palestinians and human-rights groups have 
repeatedly castigated the Israeli army for failing to stop such destruction. The settlers say terrorists hide 
among the trees. 

In recent years the Palestinians have usually been able to pick their olives under the protection of the 
Israeli army and police. Charities that help the farmers say the army has been taking this job seriously, 
letting the Palestinians harvest without being harassed by the settlers. But they criticise the soldiers for 
hectoring the farmers into rushing the picking and say the soldiers could do more to protect the trees 
before the harvest begins, especially in hot spots near ideologically extreme settlements.  

Many of the settlers pursue a “price-tag policy”, deliberately instigating violence and mayhem so that the 
Israeli military and political establishment is loth to take action, such as evacuating the 100-plus “illegal” 
settlements, for fear of further violence. As international criticism has mounted, even in America, several 
Israeli governments have promised to dismantle the outposts but so far little has been done. The settlers 
are generally against the peace process, because it could mean their expulsion. So whenever there are 
signs of negotiation, they increase their attacks—among other things, on olive trees. They want to show 

  

AFP

A Palestinian farmer, stumped again

-63-



who controls the land.  

Binyamin Netanyahu’s right-wing Israeli government has plainly emboldened the settlers. “Now they fear 
no one,” says a Palestinian villager in al-Mughayir. When the ruling politicians seem to back the settlers, 
the Israeli soldiers feel less obliged to protect the Palestinian farmers.  

Mr Abu Awad says he is determined to fight to keep his land. “I’ll sleep on my land to protect it,” he says. 
“I tell my children: if I die, they should bury me where my blood was spilled. I’m in love with my land.” 
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Laggards trying to catch up 
Oct 15th 2009 | CAIRO  
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One reason that too many Arabs are poor is rotten education 

A RECENT issue of Science, the weekly journal of the American Association 
for the Advancement of Science, was devoted to research into “Ardi” or 
Ardipithecus ramidus, a 4.4m-year-old hominid species whose discovery 
deepens the understanding of human evolution. These latest studies 
suggest, among other things, that rather than descending from a closely 
related species such as the chimpanzee, the hominid branch parted earlier 
than previously thought from the common ancestral tree.  

In much of the Arab world, coverage of the research took a different spin. 
“American Scientists Debunk Darwin”, exclaimed the headline in al-Masry 
al-Youm, Egypt’s leading independent daily. “Ardi Refutes Darwin’s 
Theory”, chimed the website of al-Jazeera, the region’s most-watched 
television channel. Scores of comments from readers celebrated this news 
as a blow to Western materialism and a triumph for Islam. Two or three 
lonely readers wrote in to complain that the report had inaccurately 
presented the findings of the research. 

The response to Ardi’s unearthing was not surprising. According to surveys, 
barely a third of Egyptian adults have ever heard of Charles Darwin and just 8% think there is any 
evidence to back his famous theory. Teachers, who might be expected to know better, seem equally 
sceptical. In a survey of nine Egyptian state schools, where Darwin’s ideas do form part of the curriculum 
for 15-year-olds, not one of more than 30 science teachers interviewed believed them to be true. At a 
private university in the United Arab Emirates, only 15% of the faculty thought there was good evidence 
to support evolution.  

The strength of religious belief among Arabs partly explains their reluctance to accept the facts of 
evolution. Until recent reforms, state primary schools in Saudi Arabia devoted 31% of classroom time to 
religion, compared with just 20% for mathematics and science. A quarter of the kingdom’s university 
students devote the main part of their degree course to Islamic studies, more than in engineering, 
medicine and science put together. And despite changes to Saudi curriculums, religious study remains 
obligatory every year from primary school through to university.  

Such choices carry a cost that goes beyond ignorance of Darwin. Arab countries now spend as much or 
more on education, as a share of GDP, than the world average. They have made great strides in 
eradicating illiteracy, boosting university enrolment and reducing gaps in education between the sexes. 

But the gap in the quality of education between Arabs and other people at a similar level of development 
is still frightening. It is one reason why Arab countries suffer unusually high rates of youth unemployment. 
According to a recent study by a team of Egyptian economists, the lack of skills in the workforce largely 
explains why a decade of fast economic growth has failed to lift more people out of poverty.  

The most rigorous comparative study of education systems, a survey called Trends in International 
Mathematics and Science Study (TIMSS) that comes out every four years, revealed in its latest report, in 
2007, that out of 48 countries tested, all 12 participating Arab countries fell below the average. More 
disturbingly, less than 1% of students aged 12-13 in ten Arab countries reached an advanced benchmark 
in science, compared with 32% in Singapore and 10% in the United States. Only one Arab country, 
Jordan, scored above the international average, with 5% of its 13-year-olds reaching the advanced 
category.  

Other comparative measures are equally alarming. A listing of the world’s top 500 universities, compiled 
annually by Shanghai Jiao Tong University, includes three South African and six Israeli universities, but 
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not a single Arab one. The Swiss-based World Economic Forum ranks Egypt a modest 70th out of 133 
countries in competitiveness, but in terms of the quality of its primary education system and its 
mathematics-and-science teaching, it slumps to 124th. Libya, despite an income of $16,000 a head, ranks 
an even more dismal 128th in the quality of its higher education, lower than dirt-poor Burkina Faso, with 
an average income of $577. 

Well aware that their school systems are doing badly, Arab governments have been scrambling to 
improve. In an attempt to leapfrog the slow process of curriculum reform and teacher training, many have 
taken the easy route of encouraging private schools. In Qatar, for instance, the share of students in 
private education leapt from 30% to more than 60% between 1999 and 2006, according to the UN’s 
Educational, Scientific and Cultural Organisation (UNESCO). Syria has licensed some 20 private 
universities since 2001; 14 are up and running. Yet their total enrolment is dwarfed by the 200,000 at 
state-run Damascus University alone. Oil-rich monarchies in the Gulf have spent lavishly to lure Western 
academies to their shores, but these branch universities are struggling to find qualified students to fill 
their splendidly equipped classrooms.  

Not to be outdone, Saudi Arabia has launched King Abdullah University of Science and Technology 
(KAUST), a city-sized institution with an endowment of $20 billion. Intended as an oasis of academic 
excellence, it enjoys an independent board and is the kingdom’s only co-educational institution. This 
augurs well for the Saudi elite, but one fancy new university will do little to lift the overall standard of 
Saudi education. And it has been attacked by religious conservatives. A senior cleric who decried the 
mixing of sexes at KAUST, declaring that its textbooks should be reviewed by religious scholars, was 
forced to resign from government office.  
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No shame in showing your face 
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An argument that never ends 

IN EGYPT’S 100-year-long debate over female head-coverings, the veil has been put off and on as fast as 
hemlines in Paris have gone up and down. Feminists in the 1920s threw it off; by the 1970s so had most 
Egyptian women. But it has crept back, as a wave of religiosity has prompted many to embrace a more 
distinctively Muslim look. Most Egyptian women are again under cover, but adopt a range of styles, from 
the black niqab, often worn with gloves, leaving just a slit for the eyes, to the shoulder-enveloping 
khimar, to lighter novelties such as a colourful Spanish-style scarf wrapped around hair tied in a bun, 
leaving a jaunty fringe dangling to the neck. 

Despite the argument’s longevity, the passions it stirs remain strong. In July this year proponents of the 
veil gained a boost by proclaiming their first martyr. Marwa Sherbini, an Egyptian immigrant, was stabbed 
to death in a German courtroom by the man she had brought to trial for insulting her as a terrorist, 
because she wore a headscarf.  

But this month the veil’s opponents claimed a victory, won by no less a personage than Sayed Tantawi, 
the Grand Sheikh of al-Azhar, Cairo’s 1,000-year-old Islamic university. While touring one of hundreds of 
girls’ schools that al-Azhar also runs, he happened to spot an 11-year-old student wearing the niqab—and 
lost his famously short temper. Not only did he order her to remove it on the spot. His university issued a 
blanket rule banning the niqab in all its girls’ schools, on the ground that the full face-covering is an 
innovation that represents too extreme an interpretation of Islamic modesty.  

This was not the first attack on the niqab, a fashion widely seen as an expression of Salafism, a rigidly 
orthodox interpretation of Islam promoted by Saudi-owned satellite-television channels. In recent years 
Egyptian universities and government offices have sporadically banned niqab-wearers, citing security. But 
the abruptness of Sheikh Tantawi’s order, and the fact that it came from Egypt’s highest seat of Islamic 
teaching, stirred an outcry both from conservatives and from campaigners for civil liberties.  

That storm has quieted. The sheikh now says he is not against the niqab but just sees it as unnecessary in 
all-female institutions. Egypt’s religious-affairs ministry says it is printing 100,000 copies of a leaflet called 
“Niqab: Custom Not Worship” to assure Muslims that exposure of a woman’s hands and face is not 
shameful.  
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We're in it up to here 
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The political significance of scandals over sex tourism, statutory rape and nepotism 
 

 
LIKE politicians the world over, Nicolas Sarkozy ran for office on a promise to restore popular faith in 
politics, end electoral cynicism and create an “irreproachable” government. Nearly half way into his term, 
and despite a relatively good recent record on the economy and labour relations, a series of scandals over 
sex and money are making a mockery of the French president’s promises. They leave a troubling 
impression of an arrogant government, out of touch with its deputies and contemptuous of the popular 
mood. 

For the traditional political right who form the backbone of Mr Sarkozy’s electorate, the most serious of 
the scandals has been the admission by Frédéric Mitterrand, the openly gay culture minister, that he paid 
“boys” for sex in brothels in Thailand and France. Opposition politicians—led by Marine Le Pen, vice-
president of the far-right National Front—unearthed the comments in a book he wrote in 2005. In it, Mr 
Mitterrand, who is the nephew of a Socialist former president, fills pages with extraordinarily detailed 
description of his various encounters. At Thai sex shows, he writes: “The profusion of very attractive and 
immediately available boys puts me in a state of desire that I no longer need to restrain nor hide.” 

His words took on new meaning after Mr Mitterrand, a well-known television producer who is treated as a 
national treasure, last month called “absolutely appalling” the arrest in Switzerland of Roman Polanski, a 
film-maker facing extradition to America, where he had pleaded guilty to a charge of unlawful sex with a 
13-year-old girl in 1977. As quotes from the book were splashed all over the press, and opposition 
politicians demanded his resignation, Mr Mitterrand told French television that, yes, he paid for sex with 
“boys”. But, he added, they were not under-age and were consenting. He went on to condemn both sex 
tourism (which he admits to having practised) and paedophilia (which he denies).  

Ministers have tried to dismiss the affair as a distraction, arguing that it concerns Mr Mitterrand’s private 
life and not his capacity to carry out his job promoting French culture. “I don’t see what the problem is,” 
declared Henri Guaino, one of President Sarkozy’s closest advisers. Yet the affair has shocked not only the 
right, drawn to Mr Sarkozy’s pre-election promise to restore morality to public life and “turn the page on 
May ‘68”, but also the left. “At a time when France is working with Thailand to combat the scourge of sex 
tourism,” declared Benoît Hamon, Socialist Party spokesman, “along comes a government minister 
explaining that he is himself a consumer of it.” 

Were this the only saga, it might have blown over. But it was followed this week by news that the 

  

EPA

-68-



president’s son, Jean Sarkozy, an undergraduate law student, is a candidate to become chairman of the 
development corporation for La Défense, a high-rise financial centre to the west of Paris. On paper, the 
younger Mr Sarkozy has gone through all the hoops. He is an elected councillor in the department of 
Hauts-de-Seine, which includes La Défense, as well as head of the majority UMP party’s group there. The 
job of chairman is not a presidential nomination, and Sarkozy fils has to win a council vote, and then a 
board one. There could also be other candidates. 

Yet even a generous interpretation of the facts cannot quite dispel the impression of nepotism. The 
department includes the swanky suburb of Neuilly which launched the president’s own career when in his 
twenties, and the council is full of his friends. The job of chairman is to oversee a management team’s 
efforts to rival the City of London. Jean Sarkozy is 23, and in his second year at university; the outgoing 
chairman, Patrick Devedjian, is a 65-year-old government minister. 

And as if all that were not enough, last month, Brice Hortefeux, the interior minister and long-time chum 
of Mr Sarkozy, was caught on video engaging in racist-sounding banter. He joked with a young Frenchman 
of North African origin, who had asked for a photo with him, “When there is one of them, it’s ok,” he said. 
“When there are lots of them, you get trouble.” Mr Hortefeux denied any racist intent, saying that he was 
talking about people from Auvergne, his home region. He kept his job. 

Mr Sarkozy seems to consider such incidents as froth, diverting attention from the real business of growth 
and jobs. “We are all the son of somebody,” airily declared Isabelle Balkany, vice-president of the Hauts-
de-Seine council and an old Sarkozy friend: “It shouldn’t be a handicap.” 

But many of his own deputies do not seem so sure. They fret that tradition-minded voters are left 
perplexed, if not outraged, both by the goings-on and the high-handed way in which the government and 
its friends seems to brush them off. The critics point to a recent parliamentary by-election in a safe seat, 
which the UMP held by only the thinnest of threads. “Have we regressed in France to such a perverse 
court practice that nobody dares tell the monarch that he is wrong?” asked an editorial in Le Monde, a 
left-leaning newspaper. 

Even those supporters ready to give Mr Sarkozy the benefit of the doubt on the scandals themselves 
worry about the damage they will do to his ability to make some of the hard choices that lie ahead. The 
French still consider their soaring government deficit as necessary to support spending on recovery. The 
budget deficit is expected to reach 8% of GDP in 2009. But questions about the need for deficit cutting, 
and ultimately of possible tax increases, lurk inevitably—if unvoiced—round the corner. At that point, 
President Sarkozy can ill afford the sort of cynical public opinion that, in 2007, he promised to turn 
around. 
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Germany has a coherent coalition at the centre and kaleidoscopic local ones 

ANGELA MERKEL, the German chancellor, wanted a traditional marriage. Her 
Christian Democratic Union (CDU) campaigned for a coalition with the liberal Free 
Democratic Party (FDP), a familiar pairing, which won voters’ consent in federal 
elections in September. But this is not the only sort of cohabiting arrangement in 
German politics now. In Saarland, a tiny state between France and Luxembourg, 
the CDU is about to enter into a racy ménage à trois. There it will lead Germany’s 
first state-level “Jamaica” coalition, with the FDP and the Greens as its partners 
(the epithet refers to the parties’ colours of black—for the CDU—yellow and green, 
which are also those of the Caribbean island’s flag). Even before Ms Merkel installs 
her new ideologically more coherent government, this has prompted speculation 
about kaleidoscopic coalitions in future.  

The news from Saarland was an unexpected reprieve for the CDU. Its share of the 
vote plunged in state elections in August. Everyone thought the state’s premier, 
Peter Müller, would have to step down. He was saved on October 11th when the 
Greens chose Jamaica over another exotic alliance with the Social Democrats 
(SPD) and the ex-communist Left Party. In the eastern state of Thuringia the CDU 
may recover from a similar near-death experience. Rather than join with the Left party and Greens, the SPD decided 
to open grand-coalition talks with the CDU. 

Local factors are at play in these manoeuvrings. Saarland’s Greens, already wary of the Left Party, bolted when its 
Napoleonic leader, Oskar Lafontaine, gave up leadership of the Left Party in the Bundestag to spend more time in the 
state. The head of Thuringia’s SPD could not bring himself to work with the Left Party. But the squalls are part of a 
bigger storm. The CDU and SPD, long the dominant parties, are losing votes to the other three. That means 
traditional tie-ups will become rarer and exotic unions more common. All the parties are having to reinvent 
themselves. 

The Greens are beginning to act like political free agents. The party used to point reliably left. But many of its 
supporters are now upscale urbanites for whom alliances with the conservative CDU and the liberal FDP (as in 
Saarland) are no longer unthinkable. The Greens were the “secret winners” of the federal election, says Klaus-Peter 
Schöppner of TNS Emnid, a polling firm. 

Their new flexibility is bad news for the SPD, which is struggling to remain the dominant party on the left after 
suffering its worst post-war election result in September. “It shows that the left-wing camp that could be organised 
around the SPD does not yet exist,” says Oskar Niedermayer, a political scientist at Berlin’s Free University. 

Ms Merkel can only cheer. The CDU looks likely to keep two state premiers it thought it would lose and thus hold on 
to more of its clout in the Bundesrat, the legislature’s upper house. A Green party that teams up with the centre-
right in the states may not be quite so ferocious in opposition at federal level.  

She has yet to consummate her union with the FDP. Ten committees are drafting a blueprint for government—and 
are finding agreement elusive. Both parties want tax cuts but disagree over their size and how to finance them. The 
CDU and the FDP disagree over reform of health care; the Christian Social Union, the CDU’s Bavarian sister party, 
has its own ideas on that subject. On home affairs, the CDU emphasises security whereas the FDP lobbies for liberty. 
Ms Merkel wants to wrap things up before the new Bundestag convenes on October 27th or at the latest by 
November 9th, the 20th anniversary of the fall of the Berlin Wall. After a few years, she may be ready to flirt with 
new partners. 
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Romania's government  
 
Progress, of a sort and at a price 
Oct 15th 2009 | BUCHAREST  
From The Economist print edition 

 
 
Egos, not the stricken economy, are at the centre of Romanian politics 

IT MAY have worked politically, but not on other fronts. Two weeks ago, Romania’s prime minister, Emil 
Boc, doomed his own government to collapse by ousting his interior minister, Dan Nica. The ostensible 
reason was that Mr Nica, who represents a junior partner in the coalition, had groundlessly alleged that a 
huge electoral fraud was being planned in the presidential election due on November 22nd. He did not 
name the supposed ballot-riggers. But this is a touchy issue. Romania’s president, Traian Basescu (a close 
ally of Mr Boc), won power in 2004 on the crest of an anti-corruption campaign. Since then some of his 
biggest supporters have become increasingly critical of his record.  

Sacking Mr Nica was meant to force his Social Democratic party to quit the government, leaving a 
minority administration to be run by Mr Basescu’s supporters, the Liberal Democrats. That, cynics say, 
was meant to ensure that the interior ministry, which runs the election machinery, was in safe hands in 
the run-up to the poll.  

It may yet work. But the Social Democrats counter-attacked this week by ousting the government in 
Romania’s first successful no-confidence vote since the fall of communism. In one sense the vote, which 
took place on October 13th, was progress. Unlike in the 1990s the government’s removal did not involve 
miners rampaging violently through the streets of Bucharest. 

The opposition parties, including Liberals and parties representing Hungarian and other ethnic minorities, 
make up two-thirds of parliament. They proposed their own, apolitical, candidate for prime minister, Klaus 
Johannis. An ethnic German, he has for the past nine years been the successful mayor of the 
Transylvanian town of Sibiu, one of the most attractive and best-run places in Romania. 

That has boosted the credibility of the anti-Basescu camp, united only in their dislike of the president. But 
it has not so far dented the president’s popularity: he has a 13-point lead over his nearest rival in next 
month’s poll. This week Mr Basescu nominated Lucian Croitoru, a central-bank adviser, as prime minister. 
If parliament votes his nominee down, as seemed likely, the president can hang on and try again. He 
dismisses the opposition’s idea of a government of technocrats, saying that this belongs to the 1990s, and 
is just a cover for string-pulling politicians. For the moment, Mr Boc’s government remains in office as a 
caretaker administration.  

Shenanigans around the conduct of the presidential election and uncertainty about the next government 
are distractions from Romania’s most pressing problems. The economy is forecast to shrink by around 8% 
this year. The IMF and European Union have bailed out the country to the tune of €20 billion ($30 billion). 
Romania has yet to implement the unpopular reforms that it agreed with the lenders. And it has also 
exasperated the EU by backsliding on promised improvements to the judiciary and legal system. Mr 
Basescu may have won the battle for his political survival for the time being. But he has not fulfilled his 
promises of modernising and cleaning up his country’s politics. 
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Russia  
 
Soviet words and deeds 
Oct 15th 2009 | MOSCOW  
From The Economist print edition 

 
 
What a refurbished kebab house and Moscow’s rigged local elections tell you about the state of 
contemporary Russia 

FIRST came the word and the word was Soviet. “Soviet” is the name 
of a hotel that stands on the left-hand side of Leningrad Prospect in 
Moscow. On the other side stands a kebab house, which had long 
earned the nickname “Anti-Soviet”—not because its clientele or kebabs 
were subversive but because of its position: directly opposite the 
“Soviet”. 

Last month the owners of the café decided to make a brand out of the 
Soviet-era joke and put up a sign “Anti-Soviet”. But they chose the 
wrong moment and inadvertently caused a political scandal which 
speaks volumes about Russia. 

On September 7th the Moscow union of pensioners and veterans, a 
name that oddly unites those who fought in the war with those who 
served as commissars, guards in the Gulag and secret policemen, 
complained to the local authority about “the inappropriate political 
pun” and urged that the name be changed in order not to irritate those 
who “respect the Soviet period in our history”. The letter was signed 
by Vladimir Dolgikh, an 84-year-old former Communist-party boss. 
The local authority, in the person of Oleg Mitvol, a PR-hungry 
bureaucrat, got into the act, threatening the owners and making them 
change the anti-Soviet sign. 

This Gogol-esque incident prompted a blistering article from Alexander Podrabinek, a journalist and former 
Soviet dissident. Mr Podrabinek, who exposed punitive psychiatry in Soviet days and had served time for 
“anti-Soviet propaganda”, attacked the veterans for trying to justify the Soviet past: “bloody, mendacious 
and shameful”, he said. Mr Podrabinek’s argument had been made by writers before, including by 
Alexander Solzhenitsyn in “The Gulag Archipelago”. But after years of state-sponsored nostalgia for the 
Soviet past which included portraying Stalin as an effective manager, the article sounded like heresy. 
Much worse, it was treated as heresy by Nashi (Ours), a thuggish youth movement conceived and 
protected by the Kremlin. The thugs picketed Mr Podrabinek’s house, demanding that he apologise to the 
veterans (they had brought some along) or leave the country for good. 

The scandal snowballed. Journalists and human-rights activists protested. Bernard Kouchner, the French 
foreign minister, offered protection for Mr Podrabinek. Vladimir Putin, the prime minister, said both sides 
were to blame. Ella Pamfilova, the Kremlin’s human-rights ombudswoman, denounced the Nashi thugs 
and was immediately criticised by members of the ruling United Russia party. 

After several weeks of scandal and fury, Nashi seems to have been called off by its masters, at least for 
now. But its hate campaign with a whiff of anti-Semitism (“60% of those who signed a letter in support of 
Podrabinek have Jewish names”, claimed one of Russia’s new ideologues) was more than just a ghost of 
the Soviet era. It seems a harbinger of restoration.  

The resurrection of Soviet symbols began after Mr Putin came to power as president and ordered the 
reintroduction of the rejected Soviet national anthem, with new lyrics. Ten years on, the old Stalinist 
words adorn the walls of a reconstructed metro station in central Moscow. “We were raised by Stalin…he 
inspired our labour and deeds.” The line now rings just as true today.  

Until recently, the restoration of the Soviet past was mainly symbolic and stylistic. The cynical, 
commercially-aware Kremlin ideologues winked and nodded, implying that these things were simply a 
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cover that helped them modernise the country. But, as some recent events show, what used to be 
symbols are now becoming facts. In Archangel, in the north of Russia, investigators opened a criminal 
case against a historian who was collecting material about ethnic Germans who vanished in the Gulag.  

Where history starts, modern politics soon follows. The local elections in Russia on October 11th were 
Soviet in substance as well as style. The Soviet Union used to imitate elections with one candidate to 
chose from and a turnout of 98%. Rigging elections has long been common in Russia too, but it has never 
been so brazen. In Moscow independent candidates were simply not registered and a damning report by 
Boris Nemtsov, an opposition politician, about corruption in Moscow received almost no public attention. 

United Russia, Mr Putin’s party, got nearly 70% of the votes (an exit poll showed 45%) whereas the 
Communists, the only other party to clear the threshold for winning seats, got 13% (18% according to 
exit polls). There were reports of migrants from Central Asia being bussed around Moscow, casting 
multiple votes.  

Even Russia’s tamed and loyal opposition balked, staging a walkout of the national parliament in protest. 
They threatened demonstrations and demanded a meeting with President Dmitry Medvedev. The 
president, who had promised fair and competitive elections and who had rushed to congratulate United 
Russia on its splendid victory, was too busy to meet them. Crisis is not in the Soviet vocabulary. 
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Latvia, its neighbours and eastern Europe  
 
Baltic brinkmanship 
Oct 15th 2009  
From The Economist print edition 

 
 
Outsiders are wrestling with Latvia’s problems. The government is one of them 

ALIVE does not mean well. Unprecedented international efforts have kept Latvia, the European Union’s 
weakest economy, from disaster. At the height of the financial turmoil last autumn a bank run, currency 
crisis or similar mishap in Latvia could have caused a devastating collapse of confidence elsewhere. First in 
line were the other Baltic states, also suffering from popped credit bubbles and pegged currencies. But a 
failure in Latvia could also have hurt Sweden (where the banks have lent recklessly to the Baltic states) 
and might have capsized wobbly ex-communist economies farther afield, such as Hungary. 

Ten months and several billion dollars later, the task is more prosaic. Other countries including Estonia 
and Hungary have stabilised a bit. Sweden’s banks have raised billions of dollars in more capital, albeit at 
a high price. But Latvia is still in a dreadful mess. Neither the government, a feeble coalition, nor outsiders 
such as the IMF and European Commission, can agree on what to do about it. 

Some grounds for optimism are visible. After a savage decline (a 
likely 18% this year), the economy should start growing in late 
2010. The collapse in imports is helping balance the books. Having 
had one of the biggest current-account deficits in the world 
relative to GDP, Latvia now has one of the biggest surpluses (see 
chart). The national currency, the lat, is still pegged to the euro. 
Consumer prices and private-sector wages have started falling 
sharply—heating costs this winter in the capital, Riga, for example, 
are one third cheaper. Optimists hope Latvia will be like Hong 
Kong, another flexible economy with a fixed exchange rate. The 
territory survived the Asian financial crisis in 1997-98 by letting 
wages and prices fall, rather than abandoning its currency board. 

That may yet work. Bankers who have confidently predicted 
devaluation and disaster over the past year have little to show for 
it. Though polls show huge dissatisfaction with Latvia’s politicians, 
they also show strong support (around two-thirds of those asked) 
for keeping the currency peg. 

But the problems are grave. The government squabbles openly with the central bank. A decade of neglect 
of the public finances has left the state bloated and feeble. Even tracking the way money is spent is hard, 
the IMF complains. The weak coalition government, overshadowed by powerful tycoons and party barons, 
has not been able to push through the spending cuts promised in return for an $11 billion bail-out agreed 
on with the IMF, EU and other lenders in December. Reforms to the state bureaucracy as well as to public 
services such as health and education are necessary. (Latvia employs many more teachers and doctors 
than it needs.) Despite headlines of swingeing salary cuts, too little has happened. The IMF is cross about 
two off-budget slush funds that the government had concealed.  

In early October the prime minister, Valdis Dombrovskis, seemed to flinch at the cuts and tax rises 
necessary to get the budget deficit down to 8.5% of GDP in 2010. That brought stern rebukes. Sweden’s 
finance minister, Anders Borg, said outsiders’ patience was “limited” (his country and its Nordic partners 
are due to provide 10 billion Swedish kronor, or $1.43 billion, in a loan tranche in early 2010). The EU’s 
monetary affairs commissioner, Joaquín Almunia, flew to Riga this week to issue a stern warning that 
more cuts were needed. Mr Dombrovskis now seems to be talking the talk again. But many, particularly at 
the IMF, doubt that his government has the ability or will to push through the needed reforms. Some 
inside the IMF think that devaluation is inevitable. But other economists reckon the damage to credibility 
would outweigh the gain to competitiveness. And nobody wants to force devaluation on an unwilling 
country. 
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Perhaps the most troubling symptom of the crisis is the collapse of the 
country’s leading newspaper, Diena (Day), which has been hit by plunging 
advertising revenues. Its leading journalists resigned after it was sold to a 
London-based company, Blackfish Capital, which declines to say whether it 
is the ultimate beneficial owner. Diena’s fans fear that an outfit that was 
once the scourge of murky local dealmakers has now been nobbled. 

Any long-term solution will have to deal with the crushing burden of 
private-sector debts, such as mortgages. Since the crunch, the private 
sector’s external debts have risen to over 130% of GDP. The government 
has flirted with changing the law to limit lenders’ recourse to the value of 
the collateral pledged. Other countries have similar laws and few dispute 
that the bankers are partly to blame for the mess. But for a country 
dependent on foreigners’ willingness to keep lending, changing the rules 
now is risky.  

Meanwhile the crisis is denting the credibility of the state at home and 
abroad. Defence planners would like NATO to hold, for the first time, a big 
land exercise in the Baltic states. Russia recently held its biggest 
manoeuvres for years on the Baltic border. But cuts in defence are putting 
a question-mark over Latvia’s ability to fulfil its commitment to the 
alliance. Some top Latvians, including an ex-prime minister, are cultivating closer ties with Russia. 

Estonia and Lithuania are hurriedly trying to differentiate themselves from their neighbour. They are not in 
the same political mess, certainly, but both face painful adjustments and both need to maintain outsiders’ 
confidence. Estonians hope that the EU may reward them for repairing their public finances by speedily 
approving a plan to join the euro as soon as 2011. But where would that leave Lithuania, which is 
nowhere near balancing its books, and borrowing expensively from private lenders instead of turning to 
the IMF? Outsiders face a tricky judgment. Losing one Baltic state might count as an accident. Losing two 
would be carelessness.  
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Charlemagne  
 
Where there's a will there's a row 
Oct 15th 2009  
From The Economist print edition 

 
 
What inheritance laws tell you about Europe and why Britain is the odd man out 
 

 
TO UNDERSTAND one of the gulfs separating the Anglo-Saxon world from continental Europe, consider 
Warren Buffett’s children. Omaha’s sage investor long ago said he would leave most of his fortune to 
charity, with more modest sums to his offspring. For Mr Buffett, leaving vast wealth to his children would 
be “anti-social” in a society that “aspires to be a meritocracy.” 

In 26 out of 27 European Union countries, Mr Buffett’s plans would not just be shocking, but illegal. The 
exception is Britain, or rather England and Wales (Scotland has its own, centuries-old legal system, with a 
strong continental flavour). In continental Europe a big part of an estate (often around half) is reserved 
for the surviving children of the deceased and must be equally divided between them. This “forced 
heirship” makes it impossible to disinherit feckless children (though several countries exclude bequests to 
“unworthy” children, who have for example murdered a parent or two). Such rules also make it hard to 
reward the deserving by, say, leaving more to a daughter who gave up a career to care for her ailing 
parents. Finally, “clawback” laws in many countries stop parents from dodging forced heirship by giving 
assets away while they are still alive. This applies to gifts made in the last years of life (two years in 
Austria, ten in Germany), or much longer: in some countries, no time limit applies. 

In contrast, the founding principle of will-making in England and Wales is individual freedom—though in 
the 20th century, English law was adjusted to allow widows and dependents left in penury to apply for 
maintenance payments. 

This gulf between legal philosophies is topical. On October 14th the European Commission unveiled 
guidelines for successions involving assets in more than one EU country. There are an estimated 450,000 
of these a year and they are a terrible tangle. Officials cite the imaginary example of a British man who 
retires to the Dordogne. On his death, he leaves a tastefully restored barn and some money to his second 
wife, and other assets to his children by a first marriage. But the barn is actually governed by French law, 
so half belongs to his children. Only if all of them agree can their stepmother keep it. The new EU proposal 
is sensible. By default the Dordogne pensioner would come under French law (because he is resident 
there), though as a Briton he could write a will stating English law must govern his whole estate. But other 
headaches are proving harder to solve, notably what to do about clawbacks, which are unknown in English 
law. The commission says British citizens need not fear them because they can choose to write wills under 
English law. But British officials fear clawbacks could still cause chaos, perhaps reversing a donation made 
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years ago to a British charity by a foreigner living in London. Britain may yet opt out of the whole 
package. 

Tellingly, the different systems do not merely clash. They baffle people on each side. For many months 
the EU’s proposal was debated by national experts—lawyers, professors and judges from the 27 member 
countries. When the English system was explained to continental experts, they found it bizarre and unfair. 
To English experts the continent’s rules seemed no less unjust. 

In Europe that level of mutual incomprehension is always worth exploring. On the continent the claim of 
children to guaranteed, equal shares of an estate feels like a basic human right. A common assumption is 
that England’s different laws exist to protect fusty privilege, such as the birthrights of eldest sons. Those 
defending continental inheritance laws say they are defending “solidarity within the family”. The English 
talk about freedom. 

In fact, everyone is defending larger ideologies, with long histories. Barbara Willenbacher, a German 
academic, notes that such zealots as Robespierre and Saint-Just made state control of successions a 
keystone of the French revolution. In his desire to smash feudalism, Louis de Saint-Just urged that 
“nobody should be allowed to disinherit, or to make a will.” Widows had a thin time of it in countries that 
adopted the post-revolution Napoleonic code, and still do in southern Europe. If they fare better in 
Germany, they can thank the traditions of medieval German towns, where widows provisionally inherited 
everything, in trust for their children. Widows are also well-protected in Scandinavia. Several countries 
suspend equal inheritance laws to keep farms together, and some allow family firms to be unequally 
divvied up. Spain has special rules for aristocratic titles. 

As it happens, England applied forced heirship but dropped it in the 15th century as the country 
urbanised, says Paul Matthews, a professor at King’s College, London. Common-law rules on inheritance 
do not just favour individual freedom, he adds. By rejecting things like clawbacks, English law reflects the 
importance accorded to markets and to strong private-property rights, which means permitting people to 
dispose of their estates as they wish. 

 
Being of sound but several minds… 

This is political stuff, that trumps labels like left or right. Europe’s inheritance laws pit the Anglo-Saxon 
emphasis on freedom and markets against a continental focus on social “solidarity”, meaning the belief 
that shielding people from the vagaries of fate is an overriding public interest (even if that sometimes 
rewards the feckless). It is no coincidence that Europe is equally divided over labour laws that favour 
competition, versus those that protect workers from the whims of markets and bosses alike. 

This can easily be emotional stuff, too. Surely continental inheritance rules trample personal freedom and 
are blind to individual merit? Surely the Anglo-Saxon way is a hostage to human caprice? Yes, and yes, at 
least sometimes. Against that, most people everywhere want the same thing: to do the right thing by 
their close families. The English just disagree about how to achieve that. They are European outliers as a 
result. 
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Energy and climate change  
 
Questioning the invisible hand 
Oct 15th 2009  
From The Economist print edition 

 
 
Can liberalised energy markets cut carbon emissions? Britain is starting to doubt it 
 

 
FOR many left-wingers, the credit crunch was proof that markets do not always know best. The near-
collapse of the world’s banking system shows once and for all, they argue, that an industry as important 
as finance cannot be left to the whims of the invisible hand. Yet despite much speechifying from banker-
bashing politicians, such views do not seem to have taken hold. Bonuses are back in many City dealing-
rooms, and the old argument against regulation—that it would drive firms away from Britain and 
impoverish the country—is being heard again.  

Away from the spotlight, though, another industry is facing its own crisis of confidence in laissez-faire 
liberalism. Climate change, a looming shortage of electricity and worries about the risks of relying on 
imported energy are causing many to doubt whether Britain’s vaunted liberalised energy markets are up 
to the job. 

The most recent salvo was fired on October 12th, when the 
Committee on Climate Change, chaired by Lord Turner (who is also 
a financial regulator), published its first report. The CCC was 
appointed to advise the government on how to meet its targets for 
greenhouse-gas emissions, which call for an 80% reduction, 
relative to 1990, by 2050. It concluded that far too little is being 
done. Although recession is holding emissions back, they are 
dropping at an average annual rate of under 1%, rather than the 
2-3% needed (see chart). 

The committee’s diagnosis was stark: the market, left to its own 
devices, is failing to deliver. Consumers are not buying energy-
efficient appliances or insulating their houses, carmakers are 
failing to get emissions down and power companies still prefer 
fossil fuels to greener alternatives. A bracing dose of re-regulation 
was prescribed: the CCC suggests compulsory emissions caps for 
cars, feed-in tariffs to help green-power producers and a state-
enforced minimum carbon price to encourage nuclear and “clean” coal power stations. David Kennedy, the 
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committee’s chief executive, put it plainly: “We’ve stuck with the market a long time,” he said. “We don’t 
think we can stick by it any more.” 

Similar doubts about the wisdom of the markets are to be found throughout the energy sector, from 
academics and analysts to managers at some of its biggest companies. Lord Browne, a former boss of BP, 
an oil firm, opined publicly this year that state-owned banks should be forced to lend money to renewable-
energy projects. Sam Laidlaw, head of Centrica, a big generating company, has admitted that nuclear and 
renewable power will struggle under the current arrangements. 

On the surface, this sudden enthusiasm for the firm hand of government seems strange. Britain’s 
markets, freed by a Conservative government in the mid-1990s, are among the most liberal in the world. 
Investments in power stations are made on purely commercial grounds; half a dozen big firms compete to 
sell power to consumers. Price controls are unheard of and state ownership is confined to a couple of old, 
rickety nuclear-power plants. Politicians used to boast that Britons paid less for their electricity and gas 
than the rest of Europe, and Britain has been lobbying hard for other European countries to follow its lead.

 
A dose of dirigisme 

Three things are casting doubt on the free-market approach. The first is climate change. The CCC thinks—
as do ministers—that a big expansion of renewable energy and the construction of carbon-capturing coal 
plants and new nuclear-power stations is the way to decarbonise electricity generation. But it isn’t 
happening: despite spending £872m ($1.4 billion) in the financial year to March 2008 on subsidies, Britain 
generates far less renewable energy, as a proportion of the total, than most of its European neighbours. 
New nuclear reactors are promised, but many doubt that such high-cost, long-lived projects can work in a 
messy, unpredictable market without price guarantees.  

At the same time, and secondly, energy firms must replace around a third of Britain’s power-generation 
capacity over the next decade. Dozens of old coal and nuclear power plants are due to close. Plugging the 
hole will be expensive: Ofgem, the industry regulator, estimated on October 8th that the total bill could be 
between £90 billion and £200 billion, pushing up household bills by as much as 60%.  

Yet firms are leaving all this building rather late. Energy-watchers now fret about possible blackouts as 
power stations close and are not replaced. Such tardiness lends strength to an alternative reading of the 
past 15 years: that low prices were as much a result of firms sweating their assets as of competition and 
ingenuity. 

Finally, most of the new power stations being built are gas-fired. With 40% of Britain’s power already 
coming from gas plants, that is causing worries about over-reliance on a single fuel, particularly since 
dwindling North Sea stocks will force Britain to import more gas from overseas.  

But despite the rehabilitation of the case for regulation, politicians may find it hard to get a grip. A 
deregulated industry is useful: ministers can bask in the benefit of low prices while deflecting blame for 
price rises on to rapacious energy giants. Reimposing central control at a time when bills are rising to pay 
for new power stations and other infrastructure risks attracting the odium of a hard-pressed public.  

Yet blackouts at home and embarrassment abroad are even worse, and so government pronouncements 
have been growing increasingly prescriptive. Ministers are beginning to specify how many new nuclear-
power stations and wind turbines they want built. The government has already tweaked the planning 
system to allow Whitehall to overrule local objections to new power stations, and a new Infrastructure 
Planning Commission is supposed to take a more dirigiste approach to big building projects. 

Still, a return to full-on state control is not on the cards. The CCC’s suggestions—some good, some bad—
would only bring Britain roughly into line with other European countries. France has imposed a minimum 
price on carbon, for instance, and Germany and Spain give subsidies directly to renewable-energy firms. 
Yet to row back on deregulation would be intensely shaming for a country that pioneered the idea in the 
first place, and has been preaching its benefits ever since.  
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Press freedom and the internet  
 
Barbra Streisand strikes again 
Oct 15th 2009  
From The Economist print edition 

 
 
A gagging order backfires 

THIS week a national newspaper ran a fascinating story about absolutely 
nothing. The Guardian reported on its front page on October 13th that a 
question had been tabled by an MP in Parliament, but that the newspaper 
could not reveal “who has asked the question, what the question is, 
which minister might answer it, or where the question is to be found”. 
The reason, it explained no less cryptically, was that “legal obstacles, 
which cannot be identified, involve proceedings, which cannot be 
mentioned, on behalf of a client who must remain secret”. 

The contorted language was the result of a “super-injunction”, an 
increasingly common form of gagging order that forbids the media not 
only from reporting certain information, but also from reporting that they 
have been forbidden from reporting it. The gag in question was granted 
last month at the request of Trafigura, an oil firm, to prevent publication 
of the details of a report related to the dumping of toxic waste in Côte 
d’Ivoire. Trafigura’s lawyers at Carter-Ruck, a firm that specialises in 
shutting up newspapers, warned the Guardian that mentioning the 
injunction would place it in contempt of court, even after it was referred 
to on October 12th in Parliament. Yet proceedings in both Houses have 
long been reported under privilege—that is, without fear of prosecution 
for contempt. 

Minutes after the Guardian’s bowdlerised article was published online, 
internet sleuths found the censored material on the Parliament website and published it on their blogs and 
in their tweets. By lunchtime, shortly before several newspapers were due to challenge its position in a 
High Court hearing, Carter-Ruck lifted its opposition. The firm and its client were left to observe an 
example of what bloggers call the “Streisand effect”, a phenomenon named after the unfortunate singer 
whose efforts to block publication of an embarrassing photograph served to spread it around the internet 
at once. 

The web is creating awkward leaks in the gagging orders issued by English courts. Bloggers are too 
numerous and too poor to be sued, and many of the servers that host their libellous musings are based 
outside England and Wales, and are therefore beyond the reach of English courts. The same applies to 
foreign media. The internet means that “trying to prevent things being said in one country is like the little 
Dutch boy holding his finger in the dyke while water is pouring over the top,” says Mark Stephens, a 
media specialist at Finer Stephens Innocent, a law firm. 

Britain’s libel laws are also under pressure from foreign governments, which are growing frustrated with 
London’s role as a “libel-tourism” destination. English libel law goes easy on the claimant, assuming that 
material written about him is false unless the defendant can prove otherwise, the reverse of the position 
in America. Nor need claimants prove actual damages: potential damage is enough. In 2005 Rachel 
Ehrenfeld, an American author, was fined £30,000 ($54,600) plus costs by an English court over a book 
that had sold 23 copies in Britain. In response, American states have passed laws allowing their courts to 
refuse to enforce foreign judgments if the country’s free-speech provisions are insufficiently sturdy. On 
October 12th California became the latest to do so. 

Despite these pressures, English courts are clamping down harder, granting secret super-injunctions to 
avoid giving internet rumour-chasers any crumb of information. Over the past three years or so, secret 
injunctions have spread from the family courts to cases involving celebrities and now companies: Mr 
Stephens reckons that between 200 and 300 are in force at any time. These days judges lean towards 
granting pre-emptive injunctions before publication rather than forcing plaintiffs to sue after the story has 
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come out, notes Padraig Reidy of the Index on Censorship, a freedom-of-expression outfit. “The concept 
of ‘publish and be damned’ doesn’t hold much sway in the Royal Courts of Justice at the moment,” he 
says.  

 
 

  

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

-81-



 
Postal strike  
 
On the brink 
Oct 15th 2009  
From The Economist print edition 

 
 
Royal Mail’s managers and workers play chicken 

SPORADIC strikes by postmen over the past 16 weeks will turn into 
crippling nationwide action from October 22nd, if the two sides in a bitter 
dispute over working conditions and pay cannot get closer. The Royal Mail, 
the state-owned postal group, and the Communications Workers Union 
(CWU), which represents 121,000 of its 162,000 postal workers, are at 
loggerheads. On October 15th the CWU gave notice that 42,000 of its 
Royal Mail members would strike on October 22nd, and a further 78,000 
the day after. 

The argument centres on a deal struck in 2007 to modernise the company. 
Postal services in many countries are being transformed by greater 
competition and new technology. Royal Mail says it is losing traffic at a rate 
of some 10% a year. E-mails are consigning letters to history, and, though 
Royal Mail is delivering more parcels than before, online and mail-order 
firms have a widening choice of services to use.  

Despite these negative trends, the Royal Mail group showed a pre-tax 
profit of £321m ($515m, at current rates) for the financial year ending in 
March. Of its closest European counterparts, TNT of the Netherlands made 
€802m ($1.3 billion) in 2008, and Deutsche Post of Germany earned 
€136m in the first six months of 2009 (it lost money the year before). But relations between Royal Mail’s 
managers and workers have become unbearably strained. 

Royal Mail says it is halfway through a £2 billion programme of investment in new machines and 
processes, and that things are going well. Automation has not, in fact, proceeded at a heady pace. The 
company is only now testing walk-sequencing equipment, which sorts mail into the right order for street 
delivery, with a view to rolling it out in January.  

The CWU, for its part, says it welcomes automation and is not resistant in principle to change in working 
practices. But it claims its members have been bullied by managers and kept in the dark about greater 
demands on their time and workload. Unite CMA, the union that represents the managers, says it is not 
aware of such complaints. In short, each accuses the other of breaking the spirit of the agreement.  

On October 8th the CWU announced the results of a national ballot of its Royal Mail members: 76%, it 
said, had voted to strike. The company points out that (because not all posties belong to the CWU and 
participation among those who do was not universal) almost 60% of all postal workers did not express 
that view. Meanwhile, local strikes have caused disruption: London was hit on October 14th. 

The stakes in this dispute are high. For all the challenges, Royal Mail still has a reputation for reliability. It 
also has a near-monopoly over the last mile to the front door, and often completes deliveries for other 
services. But in the current uncertainty, corporate customers are falling by the wayside. Amazon, an 
online retailer, and John Lewis, a physical one, are among those that have made other arrangements. 
Small businesses which rely on postal delivery and payment by cheque are particularly vulnerable if 
postmen hang up their bags; many are looking at alternatives.  

Neither Royal Mail nor its workforce stands to benefit from such attrition. And falling revenues could add 
to another burden: the deficit in the pension scheme, which has increased during the financial crisis to an 
estimated £9 billion-10 billion. Even planned payments into the fund of around £290m a year hardly seem 
enough to guarantee that it meets its obligations.  

The government is keen to shake up Royal Mail by selling a minority stake to a private buyer, promising to 
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assume its pension liabilities in the process. But politics has intervened. The proposed partial privatisation 
encountered fierce opposition, not only from unions but also from left-wing MPs. It has gone precisely 
nowhere—but the opposition Conservatives, favourites to win a general election next spring, are unlikely 
to leave matters there. 
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City jobs  
 
After the cull 
Oct 15th 2009  
From The Economist print edition 

 
 
Prospects are brightening, but it won’t be glad confident morning for ages 

LAST year’s banking crisis may be fading in memory, but one indelible image remains: the dazed staff of 
bankrupt Lehman Brothers leaving London’s Canary Wharf with their possessions in boxes. They were only 
the most obvious casualties of a cull of City workers that threatened to be long and broad. The outlook 
now is unexpectedly better. 

In 2007 about 354,000 people worked in London in the specialised “wholesale” financial activities like 
investment banking that cluster there. Their numbers fell by 30,000 last year, and are set to drop by a 
further 18,000 in 2009, according to CEBR, an economics consultancy. But this decline is smaller than the 
29,000 it forecast as recently as April, thanks to the “unexpected speed with which the economy has 
turned the corner”. In 2010 there will even be a small increase of 9,000 in City workers.  

Salaries and bonuses are rising too, thanks mainly to the rally in markets, and there is other evidence of 
the City’s resilience. London stayed top of a league of 75 financial centres ranked in September by the 
Z/Yen Group, a research outfit, extending its lead over New York. And Britain came first in a ranking of 
financial development in over 50 economies published by the World Economic Forum, which showed 
America slipping from top to third place, behind Australia. 

The brighter outlook for City workers also chimes with the national picture. British labour-market figures 
this week were better than predicted. The claimant count rose between August and September by just 
21,000, the smallest increase since May 2008, and much less than in the early months of this year. The 
slowdown in unemployment suggests that it may peak lower than expected in 2010. 

Even so, there are reasons to remain cautious about the City’s prospects. The World Economic Forum 
gave warning that the financial leadership of both Britain and America might be in jeopardy. Asian centres 
are rising fast, points out Michael Mainelli of the Z/Yen Group. The CEBR says that stiffer regulation will 
limit wholesale financial activities over the medium term. Indeed, it does not expect City jobs to return to 
their 2007 level for more than a decade. 
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Expenses scandal redux  
 
Bills before Parliament 
Oct 15th 2009  
From The Economist print edition 

 
 
It is payback time for naughty MPs 

SIR THOMAS LEGG could be the name of a 17th-century nobleman, and a bitterly resisted attempt to 
extract money from Parliament sounds familiar too. If only the current showdown between MPs and the 
auditor keen to punish their abuse of allowances in recent years were as compelling as the English civil 
war. 

Instead, the row is the latest phase of a scandal that broke in May, when many MPs were shown to have 
feathered their nests with taxpayers’ money. Some of the claims broke even Parliament’s lax and 
discredited rules. Others were legal but morally dubious. Sir Thomas, an ascetic former civil servant, was 
appointed by Gordon Brown, the prime minister, to study every expenses claim for the past five years. His 
focus was the additional-costs allowance, the maximum £24,006 a year that MPs can call on in running a 
second home. Many of the most eye-catching claims, such as the one (rejected) for the upkeep of a now-
iconic moat, were made under this provision. 

Yet MPs say Sir Thomas has exceeded his brief. Asked to assess whether their claims met the letter of the 
law, he has come up with his own standards of what could be considered reasonable. He has ruled, for 
example, that annual costs of over £1,000 for gardening and £2,000 for domestic cleaning are excessive. 
Worse, say MPs, is his decision to apply these rules retrospectively. Many MPs returned from the summer 
recess on October 12th to find letters demanding repayment of substantial sums. Mr Brown must hand 
back nearly £12,500 claimed mainly for cleaning. The arbitrariness of all this was compounded when, on 
the same day, a separate inquiry ruled that Jacqui Smith, the former home secretary, could keep the 
£100,000-plus she had claimed over five years for her wrongly designated second home, though she had 
to make a public apology. 

MPs have a right of reply but party leaders say that they should accept their punishment. Nick Clegg, who 
heads the Liberal Democrats and must repay £910 claimed for gardening costs, wants Sir Thomas to 
target other abuses. This plays well in the country; indignation at freeloading MPs seems undiminished by 
any thought that Sir Thomas may have breached natural justice. But it also stokes resentment of party 
bosses among MPs forced to dig into their pockets. David Cameron is wealthier than most of the 
Conservative MPs he leads. Some refuseniks threaten to withhold repayment; others hint at legal action. 

Of all the party leaders, Mr Brown may face the heftiest invoice. But bad news, like negative campaigning, 
is only really wounding when it confirms existing suspicions. Nobody believes Mr Brown is greedy. He and 
the other party leaders will probably be able to face down the resistance to Sir Thomas, which is strongest 
among ageing backbenchers—though some ministers are privately sympathetic.  

Nevertheless, the changes wrought by the scandal could be enormous by the time it finally fades. As well 
as the new rules for expenses due to be proposed shortly by Sir Christopher Kelly, chairman of the 
Committee on Standards in Public Life, the make-up of Parliament will be transformed by next year’s 
general election. Many scandal-hit MPs will not contest it; those who do may struggle to survive voters’ 
wrath. An influx of new, untested MPs poses its own problems. But it may take nothing less to cool 
Britons’ vicious hostility to their political class.  
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Selling public property  
 
Gordon's gimmick 
Oct 15th 2009  
From The Economist print edition 

 
 
Flogging a few spare assets is not the way to mend the public finances 
 

 
MAYBE it was just a coincidence, but on the day it emerged that he would have to repay nearly £12,500 of 
expenses, the prime minister was busy announcing a newish plan to deal with Britain’s budgetary woes. 
On October 12th Gordon Brown told a gathering in the City of London that the government intended 
selling £16 billion of public assets over the next two years. The items he specified were an eclectic bunch, 
including the Channel Tunnel rail link, the Tote (a bookmaker), the student-loan portfolio and property. 

In fact, as is often the case with Mr Brown, some of the pages of his initiative were already curling while 
others were missing altogether. In his April budget Alistair Darling, the chancellor of the exchequer, had 
already announced a programme of property disposal. Curiously enough, it too was supposed to raise up 
to £16 billion, though over the three years starting in April 2011. 

Mr Brown now wants to get on with the job sooner and, apparently, to use the money for a different 
purpose. The budget said the proceeds would be recycled back into investment, providing “additional 
resources on top of capital budgets”. That help is urgently needed because Mr Darling intends cutting net 
investment from £36 billion in 2010-11 to £22 billion three years later. By contrast, Mr Brown said this 
week that the proceeds would be used to “deal with our debt issues”. 

The impact of the asset sales will be small, however, set against soaring public indebtedness. The 
Treasury is expecting to run a string of record deficits, exceeding £170 billion a year in both 2009-10 and 
2010-11. As a result, government debt will top £1 trillion next year.  

Moreover, only about £3 billion of the £16 billion to be realised through asset sales would actually go to 
pay down debt. Liam Byrne, the Treasury’s chief secretary, told MPs that £11 billion of the total would 
come from selling property owned by local councils, which normally dispose of around £3.7 billion-worth a 
year. As before, they would be “free to keep those receipts and reinvest them in priorities such as 
affordable housing and schools”. An additional £2 billion would stem from sales of property belonging to 
central government, which would also “be sold and reinvested by departments”.  

The prime minister’s haste is in any case unwise, since accelerating disposals of property, in particular, 
means selling in unusually depressed markets. Far from helping to repair the public finances, his plan has 
conveyed a sense of just how desperate the situation is.  
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Scotland's fishing industry  
 
Trawling for new ideas 
Oct 15th 2009 | PETERHEAD  
From The Economist print edition 

 
 
A chance to change Europe’s sclerotic fisheries policy 

IN THE pre-dawn gloom while the rest of the town still slumbers, the fish 
market at Peterhead is a blaze of light and activity. Buyers inspect the 
freshly-landed ice-packed fish, and boat skippers look on anxiously as the 
auctioneer briskly sells some 4,000 40-kilogram boxloads each day. It 
looks busy enough—beyond the market a new quay is being built to handle 
bigger boats—but the fishermen are not happy. “A year or so ago, you 
would get £3-4 a box for cod, but now you are struggling to get £2,” says 
Ian Gatt, skipper of the Solstice, who trawls mainly for white fish such as 
cod, haddock, saithe and whiting (see article). 

Away from the market, the talk is of how the industry’s spokesmen are 
getting on in Brussels. The European Commission, which sets the rules for 
how many fish can be caught in EU waters, was due to publish its 2010 
proposals for the North Sea on October 16th. Negotiations on these and 
other suggestions will reach a climax in December, when fishing ministers 
from all over the European Union attempt to persuade the commission not 
to make big cuts in their fleets’ catches. This year the annual dance could 
take a new turn. 

In April the commission admitted what everyone else had been saying for years: that its Common 
Fisheries Policy (CFP) has failed. Too many boats have been chasing too few fish, meaning that 88% of 
commercially caught species are being fished beyond their maximum sustainable yield. Bribes for 
scrapping trawlers have not worked: though the European fleet is shrinking by 2% a year, the boats that 
remain are getting better at catching fish.  

The CFP limits how long a boat can be at sea and sets quotas for how much it can catch, and of what. But 
since different fish swim together, many for which a boat has no quota have to be dumped overboard. 
That includes about 45% of the cod caught in the North Sea last year, even though it is one of the most 
commercially valuable species and also in danger of extinction. 

To replace this mess, the commission now says that national governments should do more to manage 
their own fisheries. Scotland, whose fishermen catch about two-thirds of the fish landed at British ports, is 
already trying out a new approach. In 2008 a voluntary conservation regime was put in place, the first of 
its kind in European waters. Areas where cod were known to breed were made off limits during spawning 
months. Fishermen also agreed to report unusually high concentrations of cod so a zone around the shoals 
could be closed temporarily. In return, they are given extra days at sea. They are also testing new nets 
designed to allow cod to swim free while capturing other white fish. “It is having a really positive effect on 
sustaining the stocks,” says Mr Gatt. 

Despite the experiment, the EU was expected this week to reduce days at sea by around a tenth in the 
North Sea and by more off the west coast of Scotland. With fuel prices high and fish prices low, this would 
push the fleet to the edge of viability, says Bertie Armstrong, head of the Scottish Fishermen’s Federation. 
Prawn-catchers will be cut back too because, though prawns (Scotland’s main catch) are plentiful, those 
who fish for them also snare cod.  

But if Scotland’s new scheme can be shown to work and as a result fewer cod are accidentally caught, 
Richard Lochhead, the Scottish fisheries minister, hopes to persuade the commission to let fishermen 
claim back the proposed loss of time. They would earn extra days at sea in return for stepping up their 
conservation efforts. 

Fishing is a niche business these days, accounting for less than 1% of Scotland’s GDP. The whitefish fleet 
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has shrunk by 31% over the past decade. But towns like Peterhead still rely on the trawlers that come 
back at first light and the men who skipper them. It is not only the survival of fish species that depends on 
new thinking. 
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Fish and financial crisis  
 
Currency catches 
Oct 15th 2009 | PETERHEAD  
From The Economist print edition 

 
 
Trawlermen play the foreign-exchange markets 
 

 
EVER since the cod wars of the 1970s, when the British lost the right to fish within 200 miles of the 
Icelandic coast, Britain’s gift to global gastronomy—battered fillets of fish and chips sold by takeaway 
restaurants—has relied on Icelandic trawlermen. Most of the cod sold by chip shops in England and Wales 
(the Scots prefer haddock, for reasons to do with price and taste) is landed into British ports by Icelandic 
boats. 

This fact is a constant gripe with Scottish fishermen, who keep a weather eye on the Grimsby fish market 
in particular. Prices throughout Britain tend to follow Grimsby’s lead. This year the big complaint among 
Peterhead’s cod- and haddock-catchers is that Icelandic fishermen have been landing more cod than usual 
into the Humber estuary ports, depressing the price of the fish. 

“It was true at the start of the year,” says Martin Boyers, chief executive of the Grimsby fish market. He 
reckons the slump in the value of the krona after Iceland’s banks collapsed last year made their fishermen 
desperate to earn harder currencies such as sterling. 

But sterling’s recent slide against the euro has made British ports less attractive. Despite a general glut of 
fish in the spring, the volume of landings at Grimsby is down by 7% so far this year on the same period in 
2008, and Icelandic fish have fallen by about the same. “A lot of fishermen are going direct to France,” Mr 
Boyers says, though it means Icelandic boats switching from cod to species such as sea bream which the 
French prefer.  

In Britain the price of cod has begun to recover. It helps that recession-hit Britons are moving from more 
expensive varieties—for example, halibut. To succeed these days fishermen have to know about consumer 
fashions and currency markets, not just tracking shoals at sea.  
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Abortion  
 
A bit better 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
A new report on abortion offers glimmers of hope 
 

 
OPPONENTS of abortion tend instinctively to favour discouraging it with as many legal restrictions as 
possible. But statistics from the other side challenge that approach. A new report by the Guttmacher 
Institute, a pro-choice think-tank, suggests that the number of abortions is declining, particularly in 
countries with legal regimes. But the number of illegal (and usually unsafe) abortions is staying steady.  

The analysis comes on the eve of a big international conference in Addis Ababa, which aims to review 
international family-planning policy 15 years on from a landmark summit on population and development 
held in Cairo in 1994.  

The report estimates that since then the number of abortions fell from over 45m in 1995 to fewer than 
42m in 2003. That drop is all the bigger given the 10% growth in the world’s population over that period. 
Most of the decline is in countries where abortions are legal. In eastern Europe, for example, termination 
was a common communist-era means of contraception. Now other methods are available.  

Prohibitions on abortion are slowly easing, though poor countries remain much tougher than rich ones. 
Since 1997, 22 places have changed their abortion laws—and in 19 of those cases the change was a 
liberalisation. Aid policy is changing too. One of Barack Obama’s first presidential actions was to reverse a 
controversial measure, known as the Mexico City gag rule, that forbade family-planning charities that 
receive American aid money from providing or promoting abortions.  

The picture on illegal abortions is cloudy, but less encouraging. Even estimating their number is difficult: 
the best sources are anonymous surveys and medical data from cases where illegal abortions have led to 
complications. The report reckons that the annual number of illegal abortions remained at around 20m 
over the period, almost all in developing countries. Fully 86% of the women of reproductive age in the 
poor world outside China and India (which have liberal abortion laws) live in countries that restrict it 
tightly. 

Back-alley abortions in such countries may involve homemade drug-cocktails, traditional healers and other 
quack remedies, as well as amateur surgery. An estimated 70,000 women die each year from such 
methods. Uncounted millions suffer from complications such as sterility arising from botched abortions. 
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What are the implications for policymakers? Sharon Camp of the 
Guttmacher Institute says liberalisation does not increase the rate 
of abortions. In Western Europe, which has among the most liberal 
laws in the world, abortion rates are the lowest. Places where 
abortion is in effect banned, such as Uganda, typically see the 
highest incidence of abortion. 

The root of most abortions is unwanted pregnancy. An 
encouraging sign is that these are falling around the world, from 
69 per 1,000 women (in the 15-44 age range) in 1995 to 55 in 
2008. But the figures for poor countries (57 per 1,000) were much 
higher than in rich countries (42 per 1,000). The share of married 
women using contraception worldwide grew from 54% in 1990 to 
63% in 2003, the report estimates. 

An unexpected ally on this front is HIV/AIDS. Men in the poor 
world, especially in sub-Saharan Africa, are typically highly 
resistant to using contraception. But Laura Laski of the United Nations Population Fund says that fear of 
this deadly disease is increasing condom use even in Africa.  

None of this is going to eliminate illegal abortion in the foreseeable future. The final prescription for the 
worthies gathering in Addis Ababa to consider is the importance of bolstering health-care systems’ ability 
to deal with the after-effects of unsafe abortions. Even the strongest proponents of abortion bans do not 
think medical care should be denied in such cases. Britain’s Department for International Development 
announced a new policy on abortion on October 14th that aims to make the dangers of unsafe abortion 
more widely understood. Nobody likes abortion. The way to reduce it may be becoming clearer. 
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Global-warming diplomacy  
 
Bangkok blues 
Oct 15th 2009  
From The Economist print edition 

 
 
Gloom and pragmatism ahead of the Copenhagen climate-change summit 

THE planet is warming, but the mood among climate negotiators seems as chilly as ever. On October 9th 
the penultimate round of talks before December’s climate-change summit in Copenhagen ended in 
Bangkok. Only one session remains, in Barcelona in November. Leaders are now busy lowering 
expectations, saying that this summit will be a prelude to a “Copenhagen II” in 2010. 

One problem is procedural: what to do with the Kyoto framework. Some European countries, and many of 
the poor ones, want to keep it, since it requires the rich economies to bind themselves to numerical 
targets for cutting their emissions. But it will be difficult for Barack Obama’s administration to sign up to a 
Kyoto-style deal: the Senate made it clear that it would refuse to ratify the treaty even before George 
Bush walked away from it. The European Union negotiating block is edging away from supporting a Kyoto-
like architecture for Copenhagen, infuriating some poor countries. 

One of the two big practical questions is: by how much does the world need to cut emissions? Japan and 
the EU have set eye-catching headline goals. America has not—though cap-and-trade legislation seemed 
to advance this week (see article). The rich world wants concrete promises from poor countries. Hu Jintao, 
the president of China, now the world’s biggest emitter of greenhouse gases, has pledged to cut the 
carbon-intensity of the country’s economy but he has not said by how much. India says that it will accept 
only a limit on emissions per person that matches rich countries. That is so easily satisfied that it is no 
condition at all.  

The second big question, less discussed in Bangkok, is what rich countries will pay poor ones both to 
adapt to climate change and shrink their use of carbon. China has said that rich countries should pay 1% 
of their GDP a year—which would be $400 billion. Gordon Brown has suggested $100 billion a year. 
Despite some clever ideas about using small investment guarantees to unlock bigger flows of private 
capital, the gap remains large. 

One deal at Copenhagen does look likely. Deforestation makes Indonesia and Brazil among the biggest 
sources of greenhouse gases. It accounts for 18% of global greenhouse-gas emissions. Brazil has offered 
an 80% cut, and Indonesia 26% less deforestation than would happen with “business as usual” by 2020, if 
rich countries help pay for it. (They have not, yet.)  

But on another issue, the Bangkok talks went backwards. Poor countries suggested language that would 
allow compulsory licensing of low-carbon technologies developed in the rich world. Neither the EU nor 
America wanted that. 

Negotiations always look bleakest as their deadline approaches. Even so, the chances are receding of a 
deal that sees countries promise explicit cuts in emissions. That does not mean Copenhagen is fated to be 
a failure. But it does mean a great deal of work next year if the world is not to give up trying to stay cool. 
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Intersexuality  
 
A question of sex 
Oct 15th 2009  
From The Economist print edition 

 
 
Sex is a complicated thing to define 

AGREEING that the sports authorities were shabby, intrusive and untruthful in 
their handling of the case of Caster Semenya, the 18-year-old South African 
runner who won a gold medal in Berlin in August, is one thing. Deciding who is 
or is not a woman is another. On October 11th the International Association of 
Athletics Federations said it would try to settle this question for future games.  

They will need brainpower to match the muscles that they administer. 
Scientists reckon that at least 1.7% of people are born with one of several 
dozen possible intersexual conditions. A few are apparent from birth, some 
become visible only at puberty and many may never be identified. Instead of 
two X chromosomes, some women have three; others have two XXs and an 
extra Y, or one of many other variations. Men may have an extra X 
chromosome or two on top of their normal XY combination.  

Not every culture divides the sexes absolutely. North American tribal customs 
feature “two-spirit” people who combined male and female attributes 
(anthropologists call these “berdache”, from a French word for catamite). In 
South Asia hijras are considered neither male nor female. They may be 
intersex people or men who take on feminine identities, sometimes after 
castration. They often have horrid lives. 

Anne Tamar-Mattis of Advocates for Informed Choice, an American pressure 
group, says that though legal systems assume that male and female are 
indisputable categories, none defines them. A rare exception is in Australia, 
where a Human Rights Commission report in March 2009 recommended that 
adults should be allowed to register their sex as “unspecified” on documents 
such as passports. In February 2009 an Austrian court ruled that surgery was 
not a prerequisite for sex and name changes. Similarly, Germany’s Federal 
Supreme Court ruled in 2005 that regarding an operation as a precondition for 
a legally valid sex change was increasingly problematic.  

Other courts have created more problems than they solve. In 2000, for 
example, a Texan widow called Christie Littleton sued her late husband’s doctor for malpractice. But during the 
case, it was revealed that she herself had become a woman only after a sex-change operation. The judge ruled 
that as surgery does not change chromosomes and that as Texas law does not recognise same-sex unions, the 
marriage was void. The judge recognised the ramifications of a genetic definition of marriage. It could invalidate 
some unions involving an intersex partner, but also allow a genetic male and female to marry even if they look as 
if they belong to the same sex.  

One of the few judicial decisions to deal explicitly with intersex conditions came in 1999 from the Constitutional 
Court of Colombia. It restricted surgical interventions on children born with atypical genitals. This was rarely 
urgent, it said, and should be postponed until children are old enough to give their consent. That cautious 
approach has not caught on. Ms Tamar-Mattis says that American doctors are slowly becoming less heavy-
handed, but prompt surgery—genital mutilation in the eyes of critics—remains the norm in industrialised 
countries. So does ill-treatment. Just ask Ms Semenya, whose privacy has been trampled and achievement 
undermined. Her “gender verification” tests are due to be published next month. 
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Selling foreign goods in China  
 
Impenetrable 
Oct 15th 2009 | SHANGHAI  
From The Economist print edition 

 
 
Despite widespread hope that China will help pull the world out of recession, foreigners are 
finding it as arduous as ever to do business there 
 

 
EVERY year, says Paul French, head of Access Asia, a research firm based in Shanghai, the same company 
buys the same report from him on the market for a particular product in China. That is because each year 
the company in question sends a new executive to China with instructions to break into the local market, 
who soon departs in despair—having failed to find an opening given the (brief) time and (insufficient) 
resources allotted. 

Mr French’s customer is not alone. China accounts for less than 2% of the global sales of drugs giants 
such as Pfizer, AstraZeneca and Bayer, estimates IMS, another research firm. Procter & Gamble (P&G), a 
consumer-goods giant, is reckoned to generate only a bit over $3 billion annually in China, less than 5% 
of its overall sales. Unilever is thought to sell less than half as much; its local operations are barely 
profitable. AIG, an American insurance firm, was founded in Shanghai and has won greater access to 
China than many of its competitors. But its operations are still restricted to just eight cities. Analysts 
suspect its revenues in China are less than in Taiwan, a country with 2% of the population and stiffer 
competition. 

The promise—and frequent disappointment—of doing business in China has been a common theme since 
at least the 19th century, when weavers in Manchester were said to dream of adding a few inches to 
every shirttail in China. Thanks to recession at home, foreign firms are keener than ever to capitalise on 
China’s growth. But Europe and America’s exports to China have remained broadly flat over the past year 
and amount to less than 7% of the total, even though shrinking exports to other countries flatter the 
figure. Even if the Chinese economy grows by the official target of 8% this year, the impact on Western 
firms’ total sales would be little more than a rounding error, says Ronald Schramm, a visiting professor at 
the Chinese European International Business School. 

Many foreign firms, of course, are doing well in China, especially at the two extremes of the value chain: 
things like luxury goods, fibre-optic cable and big aeroplanes on the one hand, and oil, ores and recyclable 
waste on the other. But in between, both explicit legal impediments and hidden obstacles continue to 
hamper access to Chinese customers, despite China’s promises of reform when it joined the World Trade 
Organisation (WTO) in 2001. Publishing, telecommunications, oil exploration, marketing, pharmaceuticals, 
banking and insurance all remain either fiercely protected or off-limits to foreigners altogether. Corruption, 

  

Reuters

-94-



protectionism and red tape hamper foreigners in all fields. 

Recent reports from three lobbies for foreign businesses, the American Chamber of Commerce in 
Shanghai, the European Chamber of Commerce in China and the US-China Business Council, bear out this 
gloomy view. Their biggest gripes have nothing to do with typical business concerns, such as the 
availability of good staff or high costs. Instead, they complain about subsidised competition, restricted 
access, conflicting regulations, a lack of protection for intellectual property and opaque and arbitrary 
bureaucracy. 

To operate in China, the Council itself must provide documents from America’s State Department, the 
Chinese Embassy in America, the cities of Washington and Shanghai, the local tax authorities and the local 
branch of the State Administration for Industry and Commerce. It takes six months to obtain a one-year 
licence. At least there is an established procedure, albeit a costly and cumbersome one. Others are not so 
lucky: upon joining the WTO, China agreed to allow foreign firms to compete to offer booking systems to 
local airlines, but according to the European Chamber it has not yet produced the necessary regulations. 

Local officials go to great lengths to protect companies on their patch, often by giving them preferential 
access to land or credit, or by easing bureaucratic constraints for them. All the red tape would at least 
provide plenty of work for multinational law firms, were they permitted to employ Chinese lawyers—which 
they are not. The government, by dint of its control of the media, also controls advertising rates. That 
makes the cost of reaching a consumer in China higher than in many Western countries, although the 
potential rewards are much lower since most Chinese are so much poorer, says Tom Doctoroff, the boss of 
JWT, an advertising firm. There is little reliable business news (see article). 

Firms that have managed to overcome these obstacles tend to produce locally in China; their products are 
perceived to be of high quality (few foreigners succeed by undercutting prices) and they have invested 
tremendous amounts of time and effort building distribution networks and raising awareness of their 
brands. Take Goodyear, an American tyremaker. It has had to find local partners for all of its 760 
dealerships in China, who in turn had to obtain permits from the authorities. It has got around the state 
monopoly on advertising by deploying its trademark blimps, and pre-empted objections to that by using 
them to advocate a worthy cause: safe driving. 

As always, there are local tastes to consider too. Chinese consumers seem to have even more of a taste 
for variety than most. P&G produces its Crest brand of toothpaste in a mouth-watering array of flavours, 
including lemon, tea, strawberry, salt and honey. A similar proliferation of offerings has served Nokia, the 
world’s biggest handset-maker, well too. 

One strategy that has brought success to several foreign firms has been to charge high prices—a surprise, 
given that earnings in China remain quite low. A survey by the Nielsen Company concludes that Chinese 
believe that foreign brands are more expensive, even when they are not. That suggests that they should 
aim to compete on quality rather than cost. At any rate, Apple, General Motors and Levi Strauss all sell 
certain products at higher prices in China than elsewhere. So do many luxury brands. But relatively few 
foreign firms have managed to reap such rewards.  
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Business news in China  
 
Bad advertisement 
Oct 15th 2009 | BEIJING  
From The Economist print edition 

 
 
Turmoil envelops a forthright Chinese magazine 

CHINA may pride itself on its business prowess, but its state-controlled 
media shed little light on the way its companies work. A rare exception 
to this rule, Caijing magazine, is now in turmoil, with many of its staff 
threatening to resign and rumours swirling of a rift between its feisty 
editor-in-chief and the company that publishes it.  

Uncharacteristically, Caijing itself is saying very little. The magazine, 
based in Beijing and founded in 1998, is still functioning normally, says 
a spokeswoman. Seventy members, or around two-thirds of its 
commercial department, have submitted their resignations “for personal 
reasons”, but they continue to show up for work, she says. The latest 
edition of the bi-weekly publication appeared as usual on October 12th. 

But all is clearly not well. Advertising revenue has wilted amid the global 
economic crisis. Worse, Hu Shuli, Caijing’s editor-in-chief, is said by 
colleagues to be at odds with SEEC Media, Caijing’s publisher, which is 
listed in Hong Kong. SEEC Media has been a valuable guardian for 
Caijing, helping to shield it from the occasional wrath of censors. But 
the staff are now worried about increasing threats to the magazine’s 
treasured editorial independence. 

Most Chinese journalists are far less scrupulous. Many take bribes from companies to publish flattering 
stories. Advertorials (advertisements disguised as articles) are common. So too is interference by censors, 
who regularly give detailed instructions to editors about what should and should not be reported.  

Caijing, however, is one of only a handful of newspapers and magazines in China that appear untainted by 
such pressures. Caijing’s first issue exposed a case of insider trading in a property company. “The story 
was swept under the rug by China’s official media. Only Caijing dared to break the silence,” boasts the 
magazine’s website. Although it does not criticise the Communist Party, it exposed the government’s 
attempt to cover up an outbreak of SARS, a sometimes fatal respiratory disease, in 2003. Now, alas, it is 
becoming a story itself. 
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Renault's electric-car gamble  
 
Mr Ghosn bets the company 
Oct 15th 2009  
From The Economist print edition 

 
 
The French carmaker aims to be the first big producer of zero-emission vehicles 

OVER the past few weeks Renault has been giving politicians, journalists and big commercial customers 
across Europe the chance to drive a slightly odd-looking battery-powered vehicle based on its Kangoo, a 
small van. Like most of the latest electric-vehicle prototypes, the Kangoo Be Bop ZE, as it is called, drives 
briskly and quietly. Unlike most of them, it is a thoroughly practical proposition. It provides plenty of 
space for five people and their luggage, has a range of about 160 kilometres (100 miles)—and, crucially, 
when it goes on sale in less than two years’ time, it will not cost a fortune. 

Renault’s roadshow is part of a vigorous campaign to prepare the market for the electric vehicles on which 
its boss, Carlos Ghosn, is staking the future of both the French firm and its Japanese ally, Nissan. Mr 
Ghosn believes that by 2020 purely electric, zero-emission vehicles will take 10% of the global car 
market. What is more, he wants such vehicles to account for 20% of Renault-Nissan’s sales by then.  

Mr Ghosn’s fervour is missionary. He argues that with the world facing an unprecedented environmental 
crisis “those of us who make cars need to be part of the solution” and become “pioneers of sustainable 
mobility”. He is certainly putting Renault’s and Nissan’s money where his mouth is, committing €4 billion 
($5.9 billion) and ring-fencing more than 2,000 engineers to work on the project. 

How big a gamble is Mr Ghosn taking? At last month’s Frankfurt motor show almost every big carmaker 
could boast of new hybrids in the pipeline, some of them plug-ins, and prototype all-electric vehicles were 
all over the place. Even hydrogen fuel cells still have their supporters. The German carmakers in 
particular, with their huge research-and-development budgets, are dabbling in all manner of different low-
emission vehicles. 

Not Renault. At Frankfurt, Mr Ghosn presented what he described as a complete range of affordable purely 
electric cars. There was a largish family saloon (the Fluence), a supermini-sized hatchback (the Zoe), the 
Kangoo Be Bop ZE and a wacky two-seat urban runabout (the Twizy). These were not mere show cars 
intended to test the reaction of potential customers. All are destined for production within two or three 
years. Mr Ghosn made no apologies for the silly names, but he promised that the cars would cost no more 
to buy than similar diesel-powered cars—after factoring in government tax breaks for zero-emission 
vehicles that in many European countries will be worth about €5,000. Their expensive lithium-ion battery 
packs will be leased. As long as owners drive at least 12,000km a year, overall running costs will be 
equivalent to, or lower than, a petrol or diesel-powered car. 

Within the industry, the adjective most often used to describe Mr Ghosn’s plan to make the Renault-
Nissan Alliance the first big manufacturer of zero-emission vehicles is “bold”—in other words, somewhere 
between very risky and certifiably mad. In particular, most analysts consider Mr Ghosn’s forecasts of 
demand for electric cars to be wildly optimistic. 

Tim Urquhart of IHS Global Insight, a research firm, reckons that purely battery-powered cars will 
command only about 0.6% of world sales in 2020, with plug-in hybrids accounting for a further 0.7%. 
Volkswagen, Europe’s biggest carmaker, talks of 1.5-2%. The main obstacles, according to Mr Urquhart, 
are the comparatively short range of electric vehicles and the lack of places to charge them.  

Renault’s chief operating officer, Patrick Pélata, disagrees. With a range of 160km at launch the cars will, 
he says, satisfy the requirements of most people most of the time. In urbanised western Europe, 80% of 
journeys are below 60km, and 20% of cars in Europe—about 20m vehicles—never go any further. He adds 
that battery technology is undergoing a revolution, with more than 20 big companies worldwide competing 
to produce smaller, tougher and more powerful batteries. One reason for Renault’s leasing model is to 
allow vehicle owners to upgrade their batteries as and when the technology improves.  

Mr Pélata also thinks the problems with infrastructure are exaggerated. Initially, the majority of private 
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owners are likely to be suburbanites, who will charge their cars overnight using domestic sockets, or fleet 
operators with predictable journey patterns. But Renault is also spending a lot of time talking to and doing 
deals with power companies and governments (which are under intensifying pressure to reduce emissions 
of carbon dioxide). He says that the money and the political will are there to install fast charging-points 
(which can deliver an 80% charge within 20 minutes) in car parks, workplaces and city streets. Renault is 
also planning to set up “quick-drop” stations that can swap a depleted battery for a full one in a few 
minutes. 

Renault’s commitment and attention to every detail is impressive, but Mr Ghosn’s bet depends on three 
things working in his favour that he cannot control: the eager co-operation of governments; a rising oil 
price; and the willingness of drivers to change their habits. It is the last of these that is hardest to predict. 
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American courts ponder “honest service”  
 
Are you being served? 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
The Supreme Court will hear appeals by Conrad Black and Jeffrey Skilling 

UNTIL Bernie Madoff’s Ponzi scheme collapsed last year, landing its 71-
year-old architect with a jail sentence of 150 years, probably the two 
most famous former bosses behind bars were Jeffrey Skilling and 
Conrad Black. Mr Skilling, the former chief executive of Enron, is nearly 
three years into a 24-year jail term for his role in the firm’s collapse. 
Lord Black is 18 months into a six-and-a-half year sentence for 
fraudulently extracting millions of dollars from Hollinger International, 
the media firm he once ran. Both now have some hope of walking free, 
thanks to the decision of America’s Supreme Court to hear their 
appeals. 

On October 13th the Supreme Court said it would consider Mr Skilling’s 
appeal on two counts. The first is that his trial should not have taken 
place in Enron’s hometown of Houston because strong local feelings 
meant that any jury was likely to be biased against him. The second, 
also at the heart of Lord Black’s appeal (which the Court agreed to hear 
in May), is that his conviction rested on a misguided interpretation of 
the legal concept of “honest services”. This notion, last reiterated by 
Congress in 1988, though far older in its origins, holds that someone hiring someone else to do a job for 
them has an “intangible right of honest services”. The law makes it illegal to deprive the employer of such 
service fraudulently, without making it clear what would constitute dishonest service. 

Some of the Supreme Court’s justices have clearly been itching for the chance to clarify (ie, narrow) the 
meaning of this law. In February, in his ruling on another honest-services case, Justice Antonin Scalia 
wrote that some prosecutors’ and juries’ interpretation of honest-services fraud, taken to its logical 
conclusion, would stretch even to a “salaried employee’s phoning in sick to go to a ball game”.  

The law is sufficiently broad to have been used against government officials as well, which is why the 
Court has also decided to hear an appeal of a case in which a state official was convicted of mail fraud 
related to honest services. (Its ruling on that case, in turn, may influence the fate of the disgraced former 
governor of Illinois, Rod Blagojevich, who is currently awaiting trial.) According to Justice Scalia, “It is 
simply not fair to prosecute someone for a crime that has not been defined until the judicial decision that 
sends him to jail.” He concludes, “It seems to me quite irresponsible to let the current chaos prevail.” 

In a submission on the Black case, Mr Skilling’s lawyers argue that the Court should limit honest-services 
fraud to cases in which the accused sought personal gain at the expense of his employers. That could 
have the effect of exonerating Mr Skilling, since even the special task-force set up by the Department of 
Justice to investigate Enron’s collapse accepted that he had not done so. “Every act for which he was 
prosecuted was undertaken for the purpose of protecting Enron and promoting its share value,” his 
lawyers point out. Instead, his alleged failure to provide honest service involved taking too much risk for 
Enron’s good and hyping the firm’s prospects to the markets. In Lord Black’s appeal, the main issue is not 
whether fraud was committed for personal gain, but whether this was at the expense of Hollinger 
International’s shareholders, as opposed to the government of Canada, to which he was trying to avoid 
paying taxes. 

None of this will be resolved quickly. Even if the Court narrows the scope of honest-services fraud when it 
issues its ruling, probably next year, that may only lead to reduced sentences or perhaps retrials for the 
two supplicants. Mr Skilling is already due to be resentenced as a result of a separate appeal. But several 
of the convictions of former employees of Enron have already been overturned or amended on appeal, 
points out Christine Hurt, a professor of law at the University of Illinois. She says she will not be surprised 
if Mr Skilling is ultimately added to that list. Indeed, Mr Skilling might stand a better chance of acquittal in 
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a trial today, even in Houston, she adds, because his actions look so much less heinous in the light of 
subsequent events on Wall Street. “Bernie Madoff could turn out to be the best thing that happened to Jeff 
Skilling,” she says.  
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Italy's business clusters  
 
Sinking together 
Oct 15th 2009 | MATERA  
From The Economist print edition 

 
 
Italian manufacturing hubs have not withstood the recession as hoped 

LORRIES no longer come and go along the rough road beside the olive 
trees at La Martella, in the rolling countryside a few miles from Matera, 
in southern Italy. The blue gates of the Nicoletti factory, where sofas 
and easy chairs were made, are locked. Once one of the most 
prominent firms in a big manufacturing cluster, it ran into difficulties 
last year and was put into liquidation in July. 

When Nicoletti closed, 430 workers joined the cluster’s unemployed. At 
the height of the region’s success, in 2002, some 500 firms in and 
around Matera were involved in the manufacture of sofas and easy 
chairs; their combined turnover was €2.2 billion ($2.1 billion at the 
time) and they employed about 14,000 workers. At its peak Matera’s 
cluster accounted for 55% of Italian production of sofas and easy chairs 
and 11% of world production. About 80% of its output was sold abroad. 
But by 2007, buffeted by cheap foreign competition, the number of 
workers in the cluster had fallen to 8,000, and in the crisis of the past 
two years it has continued to slide. 

Matera’s cluster is not alone in its problems. Prato, near Florence, was once a thriving centre for recycled 
wool, a business that India now dominates. Chinese immigrants have tried to revive the cluster, but it is 
shrinking and struggling: 2,000 firms have closed and 10,000 jobs have been lost since 2001. Last month 
the government started offering grants to slow its decline. In the Marches region, where around 25,000 
workers in 3,000 firms make footwear, take-up of a state scheme to preserve endangered jobs has 
doubled over the past year. 

A cluster for higher-quality woollens, centred on Biella in the north-west, is also struggling, as are the 
textile firms of Varese and the silk producers of Como. Indeed, Emma Marcegaglia, president of 
Confindustria, Italy’s main business lobby, says that more than 90 of Italy’s 104 officially recognised 
clusters, the bedrock of the country’s industry, are in difficulty. 

It was not meant to be this way. Italian firms had hoped that being organised into clusters would help 
protect them from low-cost foreign rivals. Grouping together in the same place is supposed to help small 
firms remain competitive, as management gurus such as Michael Porter have argued, since they can tap 
the deep local pools of skilled workers, finance and suppliers. In some cases, collective purchasing of raw 
materials can help reduce costs. And the concentration of so many firms working in the same industry is 
thought to spark creative ferment. All this is particularly important in Italy, where firms are generally 
makers of traditional consumer goods, small or medium-sized, family-owned, dependent—directly or 
indirectly—on exports and, for reasons of geography and history, clustered together. 

According to Giacomo Vaciago of the Catholic University of Milan, survival depends on the ability of Italy’s 
clusters to transform themselves into districts where new ideas are dreamed up, designs developed and 
goods finished, with most production taking place in cheaper spots abroad. Ms Marcegaglia agrees: 
“Traditional industries have been hurt most. Being technologically advanced and well diversified in export 
markets is a defence.” 

Italian firms that have embraced such ideas have indeed been better able to fend off competition from 
low-cost foreign producers. Benetton, whose headquarters and design centre are located amid a clothing 
cluster in the Veneto region, has long outsourced most of its manufacturing. Geox, a casual-footwear 
brand, is based in the sports-shoe cluster in Montebelluna but manufactures abroad. 

But some firms are too small or ill-equipped to look beyond Italy’s borders. Others are suppliers which find 
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themselves without work when their clients turn to lower-cost manufacturers abroad. “We are not so 
much a cluster,” says Tito Di Maggio, the head of Matera’s industrial zone, “as a grouping of competitors 
faced with an economic crisis, fierce competition, high labour costs and a weak dollar.” If the gloomiest 
projections are correct, that sort of predicament will lead to the loss of 1m jobs across Italy this year.  

 
 

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

-102-



 
The fight for GVT  
 
Call options 
Oct 15th 2009 | SÃO PAULO  
From The Economist print edition 

 
 
Foreigners vie for a bigger slice of Brazil’s telecoms market 

THE bitter fight that has broken out between Telefónica, a Spanish telecoms giant, and Vivendi, a French 
conglomerate, for control of GVT, a small Brazilian operator, is a measure of the excitement about a 
booming market that investors believe still has lots of untapped potential. Telefónica has bid $3.7 billion 
for the firm, topping Vivendi’s earlier offer by 14%.  

Since Brazil’s telecoms monopoly was broken up and privatised in 1998, the number of landlines has more 
than doubled from 17m to 41m. The growth of mobile phones has been even faster. Brazil already boasts 
more 165m of them, just 25m short of one for every person in the land. Internet coverage is less good, 
but the government plans to lay 31,000km of optical fibre with the aim of bringing broadband access 
within reach of 162m people. The race is therefore on to create telecoms giants that can offer a range of 
services to Brazilians in the farthest corners of this vast country. 

Because Brazil’s economy is doing well (see article), there should be plenty of people willing to pay for 
more elaborate telecoms services. A study carried out last year by the Fundação Getulio Vargas, a 
business school and research institute, suggests that more than half of all Brazilians are now members of 
a lower-middle class that is falling in love with credit and consumption. 

For Telefónica in particular, GVT is an attractive target. It is currently overshadowed in Brazil by Oi, a big 
local rival. Buying GVT, which is growing fast, would help it catch up and also extend its fixed-line 
business beyond São Paulo state, where it is currently confined. 

There is still some way to go before a deal is done. Telmex, part of Carlos Slim’s empire, may be 
interested in GVT and Vivendi is weighing its options. Telefónica’s Brazilian subsidiary, Telesp, has also 
been wrangling with Anatel, the Brazilian regulator, over well-publicised interruptions to its broadband 
services. Anatel, which has forced Telesp to make the necessary investments to improve its network, may 
take some convincing before blessing its parent’s expansion. 
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Business schools in the recession  
 
Resilient wreckers 
Oct 15th 2009  
From The Economist print edition 

 
 
The market for MBAs is defying the economic gloom 

BUSINESS schools have been widely accused of fashioning the wrecking balls and training many of the 
demolition crews that have wreaked such havoc in the economy over the past two years. And the crisis, 
whether it was forged in business schools or not, is undoubtedly making it harder for students to afford 
their fees, or to get jobs when they graduate: in America only half the class of 2009 had been offered a 
job three months before graduating. Yet business schools are thriving. More than two-thirds of full-time 
MBA programmes received more applications this year than last, their best performance for five years, 
according to the Graduate Management Admission Council, a business-school association.  

Deciding whether to go to business school or not is difficult. The long-term benefits sound substantial: an 
improved chance of getting a corner office and a six-figure salary. But the short-term costs are also 
weighty: two years at a leading American business school can cost $100,000 even before you take living 
expenses and forgone income into account. Many of the world’s most famous business people, from Bill 
Gates down, did not bother with an MBA, whereas some of the most illustrious products of business 
schools have covered themselves with ignominy of late. Consultancies, which were forced to recruit more 
people without MBAs in the late 1990s because of competition from high-tech companies, found that they 
performed no worse and sometimes better. 

Still, on balance, the benefits probably outweigh the costs, particularly in straitened times. People with 
MBAs are more likely to get jobs than people without them, and earn higher salaries. Employers pay MBAs 
on average twice as much as people with only undergraduate degrees and 30-35% more than people with 
lower-level management degrees, such as Master of Finance. Some 98% of corporate employers report 
that they are satisfied with the MBAs they hire, a sign that they will continue to fish from the same pond.  

Deciding which school to go to can be as difficult as deciding whether to go in the first place. They all 
seem to offer roughly the same thing, if the advertisements that appear in publications such as this one 
are to be believed: a chance to hone your skills as a “global leader” and “strategic thinker” while gazing at 
beautiful buildings. Happily, prospective students now have a plethora of “Which MBA?” guides to help 
them choose, from The Economist and such rivals as the Financial Times, the Wall Street Journal, US 
News & World Report and BusinessWeek, which started the trend in 1988. Less happily, perhaps, the 
guides yield some strikingly different rankings.  

The Economist’s guide, published this week, ranks two European outfits, Spain’s IESE Business School and 
Switzerland’s International Institute for Management Development (IMD), at numbers one and two 
respectively. The University of Pennsylvania’s Wharton School only just makes it into the top ten at 
number nine (up from number 17 a year ago). The Financial Times (the parent company of which owns 
part of The Economist) puts Wharton and London Business School at the top of its list, and IESE at 
number 12. BusinessWeek, which ranks American and non-American schools separately, awards the top 
American spot to the University of Chicago’s Booth School and international gold to the School of Business 
at Queen’s University in Canada. The China Europe International Business School is ranked eighth in the 
FT’s list but only 95th in The Economist’s. 
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These differences reflect different methodologies. The Economist’s rankings rely heavily on students’ own 
assessment of their time at business school in general, and of whether their earning power rose and their 
“networks” expanded in particular. One reason why IESE did so well is that 98% of graduates found jobs 
within three months of graduation with an average basic salary of $125,000—a remarkable feat in the 
current economic climate. The FT’s list emphasises academic research as well as salaries. But the clash of 
rankings also has a bright side: it underlines the fact that there are different ways in which business 
schools can excel.  

One of the most striking developments is that, contrary to the impression given by their advertisements, 
business schools are offering ever more diverse courses, giving prospective students a better chance of 
finding one that matches their aptitudes and interests. It normally takes two years to earn an MBA at an 
American school. At many European schools, including IMD and Insead, it only takes a year.  

The Sloan School of Management is renowned for no-nonsense quantitative methods. Half of Insead’s 
alumni go on to start a business or purchase one. Hong Kong University of Science and Technology, with 
its spectacular location overlooking Clear Water Bay, has the best facilities in the world, according to 
many. The Indian Institute of Management is arguably the world’s most exclusive school, with more than 
600 applicants for every place. HEC Paris has 63 overseas alumni associations in 49 countries. At 
Southern Methodist University’s Cox School some 250 executives act as mentors to the students. At 
Britain’s Henley Business School the average age of students is an experienced 37, compared with an 
upstart 29 at the Ross School at the University of Michigan.  

Online MBAs, which not only reduce costs but also allow students to continue working, are proliferating. 
Warwick University’s “distance learning” MBA is a snip at £5,200 ($9,630) a year. There is also a boom in 
specialised qualifications. London Business School has introduced a master’s in finance. Nottingham 
Business School offers six different degree courses, including one in corporate social responsibility. 
Bordeaux Business School offers an Executive Wine MBA. 

The growing diversity of the business-school market is surely welcome. There is also lots to be said in 
favour of multiple rankings, the better to illuminate potential students’ options. After all, different 
rankings, like different schools, suit different tastes and purposes.  
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Schumpeter  
 
Someone to watch over them 
Oct 15th 2009  
From The Economist print edition 

 
 
One hat is enough for (almost) any chief executive 
 

 
IS THERE any limit to the audacity of Scandinavians? Not content with stirring up America’s polarised 
politics by awarding Barack Obama a premature Nobel peace prize, they are also stirring up America’s 
polarised debate on corporate governance. 

This time the culprits are not the Norwegian politicians who award the peace prize, but the savvy investors 
who run Norges Bank Investment Management (NBIM), which manages a state pension fund of $400 
billion. NBIM is trying to persuade four American companies—Harris Corporation, Parker Hannifin, Cardinal 
Health Incorporated and Clorox—to separate the jobs of chief executive and chairman of the board when 
they next appoint chief executives. The fund has already scored a notable success by persuading Sara Lee 
to split the two jobs. It says that this is only the beginning of its campaign. 

America is unusual in the power that it awards to chief executives. Splitting the two jobs is commonplace 
in Canada, Australia and much of continental Europe (though France is a notable exception: even AXA, 
one of the few French firms to separate the roles, now wants to fuse them). In Britain 95% of companies 
in the FTSE 350 list have an outside chairman. But in America 53% of Standard & Poor’s top 1,500 
companies combine the two jobs.  

The economic crisis has put the supporters of this bit of American exceptionalism on the defensive. 
Shareholder activists are up in arms about imperial bosses, and they scored a notable hit in April when 
they forced Ken Lewis to surrender his second hat as chairman of Bank of America, after his decision to 
buy Merrill Lynch (Mr Lewis has since lost his first hat as well). A growing number of bigwigs are agitating 
for change. Chuck Schumer, the senior senator for New York, has introduced a “Shareholder Bill of Rights” 
which, among other reforms, would force companies to separate the two jobs. 

The case for separation is based on the simple principle of the separation of powers. How can boards 
discharge their basic duty—monitoring the boss—if the boss is chairing its meetings and setting its 
agenda? How can a board act as a safeguard against corruption or incompetence when the possible source 
of that corruption and incompetence is sitting at the head of the table? 

Dual-purpose bosses make it more difficult for the board to manage the succession from one chief 
executive to another. ITV, a British broadcaster, is paying dearly for its decision to appoint Michael Grade 
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as both chairman and chief executive: not only is it scrambling to fill two jobs at once but it also keeps 
losing leading candidates, bringing ridicule down on its head and forcing it to make do with a lame-duck 
boss. Two-timers also reinforce popular doubts about the legitimacy of the system as a whole, conjuring 
up images of bosses writing their own performance reviews and setting their own salaries. It is notable 
that one of the first things that some of America’s troubled banks, including Citigroup, Washington Mutual, 
Wachovia and Wells Fargo, did when the crisis hit was to separate the two jobs. 

These arguments are so compelling that it is tempting to dismiss the opposition out of hand. That would 
be a mistake. The defenders of fusion point out that there is no solid evidence that splitting the two jobs 
does any good. Over the past two decades academics have produced more than 30 studies comparing the 
financial performance of companies that divide the two roles with those that combine them. The result is a 
wash: Enron and WorldCom both split the two jobs, as did the Royal Bank of Scotland and Northern Rock. 

Separating the two jobs may produce all sorts of undesirable consequences. Chief executives may find it 
harder to make quick decisions. Ego-driven chief executives and chairmen may squabble over who is 
ultimately in charge. The shortage of first-class business talent may mean that bosses find themselves 
second-guessed by greybeards who know little about the business. 

Anyway, traditionalists argue, America is already dealing with the problem of conflicts of interest in its 
own way. American boards are far more independent than they were as recently as five years ago. More 
than 90% of S&P 500 companies have appointed “lead” or “presiding” directors to act as a counterweight 
to a combined chairman and chief executive. 

It is possible to pick holes in all these arguments. Many of them constitute a rejection of all robust 
systems of monitoring. “Presiding” directors sound like an unsatisfactory compromise—especially if they 
do not actually preside. Even at those firms where merging the jobs has worked reasonably well in the 
past, it may not do so in the future. Today’s global bosses have enough on their plates without having to 
chair board meetings as well. Boards are becoming more independent and professional, rendering the old-
style strongmen ever more of an anachronism. 

 
Just tell me why 

But these objections nevertheless suggest some important caveats to the case for driving bosses out of 
the boardroom. There is no one-size-fits-all solution. Smaller companies, particularly start-ups, may 
benefit from the simplicity and clarity provided by bosses with two hats. Separating the two jobs is only 
one element of better corporate governance, as the many disasters presided over by independent 
chairmen demonstrate. Companies need to devote as much thought to the chemistry between the boss 
and chairman as they do to getting the structure right. 

The best solution to the corporate problem is evolutionary, rather than revolutionary: pressure from 
activists and investors rather than sweeping legislation from Congress. Back in 1992 Sir Adrian Cadbury 
ushered in a boardroom revolution in Britain when he urged companies to comply with his 
recommendation to split the two jobs or explain why they had not. “Comply or explain” would not be a 
bad battle-cry for boardroom reformers the world over.  
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Award: Ludwig Siegele 
Oct 15th 2009  
From The Economist print edition 

 
 
“Matrix der Welt: SAP und der neue globale Kapitalismus”, by Ludwig Siegele, one of our technology 
correspondents, and Joachim Zepelin, has won the getAbstract International Book Award for books in 
German or English with a business theme. 
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Cloud computing  
 
Clash of the clouds 
Oct 15th 2009  
From The Economist print edition 

 
 
The launch of Windows 7 marks the end of an era in computing—and the beginning of an epic 
battle between Microsoft, Google, Apple and others 
 

 
DO YOU have plans for next weekend? If not, don’t worry: perhaps a friend will be throwing a party to 
celebrate the launch of Windows 7, Microsoft’s new operating system, on October 22nd. You’ll get help 
installing the program and be shown how to use the new features. To maximise the fun, your friend will 
get tips from the “HostingYourParty” video on YouTube or go to the dedicated website, complete with 
downloadable party favours and a trivia quiz (sample question: “The Microsoft Pretzel Hunt is an annual 
pretzel hunt held at the Redmond campus. True or false?”). 

This is not satire. It is a toe-curling attempt by Microsoft to create some buzz for its new software. 
Fortunately for the firm, it will hardly matter, because Microsoft dominates the market for operating 
systems. After the let-down that was its predecessor, Windows Vista, Windows 7 is certain to be a 
success. There is plenty of pent-up demand, because Vista’s aged predecessor, XP, is still widely used. 
Reviews of Windows 7 have been positive, some even glowing, although the software is sometimes hard 
to install. 

Windows 7 is not just a sizeable step for Microsoft. It is also likely to mark the end of one era in 
information technology and the start of another. Much of computing will no longer be done on personal 
computers in homes and offices, but in the “cloud”: huge data centres housing vast storage systems and 
hundreds of thousands of servers, the powerful machines that dish up data over the internet. Web-based 
e-mail, social networking and online games are all examples of what are increasingly called cloud services, 
and are accessible through browsers, smart-phones or other “client” devices. Because so many services 
can be downloaded or are available online, Windows 7 is Microsoft’s first operating system to come with 
fewer features. 

 
As one window closes… 

The launch of Windows 7 coincides with the closing of the book, after more than a decade, on Microsoft’s 
antitrust woes. The company got into hot water in America and Europe mainly for abusing its dominance 
of PC operating systems to promote its web browser. On October 7th the European Commission said it 
had all but reached a settlement with Microsoft. The firm has agreed to give Windows users in Europe a 
“ballot screen” that allows them to choose a rival browser in place of its own Internet Explorer.
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Windows is not going to disappear soon, but cloud computing means it is no longer so important. Other 
products, some being launched this autumn with less fanfare than Windows 7, represent Microsoft’s 
future. Last month the company opened two data centres that between them will contain more than half a 
million servers. This month it released a new version of Windows for smart-phones. And next month it will 
launch Azure, a platform for developers on which they can write and run cloud services. 

The rise of cloud computing is not just shifting Microsoft’s centre of 
gravity. It is changing the nature of competition within the 
computer industry. Technological developments have hitherto 
pushed computing power away from central hubs: first from 
mainframes to minicomputers, and then to PCs. Now a 
combination of ever cheaper and more powerful processors, and 
ever faster and more ubiquitous networks, is pushing power back 
to the centre in some respects, and even further away in others. 
The cloud’s data centres are, in effect, outsize public mainframes. 
At the same time, the PC is being pushed aside by a host of 
smaller, often wireless devices, such as smart-phones, netbooks 
(small laptops) and, perhaps soon, tablets (touch-screen 
computers the size of books). 

Although Windows still runs 90% of PCs, the fading importance of 
the PC means that Microsoft is no longer an all-powerful 
monopolist. Others are also building big clouds, including Google, a 
giant of the internet, and Apple, renowned as a maker of hardware, with a market capitalisation that now 
exceeds those of both Google and IBM, its original arch-rival (see chart above). 

Granted, there are hundreds if not thousands of firms offering cloud services—web-based applications 
living in data centres, such as music sites or social networks. But Microsoft, Google and Apple play in a 
different league. Each has its own global network of data centres. They intend to offer not just one or two 
services, but whole suites of them, with services including e-mail, address books, storage, collaboration 
tools and business applications. They are also vying to dominate the periphery, either by developing 
software for smart-phones and other small devices or by making such devices themselves. 

These three giants (for their vital statistics, see table) are already 
preparing for battle. In July Google mounted a direct attack on 
Windows by promising to launch a free PC operating system, 
Chrome OS. Rumour has it that a basic version may hit the market 
on the same day as Windows 7, or soon after. Microsoft’s new 
operating system for smart-phones represents its latest effort to 
catch up with Apple’s iPhone and Google’s operating system for 
handsets, called Android. On October 12th Apple and Google 
severed a tie when Arthur Levinson, a member of both boards, 
resigned from Google’s. In August Eric Schmidt, Google’s chief 
executive, had quit Apple’s board because “Google is entering 
more of Apple’s core businesses,” in the words of Steve Jobs, the 
gadget-maker’s boss. 

 
A taxonomy of giants 

Despite the growing similarities among the three, each is a unique beast, says Michael Cusumano, a 
professor at Massachusetts Institute of Technology’s Sloan School of Management. They can be classified 
according to how they approach the cloud, how they make money and how openly they approach the 
development of intellectual property. 

Google, you might say, has been a cloud company since its birth in 1998. It is best known for its search 
service, but now offers all sorts of other products and services, too. It has built a global network of three 
dozen data centres with 2m servers, say some estimates. Among other things, it offers a suite of web-
based applications, such as word processing and spreadsheets. Lately it has branched out, releasing 
Android for phones, and its Chrome web-browser and operating system for PCs. 

It took Google a while to come up with a way of making money, but it found one in advertising, its main 
source of revenue. It handles more than 75% of search-related ads in America. Worldwide its share is 
even higher. Google is also trying to make money from selling services to companies. On October 12th it 
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said that Rentokil Initial, a pest-control-to-parcel-delivery group, would roll out Google’s online 
applications to its 35,000 employees, making it the biggest company to do so. 

Google’s reliance on advertising explains its open approach to intellectual property. Giving Android and 
Chrome OS away as open-source software not only makes life difficult for rivals’ paid-for products but also 
increases demand for Google’s services and the reach of its ads. Its openness has limits: Google says little 
about the architecture of its data centres and search algorithms, because they give the company its 
competitive edge. The way it organises R&D internally is open and decentralised: self-organising teams 
come up with ideas for most new services. 

If Google was born in the sky, Microsoft started on the ground. Office, its bestselling suite of PC programs, 
is almost as ubiquitous as Windows. But the company is less a stranger to cloud computing than it may 
seem. It has built a network of data centres, and is starting to gain traction after losing billions developing 
online services. Its Xbox games console has powerful online features. Bing, its new search engine, has 
gained a shade in market share (though it is still miles behind Google). It is even preparing a stripped-
down web-based version of Office, and it now offers much of its business software as online services. 

However, most of Microsoft’s revenue and all of its profit still come from conventional shrink-wrapped 
software. But the company cannot leave online advertising to Google, because consumers expect cloud 
services to be free, financed by ads. Hence Microsoft’s efforts to convince Yahoo!, another online giant, to 
merge its search and part of its advertising business with Microsoft’s. The deal, sealed in July, means that 
Microsoft will handle 10% of searches, against Google’s 83%, says Net Applications, a market-research 
firm. 

Given Microsoft’s history, it is hardly surprising that its treatment of intellectual property differs from 
Google’s. It gives other software firms the technical information they need to write programs that run on, 
say, Windows. Otherwise, it guards the underlying recipes of its software jealously. That said, the firm 
now supports many open standards and has even started using bits of open-source software. Internally, 
its R&D is somewhat more centralised than Google, at least in its online division: teams are bigger, work 
with more co-ordination and get more guidance from above. 

Apple, too, came from outside the cloud. Online services have always been a bit of an afterthought to 
what the company excels at: pricey but highly innovative bundles of hardware and software, of which the 
iPhone is only the latest example. Its online offerings—the iTunes store for music and video, the App Store 
for mobile applications, and MobileMe, a suite of online services—were all originally meant to drive 
demand for Apple’s hardware, but the firm’s interest in the cloud has grown. It is building a $1 billion data 
centre, possibly the world’s largest, in North Carolina. 

Still, Apple’s financial health thus far has depended mainly on selling hardware. Gadgets generate most of 
the firm’s revenue and profit. The firm does not reveal its revenue from services separately, but it is not 
to be sneezed at. Apple accounts for 69% of online music sales in America and 35% of all sales, more 
than Wal-Mart, reckons NPD Group, a market-research firm. Apple has so far forgone advertising revenue: 
its services are ad-free, but most of them require payment. Apple’s services are aimed at consumers, not 
businesses. 

Apple is also the odd one out when it comes to openness. The word 
does not appear in its vocabulary. It does not allow any other hardware-
maker to build machines using its operating system. It blocks iPhone 
applications it does not approve of from appearing in the App Store. 
Apple is also secretive about the way it conducts its internal R&D. Mr 
Jobs clearly calls most of the shots. But insiders say that there is a 
system of teams that pitch projects to him. 

How will this three-way contest play out? The last similar war was in the 
1980s and early 1990s, when Apple, IBM and Microsoft fought for 
mastery of the PC. After much fire and smoke, Microsoft was victorious. 
Thanks to what economists call strong network effects, which allow 
winners to take almost all, Windows relegated its rival operating 
systems to mere sideshows, securing fat profits for its owner. 

Such a lopsided result is unlikely this time. One reason is that the 
economics of the cloud may be different from those of the PC. Network 
effects are unlikely to be as strong. Much of the cloud is based on open 
standards, which should make it easier to switch providers. To underline 
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this point and to counter arguments that it is trying to lock users in, 
Google has set up the Data Liberation Front, a team of engineers whose 
job is to devise ways of allowing people to transfer their data. 

Unfortunately for Google, it is equally unclear whether the most open 
player will win, as Microsoft did last time. Many of Google’s new services 
have failed to take off. Having control over the software on the PC, 
smart-phones and other client devices, Microsoft can more easily create 
what it calls “seamless experiences”, for example by keeping a user’s 
address book and other personal information in step. Consumers may 
also prefer Apple’s tightly integrated, easy-to-use devices and services, 
despite the restrictions they impose. Lots of people buy iPods and 
download music from iTunes even though it is difficult to play the songs 
on other devices. 

Second, all three giants have reliable sources of cash to sustain them. 
Windows may be under attack, not least because of the boom in cheap 
netbooks, which has forced Microsoft to reduce prices, says Matt Rosoff 
of Directions on Microsoft, a newsletter. Even so, the operating system 
will keep on giving for some time. Microsoft has other strong divisions 
too, including business and server software. Google may lose some 
market share in search (and some advertising) to the combination of 
Bing and Yahoo!, but it is unlikely to be dethroned. Apple is still able to 
command premium prices, although others make hardware just as slick. 

 
Full war chests 

This means that all three will have ample resources to spend in the main areas of the fight: data centres, 
cloud services and the periphery. In data centres, Google is ahead, but Microsoft is catching up in size and 
sophistication. Apple has most to learn, but this, too, seems only a question of time and money. Just as 
much of hardware has become a commodity, knowing how to build huge data centres may not be a big 
competitive advantage for long. And data centres can get only so big before scale ceases to be an 
advantage. 

In services too, Google is ahead. But in Bing Microsoft may at last have created a worthy rival. The 
“decision engine”, to use the company’s term, does a good job of helping people choose a new camera or 
book a holiday. The big question is whether Apple can catch up. Its iTunes and App stores are successes, 
to be sure, but for now they are highly specialised. Its broader suite of cloud services, MobileMe, is 
nothing to write home about. 

At the cloud’s periphery, however, Apple has a strong position, thanks to the success of the iPhone. More 
than 30m have been sold so far, 5.2m in the quarter ending in June. Its share of the American market is 
pushing 14%. The App Store now boasts 85,000 applications and a total of more than 2 billion downloads. 
But recently Google’s Android has gained momentum. Several handset-makers have released smart-
phones based on it, or will do so in the next few months. In early October it received the backing of 
Verizon, America’s biggest mobile operator. At the end of 2012, predicts Gartner, a market-research firm, 
Android phones will have a bigger share of the market than iPhones. 

Microsoft’s mobile strategy, though, is in disarray. This could prove to be a serious weakness, as people 
increasingly use mobile devices to reach online services. Plans to build smart-phones of its own seem to 
be going nowhere. Its music player, Zune, will remain just that, Steve Ballmer, Microsoft’s boss, said 
recently. Pink, a project to develop phones based on technology from Danger, a start-up acquired by 
Microsoft in 2008, is said to face death by cancellation—even more likely after Danger lost personal data 
belonging to tens of thousands of its customers earlier this month. And the latest version of Windows 
Mobile is no match for the iPhone and Android. Some handset-makers, including Motorola, have ditched 
the software. 

However, as with Bing, Microsoft has only recently been getting serious. It has put Windows Mobile under 
new management. Another version is expected by the end of 2010. Some analysts fancy Microsoft’s 
chances. According to iSuppli, a market-research firm, “Reports of Windows Mobile’s death are greatly 
exaggerated.” 

What could disrupt the three-sided struggle? The antitrust authorities, possibly. Now that Microsoft has 
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made peace, the other two are likelier targets. Most observers imagine Google would be first, pointing to 
the hullabaloo caused by a settlement with book publishers that allows Google to create a vast digital 
library. But Apple may beat Google to the dock. The firm’s tight control over its technology is no problem 
in markets where its share is small (in PCs, it is a mere 7.2%). But in mobile applications and digital 
music distribution Apple is by far the market leader. America’s Federal Communications Commission is 
looking into its refusal to carry Google Voice, a telephony and messaging application for the iPhone. Its 
bar on rivals’ devices connecting to iTunes may cause trouble too. Tellingly, Apple recently hired a lawyer 
with antitrust experience: Bruce Sewell, the former general counsel of Intel, the world’s biggest 
chipmaker, which the European Commission wants to pay a fine of more than €1 billion ($1.5 billion) for 
abusing its dominance. 

Then there are market forces. One of the three may come up with something “insanely great”, an 
expression used at Apple in times past to describe the original Macintosh computer. Apple itself may do so 
with a tablet computer, rumoured to be ready for release as early as January. Others have built such a 
dream device, but none has yet overcome the problem of input: typing on a screen is difficult and 
handwriting recognition has never really worked. If Apple has cracked it, it could upend the PC industry, 
as the iPhone did the handset market. If the tablet is also a good substitute for paper, the publishing and 
newspaper industries could be in for more upheaval. The blogosphere is abuzz with rumours that Apple is 
talking to publishers about offering their content on its device.  

The final possibility is for another contender to emerge. The obvious candidates are Amazon, the world’s 
biggest online retailer, and Facebook, the leading social network. Amazon already has a cloud of sorts. It 
offers cloud computing services to other online firms and has developed the Kindle, an electronic reader, 
which is due to be available worldwide from October 19th. Facebook runs what is arguably the most 
successful cloud service, with more than 300m registered users. It provides a platform for people to 
communicate, share information and collaborate online—all things that businesses want to do, too. 

Only one thing seems sure about the future of the digital skies: the company or companies that dominate 
it will be American. European or Asian firms have yet to make much of an appearance in cloud computing. 
Nokia, the world’s biggest handset-maker, is trying to form a cloud with its set of online services called 
Ovi, but its efforts are still in their infancy. Governments outside America may harbour ambitious plans for 
state-funded clouds. They would do better simply to let their citizens make the most of the competition 
among the American colossi. 
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Credit in America  
 
Slim pickings, no appetite 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
Constrained lenders and wary borrowers explain falling levels of credit 
 

 
THE worst may be over for America’s financial markets, but they are still abnormal. Bill Dudley, head of 
the Federal Reserve Bank of New York, captured the mood in a recent speech, bluntly titled “A bit better, 
but very far from best”. In a survey released this week, members of the National Association for Business 
Economics said markets would keep dragging on growth until at least mid-2010. 

For many the big question is whether a lack of credit is holding back America’s nascent recovery. In a sign 
of easing conditions, usage of the Fed’s special liquidity facilities has fallen markedly and the central bank 
is gradually winding down its asset purchases. Securitisation markets are thawing, with volumes 
approaching pre-crisis levels in credit-card debt and car loans—though not in mortgages, which remain 
dependent on government support. 

But at the same time the overall level of credit is dropping. Bank lending expanded in the thick of the 
crisis as companies tapped pre-agreed credit lines. But it has since fallen back sharply, from $7.14 trillion 
in May to $6.78 trillion in September, with the decline accelerating recently. Is this down to a reluctance 
to lend, or to borrow? 

Both. With loan losses still climbing, banks are loth to throw money around. True, some large banks have 
regained their footing, thanks largely to robust capital markets. JPMorgan Chase posted a $3.6 billion 
third-quarter profit on October 14th, helping the Dow Jones Industrial Average above 10,000 points for 
the first time in a year. Others, including a still-frail Citigroup, were due to report after The Economist 
went to press (see article). But smaller banks in particular fear losses in commercial-property and 
construction loans, to which CLSA, a broker, thinks they have exposure of $1.5 trillion. 

The latest Fed survey of loan officers, in July, showed them continuing to tighten underwriting standards 
across the board. Banks have record levels of reserves parked at the Fed. Even those in good shape may 
want to hold back given uncertainty over capital requirements and accounting rules for off-balance-sheet 
assets.  

But companies are also seeking fewer loans, as they think twice before hiring or investing in equipment. 
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Demand for “commercial and industrial” loans has fallen in every quarter since mid-2006, according to the 
loan-officer survey. 

A similar synchronised decline in supply and demand is visible in consumer credit. The total outstanding 
fell at an annualised rate of 5.8% in August, the seventh straight monthly drop—and the decline would 
have been steeper but for the cash-for-clunkers car-sales programme. Lenders have pulled back most 
from “revolving credit”, such as credit cards, where they have more flexibility to cut. In the past two years 
credit-card lines have been cut by a whopping $1.25 trillion and another $1.5 trillion will disappear by the 
end of 2010, estimates Meredith Whitney, an analyst. 

But borrowers are pulling back too. Over-extended households are saving more as they adjust to the 
shock of seeing their net worth fall by $11 trillion. Balance-sheets need to be repaired but the effects are 
painful. Weak demand from consumers, whose spending accounts for two-thirds of output, is one of the 
strongest headwinds facing the economy. With household debt still at 129% of disposable income, 
deleveraging could go on for some time. A ratio above 100% is generally considered unsustainable.  

Nonetheless, parts of the economy may still be caught in a genuine credit squeeze. Take corporate 
finance. Big public firms have relatively easy access to loans and equity once again. Corporate-bond 
issuance is on track to shatter records this year. “For investment-grade companies, it’s almost as much as 
you can eat,” says Charles Himmelberg of Goldman Sachs. 

But only a quarter of America’s listed companies can tap bond 
markets. Beneath them is a mass of small and medium-sized firms 
that collectively employs about half of American workers and is 
heavily reliant on banks. Ms Whitney argues that small-business 
owners—big users of credit cards and home-equity lines—face a 
severe credit crunch as these crutches get yanked away. Loans are 
harder to come by than at any time since the early 1980s (see 
chart). Surveys suggest they will get even scarcer. 

It hardly helps that one of America’s biggest small-business 
lenders, CIT, has run aground. With the firm seemingly sliding 
towards bankruptcy, its boss, Jeff Peek, said on October 13th that 
he would step down at the end of the year. Nor have corporate 
minnows been able to count on much help from taxpayers. In the 
year to September, a mere $9.3 billion of loans were guaranteed 
by the Small Business Administration, a government agency. 

Not everyone thinks credit is so constrained. Small businesses are 
hampered less by a lack of loans than a shortage of customers, argues Bill Dunkelberg, chief economist of 
the National Federation of Independent Business (NFIB), a trade group. In the NFIB’s latest survey of its 
members, conducted in September, only 4% saw financing as their biggest problem, compared with 32% 
citing weak sales. With so much uncertainty, capital-spending plans are at 35-year lows. “The only ones 
trying to get loans are those struggling to stay in business, not those looking to grow their business,” says 
Mr Dunkelberg.  

He may be right. But when recovery seems more assured, firms will want to borrow to beef up inventories 
and buy new equipment. Mr Dunkelberg thinks banks will be ready to help them. Others are less sure. 
With loan losses unlikely to peak until well into 2010 and banks likely to keep failing until at least 2011, 
the real credit crunch may still lie ahead.  
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Buttonwood  
 
Banking on the banks 
Oct 15th 2009  
From The Economist print edition 

 
 
The rescued may turn out to be rescuers 

THERE can be few more extraordinary sights than politicians indulging 
in a fit of tightfistedness ahead of an election. Normally party leaders 
compete to bribe voters with their own money. But the British party-
conference season, the last before polls expected to take place in May 
or June, was dominated by a series of pledges to cut government 
spending.  

The public has not driven this shift in tone. An Ipsos Mori poll in 
September found that only a quarter of Britons thought spending cuts 
were necessary. In America, where “tea party” anti-tax demonstrators 
have captured media attention, only 3% of respondents to a CBS 
News poll this month thought the deficit was the most important issue 
facing the country. Nor have markets forced politicians to put on their 
hair shirts. Governments are able to sell bonds yielding just 3-4%. 
Rather it is the sheer scale of government deficits that seems to have 
triggered the change. Both Britain and America have shortfalls of more than 10% of GDP, a level seen 
only during world wars.  

Beyond saying that such a deficit is unsustainable, however, it is not obvious when a crisis point will be 
reached. How about a total government-debt level of 100% of GDP? Measured by gross financial liabilities 
(excluding the assets that governments might own) that level has already been surpassed by five OECD 
countries—Belgium, Greece, Iceland, Italy and Japan. Iceland aside, economic life in those countries 
seems to carry on. 

There are three main fears about excessive government deficits. First, that the need to divert savings into 
buying public-sector debt will “crowd out” private-sector investment. Second, that servicing the debt will 
be a burden on future generations. And third, that governments will therefore be tempted into inflation or 
devaluation as a way of softening the blow.  

The final two concerns mainly preoccupy countries that owe their debt to foreigners. To the extent that 
domestic borrowers are paying interest to domestic creditors, these problems should be manageable. 
Foreign debt is a much bigger headache, as the example of Iceland, a small country which assumed the 
foreign-currency debts of its banks, shows. Unlike Belgium, Greece and Italy, it does not have the shelter 
of euro membership. Unlike America it does not have the luxury of its debt being denominated purely in 
its own currency.  

Eventually, of course, the high levels of British and American public debt will create problems with both 
countries’ creditors. But it is very hard to say when. 

Worrying about a debt catastrophe may also draw attention away from the “crowding out” issue. This too 
is not a problem in the short term. A big reason why many economies have just experienced a recession is 
that the private sector has been unwilling (or unable) to borrow. 

But in the medium term the British and American public sectors will still have big deficits to finance and 
may not want to depend on the kindness of sovereign-wealth managers. The temptation will be to lean on 
the banks. Proposed regulations (such as Britain’s new liquidity rules, unveiled earlier this month) will 
require banks to hold more government bonds. And one reason why central banks have kept interest rates 
so low is that it allows the banks to earn more money and rebuild capital by borrowing short term and 
investing the proceeds in higher-yielding longer-dated government bonds. The same trick was used by the 
Federal Reserve in the 1990s. 
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These tactics help the weekly government-debt auctions go with a swing. Barclays Capital estimates that 
banks in Britain and America have each bought around $240 billion of government debt over the past 
year. In Japan this trend is long-established. Morgan Stanley calculates that financial institutions (other 
than the Bank of Japan) bought ¥224 trillion ($2 trillion) of the ¥383 trillion of Japanese government 
bonds issued in the decade to 2008. 

Like two drunks leaning against each other to stay upright, this leads to an odd symbiotic relationship in 
which governments have stepped in to rescue the banks, only for the banks in turn to finance the 
government. In the long run the danger is that this cosy relationship means lending is diverted away from 
productive private-sector projects and into government spending. Economic growth will be slower as a 
result.  

A debt crisis, with Western governments defaulting or devaluing, is only one possible outcome. Japan 
shows another: a long period of stagnation in which debt constantly gnaws away at the economy like the 
eagle on Prometheus’s liver.  
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Citigroup sells Phibro  
 
Pandit and the playthings 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
Citi’s biggest shareholder forces it into a daft disposal 

ONE of Citigroup’s goals, its chief executive, Vikram Pandit, explained at a recent conference, was 
“reducing assets while optimising value and mitigating risk”. In selling Phibro, the bank’s freewheeling 
commodity-trading arm, he has certainly mitigated risk: both the financial sort and the chances of a 
showdown with the government over a $100m pay package for Andrew Hall, the unit’s star trader and 
proud owner of a German castle. 

But optimising value? At $450m, the estimated price tag is little more than Phibro’s average annual net 
profit in recent years. The finance chief of the buyer, Occidental Petroleum, could not resist gloating 
publicly about the seller’s lack of leverage in the negotiations. 

Selling one of Citi’s few consistently profitable divisions for a song underlines the influence of government 
over firms it supports—and, some might say, officials’ confused thinking about how to eke out value for 
taxpayers. Citi had hoped to keep its prize assets as it whittled down its separately housed “legacy” 
businesses. Like American International Group, however, it has been arm-twisted into selling some. It has 
already offloaded Salomon Smith Barney, an American brokerage, and Nikko Cordial, a Japanese one. 

All this obscures the progress Mr Pandit has made. Capital ratios have been greatly strengthened, albeit 
through an exchange offer that gave the government a 34% stake. Risk management has been 
overhauled, management and the board (partly) shaken up. Mr Pandit, a former quant, is returning Citi to 
its roots in corporate services and international retail banking.  

But morale at the bank remains shaky. It has struggled to return to profitability even as capital markets 
have leapt back to life. It was expected to report its seventh loss in the past eight quarters on October 
15th, as The Economist went to press. It is anyone’s guess when it will be strong enough to repay the 
taxpayer’s $45 billion investment. A thin silver lining is its relatively small exposure to noxious commercial 
property, at 2% of its total loans, one-fifth the proportion at Bank of America. 

Most eyes in coming months will probably be on funding. The 
government’s debt-guarantee scheme for banks ends this month, 
and sceptics note that Citi was the only one to rely on it in the past 
three months. It is seen as more likely than rivals to default (see 
chart). The bank has, however, been able to issue $15 billion of 
non-guaranteed paper this year, most recently in September, and 
insists it will be able to meet its funding needs comfortably.  

Citi is certainly more stable than it was six months ago, the red ink 
notwithstanding. For management, though, the price has been 
high. The Phibro fire-sale is the strongest sign yet that it no longer 
calls the shots—and that it is unable, or unwilling, to defend the 
interests of the private investors who still own 66% of the bank.  
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Emotions and investing  
 
Gutted instinct 
Oct 15th 2009  
From The Economist print edition 

 
 
A new device to prevent irrational online trades 
 

 
JUST before the hovering finger clicks the mouse to trade, there is one thing that online investors of the 
future might want to check: their “Rationalizer”. The device, a prototype of which was unveiled this week, 
is an emotion-sensing system designed to help investors keep a cool head when buying and selling. 

The idea was dreamed up by Philips, an electronics group based in the Netherlands, and the Dialogues 
Incubator, an initiative sponsored by ABN AMRO, a Dutch bank with intimate experience of rash decision-
makers. Philips has been exploring emotion-sensing systems for a number of years, in part to see how 
electronic devices might help people cope with stress. ABN’s interest stemmed from research showing that 
day-traders who exhibit more intense emotional reactions to monetary gain or loss also have significantly 
worse trading results. 

The Rationalizer, which is still under development, consists of a bracelet that measures something called a 
galvanic skin response. This is a change in the electrical resistance of the skin which can be caused by 
various stimuli, like anger or elation. It cannot determine if the emotional arousal is negative or positive, 
only that it is happening. 

The bracelet transmits its measurements to the “EmoBowl”, a saucer-like object which displays a moving 
light pattern to illustrate the user’s mood. If the person becomes emotionally aroused, the light pattern 
becomes more intense and turns from a soft yellow to orange. By the time it reaches a deep red, the 
makers reckon, it might be wise for an online trader to take a break and cool down. If only it had been 
available to deal-crazed bank bosses. 
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Derivatives regulation  
 
Pretty nitty-gritty 
Oct 15th 2009  
From The Economist print edition 

 
 
The crucial details of derivatives reform remain elusive 

IF YOU thought derivatives were hideously complex, try following the battle to regulate them. The Obama 
administration’s reform blueprint, which was released in August, foreshadowed a huge shake-up to the 
over-the-counter (OTC) derivatives market. All “standardised” OTC derivatives would be cleared and 
traded on an exchange, and even large industrial firms would incur stricter margining and capital charges 
on their trades. 

Now the House Committees on Financial Services and on Agriculture, each responsible for derivatives 
oversight, have released diluted proposals of their own. Fewer firms would be covered by margining and 
capital requirements, and fewer derivatives would be cleared by a central counterparty or traded on 
exchanges. 

Most of the differences hinge on the definition of a “major swap participant”. No one disputes that big 
banks should observe tighter rules for derivatives trading, but should oil companies, airlines and fund 
managers, which routinely use derivatives for hedging, face more regulation too? The stakes are high. In 
the interest-rate and foreign-exchange markets alone, non-financial firms account for about $50 trillion of 
derivatives outstanding. Earlier this month over 170 firms, including Ford, Shell and Procter & Gamble, 
wrote a letter to lawmakers bemoaning the “extraordinary burden” they would face if they had to join 
clearing houses or allocate their precious cash reserves to margin payments.  

The latest congressional proposals leave much to be clarified. The Securities and Exchange Commission 
(SEC) frets that looser rules will let key derivative traders, such as hedge funds, off the hook. Many non-
financial firms hold derivative positions far in excess of their hedging needs. The House plans exclude 
firms that are not “systemically important” or do not expose their counterparties to “significant credit 
losses”. But as Kevin McPartland of TABB Group, a research firm, points out: “A few years ago AIG would 
not have been considered systemically important.” 

There are two other big points of contention. The lawmakers have watered down the concept of 
standardised OTC derivatives. The Treasury wanted central counterparties to clear as many OTC 
derivatives as they could. The committees’ proposals give the SEC and the Commodity Futures Trading 
Commission (CFTC) more discretion to decide what gets cleared.  

Whether cleared OTC derivatives should be traded on an exchange is the other big debating point. The 
Treasury believes banks dislike exchange-trading platforms because they narrow bid-ask spreads, 
undermining profitability. Others argue that few OTC derivatives markets are amenable to exchange-
trading anyway. “Companies use OTC derivatives like we buy complex holidays from a travel agent,” says 
Christopher Ferreri of the Wholesale Markets Brokers’ Association, an industry body. “Everyone’s holiday is 
different and the buyer wants one quoted price.” The Committee on Financial Services removed the 
exchange-trading requirement (but may backtrack); the Agriculture Committee diluted the definition of an 
exchange.  

All three proposals maintain the cumbersome supervisory split between the SEC and the CFTC. The SEC 
would regulate derivatives tied to individual securities, and the CFTC much of the rest. This, for instance, 
leaves CDSs for a single company within the SEC’s purview, but those for an index of many companies 
with the CFTC. The Treasury hopes the House will have passed a combined bill by the end of November. 
That just leaves the Senate.  
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Macrofinance in Bangladesh  
 
Call of the market 
Oct 15th 2009 | DELHI  
From The Economist print edition 

 
 
The biggest IPO in the country’s history may be the start of even bigger things 
 

 
THE word grameen means “of the village” in Bengali. But Grameenphone, Bangladesh’s biggest mobile-
phone firm with over 21m subscribers, is now the toast of the town. On October 4th it opened the largest 
initial public offering (IPO) in Bangladesh’s history, aiming to raise 4.86 billion taka ($70m) from 
Bangladeshis at home and abroad. Non-residents have until October 18th to apply but the offer is already 
heavily oversubscribed. It has attracted over 1m applications, according to Citigroup, which arranged the 
offering. 

Grameenphone is owned by Telenor, a Norwegian telephone company, and Grameen Telecom, a non-
profit company founded by Muhammad Yunus, a pioneer of microfinance. His Grameen Bank gave millions 
of village entrepreneurs somewhere to borrow from. Grameenphone will give almost 350,000 budding 
Bangladeshi capitalists something to invest in. 

They can now choose from 284 companies listed on the Dhaka Stock Exchange (DSE), many of which also 
trade on the Chittagong Stock Exchange. The market capitalisation of the DSE has more than doubled 
since August 2007 (turnover has quadrupled), but still amounts to only 16% of Bangladesh’s GDP. The 
market remains shallow, says Mustafa Mujeri of the Bangladesh Institute of Development Studies, and 
vulnerable to price swings. The country’s other capital markets are even less developed. Bangladesh 
boasts a solitary corporate bond.  

Mr Mujeri hopes Grameenphone’s IPO could make a “qualitative difference” to Bangladesh’s equity culture. 
On the offering’s opening day, Bangladeshis opened 28,000 new broking accounts, according to a local 
report, adding to a total of over 1.5m. The company will allocate shares by lottery, giving every successful 
applicant the minimum allotment of 14,000 takas before it gives anyone more than that. Bigger investors 
had their chance to buy a chunk of the firm in December. 

It is not buzz alone that has generated this interest. The offer price values the company at only 3.3 times 
its 2008 earnings before interest, tax, depreciation and amortisation (EBITDA). That looks cheap 
compared with Bharti Airtel, India’s biggest mobile-phone company, which is valued at over ten times 
EBITDA, or Dialog Telekom in Sri Lanka, which is valued at over seven times. So the IPO should make 
many first-time shareowners happy. 

Foreigners have also expressed an interest in the company. They can invest in Bangladesh’s share 
markets with few restrictions, but until recently they have seen little worth buying. Their menu of options 
will expand if Grameenphone’s successful offering inspires other firms. Some draw a parallel with Bharti in 
India, which broke new ground by raising 8.34 billion rupees ($172m) from local and foreign investors in 
2002. Now no one blinks when Indian companies raise billions of dollars. 
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The government has offered tax breaks to multinational companies that list their local subsidiaries. The 
Bangladesh arm of Marico, an Indian beauty firm, listed in September, for example. Its share price surged 
from 90 taka to 368 taka on its debut, prompting an inquiry by the regulator. But for now even Marico has 
been overshadowed by the glamour of Grameen.  
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Unconventional monetary policy  
 
Loose thinking 
Oct 15th 2009 | TOKYO  
From The Economist print edition 

 
 
Japan’s sobering experience of quantitative easing 

THE Bank of Japan (BoJ) pioneered the process known as 
quantitative easing (QE) in 2001-06, when it massively boosted 
the reserves that commercial banks held at the central bank. Its 
verdict on how well QE worked then ought to interest policymakers 
today. It will also discomfort them. For all that it propped up 
Japan’s creaking banking system, QE did not really improve the 
economy nor end the country’s deflationary mindset (see chart).  

That much was acknowledged by Masaaki Shirakawa, the bank’s 
governor, during a speech in Shanghai this summer. In a 
forthcoming paper*, Shigenori Shiratsuka, one of the BoJ’s senior 
economists, re-examines Japan’s experience of QE in light of the 
extraordinary monetary-policy measures taken by central banks 
since last year (the BoJ among them). His research finds many 
common elements between the BoJ’s policy responses from the 
late 1990s onwards and unconventional measures currently being 
taken around the world. It also issues warnings about the 
limitations and potential side-effects of QE. 

Mr Shiratsuka’s arguments vary, at least in part, from those of people like Ben Bernanke, the chairman of 
America’s Federal Reserve, who says there are conceptual differences between Japan’s previous form of 
QE and the “credit easing” that the Fed is currently engaged in. In January Mr Bernanke said that the 
Fed’s approach was focused on buying up loans and securities—that is, on the asset side of its balance-
sheet. By contrast the BoJ’s approach was focused on the quantity of bank reserves held at the central 
bank—or the liability side of its balance-sheet. 

Mr Shiratsuka, however, sees “striking similarities” between these approaches because the asset and 
liability sides of central banks’ balance-sheets interact so closely. On the asset side, QE works through the 
buying up of private-sector and government instruments. When private markets seize up, central banks 
step in. But this activity is financed by an increase in commercial-bank reserves, or liabilities, created by 
the central bank. These reserves provide a buffer for banks when liquidity dries up in financial markets. 
Although there may be differences in the size and composition of central-bank balance-sheets, these 
depend on the state of the economy, particularly the financial system, rather than the mechanics of QE. 

The closer the similarities between Japan’s first bout of QE and the extraordinary measures now being 
taken by central banks, the more relevant the results of the BoJ’s earlier experiment. Many central 
bankers, after all, set great store by the policy. David Miles, a member of the Bank of England’s rate-
setting committee, said last month that quantitative easing was having an impact not just in financial 
markets in London but “in high streets and factories and homes throughout the UK”.  

The BoJ’s experience of QE may leave less room for optimism, however. The ample provisioning of 
reserves, and a commitment to maintain zero interest rates for a long time, boosted liquidity, which 
helped stabilise Japan’s financial system. It also brought down credit spreads. But Mr Shiratsuka argues 
that the benefits of stabilisation were not transmitted outside the finance industry. Nor did it change the 
perception in financial markets that deflation would persist. It also produced unwelcome side-effects, such 
as a deterioration in the functioning of the money markets because banks preferred to transact with the 
BoJ rather than with each other. 

Mr Shiratsuka draws several conclusions. First, quantitative easing involves the use of both sides of a 
central bank’s balance-sheet to counter shocks hitting the economy. Second, it is only a temporary policy 
response. The use of a central bank’s balance-sheet to restore liquidity to financial markets simply buys 
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time until banks restructure their own balance-sheets. Third, massive intervention in private markets by 
central banks risks distorting those same markets, and the longer QE persists, the more such distortions 
become apparent. That may explain why bosses at the BoJ are keen to start unwinding unconventional 
monetary policies soon, a move some government officials oppose. The bank kept mum about exit 
strategies after a policy meeting on October 14th, but it cannot do so for much longer.  

 
 

* “Size and Composition of the Central Bank Balance-Sheet. Revisiting Japan’s Experience of the Quantitative Easing Policy”. Bank of Japan, 
forthcoming 
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Bruce Wasserstein  
 
Bidding farewell 
Oct 15th 2009 | NEW YORK  
From The Economist print edition 

 
 
A Wall Street rainmaker dies 

THE death of Bruce Wasserstein, the head of Lazard, has robbed Wall 
Street of a legend. He shook up dealmaking in the 1980s, doing more than 
anyone else to modernise investment banking by bringing aggressive 
tactics to a world previously known more for its clubbiness than its sharp 
elbows. 

Mr Wasserstein rose to fame at First Boston, later co-founding his own 
boutique, Wasserstein Perella, which helped pioneer the hostile takeover, 
infamously working on the “Barbarians at the Gate” buy-out of RJR 
Nabisco. Ruthless in his pursuit of kudos and fees, he occasionally pushed 
those he advised to overpay rather than walk away, earning him the 
nickname “Bid ’em Up Bruce.” His own timing was good. He sold 
Wasserstein Perella to Dresdner Bank at the height of dotcom frenzy, 
netting $600m.  

He did well out of Lazard, too, securing an 8% stake for a mere $30m 
when hired to reinvigorate the firm in 2002 by Michel David-Weill, a 
descendant of its founders. The two fell out over a plan to take Lazard 
public, their feud as exciting as any takeover battle. Mr Wasserstein got his way in 2005, bringing an end 
to Wall Street’s last great partnership—and earning himself another fortune. 

Steven Golub, Lazard’s vice-chairman, will succeed him as interim boss. It will not be easy to fill his 
shoes, or to ensure that Lazard keeps snapping at bigger firms’ heels. He was widely seen as integral to 
the firm’s success. In an industry that is now synonymous with villainy, his is a career worth celebrating.  
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Economics focus  
 
Reality bites 
Oct 15th 2009  
From The Economist print edition 

 
 
Elinor Ostrom and Oliver Williamson win this year’s Nobel prize for economics 
 

 
BUILDING economic models usually involves stripping the world down to its most essential features. But 
simple theories often struggle to explain the way things really work. Elinor Ostrom of Indiana University 
and Oliver Williamson of the University of California at Berkeley, the winners of this year’s Nobel prize for 
economics, have both been honoured for recognising this complexity. Their research provides insights into 
economic institutions that play crucial roles in the real world, but to which economists have not paid 
enough attention.  

In the case of Mr Williamson, that institution is the company. With hierarchical decision-making processes 
based on rules and authority, firms ought to be less efficient than decentralised market exchange based 
on relative prices, which is how standard economic theory assumes that transactions occur. So why do 
companies exist at all? This question was first addressed in 1937 by Ronald Coase, the winner of the 1991 
Nobel prize for economics and the intellectual forefather of both of this year’s winners. Mr Coase argued 
that all economic transactions are costly—even in competitive markets, there are costs associated with 
figuring out the right price. The most efficient institutional arrangement for carrying out a particular 
economic activity would be the one that minimised transaction costs. This would often be the market. But 
using authority and rules within a firm would sometimes prove to be more efficient. 

Mr Coase’s theory explained why companies existed but it was not specific enough to predict the 
conditions under which firms, or markets, would be the superior form of organisation. Clarifying this was 
Mr Williamson’s signal contribution. In a series of papers and books written between 1971 and 1985, he 
argued that the costs of completing transactions on spot markets increase with their complexity, and if 
they involve assets that are worth more within a relationship between two parties than outside it (a rear-
view mirror made to the specifications of a particular car manufacturer, for example).  

Both these features make writing and enforcing contracts which take every possible eventuality into 
consideration difficult, or even impossible. At some point, therefore, it makes sense to conduct the 
associated transaction within a single legal entity rather than on a market. The car company might prefer 
to produce its rear-view mirrors in-house, for example, perhaps by buying the mirror company. This would 
reduce the time and resources spent haggling over profits, because decisions would simply be taken by 
fiat.  
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Mr Williamson’s theory helpfully specified measurable attributes of transactions that would make them 
more or less amenable to being conducted on markets. That meant his thinking could be tested against 
decisions by companies to integrate parts of their supply chain. It has held up remarkably well. Several 
studies find, for instance, that when an electricity generator can choose between the output of many 
nearby coalmines that produce coal of a particular quality, it tends to buy its coal on an open market. But 
if there is only one nearby mine that can be relied upon as a supplier, the electricity generator tends to 
own it. A transaction that could be done on the market moves into the firm. 

According to Mr Williamson, one lesson from organisational theory is the importance of identifying 
common patterns of behaviour in seemingly disparate situations. That sums up the way Elinor Ostrom has 
spent her working life. The first woman to win a Nobel prize for economics, she studies the governance of 
“common resource pools”—such as pastures, fisheries or forests—to which more than one person has 
access. Unlike pure public goods such as the atmosphere, where one person’s use does not reduce the 
amount available to others, people deplete these resources when they use them. Standard economic 
models predict that in the absence of clearly defined property rights, such common resources will be 
overexploited, with individuals acting without regard for the effects of their actions on the overall pool. 
Overfishing or overgrazing (the “tragedy of the commons”) will result. Over time, stocks of the common 
resource will dwindle.  

But in 40 years of studying how common resources—from lobster fisheries in Maine to irrigation systems 
in Nepal—are actually managed by communities, Ms Ostrom found that people often devise rather 
sophisticated systems of governance to ensure that these resources are not overused. These systems 
involve explicit rules about what people can use, what their responsibilities are, and how they will be 
punished if they break the rules. In particular, she found that self-governance often worked much better 
than an ill-informed government taking over and imposing sometimes clumsy, and often ineffective, rules. 
In this, she too shadows Mr Coase, who argued that those who advocated government ownership of 
common resources ignored the transaction costs associated with collecting taxes.  

 
Tit for tat 

One problem with the idea of the tragedy of the commons, Ms Ostrom found, was that it did not account 
for the fact that people sharing a pool of resources tend to interact repeatedly, making all sorts of clever 
punishments for wrongdoing feasible. Being able to threaten credible retaliation makes co-operation 
possible. This is the province of game theory, to which Ms Ostrom has contributed, both through formal 
modelling of what she found in the field and subsequent laboratory tests of her models.  

Both Mr Williamson and Ms Ostrom have built on Mr Coase’s idea that all transactions have costs but that 
these costs will be minimised by different institutional arrangements in different situations. Their work 
uses methods and insights from fields that many economists are not sufficiently familiar with: detailed 
case studies, in the case of Ms Ostrom, a political scientist by training, and insights from the law in Mr 
Williamson’s case. Their win reminds economists that borders between disciplines, like those between the 
firm and the market, can be profitably crossed.  
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The rise of epigenomics  
 
Methylated spirits 
Oct 15th 2009  
From The Economist print edition 

 
 
The human genome gets more and more complicated 
 

 
IT WAS, James Watson claimed, something even a monkey could do. Sequencing the human genome, that 
is. In truth, Dr Watson, co-discoverer of the double-helical structure of DNA back in the 1950s, had a 
point. Though a technical tour-de-force, the Human Genome Project was actually the sum of millions of 
small, repetitive actions by cleverly programmed robots. When it was complete, so the story went, 
humanity’s genes—the DNA code for all human proteins—would be laid bare and all would be light. 

It didn’t quite work out like that. Knowing the protein-coding genes has been useful. It has provided a 
lexicon of proteins, including many previously unknown ones. What is needed, though, is a proper 
dictionary—an explanation of what the proteins mean as well as what they are. For that, you need to 
know how the genes’ activities are regulated in the 220 or so different types of cell a human body is made 
from. And that is the purpose of the American government’s Roadmap Epigenome Programme, results 
from which are published this week in Nature by Ryan Lister and Mattia Pelizzola of the Salk Institute in 
California, and their colleagues. 

Epigenomics studies the distribution over the genome’s DNA of control molecules called methyl groups. 
These can attach themselves to cytosine, one of the four chemical bases that form the “letters” of the 
genetic code. In so doing, they help control a process called transcription, in which a copy of a gene is 
made in the form of a molecule called RNA, the first stage in the translation of a gene into a protein. The 
presumption is that the pattern of methylation, by controlling which proteins are manufactured, helps 
determine what type of cell is produced. A cell with its haemoglobin genes switched on to overdrive, for 
example, will become a red blood cell. One that churns out actin and myosin, which link up to form units 
that can expand and contract, will become a muscle cell. And so on. Dr Lister and Dr Pelizzola have tested 
this idea by describing the first two reasonably complete human epigenomes. 

 
Waving or drowning? 

The cells they chose to look at were embryonic stem cells, which retain the potential to turn into a variety 
of other cell types, and fetal lung fibroblasts, which are the end of one line of cell specialisation. They read 
the methylation patterns of these cells using a chemical trick that turns methylated cytosine (letter C) into 
another base, called uracil. In nature, this base is found in RNA, rather than DNA, but it is just as 
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susceptible to being recorded by one of Dr Watson’s mechanical monkeys as the others are. Altogether, 
the researchers were able to read and compare about 90% of the genomes of their two types of cell. 

Their first discovery was that the stem cells were more methylated than the lung cells—5.8% of cytosines, 
compared with 4.3%. Moreover, the difference was largely accounted for by something strange. Previous 
studies have shown that methylated cytosines are usually next to a letter called guanine (G). It is a 
common characteristic of the so-called promoter regions of genes, where transcription begins, that they 
contain long, repetitive sequences of alternating Cs and Gs. If these areas become methylated, it tends to 
suppress transcription of the gene in question. A quarter of the methylated cytosines in stem cells, 
however, were not followed by guanines. Nor were they found in the promoter regions of genes, but 
rather in the transcribed parts of the genes themselves. They also had the opposite effect from 
methylated cytosines found in promoter regions. The genes they occurred in tended to be transcribed 
more than usual, not less. In particular, a lot of genes involved in processing RNA were activated in the 
stem cells in this way.  

One unexpected discovery made during the decade since the genome project was finished is that there 
are thousands of small genes whose RNA copies are not translated into proteins. Instead, the RNA acts in 
its own right. In plants, for example, it is one of the things that switches other genes on and off at their 
promoter sites. Whether it does so in mammals has yet to be established. But it might. In any case, 
unusual patterns of RNA processing in stem cells are something that will require further examination. 

The complexities of methylation, then, are myriad—as are the complexities introduced by all these 
unexpected small genes. Reading the human genome in the first place may, indeed, have been work for 
mechanical monkeys. Interpreting the result will require the finest minds that humanity can muster.  
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Not watching the Earth from space  
 
Satellites in the alphabet soup 
Oct 15th 2009  
From The Economist print edition 

 
 
America’s next generation of Earth-observation satellites is in trouble 

WITHOUT satellites, both forecasting the weather and studying the climate would be a lot harder than 
they are. Such satellites, however, need replacing from time to time, and those used by the Americans are 
coming to the end of their useful lives. Unfortunately, the plan for their replacement is in chaos. Indeed, 
the National Polar-orbiting Operational Environmental Satellite System, NPOESS, as the replacement 
system is known, has suffered so many delays and budget increases that its whole future is in doubt. If 
things go badly wrong, crucial data about the climate could be lost. 

It is not for want of foresight. In the mid-1990s, plans were made for a new generation of Earth-
observation satellites to take over from those now in orbit. At that point, NPOESS was supposed to cost 
about $6.5 billion. By 2002, when the main contracts were awarded, this had inched up to $7 billion. But 
by 2005 it had ballooned to $10 billion and the launch of the first satellite, originally scheduled for 2006, 
had been delayed by almost two years.  

In 2006 the programme was restructured, the launch of the first two satellites was delayed again (by 
three to five years), the number of sensors and satellites planned was cut, and costs had gone up to 
$12.5 billion. By 2008 further delays had taken the figure to $13.95 billion and a report published by the 
Government Accountability Office (GAO) in June of this year suggests it could grow to almost $15 billion 
before the system is finished.  

According to both the GAO and an independent review team commissioned by the Integrated Programme 
Office (IPO) that runs the project, the root of this expense was, ironically, a desire to save money. A 
presidential directive had ordered the Department of Defence (DOD) and the National Oceanic and 
Atmospheric Administration (NOAA) to combine their needs for meteorological data into a single satellite 
programme, and for these two agencies to join with the space agency, NASA, to form the IPO. This three-
headed collaboration has turned out to be the monster it sounds, because the DOD and NOAA have 
different requirements, and nobody is really in charge. The strain this is causing within the two agencies is 
so great that the review team’s report says the programme will not survive if the problem is not 
addressed. Tellingly, one of the recommendations for action is for the appropriate DOD representative to 
“attend and participate” in IPO executive committee meetings.  

The independent review concludes that the programme has an “extraordinarily low probability of success” 
and that the continuity of weather and climate data is therefore now at risk. It suggests that if there is a 
launch failure—of which there is around a 40% chance—it is likely there will be a gap in the data lasting 
years. Even if this is not the case, it observes, teething problems with the first satellites in the new series 
could lead to a gap lasting at least several months.  

Any gap would be serious. To make data from the new satellites compatible with those collected by the old 
ones, the new instruments have to be calibrated against the old. That means both old and new satellites 
need to be active at the same time. Failure to make the calibration puts the continuity of the data series 
at risk, making climate models based on those data less reliable.  

The White House is now banging heads together, but it all takes time that the project does not have. 
Before Barack Obama assumed office, his team suggested that as far as the space budget was concerned, 
they particularly favoured Earth-observation missions. It would be another irony if this one collapsed on 
their watch. 
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A heartening tale of business and the environment 
 

 
RED lionfish are pretty, but they are also greedy. A single one of them, introduced into a coral reef where the 
species is not native, can reduce the number of other small fish by 80% in just a few weeks, according to Mark 
Hixon, a marine biologist at Oregon State University. To make matters worse, lion fish are top predators. Though 
their size would make them an easy mouthful for a shark or a grouper, their poisonous spines mean they are 
more or less invulnerable. 

In the lionfish’s native waters, the western Pacific Ocean, the local ecosystem has adjusted to such predatory 
behaviour. In the Caribbean, though, the lionfish is a novelty—and a destructive one. Anything that damages the 
biodiversity of the reefs in diving resorts is bad for tourism, so in some countries, such as Mexico and Belize, 
people have tried introducing bounties payable to divers who catch lionfish. Sadly, there are too many lionfish 
about, and the bounties have proved too expensive to sustain. But there may be an answer: prove that the 
lionfish is not in fact a top predator after all, by getting people to eat it.  

That is the method proposed by Sean Dimin, one of the owners of a firm called Sea to Table. Mr Dimin’s company 
works with fishermen who practise sustainable fisheries management, and helps them get their catches into the 
sort of high-class restaurants frequented by wealthy conservationists. Mr Dimin got his idea from the appearance 
in some resorts of “lionfish rodeos”, in which holidaymaking divers round the fish up, and which are usually 
followed by lionfish cook-ups on the beach. He learned from these that the fish, suitably de-spined, are delicious 
(they taste like snapper). That got him wondering if consumer demand might be a force powerful enough to halt 
even an invasive species as successful as the lionfish.  

To test the market, Mr Dimin contacted a few chefs at snazzy restaurants in Chicago and New York to see if they 
had any interest in serving lionfish to their customers. All jumped at the chance. Sea to Table therefore bought a 
supply of the beasts and sent them on to the restaurants in question. The fish were sold out within two nights.  

Customers did, indeed, like the taste. But according to Bruce Sherman, chef and owner of North Pond Restaurant 
in Chicago, which took some of Mr Dimin’s initial batch, the story of the fish and the fact that eating it supports a 
conservation effort added to the appeal of the dish.  

On the back of this success, Sea to Table is trying to develop an organised industry to fish for the species. That 
should not be too hard. Although traditional fishing methods using nets or lines do not work with these animals, 
there are, as Mr Dimin observes, a lot of people who are more than happy to get paid to go diving in the 
Caribbean—especially as they get to feel good about it, too. 
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A cheap way of using small radios to see inside buildings 

SUPERMAN had X-ray vision, which was useful for looking through walls when rescuing heroines and 
collaring villains. But beyond Hollywood, the best that engineers have been able to come up with to see 
inside buildings are devices that use radar. Some are portable enough to be placed against an outside wall 
by, say, a police unit planning a raid—and sophisticated enough to show, with reasonable accuracy, the 
location of anyone inside. But the best models cost more than $100,000, so they are not widely deployed. 
Now a team led by Neal Patwari and Joey Wilson of the University of Utah has come up with a way to peer 
through the walls of a building using a network of little radios that cost only a few dollars each. 

Radar works by recording radio waves that have been reflected from the object under observation. Dr 
Patwari’s and Mr Wilson’s insight was to look not for reflections but for shadows. Their device broadcasts a 
radio signal through a building and, when that signal comes out the other side, monitors variations in its 
strength. The need for variation means the system cannot see things that are stationary. When the signal 
is temporarily blocked by a moving object such as a person, however, it shows up loud and clear.  

Using a network of small transmitters and receivers, the researchers have found it is possible to plot a 
person’s position quite accurately and display it on the screen of a laptop. They call the process radio 
tomographic imaging, because constructing an image by measuring the strengths of radio signals along 
several pathways is similar to the computerised tomographic body-scanning used by hospitals—though 
medical machines employ X-rays, not radio waves, to do the scanning.  

The radios used by Dr Patwari and Mr Wilson are low-cost types designed for use in what are known as 
ZigBee networks. In that application they transmit data between devices such as thermostats, fire 
detectors and some automated factory equipment. They are not even as powerful as the radios used in 
Wi-Fi networks to link computers together. 

Small and inexpensive as these ZigBee radios are, though, there is strength in their numbers. Each is in 
contact with all of the others. A building under examination is thus penetrated by a dense web of links. In 
one experiment, for example, a network of 34 radios was able to keep track of Mr Wilson’s position with 
an accuracy of less than a metre—a figure that Dr Patwari and Mr Wilson think could be improved greatly 
by using specially designed radios instead of off-the-shelf ones. Moreover, putting radios on the roof of a 
building as well as around its walls should make it possible to produce three-dimensional views of what is 
going on inside.  

The ability to “see” people moving around in a building with such a cheap system has many plausible 
applications, and Mr Wilson has set up a company called Xandem to commercialise the idea. Besides 
military, police and private-security uses, radio networks might be employed to locate people trapped by 
fire or earthquake. More commercially, they might be used to measure what retailers call “footfall”—
recording how people use stores and shopping centres. At the moment, this is done with cameras, or by 
triangulating the position of signals given off by mobile phones that customers are carrying. Radio 
tomography could be simpler, more accurate and, some might feel, less intrusive. Certainly less so than a 
man in tights with X-ray eyes. 
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A heartening tale of business and the environment 
 

 
RED lionfish are pretty, but they are also greedy. A single one of them, introduced into a coral reef where the 
species is not native, can reduce the number of other small fish by 80% in just a few weeks, according to Mark 
Hixon, a marine biologist at Oregon State University. To make matters worse, lion fish are top predators. Though 
their size would make them an easy mouthful for a shark or a grouper, their poisonous spines mean they are 
more or less invulnerable. 

In the lionfish’s native waters, the western Pacific Ocean, the local ecosystem has adjusted to such predatory 
behaviour. In the Caribbean, though, the lionfish is a novelty—and a destructive one. Anything that damages the 
biodiversity of the reefs in diving resorts is bad for tourism, so in some countries, such as Mexico and Belize, 
people have tried introducing bounties payable to divers who catch lionfish. Sadly, there are too many lionfish 
about, and the bounties have proved too expensive to sustain. But there may be an answer: prove that the 
lionfish is not in fact a top predator after all, by getting people to eat it.  

That is the method proposed by Sean Dimin, one of the owners of a firm called Sea to Table. Mr Dimin’s company 
works with fishermen who practise sustainable fisheries management, and helps them get their catches into the 
sort of high-class restaurants frequented by wealthy conservationists. Mr Dimin got his idea from the appearance 
in some resorts of “lionfish rodeos”, in which holidaymaking divers round the fish up, and which are usually 
followed by lionfish cook-ups on the beach. He learned from these that the fish, suitably de-spined, are delicious 
(they taste like snapper). That got him wondering if consumer demand might be a force powerful enough to halt 
even an invasive species as successful as the lionfish.  

To test the market, Mr Dimin contacted a few chefs at snazzy restaurants in Chicago and New York to see if they 
had any interest in serving lionfish to their customers. All jumped at the chance. Sea to Table therefore bought a 
supply of the beasts and sent them on to the restaurants in question. The fish were sold out within two nights.  

Customers did, indeed, like the taste. But according to Bruce Sherman, chef and owner of North Pond Restaurant 
in Chicago, which took some of Mr Dimin’s initial batch, the story of the fish and the fact that eating it supports a 
conservation effort added to the appeal of the dish.  

On the back of this success, Sea to Table is trying to develop an organised industry to fish for the species. That 
should not be too hard. Although traditional fishing methods using nets or lines do not work with these animals, 
there are, as Mr Dimin observes, a lot of people who are more than happy to get paid to go diving in the 
Caribbean—especially as they get to feel good about it, too. 
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Far from being consensual and conservative, the events of 1688-89 that gave birth to the 
modern liberal state were violent and transformative 
 

 
1688: The First Modern Revolution. By Steve Pincus. Yale University Press; 664 pages; $40 and £28. 
Buy from Amazon.com, Amazon.co.uk 

THE long-held view of Britain’s “Glorious Revolution”, which overthrew James II and replaced him on the 
throne with the Dutch Stadtholder, William of Orange (shown above in all his glory), is that it was a kind 
of civilised non-revolution that nevertheless laid the foundations of a modern liberal society. Thomas 
Macaulay, who propounded this view in his magisterial “History of England” some 150 years ago, saw 
what happened as an aristocratic, consensual, conservative and peaceful affair that affirmed the uniquely 
moderate English character. Now, after more than a decade of research, Steve Pincus, a professor of 
history at Yale, reaches radically different conclusions about the nature, though not the importance, of 
what took place. 

Mr Pincus claims that far from being a celebration of continuity, Britain’s revolution was every bit as 
radical in intention and consequences as the revolutions of 1789 in France and 1917 in Russia. Although it 
was much less bloody than either of those, it was a violent transformational event. He argues that it 
changed England from being a largely agrarian society to a manufacturing one and that it shifted the focus 
of foreign policy from empire-building across the Atlantic towards active political and military engagement 
with continental Europe. It also changed the Church of England from an intolerant and persecuting church 
into one that accepted the possibility of there being different paths to religious truth. The revolution that 
caused all this to happen was not based on consensus but was a head-on clash between two competing 
and contrasting ideas of how the state should be modernised. 

Revolutions, Mr Pincus argues, do not occur when old regimes prove themselves incapable of adapting to 
changed circumstances, but when they embark on modernisation programmes that trigger upheaval and 
instability. Following this line of argument, the author sets out to show that James II was neither the 
misguided reactionary depicted by Macaulay nor the bumbling victim of religious bigotry that some 
revisionist historians prefer. In Mr Pincus’s convincing view, James was an experienced ruler with a 
coherent and forceful strategy for modernising the English state. 

  

Sothebys AKG

-134-



James’s exemplar in this project was France’s Sun King, Louis XIV, and his particular brand of avant-garde 
Gallican Catholicism that supported royal absolutism and opposed any kind of religious pluralism. James’s 
Catholicism was not simply devotional, argues Mr Pincus, it provided him with the inspiration “to create a 
modern, rational, centralised Catholic state” that with extraordinary speed transformed the daily lives of 
English men and women of all social classes. 

One of the first changes that James made was to quadruple the size of the standing army to more than 
40,000 men, thus fundamentally altering the relationship between the state and its citizens. 
Accommodation for this huge force was found by giving every inn and alehouse the choice of quartering 
troops or losing their trading licences. The king also used the newly founded post office as a mechanism 
for political surveillance and control, appointed to the judiciary only those who shared his ideas, 
systematically purged local government of political opponents and attempted to pack parliament with his 
supporters. Although he realised that actively suppressing Protestantism in an overwhelmingly Protestant 
country could not succeed, Mr Pincus says that he nonetheless “did everything he could to create a 
French-style regime and to re-Catholicise England along Gallican lines.” 

If the character of James’s regime was both modern and ideological, so too was much of the opposition to 
it. Whigs, Tories, Anglicans and many Catholics opposed James’s intrusive and aggressive state apparatus. 
Their numbers were great and varied but, on their own, they would not have been able to challenge the 
powerful centralised state of the king’s creation. James was overthrown by a genuinely revolutionary 
combination of violent popular uprisings in England and an Anglo-Dutch military invasion. Many of those 
involved shared an idea of the state that was as coherently modern as James’s—but wholly different. 

With exhaustive reference to contemporary sources, Mr Pincus explodes in succession each of the myths 
about the Glorious Revolution. How, if he is right, had previous historians got it so wrong? Part of the 
answer lies in their focus on the immediate aftermath of James’s flight from England. Though the Whigs 
and the Jacobites were true modernisers, most of the Tories, who had only reluctantly supported the 
revolution, saw themselves as defenders of tradition. Between 1689 and late 1693, the Tories won many 
of the political skirmishes. It was not until 1694 that the Whigs gained the upper hand by persuading the 
cautious King William that if he wanted to win what became the nine years’ war against France, he would 
have to embrace their political and economic agenda. 

That agenda included a monarchy with powers limited by the people; an English church that was tolerant 
and which placed good manners and moral behaviour above doctrine; and a political economy which 
prized manufacturing above agriculture and was prepared to import finished goods. The Whigs alone were 
prepared to commit resources to a protracted continental war as they alone realised the urgency of 
defending European liberties against French hegemony. They were further strengthened by a failed plot to 
assassinate William in 1696. This brought about the Association, a national loyalty test that forced the 
Tories to abandon the concept of de facto for de jure kingship and to acknowledge that English kings did 
not rule by indisputable divine right.  

Another reason for historians’ failure to recognise the true nature of the Glorious Revolution may be found 
in contemporary politics. Edmund Burke, who in 1790 described 1688 as a kind of anti-revolution to 
safeguard “the ancient, organic, elastic constitution of England”, wanted to contrast this with the bloody 
horrors and dangerous theorising of the French revolution. For Macaulay, who began his great work in late 
1848 when Europe was gripped with another year of revolution, the 1688 revolution “was a vindication of 
our ancient rights”—distinct and infinitely preferable to the goings-on in more excitable countries. 
Similarly, the publication of “The English Revolution” by G.M Trevelyan (Macaulay’s great-nephew) in 1938 
was no accident of timing, but a celebration of British sense and moderation at a time when much of 
Europe was in turmoil. 

Mr Pincus’s cogently argued account of what really happened during England’s revolution destroys many 
comforting notions that have prevailed for more than 200 years. At the same time it leaves the reader 
with something much more exciting: a new understanding of the origins of the modern, liberal state. 
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The Hawk and the Dove: Paul Nitze, George Kennan, and the History of the Cold War. By 
Nicholas Thompson. Henry Holt; 416 pages; $27.50. Buy from Amazon.com 

RARELY has one telegram had such impact. In February 1946 an obscure Russian expert at the United 
States embassy in Moscow sent his superiors in Washington a long dispatch on American-Soviet relations. 
The telegram gave the Truman administration the answer it was looking for about how to handle Joseph 
Stalin. It also made a name for its author, the gloomy but brilliant George Kennan (1904-2005). 

Stalin’s regime had survived, Kennan wrote, not from communist ideals, which were dying or dead, but 
from a mixture of brutally stimulated patriotism and police control. The regime would mellow or collapse in 
time. Meanwhile co-operation was pointless. America’s wartime partner was now suspicious, aggrieved 
and hostile. Division of Europe was inevitable. The West’s best bet was patient “containment” of a 
powerful but failing giant.  

Kennan’s dispatch crystallised thinking in Washington. Called home in triumph, Kennan helped draft 
Marshall aid for Europe. But he was too thoughtful for diplomacy, too lofty for politics. Pratfalls marked his 
later career. He became a writer and sage. 

The best account of Kennan’s life as an outsider on the inside is his own two-volume “Memoirs”. Yet the 
story is worth re-telling, and Nicholas Thompson, an editor at Wired magazine, has hit on a clever way. 
Reviving a wheeze of the Greek historian Plutarch, he has written a parallel life with another Washington 
cold-war policymaker and contemporary of Kennan’s, Paul Nitze (1907-2004). Mr Thompson is Nitze’s 
grandson. But he does not play favourites. Packed with good stories and tasty quotes, “The Hawk and the 
Dove” is a balanced and highly readable portrait of two contrary temperaments set against the 
background of the cold war.  

Nitze was focused, outgoing and assertive; Kennan ruminative, inward and unsure. Nitze’s world was Wall 
Street and the Pentagon; Kennan’s was a private study or a university library. Strategy for Kennan was 
primarily about beliefs and intentions. For Nitze it was about weapons and military capacity. 

Nitze’s first big moment was 1950. He drafted NSC-68, a policy review for Harry Truman, spelling out the 
practical tasks Kennan’s “containment” doctrine entailed. To Kennan’s distress, the review emphasised 
military means. It replaced his subtle, detached-sounding realism with evangelical fire and Madison 
Avenue prose. Freedom’s purposes, NSC-68 shouted, were at war with slavery’s designs. 

The Republicans sent Nitze into the wilderness in 1953. But two decades later, he had his second moment. 
He fostered a new generation of clever young hawks, led by Richard Perle and Paul Wolfowitz. Together 
they attacked as appeasers, first, the Republican secretary of state, Henry Kissinger, then the Democratic 
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president, Jimmy Carter. Detente with the Soviet Union, the hawks claimed, had left the United States 
morally and militarily weakened. Ronald Reagan reaped the benefit. As president, he named Nitze, then 
aged 74, as a nuclear-arms negotiator. 

To the surprise of his protégés, Nitze proved more dove than hawk. At Reykjavik in 1986, Reagan and the 
Soviet leader, Mikhail Gorbachev, almost agreed to abandon nuclear weapons altogether. Nitze, who was 
present, urged Reagan to accept the one Soviet condition: in effect, shelve the “Star Wars” missile-
defence plan. Mr Perle pressed Reagan to resist and the president listened to him. The deal fell through. 
To Nitze’s chagrin, the apprentice had disobeyed the sorcerer. 

Mr Thompson faces several challenges with his parallel story. Kennan is altogether the larger, more 
interesting figure. He combined great strategic vision with almost frivolous indifference to detail, a steely 
moral view of life with shocking prejudice about his fellow citizens. Nitze seems dully normal by contrast. 
The two careers, in addition, touched only briefly in the late 1940s. And, as Mr Thompson himself points 
out, his book’s title, “The Hawk and the Dove”, is slightly misleading. The two agreed as much as they 
differed. Despite those obstacles, Mr Thompson makes Nitze a useful foil. 

Wise heads still argue about whether the cold war was principally a long misunderstanding, a contest of 
ideals or a power rivalry. Mr Thompson is alive to all three possibilities. He pulls off the trick of making 
something that is over and done with appear present and relevant. In a fluider world that faces different 
dangers is there somewhere a new Kennan drafting a very long e-mail deep into the night?  
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The Secret History of Georgian London: How the Wages of Sin Shaped 
the Capital. By Dan Cruickshank. Random House: 688 pages; £25. Buy from 
Amazon.co.uk 

AS MANY as one in five young women were prostitutes in 18th-century 
London. The Covent Garden that tourists frequent today was the centre of a 
vast sex trade strewn across hundreds of brothels and so-called coffee houses. 
Fornication in public was common and even children were routinely treated for 
venereal disease. A German visitor observed a nation that had overstepped all 
others “in immorality and addiction to debauchery”.  

English society expected, even encouraged, men to pay for sex. Prejudice 
barred women from all but menial jobs. Prostitution at least offered financial 
independence: a typical harlot could earn in a month what a tradesman or 
clerk would earn in a year. For a few beautiful and savvy women, the gamble 
paid off. Lavinia Fenton, a child prostitute, married a duke. But most 
prostitutes were destined for disease, despair and early death. 

The sex trade transformed Georgian London. Rich brothel-keepers fed a 
construction boom that spawned thousands of elegant villas in Soho and Marylebone to house up-market 
courtesans. Dan Cruickshank, whose last book was “Adventures in Architecture”, tells the story well, with 
many anecdotes. But some of his best chapters are devoted to the efforts to curb the general licentiousness. 

Puritanical societies for “the suppression of vice” encouraged punitive laws against disorderly houses and 
streetwalking. Writers, such as Henry Fielding and Samuel Johnson, drew attention to the prostitutes’ plight. 
John Gay’s 1728 play “The Beggar’s Opera” mocked the hypocrisy of lecherous aristocrats and politicians.  

Thomas Coram’s Foundling Hospital opened in 1741 to look after the abandoned babies of unmarried 
mothers, attracting support from the cream of society. By mitigating the cost and shame of unwanted 
pregnancy, the hospital hoped to stem the march of women into harlotry. But limited places provoked riots, 
and the hospital could not, as it had intended, single out the children of mothers who were not harlots. 

In 1756 the government gave the hospital money to expand capacity on condition that it accept all children 
under two months old, with no questions asked. The results were grisly. Despairing mothers across England 
paid dubious businessmen to offload their unwanted babies on the state: many were lost or dead on arrival. 
Some three-quarters of the 15,000 babies that reached the hospital died before the government ended its 
support in 1760. 

Magdalen House, a school for “penitent prostitutes” founded by City merchants, tried to reform the women. 
Successful applicants endured an ascetic routine of prayers and work from six in the morning until ten at 
night. School records claim that two-thirds of the 14,000 women admitted from 1758 to 1916 were 
“reclaimed”. 

Prostitution’s hold on London, as elsewhere, eventually weakened. Mr Cruickshank’s readers are left to 
ponder whether the main reason for its decline was a diminution of demand or greater economic opportunities 
for women. 

 
 

  

Bridgeman

“Connoisseurs” by Thomas 
Rowlandson 

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

-138-



 
New novel about ancient Rome  
 
Pride and fall 
Oct 15th 2009  
From The Economist print edition 

 
 
Lustrum. By Robert Harris. Hutchinson; 464 pages; £18.99. To be published in America as “Conspirata” 
by Simon and Schuster in February. Buy from Amazon.co.uk 

THE British title of Robert Harris’s new novel about ancient Rome is a word with many meanings. 
“Lustrum” is the expiatory sacrifice that was offered every five years by the censors. From this it came to 
denote a period of five years. In the plural it can also mean debauchery—and there is plenty of that in Mr 
Harris’s account of the five turbulent years from 63BC. 

The author’s previous novels about Rome, “Pompeii” and “Imperium”, were entertaining and popular and 
“Lustrum” is another excellent read. It is a sequel to “Imperium” but it is not necessary to have read the 
one to enjoy the other. The narrator is again Tiro, Cicero’s confidential secretary. The earlier volume 
described Cicero’s rise to power, notably his election as consul, the senior magistrate of the Roman 
republic. This book covers his year in office and the four after he left.  

Cicero’s time as consul was the pinnacle of his career, marked by his exposure and defeat of the Catiline 
conspiracy. This was both his greatest triumph and the source of his undoing. By presiding over the hasty 
execution of the arrested conspirators, he gave his foes an excuse to attack him later. His boasting that 
he had saved the republic, his adoption of the title PaterPatriae, his purchase (with the help of a bribe) of 
an ostentatious mansion and his ill-considered attacks on rivals all ensured that he was not short of 
enemies. 

The final years of the republic before Octavian emerged as the Emperor Augustus are fascinating, and Mr 
Harris provides a vivid and convincing picture of Cicero and his many formidable contemporaries. Cicero 
was as able and ambitious as any of them, but he was over-scrupulous and naive and lacked the people or 
troops to stand up to them when things turned against him. Crassus had wealth, the playboy Clodius 
marshalled the power of the mob and Pompey and Julius Caesar were two of the greatest generals of any 
age.  

Another Roman novel by Mr Harris might, perhaps, describe the civil war between Pompey and Caesar. 
Fresh from his triumphs in the east, Pompey plays his part in “Lustrum” but it is the cool, divinely reckless 
Caesar who casts the longer shadow. Discussing them as potential tyrants, Cicero declares: “Pompey 
merely wants to rule the world. Caesar longs to smash it to pieces and remake it in his own image.” 
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An exhibition at New York’s Metropolitan Museum of Art shows Americans as they once were 
 

 
WHEN “The Americans”, a collection of 83 imaginative and powerful photographs by Robert Frank, was first 
published in America in 1959 it was attacked for being anti-American. With McCarthyism still in the air, the 
country’s preferred self-portrait resembled Norman Rockwell’s covers for the Saturday Evening Post: rosy-
cheeked families sitting down to a big, glistening Thanksgiving turkey. Visitors to “Looking In: Robert Frank’s 
The Americans” at the Metropolitan Museum of Art in New York will quickly observe that Mr Frank’s subjects 
are sometimes too dark to be rosy and could seldom afford a hefty bird. As Jack Kerouac, the author of “On 
the Road” wrote in his introduction to “The Americans”, Mr Frank “sucked a sad poem right out of America onto 
film.” 

Mr Frank, who was born in Switzerland in 1924, spent two years from 1955 driving round America. He 
returned with 26,000 negatives and spent 18 months deciding which to select and in what order to show them. 
“It was like a little film,” he said later.  

He picked images of Americans rich and poor, working and idle, northern, southern and western. There were 
urban landscapes and rural, diners and flags and juke boxes, kids and cars. The result was neither 
documentary photography nor a foreigner’s fascination with the exotic, just a remarkable individual’s 
engagement with what he saw. The book was slow to have an impact but eventually changed the course of 
20th-century photography. 

The current exhibition celebrates the 50th anniversary of the book’s American publication (a facsimile edition 
of the first printing is published by Steidl and the National Gallery of Art in Washington, DC, for $39.95). In 
addition to vintage prints hung in their original sequence, the show displays contact sheets with thousands of 
other shots. Also on view are working prints, some of which reveal how the photographer cropped them. The 
exhibition was in Washington and San Francisco before it reached New York, where it will remain until January 
3rd.  

One reason to visit it is that the original prints convey so much more than the reproductions. The Metropolitan 
Life Building in New York is not much more than a big building in the book; in the show it rises behind a 
subway station newsstand as if it were a vast golden trellis through which the silver sky shimmers. In another 
print (shown above) the dignity and grief of mourners at a funeral in South Carolina seem almost to belong to 
the photographer too. “If you have some brain and some intelligence you probably will be a good 
photographer,” Mr Frank noted in a recent filmed interview. To be the artist Mr Frank also is, add “soul” to that 
list. 
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The Cape Town Opera on tour  
 
I loves you, Porgy 
Oct 15th 2009  
From The Economist print edition 

 
 
“Porgy and Bess” set in 1960s Soweto 

THE Cape Town Opera (CTO), the only professional opera company to survive South Africa’s transition 
from apartheid to majority rule, is on the point of bringing a new production of George and Ira Gershwin’s 
folk masterpiece “Porgy and Bess” to Britain. It will be visiting Cardiff, London and Edinburgh, for a few 
days each, at the end of October. Although just about everybody is familiar with the musical’s great 
songs—such as “Summertime” and “It Ain’t Necessarily So”—the Gershwin estate’s insistence on all-black 
casts has meant that performances in Britain have to rely partly on imported singers and are relatively 
rare.  

The story of the crippled beggar Porgy rescuing his adored Bess from the clutches of Sportin’ Life, a drug 
dealer, and her violent lover, Crown, occupies a seminal place in 20th-century music. The CTO’s staging 
transplants the action in “Catfish Row” from South Carolina to 1960s Soweto, a time when the township 
was suffering cruelly from poverty, unemployment and the brutality of the apartheid. “It is a period well 
known to the older members of the company,” says Michael Williams, the general manager. Survival in 
adversity, he goes on to point out, is the opera’s main message. Many of the singers were plucked from 
local choirs in poor townships and put through intensive training at the University of Cape Town’s opera 
school.  

Although the Gershwins’ score is American in its embrace of spirituals, blues and jazz, Mr Williams argues 
that the work has its roots in Africa. But the CTO gets no support from the South African government 
which tends to regard opera as a colonial import, having nothing authentically African about it. The 
company was downcast when neither Nelson Mandela nor any bigwig from the African National Congress 
attended a performance of “Fidelio” (the opera most closely associated with political freedom) that it gave 
in 1994 on Robben Island, where Mr Mandela was imprisoned for 18 years.  

Mr Williams remains guardedly optimistic. When football’s World Cup takes place in South Africa next 
year, the CTO will stage both a performance of Richard Strauss’s “Der Rosenkavalier” and “Africa Song”, a 
musical tribute to Mr Mandela’s life and work. The company hopes that the latter, at least, will help to 
charm the government. 
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Reinhard Mohn 
Oct 15th 2009  
From The Economist print edition 

 
 
Reinhard Mohn, German media magnate, died on October 3rd, aged 88 
 

 
CAPITALISM red in tooth and claw never seemed to appeal to Reinhard Mohn. Asked to write an essay 
entitled “My Thoughts on Choosing a Profession”, the 16-year-old schoolboy dwelt on his obligations to 
society, his natural abilities and the desire for a useful life. These concerns, he said, were to stay with him 
throughout his career. Indeed “co-operation and compassionate leadership” were the key to his success. 
And success he surely found. Not long before he died, his family-owned company, Bertelsmann, was the 
world’s sixth-biggest media group, with over 100,000 employees in 50-odd countries. 

Bertelsmann had been founded in 1835, as a publisher and printer of religious books. It was, and still is, 
based in Gütersloh, a dozy town in eastern Westphalia, where Mr Mohn’s great-great-grandfather, Carl 
Bertelsmann, was a Protestant lithographer. The firm prospered until the great Weimar inflation cut its 
workforce from 84 to six in 1921-23. But it bounced back, and was employing 440 people in 1939. Then it 
did even better, producing quantities of Nazi novels and propaganda. When Mr Mohn came home from the 
war, though, the buildings had been bombed, so the young would-be engineer persuaded by his father to 
join the family firm was hardly taking on a thriving business. 

Reluctant he may have been, but he had already learned some useful lessons. One, he would claim, was 
the value of trust. This he came to appreciate as an officer in the Afrika Korps, lying wounded on a hillside 
in Tunisia. The American soldier who found him helped him down the mountain, instead of suspecting an 
attempt to escape and shooting him dead. Perhaps this example of humanity was later responsible for Mr 
Mohn’s readiness to give his managers their head (so long as their units were profitable) and his workers 
a share in the company’s profits (though not voting shares). Perhaps not. But never in his day did 
Bertelsmann have a strike.  

 
A useful captivity 

Less open to doubt was the value of being a prisoner-of-war in America. There Mr Mohn learnt English 
and, more surprising, something of American business practices. In particular, he came to see obstacles 
as inspirations for opportunities. Thus, if post-war Germans would not go to bookshops to buy relatively 
expensive books, he would set up a club whose members would receive discounted ones, so long as they 
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agreed to pay for a regular supply—which they did, in their hundreds of thousands. Similarly, when 
Bertelsmann had bought so many German companies that the anti-competition authorities were calling a 
halt, he stepped up expansion abroad. In America he bought record labels like Arista and RCA Victor, and 
publishers like Bantam, Doubleday and, eventually, Random House; in Europe, he acquired 90% of RTL 
Group, a huge radio and television company. Even the Bertelsmann profit-sharing scheme was partly a 
response to the scarcity of capital, since some payments were deferred until workers retired, so profits 
were booked as liabilities, with tax benefits for the company. 

As time went by, Mr Mohn came increasingly to be seen as a benign patriarch who personified the 
collaborative, we-all-eat-together-in-the-canteen way in which Germans did business. This helped him 
brush off a few embarrassments, notably the publication by Stern, one of his magazines, of some bogus 
diaries supposedly written by Hitler. Potentially more damaging, because it showed that Bertelsmann had 
not come clean earlier, was the revelation in 2002 by a commission appointed by the company that it had 
co-operated closely with the Nazis during the war and used Jews as cheap labour. 

In 1977 Mr Mohn set up a non-profit foundation, which now holds 76.9% of Bertelsmann’s shares, though 
the voting rights lie with another company, half of whose directors are members of the family. Ultimate 
control, however, has for some time rested with Liz, Mr Mohn’s second wife, whom he met at a company 
party when she was a 17-year-old switchboard operator. They married 24 years later. 

She is seen as a stout defender of the family’s interests, seeing off those who might have taken the 
company public and insisting, in 2006, on buying back a 25% holding sold five years earlier. The 
borrowing then undertaken to pay the bill of €4.5 billion ($5.7 billion), coupled with falling CD sales and 
waning book-club revenues, has narrowed Bertelsmann’s prospects. 

In his heyday, Mr Mohn might have seen all this as another opportunity. A quiet man, he liked to take an 
hour’s walk in the woods around Gütersloh each day during which he pondered his next move. What that 
would be now, in the face of Bertelsmann’s straitened finances, the elusiveness of internet revenues and 
changes in publishing and advertising, is uncertain. 

His avowed belief was to put social responsibility before the amassing of great wealth. As a dictum, it 
served him well, but it hardly amounts to a business model. In truth, he ran his companies with 
enterprise, ingenuity and a large dose of red-blooded capitalism. Without more of those, Bertelsmann is 
unlikely to survive as the media giant he made it. But then he also said he did not want to found a 
thousand-year Reich. That wish, at least, may well be granted.  
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Overview 
Oct 15th 2009  
From The Economist print edition 

 
 
The value of retail sales in America fell by 1.5% in September, reversing some of the 2.2% increase in 
August. The volatile monthly pattern owed a lot to car sales, which have been heavily influenced by 
government incentives. Excluding cars, retail sales rose by a healthy 0.5% in September, following a 1% 
increase in August. 

Inflation in Britain fell by more than had been expected in September. Consumer prices were 1.1% 
higher than a year earlier, the lowest annual increase in five years and well below the central bank’s 
target of 2%. Inflation in August was 1.6%. The unemployment rate was 7.9% in the three months to 
August, unchanged from the rate in the three months to July. 

The recovery in the euro-area economy gathered pace. Industrial production in the 16-country currency 
zone rose by 0.9% in August, following a 0.2% increase in July. Industrial output in Italy rose by 7% in 
August, thanks partly to stronger car production. Industrial production rose by 1.9% in France, 1.5% in 
Germany and 1% in Spain. 

Sweden’s consumer-price inflation was minus 1.6% in September, the lowest rate recorded since 1933. 

Chile’s central bank kept its benchmark overnight interest rate unchanged, at 0.5%, on October 13th. 
The bank said it would keep rates at this “minimum” level for a while. 

GDP in Singapore rose at an annualised rate of 14.9% in the second quarter. 
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Output, prices and jobs 
Oct 15th 2009  
From The Economist print edition 
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The Economist commodity-price index 
Oct 15th 2009  
From The Economist print edition 
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GDP forecasts 
Oct 15th 2009  
From The Economist print edition 

 
 

 
The IMF has again raised its forecast for the world economy. In its twice-yearly World Economic Outlook, 
the fund said it expects global GDP to increase by 3.1% in 2010, an upward revision to the interim 
forecast of 2.5% it made in July. The IMF is far more upbeat about prospects for rich countries than it was 
three months ago. It expects America’s economy to grow by 1.5% next year, twice the rate forecast in 
July. GDP in the euro area is expected to rise slightly, though the fund’s forecasters think Britain will grow 
at a faster rate. Prospects for India were marked down fractionally though its GDP is still expected to grow 
by a healthy 6.4%. China will remain an important engine for the world economy. The fund reckons its 
GDP will grow by 9%. 
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Trade, exchange rates, budget balances and interest rates 
Oct 15th 2009  
From The Economist print edition 
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Markets 
Oct 15th 2009  
From The Economist print edition 
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MBA salaries 
Oct 15th 2009  
From The Economist print edition 

 
 

 
Europe is the place to study for an MBA for those seeking the best salary, according to The Economist’s 
2009 survey of business schools. Vlerick Leuven Gent in Belgium may not have the cachet of some 
American schools, but its new graduates typically out-earn their counterparts across the pond—by 
$26,000 a year compared with Wharton alumni. That is mainly because it caters to older students with 
more work experience and greater earning power. Starting salaries of graduates from Asian schools are 
much lower than for those with an MBA from Europe or America. Despite a difficult jobs market, MBA 
graduates bumped up their salaries by an average of 72% in comparison with their pay before entering 
business school. 
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