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Politics this week 
Oct 22nd 2009  
From The Economist print edition 

 
 
Pakistan’s army launched a long-awaited offensive against Taliban strongholds 
in the tribal area of South Waziristan, to fierce resistance. Tens of thousands of 
civilians fled the region. Apparently in retaliation for the offensive, a series of 
terrorist attacks killed at least 166 people in a 12-day period. In Islamabad, a 
Pakistani brigadier was shot dead and an attack on an Islamic university killed 
eight people, forcing schools and colleges across the country to shut. See article 

Afghanistan announced the result of its presidential election, two months after 
the poll. Although a preliminary tally had given the incumbent, Hamid Karzai, 
55% of the vote, so many of the ballots were found to be fraudulent that a 
second round will be needed. Due on November 7th, it will pit Mr Karzai against 
his closest rival, Abdullah Abdullah. See article 

The European Union published the results of an inquiry into Sri Lanka’s human-rights record. It said that 
serious shortcomings should preclude the continuation of trade privileges, and the 27 EU members will 
now have to decide whether to suspend them. Sri Lanka says the loss of the privileges could cost tens of 
thousands of jobs in its garment industry. See article 

Visiting Japan, Robert Gates, the American defence secretary, urged his hosts to honour a 2006 
agreement to move an American airbase to another part of the island of Okinawa. The new Japanese 
government has said it wants to review the deal, and perhaps shift the base off Okinawa altogether. 

 
Rubles and rudeness 

Russia’s president, Dmitry Medvedev, offered a €1 billion ($1.5 billion) loan to Serbia during a visit to 
Belgrade. Among a further series of bilateral projects to cement closer ties, Serbia was offered a share in 
the South Stream pipeline planned by Russia’s gas giant, Gazprom. See article 

Some 100,000 Italian women signed a petition against an allegedly sexist remark made on television by 
Silvio Berlusconi. Italy’s prime minister said that Rosy Bindi, a female politician appearing on the show, 
was “more beautiful than intelligent”. She retorted that she was “not a woman at your disposal”. See 
article 

Prosecutors in France asked merely for a suspended jail sentence for Dominique 
de Villepin, a former French prime minister, in the so-called Clearstream trial in 
Paris. Other defendants face actual prison terms. 

Thirty-four Kurdish rebels peacefully crossed back from northern Iraq into 
Turkey. Five suspected of belonging to the PKK terrorist group were briefly 
arrested but were later freed by a judge. See article 

The pope created a new way for groups of Anglicans to convert to Roman 
Catholicism, precipitating one of the sharpest disputes between the churches for 
decades. See article 

 
Oil and rigging 

As a result of a Nigerian government amnesty which ended earlier this month, some 15,000 rebels in the 
oil-rich Delta region have surrendered in the hope that the country’s president, Umara Yar’Adua, will fulfil 
a pledge to help develop the poor villages in the area. See article 

Meanwhile, Mr Yar’Adua, who also chairs the Economic Community of West African States, suspended 
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Niger from that regional body after its president, Mamadou Tandja, fiddled a general election. 

A year after becoming president, Ian Khama, son of Botswana’s founding leader, Sir Seretse Khama, was 
returned to the country’s top post when his party won an increased majority in a general election. See 
article 

Iran’s official media said that at least 42 people, including 15 Revolutionary Guards and one of their most 
senior commanders, had been killed by a suicide-bomber in a south-eastern province bordering Pakistan. 
It was the deadliest attack in Iran since its war with Iraq ended in 1988. A Sunni jihadist group called 
Jundullah, which is based in Pakistan, was widely blamed. 

A majority of countries on the UN’s Human Rights Council voted for a resolution to send its Goldstone 
report on the Gaza war to the UN Security Council for possible referral to the International Criminal Court. 
The United States and five other countries voted against the resolution, which was critical of Israel. 
Unusually, Britain and France withheld from voting. 

 
Out of the frying pan 

Congress passed a bill that will allow detainees in Guantánamo Bay to be brought to the American 
mainland to stand trial. But it is still unclear where they will be held if convicted, or released to if they are 
found to be innocent. Barack Obama has pledged to close the camp by the end of January 2010. See 
article 

Efforts to reform the American health-care system remained bogged down in both the Senate and the 
House of Representatives. The main disagreements are over whether there should be a government-run 
insurance plan for people without cover and over payments to doctors. 

A Massachusetts man was charged with participating in terrorist conspiracies to attack an American 
shopping mall and assassinate federal officials. Tarek Mehanna, who has dual American-Egyptian 
citizenship, is due to enter a plea next week. 

 
All together now 

Leftist representatives from nine countries in the Americas took the first steps towards creating a 
common currency, the sucre. But they resisted a proposal by Venezuela’s Hugo Chávez to form a military 
alliance. 

Two weeks after Rio de Janeiro won the contest to host the 2016 Olympics, 
gunfire from feuding drugs gangs in the Brazilian city’s favelas brought down a 
police helicopter and left at least 25 people dead. See article 

Uruguay’s Supreme Court declared unconstitutional a law that grants amnesty 
to military officials accused of murders and disappearances during the country’s 
dictatorship of 1973-85. The ruling came only days before an October 25th 
referendum on whether to scrap the law.  

Nicaragua’s Supreme Court overturned a clause in its constitution banning 
presidents from having two consecutive terms in office. The decision clears the 
way for Daniel Ortega to run for re-election in 2011, despite objections from his 
opponents. 

 
 

AP
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Business this week 
Oct 22nd 2009  
From The Economist print edition 

 
 
Windows 7, Microsoft’s latest version of its operating system, was due to go on sale as The Economist 
went to press. It replaces the much reviled Windows Vista, which was released in early 2007.  

Apple’s quarterly profits increased by 47% to $1.7 billion year on year, well above expectations. Several 
other technology giants also reported good results. Google’s profits were up by 27% year on year, at 
$1.6 billion. IBM’s also rose, by 14% to $3.2 billion. And Yahoo! reported net income of $186m for the 
quarter—up by 242% year on year—although revenue fell by 12%, to $1.6 billion. See article 

Barnes & Noble, America’s largest bookseller, said it would start selling its own electronic book reader 
later this year. The “Nook” will be priced at $259, the same as Amazon’s Kindle device.  

 
Wielding the sword 

Kenneth Feinberg, the “tsar” appointed by the White House to oversee pay at firms helped by 
taxpayers, was reportedly poised to demand big cuts in the pay of the 25 highest-paid people at the seven 
largest recipients of bail-out funds, including Citigroup, General Motors and Bank of America.  

Mervyn King, the governor of the Bank of England, suggested that banks be forced to separate their 
“utility” functions—savings, loans and payments—from their riskier activities. Britain’s prime minister and 
chancellor of the exchequer responded frostily. See article 

Six people including Raj Rajaratnam, the boss of Galleon Group, a hedge fund, were arrested on charges 
of insider trading. As Galleon clients moved to redeem investments, Mr Rajaratnam—who is free on bail of 
$100m, and is denying the charges—said he was liquidating the group’s funds. See article 

Ferrovial, the Spanish firm which owns London’s three largest airports through BAA, its subsidiary, said it 
was selling Gatwick airport to Global Infrastructure Partners, which owns London City airport, for £1.5 
billion ($2.5 billion). See article 

Cadbury, a British confectioner targeted for takeover by Kraft Foods of America, reported third-quarter 
sales growth of 7%. 

Concerns raised by European regulators delayed the expected closure of a deal that would see Opel, 
General Motors’ European business, sold to Magna, a Canadian car-parts maker, and Sberbank, Russia’s 
largest retail bank. The European Commission said Germany had given assurances that its €4.5 billion 
($6.7 billion) offer of aid to Opel was not conditional on the firm’s sale to any particular bidder. 

 
Moderate expectations 

Germany’s biggest bank, Deutsche Bank, announced predicted net quarterly profits at the low end of 
expectations, at €1.3 billion ($2.1 billion). Better news came from Wells Fargo, America’s fourth-largest 
bank, which made a net profit of $3.2 billion in the third quarter, almost twice as much as in the same 
period a year ago, and from Credit Suisse, which reported net income of SFr 2.4 billion ($2.4 billion), its 
third quarterly profit in a row. 

Morgan Stanley made a net profit of $757m in the third quarter, helped by investment-banking fees. 
That followed three quarterly losses, but was still less than a tenth of the $7.7 billion the Wall Street firm 
made a year earlier.  

In the Netherlands, DSB Bank was declared bankrupt after being refused government rescue funding. A 
deposit-guarantee plan funded by Dutch banks will reimburse individual account holders up to a limit of 
€100,000 ($150,000) each.  

  



 
Oil be back 

The price of crude oil on the New York Mercantile Exchange crossed $80 a 
barrel. Although the price has more than doubled since February, when it 
fell below $34, it is just over half its July 2008 peak of more than $147 per 
barrel. 

Qatar’s sovereign-wealth fund sold part of its stake in Barclays at a 
profit of around £600m ($1 billion), sending the bank’s shares down. 

The Securities and Exchange Commission proposed to reduce the volume 
of shares in a company that can be traded on “dark pools” without prices 
being made public. Dark pools are fast-growing off-exchange trading 
platforms designed to enable investors to buy and sell shares without 
tipping off other traders. 

America’s federal-tax receipts shrank by 16.6% in the 12 months to the end of September, with a 
decline of 54.6% in corporate-income tax receipts.  

Brazil imposed a 2% tax on foreign purchases of equities and bonds in an attempt to stop its currency, 
the real, from rising further. 

China’s GDP rose by 8.9% in the year to the third quarter, an acceleration from the second quarter.  
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KAL's Cartoon 
Oct 22nd 2009  
From The Economist print edition 

 
 

 
 
 

  

Illustration by KAL

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



 
China and America  
 
 
 
The odd couple 
Oct 22nd 2009  
From The Economist print edition 

 
 
America should be much more confident in its dealings with its closest rival 
 

 
IT HAS become a tedious tradition for Westerners dealing with China to garnish their speeches with 
wisdom from the Chinese classics. Barack Obama, addressing Chinese and American leaders in July, used 
not just a banal quotation from Mencius, a Confucian sage, but a punchier one from Yao Ming, a Chinese 
basketball player: “No matter whether you are new or an old team member, you need time to adjust to 
one another.” Though it is 30 years since the two countries re-established diplomatic ties severed by the 
Communist takeover, both sides still badly need to adjust.  

The heart of the problem is a profound uncertainty in both countries about where the relationship may 
lead. In many respects the two countries are in the same bed. Their economies have become interlocked, 
especially in the past decade. America is the world’s biggest debtor and China its biggest creditor. From 
climate change to the economic recovery, the world faces problems that demand China and America work 
in concert. 

 
Prussian blues, Chinese reds 

Yet relations are dogged by fears of a new cold war, or even a hot one, breaking out. Some Americans in 
Washington, DC, talk of China as “the new Prussia”. China has engaged in a rapid military build-up that 
could challenge America as the defender of Asian peace (and Taiwan’s sovereignty). Unannounced, China 
is building its first aircraft-carrier, yet its generals often refuse even to talk to their American peers. 

Underlying the strategic competition is China’s economic rise. Its companies are “colonising” swathes of 
Africa and Latin America, cosying up to regimes Westerners shun. Its huge foreign-exchange holdings and 
its sniffing of bargains mean Chinese investment in the West will grow rapidly in the coming years. And to 
cap it all, China owns $800 billion of American government debt—enough to give it power of life and death 
over the American economy. 

Tensions will get worse in the next few years for two reasons. The first is unavoidable: 2012 witnesses 
important political transitions in the form of elections in Taiwan and America and a Communist Party 
Congress in China. Second—and more generally—there has been a recalibration of perceived power. There 
is now talk of a G2 of China and America, implying that their global weights are nearly equal. In fact, as 
our special report argues, this is a misperception, and a dangerous one. 

  

Illustration by Jon Berkeley



China’s economy is still less than a third the size of America’s at market exchange-rates. Its GDP per head 
is one-fourteenth that of America. The innovation gap between the two countries remains huge. America’s 
defence budget is still six times China’s. As for the Treasury bills, dumping them is not an option for 
China: a tumbling dollar would hurt its own economy (see article). And as American consumers spend 
less, while Chinese stimulus boosts its domestic spending, the huge and politically troublesome trade 
imbalances are shrinking. In the meantime, the danger of overegging China’s economic expansion abroad 
is that it will fuel protectionism at a time when American unemployment is painfully high.  

In terms of geopolitical power, China has neither the clout nor the inclination to challenge America. 
Confidently though China’s leaders now strut the world stage, they remain preoccupied by simmering 
discontent at home: there are tens of thousands of protests each year. For all the economic progress, all 
sorts of tensions—social, cultural, demographic, even religious—haunt the regime and help explain why it 
resorts to nationalism so often. So it is odd, and wrong, that America’s approach towards China is driven 
by its own insecurities. 

To simplify enormously, the danger is that a frightened United States will be too tough on China over the 
economy, especially trade; and not tough enough on human rights. On money matters, Mr Obama’s 
foolish decision to slap tariffs on Chinese tyres has given dangerous encouragement to protectionists in 
America. As unemployment there climbs inexorably towards 10%, the pressure will grow for Congress to 
fuel a self-defeating attack on Chinese exports and the undervalued yuan. This is bad economics: both 
China and America would lose enormously from a trade war. 

If economic freedom is one American value that Mr Obama should not sacrifice on his first visit to China 
next month, the other is personal freedom. Chinese authoritarianism is not somehow more acceptable 
because China is a rising power; nor are human rights bargaining chips to be played only when expedient. 
That Mr Obama needs Chinese help to fix the global economy and on climate-change mitigation does not 
mean the leader of the free world should stifle criticism of its political system. Avoiding a meeting with the 
Dalai Lama in Washington this month was an unnecessary sop to his hosts. The Communist Party, keen to 
bolster its image at home, wants the trip to appear successful as much as Mr Obama does.  

 
Same bed, different dreams—and one is stronger 

A more confident approach is a bet on whose sort of system of government will prove ultimately stronger. 
At the moment China’s responses on the climate, the financial crisis and the emerging swine-flu pandemic 
have won it praise internationally. But they have also borne the hallmarks of an authoritarian system. For 
instance, on greenery, it is clear that if China had exposed its response to the rigours of democratic 
debate, it would have acted more slowly: China’s system enables it to mobilise huge resources and make 
politically difficult decisions. But an effective long-term response to climate change needs public 
understanding of the issues and a legal environment that allows foreign owners of green technologies to 
transfer them without fear of theft. China lacks both.  

Behind China’s façade of strength, on stunning display with its parade of tanks and missiles through 
Beijing on October 1st, lie fretful frailties—also on display that day, when spectators were banned for fear 
of protests. Social tensions in China are likely to rise, even as it grows richer. Locking up activists, as 
China has been wont to do recently, is not a lasting solution. Mr Obama should meet some of them in 
Beijing to find out for himself. If his hosts have a hissy fit, let them.  
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Currencies  
 
The diminishing dollar 
Oct 22nd 2009  
From The Economist print edition 

 
 
Why it’s unlikely to turn into a dangerous collapse 
 

 
ONE of the few calamities that has not befallen the world economy during the past two years is a dollar 
crash. During the bubble era that preceded it, many (including The Economist) fretted that foreigners, 
tiring of America’s gaping external deficits, would send the greenback slumping and interest rates soaring. 
In fact, the opposite occurred. The crisis began within America, and the deeper it became, the more the 
dollar strengthened as fearful investors sought safety in Treasury bills. Between September 2008 (when 
Lehman Brothers failed) and March 2009 (when America’s stockmarkets hit bottom), the dollar rose by 
almost 13% on a trade-weighted basis. 

That history is worth bearing in mind when assessing the latest bout of fretfulness about the dollar’s 
future. For the past six months the greenback has been sinking steadily, hitting a 14-month low against a 
basket of leading currencies and $1.50 to the euro this week. The slide has unnerved policymakers in 
economies whose currencies are rising (see article), notably Brazil, where a 2% tax on foreign capital 
inflows has been imposed. Coupled with the extraordinary looseness of American policy, the weak dollar 
has also revived fears of a currency crash. With the budget deficit in double digits and the Federal 
Reserve’s balance-sheet swollen, dollar bears are once again forecasting that the slide could become a 
rout and spell the end of America’s status as the world’s reserve currency. 

This dollar declinism is overblown. It exaggerates the scale of the slide and misunderstands its cause. 
Much of the recent weakness simply reverses the earlier safe-haven flight to dollars, a sign of investors’ 
optimism about riskier assets rather than their fears about America’s currency. On a trade-weighted basis 
the dollar today is close to where it was before Lehman failed. Yields on Treasuries have not risen and 
spreads on riskier dollar assets continue to shrink. If investors were growing leerier of dollars, the 
opposite should have occurred.  

Furthermore, a weaker dollar is what you would expect, given the relative cyclical weakness of America’s 
economy. Thanks to the hangover from its financial crisis, America’s recovery will be slower than that of 
other economies, especially emerging ones. That suggests America’s monetary policy will stay looser for 
longer, pushing the dollar down. A weaker dollar should also assist global economic rebalancing by helping 
to reorient America’s economy towards exports. So in general, it should help rather than hinder the global 
recovery.  

 
Still worried after all these years 

That does not mean the worriers’ fears are baseless. Three dangers remain. First, the dollar’s decline is 

  



distorted. The world’s most buoyant big economy, China, has kept its currency tied firmly to the 
greenback. This is stymieing the adjustment of China’s economy, fuelling dangerous domestic asset 
bubbles and placing an unnecessary burden on other, more flexible currencies. Second, America’s fiscal 
and monetary policies are unsustainable. The public-debt burden is set to double and, on today’s policies, 
will still be rising in a decade’s time. Third, the financial crisis has accelerated the relative shift of 
economic heft away from America—which will hasten the eventual erosion of the dollar’s dominance.  

Even so, this is unlikely to provoke a sudden crisis. Although America’s fiscal mess will last for years, it is 
not acute (see article). Inflation will not soar suddenly. With neither the euro nor the yuan yet ready to 
usurp it, the dollar will not quickly lose its reserve-currency status. The lesson of the past year is that it is 
still a currency to flee to, not from. None of this absolves American policymakers from hard choices. But a 
dangerous collapse in the greenback is unlikely.  
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The crisis in Afghanistan  
 
An unwanted second round 
Oct 22nd 2009  
From The Economist print edition 

 
 
The presidential run-off offers only a cosmetic improvement. Afghanistan needs real reform 
 

 
IT HAS taken over eight weeks of counting and recounting—and pressure from America, Britain and 
France—for President Hamid Karzai to acknowledge reality: the first round of the presidential election on 
August 20th was so crudely stolen by his supporters that he must do it all over again in a run-off against 
his challenger, Abdullah Abdullah, on November 7th. In accepting a second round, Mr Karzai was widely 
praised as a statesman. In truth, he has been acting as a corrupt chieftain. 

The election has exposed much that is wrong with Afghanistan: the rottenness of Mr Karzai’s government, 
the inability of NATO to bring security, the ineffectiveness of Western attempts at state-building and the 
failure of the UN to supervise a decent election. The only thing that can be said for this sorry affair is that 
it has, unwittingly, enhanced the stature of two figures. It has established Mr Abdullah as the authoritative 
opposition leader; his firm but calm response to the blatant fraud has cast him as more of a statesman 
than Mr Karzai. 

And John Kerry, the chairman of the Senate’s foreign-relations committee (and a failed presidential 
candidate), has proven himself to be an able international troubleshooter. Some see his impromptu 
diplomacy, during a fact-finding trip, as evidence that Mr Karzai can still be managed with “tough love” 
from America. But the fact that it was administered by a visiting senator raises worries about the value of 
the Obama administration’s frustrated Afghan power-brokers: Karl Eikenberry, its ambassador in Kabul, 
and the now-absent Richard Holbrooke, the special envoy to Afghanistan and Pakistan.  

It is no bad thing for Mr Karzai to know he cannot misrule with impunity. Yet the run-off provides only a 
cosmetic improvement. It will not resolve Afghanistan’s crisis. Moreover, nobody really wants a second 
round: not Mr Karzai, who fears that his voters will not come out again; probably not Mr Abdullah, who 
has declared himself open to other options; not the Afghan electorate, who will be asked again to brave 
the Taliban’s death threats; not the UN, which must manage the arduous logistics of organising another 
ballot with winter closing in; and not NATO troops, who will risk their lives for an election that may not be 
any cleaner than the last. 

 
Bonn 2, not round 2 

The likelihood is still that Mr Karzai will be re-elected, only more embittered and more resistant to 
American demands. The alternative, a victory by Mr Abdullah, could turn out to be even more awkward. 
He may be half-Pushtun and half-Tajik, but as a prominent member of the anti-Taliban Northern Alliance, 
he is seen by Pushtuns as a Tajik, and by Pakistan as a stooge of India. Even Mr Abdullah probably knows 
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that his election could worsen the insurgency in the Pushtun south. 

A better solution would be a pact between Mr Karzai and Mr Abdullah to recast the political order 
established at the Bonn conference of 2001, after the overthrow of the Taliban. The constitution should 
then be revised, firstly, to shift some power from the president to parliament, or perhaps to a “prime 
minister”; and, secondly, to devolve authority from Kabul to the provinces. For most Afghans, the face of 
government is not the president, but the provincial and district governors. Reforms could also legalise 
political parties, which may give conservative Pushtuns a political alternative to fighting. 

As matters stand, Afghans are—implausibly—due to go back to the polls for parliamentary and provincial 
elections next spring. These should be delayed until the parliament and the provinces have new powers 
and held at the same time as a new presidential election in, say, one or two years. Mr Karzai would thus 
remain only as an interim leader, and Mr Abdullah could claim victory for promoting political reform. 

Such an overhaul will require the recommitment of America and its allies to stabilising Afghanistan, 
including the overdue deployment of more troops. A pointless second round will not make it any easier to 
justify sending soldiers to war. But a credible process of reform and consensus-building will help re-
establish the legitimacy needed, by the West and the Afghan government alike, to take on the Taliban. 
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Bank bonuses  
 
Compensation claim 
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Banks are booming on the back of public support. That subsidy should be clawed back 

WATCHING an industry committing political suicide is ugly. That is what 
investment banks are doing by paying bumper bonuses a year after they 
were saved by state intervention. Goldman Sachs is set to award staff a 
near record $20 billion this year. Firms making losses for shareholders, such 
as Citigroup and Bank of America, are still paying hefty bonuses. 

Such rewards, in the face of public protest, feed the impression that banks 
are victims of what some call “employee capture”. The top ten investment 
banks at the start of 2008 made an average return on equity of just 8% 
between 1999 and 2008. Four made cumulative losses. Staff got four times as much as shareholders did 
in profits. In 2008 Merrill Lynch paid cash to staff equivalent to over 100% of the capital left by the year-
end. 

Normally, for a liberal newspaper, that would be a problem for shareholders alone. But Merrill and many 
others got bailed out. The new bonuses make a mockery of banks’ claim that higher equity buffers are too 
expensive to contemplate. Some governments still own stakes in banks, so decisions on pay are directly 
theirs. Worst of all, bonuses are being paid in part from subsidies: this is not a free market, but a 
perversion of it. 

Some banks deny this, so it is worth revisiting how much policy has been skewed in their favour. It is not 
just that they were saved from destruction. They got public capital (much of it now repaid), short-selling 
bans on their shares and rescues of counterparties, such as American International Group, which the 
public otherwise had no interest in saving. Today they enjoy laxer accounting, loose collateral rules at 
central banks, explicit debt guarantees and asset-purchasing schemes. And, critically, they can borrow 
cheaply because they are deemed too big to fail. All of them—from comparatively healthy Goldman to the 
nationalised weaklings—are being subsidised by the rest of us. As a way to keep cash flowing to the wider 
economy and help banks rebuild their capital, this subsidy made sense; nobody intended it to go to 
employees. 

In the longer term the bonus mess underlines the importance of getting the state out of finance: setting a 
time limit for the explicit guarantees and finding ways to lessen the implicit promise of support through 
living wills and the like. In the shorter term the political provocation of the bonus payouts is likely to 
increase demand for a windfall tax on bonuses or salary caps. Both look mistaken. Retrospective taxes are 
usually bad news. They distort incentives, and scare investors in other industries who fear they may be 
next. A wholesale cap on pay would lead regulators further into the swamp of micromanagement. And 
symbolic caps on a few top executives, as the White House is threatening, are too feeble a response.  

A better alternative would be to claw back the subsidy banks get through being too big to fail. Taxing 
bonuses is a poor proxy for this. It may be possible to capture it more accurately. Assume that America’s 
top five investment banks would pay two percentage points more on unsecured borrowings without an 
implicit guarantee. On that basis the subsidy is $36 billion a year (compared with pay this year of perhaps 
$120 billion). Providing banks have built up adequate capital, they could face a funding “premium” in 
much the same way that they already pay premiums for deposit insurance. This would have to be paid 
before bonuses. Regulators should cap bonuses only to the extent they cause losses which erode capital, 
but assuming shareholders, including governments, show some spine, pay would be squeezed at 
profitable banks. If some traders left weaker banks to join unguaranteed hedge funds, so much the better 
for the taxpayer. 

That still leaves some tricky questions. Some banks might be unable to afford the annual subsidy 
premium. They could be permitted to defer its payment, but if it were for more than a couple of years it 
would be a good indication they should be wound down. There would be hellish choices about which banks 

  



are perceived to be too big to fail, and whether lower-risk retail banks should be charged less. Still, these 
are dilemmas capital regulators are already grappling with. A funding premium could piggyback off their 
work.  

The premium would last at least until the state guarantees are withdrawn. The longer-term debate may 
yet move from wishy-washy living wills to breaking up banks (as the governor of the Bank of England 
suggested on October 20th—see article). Ideally investment banks would have no public guarantee, their 
profits would reflect private endeavour alone, and their pay would be decided by their owners. But the 
opposite exists today—which is why any right-thinking capitalist should want to see that subsidy clawed 
back. 

 
 

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



 
Democracy in Africa  
 
A good example 
Oct 22nd 2009  
From The Economist print edition 

 
 
One of Africa’s most successful countries sets a trend that more can follow 
 

 
IT IS not surprising that Botswana has topped polls as continental Africa’s best-run country. Since 
independence in 1966, it has consistently held unfettered multi-party elections. It was blessed with a fine 
founding president, Sir Seretse Khama, succeeded by three decent leaders, the present one being his son 
Ian, who was handsomely re-elected this week (see article). It has an abundance of diamonds and 
successive governments have husbanded the country’s resources. Average income has tripled in real 
terms in two decades, putting Botswana on a par with Mexico.  

You can pick holes in the idea of Botswana as a model for Africa. It has been lucky in its mineral wealth, 
at first shrewdly developed by De Beers, the South African diamond giant. Its population of barely 2m is 
ethnically pretty homogeneous, whereas most African countries contain a far headier concoction of tribes 
within boundaries crudely drawn by colonial map-makers. And it has had its troubles, including one of the 
highest incidences of HIV/AIDS. It has lacked sympathy for its anti-modern Bushmen minority. And now 
the world slump has clobbered Botswana’s diamond industry, squeezing GDP by a tenth. Above all, its 
leaders have yet to be challenged by a strong opposition; a single party has ruled since independence. 
That is one reason why it was Ghana, a recent success in development and democracy, that won the 
accolade of Barack Obama’s first presidential visit to a sub-Saharan country, after its government 
graciously let itself be chucked out at the polls. 

Ghana is exceptional in letting power change hands after a really close election result. In South Africa, the 
continent’s most powerful country, where democracy is fairly well established and independent institutions 
fairly robust, there is no imminent prospect of the African National Congress being voted out. The 
country’s ultimate democratic test will come when the ANC one day faces the prospect of defeat. As for 
Botswana, its people merrily vote the same party back into power. Yet they do not feel disenfranchised. 
Over the years their country has proved a paragon of good governance and an example to its bigger 
African brothers. Can others follow? 

Sinking the roots of democracy in Africa is no easy task. Many African rulers still equate peaceful 
opposition with treachery. Too often, African bigwigs think it best, after a shabby election, such as those 
in Kenya in late 2007 and in Zimbabwe last year, to let bad losers stay on in paralytic governments of 
national unity, bringing temporary calm by giving the main miscreants a chance to keep their snouts in 
the trough.  

 
Voting isn’t everything but it counts for an awful lot
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But the habit of democracy is steadily catching on. It was not until 1991, in the modest west African 
country of Benin, four decades after most African countries had achieved independence, that any leader in 
mainland Africa let himself be peacefully ousted at the ballot box. Since then, however, at least nine men 
have admirably accepted the same fate—a far better record, incidentally, than in the Arab world. 

Democracy is far more than just elections. It requires independent courts, non-party civil servants, robust 
institutions such as churches and universities; the rule of law and property rights; a free press; 
constitutional checks and balances; above all a culture of openness and tolerance, especially of minorities. 
But voters’ ability to throw the rascals out at regular intervals is still the indispensable sine qua non.  

Happily, a number of falsehoods long popular in Africa are being exposed. One is that dictatorship and 
one-party states do better at imposing discipline to spur economic growth. Look at China, some say. A 
recent paper by two Oxford academics rubbishes that theory (see article), not just in Africa. The same 
paper rightly lauds another good African trend, to impose term limits on leaders. Another useful 
democracy-boosting device, which a score of African countries have agreed to adopt, is the Extractive 
Industries Transparency Initiative, whereby governments and big companies with which they do business 
publish details of their dealings.  

There is a long way to go before all the rest of Africa follows Botswana’s example. No recently retired 
African leader was this week deemed worthy of winning an annual prize for promoting democracy donated 
by Mo Ibrahim, a Sudanese-born philanthropist. Yet more Africans these days accept that being able 
genuinely to choose their leaders is the least bad way to freedom and prosperity. Botswana is proof of it.  
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President, pygmy or poodle?  

SIR – In saying that “the European project has spent too many of its first 50 years looking inwards”, your 
leader on the European Union after the Irish referendum forgets the launching of the euro and the free 
circulation of European citizens through national borders brought about by the Schengen agreement 
(“Wake up Europe!”, October 10th).  

Maybe this slip has something to do with Britain—the country where the next and first permanent 
president of the European Council could come from—shunning the single currency and refusing to join the 
Schengen area? 

Romano Prodi 
Former president of the European Commission 
Bologna, Italy 

SIR – You arrogantly assume that Tony Blair is the only candidate of stature for president of the European 
Council. From a strictly European point of view it might indeed be better to have a “Europygmy” from a 
“tiddler” member state as president than a poodle scrabbling about in mid-Atlantic trying to please the 
White House incumbent of the day. 

Johan Enegren 
Brussels  

 
Tax credits no windfall  

SIR – In embracing ill-conceived policies that would undermine the economy and kill jobs you show a 
notable lack of understanding of the true nature of tax “subsidies” in the United States (“Fossilised policy”, 
October 3rd).  

Specifically, you misrepresent the established policy of the American tax system that allows tax credits for 
income taxes paid on foreign income. The provision applies specifically to foreign income taxes and not to 
royalties as you incorrectly stated. 

The foreign tax credit was designed to prevent American companies, like those in the oil and natural gas 
industry, from being double taxed on foreign income so they can compete in the global marketplace. 
Congress and the Treasury have instituted policies to prevent companies from claiming credits on 
payments that should not be classified as income taxes paid to a foreign government. In addition, they 
have written statutes and regulations that require taxpayers to prove not only that foreign levies are 
income taxes but also that no amount of the payment is a fee (such as a royalty) for a specific economic 
benefit. 

For this reason, the foreign tax credit has never been defined as a subsidy by any administration or 
Congress in any comprehensive study examining energy tax policy. 

Jack Gerard 
President and CEO 
American Petroleum Institute 
Washington, DC 

  



SIR – You state that “American oil companies earn a tax credit at home for royalties (of up to 85% in 
some cases) paid on oil extracted abroad. The provision is intended for companies to avoid double 
taxation, but acts as a windfall for the oil industry.” This highly complex provision applies to income taxes, 
not royalties, and is not properly characterised in its entirety as a windfall. 

We took the average corporate tax rates in the main oil producing countries and treated only the 
difference between that average (28.9%) and the 35% American cap as the amount that should qualify as 
a tax deduction and not a credit. We treated the resulting tax savings as a subsidy. However, the vast 
majority of the foreign tax credit operates as a legitimate provision to avoid double taxation of income and 
cannot be called a simple “windfall”.  

Scott Schang 
Vice-president, climate & sustainability 
Environmental Law Institute 
Washington, DC  

* SIR – If the United States government were to disallow or substantially restrict the ability of the 
industry to credit our foreign taxes against our tax liability on foreign earnings, the result would be to 
guarantee double taxation, contrary to fundamental principles of American income-tax law. American 
companies, such as ExxonMobil would be effectively rendered uncompetitive against foreign owned oil and 
gas companies. In short, no company based in the United States could compete if it had to pay both 
American and foreign income taxes on the same project. 

Rob Young 
Public and government affairs 
ExxonMobil 
Irving, Texas 

 
Spanning the spectrum  

SIR – I was surprised to read your notion that the “Jewish lobby” is upset at how Barack Obama is 
handling relations with Israel (“Reinforcing failure?”, September 26th). I assume that the writer does not 
mean to include J Street, a self-described Jewish lobby that has vigorously supported Mr Obama; Eli 
Pariser, the Jewish president of the leftist pressure group “MoveOn.org”; or the many Jews working within 
the administration (not least Dennis Ross and Rahm Emanuel) who are currently formulating America’s 
policy towards Israel. The writer may like to know that Jews are not a monolithic entity: their views span 
the spectrum of politics in America. 

Ben Goldring 
Cambridge  

 
Reducing child mortality  

SIR – To give a fuller flavour to your article on micronutrients it is important to point out the power of 
vitamin A and zinc (“A no-brainer”, October 10th). Both are essential to immune function. Controlling 
vitamin A deficiency in at-risk populations reduces child mortality by an average of 23%, equating to more 
than 600,000 deaths averted in sub-Saharan Africa alone. Vitamin A deficiency is also the most important 
cause of blindness in children. 

A 2009 review shows that providing zinc supplements reduces overall child mortality by 6% in deficient 
populations and reduces deaths of children over one year by 18%. Moreover the 2008 Copenhagen 
Consensus ranks supplementation with vitamin A and zinc as the top contender with micronutrient 
fortification of food ranking as third. Clearly the time has come to eliminate all micronutrient deficiencies, 
from A to Z.  

Shawn K. Baker 
Vice-president and regional director for Africa Helen Keller International 
Dakar-Yoff, Senegal  

 



Taking airs 

* SIR – Mobile money is now entrenched in Kenya and is indeed big business as you point out (“The 
power of mobile money”, September 26th). Equity Bank—the bank with the largest number of account 
holders—was blowing its trumpet the other day about the registration of its one millionth customer. That’s 
a drop in the ocean compared to Safaricom’s 7m users of mobile money hardly two years since the 
introduction of the service. 

Perhaps you will consider M-PESA an acceptable settlement system for my future subscriptions to The 
Economist? 

Charles N. Kariuki 
Nairobi, Kenya 

 
Rights, and wrongs, of reply  

SIR – Philip Bowring’s account of the Far Eastern Economic Review’s encounter with the Singapore 
government is inaccurate (Letters, October 17th). In 1987 the government restricted the circulation of the 
Review after it had engaged in Singapore’s domestic politics. But an advertisement-free version was 
distributed widely at bookshops and supermarkets, and sold more than 1,000 copies. In March 1988 the 
Review applied to produce a similar version. The government agreed, subject to a ceiling of 2,000 copies, 
but the Review refused its offer. Would this have happened in Maoist China and North Korea? 

Michael Eng Cheng Teo 
High commissioner for Singapore 
London 

SIR – You will be tempted to give the Singapore government the last word on its censorship strategy—as 
its “right of reply” policy demands—but this will neutralise the criticism of Mr Bowring and others. Readers 
will simply assume you agree with the government. Assuming you don’t, please print this alongside its 
next rebuttal, to expose this subtle yet powerful manipulation of the press. 

Duncan M. Butlin 
Chichester, West Sussex  

 
Bent bosses  

SIR – You say that most bank bosses were useless rather than venal (“It wasn’t me”, October 10th). But 
to take an enormous salary for a job one is not competent to do strikes me as venal in itself. 

Tony Welsh 
Houston, Texas  

* SIR – You state that many bank bosses were “useless” and “could not understand” their banks’ books. 
Yet you have repeatedly defended the fact that these same executives make tens or hundreds of millions 
of dollars because such top talent needs obscene amounts of money to be attracted to their employers. 
Have you finally admitted that your “attraction of top talent” hypothesis is wrong? 

James Doubek 
Washington, DC 

 
North of the border 

* SIR – I used to bemoan the fact that articles about my home and native land were lumped in “The 
Americas” section of your publication as though Canada was some kind of troubled banana republic (“The 
perpetual campaign”, September 26th). 

But after enduring three elections in five years only to end up with an unstable minority government on 
the brink of yet another, I see now why you are right to do so.



Justin Williams 
Toronto 

 
When in Berlin... 

* SIR – You correctly say that Guido Westerwelle “wobbled” on being asked a question in English at a 
Berlin press conference (“Off to the Auswärtiges Amt”, October 3rd). But where does the incident leave 
the BBC? Was it arrogance, bad luck, or sheer incompetence that led it to send a reporter to a German 
press conference who was incapable of asking a question in German? I strongly suspect the third. 

Iain Smith 
Mancao, Portugal 

 
No kidding  

SIR – When Admiral West took a job as a junior minister in the Home Office (“A goat with medals”, 
October 10th) his nickname in parts of the Royal Navy became “Lord Faustus”. 

Charlie Wilson 
Sandford-on-Thames, Oxfordshire 

 
 

* Letter appears online only 
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California's water wars  
 
Of farms, folks and fish 
Oct 22nd 2009 | LOS ANGELES  
From The Economist print edition 

 
 
A truce in California’s long and bitter fight over water at last appears possible 
 

 
IN 2007 Oliver Wanger, a federal judge in California, ordered the huge pumping stations of the 
Sacramento Delta, the largest estuary on the west coast of the Americas, to reduce by a third the water 
they delivered to two aqueducts that run south to the farms of the San Joaquin Valley and onward to the 
vast conurbations of southern California. His reason was the delta smelt, a translucent fish less than eight 
centimetres (three inches) long that lives only in the delta and is considered endangered under federal 
law. The pumping plants were sucking in the fish and grinding them up. The next year, a “biological 
opinion” by the federal Fish and Wildlife Service reinforced Judge Wanger’s order. Pumping from the delta 
remains restricted. 

The consequences of these restrictions, which coincided with a drought that is now in its third year, reach 
far beyond one small population of fish. About two-thirds of Californians get at least some of their water 
from the delta, so with the stroke of a judicial pen the entire state, the world’s eighth-largest economy 
and America’s “fruit basket”, entered an economic and political crisis. 

Water has divided Californians since Mark Twain remarked that “whiskey’s for drinking, water’s for fighting 
over.” But this latest conflict comes as America’s largest state is politically gridlocked and holding back a 
national economic recovery. From Australia to Israel, parched places all over the world are now looking to 
California to see whether, and how, it solves one of the most intractable problems of thirsty civilisations in 
dry regions. 

The pumping restrictions were a huge victory for environmentalists, who fill the ranks of one of the three 
armies in California’s perennial water wars. With increasing success since the 1970s, greens have argued 
that the delta in particular, and California’s dammed rivers and wetlands in general, are on the verge of 
ecological collapse and must be saved.  

For the other two armies, the restrictions amounted to a stinging defeat. One army consists of urban 
consumers in the dry south, represented by the Metropolitan Water District, which supplies water to about 
19m people, over half the state’s population, and gets 30% of its supply from one of the two delta 
aqueducts. The authority has had to pay farmers in the Central Valley to give up their allocations and let 
their fields lie fallow, says Jeffrey Kightlinger, its boss. This year it also had to impose mandatory 
conservation measures.  
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The pain has been far worse, however, for the third force: agriculture. The farmers and farm workers who 
have been hardest hit live in the western San Joaquin Valley, which is supplied by the Westlands Water 
District, America’s largest irrigation authority. Westlands has contracts to draw water from the other 
(federally financed) aqueduct. Tom Birmingham, its boss, says that, because of the drought and the 
pumping restrictions, it is receiving only 10% of its entitlement this year.  

The result, says Mr Birmingham, is fallow land, farm workers being laid off and “people standing in food 
lines for hours”. In some areas unemployment runs at 40%. There are scenes reminiscent of John 
Steinbeck’s “The Grapes of Wrath”, though most of the poor and jobless are not white “Okies”, but 
Latinos. Just as the “dust bowl” swept across the Great Plains in the 1930s, so in the San Joaquin Valley, 
fields are reverting to desert and signs read, “Congress created this dust bowl”.  

“All my almond trees are going to die,” says Shawn Coburn, a farmer in the area. He began farming in 
1992 and has done everything he can to use water more wisely. He has planted fewer tomatoes and 
melons and more almonds and wine grapes because these crops drink less and yield more. He says he has 
conserved all he can with technology. Like other farmers, he has also dug wells to tap the shrinking 
aquifers, even though he knows he is making the entire valley floor sink. In one place, he says, the 
ground around a telephone pole has dropped by six feet (nearly 2 metres).  

The environmentalists are not denying that their victory has cost agricultural jobs. But Jonas Minton of the 
Planning and Conservation League, a Californian non-profit outfit, thinks that a public-relations firm paid 
by the farmers has been exaggerating their misery. In any event, he says, the problem is not a court 
ruling but a system in which the state has pledged eight times as much water to title-holders as exists in 
nature and therefore cannot, of necessity, give everybody his due.  

Bill Metropulos, a lobbyist at the Sierra Club, another environmental group, agrees. “I cannot control a 
drought,” he says. Westlands’ Mr Birmingham can complain, he says, but, “Why do we have to give him 
more water?” It so happens that Westlands’ water rights rank below those of other title-holders and “there 
is simply not enough water to go around.” 

Angry and bitter words are thus flying on all sides, which is as it has always been in California. But this 
time the crisis has become so severe that the state’s legislators in Sacramento, notoriously incapable of 
agreeing on anything serious, including a punctual budget, appear on the brink of a breakthrough. A 
complex package of legislation was almost passed in September and failed only because time ran out in 
that session. The legislators are now talking again. A deal could emerge for a vote within weeks. 

 
Peace among coequals? 

Timothy Quinn, director of the Association of California Water Agencies, which represents the suppliers of 
about 90% of the water consumed in California, credits the pumping restrictions for this progress. He says 
Judge Wanger forced all sides to acknowledge the seriousness of the situation. His decision was the 
“equivalent of an earthquake” whose shock was severe enough to shake California’s democracy. Therein 
lies, perhaps, the opportunity. 

The details of the legislation negotiated so far are complex, but its main feature is a phrase, “coequal 
goals”—though how coequal goals differ from equal ones is not clear. For most of the previous century, 
says Mr Quinn, California and the entire West had an “extraction mindset” according to which man was 
meant to subdue and exploit nature. In water matters, this meant ever more dams, reservoirs and 
aqueducts. However, over the past four decades the environmentalist mentality grew up as an alternative, 
emphasising “sustainable” use of nature.  

California’s water policy in the past has swung “like a pendulum” between these two principles, depending 
on which lobbyists have won the latest victory, says Lester Snow, the director of California’s water 
department. Enshrining the objectives of both sides as “coequal” in state law would thus mean progress, 
by requiring all factions to consider both fish and farms, both nature and the economy, both sustainability 
and reliability. 

“It’s a huge step,” agrees Mr Kightlinger of the Metropolitan Water 
District. In practice, most water managers in the state already 
take sustainability seriously, but making equality official would 
force all sides to “play nicely”, he thinks. The old rivalry between 
urban and agricultural water use has already faded, he says, and 



today’s animosity between both of them and the greens may also 
subside.  

Westlands’ Mr Birmingham says that, in practice, water usage has 
already become equal. Whereas agriculture used to consume 80% 
of the state’s water supply, today 46% of captured and stored 
water goes to environmental purposes, such as rebuilding 
wetlands. Meanwhile 43% goes to farming and 11% to municipal 
uses. 

The environmentalists, as today’s top dogs, are less excited about 
equal goals. At present the state’s water infrastructure is run with 
a single goal, which is to protect nature, and this, says Mr 
Metropulos of the Sierra Club, provides complete clarity of 
purpose. Equality, he thinks, will only lead to new conflicts and 
litigation. When the time comes for trade-offs, he asks, “Who’s 
going to make the decision? It is undefined.” He is lobbying 
against the legislation, although he is unlikely to prevent it. 

 
Dealing with the delta 

The next layer of legislative proposals will concern the Sacramento Delta, the inland network of streams 
and rivers, many contained by dykes and levees, that form the hub of California’s water infrastructure. 
Californians hate rain but love water, so three-quarters of them live in the arid south, spurn the wet north 
where three-quarters of the rain falls, and expect water to come to them by pipe, canal or aquifer, 
preferably courtesy of the taxpayer.  

The Sacramento and San Joaquin rivers and their tributaries, carrying the rain from the north and the 
melting snowpack from the Sierra Nevada in the east, meet in the delta and flow out through San 
Francisco’s Golden Gate. The trick has always been to intercept the fresh water in the delta before it gets 
salty and to send it south as well as west to the San Francisco Bay area.  

Those in the south get it through two huge infrastructure networks. The federal Central Valley Project, 
dating from 1937, uses 20 upstream reservoirs and two pumps to take water to the southern Central 
Valley, largely for farmers. The State Water Project, begun in 1960 by Pat Brown, a visionary governor, 
uses another 22 upstream dams and reservoirs and its own pumping plant to send water into the other 
aqueduct, largely for urban use.  

By pumping fresh water south, however, these two projects wreak ecological havoc. Sceptics like to 
inveigh against the unprepossessing delta smelt, which George Radanovich, a Republican congressman, 
has called “a worthless little worm that needs to go the way of the dinosaur”. But other fish species such 
as the Chinook salmon, the steelhead and the longfin smelt are also threatened, and each species is a part 
of a complex food chain. About 25% of the state’s sporting fish and 80% of its commercial fish live in or 
migrate through the delta.  

 
Pumps kill, levees leak 

The pumps kill fish and other species, and not just by grinding them up. They also change, and 
occasionally reverse, the water flow of the small rivers in the delta’s vast labyrinth of streams, creeks, 
sluices, islands and marshes. In natural circumstances, the delta is brackish and its salinity changes with 
the tides. The pumps, by drawing in river water, keep the delta water artificially fresh. Native species die, 
invasive species thrive. 

Beyond that, the ageing delta’s levees are a human disaster in the making. The delta sits on top of 
seismic faults that may rupture, and many of the islands that make it up are below sea level. A large 
earthquake could disrupt the state’s water supply and inundate the delta itself. 

The best answer, says Ellen Hanak, a water expert at the non-partisan Public Policy Institute of California, 
is to build either a canal or a tunnel around the delta. Fresh water could then be tapped upstream on the 
Sacramento River and conveyed round the delta to the aqueducts without grinding up fish, reversing river 
flows or changing the delta’s salinity, which would again fluctuate with the tides. The water going south 



would be fresher too. A canal would thus “separate the water for the fish from the water for the economy 
and the people,” says Mr Quinn. 

 
The trouble is that such a peripheral canal is a political hot button. In 1982 Jerry Brown, Pat Brown’s son 
and California’s governor at the time, put a canal on the ballot but the voters rejected it. Even now, many 
people are passionately against it. Farmers and residents in the delta itself fear that a bypass would mean 
that politicians and public money would abandon them amid their disintegrating levees, and others would 
grab their water. The Sierra Club is against a canal because “it is not going to make new water” and “we 
want to reduce exports from the delta” rather than reroute its flows, says Mr Metropulos. 

The legislation under negotiation is therefore taking a different approach. Instead of decreeing a bypass 
canal or tunnel outright, it seeks to establish a new authority with the power to take this decision itself. 
This is sorely needed. Mr Snow at the water department has counted more than 200 entities, from cities 
and counties to fisheries and reclamation or irrigation districts and even mosquito-abatement boards, that 
share responsibility in such a way that nobody has any. A new and nimble “Delta Council” would seize 
authority from all of them and actively manage the delta for the first time. And it could do this by building 
a canal. 

 
Dam money 

One sign of progress by Californian standards is that, if the deal gets stuck, it will be largely over 
relatively banal issues such as money. The legislation is likely to mandate investment in new dams and 
reservoirs, which appeal to Republicans, and also in waste-water recycling, desalination and groundwater 
storage, which are the environmentalists’ and Democrats’ preferred sources of water. But Arnold 
Schwarzenegger, the Republican governor, has said that he will veto any legislation that does not include 
billions of dollars in new bonds to pay for these new projects. 

State Republicans, allied to farmers, are pushing for “general-obligation” bonds that would be put to the 
voters on a ballot and, if approved, paid out of general state tax revenues. Democrats are concerned that 
the interest on such bonds would aggravate California’s continuing budget dispute and come at the 
expense of education, health care and other things they mind about. They prefer bonds that would be 
repaid by the users of new dams, ie, the water agencies that can pass costs on to their customers. Water 
thus trumps ordinary politics. Republicans, who usually claim to be against big government, want 
taxpayers to pay; Democrats, generally accused of being big spenders, want to match infrastructure costs 
with water revenues to send the right price signals. 

The legislation is likely to encourage water conservation by setting targets for reducing consumption. One 
guess is that it may call for a cut of 20% per person by 2020. That cannot be a bad idea. On the other 
hand, little progress is being made on monitoring groundwater levels, even though many aquifers are 
shrinking. Some of the state’s water districts voluntarily measure groundwater levels, but Republican 
legislators have opposed making such reporting mandatory on the ground that it would mean trespassing 
on private property. “California is the last bastion of the Wild West when it comes to groundwater,” says 
Ms Hanak. It may stay that way.  

Whatever happens, the legislation will not deal with the long-term threats to California and its neighbours. 
Climate change is already showing up “in the data”, says Mr Quinn. The snowpack of the Sierra Nevada, 
California’s most reliable water-storage system, is shrinking and may stop yielding predictable run-off in 
the spring and start producing sporadic and unusable, not to mention disastrous, floods. The delta is 
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already below sea level and, as the sea rises, it may be submerged. Even today the south is a desert 
wherever irrigation does not reach. It will become even drier. 

For professional water managers such as Mr Kightlinger, this makes the continuing talks in Sacramento 
frustrating. “‘I’m for screwdrivers but not for hammers’: that’s how they talk,” he says. But he thinks all 
the tools are needed if California’s population and economy are to keep growing. 

Of those tools, water recycling, a euphemism for cleaning up sewage, is perhaps the most promising. 
Recycled water is local and does not disappear in a drought. But many consumers continue to struggle 
with the idea that what they are drinking today someone else restored to the water system yesterday. 
Desalination, which removes minerals from seawater or, more often, brackish groundwater, is an 
alternative. But it takes a lot of energy to push water through the dense filters that remove unwanted 
salts and other molecules. Water markets, which allow those with too much water to trade it easily with 
those who have too little, could also help. 

If there is to be any progress, however, Californians first have to bury their hatchets. If the talks stall, the 
political fallout will be big. Tom Campbell, the most thoughtful Republican candidate for governor in next 
year’s election, thinks water is by far the most important issue facing the state. Willie Brown, a former 
speaker of California’s Assembly and mayor of San Francisco, believes “a political earthquake is rumbling 
in the Central Valley over water, and it could cause a real tsunami for the Democrats in the 2010 elections 
if they don’t handle it well,” since Democrats are more associated with environmentalists and several of 
them face re-election. 

 
A chance to make history 

For the same reason, if the negotiations succeed, even a mediocre deal would amount to the most 
important water legislation since the era of Pat Brown, says Mr Quinn. Westlands’ Mr Birmingham feels 
that many environmental groups, such as the Natural Resources Defence Council and the Nature 
Conservancy, have become “genuinely interested in working with water agencies”, even though others are 
“using water as a means to limit housing development”.  

“I am very optimistic for the long term,” says Mr Birmingham. “The real question is how are we going to 
survive between now and the time when new conveyance facilities become available,” which could be a 
decade or more. “If we continue to live under the existing biological opinions, irrigated agriculture in the 
western San Joaquin Valley cannot be sustained,” he says. For farmers such as Mr Coburn and his 26 
Latino workers, never mind his almonds and wine grapes, the help may arrive too late. This is perhaps the 
only thing they have in common with the delta smelt. 
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Why the soft approach sometimes works 
 

 
LOOKING after small children is never easy. Many dribble; some bite. But for Joyce Chavis, the problem 
until a few years ago was that she could not let toddlers in her care step outside her house. The street 
was packed with prostitutes. Drug-dealers loitered aggressively with pit bulls at their heels. In the local 
playground the bushes concealed only some of the things that crack-addicted young women were doing to 
earn their next fix.  

Until 2004 the West End neighbourhood in High Point, North Carolina, was an open-air drug market. Gun 
shots punctuated the night. Honest folk were scared to walk to the shops. Jim Summey, a local preacher, 
recalls a Sunday when his flock could not park because the street was jammed with johns seeking sex and 
drugs. When he remonstrated with the dealers, they smashed up his car and shot out 58 windows in his 
church. 

Yet West End is now as peaceful as evensong. It is still poor, but thugs with dogs no longer menace 
passers-by. The prostitutes have gone, or gone indoors. The corners are quiet. What happened?  

The High Point police used to deal with drug-dealers in the traditional manner. They would “come rolling in 
like an occupying army,” as Jim Fealy, the police chief, puts it. They would grab young men, pat them 
down and arrest the ones with drugs in their pockets. They sent many to jail, but never shut down the 
drug market for more than a few hours. African-Americans in neighbourhoods like West End detested the 
police, and the police grew frustrated that no one in these places called them to report crimes.  

But then they tried something different. On the advice of David Kennedy, a professor at the John Jay 
College of Criminal Justice in New York, they started talking to community leaders in West End. They 
found out who the street drug-dealers were. There were fewer than they had expected: only 16, of whom 
three were habitually violent. Patiently, they compiled dossiers on each of them. Then they arrested and 
prosecuted the violent ones, and invited the rest in for a chat.  

The young dealers were shown the evidence against them, and given a choice. If they stopped dealing 
drugs and carrying guns, they would not be prosecuted. A “community co-ordinator” sat down with each 
of them and asked him what he needed to go straight: a job? Drug treatment? A place to stay? An alarm 
clock to get to work on time? The community promised to help with all these things. The dealers’ 
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neighbours and even grandmothers stood up and told them that what they were doing was wrong, and 
had to stop. Then prosecutors warned them that if they did not stop that day, they would be sent to jail, 
possibly for the rest of their lives.  

It worked. Nearly all the dealers reformed, bar the odd bit of shoplifting. You can still buy drugs behind 
closed doors in High Point, but the intervention was never about drugs. It was about making the 
neighbourhood liveable again. Fears that the open-air drug market would simply move elsewhere proved 
unfounded. As the same technique was tried in other neighbourhoods and for other types of crime, such 
as gang-related muggings, the city’s overall violent crime rate fell noticeably, from 8.7 per 1,000 people in 
2003 to 7.3 in 2008.  

The debate about crime is often emotional. Voters want vengeance. Politicians oblige. Barack Obama 
supports the death penalty even though he believes it “does little to deter crime”. It is justified, he says, 
because it expresses “the full measure of [a community’s] outrage”. Such reasoning is widespread, but 
Mark Kleiman, the author of “When Brute Force Fails: How to Have Less Crime and Less Punishment”, 
argues that it is unwise. The only good reason to punish, he says, is to prevent crime, either by locking 
criminals up so they cannot reoffend, or by deterring others.  

 
More threats, less force 

Prison sometimes works. Some credit tougher sentencing for the sharp drop in crime since the early 
1990s. The number of incarcerated Americans has quadrupled since 1980, to 2.3m, and many of these 
people make the streets safer by their absence. But some 500,000 are non-violent drug offenders. And it 
“ought to bother us” that the incarceration rate for black Americans exceeds that in the Soviet Union at 
the peak of the Gulag, ventures Mr Kleiman. Incarceration hurts criminals’ friends and relatives. It upsets 
the sex ratio in high-crime areas, making it very hard for young black women to form stable families. The 
lesson of High Point is that you can reduce crime by making credible threats, without having to lock up so 
many people.  

To deter, a punishment must be swift, certain and severe. Of these, severity matters the least, reckons Mr 
Kleiman, and there is a trade-off: the harsher the punishment, the more legal safeguards are required to 
ensure it is not misapplied. States that execute murderers do so only after decades of appeals. This costs 
millions in legal fees. So they hardly ever do it, which means it is not much of a deterrent.  

It turns out that milder sanctions can be swifter and more certain. For example, in Hawaii, until recently, 
felons ignored the terms of their probation because the only punishment available was a harsh one: being 
sent back to prison for the remainder of their term, typically five to ten years. Courts and probation 
officers were too swamped to handle the necessary paperwork and rebut the legal challenges to such 
harsh penalties. So violators typically got off scot free. This led people to conclude that they could 
misbehave with impunity. The chaos only ended when a judge started handing out instant sentences of a 
week or so. The certain prospect of spending a few days behind bars straight away made most of the 
probationers behave.  

Mr Kleiman suggests several other promising, non-macho approaches to curbing crime. Raise alcohol 
taxes. Start school days later to prevent after-school crime. Force probationers to wear GPS tags, thus 
making probation a tough (and much cheaper) alternative to prison. Americans should experiment with 
such ideas, he says, and if they are serious about justice, the object should be to cut crime, not to make 
criminals suffer.  
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Seeds of discontent 
Oct 22nd 2009 | DES MOINES, IOWA  
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America’s farmers threaten to block climate legislation 
 

 
AUTUMN is always a busy time in America’s farm belt. This autumn, however, it is particularly so. In early 
November farmers’ organisations across America’s states will receive packages of materials, such as cards 
and stickers, to wage an assault against climate-change legislation. Their goal is not to amend a bill, but 
kill it.  

As the Senate considers carbon reducing laws, farm lobbyists have grown increasingly demanding. Tom 
Vilsack, Barack Obama’s agriculture secretary, insists that the benefits of a climate-change bill will 
outweigh the costs of expensive fuel and fertiliser. Farmers are not so sure. The House vision of the bill, a 
1,200-page whopper passed in June, was loaded with concessions to appease farm-state politicians. Now 
farm lobbyists may win even more handouts in the Senate, or even ensure a bill fails. Because there are 
two senators for every state, rural states are over-represented in the Senate and farmers intend to take 
full advantage. 

Mr Vilsack, who hails from Iowa, argues that legislation will do much for America’s farmers. Failing to 
reduce emissions could be disastrous, as warmer temperatures unleash floods and pestilence. But a bill 
also offers the opportunity for new farm revenue. Windmills would rise from grain fields. Farmers could 
sell carbon offsets, with dairy producers, for example, installing methane digesters.  

Energy costs would, of course, rise. In an effort to mitigate this, Collin Peterson, the chairman of the 
House agriculture committee, packed the House bill with perks. The Agriculture Department (USDA), not 
the Environmental Protection Agency, would oversee the agricultural offset programme. Rural electric co-
operatives would be given more free allowances. Farmers would receive credit not just for new activities 
that reduce emissions, but for those already adopted, such as reduced tillage.  

The Senate bill, presented in late September by Barbara Boxer and John Kerry, gives much less to 
agriculture. However, the proposal is a mere 821 pages long. The Senate agriculture committee is one of 
several likely to offer hefty additions. Roger Johnson, the president of the 250,000-member National 
Farmers Union (NFU), favours unlimited domestic offsets (the House bill caps them at 1 billion tonnes) and 
more allowances for agriculture. Such changes, Mr Johnson argues, would create “significant income 
opportunities while doing the right thing environmentally”.  

However the American Farm Bureau, whose members include huge producers as well as small, remains 
opposed to any bill. It argues that higher fuel and fertiliser costs would put American farmers at a 
competitive disadvantage. And fruit and vegetable growers would not benefit from an offset programme. 
In its new campaign, the Farm Bureau urges members to send not just cards to politicians, but personally 
deliver their bureau caps, signed with the demand, “Don’t Cap Our Future”. 
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This fury arouses consternation in some corners. The House bill already overindulges agriculture, argues 
Craig Cox of the Environmental Working Group, a research and advocacy organisation. Furthermore, a 
USDA study of the House bill found that annual net farm income would decline by only 0.9% in the short 
term (2012-18), though it would fall 3.5% in the medium term (2027-33) and 7.2% in the long term 
(2042-48). And the USDA did not account for new demand for biofuels or likely changes in production 
practices. Mr Johnson of the nfu remains confident that the climate bill will be a boon. “People who say 
this is a huge cost increase and it’s going to put ag out of business—that’s just not so.” 

Mr Vilsack thinks that a cap-and-trade system will eventually win over wary farmers. “There’s a history of 
scepticism,” he explains. Farmers were reluctant to use mechanised farm equipment. They were reluctant 
to use hybrid seeds. They now embrace both. In a few years, Mr Vilsack says, farmers may recognise the 
many benefits of a climate law, too. Assuming, that is, that one ever gets passed.  
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Home of the brave? 
Oct 22nd 2009  
From The Economist print edition 

 
 
Certainly not our home for the free 
 

 
CAN Barack Obama meet his self-imposed deadline of closing the Guantánamo Bay detention camp by the 
end of January 2010? Congress is at last co-operating a little. On October 20th it passed a bill that for the 
first time allows detainees from the camp to be brought to the United States—but only to stand trial, 
mind, not to be released or even jailed there. To foreign governments, pressed to take detainees cleared 
for release by a task force including experts from America’s Justice, State and Defence Departments when 
America itself will not, this is hardly a brave step. 

Meanwhile, Mr Obama’s numbers still do not add up. Of the 241 detainees he inherited from the Bush 
administration, 221 are still stuck at Guantánamo, even though the task force has by now cleared more 
than 100 of them to go free. Some, including a group of 13 Chinese Uighurs, cannot be sent home for fear 
of ill-treatment there. The administration also fears that if it lets Yemen take back a big bunch of its 
nationals they would rejoin militant groups. But others, including Saudi Arabia, have been reluctant to 
take them and run that risk too. Of 19 inmates transferred abroad so far (one other inmate committed 
suicide), most have had to be found new homes in places from Belgium to Bermuda. 

But the Guantánamo 221 have not been sitting on their hands. More than 150 have filed habeas corpus 
suits in federal court, petitioning for release. Of 38 cases heard so far, eight inmates have been declared 
“lawfully held” and 30 have been ordered to be set free. These cases go to the top of the lengthy transfer 
list.  

The Supreme Court has added to the pressure by agreeing to consider arguments on behalf of the 
remaining Uighurs over whether the federal judges that ordered their release can order them released into 
the United States if others will not take them. Neither Congress nor the administration likes the idea of the 
courts making up the immigration rules. So hopes are pinned on Palau, a chain of sparsely populated 
islands in the western Pacific, which will take six of the remaining Uighurs and is in talks about the rest. 

Meanwhile Congress has passed a bill reforming military commissions, with stricter rules on admissible 
evidence (no harsh interrogation techniques, for example) and greater rights for defendants. But critics, 
including Human Rights Watch, a New York-based group, call this “substandard” justice, arguing that 
federal courts should be able to try all such cases. 

By mid-November five inmates alleged to be behind the 2001 attacks on New York and Washington, 
including the self-confessed mastermind, Khalid Sheikh Mohammed, will find out whether their trials will 
be heard by federal court or under the laws of war by military commission. So far more than 40 cases 
have been approved for trial in one place or another and the number may rise after a second look at hard 
cases. 
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But that will still leave some tens of inmates deemed unsafe for release or trial. Most have already made 
moves to challenge their detention. If the courts accept they are held for good reason, Mr Obama still has 
to decide how to deal with them and where to put them. Not in America is the only clue so far.  

 
 

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



 
Capital punishment  
 
From arson to politics 
Oct 22nd 2009 | AUSTIN  
From The Economist print edition 

 
 
Why has Texas’s governor derailed a death-penalty investigation? 

THE sad case of Cameron Todd Willingham began two days before Christmas in 1991. He was alone with 
his three daughters—one toddler and two baby twins—when their house in Corsicana, a small town south 
of Dallas, began to burn. Mr Willingham later said the house was so thick with smoke he could not find 
any of the girls before escaping. But at his trial, investigators testified that based on the burn patterns in 
the house, the fire had been arson. Mr Willingham was quickly convicted and sentenced to death. Years of 
court challenges came to nothing and in 2004 Mr Willingham was executed. “The only statement I want to 
make is that I am an innocent man—convicted of a crime I did not commit,” he said from the gurney.  

Innocence is a recurrent claim in last statements. In Mr Willingham’s case, it may well have been true. 
Shortly before he was executed, an arson expert from Austin faxed a report to the governor, Rick Perry, 
arguing that the 1991 investigation was based on bad science and that there was no proof of arson. Half a 
dozen additional experts have come to the same conclusion. In August another report came from Craig 
Beyler, who had been hired by the Texas Forensic Science Commission (TFSC), an oversight board. Mr 
Beyler’s report gave a blistering assessment of the original investigation, saying its conclusions were 
“nothing more than a collection of personal beliefs that have nothing to do with science-based fire 
investigation.” 

Two days before the commission was due to hold a hearing on the Beyler report, on September 30th, Mr 
Perry announced he was replacing three of his appointees to the TFSC, including its head, Sam Bassett. 
Several days later he said he would replace the fourth. Their terms had expired, the governor explained. 
That is true, but not especially convincing. “It certainly is bad timing for the continuity of these 
investigations,” says Mr Bassett, a criminal defence attorney in Austin. Had the commission concluded that 
the evidence did not point to arson, Mr Perry would have been faced with the grave possibility that Texas 
had executed an innocent person. 

Even Republicans are concerned. The governor is up for re-election in 2010. Kay Bailey Hutchison, his 
chief opponent for the Republican nomination, announced that the business with the commission was just 
“giving liberals an argument to discredit the death penalty”.  
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Still going after them 
Oct 22nd 2009 | PHOENIX  
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America’s toughest sheriff is still hunting illegals 

JOE ARPAIO, the elected sheriff of Maricopa County in Arizona, revels in controversy. “I use my inmates as 
Hollywood,” he practically shouts, as he explains why he makes prisoners wear pink underwear, parades them 
through downtown Phoenix in chain gangs and houses them in army tents left over from the Korean war. “I want 
everybody to know it’s 130 degrees in those tents,” he booms. He thinks people ought to be ready for “America’s 
toughest sheriff” before even thinking about coming to Maricopa without papers.  

In Arizona most illegal immigrants are Mexican. But many people think that Mr Arpaio leaps from that fact to 
finding excuses to arrest people who look Hispanic in the hope of finding illegal immigrants. Most days, protesters 
are encamped in front of Mr Arpaio’s office tower in Phoenix, accusing him of racism. And federal investigators 
are looking into his methods. 

“It is a reign of terror,” says Phil Gordon, the mayor of Phoenix and Mr Arpaio’s most outspoken enemy. Mr 
Arpaio “goes into Hispanic neighbourhoods and rounds up people” while neglecting many ordinary criminals, he 
charges. Mr Gordon believes that there are more dangerous elements in the area than dishwashers and that Mr 
Arpaio’s excessive zeal is giving Phoenix, Arizona’s capital and largest city, a bad name.  

Oddly enough, Mr Arpaio seems to be stepping up his efforts just as illegal immigrants seem to be leaving in 
droves. Arizona is one of the states worst hit by foreclosures and has been losing jobs faster than any state but 
Michigan this year. The job losses have been worst in sectors such as construction and retailing that employ 
many undocumented Mexicans. Dennis Hoffman, an economics professor at Arizona State University’s business 
school, estimates that more than 200,000 Latinos have left the state in the past year alone.  

Mr Arpaio retorts that he has seen no decrease in illegals. “We lock them up every day,” he says. Maybe they are 
on their way to places where the economy is better and “we catch them coming through,” he guesses. In any 
case, who cares? As long as there are illegals, he will go after them.  

Nor is Mr Arpaio daunted by the Department of Homeland Security, run by Janet Napolitano, with whom Mr 
Arpaio, a Republican, claims to have got on well when she was governor of Arizona even though she is a 
Democrat. This month the department stripped Mr Arpaio’s deputies of their authority to make arrests in the field 
on behalf of federal immigration agents. But Mr Arpaio’s staff will continue to run immigration checks inside his 
jails.  

Mr Arpaio is defiant. He blames the liberal Obama administration for the move and asserts that, regardless, his 
deputies will continue arresting people—for cracked windshields, loose tailpipes or whatever—and checking their 
legal status under state laws afterwards. To his critics this attitude proves that the sheriff is running amok. Mr 
Arpaio is in his fifth term and enjoys stunning voter approval in polls, but Mr Gordon compares his practices to 
those of racist sheriffs in the Jim Crow South: “being elected doesn’t make it right.” 

There are also charges that Mr Arpaio employs McCarthyist tactics against his critics, intimidating and harassing 
county officials, legislators or journalists with bogus investigations and charges. One senior state legislator, a 
fellow Republican, says that “Arpaio is out of control” but is afraid to go on the record.  

Mr Arpaio, as is his wont, seems to gloat at such accusations. “Do I go after people? Yes,” he says. But “why are 
they concerned if they have nothing to hide?” In any case, he says, crime is down “not because of the mayor’s 
police” but “because I put all the illegals in jail. I come in here with my posse and my deputies and he doesn’t 
like that.” He believes he has 98% name recognition in the state and perhaps the country. “I could be governor, 
and everybody knows it,” he says.  
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The skin-and-bone business 
Oct 22nd 2009  
From The Economist print edition 

 
 
A gruesome tale from Raleigh 
 

 
AFTER silencing all-too-appropriate shouts of “butcher!” from the courtroom gallery, a federal judge in 
North Carolina earlier this month sentenced a man with the rather grisly job title of “human tissue broker” 
to eight years in prison for selling medically unsuitable bone, tendons and skin for transplant. The case 
has raised concerns about the safety of the American tissue donation industry, worth about $1 billion a 
year.  

Philip Guyett, 42, pleaded guilty last March to falsifying records so he could sell tissue from corpses that 
were, according to court documents, riddled with cancer or showed signs of intravenous drug use. He was, 
apparently, desperate for cash to save his struggling business. 

Corpses are big business. Tissues from a single body can fetch as much as $10,000 in America, where 
every year more than 1.3 million procedures using donated tissue are performed. The most common are 
knee reconstructions, spinal surgeries, hip replacements and dental work. Distinct from solid organs like 
hearts, lungs and kidneys, harvested tissues also include cartilage, ocular material, arteries and veins. 

The recovery and transplantation of organs tends to be highly controlled because organs, unlike tissue, 
have to be a perfect physical match, in good shape and handled with extreme care to have any hope of 
functioning in the recipient’s body. By contrast, bone can be stored for ages, ground into a paste and 
successfully used in a range of procedures on various people without regard to say, blood type. Federal 
law prohibits the selling of organs but not of human tissue. 

Although Mr Guyett got his bodies from funeral homes (he paid the directors to alert him of new arrivals), 
more reputable tissue businesses get their bodies from hospitals, which tend to keep better records and 
have better preservation facilities. The Food and Drug Administration regulates the country’s 2,000 human 
tissue harvesters but its resources permit only a few hundred inspections per year. Only a dozen states 
have their own rules regulating the business. 

The case is unpleasantly similar to one two years ago involving another tissue broker, this one from New 
Jersey, who also sold ineligibly old or diseased tissue including bone from the cancer-ravaged, 95-year-old 
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corpse of the British radio journalist Sir Alistair Cooke. Cindy Gordon, a spokesman for the non-profit 
Musculoskeletal Transplant Foundation, fears that disgusting cases like these two could put people off 
donating. 
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Certainly not our home for the free 
 

 
CAN Barack Obama meet his self-imposed deadline of closing the Guantánamo Bay detention camp by the 
end of January 2010? Congress is at last co-operating a little. On October 20th it passed a bill that for the 
first time allows detainees from the camp to be brought to the United States—but only to stand trial, 
mind, not to be released or even jailed there. To foreign governments, pressed to take detainees cleared 
for release by a task force including experts from America’s Justice, State and Defence Departments when 
America itself will not, this is hardly a brave step. 

Meanwhile, Mr Obama’s numbers still do not add up. Of the 241 detainees he inherited from the Bush 
administration, 221 are still stuck at Guantánamo, even though the task force has by now cleared more 
than 100 of them to go free. Some, including a group of 13 Chinese Uighurs, cannot be sent home for fear 
of ill-treatment there. The administration also fears that if it lets Yemen take back a big bunch of its 
nationals they would rejoin militant groups. But others, including Saudi Arabia, have been reluctant to 
take them and run that risk too. Of 19 inmates transferred abroad so far (one other inmate committed 
suicide), most have had to be found new homes in places from Belgium to Bermuda. 

But the Guantánamo 221 have not been sitting on their hands. More than 150 have filed habeas corpus 
suits in federal court, petitioning for release. Of 38 cases heard so far, eight inmates have been declared 
“lawfully held” and 30 have been ordered to be set free. These cases go to the top of the lengthy transfer 
list.  

The Supreme Court has added to the pressure by agreeing to consider arguments on behalf of the 
remaining Uighurs over whether the federal judges that ordered their release can order them released into 
the United States if others will not take them. Neither Congress nor the administration likes the idea of the 
courts making up the immigration rules. So hopes are pinned on Palau, a chain of sparsely populated 
islands in the western Pacific, which will take six of the remaining Uighurs and is in talks about the rest. 

Meanwhile Congress has passed a bill reforming military commissions, with stricter rules on admissible 
evidence (no harsh interrogation techniques, for example) and greater rights for defendants. But critics, 
including Human Rights Watch, a New York-based group, call this “substandard” justice, arguing that 
federal courts should be able to try all such cases. 

By mid-November five inmates alleged to be behind the 2001 attacks on New York and Washington, 
including the self-confessed mastermind, Khalid Sheikh Mohammed, will find out whether their trials will 
be heard by federal court or under the laws of war by military commission. So far more than 40 cases 
have been approved for trial in one place or another and the number may rise after a second look at hard 
cases. 
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Still stuck 



But that will still leave some tens of inmates deemed unsafe for release or trial. Most have already made 
moves to challenge their detention. If the courts accept they are held for good reason, Mr Obama still has 
to decide how to deal with them and where to put them. Not in America is the only clue so far.  

 
 

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



 
Belize and Lord Ashcroft  
 
Crossed lines in the Caribbean 
Oct 22nd 2009  
From The Economist print edition 

 
 
Belize’s prime minister is attacking one of Britain’s most powerful political figures 
 

 
AT THE end of August the prime minister of Belize, Dean Barrow, rushed through the nationalisation of his 
country’s dominant telecommunications company, Belize Telemedia. The following day a new, state-
appointed board was in control of the company. There were few dissenters. Only three of the six 
opposition members of the 31-seat lower house of parliament voted against.  

Mr Barrow is no Hugo Chávez. Unlike Venezuela’s president he is a pragmatist, not an ideological 
firebrand. When the dust settles, he wants to see the company privatised again, but with a more diverse 
and mainly local shareholding. “It is plain and simple, a special measure for a special case,” he told 
parliament.  

The nationalisation is being seen locally as an escalation in Mr Barrow’s longstanding dispute with Michael 
Ashcroft, the controversial deputy chairman of Britain’s opposition Conservatives and one of the party’s 
biggest donors. Lord Ashcroft, a British peer, spent part of his childhood in Belize and his interests there 
include Belize Bank, the country’s biggest. Belize may be a country, but Lord Ashcroft’s reputed fortune is 
more than six times the total assets of its Central Bank. 

The government hoped that the nationalisation would end a dispute over a series of sweetheart 
“accommodation agreements” signed by its predecessor, which Mr Barrow made public after the 2008 
elections. These guaranteed the telecoms company a 15% return on capital—any less and it could send 
the government a bill. In addition, the agreements limited competition and spared Telemedia from the 
supervision of the Public Utilities Commission. 

After Mr Barrow’s new government took office in February 2008, it sought to set aside these agreements. 
This triggered a flurry of legal actions in local courts, where the government has won several rulings, and 
arbitration in London, where it has lost. The awards in London against the Belizean government for 
repudiating the Telemedia agreement, and a second one with Belize Bank, totalled $41m—or more than 
10% of the country’s annual tax revenues. 

Shareholders’ compensation for the nationalisation of Telemedia also hinges on the validity of the 
sweetheart deal. Telemedia would be worth a lot more with a guaranteed 15% return and protection from 
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competition. A former chairman of the business, Dean Boyce, suggests a value of $300m, equal to about 
three-quarters of the government’s total annual revenue. Mr Barrow has spoken of half this figure. Either 
way, Belize faces having to pay sums of money that risk destabilising its economy and government. 

Mr Barrow rejects the Telemedia arbitration award. “As God is my witness I will never pay,” he says. Yet 
he may have to, or risk forfeiting Belizean assets abroad.  

What is not yet clear is who will benefit from any compensation. Mr Barrow talked in the nationalisation 
debate in the Belizean parliament of “acquiring the 94% or so of Telemedia that is controlled by the 
Ashcroft interests”. But Lord Ashcroft’s spokesman says that when Telemedia was nationalised its 
beneficial owners had for some years been the Hayward Charitable Belize Trust, which owns 72% of the 
shares, and BTL Employees Trust, with 22%. Lord Ashcroft, he insists, has had no “economic interest” in 
Telemedia since 2004.  

But it is not as simple as that. BCB Holdings Limited—a company listed on London’s AIM market that is 
chaired and majority-owned by Lord Ashcroft and whose subsidiaries include Belize Bank—features in the 
notes to Telemedia’s latest published accounts. Belize Bank was lender of $22m to Telemedia and held a 
first charge on some of the company’s properties and guarantees from its operating businesses. At the 
same time Telemedia owned $15.5m of bonds in BCB companies. And before the nationalisation, BCB 
Holdings Limited itself owned 2.5% of Telemedia—though this may have been on behalf of another, 
unnamed investor.  

It is certainly impossible to verify Mr Barrow’s claim that Telemedia was controlled by “Ashcroft interests”, 
because its former owners are so obscure. BTL Employees Trust comes under Belize law. Its trustees are 
Mr Boyce and Keith Arnold, another former Telemedia chairman who had signed the sweetheart 
agreements for the company. However the Communications Workers Union says its members have yet to 
enjoy any benefits and that it has not even seen the terms of the BTL Employees Trust. Hayward, formed 
in the Turks and Caicos and owner of almost three-quarters of Telemedia, is still more elusive. When 
asked by The Economist, Allen & Overy, Hayward’s lawyers, were unable to disclose the names of its 
trustees.  

In theory, there should be money to go around. Telemedia paid out cash and scrip dividends worth $34m 
in August 2007. For its part, Hayward says that it would first have to repay unspecified “debts” before 
giving any money to “social and charitable causes”—its stated purpose. In its sole available public 
statement, undated and on unheaded paper, Hayward vows that the nationalisation will be “tested 
through the courts” and that litigation “may last for several years”. Hayward’s lawyers want the litigation 
to be under Belize’s bilateral investment treaty with Britain. 

There is something in this for everyone to regret. Belize faces a call for hundreds of millions of dollars 
from obscure litigants. Lord Ashcroft, already under fire in Britain over his refusal to say where he pays his 
taxes, has been contradicted by Belize’s prime minister. Nationalisation may prise Telemedia open a little, 
but the full answer to the riddle lies in the records of the Hayward trust. It might as well be at the bottom 
of the Caribbean.  
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Drugs and violence in Rio  
 
The bottom line 
Oct 22nd 2009 | RIO DE JANEIRO  
From The Economist print edition 

 
 
Why a tight market for drugs may be contributing to recent violence 

ALL of Brazil’s big cities have a vigorous market in illegal drugs. If surveys of drug use are to be believed, 
consumption of cocaine, crack and cannabis per head in Rio de Janeiro is near the median when compared with 
other state capitals. So why is the city that has just won the 2016 Olympics so prone to paroxysms of drug 
violence, as seen on the weekend of October 17th-18th, in which about 25 people were killed (including three 
policemen), ten buses were set on fire and a police helicopter was shot down? 

 
The city is pockmarked by a history of bad government. Past mistakes include making accommodations with 
drug-dealing factions in the hope of keeping them peaceful. Rio’s police force is also part of the problem. Some of 
the weapons used by drug dealers are sold to them by the police, and officers still execute too many people on 
the spot rather than bother with prosecuting suspects, making favela-dwellers regard them as no more a source 
of justice than the drugs gangs. 

A further reason for Rio’s spectacular violence is that it has three large, competing drug factions, whereas in 
other big cities (including the largest, São Paulo) one gang is dominant. A recent study from Rio de Janeiro 
state’s government on the economics of the local drug business suggests that, because of this competition, far 
from living like characters in an MTV hip-hop video, Rio’s dealers are operating at “close to break-even”.  

Using a conservative estimate for total annual drugs sales in the city, of R$316m ($182m), the study reckons 
that after buying the product from wholesalers, employing a sales force and investing in capital (guns, mainly), 
Rio’s dealers make combined annual profits of R$27m ($15m). The wage structure within the factions appears to 
be surprisingly flat, far more so than in the American gang analysed in 2000 by two academics, Steven Levitt and 
Sudhir Venkatesh. Rio’s dealers seem to be an exception to Brazil’s national picture of unequal income 
distribution. 

Before the recent violence, some analysts had suggested that stretched finances were leading drug gangs to co-
operate in some operations. But the more standard response to this situation is to invade a neighbour’s turf. This 
is what happened on October 17th, when members of the Comando Vermelho poured into an area controlled by 
the Amigos dos Amigos, and the shooting started. 

With drug-peddling margins so tight, the gangs are looking to other revenue sources. Both they and the city’s 
illegal militias, which control other areas of Rio, are involved in the illicit provision of electricity and other utilities 
and also, increasingly, in politics. Around a dozen members of the city council appear to have been elected with 
the help of blocks of votes delivered by local strongmen. One councillor says it is not uncommon to see people 
walking around the council chamber with guns. The metal detector at its entrance was unplugged when your 
correspondent passed through it on October 20th. 
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Rio’s cops: part of the problem
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Canada's terrorism laws  
 
Dead certs 
Oct 22nd 2009 | OTTAWA  
From The Economist print edition 

 
 
One succeeds, another hits problems 

CANADA’S top judges have never been comfortable with the government’s use, since the attacks on 
September 11th 2001 in the United States, of “security certificates” to detain and expel, without disclosing 
evidence, non-citizens suspected of terrorism. In 2007 the Supreme Court declared this use of security 
certificates unconstitutional and gave the government a year to come up with something resembling a fair 
judicial process. In the eyes of the judges, it has not succeeded. (Britain’s judges have likewise had 
qualms about the government’s use of “control orders” to restrict terror suspects’ movements.)  

On October 14th a judge quashed a certificate against a Moroccan suspect issued under the revamped 
law, after government lawyers refused on grounds of national security to provide information the court 
had requested. Six days later another judge ordered Canada’s intelligence agency to hand over secret 
evidence it had used to obtain a security certificate against an Algerian man. Should the agency refuse, 
that certificate too is probably in doubt. Unless the government rewrites the law again, which the justice 
minister says it will not do, this particular tool is unusable. 

Fortunately, the government is having more success with another weapon in its counter-terror arsenal, 
the Anti-Terrorism Act passed in 2001. Mohammad Khawaja, the first person charged under the act, for 
his involvement in a bomb plot in Britain, was found guilty a year ago of financing and facilitating 
terrorism and sentenced to 10½ years in jail. 

On October 20th, as the judge was dealing the latest blow to the certificates in Ottawa, the sentencing 
process began in Toronto for Zakaria Amara, one of the “Toronto 18” arrested in the summer of 2006 and 
charged with various offences under the Anti-Terrorism Act, including plotting to behead the prime 
minister and blow up the CN Tower, in Toronto, and other buildings. Mr Amara pleaded guilty on October 
8th, the fourth member of the group to do so in the past two months (a youth deemed to have had 
peripheral involvement was convicted in 2008).  

When seven of the initial 18 were released early in the investigation, some Canadians wondered if this 
outrageous conspiracy was real, or fanciful. The five convictions secured so far have ended such talk. Six 
others await trial. Further underlining the seriousness of the plot, this week the court allowed the 
publication of video evidence gathered for the trial, including a clip Mr Amara recorded of himself 
successfully testing a bomb trigger activated by mobile phone.  

The setbacks the government encountered with the use of security certificates will probably prompt it to 
rely more on the Anti-Terrorism Act in future. That would be no bad thing, says Wesley Wark, a security 
specialist at the University of Toronto. Unlike security certificates, the act has survived legal challenges 
claiming it breached Canada’s Charter of Rights and Freedoms, he says, so convictions are less likely to be 
struck down by the senior court. 

This is not a government that admits its mistakes, so there will be no public repudiation of the certificate 
programme for use in catching terrorists. It will be quietly discarded. But that may not be the last 
Canadians hear of it. One of the former detainees has publicly mused about suing the government now 
that he is free. 
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Uruguay's elections  
 
The mystery behind Mujica's mask 
Oct 22nd 2009 | MONTEVIDEO  
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The ruling Broad Front’s flower-growing ex-revolutionary is well ahead in the presidential race. 
But how far left would he push Uruguay if elected? 
 

 
THE son of a dictator, neoliberalism’s booster-in-chief and a roly-poly former guerrilla, who, after 14 years 
in prison, grows flowers on a small farm and swears by vegetarianism. That is how some Uruguayans 
characterise the options they will face on October 25th when they choose a new president and Congress. 
The latest presidential polls show Pedro Bordaberry of the Colorado Party and the unfortunate family 
background trailing far behind Luis Alberto Lacalle of the centre-right National Party. In turn Mr Lacalle, 
who was president in 1990-95, trails the green-fingered José Mujica of the ruling, soft-left Broad Front 
coalition by 18 points. Weeks ago, a run-off between the two main candidates looked inevitable; now 
there is a chance Mr Mujica will win in one round.  

That is because the pool of undecided voters has swollen. Mr Lacalle has lost support since the primary 
elections in June. Uruguayans are a traditional, well-mannered bunch. Some have taken offence at the 
way Mr Lacalle refers to those claiming welfare benefits. Mr Mujica has also let his tongue slip, but has 
nevertheless retained his popularity. In a long interview published as a book, for instance, he calls 
Argentina “a nation of morons”—forgetting that without the votes of Uruguayans living in Argentina, his 
party would have faced a run-off in 2004. They could prove as influential this time. Such unpresidential 
comments may hurt him more in a second round, in which Mr Lacalle can expect the backing of the 
Colorados.  

Unlike previous elections during the country’s current period of democracy, this one is overshadowed by 
the success of the incumbent president rather than by his shortcomings. It is also the first in which the 
Broad Front—which had never won the presidency until 2004 but has gained roughly 1% of the vote each 
year for the past 20 years—can be judged on its record rather than its aspirations.  

In almost five years as president, Tabaré Vázquez, and his like-minded finance minister (until 2008), 
Danilo Astori, stuck to economic orthodoxy. As commodity prices soared and the economy recoiled from a 
recession in 2000-03, they tripled foreign investment, cut poverty and unemployment, cut public debt 
from 79% of GDP to 60% and kept inflation steady.  

Dr Vázquez is Uruguay’s first leader from a party not founded in 1836 (when its two main rivals were 
formed, not long after independence). He is an oncologist and has continued to work in a hospital each 
Tuesday throughout his presidency. His 61% approval rating vastly outstrips the popularity of the 
candidates for this election. Yet he has rejected calls to change the constitution so he can run for a 
consecutive term. As a result, Mr Mujica, whose political instincts sway far to the left of Dr Vázquez’s, has 
campaigned to appear as an extension of him; Mr Lacalle has tried to distance the two men. 
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How far left could Mr Mujica steer Uruguay? Not much. Trade unions, which already have too much power, 
may glean some more. But Uruguay’s president cannot issue decrees. All new laws must go through 
Congress. And should Mr Mujica win with comfortable majorities in both houses, as Mr Vázquez enjoyed, 
he will still be kept in check by the weird hotch-potch of stable and separate factions that compose the 
Broad Front, which have shown no sign of an overall leftist drift. These have forced modifications to 30% 
of the bills that entered Congress in the past five years—a telling figure compared to the average of 12% 
between 1985 and 2004, when no party held a clear majority, says Daniel Chasquetti of the University of 
the Republic in the capital, Montevideo. Mr Mujica has also promised to cede economic policy to the 
capable Mr Astori, his running-mate. Thus there seems little danger of Uruguay becoming a miniature 
version of Hugo Chávez’s Venezuela on the River Plate. 
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Seconds out, round two 
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Hamid Karzai is forced kicking and screaming into another electoral shambles 
 

 
RARELY has an announcement by a national leader been as grudging or as awkward as Hamid Karzai’s 
concession that Afghanistan’s presidential election should go to a second round. It took days of 
browbeating from Western diplomats—and a last-minute emergency turn round the gardens of the 
presidential palace with an American senator, John Kerry (in the centre above)—to persuade him to accept 
this outcome to the disputed first round.  

Foreign pressure on him became intense after an electoral watchdog ordered his initial vote tally of 55% 
to be slashed because of massive cheating on his behalf. Almost one-third of Mr Karzai’s 3.1m votes were 
fraudulent, according to an analysis by Democracy International, an American election-monitoring 
organisation. But Mr Karzai accepted none of that in front of the television cameras this week. Not only did 
he fail to acknowledge the scale of the fraud; he also claimed the election had been unfairly “defamed”, 
and hinted that the Electoral Complaints Commission (ECC), the United Nations-appointed body 
responsible for the fraud inquiry, would eventually face investigation itself. 

But his willingness to agree to a run-off against his closest competitor, Abdullah Abdullah, a former foreign 
minister, was good enough for America and its allies. They at once started gushing praise for what Gordon 
Brown, Britain’s prime minister, described as a “statesmanlike statement”. The relief followed days of 
worry that Mr Karzai would trigger a calamitous crisis by rejecting the ECC’s findings. 

Some in Kabul, however, failed to see why Mr Karzai should be lauded simply for agreeing to play by the 
rules—“It is like congratulating someone for going to prison,” said one diplomat. But Western leaders 
decided hypocrisy was a small price to pay. Otherwise their soldiers would be fighting for the sake of a 
rogue president who ignores the law and steals elections. 

Co-ordinating the cheerleading in Kabul, Mr Kerry praised Mr Karzai’s “genuine leadership”. Mr Kerry was 
in town as chairman of the Senate foreign-relations committee. He spent most of his time with Mr Karzai, 
who remained utterly convinced that he had won the vote on August 20th fair and square. The senator 
filled the gap left by the Richard Holbrooke, President Barack Obama’s special envoy to Afghanistan and 
Pakistan. He has not been seen in Kabul since having an argument with Mr Karzai just after the election. 
This has prompted rumours that the notoriously abrasive Mr Holbrooke has been told he is not welcome in 
Afghanistan. Still, Mr Kerry and others were also giving Mr Karzai a tough message. They warned him he 
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was risking making an enemy of America.  

This diplomatic push has kept Mr Karzai on side, and rescued, for the time being, an election so tainted 
that some argue it should be ditched altogether. Mr Karzai’s climbdown enabled Kai Eide (on the left 
above), who heads the UN mission in Afghanistan, and has been criticised for a soft approach on fraud, to 
claim the outcome “proved that the institutions worked”. 

That is partly true—the ECC, which has a majority of foreign commissioners and is outside the control of 
Mr Karzai, did manage to uncover massive fraud and whittle away the president’s majority (although 
some believe the actual scale of cheating is even higher). But it only did so against stiff opposition from 
Mr Karzai and the Independent Election Commission (IEC). This body, stuffed with Karzai appointees, 
ignored its own published safeguards on eliminating suspicious ballot boxes, in order to push the 
president’s preliminary vote above 50%. There is plenty of evidence that IEC staff working in polling 
stations were complicit in ballot-stuffing. The organisation, which will retain complete operational control 
over the second round, still denies the scale of cheating. Azizullah Ludin, its chairman, says first-round 
problems were due to poor security, conceding only that there had been “some fraud”. 

As things stand, the second round will take place with the same fundamental problems. The electoral 
register is pumped up by millions of illegal voter cards, and a rampant insurgency in large parts of the 
south is likely to depress turnout even more. Moreover, citizens are now deeply cynical about the scale of 
fraud, so many think it is not worth voting. Taliban violence during the first round underlined just how 
dangerous going to a polling-station can be. Nor will there be, as in the first round, provincial elections 
held on the same day to boost numbers. 

According to Democracy International just 4.3m legitimate votes (out of about 15m eligible voters) were 
cast in the first round. If turnout falls even slightly, the next president could struggle to get more than 2m 
votes. An early winter could further scupper the voting if snow cuts off valleys in the country’s 
mountainous areas. 

Perhaps the biggest problem is the IEC itself, a body regarded as so biased towards Mr Karzai and 
complicit in fraud that some analysts say there is no point in running another vote under its auspices. 
Martine van Bijlert, of the Afghanistan Analysts Network, a think-tank, says that without big changes, 
voters will feel that the outcome will be determined not by their votes but by the IEC. UN staff have called 
for hundreds of IEC officials, particularly those who turned a blind eye to fraud, to be sacked. But only the 
IEC can make such a decision. With just a fortnight before the election, it is impossible for proper reform 
to take place, particularly as the only man with the power to hire and fire its commissioners is Mr Karzai 
himself. 

The outlook for a successful second round is so bleak that most analysts believe it will in fact not take 
place at all. Some still cling to the hope that Mr Karzai and Dr Abdullah will make peace and form a 
coalition government, though both men have ruled this out. Or Dr Abdullah might withdraw in return for 
promises from Mr Karzai about enacting the constitutional reforms he wants, which would take power 
away from the presidency. That might indeed warrant praise as a piece of statesmanship. 
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South Waziristan  
 
There they go again 
Oct 22nd 2009 | DERA ISMAIL KHAN  
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War-weary refugees hope that this time the army finishes the job 

THIS time the signs are that Pakistan’s army means business in South 
Waziristan. Civilians, who have fled the ground offensive launched on 
October 17th in their tens of thousands, tell of intense aerial 
bombardment. Three previous campaigns against the Pakistani Taliban 
there since 2004 petered out. Either they were carried out half-heartedly, 
or bafflingly abandoned in the midst of battle. They left the obscurantist 
thugs in even firmer control of the region. Now the army seems 
determined to wrench it back. 

With journalists kept away from the fighting, and the two sides giving 
differing accounts, the progress of the campaign is not clear. But the size 
of the exodus from South Waziristan suggests fighting is intense. By the 
middle of this week over 17,500 now destitute families, an estimated 
128,000 individuals, had registered as displaced people with the authorities 
in the towns of Dera Ismail Khan and Tank.  

As further evidence that the army has at last decided to close down the 
terrorists’ haven for good, locals point to the huge scale of the troop 
mobilisation seen rumbling through on its way to South Waziristan. 
Moreover, the authorities have also tried hard to rid Dera Ismail Khan of the sectarian violence that 
usually plagues it.  

Pakistan’s international allies, as well as the terrorised locals, have long pressed for real action in a 
mountainous lawless area that had become a jihadist playground. Afghan insurgents, al-Qaeda 
commanders and Pakistani extremists have had their own fiefs. The army’s campaign, however, is not 
aimed at the anti-Western Taliban groups which are not at war with Pakistan. They operate from one half 
of South Waziristan and from North Waziristan, against foreign forces in Afghanistan. 

Rather, the target is the other half of South Waziristan, the part 
occupied by the fierce Mehsud tribe. It provides the base for the 
Tehrik-e-Taliban Pakistan (TTP), led by Hakimullah Mehsud, a 
bloodthirsty jihadist. Ahead of the operation, the TTP unleashed a 
12-day terrorist spree on Pakistan, killing at least 166 people in a 
wave of suicide-attacks and gun assaults. This week, extremists 
even attacked an Islamic university in Islamabad, killing eight, in a 
twin suicide-bomb blast that forced all educational institutions 
across Pakistan to close to allow time to beef up their security.  

Mehsud tribal leaders, almost all of whom have to live in exile from 
their homeland, are encouraged by the initial signs from the 
offensive. But they are wary of committing support to it. This week 
saw the failure of an attempt to convince the Mehsud chiefs to 
form a traditional militia to fight the Taliban. 

“For the Mehsuds, this country has become a jail, a danger to our 
children, a slaughtering house. It can no longer be called our 
home,” says one tribal elder, too afraid to allow his name to be 
printed. “From inside, everyone hopes for an operation, a real 
operation.” 

For weeks the Mehsud area had been sealed by the army, and Taliban positions pounded by jet fighters 
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and artillery. Some 30,000 Pakistani soldiers have now been thrown into the ground campaign. They are 
moving from three sides on the Taliban “capital” of Makeen in South Waziristan, from Razmak in the 
north, from Wana to the south-west and from Jandola to the south-east. By mid-week, the official toll, 
disputed by the Taliban, stood at 16 dead soldiers and 105 militants killed. 

 
More of a test than Swat 

The prospect of winter snows lends urgency. The aim is to finish the main part of the operation within six 
to eight weeks. But the terrain and the entrenchment of the enemy make it a formidable task compared 
with the anti-Taliban offensive in the Swat valley earlier this year. Even there, in far less inhospitable 
territory, it took more than ten weeks to clear the area.  

The Taliban are expected to use classic guerrilla tactics of fleeing into the mountains. From there they can 
then mount hit-and-run raids on an apparently victorious Pakistani army. To counter this tactic, the army 
would need to land large numbers of troops high in the mountains. But it seems doubtful that this has 
happened. Too few soldiers are involved in the operation and the country lacks troop-lifting helicopters. 

Some 200,000 Mehsud tribesmen are expected eventually to flee the fighting. The new arrivals are in a 
wretched state. Only those too poor to have left South Waziristan earlier are now coming out. Forming 
unruly queues at the registration centres set up for them, the bewildered refugees’ main complaints are 
directed against the government: for the bombing of their homeland and the lack of aid. Few have the 
courage to say anything critical about the Taliban. 

For one elderly man who arrived in Dera Ismail Khan this week from the Ladha area of South Waziristan, 
this is the fourth time he has had to flee his home because of fighting between the army and the Taliban. 
“We are fed up,” says the man, who goes by only one name, Hikmatullah, and has a beard dyed a 
traditional deep red with henna. “We have had to come out in summers and winters…Those with no 
money are still stuck in the mountains.” 

Food handouts and other relief supplies for the Mehsud refugees were stopped last month by the 
authorities, apparently out of concern that the aid was finding its way back to the Taliban. That aid was 
due to begin again this week. Unlike during the Swat campaign, the government has not set up camps to 
house the displaced people. So the extended families of the Mehsuds, those settled in Dera Ismail Khan 
and Tank, are left to house their kinsmen, cramming them into their homes. The army has a poor record 
of winning the hearts and minds of the Mehsuds. But if it can prove it is now determined to rout the 
Taliban, they might yet start to trust it and the government again.  
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Plus and minuses 
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A blow for garment workers, but not necessarily for the government 

ONE way Sri Lanka’s government has bolstered its support among 
the country’s ethnic-Sinhalese majority is by stoking anti-Western 
feelings. Now it has to try to persuade the European Union to 
retain a trade concession, while continuing to appear defiant. This 
week the European Commission adopted a report accusing Sri 
Lanka of flouting human-rights standards. It was held in breach of 
commitments made in return for duty-waivers for its exports under 
the “GSP Plus” scheme. The commission said it would consult 
member states on suspending the trade benefit, granted in 2005.  

This was no surprise. The EU has complained of violations, 
particularly during this year’s final stages of the war with Tamil 
Tiger rebels. Thousands of Tamils died in indiscriminate shelling. 
Over 250,000 displaced civilians still languish in camps with 
inadequate water, housing and sanitation. The EU made it known 
GSP Plus would not be extended beyond 2009 if its concerns were 
not addressed.  

This was denounced in Colombo as economic blackmail. The government rejected a probe into its 
eligibility, made no submissions to the investigation panel and refused entry to an EU team. But President 
Mahinda Rajapaksa, as popular for his rejection of “white supremacists” as for defeating the Tigers, is also 
grappling with the need to retain the European trade facility without compromising national pride.  

In September he appointed a four-member committee to lobby EU members. Its chairman, G. L. Peiris, 
told parliament this week that Sri Lanka was vehemently opposed to the use of GSP Plus as a weapon. But 
he also told The Economist that there was now likely to be “some development” in the speed of 
resettlement, “not because of any arm-twisting but because it is of great importance to us”. On October 
21st it was reported that more than 40,000 people were being resettled. 

The government is also under pressure from industrialists. In 2008 EU imports from Sri Lanka under the 
GSP Plus totalled €1.24 billion ($1.9 billion). Mr Peiris warns that many smaller garment factories may 
close if Sri Lanka loses the benefit, resulting in hundreds of thousands of job losses, particularly among 
rural women.  

Seemingly hoping to appear unaffected, the central bank denied in a statement that the loss of GSP Plus 
would have an adverse impact on Sri Lanka’s exports. Rohan Masokorala, chief executive of the Joint 
Apparel Association Forum, a trade lobby, urges the government to talk to the EU with a view to meeting 
it halfway. But in a rare move, the main opposition party, the UNP, often accused by Mr Rajapaksa of 
ratting to foreigners on domestic issues, offered to support the government in any way possible to secure 
an extension of EU trade benefits. The EU has had a political impact, if not quite the one it intended.  
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Japan's new government  
 
In that dawn 
Oct 22nd 2009 | TOKYO  
From The Economist print edition 

 
 
The DPJ’s excitable first weeks in office 

AFTER five weeks in power, the Democratic Party of Japan (DPJ) is 
still enjoying a honeymoon. The government’s approval rating 
stood at 73% in mid-October—only a tiny dip from the 75% it 
enjoyed when it took power in September. That followed a 
landslide election victory ending more than 50 years of nearly 
uninterrupted rule by the Liberal Democratic Party (LDP). The DPJ 
has put forward many popular changes. But it is also making 
people nervous. Some of its policies seem to turn back the clock 
on earlier reforms, dilute the DPJ’s campaign pledges or require 
especially forceful resolve to take on powerful, entrenched 
interests. 

Still, the small reforms have been potent. It named a gadfly 
activist on homelessness to a government commission. It said that 
long-term residents should be given the right to vote—a move 
aimed at Koreans and Taiwanese who may have lived in Japan for 
generations yet lack citizenship. It wants to let women keep their family names after marriage.  

Every day newspaper headlines trumpet the latest change—even before the Diet (parliament) opens on 
October 26th. The public likes it. Yet the bigger, more complicated changes are generating unease. On 
October 20th the government said it would reverse the privatisation of Japan Post. On the same day the 
finance minister, Hirohisa Fujii, said the government may need to back away from its commitment to cut 
spending, by issuing more debt to pay for stimulus measures and the budget. Taken together, the two 
statements expose the DPJ’s inconsistency.  

Postal privatisation, the hallmark of former prime minister Junichiro Koizumi’s tenure in 2001-06, is most 
contentious. Once a popular symbol of reform, it has since been demonised, as an example of how the 
cold wind of market forces hurts ordinary Japanese. The government said it will reunify the four 
businesses hived off under the previous policy—banking, insurance, delivery and offices—and postpone a 
planned sale of shares to the public.  

To supporters of privatisation, the post office has everything to do with politics and economics and little to 
do with the mail. It was a source of patronage for LDP politicians, by doling out lucrative jobs to people 
who could also help get out the vote. And it served as the government’s piggy bank: its banking and 
insurance assets total about ¥300 trillion ($3.3 trillion), around 70% of which is spent on government 
bonds to pay for pork-barrel projects. Splitting apart the units and introducing competition was meant to 
increase transparency, reduce misuse of the assets and improve service. 

Yet opponents of privatisation care most about the post offices themselves. Older Japanese regard post 
offices, which play a social function (postmen check up on old people, for example, and pick up their 
prescriptions), as a mark of civilisation. They are uncomfortable with the closures of smaller offices that 
business-minded reforms entail. Shizuka Kamei, the minister who led the effort to undo privatisation, 
wants post offices actually to expand into some of these activities, such as care for the elderly. 

The biggest problem for the DPJ—which aspires to fiscal conservatism—is the financial hole its government 
finds itself in. After vowing to curtail government spending, ministries put forward a record budget request 
of ¥95 trillion for 2010, surpassing this year’s ¥89 trillion. The huge sum includes the DPJ’s campaign 
pledges, such as assistance for families, the poor and the unemployed. Yukio Hatoyama, the prime 
minister, says he wants to cut it by ¥3 trillion or more during the budget negotiations that take place until 
December.  

  



The government aims to overhaul the budget process, by starting from scratch each year and scrutinising 
items, rather than rolling over previous budgets and blindly accepting the bureaucrats’ demands. Indeed, 
Mr Hatoyama already got his ministers to cut ¥3 trillion in “wasteful spending”—almost entirely from 
public-works projects—in the 2009 budget, to pay for some of the DPJ’s social policies.  

Yet the government is in a bind. As a result of the downturn, tax revenues this year may fall below ¥40 
trillion, far less than the expected ¥46 trillion. To plug the gap, Mr Fujii, the finance minister, said the 
government may sell more government bonds. But the DPJ had earlier vowed it would not issue more 
than the ¥44 trillion in new debt set by the previous LDP government. It may now surpass ¥50 trillion. In 
recent days bond prices have fallen and yields have risen in anticipation.  

Japan has little breathing space. It already has the highest debt-to-GDP ratio of any rich nation, 
approaching 200% of GDP (see chart above), and this is estimated to reach 250% by 2014. One-fifth of 
the annual budget is used to finance the debt. Interest rates are low—but if they rise, it will wreak fiscal 
havoc.  

The government faces in an acute form the dilemma confronting any reforming new government: how to 
maintain both popularity and principle. The party rode to power vowing to neuter the power of the 
bureaucracy. Returning the post office to government control goes down well with some voters but does 
the opposite. It promised fiscal conservatism. But this means it cannot afford its popular social policies. No 
wonder, that, for now, the Japanese people are enjoying the small changes.  
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Taiwan's jailed former president  
 
Looking for a loophole 
Oct 22nd 2009 | TAIPEI  
From The Economist print edition 

 
 
Did Taiwan leave its heart in San Francisco? 

BANGED up for life for corruption, a sentence against which he is 
appealing, Chen Shui-bian, Taiwan’s president in 2000-08, faces a new 
investigation. This time he is up for treason, a crime that can carry the 
death penalty. The bizarre charge springs from his own bizarre claim: that, 
during his tenure, he was an American agent. 

The thinking derives from a tiny band of fringe independence activists, now 
calling itself the Formosa Nation Legal Strategy Association. It argues that 
the San Francisco peace treaty, signed in 1951 to end the second world 
war, did not award sovereignty over Taiwan to either Communist China or 
the Republic of China, over which the remnants of China’s Nationalist 
party, the Kuomintang (KMT), still claimed to rule. The association insists 
the treaty overrides all subsequent agreements, and Taiwan is still the 
territory of Japan’s conqueror, the United States, its status comparable to 
that of Puerto Rico. Demanding American passport rights, the association’s 
precursor in 2006 sued America for failing to be a military occupier. After a 
Washington district court threw the case out, it went to the court of 
appeals, which in April ruled in favour of the American government. The 
association then set its sights on America’s Supreme Court.  

Mr Chen weighed in to back the association, claiming that, as president, he took orders from the 
Americans. After his sentencing in September he sued for his freedom in the United States Court of 
Appeals for the Armed Forces, proclaiming his innocence and arguing that America should intervene, as 
Taiwan was technically under its occupation.  

Mr Chen said he did this to clarify that Taiwan was separate from China. But local analysts said he 
desperately hoped to get out of jail. The former president announced that circumstances had forced him 
to reveal “the existence of the United States Military Government for Taiwan”. But the American appeals 
court declined the case in early October. The Supreme Court has also refused to consider the association’s 
case.  

The ruling KMT has made hay over Mr Chen’s outlandish claims, calling him “the bastard son of Uncle 
Sam”. The opposition Democratic Progressive Party, which Mr Chen used to lead, is embarrassed. It 
adamantly does not want Taiwan ruled by either China or America. But it is hard for it to turn on Mr Chen 
without alienating its own hardliners. 

Even without his “treason”, the outlook for Mr Chen looks grim. A court interpretation this month rejected 
the claim that a controversial switch of judges in his corruption case in December was unconstitutional. 
Last month Mr Chen received another indictment, over the alleged pocketing of money meant for foreign 
affairs. So far he is faring no better in America’s courts. But Jonathan Levy, his lawyer, says he is allowed 
to try again. Many think he will.  
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Indonesia's new cabinet  
 
Like the last lot 
Oct 22nd 2009 | JAKARTA  
From The Economist print edition 

 
 
More politicians than technocrats 

OPTIMISM abounded when Susilo Bambang Yudhoyono (pictured) was re-elected 
Indonesian president in July in a landslide. Analysts at home and abroad hoped he 
would use his strong mandate to appoint a more reform-minded cabinet for his 
second five-year term. No longer would the former general be beholden to venal 
political parties. Competent technocrats would take over to drive the nation on, 
lifting its annual growth rates from an average of 5-6% in his first term to his 
target of 7%. Boosting optimism, his Democratic Party had soared on his coat-
tails to become the biggest party in parliament.  

Mr Yudhoyono, however, has been reading a different script. Twenty out of the 37 
cabinet-level appointments the president announced on October 21st are from 
parties that have promised support in parliament. Hardly any of these are seen as 
experienced managers, let alone competent ones. A conspicuous number have no 
background relevant to their portfolios.  

Mercifully, Mr Yudhoyono has kept on some of the best technocrats from his first 
administration, such as Sri Mulyani Indrawati, who remains finance minister, and 
Mari Pangestu, the trade minister. And the vice-president, Boediono, a former 
finance minister and central-bank governor, is a respected reformer.  

There are also some promising new faces. Mustafa Abubakar, who successfully 
reformed the notoriously corrupt state logistics agency, becomes state-owned enterprises minister; and 
Gamawan Fauzi, a proven district and provincial administrator, is the new interior minister.  

Mr Yudhoyono has also created a “presidential delivery unit” to ensure his reform agenda maintains momentum. 
It is to be led by Kuntoro Mangkusubroto, a former energy minister, much admired for the successful 
reconstruction of Aceh, after the province in Sumatra was devastated by the 2004 tsunami. Mr Yudhoyono has 
also said he will appoint deputy ministers for the first time, though it is unclear how much power they will 
actually have.  

Other appointments, however, are harder to understand if competence and reform are the yardsticks. Purnomo 
Yusgiantoro, a poor mines and energy minister, has been moved to defence. And Mr Yudhoyono, who during the 
election campaign repeatedly acknowledged the weaknesses of the nation’s infrastructure and justice system, 
has retained his public-works minister and attorney-general.  

Some analysts say Mr Yudhoyono felt he had to make sure he would not be thwarted in parliament. But he has 
done that so emphatically—his coalition has 423 of the 560 seats—that he is now being accused of courting 
authoritarianism by neutralising the opposition.  

As in his first five years, the president looks as if he will rely on sound, strong, technocrat-led monetary and 
fiscal policy and hope it will translate into higher rates of growth. But that did not really happen in the more 
benign global environment of his first term, so it is hard to see why it should now. Simply muddling along in 
areas such as infrastructure, education, health, agriculture and mines and energy might keep Indonesia’s 
economic growth at present, respectable levels. But it is unlikely to help South-East Asia’s largest economy catch 
up with faster-growing China and India. With luck, the legacy of the Yudhoyono decade may be a strengthened 
democracy; it seems unlikely to be a transformed economy.  
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Australia's boat people  
 
Stay the bloody hell where you are 
Oct 22nd 2009 | SYDNEY  
From The Economist print edition 

 
 
The national phobia about boats from the north 

WHEN Kevin Rudd became Australia’s prime minister almost two years ago, many thought they had heard 
the last loud discords about asylum-seekers landing on Australia’s northern shores. But a recent increase 
in numbers of boat people has reignited the issue. This is straining Mr Rudd’s pledge to soften the former 
conservative government’s hard edge towards asylum-seekers. It is also testing Australia’s relations with 
Indonesia. 

In Jakarta this week for the inauguration of Susilo Bambang Yudhoyono, Mr Rudd persuaded Indonesia’s 
president to accept 78 Sri Lankans for processing in the country. Australian authorities had rescued them 
from a boat between Sumatra and Christmas Island, an Australian territory. A week earlier, to oblige Mr 
Rudd, Indonesia’s navy intercepted a boat with 250-odd Sri Lankans heading for Australia. Now moored in 
West Java, its passengers are refusing to disembark. Australia has now offered Indonesia more help to 
deal with boat people. 

In 2001 John Howard, Mr Rudd’s predecessor, exploited public anxieties about boat people when he 
ordered troops to board a Norwegian freighter, the Tampa, to stop it bringing 430 rescued asylum-seekers 
to Australia. His Labor government last year ditched other harsh Howard measures. Mr Rudd’s mantra is 
“tough but humane”. 

Now in opposition, Mr Howard’s old political allies are shrilly blaming Mr Rudd for the boats’ reappearance. 
A year ago only about 200 people were being held in immigration detention centres. By early this month 
there were 1,270, most on Christmas Island, where boat people are processed. Yet the rise also coincides 
with a growth of people fleeing conflicts in Afghanistan and Sri Lanka, which account for almost three-
quarters of Australia’s detainees. And the numbers are tiny compared with the 14,000 “unlawful non-
citizens” who, authorities say, melted into Australia in 2007-08 after arriving by air and overstaying visas. 

Nonetheless, Mr Rudd’s approaches to Indonesia have a populist impulse: the fears, long embedded in the 
Australian psyche, of swarms of arrivals in the country’s north. An opinion poll this month by the Lowy 
Institute, a Sydney-based think-tank, found 76% of people are concerned about asylum seekers coming 
to Australia by boat. 

Relations with Indonesia have rarely been better. But there is another sensitive issue: Australian police’s 
recent decision to reopen the case of the “Balibo Five”, Australia-based journalists whom Indonesian 
troops murdered during their invasion of East Timor 34 years ago. Winning Jakarta’s co-operation on both 
this, and clamping down on people smugglers may be tricky. 
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Banyan  
 
Hell on Earth 
Oct 22nd 2009  
From The Economist print edition 

 
 
The West still turns a blind eye to the world's most brutal and systematic abuse of human 
rights 
 

 
A SPRAWLING encampment of think-tankers, academics, hacks and policymakers earns a living outside 
North Korea’s walls. They pick over its nuclear intentions and the prospects for the diplomatic dance 
known as the six-party process, which is meant to persuade North Korea to give up its nukes for cash and 
security guarantees. The encampment needs something to live on. Since North Korea declared the six-
party talks dead in the spring, scraps have been meagre. So the North’s recent signals of a readiness to 
return to the forum, after talking to America first, come as a relief. This week a senior North Korean 
nuclear negotiator was on his way to America. The dance is starting up again, and the encampment is not 
short of views about what’s in store. 

Yet the focus on nukes comes at the cost of other things worth noting about North Korea. Human rights, 
for instance. In recent years the outlines of daily life, and the state’s miserable part in it, have become 
plain. First came the horror stories told by refugees in China escaping the famine from 1995-98 that killed 
600,000-1m people. A more detailed picture has since emerged from refugees now settled in South Korea, 
from aid-workers, diplomats and from satellite pictures which, among other things, map another form of 
encampment—the North’s gulag. 

So long out of sight, out of mind. Yet the emerging picture is horrendous, especially for ordinary people in 
the lesser cities and hardscrabble northern provinces. Take a slice of daily life from the bulletin of a South 
Korean aid outfit, Good Friends. It is plausibly consistent if unverifiable. Around Wonsan city, more than 
70% of residents survive on a corn porridge mixed with grass. In mountainous Kangwon province 
residents fear the biggest food shortage next spring since the “Arduous March” (ie, the famine). Much of 
the trouble lies with a campaign, called the “150-day battle”, just ended, to boost socialist production and 
turn North Korea into a “powerful nation” by 2012. It took farmers away from their plots. “We are being 
led to our deaths,” says one. 

In South Pyongan province farmers organise patrols to prevent grain theft. One confronted three soldiers 
attempting to steal corn. When a police officer was called in, the soldiers attacked him. In South 
Hamgyong province the government has run out of fuel for heavy machinery so residents have to move 
heavy rocks by hand. In South Pyongan province housewives complain about being forced to make gloves 
for dam-workers, send meat to the army and collect scrap metal. In Chungjin city the construction office 
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has been unable to feed its 550 employees for 16 months. The rate of absenteeism has reached a third. In 
a “labour-exertion drive” ten policemen enforce attendance. 

Experts do not predict another famine. But swathes of the population are struggling. The chief coping 
mechanisms are the informal markets and trading networks that sprang up to cope with the famine and 
the breakdown of the state food-distribution system. Private markets provide perhaps half of the calories 
North Koreans consume, and four-fifths of household income.  

The black markets are a response to state failure. Yet since 2005 the regime has cracked down on them. 
A groundbreaking report* this month for the East-West Centre in Hawaii, by Stephan Haggard and Marcus 
Noland, emphasises the central role the penal system has played in this. There are now many more labour 
camps for lower-level offences, including black-market activity, petty theft and even wandering the 
country in search of food. The new camps, with sentences typically under two years, have been grafted on 
to a system of longer-term penitentiaries. The most notorious of these are the concentration camps for 
“political” criminals. It is known that the state ranks the population by its loyalty to the dictator, Kim Jong 
Il, and about half are “wavering”. Some 150,000-200,000 political criminals (including whole families 
branded as counter-revolutionaries) are reckoned to be incarcerated in five huge camps. Many do not 
come out alive. 

Strikingly, former inmates of the lowest-level camps report witnessing as much brutality and deprivation 
as do those in the long-term camps, and sometimes more. Every one of those surveyed had witnessed 
forced starvation; three-quarters had seen executions; and half had seen death from torture or beatings. 
Arrest and sentencing are arbitrary. That helps maintain the regime, and, guess Mr Haggard and Mr 
Noland, gives those who run the penal system a tool for extortion. Market traders will pay bribes to be left 
alone. From nuclear top to black-market bottom, the state is one giant protection racket. 

 
Make North Korea virtuous. But not yet 

At some point the West will need to address its shame of not facing up to the abuse sooner and more 
viscerally. In the meantime President Barack Obama hardly sent the right message by taking eight 
months to appoint his special representative for human rights in North Korea. Still, the question is what to 
do about the place. Regime change is out of the question. Moreover, China, which has the greatest 
leverage over its neighbour, prizes the regime’s stability above even denuclearisation. South Korea 
officially espouses unification, but most citizens see the North as not just another country but another 
planet, one best left in its orbit. 

Some of the techniques that helped undermine the Soviet Union could help in North Korea. More could be 
spent on radio broadcasts that offer another reality to the state-manufactured one. Loyalty to the regime 
could be undermined in subtler ways, such as offering apparatchiks and the elite education abroad. But 
the grim reality is that the nuclear dance preoccupies American chiefs, precluding an overdue appraisal of 
the horrors the North Korean state metes out to its people.  

 
 

*“Repression and Punishment in North Korea: Survey Evidence of Prison Camp Experiences”  

 
Economist.com/blogs/banyan/ 

 
 
 

  

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



 
Nigeria's hopeful amnesty  
 
A chance to end the Delta rebellion 
Oct 22nd 2009 | PORT HARCOURT  
From The Economist print edition 

 
 
An amnesty for thousands of militants in the Niger Delta is raising hopes that reconciliation in 
the region may benefit the whole country 
 

 
IN HIS former life as leader of the self-styled Niger Delta People’s Volunteer Force, he was known as 
General Adenkunle. Now the gangly ex-guerrilla prefers to be called plain Prince Wisdom Amackree. His 
civilian name denotes his new status as one of thousands of militants who have accepted a Nigerian 
government amnesty and surrendered in exchange for a pardon, some cash and the prospect of a better 
life. The amnesty officially expired on October 4th. A fortnight later Mr Amackree and a hundred or so of 
his former foot-soldiers turned up at the Citizenship and Leadership Training Centre at Aluu, on the 
outskirts of Port Harcourt, the Delta’s biggest city, to start the next phase: classes on how to reintegrate 
into society. 

If this works, it will be a big turning-point for the oil-producing Delta region and for Nigeria as a whole. 
For six years dozens of heavily armed, well-organised groups have terrorised the creeks and jungle of the 
Delta, sabotaging oil production and kidnapping foreign oil workers. The fighters said they were acting on 
behalf of communities whose lands had been horribly polluted by oil spills, flaring and so on. The locals, 
they complained, were still among Africa’s sickest and poorest, reaping no benefit from the oil bonanza. 
These idealistic fighters were joined by petty criminals and gangsters who just wanted to make money out 
of kidnapping. 

The militants’ campaign of illegal oil-bunkering and blowing up pipelines severely disrupted the flow of oil 
from the big multinational producers, such as Royal Dutch Shell and Exxon Mobil. The Delta should 
produce about 3.6m barrels a day but output sank recently to 2.2m b/d and has dropped even further in 
the past. Angola has overtaken Nigeria as sub-Saharan Africa’s biggest producer, and Nigeria’s 
government has forfeited a huge chunk of tax revenue. The Delta insurgency has badly hurt Nigeria’s 
economy, Africa’s second largest, weakening the country’s claim to play a bigger role in global diplomacy 
and peacekeeping. 

Previous governments tried various schemes to end violence in the Delta. Two amnesties were offered, to 
little effect. But this one, under the aegis of President Umaru Yar’Adua, has so far been a lot more 
successful. Since it started on August 6th, many more have surrendered and given up their arms than 
anyone expected. After a slow start, there was a sudden rush as the deadline approached.  

In Rivers state, the heart of the insurgency, about 5,000 gave themselves up in the few days before the 
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deadline expired, bringing the total in that state to 6,000-plus. In next-door Bayelsa state, even more 
have surrendered. In the Delta’s other five main states, several thousand have come in. So the grand 
total may exceed 15,000. 

No one knows how many militants are still in the creeks but Nigerian officials optimistically claim that 
these numbers mean “the end of the insurgency”. Hundreds of thousands of rounds of ammunition have 
been handed in, along with heavy machineguns and grenade-launchers. In Bayelsa some 18 boats were 
brought in. 

In exchange, the federal government has promised an “unconditional pardon” for past crimes. It is also 
paying the militants a daily food allowance worth 1,500 naira ($10) and a monthly stipend of 20,000 
naira. The militants have also been promised retraining and education. Many of Mr Amackree’s boys want 
to resume careers as welders, lorry-drivers and engineers; he says he was once a “self-employed 
businessman dealing in petroleum products”. Some dropped out of the University of Port Harcourt to join 
the militants. One, who was studying gas engineering, says he would like to work for the oil companies he 
used to attack. All say that they expect the government to help them learn new skills or resume studies. 

The amnesty’s local co-ordinator, Bestman Nwoka, is trying to 
ensure this happens, so he is organising the centre at Aluu to 
receive thousands more former militants. They will sleep four to a 
room, be well fed, attend classes and even get psychiatric 
counselling, he says. They will be able to watch football matches 
on a big television screen. Chelsea v Arsenal, says Mr Nwoka, will 
“take their minds off evil”. 

President Yar’Adua’s direct involvement, with personal pledges to 
the people of the Delta, was a big factor in persuading the 
militants to come back onside. About two weeks ago several of the 
surrendering rebel leaders were flown to the capital, Abuja, where 
the president himself told them of his development plans for the 
Delta. The main roads, for example, are muddy potholed tracks 
that are symbols of the region’s decay and neglect. One of the 
worst is the virtually impassable “East-West Highway” that slithers 
almost past the door of the centre at Aluu. If all goes well, it should become a four-lane, all-weather road. 

The government is also pushing a bill through the national assembly to allocate more oil revenue directly 
to villages in the Delta, bypassing the notoriously corrupt local-government authorities. Squeezing more 
money out of foreign oil companies is also popular. 

But the government will have to act fast to prove its good faith. Similar promises have been broken 
several times before. Roads, electricity and hospitals promised by the previous president, Olusegun 
Obasanjo, never materialised. Mr Yar’Adua has a rare chance to follow up the amnesty’s success by 
helping the militants to make new lives. Some have stayed in their camps, waiting to see if the 
government is as good as its word. Prince Wisdom speaks for many thousands when he says that 
“absence of fulfilling the promises may lead the people back to the creeks.” 
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Somalia's embattled Christians  
 
Almost expunged 
Oct 22nd 2009 | NAIROBI  
From The Economist print edition 

 
 
Even Somalia’s supposedly moderate government is loth to protect them 

WHERE is the hardest place in the world to be a Christian citizen? North 
Korea, perhaps? Saudi Arabia? Try Somalia. There are thought to be no 
more than a thousand Christians in a resident population of 8m people, 
with perhaps a few thousand more in the diaspora. The Islamist Shabab 
militia, which controls most of southern Somalia, is dedicated to hunting 
them down.  

Christian men attend mosques on Fridays, so as not to arouse suspicion. 
Bibles are kept hidden. There are no public meetings, let alone a church. 
Catholic churches and cemeteries have been destroyed. The last nuns in 
the smashed capital, Mogadishu, were chased out in 2007. The year 
before, an elderly nun working in a hospital there was murdered. The only 
Christian believers left are local Somalis.  

Catching and killing them is useful propaganda for the Shabab, not least for indoctrinating its young 
fighters and suicide-bombers in the belief that America, Britain, Italy, the Vatican, along with Ethiopia and 
Kenya, are all “crusaders” trying to convert Somalis to Christianity. The UN lurks nefariously behind. 
Israel, of course, is also doing its bit to undermine Islam. 

The shaky transitional government led by Sheikh Sharif Ahmed, whose writ runs weakly across the 
territory the Shabab does not yet run, is unlikely to speak up for any of its citizens caught with a bible. 
Though professing moderation, he promotes a version of sharia law whereby every citizen of Somalia is 
born a Muslim and anyone who converts to another religion is guilty of apostasy, which is punishable by 
death.  

Every month several Somalis are killed for being Christian. Sometimes that is just a label that the jihadists 
stick on people they suspect of working for Ethiopian intelligence. But many are simple believers. 
According to Somali sources and Christian groups monitoring Somalia from abroad, at least 13 members 
of underground churches have been killed in the past few months. Most were Mennonites, evangelised by 
missionaries on the Juba river in southern Somalia. They include a 46-year-old woman shot dead near the 
town of Jilib after a Swahili-language bible was found in her shack; a 69-year-old man killed near a port 
south of Mogadishu after Shabab fighters found 25 Somali bibles in a bag he was carrying; and two boys, 
aged 11 and 12, who were beheaded by the Shabab after their father refused to divulge information about 
an underground church. Hundreds of Somalis may have been killed for being Christian since the Shabab 
arose in 2005.  

Such atrocities—and reports that the Koran has been read over the victims even at the point of their 
beheading—are upsetting evangelical Christians in America. Mr Ahmed’s government sorely needs money 
to shore itself up. But if he fails even to hint that Christians should be tolerated, he may find America’s 
Congress increasingly loth to help bail him out. 
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Botswana's impatient president  
 
Diamonds are not for ever 
Oct 22nd 2009 | GABORONE  
From The Economist print edition 

 
 
Ian Khama, newly re-elected as president, wants to shake things up 

THE inauguration of the leader of the world’s biggest diamond-producer 
after a landslide election victory was by no means a glittering affair. There 
was a bit of bunting in blue, white and black, Botswana’s national colours; 
a mounted guard in plumed pith-helmets, incongruous relics of the 
country’s British colonial past; no visiting foreign dignitaries, no banquet, 
no alcohol; some scantily clad youngsters, who sang and danced; and a 
couple of short speeches, all over in barely an hour.  

Plainly, with Botswana sunk into its first recession since independence in 
1966, President Ian Khama wanted nothing fancy. In any case, the smartly 
dressed 56-year-old bachelor and former army commander is a teetotaller 
who has never been fond of socialising. Indeed, he decided, after taking 
over the presidency last year from the retiring Festus Mogae, to slap a 
30% tax on alcohol and severely curtailed opening hours for bars. This 
helped earn him a reputation for being a disciplinarian with an 
authoritarian streak, perhaps even a low regard for civil liberties. 

In the run-up to the parliamentary election on October 16th, parts of 
Botswana’s outspokenly free press relentlessly criticised the son of the country’s revered first president, 
Sir Seretse Khama, accusing him of riding roughshod over some of the state’s democratic institutions and 
of seeking to become a quasi-military dictator. They also cast aspersions on a powerful new intelligence 
agency and queried a dozen unexplained extra-judicial killings by security forces in the past year. 

So loud were such complaints that some began to wonder if Mr Khama’s Botswana Democratic Party, in 
power for 43 years on the trot, might even lose its absolute majority in parliament. Instead, it slightly 
raised its share of the vote to 54% and its tally of seats by one, to 45 out of a possible 57. Opposition 
parties got 11 seats between them.  

Given the economic gloom and public feuding in the ruling party, it was a thumping endorsement of Mr 
Khama and his rigorous style of government based on what he calls his four “Ds”—democracy, dignity, 
development and discipline—to which he has now added a fifth: delivery.  

That is timely. Though Transparency International, a Germany-based watchdog, ranks Botswana Africa’s 
least corrupt country, the gap between policy and implementation is often big. Too many civil servants 
and managers are incompetent and lazy. Trained at Britain’s military academy at Sandhurst, Mr Khama 
wants to shake his compatriots out of the torpid complacency induced, he thinks, by Botswana’s diamond-
driven rise in wealth. 

When diamonds were discovered in 1967, a year after independence, Botswana was among the ten 
poorest countries in the world. Now, because it supplies 22% of the world’s total output (in value) of 
rough diamonds, it is a middle-income country with a GDP of nearly $14,000 a head at purchasing-power 
parity. Diamonds produced by Debswana, a joint venture between Botswana’s government and De Beers, 
the world’s biggest rough-diamond trading company, account for a third of the country’s GDP, half of its 
public spending and three-quarters of its foreign earnings. 

At least it did until the global economic crisis hit the diamond market. In past times of falling demand, De 
Beers used to stockpile its gems to keep prices up. But this was ruled an illegal antitrust practice. Now it 
simply stops digging, in effect stockpiling the gems underground. Between January and May, Debswana 
shut all four of its Botswana mines. This year’s output is likely to be 40% down, hugely shrinking profits 
($1.7 billion last year) and public revenues.
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Khama isn’t satisfied



Botswana used to have the world’s fastest-growing economy, expanding at an average rate of 10% a year 
between 1975 and 2000 before slowing to a still perky 5-6% in the past decade. But this year the World 
Bank expects it to shrivel by as much as 10%, though Keith Jefferis, head of Econsult, a Botswana-based 
consultancy, predicts a smaller contraction of around 6% before rebounding next year. Botswana’s non-
mining sectors have so far been quite resilient. But Mr Jefferis reckons that the really jolly times may be 
over.  

Botswana has long been held up as one of Africa’s stablest, most prosperous and best-governed 
democracies. In a good-governance index issued this month by the Mo Ibrahim Foundation, it came top of 
Africa’s mainland countries (it was pipped by three island states). It is also deemed one of Africa’s lowest 
credit risks. But a rare spell of economic and even political turbulence may beckon as Mr Khama seeks to 
enforce his values of hard work, discipline, self-reliance and accountability on a country that must wake 
up to the reality that its diamonds are not for ever. 

At present output, Botswana’s diamond deposits may run out by 2030. The government has talked for 
decades about diversifying the economy, but little has been done. So Mr Khama is promoting commercial 
farming and safari tourism in Botswana’s vast expanses of game-filled pristine bush. But it will be hard to 
create a diverse economy on a large scale in a country of just 2m people. Mr Khama knows that time is 
running out. Hence his impatience to get the country moving in a new direction—and the readiness of his 
critics, plainly still a minority, to accuse him of being authoritarian.  
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Iraq's fragile security  
 
Jangling nerves 
Oct 22nd 2009 | BAGHDAD  
From The Economist print edition 

 
 
As the Americans prepare to go and an election looms, anxiety is rising again 

THE outlook remains far rosier than two years ago. Violence has dropped to the level of a few months 
after the American invasion in 2003. Voters are likely to turn out in large numbers for a general election 
scheduled for January 16th. So far, the main electoral alliances are being drawn from across the sectarian 
spectrum. It has yet to be determined whether Iraq will be Islamist, federal or centralised in character and 
constitution. But most politicians seem sincere in insisting that this will be decided by parliament and not 
by force. The insurgents are too weak to overthrow the newly emerging order. They control no swathes of 
Iraq, as they once did. There are some dangerous areas, but the Iraqi forces can go more or less where 
they please. 

Even so, the continuing presence of 120,000 American soldiers still underpins security, though they 
stopped patrolling the streets in July. But Barack Obama this week reassured Iraq’s prime minister, Nuri 
al-Maliki, who was visiting Washington, that all American combat troops would be out by the end of next 
August and that all troops would have left by the end of 2011.  

Many American officers are worried, however, that the relative lull will not last, especially as the election 
campaign hots up. Insurgents, some of them tied to al-Qaeda, have carried out some hideous suicide-
bomb atrocities recently. They may increase their efforts immediately before, during and after the poll. 
“There is no question al-Qaeda is working against a successful election,” says General Raymond Odierno, 
America’s senior commander. “By launching attacks, they hope to undermine people’s faith in the 
institutions of the government of Iraq.” 

They may single out the State of Law alliance led by Mr Maliki, who claims the credit for Iraq’s improved 
security. If the insurgents manage to create strife between the Muslim sects, Shias and Sunnis may be 
provoked into ditching non-sectarian alliances and falling back on sectarian loyalties. The continuing 
failure of Iraq’s parliament to agree to a new electoral law that would allow voters to plump for individual 
candidates rather than party lists is another cause of tension, especially since the Kurds and Arabs cannot 
agree on how the election should be held in the disputed city and province of Kirkuk. 

In any event, the post-electoral phase is bound to be fraught. None of the competing alliances is likely to 
win an outright majority, so lengthy and ill-tempered horse-trading is likely to ensue, perhaps—judged on 
past form—for as long as three months. Despite an extensive monitoring system that has been set up and 
staffed by foreigners and Iraqis, allegations of fraud are likely to worsen matters.  

General Odierno hopes to speed up the withdrawal of troops once the poll is over, with 70,000 soldiers to 
be sent home by the end of August. Will the remaining 50,000 be able to hold the ring if fighting increases 
or breaks out between groups now edgily at peace with each other? 

Peace is shakiest along the “trigger line” that runs between the Kurdish and Sunni Arab areas in the north-
east. Insurgents are trying to provoke both sides. The Iraqi army has claimed some success in containing 
them in and around Mosul, the country’s bloodiest city. But the most urgent need is to reconcile Arabs and 
Kurds. The Americans have been trying to build confidence by setting up joint Arab-Kurdish military 
patrols along the border between the two groups. But the initiative has stalled.  

Another worrying area is Anbar province, to the west of Baghdad. Once an insurgent hotbed, it has been 
fairly calm for the past two years. But in the past fortnight it has got bloodier again. On October 17th 
insurgents blew up a big bridge on the main road to Syria and Jordan. 

In 2007 the Americans persuaded Anbar’s Sunni tribes to set up a self-defence movement known as the 
Awakening and turn against al-Qaeda. “The deals we made, are they sticking?” asks a senior American 
officer nervously. So far, 23,000 members of the Awakening have joined the Iraqi security forces; another 
15,000 have been absorbed into the civil service. They do not always get paid on time. But so far the 

  



arrangement has held up. 

In general, the Iraqi security forces, under American tutelage, are improving. But it is unclear how 
sincerely Iraq’s new officer class is promoting reconciliation and democracy. An American officer has noted 
that “the military culture of the Baathist-Soviet model under Saddam Hussein remains entrenched and will 
not change.” 
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Turkey's tantalising television  
 
Happy Arabs, outraged Israelis 
Oct 22nd 2009  
From The Economist print edition 

 
 
Turkey is selling its televisual wares all over the region 

BAD vibrations between Turkey and Israel have been worsened by a series 
on one of Turkey’s state-run television channels showing Israeli soldiers 
shooting Palestinian babies in a place that looks like Gaza. Yet anti-Jewish 
propaganda has long been a staple of a popular series called “Valley of the 
Wolves”. In a recent episode two Turkish scientists on the verge of building 
weapons that Turkey usually buys from Israel get bumped off by Kurds on 
Israel’s payroll. 

But it is unfettered romance rather than Jew-bashing that is catching the 
imagination of millions of Arab viewers. Particularly alluring is a soap opera 
called “Noor” that has been dubbed in Arabic and was broadcast last year 
by a pan-Arab, Saudi-owned satellite network, MBC. Starring an 
emancipated woman and a blue-eyed blonde former male model, “Noor” 
has been credited with a recent surge in Arab tourists to Turkey. Many 
head straight for a Bosporus villa (now rented by tour operators) where the 
drama was filmed. 

Yet the marital bliss portrayed in “Noor” is said to have prompted a rash of 
divorces in the Arab world, as female viewers compare their own husbands 
to the hero, Muhannad, who washes up the dishes. In Jordan a man is said to have dumped his wife after 
he caught her with Muhannad’s picture on her mobile phone. In Syria another did the same when his wife 
apparently said, “I want to sleep with Muhannad for just one night and then die.” 

All of this has prompted Saudi Arabia’s grand mufti to call for a boycott of the Turkish series, which he 
called “evil”. But MBC is unfazed. It has snapped up the rights to a score of other Turkish television 
dramas.  
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Nuclear talks with Iran  
 
Deal or no deal? 
Oct 22nd 2009  
From The Economist print edition 

 
 
And still no end to Iran’s nuclear story 

IRAN doesn’t usually do deadlines. It has been evading them in the seven years since an opposition group 
first outed its extensive covert nuclear programme, despite five UN Security Council resolutions that have 
told it to halt its suspect nuclear work. Yet after talks that ended in Vienna on October 21st, Iran and the 
three countries trying to strike a side-deal over new fuel for a Tehran-based nuclear reactor were told by 
Mohamed ElBaradei, outgoing chief of the UN’s nuclear guardian, that they had just two days to take his 
draft agreement or leave it. 

As The Economist went to press it was unclear whether Iran would accept or haggle over the deal, which 
would keep in operation a research reactor that makes medical isotopes. Meanwhile, after a three- week 
delay at Iran’s insistence, UN nuclear inspectors were due to visit a uranium-enrichment plant which until 
recently had been concealed. It is built deep in a mountainside on a military compound near the city of 
Qom.  

The reactor-fuel plan, originally an American idea, would involve putting 1,200kg of Iran’s low-enriched 
uranium from the stockpile it has been accumulating at its main enrichment plant at Natanz into the 
custody of the International Atomic Energy Agency (IAEA), the UN’s watchdog, by the end of the year. 
The agency would get it to Russia by mid-January for further enrichment; reactors like the one in Tehran 
run on uranium fuel that is enriched to 19.75%, rather than under 5%, the level needed for civilian power 
reactors that Iran has mastered thus far. From there the uranium would go to France for fabrication into 
fuel rods, then eventually back to Iran, starting in December 2010, in time to keep the Tehran reactor 
going.  

France’s foreign minister, Bernard Kouchner, had insisted the uranium, about 75% of Iran’s production so 
far, be got out of the country by the end of the year in a single batch, rather than in dribs over months. 
While the enrichment machines at Natanz keep spinning, that would still only temporarily deplete Iran’s 
reserves. These are by now sufficient to produce about one bomb’s-worth of uranium, though only if re-
enriched to about 90%. But the deal would deprive Iran of any justification for enriching to higher levels 
itself.  

Iran had wanted to exclude France from the deal. That was “either clueless or malign”, suggested a 
Western official. Apart from America, which supplied the Tehran reactor in the 1960s, only France and 
Argentina can make the right fuel rods. Argentina refuses to be involved, as Iran has appointed as defence 
minister an official it holds responsible for an atrocity in 1994, when a Jewish community centre in 
Argentina was blown up, killing more than 80 people. 

If the deal comes off, it could yet prove one small confidence-building step in the much bigger row over 
Iran’s ultimate nuclear ambitions. But Iran has shown little interest in taking the right steps at Qom or 
elsewhere needed to build confidence in its intentions and end that stand-off. 

Inspectors need more than a look at Qom’s machinery. They require access to documents and people too. 
But Iran has refused such co-operation elsewhere. Nor will it answer questions about activities that have 
little rationale except for bomb-building. And it is dragging its feet over a next date for wider talks with 
America, three European governments, Russia and China, who are trying to divine its real nuclear intent.  
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France, Germany and the European Union  
 
Future dreaming 
Oct 22nd 2009 | BERLIN AND PARIS  
From The Economist print edition 

 
 
French hopes for new Franco-German leadership in Europe may yet founder on disagreements 
about policies and priorities 
 

 
TO MOST people, the prospect of an end to the European Union’s institutional navel-gazing is welcome. 
Once the Czech holdouts ratify the Lisbon treaty, goes the line, there should be no new grand schemes. 
Yet this is not how things are seen in France. Indeed, the French have been laying the ground for their 
next big idea: a deepening of the Franco-German axis to entrench their dual leadership and make Europe 
“one of the principal players of the 21st century”. 

In a speech to his ambassadors in August, President Nicolas Sarkozy declared that he wanted “Europe 
once again to make history instead of enduring it”. His model was “Franco-German understanding” built 
on his friendship with Angela Merkel, the German chancellor. His Europe minister, Pierre Lellouche, is 
zealously spreading the message. “More than ever, the relationship between France and Germany will 
form the heart of what I would call the third phase of post-war European history,” he recently wrote in Le 
Monde. 

The French are not suggesting a new EU treaty, but they have plenty of other wheezes. The celebration 
with Germany of the 20th anniversary of the fall of the Berlin Wall next month may make up for François 
Mitterrand’s lack of support for German unification. The French want a joint commemoration of Armistice 
Day on November 11th. There is talk of marking the 50th anniversary in 2013 of the Elysée treaty on 
Franco-German co-operation. 

Plenty of policy ideas are being kicked around as well. The French want to persuade the Germans to back 
a new industrial strategy to promote European champions, a common investment in clean technology, a 
European plan for energy independence, greater tax co-ordination and more. They see common ground in 
opposition to Turkish membership of the EU, as well as reform of laissez-faire capitalism. There is talk of a 
joint Franco-German government minister. Mr Lellouche has asked his team to prepare “a new Franco-
German agenda for Europe”, ahead of a joint cabinet meeting before the end of the year. “In the new 
European configuration,” he said last month, “the Franco-German relationship will be central, because only 
it combines both political will and the capacity to push grands projets forward.” 
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There are many impulses behind this new Gallic offensive. One is Europe’s changing politics. The French 
realise that the British are likely to be unhelpful friends if the Eurosceptical Conservatives win the election 
next spring. “David Cameron makes Maggie Thatcher look like a veritable federalist,” comments one 
aghast French politician. At the same time, the re-election of Ms Merkel at the head of a centre-right 
coalition, instead of her former unity government with the Social Democrats, boosts French hopes of a 
more decisive German government. 

Another factor is the view that, when the French and the Germans agree, Europe makes its voice heard. 
The French list the G20 agreements to curb bank bonuses, strengthen bank capitalisation and squeeze tax 
havens as examples.  

 
No bridge across the Rhine 

As it happens, Mr Sarkozy, never an instinctive Germanophile, got off to a fractious start with Ms Merkel, 
falling out over French plans for a Mediterranean Union; and it took time for Ms Merkel to get used to Mr 
Sarkozy’s tactile chumminess. But Mr Sarkozy knows he cannot impose his ideas on Europe. Early on he 
spotted a chance to use the anti-capitalist mood against the “Anglo-Saxons”, and sought an ally. “There 
has been a spectacular conceptual rapprochement between Merkel and Sarkozy,” insists a French official.  

Yet across the Rhine the preference is for plodding progress rather than grands projets. The German 
foreign ministry recently held a one-day meeting to discuss relations with France, but there was little 
debate about Mr Lellouche’s proposals. After all, there is still no new German government in place. The 
Social Democratic foreign minister, Frank-Walter Steinmeier, will go, but his successor, almost certainly 
Guido Westerwelle of the Free Democratic Party, has not yet arrived. If Mr Lellouche “honestly wanted his 
proposal to happen, he wouldn’t have launched it in an article in Le Monde,” noted one Berlin-based 
observer of Franco-German relations.  

Nor is a new golden age likely when Ms Merkel and Mr Westerwelle take office. The EU’s biggest member 
has acquired a reputation for looking after itself—whether over saving the Opel carmaker or over euro-
area bank rescues. Mr Westerwelle’s party will be charier of an activist industrial policy than were the 
Social Democrats. 

Germany has other foreign-policy priorities besides France, such as improved relations with Poland and 
other central European countries. On nuclear power and Turkish membership of the EU, Ms Merkel’s new 
government is closer to French positions, although even here agreement may be elusive. It will keep 
nuclear-power stations open longer, but the two countries may not agree on a lot else over the EU’s 
energy policy. Nor is it clear that Ms Merkel will want to obstruct membership negotiations with Turkey.  

Economic issues may be no easier. Germany’s new balanced-budget amendment to its constitution will 
force it to pursue a tight fiscal policy, unless the coalition circumvents it to permit tax cuts. France, on the 
other hand, plans to grow out of its deficit at a leisurely pace. Differences in debt and competitiveness will 
make it harder to manage the euro area. Germany will preach thrift and reforms to boost competitiveness. 
But if it just lectures its partners rather than co-ordinating policies, it risks aggravating tensions within the 
euro group rather than alleviating them.  

Nor is there yet a Franco-German agreement on how to take the EU forward after Lisbon. A ruling in the 
summer by Germany’s constitutional court means the government must consult the legislature more often 
about EU initiatives. It is not clear if Germany means to give the EU greater scope for action or treat it, as 
many others do, as the mere servant of national governments. There is no sign of a bilateral deal on the 
allocation of the senior jobs being created by Lisbon.  

The French are not starry-eyed. They know they are heading for possible rows over deficit-cutting. On 
industrial matters, the two countries often compete. The French are not happy that German trains, not 
French ones, will run on the soon-to-open high-speed link between Moscow and St Petersburg, nor that 
Siemens is pulling out of its nuclear joint venture with Areva. And the French are not blind to the need for 
other ties in Europe. They still hope to draw the British into a common European defence policy, even 
under a Conservative government. It is far harder for two countries to steer an EU of 27 members than 
one of 12. Yet the French expect the most from Germany—and it is not clear they will get much. 
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Eastern Europe's media woes  
 
Shut up or be sued 
Oct 22nd 2009  
From The Economist print edition 

 
 
Media freedom is under threat across eastern Europe 

NO MORE criminal defamation. Last month the Romanian 
parliament repealed a dormant law making defamation a crime 
punishable by up to three years in prison. Scrapping it is a rare 
victory for free speech in a region where too many politicians still 
like to meddle in the media—and too many bad laws make it easy 
for them.  

The 2009 World Press Freedom index, compiled by Reporters 
Without Borders, a media watchdog, rates most eastern EU 
members a lot worse this year than in 2008 (see table). Slovenia 
sharpened its defamation law, extending criminal liability from 
reporters to publishers and editors. In July prosecutors charged a 
Finnish journalist who had quoted unnamed sources alleging that 
Janez Jansa, a former prime minister, took bribes. In August a 
gagging order was placed on a Slovene newspaper that wrote 
about an Italian businessman. 

Other cases include a journalist who was fined €700 ($1,044) for 
reporting on a meeting between a lobbyist and a member of the 
president’s staff in the Czech Republic; criminal-libel charges 
against three journalists in Poland, one of whom got a suspended 
prison sentence; a €14,000 fine on a Bulgarian weekly for publishing a reader’s letter accusing a politician 
of corruption; and a €31,000 damages award against a Slovak newspaper that called the president of the 
supreme court, Stefan Harabin, “arrogant”. (Mr Harabin has collected more than €180,000 from such 
actions.) 

Prosecutions are often unnecessary, as tough libel and secrecy laws deter the reporting of stories in the 
first place, says Zsofi Meszaros, deputy editor of Index, a Hungarian online newspaper. Official-secrecy 
laws deter not only officials from leaking secrets but also journalists from publishing them. Both the laws 
and their application create a harsher regime than that prevailing across most of western Europe. Miklos 
Haraszti, a media-watcher at the Organisation for Security and Co-operation in Europe, a human-rights 
watchdog, says the difference is huge: “The iron curtain is still there.” 

Defamation laws protect ideas, too. In 2007 the League of Polish Families, a now-defunct right-wing 
political party, sued El País, a Spanish daily, after it accused Poland of racism and homophobia. It used a 
law that punishes “defaming the Polish nation” with up to three years in prison. In 2008 charges were filed 
against 571 Slovene journalists who protested against political pressure on the media, for damaging 
Slovenia’s international reputation. Neither case went far. 

Other laws impose onerous obligations on editors. In 2008 the Slovak parliament introduced one to 
guarantee the subject of a story the right of reply, of the same length and prominence as the original, 
even if its facts were correct. A hangover from Polish martial law gives sources “authorisation”, meaning 
the right to review, edit and retract their own quotes, up to the moment of publication. The Romanian 
senate even passed a law to mandate good news reporting in half the media’s daily coverage, but it was 
squashed by a court. 

A bigger worry is political meddling. A report in 2008 by the Open Society Institute, a group financed by 
George Soros, accused governments of trying to restore control over public broadcasters, especially in 
Poland, Romania, Slovakia and Lithuania, by appointing loyalists to boards. Less direct interference, such 
as leaning on state-owned companies to withhold advertisements from newspapers, puts editorial 
independence under attack in the private media as well, says Marc Gruber of the European Federation of 

  



Journalists.  

Admittedly, western Europe has its own press curbs, such as Britain’s stringent (and costly) libel laws. 
Italy is hardly a beacon of media freedom. And the climate farther east, in the former Soviet Union, is far 
chillier—as it is in Turkey. That said, media freedom in the new EU members is a lot flimsier than it should 
be. 
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Turkey and the Kurds  
 
Return of the natives 
Oct 22nd 2009 | ANKARA  
From The Economist print edition 

 
 
A trickle back of PKK terrorists may herald a lasting peace 

“DON’T waste time, come back!” The call by Recep Tayyip Erdogan, 
Turkey’s prime minister, to rebels of the Kurdistan Workers’ Party (PKK) 
this week sounded like an invitation to a party. And a party it was when 
tens of thousands of ululating Kurds flocked to the Iraqi border on October 
19th to greet 34 PKK fighters and their sympathisers, who gave 
themselves up in a gesture that may bring peace. (Five of the fighters 
were arrested but later released on the orders of a judge.) The move 
comes after a year of secret talks between Turkey, America, the Iraqi 
Kurds who control the mountainous territory in which the fighters have 
been based, and probably the PKK itself. 

Plans to give an amnesty to PKK fighters who stand aside from the terrorist 
group’s vicious 25-year-old war have long been opposed by Turkey’s 
hawkish generals. Hoping to bully Turkey into recognising their quasi-
independent state, the Iraqi Kurds let the rebels roam free. But the 
impending withdrawal of American troops and the risk of spiralling ethnic 
and sectarian violence in Iraq has concentrated minds. 

The Turks and the Iraqi Kurds are setting aside their quarrels. Turkey now 
imports oil from Iraqi Kurdish fields. It plans to open its first consulate in 
Erbil, the regional capital. In exchange, the Iraqi Kurds are squeezing the PKK. An Iraqi Kurdish satellite-
television channel, Kurd Stat, even carries Turkish-language news broadcasts. The PKK is feeling 
increasingly isolated. Scenting an opportunity, Abdullah Ocalan, the imprisoned PKK leader, has appealed 
to more of his men to return. The government may yet reward Mr Ocalan, who has spent a decade in 
solitary confinement in an island prison near Istanbul, with some cell-mates and a television set.  

All of this chimes with Mr Erdogan’s broader Kurdish overture: an assortment of measures that are 
intended to satisfy the Turkish Kurds’ demands for more political and cultural freedoms. More were listed 
in a letter that was carried by the repatriated rebels. They include an immediate end to the army’s 
operations and a new Turkish constitution that recognises the Kurdish identity. Predictably, Turkey’s 
opposition leaders have cried treason. The PKK was not surrendering to the government but the other way 
round, fumed Deniz Baykal, leader of the Republican People’s Party. 

Although most Turks support the government’s initiative, many share the opposition’s suspicions that the 
PKK is engaged in salami tactics that may lead to the dismemberment of Turkey. Reckless talk of “going 
our own way” by hotheads in the pro-Kurdish Democratic Society Party has not helped. But the distrust is 
mutual. Some Kurds worry that, having lured the rebels down from the mountains, Turkey will return to 
its old repressive ways. That seems unlikely. Turkey’s chief of staff, Ilker Basbug, has repeatedly asserted 
that military means alone cannot solve the Kurdish problem. As somebody who served in the 
predominantly Kurdish south-east of Turkey, he should know. 
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Silvio Berlusconi and Italy's judges  
 
Injudicious 
Oct 22nd 2009 | ROME  
From The Economist print edition 

 
 
The prime minister’s worrying plans to promote judicial reform in Italy 

DON’T get mad, get even. After Italy’s constitutional court had thwarted his efforts to make himself 
immune from prosecution, Silvio Berlusconi certainly got mad. But the Italian prime minister gradually 
simmered down—and has now turned his attention to how to get even. 

In Mr Berlusconi’s telling, he is the victim of a plot by communists in the judiciary, particularly in Milan, 
where he has repeatedly been put on trial (but never definitively convicted). The constitutional court, he 
declared, had “in effect, said to the red judges of Milan: ‘reopen the manhunt’.” Shifting metaphors, he 
said it was time “to take the bull by the horns and reopen the constitution”. This can be done either with a 
two-thirds parliamentary majority, or by getting a reform passed by a simple majority and then approved 
in a referendum. “If we have the numbers to do it in parliament, fine. If not, we’ll do it by recourse to the 
voters in the most democratic and orderly way possible,” Mr Berlusconi said on October 16th. 

There are two reasons why he would want to tamper with the republic’s founding charter. One is to 
restore his immunity, which the judges decided was at odds with the existing constitution; the other is to 
exert greater government influence over the judiciary. Either way (and the options are not mutually 
exclusive), this would be an unprecedented assault on Italy’s post-war legal order. 

Mr Berlusconi tries to give his plan a veneer of credibility by averring that, since parliamentary immunity 
was abolished in Italy in 1993 (Berlusconi restored it for himself and three other office-holders last year), 
“it has been the judges and not the members of the public who have decided who can and cannot 
continue to govern the country.” This is nonsense: Mr Berlusconi has been elected thrice since then. 

Italy’s courts plainly need reform. Trials are slow and cumbersome. This has been to Mr Berlusconi’s 
advantage over the years and none of his legal reforms have, as their main objective, the speeding up of 
justice (although one measure, removing the prosecutions’ right to appeal a judgment, will help in some 
cases). 

The subtler danger is that the leader’s private agenda is diverting his government from addressing other 
problems that also need fixing—from the economy to the welfare system and labour market—but are not 
getting ministerial attention or parliamentary time. Consider the fate of a recent proposal by the respected 
governor of the Bank of Italy, Mario Draghi. In a speech intended as a wake-up call to the government, he 
argued for raising the age at which Italians left work. Mr Berlusconi replied that the issue would “soon be 
on the government’s agenda”. But a few hours later he changed course, saying that what was in the offing 
was merely “consideration” of the idea. 

The most glaring omission is economic liberalisation. Under the influence of its finance minister, Giulio 
Tremonti, the government is distancing itself from free-market ideas. On October 19th he appalled some 
colleagues by praising permanent employment contracts and saying he did not prize labour mobility or 
flexibility. But he promptly won the prime minister’s backing. The incident pointed to a central problem: 
that the government lacks an agreed economic philosophy, so co-ordination across departments is 
hampered and policymaking is inconsistent. The government risks losing its way. Without a compass, 
travellers often do.  
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Serbia's busy foreign policy  
 
Better troublesome than dull 
Oct 22nd 2009 | BELGRADE  
From The Economist print edition 

 
 
Some Balkan diplomacy matters more than usual just at present 

Correction to this article 

SERBIA seems to have a foreign policy on steroids. Vuk Jeremic, its 34-year-old foreign minister, says 
that he spent 700 hours in the air last year, almost two hours a day. He is not the only one travelling. In 
the past two weeks alone, Carl Bildt, Sweden’s foreign minister, Toomas Ilves, Estonia’s president, and 
(on October 20th) Dmitry Medvedev, Russia’s president, have all visited Belgrade. Turkey’s president, 
Abdullah Gul, will follow shortly. For a relatively small Balkan country, Serbia is getting a surprising 
amount of attention. 

That is in large part because of Kosovo. Since he became foreign minister in May 2007, Mr Jeremic has 
been circling the globe, first to head off the province’s independence and, when that failed, trying to 
dissuade countries from recognising it. He has been partially successful. Sixty-two countries have 
recognised Kosovo since it declared independence in February 2008, but more have backed Serbia in its 
request to refer the declaration to the International Court of Justice for a ruling. They include Russia, 
China and even Spain, which is the next country to hold the European Union’s rotating presidency. 

Serbian diplomatic activity goes beyond agitating against Kosovo’s independence. In May Joe Biden, the 
American vice-president, came to Belgrade, sealing a bilateral rapprochement. America led NATO’s 78-day 
bombing of Serbia in 1999; but since 2006 Ohio’s national guard has been helping to train the Serbian 
army. In July Serbia’s president, Boris Tadic, made a bid to host the 50th anniversary summit of the Non-
Aligned Movement in 2011. In August he went to China and then Libya, where Serbian soldiers joined a 
parade to celebrate the 40th anniversary of Muammar Qaddafi’s revolution.  

Mr Tadic says that Serbian foreign policy rests on four pillars: the United States, Russia, China and the EU. 
Mr Jeremic adds two more, the non-aligned countries and Serbia’s neighbourhood. “The EU is our central 
strategic priority,” he says, “but not the only one.” 

Predrag Simic, a foreign-policy analyst at Belgrade University, argues that the latest burst of energy is 
partly spurred by “Euro-pessimism”. Serbia’s failure to arrest Ratko Mladic, a Bosnian Serb general 
indicted for genocide, has infuriated the Netherlands, which stopped the implementation of an EU 
association agreement that Serbia signed in 2008. Serbia is not a formal candidate to join the EU, so it is 
not obliged to align its policies with the club. But since it wants to apply by the end of the year, according 
to Mr Jeremic, it also cannot afford to alienate Brussels too much. 

In the meantime, all this diplomatic activity is bearing some fruit. Braca Grubacic, a political commentator, 
notes that a recession-hit government is desperate to raise money. Serbia hopes to export half a billion 
euros of military equipment this year. The Chinese have pledged to invest €200m ($300m) in a new 
bridge for Belgrade. This week Mr Medvedev agreed to a $1 billion loan on favourable terms. And the 
diplomacy seems to be making both Mr Tadic and his government more popular at home—at least if 
recent polling data are to be believed. The government is even hoping (if not expecting) for a compromise 
that can break its EU stalemate. 

Unsurprisingly, Serbia’s active diplomacy does not get rave reviews in Kosovo. Veton Surroi, a veteran 
foreign-policy maker, says that Serbia gets both attention and rewards (such as visa-free travel to the EU 
from the start of 2010) only because it is an awkward customer. Serbia has influence over Serb-populated 
parts of Kosovo and is using it to discredit forthcoming local elections. The Americans and the EU also 
need Mr Tadic to put pressure on the Bosnian Serbs to break Bosnia’s seemingly endless existential crisis 
(see article). If Serbia were not troublesome, Mr Surroi maintains, it would be merely dull. 

 

  



Correction: we originally wrote that Dmitry Medvedev had agreed to a €1 billion loan to Serbia. We meant $1 billion. This was corrected on 
October 23rd 2009. 
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Worries over Bosnia  
 
Balkan scheming 
Oct 22nd 2009 | BANJA LUKA AND SARAJEVO  
From The Economist print edition 

 
 
Efforts to hold Bosnia together have repercussions as far afield as Afghanistan 

BOSNIA, scream some hysterical headlines, is on the brink of a 
new war. It is not. But it is deeply troubled. This month has seen 
the highest level diplomacy since the end of the war in 1995, in an 
attempt to break a deadlock that has paralysed its government for 
three years. The initial omens are not good. Unless a deal is struck 
soon, notes Zlatko Lagumdzija, an opposition leader, everyone can 
forget about serious change until after next year’s elections.  

The Dayton accords, which ended the Bosnian war, formalised the 
division of the country into two parts: a Serb entity and a 
federation of Croats and Bosniaks (Bosnian Muslims). Until 2006 
the country was slowly becoming more functional. But since then 
progress has halted; the two entities cannot agree, for example, 
on who should own state property. Bosniaks in Sarajevo want a 
more centralised state. Serbs in Banja Luka want more autonomy, 
or even full independence. The European Union wants to shut the 
office of the high representative, a sort of governor-generalship, 
whose power has anyway more or less evaporated. But American 
diplomats are resisting this, arguing that Bosnia could fall apart without foreign oversight.  

In such a poisonous atmosphere the Europeans and Americans are trying to persuade the Bosnians to 
agree to modest constitutional changes. In exchange they are being tempted with the offer of visa-free 
travel to most EU countries, candidate status for the EU and full NATO membership. The talks have been 
personally presided over by Carl Bildt, the Swedish foreign minister, whose country holds the EU’s rotating 
presidency and who served as the first high representative in Bosnia. The other hosts include Jim 
Steinberg, America’s deputy secretary of state, who was also a figure in the Dayton talks, and Olli Rehn, 
the EU’s enlargement commissioner.  

Because of the stakes for Bosnia, and the seniority of those involved, Mr Lagumdzija suggests it will be 
impossible to declare failure. So when the talks ended on October 21st, a new process was duly 
announced. Discreetly, corruption allegations against Bosnian leaders may be used to prod them into 
compromise. What Bosnians may not realise is the importance of the talks for at least some prominent 
Americans. That is because Richard Holbrooke, the American diplomat who brokered the Dayton deal, is 
now America’s special envoy for Afghanistan. If nation-building cannot work in Bosnia, say his critics, then 
why waste more blood and treasure in Afghanistan?  
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Charlemagne  
 
A single-market celebration 
Oct 22nd 2009  
From The Economist print edition 

 
 
For all the gloom about Europe's single market, it remains an admirable project 
 

 
THERE are two ways of looking at the saga of Opel, the European carmaker being sold by General Motors 
with the help of some €4.5 billion ($6.7 billion) in German state aid. The first, gloomy view is that the 
Germans have mounted a shocking assault on the principles of the European Union’s single market—and, 
worse, have got away with it.  

During a sale process overshadowed by electoral politics, the German government openly favoured a 
consortium involving Magna International, an Austro-Canadian car-parts maker; Sberbank, Russia’s 
largest retail bank; and GAZ, Russia’s second-largest carmaker. The dodgy industrial logic of Magna’s 
plan, which would keep open all four Opel factories in Germany but trim production at more efficient ones 
in Spain, was, alas, electoral catnip to German politicians. They duly nodded and winked that they would 
hand over the cash only if Magna won.  

Yet the EU’s state-aid rules forbid members from engaging in such subsidy wars. On October 16th the 
competition commissioner, Neelie Kroes, announced in effect that she had proof of cheating. Ms Kroes, a 
tough Dutchwoman, said there were “significant indications” that aid promised to Opel was conditional on 
Magna buying the firm, and on business plans that set out where future production would be based. She 
invited Germany to pledge that its money would be available to any investor. The government in Berlin 
issued a letter saying just this. 

To many, the commission intervention looked terribly late. Rival bidders walked away long ago. European 
governments that had demanded a probe of the Opel deal, notably Britain’s, have now negotiated side 
deals with Magna to preserve jobs at home. And the commission could have done a lot more. A “smoking 
gun” was found among the 300 pages of papers delivered by the German government, making explicit 
references to Magna’s success being a precondition for German state aid. That would normally be enough 
to launch a formal state-aid investigation. Under EU rules, governments can subsidise jobs for specific, 
narrow purposes: eg, they can assist a firm to move to an economically depressed region, in return for 
pledges to create jobs that must last a given number of years. Moreover, during the credit crunch, 
governments may offer help to firms unable to raise capital by themselves. But governments making 
loans may not push firms towards mergers or investments for political reasons. Opel was supposed to 
make a purely commercial decision on its buyer.
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Ask EU officials why Germany is not facing a full-scale probe, and they talk of the need for urgency. Push 
Opel’s sale into legal limbo and factories could start to close, or the firm could collapse. That would help 
nobody, say the Eurocrats. In any case, Germany has had to clarify that its state aid would be equally 
available to any investor with a decent business plan. That, it is being said, sets a valuable precedent for 
the future. 

This is a reasonable argument, but it is also an uncomfortably political one, given that EU competition 
watchdogs are supposed to be ferocious guardians of the rules, immune to lobbying. An analogy springs to 
mind. Renaissance popes used to annul the marriages of Catholic monarchs on technical grounds. Such 
annulments left the pope’s authority intact and preserved the sanctity of marriage, at least in theory. Yet 
in truth, everybody knew a temporal ruler had been given special treatment. Has Germany dealt such a 
blow to the sanctity of the single market? 

That question leads to a second, more charitable view of the Opel saga. The EU’s single market may be 
under attack (and it is also incomplete). But it is still an authentic miracle of free-market liberalism. Just 
consider the charges in the Opel case: that the German government wanted to spend taxpayers’ money to 
keep carmaking jobs in Germany, when it ought to have extended its support equally to Opel plants in 
Spain, Belgium, Hungary or Britain. That is an astonishingly liberal rule. Try telling Congress it cannot 
favour carmakers in America when doling out American money, or ordering Japan, Russia, South Korea, 
India and China to extend state aid to the neighbours on equal terms. 

 
Those amazingly liberal Europeans 

Europe’s single market needs defending chiefly because it is so ambitious. It is true that too many 
European governments hand out too much state aid (Germany is among the biggest offenders). Some 
European leaders also like to lash out at globalisation. But the truth is that the EU’s eastward enlargement 
brought globalisation inside the borders of the single market. EU carmakers produce lots of cars in places 
like Slovenia or Slovakia, especially the small cars that are a European speciality. To that extent, the 
liberal argument for the single market is won. 

This does not mean backsliding is not a menace. Banks are an immediate headache. In the coming 
months the commission will have to demand the restructuring of huge banks that have been given huge 
sums of public money in places as varied as Britain, Belgium, Germany and the Netherlands. A different 
free-trade fight looms with France, which is pushing for a “carbon tax” to be imposed at Europe’s borders, 
though the details are unclear. Some French sources say their plan would involve highly polluting foreign 
steelmakers, for example, having to buy EU carbon-emissions credits. On October 16th President Nicolas 
Sarkozy mysteriously vowed that an EU carbon tax would mean that “at last, imports will pay for our 
social model.” 

Europe’s liberal project—to dismantle barriers to the free movement of people, goods, services and 
capital—needs work, as the shabby tale of Opel shows. But it is a great project that has so far survived 
the economic crisis, as the Opel case also shows. Europe cannot afford complacency. Yet Europeans 
should be proud of what they are trying to build. 

 
 

Economist.com/blogs/charlemagne/ 
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Poor whites  
 
On the edge 
Oct 22nd 2009 | BIRMINGHAM  
From The Economist print edition 

 
 
Why some communities feel frozen out and powerless 
 

 
POVERTY, Sally Cole knows, has a smell. Ms Cole, who works for the residents’ association of the Castle 
Vale estate on the eastern edge of Birmingham, remembers how she used to scent the damp from 
people’s council homes when they walked into her office. Heating was so bad that they would put their 
children to bed in their clothes. These days the estate is transformed, thanks to £270m ($450m) from the 
government, which razed most of the tower blocks in favour of homelier buildings and a new library. The 
only complaints, Ms Cole says, are about rubbish and dog-poo. 

Although it is part of a city that, within the next couple of decades, will be more than half black and Asian, 
over 90% of Castle Vale’s residents are white. Some would prefer it to stay that way. Though open racism 
has been dwindling in Britain, competition for jobs and state resources makes some whites grumble that 
they are taking second place. This is nothing new, but a recent rise in support for the British National 
Party (BNP), a far-right group whose policies include paying non-whites to go “home” to Africa or Asia, has 
rung alarm bells. The party’s success in June, when it won two seats in the European Parliament and one 
in the London Assembly, has opened doors: Nick Griffin, its leader, was due to appear on the BBC’s 
“Question Time” programme on October 22nd. 

Few believe that the 1m people who voted for the BNP agree with everything Mr Griffin, a former 
Holocaust-denier, has to say. But there is a scramble to investigate disaffection among white voters. 
Think-tanks used to studying ethnic minorities are now preparing papers on whites. The government is 
looking at them too: a plan to help “traditional communities”, announced on October 14th, sounded like 
an ethnic initiative but was aimed at poor white neighbourhoods. 

White discontent is a puzzle, because white Britons are much better off than others. About a fifth of white 
children are classified as poor; the figure runs from a quarter among Caribbeans and Indians to more than 
half among Pakistanis and Bangladeshis. Whites earn more than others and employment rates are higher. 
And they still benefit from discrimination: job applications from people with African- or Asian-sounding 
names are turned down more often than English-sounding ones, according to a survey published this 
week. 

Some white successes look less certain on closer scrutiny. Though 
white children in general do better than most minorities at school, 
poor ones come bottom of the league (see chart). Even black 
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Caribbean boys, the subject of any number of initiatives, do better 
at GCSEs, the exams that pupils take at 16 or so. And the high 
rate of employment (rather than self-employment) among whites 
can be a burden: in Birmingham the closure of factories making 
everything from Rover cars to HP sauce has left white (and 
Caribbean) men in a fix. 

 
Where pizza-deliverers fear to tread 

But the biggest white grievance is housing. The government’s 
annual Citizenship Survey asks people if they think their ethnicity 
counts against them in getting access to public services. Whites 
are relaxed—except in housing, where 24% say their race holds 
them back. In 2001 only 15% thought so. 

That is unsurprising: it has indeed become harder for whites to get 
council houses. The stock has shrunk, thanks to the introduction in 
the 1980s of the “right to buy”, which transformed many council 
homes into private ones. In 1982 more than a third of British 
houses were council-owned; 20 years later 14% were. To cope with the scarcity, councils have scrapped 
old rules rewarding applicants with a “local connection” in favour of a regime based on need, including 
poverty and the number of children. There is no racial bias, but the upshot is that young whites can no 
longer expect to move into their own place on the estate where they grew up. 

Housing allocation may have caused another, unforeseen problem. Many traditionally white estates, such 
as Castle Vale, are out-of-town settlements built to cope with slum clearances after the war. Non-whites 
were left with high-rise blocks and private rental units in the inner city, which at the time were less 
desirable.  

Not so today. Most outlying estates have not had Castle Vale’s makeover. Many are shabby and a long 
way from shops, jobs and power. Frankley, an estate that lies at the end of an infrequent 40-minute bus 
ride south from Birmingham, is one. “Here feels so far away from the power base,” complains Andy Ross, 
a community worker who recently lost a colleague after an unexpected edict from city hall unilaterally 
deployed him elsewhere. 

Frankley has had a particularly rough time, straddling the 
boundary between Birmingham and a neighbouring council. 
Squabbles over who is responsible for drains, street lighting and 
other services mean that, sometimes, work goes undone. Ray 
Goodwin, who works for Birmingham Settlement, a local charity, 
says that these slip-ups leave gaps for the BNP. “Someone will 
come round and take your rubbish away, or mend your fence. The 
next time he knocks it’s to ask for your vote,” he says. Frankley is 
not alone in feeling cut-off: national polling shows that whites feel 
less in control of their communities and country than any other 
ethnic group (see chart). 

The government has traditionally focused on inner cities, where 
ethnic tensions are worst. It may be time to look more carefully at 
the edges. One recent government project, recruiting local leaders 
to calm tensions before they exploded, was rolled out only in 
Birmingham’s inner wards. It has taken an outside donor, the 
Barrow Cadbury Trust, to reproduce it in outlying areas such as 
Frankley and Castle Vale. Alex Fenton, a Cambridge academic 
working for the trust, thinks policymakers have focused too 
exclusively on the centre. “Most battle-hardened urban economists know the names of inner-city areas, 
but a lot of these peripheral estates are not so well known and not so well researched,” he says. Time to 
get studying.  
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Bankers' bonuses  
 
Moral outrage 
Oct 22nd 2009  
From The Economist print edition 

 
 
It needs more than indignation to put brakes on bankers’ pay 
 

 
LORD MYNERS, the City minister, is allegedly worth £30m ($47m). He is an unlikely tribune of the people. 
Yet he has been sounding off, more vociferously than his colleagues, about “unacceptable” pay deals for 
bankers. Derivatives traders are not footballers with unique talents and “should not be paid as though 
they are”, he said last month. More recently he has railed against “market failure”, accusing big clients of 
investment banks of not challenging the fees and margins they are charged. The crisis does not seem to 
have affected the way bankers are rewarded. Lack of transparency makes them seem the more villainous. 
“The nation is angry about this. I’m angry,” says Lord Myners. 

But such attempts at moral suasion are not working, and those in authority seem reluctant to do more. 
“We are not an incomes regulator,” says Hector Sants, chief executive of the Financial Services Authority 
(FSA). The watchdog’s only sanction is to demand more regulatory capital from those banks whose pay 
policies appear to be putting their firms at greater risk. 

The Treasury could influence matters at RBS and Lloyds Banking Group, two big banks in which it has 
substantial shareholdings, but is reluctant to micromanage. There was not a murmur when RBS hired a 
head trader for a rumoured £7m in total. The government worries that any attack on bankers’ pay could 
drive financiers offshore, depriving the exchequer of much revenue. City bonuses, which dropped from 
£10 billion in 2007 to £4 billion in 2008, could bounce back to £6 billion this year, says the Centre for 
Economic and Business Research (CEBR), a consultancy. 

They mirror the health of a financial-services sector that in the good times brought in up to £67 billion in 
annual tax revenues, estimates PwC, an accounting firm. This fiscal year the figure could drop to £39 
billion, says Douglas McWilliams at the CEBR, although banks’ recently buoyant business may increase it. 
A windfall tax on profits, discussed by both government and opposition, might put any recovery at risk. So 
could the slightly softer option of preventing banks from offsetting past losses against future tax bills. 

The reluctance to bash bankers’ bonuses stems from recognition that wholesale finance is a global 
business. Bankers are highly mobile, says Marcus Agius, chairman of Barclays. He argues that banks in 
Britain must be free to pay as much as those elsewhere, but says he is “agnostic” about what that level 
should be. 

National and international proposals to reform pay at regulated financial firms are similarly agnostic. They 
mostly do not spell out how much public disclosure there should be of big pay packages, other than those 
for board members. An exception is the communiqué from the Group of 20 (G20) big countries in 
September, which requires a detailed breakdown of the remuneration of “employees whose actions have a 
material impact on the risk exposure of the firm”. Yet that measure is unlikely to be implemented, even 
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though the big British banks and the London-based operations of global investment banks have agreed to 
it. 

The FSA, for its part, is not bothered about public disclosure as long as it has the information itself. Sir 
David Walker, a former central banker charged with an official review of bank-governance practices, has 
suggested that bands of remuneration for heavy hitters outside the boardroom be disclosed. It seems that 
banks, in the absence of much more than appeals to their better nature, will be setting their own 
benchmarks as and when they please. Barclays began a review of its remuneration policies in 2008. It 
remains unfinished.  
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Splitting up banks  
 
Too big to bail out 
Oct 22nd 2009  
From The Economist print edition 

 
 
Mervyn King declares for narrow banking 

FOR more than a year, deep thinkers have been pondering how to prevent the most catastrophic financial 
crisis in decades from happening again. Should banks be cut down to more manageable size, or given a 
stern talking-to and loaded with capital requirements to deter recklessness? So far, regulators and 
politicians seem to be plumping for the second option. But as bank profits and bonuses mount, discontent 
at what looks like business as usual is growing. This week one of Britain’s biggest financial beasts broke 
cover to argue for the more radical solution.  

Mervyn King, governor of the Bank of England, told businessmen in Edinburgh on October 20th that 
regulation is not enough to keep banks from becoming “too important to fail”. Moral hazard is endemic: 
bankers take big risks, pocketing the profits but counting on governments to pick up the pieces if things 
go wrong.  

Instead, he said, banks should be split up. Taxpayers’ money should underpin only those that operate as 
economically-necessary “utilities”—broadly, running the payments system and converting deposits into 
productive investment. Racier operations, including proprietary trading and other sorts of “casino” 
banking, should be spun off to outfits prepared to live and die by their wits, with no state guarantee.  

In arguing for an updated version of America’s now-defunct Glass-Steagall divisions, the governor 
diverges from many at home and abroad. Both Gordon Brown, the prime minister, and the chancellor of 
the exchequer, Alistair Darling, made clear on October 21st their opposition to this approach. Although 
Lord Turner, chairman of the Financial Services Authority (FSA), the City regulator, has suggested that the 
financial-services sector could usefully get smaller, the FSA also rejects the notion of forcing banks to 
split. Like the Group of 20 big countries and the Basel Committee of bank supervisors, the Treasury and 
the FSA want to rely mainly on heavier capital requirements to keep the system safe. 

There is no neat way to divide utility from casino banking, though it must be possible. Narrow banks have 
gone bust as well as broad ones. And if a troubled casino bank were big enough, the government might 
well bail it out anyway.  

Other ways to whittle down banks are thinkable. Capital ratios that penalise risky activities could make 
them less profitable, persuading banks to ditch them. If banks have to plan for their own demise by 
making “living wills”, they may downsize voluntarily. Compulsory “catastrophe insurance”—issuing 
convertible debt that turns into equity if a bank’s core capital falls too far—is an idea Mr King views with 
some favour. The state could charge heftily for acting as lender of last resort—or, less desirable, impose a 
windfall tax on bank profits or a “Tobin tax” on transactions.  

Much will come down to politics. The Conservative Party, favourite to win a general election next spring, 
took steps of its own this week, setting up a panel to help shift most responsibility for banks from the FSA 
to the Bank of England. Though Mr King will still be there, George Osborne, the shadow chancellor, has 
made it clear that Britain will not move alone to split up banks. The City and the Treasury have too much 
to lose if financiers go elsewhere, taking their tax payments with them. 
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Britain and Formula 1  
 
Cluster champs 
Oct 22nd 2009  
From The Economist print edition 

 
 
How racing cars built an industry 

WAILING an awful rendition of “We are the Champions” into his radio, 
Jenson Button drove to fifth place in the Brazilian Grand Prix on October 
18th. It was all the 29-year-old needed to clinch the Formula 1 (F1) 
championship. Mr Button became the tenth British driver to win the title, 
after Lewis Hamilton snared it last year for the McLaren team. Victory was 
also sweet for Ross Brawn, an F1 veteran whose firm built Mr Button’s car. 

With six out of the ten F1 teams based in Britain and many of the rest 
using British services, motorsport is a flourishing industry. Some 4,500 
firms—with an estimated annual turnover of around £6 billion ($10 
billion)—build or restore cars, make engines and components, and provide 
technical and management services. Almost everything a racing team 
needs can be found without leaving Oxfordshire or Northamptonshire.  

It was not always thus. British motor racing used to be a gentlemanly 
affair, just part of the sporting season. In the 1920s and 1930s the idle 
rich would blast Bentleys around the Brooklands circuit in Weybridge. 
Some might venture down to the 24 Heures of Le Mans or Italy’s Mille 
Miglia, where the continentals were better organised. 

By the 1950s motor racing had begun to be dominated by Italian firms such as Ferrari, Lancia, Alfa Romeo 
and Maserati. Britain’s many amateurs and garage-tinkerers were forced to become more professional. 
They competed and co-operated with each other, but their relationship with domestic mass carmakers 
remained loose—unlike the Italians, whose teams and cars came from vertically integrated companies. 

In raising their game, says Rick Delbridge of the Cardiff Business School, Britain’s open and individualistic 
network of companies proved more innovative. What emerged was a cluster of expertise, much like the 
cluster of software companies in Silicon Valley. One famous improvement came when Cooper, which 
began as a family-run garage in Surbiton, put the engines in its racing cars right behind the driver. This 
greatly improved handling, and by the early 1960s all F1 cars were built this way.  

Today, new regulations and limits on development threaten to blunt that innovative edge. F1 had planned 
a £40m spending cap on teams to make competition among them more even. This was abandoned in June 
when some teams threatened to set up a rival race series.  

But the idea is not dead and other restraints on R&D spending could emerge. One way to ensure future 
inventiveness, suggests Mr Delbridge, is to diversify. Helping to make cars greener is one possibility: 
Lotus, an engineering and sports-car firm, and Zytek, which builds racing engines, are both involved in 
developing electric cars. Some may see motor racing as politically incorrect, but if it can encourage clean 
transport for those who don’t drive as fast as Mr Button, that image could change.  
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The woes of BAA  
 
Bumpy landing at Gatwick 
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Britain’s biggest airport operator feels hard done by 

THESE are turbulent times for BAA, dominant but unloved. This week the 
airport operator told an appeal tribunal that an order by the Competition 
Commission in March to dispose of three of its airports had been “affected 
by apparent bias”. But in the midst of the appeal, on October 21st, BAA 
said it was selling Gatwick, London’s second-biggest airport, for £1.5 
billion. The buyer is Global Infrastructure Partners (GIP), a fund founded 
by Credit Suisse and General Electric. It also owns London’s City Airport. 

The timing was not as odd as it appeared. BAA, which is a subsidiary of 
Ferrovial, a Spanish infrastructure conglomerate, says its appeal against 
the competition regulator’s directive to break itself up is not a direct 
challenge to the disposal order. For one thing, BAA needs to reduce its 
debt of nearly £10 billion. For another, the deluge of criticism from airlines 
and passengers was so great that it would have been futile to argue 
against the commission’s finding that lack of competition had worsened 
service at BAA’s airports in south-east England and the Scottish lowlands.  

BAA’s biggest grievance is that it thinks it unreasonable, in the current 
economic climate, to be forced to flog off three airports in less than two 
years. It can now point to the fire-sale price it has had to accept for 
Gatwick, much less than the £2.5 billion valuation put on it when the for-
sale notice went up in September last year and less even than the £1.6 billion “regulated value” suggested 
by the Civil Aviation Authority. As things stand, it must get rid of Stansted (north of London) and either 
Glasgow or Edinburgh airport within 18 months for what it fears will be equally miserable prices.  

It also contends that the commission was subject to an “intolerable conflict of interest” in making the 
order because one of the six-strong investigating panel, Peter Moizer of Leeds University Business School, 
had connections with a possible purchaser of Gatwick. Mr Moizer advised the Greater Manchester Pension 
Fund, which became part of a bidding consortium that included Manchester Airports Group and Borealis, a 
Canadian infrastructure fund. Mr Moizer stood down from the panel only just before its final ruling.  

Despite the commission’s sloppy dealings with Mr Moizer, the tribunal, whose judgment is due in 
December, is unlikely to overturn the break-up order. But it may help BAA achieve its chief goal of gaining 
a less draconian timetable for the disposals.  

The company could certainly do with some better news. Passenger numbers at its British airports were 6% 
down in the first nine months of the year, and in the first six months it lost £546m. But the biggest blow 
to BAA’s future is the implacable opposition of the Conservative Party to its plans for expanding Heathrow, 
the jewel in BAA’s crown. Earlier this year Gordon Brown, the prime minister, declared his support for 
building a third runway by 2020. But faced with the near-certainty of having to deal with a Tory 
administration before long, BAA quietly dropped work on its planning application a few weeks ago.  

BAA will continue to argue for a third runway, though the firm knows it is in vain. It will be more than 
irked if GIP, intent on making its new acquisition a real rival to Heathrow, is allowed to build a second 
runway at Gatwick. The Tories are against that too, but local environmental objections are far less severe 
than at Heathrow. 

Meanwhile, the project backed by the mayor of London, Boris Johnson—a new four-runway airport in the 
Thames estuary—is gaining improbable momentum. A feasibility study released this week found no “ 
insoluble issues” in building it and Mr Johnson has appointed a former government chief scientist, Sir 
David King, to carry out a more detailed study. Mr Johnson’s advisers claim that sovereign-wealth funds 
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Not for much longer



from the Gulf and China have expressed interest in funding the £40 billion new airport. “Borisport” may 
yet become BAA’s worst nightmare, but for now the company has a pile of more pressing problems to 
grapple with.  
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An inspector calls 
Oct 22nd 2009  
From The Economist print edition 

 
 
Does mother—or nanny—know best? 
 

 
A SCHOOL headmaster once observed that he would regularly consult his prefects on the running of the 
establishment. When he agreed with them, he would allow their views to prevail. It was only when they 
disagreed that he had to impose his will. On October 19th the schools secretary, Ed Balls, closed a 
consultation, the outcome of which he seems to have decided already. Legislation will be introduced to 
force parents wishing to educate their children at home to register with the state and undergo regular 
inspections. 

Mr Balls says he is worried that children who do not attend school risk being abused by those looking after 
them. An earlier review by Graham Badman, a former head of children’s services in Kent who is now 
based at London University’s Institute of Education, found that in some areas a disconcertingly high 
proportion of home-schooled children were known to social services—ie, cause for concern. 

No one is sure how many children in Britain are taught at home. York Consulting, a management outfit, 
put the figure at 20,000 in 2007. It could actually be more than 50,000, reckons Mike Fortune-Wood, who 
runs a support service for parents educating their children at home, and the total may be rising by 10% a 
year.  

The growth is coming not only among religious families who prefer to shield their offspring from 
Darwinism and risqué lunchtime banter, but also among well-to-do families. Many parents have only 
recently become aware that they are not obliged to send their children to school, according to Ann 
Newstead of Education Otherwise, a network whose members teach their children at home. Wealthy 
couples do not need two incomes and can afford to remove their children from the increasing stress of 
national testing. Home schooling also appeals to the less well-heeled who have failed to secure a place in 
the school they want, as well as to those whose children need special teaching. 

Private providers of materials aimed at getting home-schooled children through national exams report that 
business is booming. Nick Smith of Oxford Home Schooling says his firm recorded its best-ever sales in 
this market in September. Take-up was highest among the parents of children preparing for GCSEs, he 
says.  

Is Mr Balls right to fear that home-schooled children are more likely to be abused than those in school? 
There is little evidence either way. Mr Badman’s information suggests that 7% of home-schooled children 
are known to social services; the figure for state schools is 3%. Yet the absolute numbers are small and 
also include disabled children whose parents may not want school helpers performing tasks that children 
could learn to do themselves.  

Most of those who are professionally in charge of minors register with officialdom one way or another. 
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Teaching in state schools has long been subject to inspection. It is assessed as well, though less 
rigorously, in the private sector. People who are paid to look after very young children must not only 
register with the state but also undergo regular inspections. Since September 2008 they have also been 
forced to follow the “nappy curriculum”—educational targets set by the state for those aged three and 
above. 

Asking that home-schooled children be registered is unexceptionable (and parents would not be made to 
follow any particular curriculum). But the inspections Mr Balls proposes are deeply intrusive. Local-
authority officers would have the right to enter a home where a child is being taught and quiz him in his 
parents’ absence. Permission to home-school could be denied if inspectors decided a child’s safety was in 
danger. In a handful of cases, that will be the right decision, but for the overwhelming majority of parents, 
this is bullying bureaucracy at its worst. Mr Balls clearly believes the nanny state knows best. 
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How the country is secretly run by the young 
 

 
THE greybeards are back, some in rumour but others in fact. The Conservatives deny reports that Michael 
Heseltine, aka Tarzan, is set to return to government in a putative Tory administration; but other veterans 
are likely to serve alongside Ken Clarke, now the shadow business secretary, who will be 70 soon after the 
general election expected next year. The infatuation with youth, which helped to secure the Tory 
leadership for David Cameron and that of the Liberal Democrats for Nick Clegg, seems to have waned—on 
the surface of politics, at least.  

For Bagehot, perhaps the most intriguing overall lesson of the party-conference season was the extreme 
youth of many of those in important positions in the party hierarchies, making policy and conducting high-
level negotiations. This is one of the hidden features of the political machine: the callow age of many of its 
cogs, including some big ones. 

The office of George Osborne, the shadow chancellor, generates many of the Tories’ best ideas, and some 
less good ones. Mr Osborne himself is 38, stunningly young for a would-be chancellor. But he seems 
venerable beside his advisers. His fecund brains trust comprises Rohan Silva (28) and Rupert Harrison 
(30). Matthew Hancock, his chief of staff, has just turned 31.  

It isn’t only the Osborne nursery. News footage of Mr Cameron on the night before his conference speech 
showed the leader conversing with his wife, Mr Osborne, William Hague (the shadow foreign secretary)—
and Ameet Gill. Mr Gill is Mr Cameron’s main speechwriter. He is 27. The head of the party’s policy unit is 
33. Interview a shadow minister and you will often find him accompanied by a scowling young press 
officer; it can be hard to decipher who is managing whom. Many of these rising Tory stars were inducted 
into politics when it was dominated by Tony Blair. They acquired a Blairite grasp of presentation and a 
focus on electability, as well as a reverence for new technologies.  

Something similar is true of Labour. Gordon Brown once bragged to George Bush that he had ministers in 
his cabinet who were under 40. Some less conspicuous but quietly influential players in government are 
younger still. Torsten Henricson-Bell is a former Treasury civil servant and now a political adviser to 
Alistair Darling, the chancellor. Mr Henricson-Bell is highly regarded in Whitehall; he is said, in the 
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parlance, to be able to “deliver” (ie, speak for) his boss. He is 27 too. Mr Brown’s own speechwriter is said 
to be 29. There are some boyish members of his policy unit, an outfit that deserves more credit than it 
tends to get: its output is mangled by the politicians.  

Of course, politics is not the only sphere in which people assume awesome responsibilities at a tender age 
(the army is another), or in which careers now tend to peak earlier than they did. And thrusting young 
researchers and special advisers are a long-established feature of it. An even fresher-faced Mr Cameron 
worked for assorted members of the previous Tory government, as, somewhat forlornly, Mr Brown often 
points out. Under Mr Blair, twenty-somethings proliferated: Ed Miliband, Ed Balls and others advised 
ministers before becoming ministers. 

 
The triumph of youth 

But the decisions taken in politics are unique in their reach and repercussion. And the phenomenon is 
especially striking now because the challenges—war, recession, the restructuring of the economy and the 
disgrace of Westminster—are so grave. Does it matter that so many of those in the business are so green?

One reason for the preponderance of young apparatchiks is common to other high-pressure professions—
management consultancy, say, or parts of the civil service. It is a form of institutionalised exploitation 
that, like bullying in public schools, is handed down between generations. Contrary to popular belief, 
politics is gruellingly hard work, especially in the epoch of 24-hour media and instant rebuttal. Most of the 
young advisers stress how privileged they feel to be involved, etc; but they are, in essence, sweated 
labour, unencumbered and energetic enough to work inhumane hours for less money than they could earn 
elsewhere.  

Old(er) politicians bring political know-how and thick skins: a less weathered person might not have 
endured the opprobrium that Mr Brown has withstood. The young, at least by their own account, offer 
ideas and intellectual vitality, unconstrained by ingrained consensus and past failures. And in a world 
dominated by the icons and references of popular culture, which politicians are expected to recognise, 
they can provide tactical insights into it. (The “zeitgeist tape” that a middle-aged minister is forced to 
watch in “The Thick of It”, a satirical television series, is only a mild exaggeration of reality.)  

The kids have drawbacks, however. Damian McBride was 34 when his puerile antics led to his sacking as 
Mr Brown’s political spokesman, and some years younger when he started spinning (his successor Michael 
Dugher, also 34, is much soberer). Experience, rather than wisdom, may be the main deficiency. Much of 
the substance of politics—pensions, child-rearing and so on—is grimly adult: too much of it, arguably, an 
imbalance that may reflect older people’s greater propensity to vote. To many of those devising solutions, 
these problems are distant and hypothetical. 

Still, lack of personal experience does not disqualify someone from holding valid opinions, if curiosity and 
hard work compensate. And the young plainly have no monopoly on gross misjudgment. Probably the 
triumph of youth is less a worry than a startling and contradictory oddity. The thrust of political discourse 
is that serious times call for mature statesmen. Superannuation, rather than sprightliness, is ostensibly in 
vogue. But, contrary to Mr Brown’s famous dictum, beneath the rhetoric and behind the scenes, it is 
indeed time for a novice.  
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Efforts to hold Bosnia together have repercussions as far afield as Afghanistan 

BOSNIA, scream some hysterical headlines, is on the brink of a 
new war. It is not. But it is deeply troubled. This month has seen 
the highest level diplomacy since the end of the war in 1995, in an 
attempt to break a deadlock that has paralysed its government for 
three years. The initial omens are not good. Unless a deal is struck 
soon, notes Zlatko Lagumdzija, an opposition leader, everyone can 
forget about serious change until after next year’s elections.  

The Dayton accords, which ended the Bosnian war, formalised the 
division of the country into two parts: a Serb entity and a 
federation of Croats and Bosniaks (Bosnian Muslims). Until 2006 
the country was slowly becoming more functional. But since then 
progress has halted; the two entities cannot agree, for example, 
on who should own state property. Bosniaks in Sarajevo want a 
more centralised state. Serbs in Banja Luka want more autonomy, 
or even full independence. The European Union wants to shut the 
office of the high representative, a sort of governor-generalship, 
whose power has anyway more or less evaporated. But American 
diplomats are resisting this, arguing that Bosnia could fall apart without foreign oversight.  

In such a poisonous atmosphere the Europeans and Americans are trying to persuade the Bosnians to 
agree to modest constitutional changes. In exchange they are being tempted with the offer of visa-free 
travel to most EU countries, candidate status for the EU and full NATO membership. The talks have been 
personally presided over by Carl Bildt, the Swedish foreign minister, whose country holds the EU’s rotating 
presidency and who served as the first high representative in Bosnia. The other hosts include Jim 
Steinberg, America’s deputy secretary of state, who was also a figure in the Dayton talks, and Olli Rehn, 
the EU’s enlargement commissioner.  

Because of the stakes for Bosnia, and the seniority of those involved, Mr Lagumdzija suggests it will be 
impossible to declare failure. So when the talks ended on October 21st, a new process was duly 
announced. Discreetly, corruption allegations against Bosnian leaders may be used to prod them into 
compromise. What Bosnians may not realise is the importance of the talks for at least some prominent 
Americans. That is because Richard Holbrooke, the American diplomat who brokered the Dayton deal, is 
now America’s special envoy for Afghanistan. If nation-building cannot work in Bosnia, say his critics, then 
why waste more blood and treasure in Afghanistan?  

 
 

  

  

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



 
War crimes and international justice  
 
Always get your man 
Oct 22nd 2009  
From The Economist print edition 

 
 
Bringing war criminals to justice is a slow business. But the net is widening 
 

 
WHO, outside the Balkans, now remembers Radovan Karadzic? A hunted man for 13 years, the leader of 
Bosnia’s Serbs in the war that ended in 1995 was captured last year. He was working as a psychologist in 
a private Belgrade clinic. Barring any last-minute hitch, on October 26th he will finally appear in the dock 
at the International Criminal Tribunal for the former Yugoslavia in The Hague, charged with war crimes, 
crimes against humanity and genocide. 

Along with General Ratko Mladic, the Bosnian Serb military commander who is still at large, and Slobodan 
Milosevic, the leader of Serbia proper who died before his lengthy trial ended, Mr Karadzic stands accused 
of Europe’s worst atrocities, against Croats and Bosnian Muslims, since the second world war. His alleged 
crimes include ordering the massacre at Srebrenica of some 8,000 Muslim men and boys. 

The Yugoslav tribunal got going 16 years ago. It has indicted 161 people, including Serbs, Croats and 
Muslims, for the most serious of crimes and has brought to trial all of them but two: the elusive General 
Mladic and another Serb, Goran Hadzic, formerly leader of a Serb-populated breakaway part of Croatia. Mr 
Karadzic’s trial, the tribunal’s last, should end in 2012. Like the Tanzania-based tribunal set up to try the 
perpetrators of the 1994 Rwandan genocide, and the Special Court for Sierra Leone, the Yugoslav court 
must close. 

Meanwhile, however, other bits of The Hague are getting busier. In a room borrowed from the more 
recently established International Criminal Court (ICC), the Sierra Leone tribunal is trying Liberia’s ex-
president, Charles Taylor. He will shortly resume his defence against charges that he directed rebel groups 
involved in mass rape, mutilation and murder of civilians during Sierra Leone’s civil war of 1991-2002. A 
dapper-looking Mr Taylor denies all; he has also dismissed allegations of cannibalism as “racist”. Once that 
trial finishes, it will be time for the Sierra Leone court to wind up. 

The ICC itself, however, is only just getting going. Set up in 2002 to avoid the need for ad hoc tribunals, it 
has still to complete its first trial. It has taken four referrals: Congo, the Central Africa Republic, Uganda 
and, at the behest of the United Nations Security Council, Sudan. The ICC prosecutor, Luis Moreno-
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Ocampo, has taken up cases involving both Sudanese government officials and rebel commanders. One of 
the rebels showed up voluntarily in The Hague this week—itself a first—for a confirmation of charges that 
relate to an attack on African Union peacekeepers in Sudan’s western region of Darfur.  

That showed up Sudan’s president, Omar al-Bashir, who has railed against the court for indicting him 
earlier this year on charges of war crimes and crimes against humanity in Darfur. The attempt to haul Mr 
Bashir before the ICC has split the African Union. Some accuse the court of an anti-African bias. Mr 
Ocampo notes that, Sudan aside, it was African governments that referred all the cases. 

The ICC’s first trial, of Thomas Lubanga, a Congolese warlord accused of conscripting child soldiers, 
started earlier this year; the defence is about to present its case. Another trial, of two Congolese warlords, 
Germain Katanga and Mathieu Ngudjolo, starts next month. A third case, against Jean-Pierre Bemba 
Gombo, Congolese commander of a rebel group in the Central Africa Republic, is close to trial. 

Mr Ocampo also has his eye on, among others, Afghanistan, Colombia, Côte d’Ivoire, Georgia, Guinea, 
Kenya and, most controversially, Palestine (not a state but the authorities there have asked for ICC 
jurisdiction). A recent resolution from the UN Human Rights Council in Geneva has since asked for Israel’s 
actions in the Gaza war to be referred to the UN for possible ICC action. The resolution mentioned only 
Israel, though a recent report by Richard Goldstone, a South African judge, also criticised Hamas for its 
rocket attacks.  

The tribunals can proceed only when governments co-operate. Cambodia’s tribunal had to wait until this 
year to start trials of those responsible for the “killing fields” in the 1970s. Whoever conducts a trial, those 
charged have first to be caught. States that sign the ICC’s Rome Statute commit themselves to help with 
that, so Mr Bashir has been careful to avoid going to places in Africa where such promises are taken 
seriously. Some other ICC warrants are still outstanding, including for members of the Lord’s Resistance 
Army, which terrorised parts of Uganda, and then moved on to Chad and Congo. 

Some argue that trying to arrest such war criminals gets in the way of peace talks. The Security Council 
has the right to suspend ICC action for a year at a time on a rolling basis to give peace a chance. Had Mr 
Bashir pursued peace with the verve he had his troops and militias pursue Darfur’s civilians, he might 
have enjoyed the benefit of the council’s doubt. 

Many governments have helped bring those accused by the tribunals for Yugoslavia, Sierra Leone and 
Rwanda to book. Until recently, Serbia’s was not much among them. Now it says General Mladic’s free 
days are numbered. Mr Karadzic tried to escape trial by claiming, to America’s denials, that he had been 
given immunity at the peace talks that ended Bosnia’s wars. But the Yugoslav tribunal has seen too much. 
It does not do immunity. 
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More suggestions that biofuels are not an environmental free lunch 

ONCE upon a time, biofuels were thought of as a solution to fossil-fuel 
dependence. Now they are widely seen as a boondoggle to agribusiness 
that hurts the environment and cheats taxpayers. A report 
commissioned by the United Nations endorses neither extreme. It gives 
high marks to some crop-based fuels and lambasts others. Meanwhile, 
two papers published in Science, a leading research journal, provide 
further reasons for caution. One suggests that the knock-on effects of 
growing biofuel crops, in terms of displaced food crops and extra 
fertiliser (an important source of a greenhouse gas called nitrous oxide), 
make the whole enterprise risky. The other points out a dangerous 
inconsistency in the way the Earth’s carbon balance-sheet is drawn up 
for the purposes of international law. 

The UN report gives ethanol from sugar cane (which Brazil makes) a 
clean bill of health. In some circumstances it does better than just “zero 
emission”. If grown and processed correctly, it has “negative 
emission”—pulling CO2 out of the atmosphere, rather than adding it. 
America’s use of maize for biofuel is less efficient. Properly planted and 
processed, it does cut emissions; done poorly, it is more polluting than petrol. As to biodiesel palm oil 
grown on cleared tropical forest, when the destruction of the trees and release of CO2 from the cleared 
soil are accounted for, the crop is filthy—and worse than that if the forest was growing in peat, as is often 
the case.  

The amount of ethanol produced for transport tripled from 17 billion litres in 2000 to 52 billion litres in 
2007 and is set to rise further. But the world’s population is also rising, so competition for land between 
fuel and food is hotting up. This competition is the subject of Jerry Melillo’s paper in Science. Dr Melillo, of 
the Woods Hole Marine Biological Laboratory, and his colleagues have attempted to model how an 
expansion of biofuels might change world agriculture during the 21st century. They concentrate on the 
likely future—cellulosic biofuels made from whole plants such as fast-growing grasses, rather than the 
food-cum-biofuel crops of today. They reckon Africa is the best place to grow biofuels, and the one that 
will lead to most carbon capture in the long run. But they also show that the widespread growth of biofuel 
crops is likely to cause a net global release of greenhouse gases during the first half of the century, as 
land is cleared and fertilisers are scattered liberally. In the right circumstances the CO2 account, they 
reckon, could move into profit by mid-century, but the nitrous oxide account never does. 

Tim Searchinger’s Science paper, meanwhile, looks at the way the accounts are drawn up in the here and 
now. Dr Searchinger, who works at Princeton University, and his collaborators point out that the rules for 
assessing compliance with the Kyoto protocol (which are also included in the version of America’s climate 
bill that passed the House of Representatives) are biased in favour of biofuels because they fail to account 
for emissions from land cleared to grow such fuels. Combine that observation with Dr Melillo’s modelling 
and you have a recipe for some perverse incentives indeed. 

Sadly, settled international standards on biofuels or on a trading system that includes their carbon-cutting 
benefits are probably a long way off. Two more items on the “too busy to do” list of the Copenhagen 
conference on climate change.  
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New research on how many countries rig elections and why 

HAMID KARZAI’S acceptance this week, through gritted teeth, of a run-off in Afghanistan’s presidential 
poll is a reminder both of how common rigged elections have become, and of how rarely incumbents fail 
to get away with it. Think, in the past two years, of Iran, Russia, Zimbabwe and Kenya—and those are 
just places that made the news. With two exceptions (Middle Eastern autocracies and East Asian 
communists), almost all countries now hold nationwide polls. And, according to Freedom House, an 
American NGO, an increasing number are unfree. 

Faced with vast quantities of empirical evidence, economists like to run cross-country comparisons and 
regressions. So far, political scientists have done less of this sort of thing—so the more reason to welcome 
an attempt by Paul Collier and Anke Hoeffler, two Oxford academics,* to organise the political material 
into a usable database of 786 elections (clean and dirty) from 155 countries in 1975-2004 and to draw 
conclusions, striking and otherwise. 

In the obvious category: rigged elections work for the rigger. Incumbents running in clean elections 
average six and a bit years in office; in rigged votes, 16 years. “Well, duh,” says Duncan Green, head of 
research at Oxfam, a British charity. Fair enough, it is obvious—but ten extra years may be more than 
expected. 

Strikingly, the authors contend that “dirty elections are bad for economic growth by skewing politicians’ 
incentives.” This is because, they find, good economic performance makes a huge difference to an 
incumbent’s chance of re-election whether the vote is free or rigged, adding about three years’ to his or 
her tenure. Although economic success wins rewards in both systems, in clean ones, it adds 40% to a 
president’s time, whereas in dirty ones, the rewards of growth are swamped by those of rigging, which 
more than doubles the time in power. So rigging makes the economy less important to a president’s 
future—a rejoinder to the Chinese claim that in developing countries “managed democracy” is better for 
growth than an electoral free-for-all. 

Obviously, not all developing countries rig the polls. Big nations seem less likely to rig than small ones—
perhaps because they have more competing interest groups, making it harder to fake credibility by 
staging a poll win. Large government revenues from raw-material taxes makes rigging more likely by 
increasing incentives to get your hands on all that money. A few things make rigging less likely: term 
limits, the independence of the courts, parliament or press. And aid makes almost no difference. Even if 
outsiders are keeping the entire country afloat, their influence is patchy. As Mr Karzai earlier showed. 

 
 

*“Democracy’s Achilles Heel”. Centre for the Study of African Economies. www.csae.ox.ac.uk. 
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A wary respect 
Oct 22nd 2009  
From The Economist print edition 

 
 
America and China need each other, but they are a long way from trusting each other, says 
James Miles (interviewed here) 
 

 
“OUR future history will be more determined by our position on the Pacific facing China than by our 
position on the Atlantic facing Europe,” said the American president as he contemplated the extraordinary 
commercial opportunities that were opening up in Asia. More than a hundred years after Theodore 
Roosevelt made this prediction, American leaders are again looking across the Pacific to determine their 
own country’s future, and that of the rest of the world. Rather later than Roosevelt expected, China has 
become an inescapable part of it.  

Back in 1905, America was the rising power. Britain, then ruler of the waves, was worrying about losing 
its supremacy to the upstart. Now it is America that looks uneasily on the rise of a potential challenger. A 
shared cultural and political heritage helped America to eclipse British power without bloodshed, but the 
rise of Germany and Japan precipitated global wars. President Barack Obama faces a China that is growing 
richer and stronger while remaining tenaciously authoritarian. Its rise will be far more nettlesome than 
that of his own country a century ago.  

With America’s economy in tatters and China’s still growing fast (albeit not as fast as before last year’s 
financial crisis), many politicians and intellectuals in both China and America feel that the balance of 
power is shifting more rapidly in China’s favour. Few expect the turning point to be as imminent as it was 
for America in 1905. But recent talk of a “G2” hints at a remarkable shift in the two countries’ relative 
strengths: they are now seen as near-equals whose co-operation is vital to solving the world’s problems, 
from finance to climate change and nuclear proliferation. 

 
Choose your weapons 

Next month Mr Obama will make his first ever visit to China. He and his Chinese counterpart Hu Jintao 
(pictured above) stress the need for co-operation and avoid playing up their simmering trade disputes, 
fearful of what failure to co-operate could mean. On October 1st China offered a stunning display of the 
hard edge of its rising power as it paraded its fast-growing military arsenal through Beijing.  

The financial crisis has sharpened fears of what Americans often see as another potential threat. China 
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has become the world’s biggest lender to America through its purchase of American Treasury securities, 
which in theory would allow it to wreck the American economy. These fears ignore the value-destroying 
(and, for China’s leaders, politically hugely embarrassing) effect that a sell-off of American debt would 
have on China’s dollar reserves. This special report will explain why China will continue to lend to America, 
and why the yuan is unlikely to become a reserve currency soon.  

When Lawrence Summers was president of Harvard University (he is now Mr Obama’s chief economic 
adviser), he once referred to a “balance of financial terror” between America and its foreign creditors, 
principally China and Japan. That was in 2004, when Japan’s holdings were more than four times the size 
of China’s. By September 2008 China had taken the lead. China Daily, an official English-language 
newspaper, said in July that China’s massive holdings of US Treasuries meant it could break the dollar’s 
reserve-currency status any time. But it also noted that in effect this was a “foreign-exchange version of 
the cold-war stalemate based on ‘mutually assured destruction’”.  

China is exploring the rubble of the global economy in hopes of accelerating its own rise. Some Chinese 
commentators point to the example of the Soviet Union, which exploited Western economic disarray 
during the Depression to acquire industrial technology from desperate Western sellers. China has long 
chafed at controls imposed by America on high-technology exports that could be used for military 
purposes. It sees America’s plight as a cue to push for the lifting of such barriers and for Chinese 
companies to look actively for buying opportunities among America’s high-technology industries.  

The economic crisis briefly slowed the rapid growth, from a small base, of China’s outbound direct 
investment. Stephen Green of Standard Chartered predicts that this year it could reach about the same 
level as in 2008 (nearly $56 billion, which was more than twice as much as the year before). Some 
Americans worry about China’s FDI, just as they once mistakenly did about Japan’s buying sprees, but 
many will welcome the stability and employment that it provides.  

China may have growing financial muscle, but it still lags far behind as a technological innovator and 
creator of global brands. This special report will argue that the United States may have to get used to a 
bigger Chinese presence on its own soil, including some of its most hallowed turf, such as the car industry. 
A Chinese man may even get to the moon before another American. But talk of a G2 is highly misleading. 
By any measure, China’s power is still dwarfed by America’s.  

Authoritarian though China remains, the two countries’ economic philosophies are much closer than they 
used to be. As Yan Xuetong of Tsinghua University puts it, socialism with Chinese characteristics (as the 
Chinese call their brand of communism) is looking increasingly like capitalism with American 
characteristics. In Mr Yan’s view, China’s and America’s common interest in dealing with the financial crisis 
will draw them closer together strategically too. Global economic integration, he argues with a hint of 
resentment, has made China “more willing than before to accept America’s dominance”.  

The China that many American business and political leaders see is one that appears to support the status 
quo and is keen to engage peacefully with the outside world. But there is another side to the country. 
Nationalism is a powerful, growing and potentially disruptive force. Many Chinese—even among those who 
were educated in America—are suspicious of American intentions and resentful of American power. They 
are easily persuaded that the West, led by the United States, wants to block China’s rise.  

This year marks the 30th anniversary of the restoration of diplomatic ties between America and China, 
which proved a dramatic turning point in the cold war. Between the communist victory in 1949 and 
President Richard Nixon’s historic visit to China in 1972 there had been as little contact between the two 
countries as there is between America and North Korea today. But the eventual disappearance of the two 
countries’ common enemy, the Soviet Union, raised new questions in both countries about why these two 
ideological rivals should be friends. Mutual economic benefit emerged as a winning answer. More recently, 
both sides have been trying to reinforce the relationship by stressing that they have a host of new 
common enemies, from global epidemics to terrorism.  

But it is a relationship fraught with contradictions. A senior American official says that some of his 
country’s dealings with China are like those with the European Union; others resemble those with the old 
Soviet Union, “depending on what part of the bureaucracy you are dealing with”.  

Cold-war parallels are most obvious in the military arena. China’s 
military build-up in the past decade has been as spectacular as its 
economic growth, catalysed by the ever problematic issue of 
Taiwan, the biggest thorn in the Sino-American relationship. There 
are growing worries in Washington, DC, that China’s military 



power could challenge America’s wider military dominance in the 
region. China insists there is nothing to worry about. But even if its 
leadership has no plans to displace American power in Asia, this 
special report will say that America is right to fret that this could 
change.  

Politically, China is heading for a particularly unsettled period as 
preparations gather pace for sweeping leadership changes in 2012 
and 2013. Mr Hu and the prime minister, Wen Jiabao, will be 
among many senior politicians due to retire. As America moves 
towards its own presidential elections in 2012, its domestic politics 
will complicate matters. Taiwan too will hold presidential polls in 
2012 in which China-sceptic politicians will fight to regain power.  

 
Triple hazard 

This political uncertainty in all three countries simultaneously will be a big challenge for the relationship 
between China and America. All three will still be grappling with the aftermath of the global financial crisis. 
Urban Chinese may be feeling relaxed right now, but there could be trouble ahead. Yu Yongding, a former 
adviser to China’s central bank, says wasteful spending on things like unnecessary infrastructure projects 
(which is not uncommon in China) could eventually drain the country’s fiscal strength and leave it with “no 
more drivers for growth”. In recent weeks even Chinese leaders have begun to sound the occasional note 
of caution about the stability of China’s recovery.  

This special report will argue that the next few years could be troubled ones for the bilateral relationship. 
China, far more than an economically challenged America, is roiled by social tensions. Protests are on the 
rise, corruption is rampant, crime is surging. The leadership is fearful of its own citizens. Mr Obama is 
dealing with a China that is at risk of overestimating its strength relative to America’s. Its frailties—social, 
political and economic—could eventually imperil both its own stability and its dealings with the outside 
world.  
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Round and round it goes 
Oct 22nd 2009  
From The Economist print edition 

 
 
America buys Chinese exports, China buys American Treasuries. Can it continue? 

AT ONE stage it all seemed to be working, even if it appeared a little surreal. China, a developing country, 
lent vast amounts of money to wealthy America to feed its spending habit. Americans spent the money on 
Chinese-made goods, sending the dollars back to China, which lent them to America again. But now many 
talk of a decoupling of the two economies. Niall Ferguson, a Harvard historian who, only a couple of years 
ago, popularised the term “Chimerica” for the symbiosis between the two, now says it is a marriage 
headed for the rocks.  

China’s export figures appeared to support the idea that the 
country depended hugely on overseas markets for its growth, and 
on America in particular. By 2007 the value of China’s exports 
amounted to about 36% of its GDP, up from just over 20% in 
2001. America was (and remains) second only to the European 
Union as a customer for Chinese exports, and by far the biggest 
single country. This year China is on course to regain its position 
as the biggest supplier of goods to the American market, 
overtaking Canada. And by September 2008 China had surpassed 
Japan as the largest holder of US Treasuries (see chart 1), in other 
words as America’s principal creditor.  

But the marriage was not quite as close as the headline figures 
suggested. China certainly helped its exporters by keeping the 
value of its currency low, buying dollars that were used to buy US 
Treasuries. Those Treasury holdings helped keep American interest 
rates low and American consumers spending. But sustaining such 
growth in exports was not as vital to China as many assumed. The value-added component of its exports 
accounted for a much smaller share of its GDP than the gross figure because much of the value of Chinese 
goods consumed in America was created elsewhere. The biggest driver of growth in China was 
investment, and that has become all the more true as China tries to pump up its economy with nearly 
$600 billion in stimulus spending. So although China’s economy no longer enjoys the double-digit growth 
rates of a few years ago, it is on course for 8% growth this year and a similar rate next year, says 
Nicholas Lardy of the Peterson Institute for International Economics in Washington, DC, even as America’s 
economy is still trying to emerge from recession.  

No wonder that China is feeling a little smug. Millions of migrant workers have been laid off from their jobs 
in the ravaged export industry, but now a rush of Christmas orders is opening up new opportunities. Some 
factories even complain of labour shortages. In many cities house prices have been rising rapidly (a new 
bubble, some fear) and consumer spending—though never as strong as the government would like it to 
be—is holding up well. Students face a tough job market when they graduate, but that is partly because 
college enrolment has surged in recent years. Official statistics show that urban unemployment has risen 
only a whisker since the beginning of the year. Chinese job figures can be unreliable, but anecdotal 
evidence points the same way.  

American officials have developed a tendency to put the two economies on a par, but despite all the talk 
of a G2 (though not by the two governments themselves) they are far from equal. China’s GDP in 2008 
was $4.4 trillion, smaller than Japan’s (although next year it could overtake Japan) and less than a third 
of America’s. Albert Keidel, a former Treasury official, says it makes little sense to equate the economies 
of China and America. “But in terms of influencing China to think that it is a partner with us and therefore 
it has certain responsibilities and should listen to what we think is important, that has some salience,” he 
says.  

To help cajole China into joining hands with America, Mr Obama has set up a new annual forum called the 
Strategic and Economic Dialogue that held its first meeting in Washington, DC, in July. The idea was to 
bring together leading policymakers from both countries to discuss the entire range of problems 
confronting them. “The pursuit of power among nations must no longer be seen as a zero-sum game,” the 

  



president said as he addressed the gathering.  

 
You lose, we lose 

As far as the economy is concerned, China heartily agrees. It may grumble about the dollar’s dominance 
in the global trading system, but it has no desire to pull the rug from under America’s economy. A run on 
the dollar would be a blow to China itself, slashing the value of its stash of over $800 billion in US 
Treasuries. Chinese officials also worry openly about a possible resurgence of inflation in America, which 
would also drive down the value of the dollar. The American budget deficit spooks China, but appears to 
make little difference to its willingness to lend. China, says Wu Xiaoqiu of Renmin University, has been 
“kidnapped” by America’s currency. China’s purchases of US Treasuries will naturally slow down along with 
its export growth. But for now the country is still piling them up.  

China may dream of a different world in which the yuan ranks alongside the dollar, euro, sterling and yen 
as a reserve currency. It is beginning to promote use of the yuan instead of the dollar in transactions with 
some of its trade partners, but it has set no timetable for making its currency convertible. In September it 
bought $50 billion in IMF bonds to boost its influence in the institution and strengthen the role of non-
dollar currencies (IMF bills are linked to a basket of currencies). But China has not sought to ease the 
Americans or Europeans out from their dominant roles in the World Bank and the IMF.  

When Timothy Geithner, now treasury secretary, said during a Senate confirmation hearing in January 
that Mr Obama believed China was “manipulating” its currency to gain an unfair trade advantage, the 
administration was quick to back away from the remark. The yuan’s value has hardly been mentioned in 
public since. A recent study by the Peterson Institute says that the yuan remains “significantly 
undervalued”, by 15-25% against a weighted average of the currencies used by China’s trading partners. 
But American officials know just how prickly China can get when it is accused of mercantilism.  

As Americans save more and buy less from China, America’s trade deficit with China—which has been its 
biggest with any country since 2000—will shrink anyway. But protectionist sentiment in both countries will 
remain strong. Mr Obama’s decision in September to impose punitive tariffs on imports of Chinese steel 
pipes and tyres infuriated the Chinese government, although it has so far resisted lashing out (summitry 
with Mr Obama being too big a party to spoil).  

American businessmen, meanwhile, worry no less about protectionism in China. Many saw China’s 
decision in March to reject a takeover bid by Coca-Cola for a Chinese juice company as a bad omen. As 
Chinese businesses look around America for bargains, they will get a mixed reception: sellers are eager 
for China’s cash, but worried about the survival and security of Brand America.  

 
 

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



 
Tug-of-car 
Oct 22nd 2009  
From The Economist print edition 

 
 
Detroit’s and China’s carmakers both want a piece of the action 

“SHANGHAI, Guangzhou, Changchun, Beijing, Wuhan, Chongqing: six cities with six dreams. But what 
they really all dream of is the same—Detroit.” So concluded an article on the rival centres of China’s fast-
growing car industry published by one of China’s leading newspapers, 21st Century Business Herald. That 
was a long five years ago. Now Detroit dreams of China.  

Earlier this year, as the American government was buying 61% of 
General Motors and 8% of Chrysler to prevent them from 
collapsing, the two manufacturers’ sales in China were rocketing. 
Indeed, China’s car market was overtaking America’s in sales 
volume for the first time (see chart 2), several years earlier than 
analysts had predicted before the financial crisis. Plummeting 
demand in the West was to blame.  

GM’s sales in China in August more than doubled on a year earlier. 
For 2009 as a whole the company predicted a 40% rise. Sales of 
all car brands in China in August were about 90% up, helped by a 
cut in the purchase tax on smaller, more fuel-efficient cars. There 
is huge pent-up demand as a new middle class takes to the road.  

The Chinese government wants to emulate America’s rise to 
industrial glory by making the car industry a pillar of economic 
growth. This is a boon to foreign carmakers—not least American 
ones—which have formed joint ventures with Chinese state-owned companies to build their cars in China. 
The relentless growth of cities and huge government spending on expressways offer prospects for 
carmakers reminiscent of those in America in the mid-20th century. 

The sales figures may be impressive, but the benefits to American car companies’ bottom lines are far less 
so. One senior manager of a Detroit carmaker says that rather than actual profits, China offers more in 
the way of psychological solace for companies eager to show they can still do business. The boom in China 
is generating far less revenue for American car manufacturers than the growth in car sales in Europe did 
in the 1990s, he notes. The cars selling fastest in China—as the government intended—are the smaller 
models with the lowest profit margins.  

But China still offers huge potential, not only because its citizens will get richer and upgrade their cars, 
but also eventually—or so China likes to believe—as a base for producing cars at low cost and selling them 
into developed markets. “The irony is that some of the first cars that the Chinese export might have an 
American brand name on them,” says Stephen Biegun, a senior manager at Ford.  

Another possibility is that some American brand names will become Chinese. Dollar-rich China, 
encouraged by the financial crisis, is telling its companies to look abroad for bargains. A little-known 
private company from Sichuan Province, Sichuan Tengzhong Heavy Industrial Machinery, earlier this 
month reached a deal with GM to buy its Hummer brand (subject to Chinese government approval). A 
state-owned company, Beijing Automotive Industry Holding, is planning to join a Swedish-led consortium 
in a bid for GM’s Saab unit. Geely, a private company, is looking at Ford’s Volvo operation. Buying a 
foreign brand makes sense for Chinese car firms, which have little international reputation or experience 
of their own. Quality and safety issues have proved enormous barriers for Chinese brands trying to enter 
Western markets.  
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Just as Japanese carmakers rattled the American car industry in the 1970s, the arrival of Chinese makers, 
though not yet imminent, will be upsetting for some when it comes. The United Auto Workers union 
(UAW), which represents the Big Three’s blue-collar car workers, was outraged when GM said earlier this 
year that it was planning to make the Chevrolet Spark, a subcompact car, in China and ship it to America. 
Many politicians sided with the union, pointing out that the company was majority-owned by the American 
government. “If you’re going to build them in China, sell them in China,” says the UAW’s president, Ron 
Gettelfinger. 

 
Buy American 

Chinese companies buying American ones will also cause anxiety. In 2005 the plan of a Chinese state-
owned company, CNOOC, to buy an American oil company, Unocal, sparked widespread fury among 
American politicians. They worried, mistakenly, that America would lose a strategic asset. CNOOC meekly 
withdrew its $18 billion bid. “It’s not necessarily the Chinese [government] making decisions,” says Ford’s 
Mr Biegun. “It is the Chinese people and Chinese companies.” Politicians, however, have so far been 
muted in their response to the possible sale of Hummer, a gas-guzzling, loss-making brand. These days, 
what counts is keeping jobs.  

Jim Farley, who is in charge of marketing at Ford, says that “over time the whole industry absolutely has 
to be prepared” for the day when finished cars will be shipped from China to America. The industry should 
“welcome that with open arms”, he insists. Another car executive says it may not make sense to set up 
dedicated factories in China to serve the American market, but production lines in China could be used to 
plug gaps in supply that might open up in America.  

American consumers might be slow to embrace Chinese-branded vehicles, which so far have made inroads 
only in emerging markets that care more about price than quality. But the Chinese government sees an 
opportunity in hybrid and other “green” cars, demand for which is likely to grow fast. With its economies 
of scale and abundant labour, China is hoping to gain an edge in what promises to be a lucrative new 
industry.  

That would help to brighten the environmentally gloomy prospect of a China moving towards American 
levels of car ownership. Sceptics say China is unlikely to mandate the use of new fuel technologies so 
early in the development of its car industry. Others disagree. China, says one American car executive, 
could leapfrog ahead in adopting cleaner car fuels, especially batteries, for which it already has a strong 
manufacturing base. “I do think they are going to be formidable competitors,” she says. The UAW may 
one day have to brace itself.  

 
 

Pillars of economic growth
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The price of cleanliness 
Oct 22nd 2009  
From The Economist print edition 

 
 
China is torn between getting greener and getting richer 

THE Taiyanggong Thermal Power Plant in north-east Beijing is delightfully green. Unlike most of China’s 
smoke-belching power stations, it has such low emissions that luxury flats are being built next to it. They 
are fetching high prices. Owners will look out over something that looks more like a cluster of office 
buildings (apart from a couple of grey chimneys) than a power plant. The cooling towers, near a grove of 
date trees and an ornamental pool, look a bit like the Great Wall.  

With the help of two natural-gas-fuelled turbines built by America’s General Electric, Taiyanggong 
produces only half the carbon emissions of a coal-burning facility of comparable size in China. It also 
generates much less smog-forming nitrogen oxide. Its steam supplies heat to 1m homes. When Hillary 
Clinton visited the power station in February, she called it a “wonderful collaboration” between China and 
America in clean-energy production. “We need to figure out ways to do more and more of this,” Mrs 
Clinton said. That is where the problems begin.  

The Beijing authorities built Taiyanggong to impress the world in the run-up to the Olympic games which 
opened in the city in August 2008—on the same day that America opened a new embassy in Beijing 
(heated, American officials say proudly, by Taiyanggong). Some 5,000 workers toiled night and day to 
deliver on the Chinese government’s promise to provide an environmentally friendly power source for the 
games. Taiyanggong was connected to the grid with nearly eight months to spare.  

Money was no object. It was clear that natural gas would be considerably more expensive than coal, the 
fuel used by most power plants, and American-made state-of-the-art turbines would be far costlier than 
those made at home. Maintaining the GE machinery would keep running costs high for years to come. But 
the government was in a high-spending mood, pouring about $40 billion into an infrastructure makeover 
for the games.  

Now the power station’s owners, led by a municipal state-owned company, are struggling to make it work 
financially. Luckily for them, Taiyanggong has qualified for funding under the UN’s Clean Development 
Mechanism (CDM), which enables rich countries to offset carbon emissions by paying for carbon cuts in 
developing ones. Zhang Yandong, a senior manager at the plant, says it will receive about 80m yuan 
($12m) in CDM money this year. Even with this, he says, the plant will at best break even. A CDM project 
report estimates that it costs 50% more to generate electricity at a plant like Taiyanggong than it does at 
an equivalent coal-fired facility.  

But American officials hope this will change, and that co-operation on climate change will even help 
strengthen the relationship overall. At the UN in September Mr Obama said America was “determined to 
act” on climate change. When he visits China next month, the topic will be the centrepiece. He is likely to 
secure an agreement on greater co-operation over clean-energy development between the two countries. 
He might even prise out of Mr Hu what he meant when he spoke of a “significant cut” in China’s carbon 
intensity (the amount of carbon emitted per unit of GDP) by 2020.  

But even if Mr Hu and Mr Obama appear in broad agreement on what needs to be done, persuading 
politicians and the public in both countries will not be easy. China has set impressive targets but struggles 
with ill-motivated bureaucrats. In America even lacklustre climate-change legislation now before Congress 
could founder as Mr Obama devotes political energy to what he clearly sees as a higher priority: health-
care reform. 

 
The road to Copenhagen 

In Beijing the two presidents will avoid airing public doubts about each other’s countries’ fitness for the 
task. If China and America—the world’s two biggest greenhouse-gas polluters, which between them 
account for 40% of the world’s carbon-dioxide emissions—are seen to be in accord, their officials reckon, 
there will also be a better chance of agreement at the UN climate conference in Copenhagen in December. 

  



That meeting is meant to come up with a successor to the Kyoto protocol of 1997, a treaty on cutting 
carbon emissions that Congress never ratified.  

Securing vague agreements will be the easy part. Having recently 
overtaken America as the world’s biggest carbon emitter (see 
chart 3), China is anxious not to be singled out as the main 
obstacle to climate-change prevention. To China’s leaders, image 
counts for a lot. China will cling to the view (shared by most 
developing countries) that the developed world bears the main 
responsibility for dealing with the problem. But it is also keen to 
co-operate. Cutting the growth of its carbon emissions happens to 
fit well with China’s longstanding campaign to use energy less 
wastefully and reduce its dependence on imported oil (see chart 
4). If the rich world, through CDM arrangements, can help China 
achieve that, so much the better.  

What China will want in return is lots of money. Unfortunately for 
its environment, coal is plentiful and cheap. About 70% of China’s 
electricity supply comes from coal-fired power stations. So the 
question is how fast China can introduce technologies to reduce 
carbon emissions from coal-burning, or else replace coal with cleaner forms of energy, both of which will 
be expensive. China will demand that developed countries foot the bill and also help provide the 
technology.  

This will be hard for Mr Obama to sell to Congress. Politicians will 
worry about how to monitor China’s success in achieving its 
targets. China pledged in 2006 to reduce the amount of energy 
used per unit of GDP by 20% by the end of this decade. Officials 
say the country is on track to achieve this. But stimulus spending 
is flowing into energy-burning industries. In the pursuit of growth 
local governments are even less inclined to take energy-saving 
targets seriously. And verifying whether China is meeting its 
energy targets will be hard. For China to measure its carbon 
emissions and for America to be satisfied with the results will be 
even harder. Even a pledge for emissions to peak by 2035 will not 
go down well in America. Kenneth Lieberthal of the Brookings 
Institution says China will be under pressure to make it earlier, 
perhaps 2020 or 2025.  

Technology transfer will also be a thorny issue. China resents the 
idea of American clean-energy companies taking advantage of 
China’s predicament to profit from their expertise. But American companies will not be keen to hand over 
advanced technologies without adequate protection for their intellectual-property rights. China’s lack of 
attention to this area is bitterly resented by many American businesses, not just high-tech ones.  

American climate-change experts say there are grounds for optimism that China will do its best. The 
country’s leaders, they say, are beginning to appreciate how much of a threat climate change poses to 
China itself. It has taken a while to convince them. In a country where every year hundreds, if not 
thousands, of people die in natural disasters, crops are devastated by droughts and millions of peasants 
migrate to cities, the extra disruption and loss of life that global warming might cause have not seemed 
like pressing concerns. But Mr Lieberthal says leaders now worry that climate change could pose a serious 
additional threat to stability. For a party that places stability above everything else, this could be a 
clincher.  

China will enjoy the Schadenfreude of watching Mr Obama’s struggle with a recalcitrant democracy. The 
climate-change legislation now before Congress has little chance of being passed by the Senate before the 
Copenhagen conference even though it was watered down as it passed through the House of 
Representatives. This will make it difficult for America to claim the moral high ground at Copenhagen. 
China may even garner more praise. 

Whatever accord is reached at Copenhagen, scepticism will still be rife in America about China’s 
intentions, and in China about America’s willingness to provide the money and technology. At a time when 
trade friction between China and America is growing, such misgivings could lead to more shouting 
matches. The climate-change bill threatens to impose carbon tariffs on countries that are deemed not to 



be doing enough. China will rightly argue that it is doing a lot, but it will worry that Americans will not see 
it that way.  

Mr Hu will also have to watch his own back. Just as in America, implementing carbon-emissions cuts will 
upset powerful interest groups: fossil-fuel-energy producers, for one. Unless the West, including America, 
is prepared to help out on a large scale, he will be under pressure to go slow. His decisions on climate 
change will be a clue to whether domestic or global interests take priority.  

Like Mr Obama, he will vacillate. Copenhagen is likely to be just the beginning of a long, hard, struggle 
between the two countries over what the other is doing. An often defensive and secretive Chinese 
bureaucracy up against a bewilderingly complex mishmash of competing interests in America will not 
make for harmony.  
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China is piling up more weapons than it appears to need 

WHEN Hillary Clinton said in January that America should exercise “smart power”, Chinese officials and 
commentators pricked up their ears. Here was a neat way of describing, some of them said, what China 
too was trying to do: find the right mix of military might, cultural influence and economic clout—hard 
power and soft power—to secure its place in the world. Yet both countries are at risk of dangerously 
mishandling this exercise in carefully calibrating their dealings with each other.  

 
China’s demonstration of military might and authoritarian muscle on October 1st, its national day, was one
recent example of how its judgment can go awry. The parade of thousands of goose-stepping troops 
through central Beijing, along with military hardware intended mainly to intimidate America and its quasi-
ally Taiwan, was a throwback to the imagery of cold-war days. It did not help that dissidents were 
rounded up and the public kept away from the event (except on television).  

Such scenes touch raw nerves in America, where intellectual and political opinion has long been bitterly 
divided over how to assess China’s rise. Left-wing Democrats, alarmed by China’s human-rights abuses, 
find themselves in league with right-wing Republicans who see China as a new Soviet Union, to be 
distrusted and contained. The October 1st extravaganza also worried a third, more centrist, camp: those 
who see the Communist Party’s resort to nationalism as a sign of its weakness and of China’s vulnerability 
to upheaval that could have damaging global consequences.  

Mr Obama’s smart-power strategy towards China resembles that of his predecessor, George Bush, who 
after the attacks of September 11th 2001 abandoned talk of China as a “strategic competitor” and sought 
instead to downplay differences. China, no less smartly, began in 2003 to emerge from its diplomatic shell 
by organising six-nation talks to deal with the nuclear crisis on the Korean peninsula. By the middle of this 
decade it had also begun to back away from its belligerent rhetoric on Taiwan (while continuing to amass 
more weaponry should it ever wish to attack the island). America breathed easier.  

The Centre for Strategic and International Studies, a think-tank in Washington, DC, that helped popularise 
the notion of smart power with a study on American foreign policy in 2007, issued a report in March which 
drew attention to a “strategic mistrust” between the two countries’ leaders. American policymakers, it 
said, should start a “new narrative” and show respect for China’s status as a rising power. Mr Obama, who 
has put more emphasis than Mr Bush did on China as a solver of global problems, appears to agree.  

America’s friendly rhetoric may help to secure more constructive thinking in Beijing about issues such as 
tackling climate change or dealing with North Korea. But the intractable problem of Taiwan will continue to 
fuel a dangerous escalation of the two countries’ hard-power capabilities with respect to each other. In the 
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realm of soft power (a term defined by Joseph Nye, a Harvard professor and former senior official, as a 
country’s ability to persuade or influence others without the threat of force), China has only recently 
begun to play a global part. Its efforts so far, whether in securing oil and mineral deals in Africa or in 
trying to promote its view of the world through the internet, have often merely raised American hackles.  

 
Unlikely but not unthinkable 

On the military side, the Pentagon worries that China is acquiring capabilities that go beyond what is 
needed to deal with possible conflict over Taiwan. China does not speak publicly of displacing American 
power in Asia. It has good reasons, indeed, to support it, given that America’s presence helps to deter 
North Korean aggression against South Korea, keep Japan from becoming militarily more assertive and 
protect shipping lanes in South-East Asia. But China’s military build-up, which began to gather pace in the 
late 1990s and has shown no sign of slacking, could one day tempt Chinese leaders to think that they 
could fight and win a war, either over Taiwan or over a host of mostly uninhabited islands whose 
sovereignty China disputes with countries from Japan to Malaysia. 

China’s growing armoury would make it far more difficult for 
America to respond to a crisis in the Taiwan Strait in the way it did 
in 1996 when it sent two aircraft-carrier battle groups close to the 
island. The Pentagon says China is developing medium-range 
ballistic missiles that could be guided to their targets far out into 
the Pacific beyond Taiwan: a clear threat to the American navy. 
Medium-range missiles are also being targeted at American bases 
in Japan and Guam. China, says the Pentagon, has the biggest 
missile programme of any country in the world. 

Although it is well aware of the dangers of misunderstandings, 
China has brushed off repeated American overtures for more 
dialogue. Talks between the two armed forces typically sputter on 
for a few months before being called off again by China to express 
its disapproval of American military support for Taiwan. There 
have been glimmers of progress. This year multinational anti-
piracy operations in the Gulf of Aden (China’s first active naval 
engagement beyond Asia) saw Chinese and American ships operating in the same zone and 
communicating with each other in a friendly enough manner.  

But Pentagon officials have never been allowed to visit the headquarters of the Chinese armed forces, an 
underground facility in the Fragrant Hills west of Beijing. Attempts by the Pentagon over the past few 
years to persuade the chief of China’s strategic nuclear forces to visit America have so far failed (although 
he has visited other countries). In 2008 the two countries agreed to establish a hotline between their two 
defence ministries. But for unexplained reasons the two sides did not use it when Chinese boats harassed 
an American surveillance ship, the Impeccable, in the South China Sea in March.  

Few expect rapid progress. Dennis Wilder, a former adviser to the National Security Council under 
President Bush, says there is a dangerous lack of knowledge even about basic issues such as China’s 
nuclear-alert system. China has a few dozen land-based nuclear missiles capable of hitting some or all 
parts of America and is soon expected to deploy them on submarines. America’s nuclear force is far larger,
but as Richard Bush and Michael O’Hanlon of the Brookings Institution argue in a book published in 2007, 
nuclear war between the two countries over Taiwan is not unimaginable.  

No less worrying to the Pentagon is what appears to be a lack of effective communication between the 
Chinese armed forces and other parts of the bureaucracy. This was evident in April 2001 when an 
American EP-3 military spyplane hit a Chinese fighter jet off the Chinese coast. American officials believe 
the crisis was escalated by distorted information that was fed to Chinese leaders by the armed forces 
before other departments were able to weigh in with sounder analysis. It seemed that the Chinese armed 
forces did not promptly inform China’s foreign ministry about the Impeccable incident.  

China bristles at any American suggestion that its behaviour could be construed as threatening. America’s 
latest National Intelligence Strategy, the first issued by the Obama administration, makes one brief 
mention of China, saying that its “increasing natural-resource-focused diplomacy and military 
modernisation are among the factors making it a complex global challenge.” This statement of the obvious 
was enough to trigger howls of protest. The Chinese foreign ministry called on America to abandon its 
“cold-war mentality and prejudices”. At an annual gathering of regional defence ministers in Singapore 



earlier this year, a speech by the deputy Chinese chief of staff, Ma Xiaotian, was sprinkled with critical 
allusions to American “cold-war” behaviour in Asia. 

China has reason to feel uncomfortable about the imbalance between its own military power and 
America’s. American ships and spy planes claim the right to operate only 12 nautical miles from the 
Chinese coast (a boundary observed by Soviet and American military craft off each other’s coasts during 
the cold war). They routinely come closer than the 200-mile boundary that China insists on. China does 
not have the means to project its power anything like as close to America’s shore, and shrewdly refrains 
from suggesting that it would like to.  

But some Americans worry that China could make a cold war with America a self-fulfilling prophecy by 
trying to acquire more of the trappings of a global military power. For example, China is quietly developing
its first aircraft-carrier. The Pentagon reckons the country is unlikely to have one in operation before 
2015, but is considering building at least two by 2020, along with associated vessels. “The Indians have 
one, the Italians have one, so why can’t China have one?” asks a Chinese general.  

Pentagon officials profess not to worry. America’s navy would be well equipped to deal with a Chinese 
carrier-borne force, particularly one with little experience (it would be an “easy target”, says one former 
senior official in the Bush administration). But China’s deployment of a carrier would send a powerful 
signal that its naval interests are no longer confined mainly to coastal defence. A senior Chinese officer 
once quipped to Admiral Timothy Keating, who is about to retire as America’s top commander in the 
Pacific, that when China has aircraft-carriers the two countries should draw a line down the middle of the 
Pacific through Hawaii to define their spheres of operation. Mr Keating politely declined.  

 
Culture wars 

On the soft-power side, China is slowly learning. After much complaining from Western politicians and 
NGOs, it has used its considerable economic clout to give Sudan and Myanmar at least little nudges 
towards accommodating Western concerns in those countries (less so, however, in the case of Iran). Soft 
power was mentioned for the first time by a Chinese leader in public in 2007. Culture, said Mr Hu 
(oblivious, it seemed, of the cold-war overtones of his remarks), was of growing significance in the 
“competition in overall national strength”. China should therefore “enhance culture as part of the soft 
power of our country”.  

A cursory glance at the streets and shops of Chinese cities suggests what Mr Hu may have had in mind: 
the all-pervasiveness of American brands and cultural products, from Coca-Cola to (pirated) boxed sets of 
a comedy series, “Friends”, from Kentucky Fried Chicken to Starbucks. America’s intellectual drawing 
power is evident in the queues of students waiting for visas at the American embassy: in the 2007-08 
academic year more than 81,000 Chinese were studying in American colleges. Such exposure to American 
ideas does not always work in America’s favour. Many of the nationalists who have staged protests against 
America in recent years have been members of an internet-savvy generation immersed in American 
popular culture. But the Chinese government now hopes that by taking its own cultural message to 
foreigners it can help to convince them that China’s rise is nothing to be feared (see next article).  
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President, pygmy or poodle?  

SIR – In saying that “the European project has spent too many of its first 50 years looking inwards”, your 
leader on the European Union after the Irish referendum forgets the launching of the euro and the free 
circulation of European citizens through national borders brought about by the Schengen agreement 
(“Wake up Europe!”, October 10th).  

Maybe this slip has something to do with Britain—the country where the next and first permanent 
president of the European Council could come from—shunning the single currency and refusing to join the 
Schengen area? 

Romano Prodi 
Former president of the European Commission 
Bologna, Italy 

SIR – You arrogantly assume that Tony Blair is the only candidate of stature for president of the European 
Council. From a strictly European point of view it might indeed be better to have a “Europygmy” from a 
“tiddler” member state as president than a poodle scrabbling about in mid-Atlantic trying to please the 
White House incumbent of the day. 

Johan Enegren 
Brussels  

 
Tax credits no windfall  

SIR – In embracing ill-conceived policies that would undermine the economy and kill jobs you show a 
notable lack of understanding of the true nature of tax “subsidies” in the United States (“Fossilised policy”, 
October 3rd).  

Specifically, you misrepresent the established policy of the American tax system that allows tax credits for 
income taxes paid on foreign income. The provision applies specifically to foreign income taxes and not to 
royalties as you incorrectly stated. 

The foreign tax credit was designed to prevent American companies, like those in the oil and natural gas 
industry, from being double taxed on foreign income so they can compete in the global marketplace. 
Congress and the Treasury have instituted policies to prevent companies from claiming credits on 
payments that should not be classified as income taxes paid to a foreign government. In addition, they 
have written statutes and regulations that require taxpayers to prove not only that foreign levies are 
income taxes but also that no amount of the payment is a fee (such as a royalty) for a specific economic 
benefit. 

For this reason, the foreign tax credit has never been defined as a subsidy by any administration or 
Congress in any comprehensive study examining energy tax policy. 

Jack Gerard 
President and CEO 
American Petroleum Institute 
Washington, DC 

  



SIR – You state that “American oil companies earn a tax credit at home for royalties (of up to 85% in 
some cases) paid on oil extracted abroad. The provision is intended for companies to avoid double 
taxation, but acts as a windfall for the oil industry.” This highly complex provision applies to income taxes, 
not royalties, and is not properly characterised in its entirety as a windfall. 

We took the average corporate tax rates in the main oil producing countries and treated only the 
difference between that average (28.9%) and the 35% American cap as the amount that should qualify as 
a tax deduction and not a credit. We treated the resulting tax savings as a subsidy. However, the vast 
majority of the foreign tax credit operates as a legitimate provision to avoid double taxation of income and 
cannot be called a simple “windfall”.  

Scott Schang 
Vice-president, climate & sustainability 
Environmental Law Institute 
Washington, DC  

* SIR – If the United States government were to disallow or substantially restrict the ability of the 
industry to credit our foreign taxes against our tax liability on foreign earnings, the result would be to 
guarantee double taxation, contrary to fundamental principles of American income-tax law. American 
companies, such as ExxonMobil would be effectively rendered uncompetitive against foreign owned oil and 
gas companies. In short, no company based in the United States could compete if it had to pay both 
American and foreign income taxes on the same project. 

Rob Young 
Public and government affairs 
ExxonMobil 
Irving, Texas 

 
Spanning the spectrum  

SIR – I was surprised to read your notion that the “Jewish lobby” is upset at how Barack Obama is 
handling relations with Israel (“Reinforcing failure?”, September 26th). I assume that the writer does not 
mean to include J Street, a self-described Jewish lobby that has vigorously supported Mr Obama; Eli 
Pariser, the Jewish president of the leftist pressure group “MoveOn.org”; or the many Jews working within 
the administration (not least Dennis Ross and Rahm Emanuel) who are currently formulating America’s 
policy towards Israel. The writer may like to know that Jews are not a monolithic entity: their views span 
the spectrum of politics in America. 

Ben Goldring 
Cambridge  

 
Reducing child mortality  

SIR – To give a fuller flavour to your article on micronutrients it is important to point out the power of 
vitamin A and zinc (“A no-brainer”, October 10th). Both are essential to immune function. Controlling 
vitamin A deficiency in at-risk populations reduces child mortality by an average of 23%, equating to more 
than 600,000 deaths averted in sub-Saharan Africa alone. Vitamin A deficiency is also the most important 
cause of blindness in children. 

A 2009 review shows that providing zinc supplements reduces overall child mortality by 6% in deficient 
populations and reduces deaths of children over one year by 18%. Moreover the 2008 Copenhagen 
Consensus ranks supplementation with vitamin A and zinc as the top contender with micronutrient 
fortification of food ranking as third. Clearly the time has come to eliminate all micronutrient deficiencies, 
from A to Z.  

Shawn K. Baker 
Vice-president and regional director for Africa Helen Keller International 
Dakar-Yoff, Senegal  

 



Taking airs 

* SIR – Mobile money is now entrenched in Kenya and is indeed big business as you point out (“The 
power of mobile money”, September 26th). Equity Bank—the bank with the largest number of account 
holders—was blowing its trumpet the other day about the registration of its one millionth customer. That’s 
a drop in the ocean compared to Safaricom’s 7m users of mobile money hardly two years since the 
introduction of the service. 

Perhaps you will consider M-PESA an acceptable settlement system for my future subscriptions to The 
Economist? 

Charles N. Kariuki 
Nairobi, Kenya 

 
Rights, and wrongs, of reply  

SIR – Philip Bowring’s account of the Far Eastern Economic Review’s encounter with the Singapore 
government is inaccurate (Letters, October 17th). In 1987 the government restricted the circulation of the 
Review after it had engaged in Singapore’s domestic politics. But an advertisement-free version was 
distributed widely at bookshops and supermarkets, and sold more than 1,000 copies. In March 1988 the 
Review applied to produce a similar version. The government agreed, subject to a ceiling of 2,000 copies, 
but the Review refused its offer. Would this have happened in Maoist China and North Korea? 

Michael Eng Cheng Teo 
High commissioner for Singapore 
London 

SIR – You will be tempted to give the Singapore government the last word on its censorship strategy—as 
its “right of reply” policy demands—but this will neutralise the criticism of Mr Bowring and others. Readers 
will simply assume you agree with the government. Assuming you don’t, please print this alongside its 
next rebuttal, to expose this subtle yet powerful manipulation of the press. 

Duncan M. Butlin 
Chichester, West Sussex  

 
Bent bosses  

SIR – You say that most bank bosses were useless rather than venal (“It wasn’t me”, October 10th). But 
to take an enormous salary for a job one is not competent to do strikes me as venal in itself. 

Tony Welsh 
Houston, Texas  

* SIR – You state that many bank bosses were “useless” and “could not understand” their banks’ books. 
Yet you have repeatedly defended the fact that these same executives make tens or hundreds of millions 
of dollars because such top talent needs obscene amounts of money to be attracted to their employers. 
Have you finally admitted that your “attraction of top talent” hypothesis is wrong? 

James Doubek 
Washington, DC 

 
North of the border 

* SIR – I used to bemoan the fact that articles about my home and native land were lumped in “The 
Americas” section of your publication as though Canada was some kind of troubled banana republic (“The 
perpetual campaign”, September 26th). 

But after enduring three elections in five years only to end up with an unstable minority government on 
the brink of yet another, I see now why you are right to do so.



Justin Williams 
Toronto 

 
When in Berlin... 

* SIR – You correctly say that Guido Westerwelle “wobbled” on being asked a question in English at a 
Berlin press conference (“Off to the Auswärtiges Amt”, October 3rd). But where does the incident leave 
the BBC? Was it arrogance, bad luck, or sheer incompetence that led it to send a reporter to a German 
press conference who was incapable of asking a question in German? I strongly suspect the third. 

Iain Smith 
Mancao, Portugal 

 
No kidding  

SIR – When Admiral West took a job as a junior minister in the Home Office (“A goat with medals”, 
October 10th) his nickname in parts of the Royal Navy became “Lord Faustus”. 

Charlie Wilson 
Sandford-on-Thames, Oxfordshire 

 
 

* Letter appears online only 
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How Taiwan and North Korea complicate the Sino-American relationship 

TAIWAN, as Chinese officials never tire of reminding their American 
counterparts, is the most important and sensitive issue in the two 
countries’ relationship. In the mid-1990s the two nuclear-armed states 
inched to the brink of war over the island. Since then Taiwan has been 
the pretext for a massive military build-up by China. Pragmatism has so 
far restrained China’s nationalist instincts, but for how long?  

Both China and America were relieved that elections in Taiwan in March 
2008 returned a China-friendly president, Ma Ying-jeou. For nearly 15 
years Taiwan’s transition to democracy, and the growth of Taiwanese 
nationalism which it fostered, had been adding dangerous 
unpredictability to cross-strait relations. America had been getting fed 
up with Mr Ma’s predecessor, Chen Shui-bian of the Democratic 
Progressive Party, who revelled in riling China.  

China has offered Mr Ma some carrots. In May it allowed Taiwan to send 
a delegation to the World Health Assembly, the WHO’s governing body—
the first time it had agreed to Taiwan taking part in any UN activity. 
Recently China criticised CNN for running an online poll asking whether 
Mr Ma should step down over his handling of the aftermath of a typhoon 
in August that killed hundreds of people. Its response to Mr Ma’s decision later in August to allow the Dalai 
Lama to visit Taiwan to pray for the dead was unusually muted. Mr Ma, notes Sun Yan of Peking University 
approvingly, bows regularly before a statue of Sun Yat-sen, a pre-communist revolutionary who is also 
held in reverence by China’s leaders. This, she says, “suggests in his heart he thinks of himself as 
Chinese”.  

But Taiwan will remain a problem for China and America. Mr Chen was sentenced to life in prison for 
corruption in September, but his pro-independence views still enjoy a vocal, if minority, backing. Mr Ma’s 
popularity has been badly dented by the typhoon response. Taiwan’s economic malaise will not help. The 
Democratic Progressive Party has been in disarray since its defeat in last year’s election, but it might still 
be a strong contender in the next presidential polls in 2012. That would deeply worry the two big powers. 

More immediately, Mr Obama needs to think about arms sales to the island. Mr Ma says he wants new F-
16 fighter jets. “We simply want to maintain the military balance” with China, he says, by replacing ageing 
military hardware. Mr Obama, anxious to secure Chinese co-operation on a range of issues, will want to 
tread warily, but Taiwan has many friends in Congress.  

Mr Obama could argue that the improvement in cross-strait political relations reduces the need to sell 
more weapons to Taiwan. China will certainly argue, with some justification, that selling Taiwan more 
advanced F-16s is hardly in keeping with what America promised in a 1982 joint communiqué with China: 
that America’s arms sales to Taiwan would not exceed “either in qualitative or in quantitative terms” the 
level of those supplied in the three years prior to the agreement.  

American law complicates the issue. The Taiwan Relations act of 1979 requires the administration to arm 
Taiwan sufficiently to defend itself. In 1992 President George Bush senior agreed to sell the island 150 F-
16s, a package worth vastly more than the arms America had sold Taiwan annually since the beginning of 
the previous decade. China, which was far less powerful then, dragged its heels for a while in international 
arms-control talks. Today it might respond more robustly.  

 
The North Korean conundrum 

Military contacts with the Pentagon would be an obvious first casualty. But China might also become less 
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co-operative in dealing with another issue of huge importance to American security: North Korea. China is 
an enthusiastic organiser of the six-party-talks process that brings together the two countries, both 
Koreas and Japan and Russia to discuss ways of rolling back North Korea’s nuclear programme. The talks, 
which began in 2003 but are now on hold because North Korea is angry about Chinese-backed sanctions, 
have helped China ingratiate itself with America. Victor Cha, who was Mr Bush’s top adviser on Korean 
affairs and a one-time participant in the talks, describes them as “the only thing they [the Chinese] have 
ever contributed to the international system”. But China still would like to keep the status quo on the 
Korean peninsula. Even a nuclear-armed North Korea it sees as less threatening than a North Korea in 
political meltdown or, worse still, one occupied by American troops.  

If China and America have talked about how to handle a political collapse in North Korea, they have 
managed to keep it secret. Mr Cha says China has shown interest in informal low-level discussions. But 
without top-level agreement there remains a considerable risk that the Chinese and American armed 
forces could find themselves drawn into a North Korean political vacuum, with little knowledge of each 
other’s intentions.  

China at the very least would want to establish a buffer on the North Korean side of its border with the 
country in order to stop a flood of refugees. The Americans would want to secure North Korea’s chemical 
and nuclear weapons, some of which are stored near the Chinese border. “How will you get there, will you 
fight your way there?” asks a senior Chinese officer. China and America, he says, will have to co-operate 
in order to “prevent another war”. 

Shen Dingli of Fudan University in Shanghai argued in an essay in 2006 that from China’s strategic 
perspective, North Korea and Taiwan were “intrinsically linked”. As long as China worried about American 
intervention in the Taiwan Strait, he said, it would value North Korea’s role in pinning down American 
forces in the region, so regime change in the North would be “unacceptable” to China.  

For all China’s rhetoric about the central importance of Taiwan (and constant whispering to Western 
officials that any Chinese leader seen as “losing” Taiwan would be overthrown in an instant), the country 
is reassuringly careful to avoid letting the issue become prey to Chinese public sentiment. Lin Chong-pin, 
a former Taiwanese deputy defence minister, says that as early as 2006, two years before Mr Ma took 
office, China had decided that it was “cheaper to buy Taiwan than to attack Taiwan”. Chinese officials 
would certainly worry about public reaction in China if it were to lose a war over the island, as well as 
about the long-term viability of controlling Taiwan, noting that the wars in Iraq and Afghanistan have 
shown that even a superpower can find it difficult to impose its will on occupied countries.  

Mr Ma himself plays down the worries about the growth of Chinese nationalism and its potential to disrupt 
the region’s stability. He says he was “quite startled” last year when China reached an agreement with its 
hitherto arch-rival Japan on joint exploration of disputed gasfields in the East China Sea. Relations 
between China and Japan, which is a bigger bête noire to Chinese nationalists even than America, have 
improved “beyond my imagination”, Mr Ma says.  

But others worry that Chinese nationalism is dangerously unpredictable. Susan Shirk, a former senior 
State Department official in the Clinton administration, argued in her 2007 book “China: Fragile 
Superpower” that “the more developed and prosperous China becomes, the more insecure and 
threatened” China’s leaders feel. China’s “emotional responses” to external crises “may undermine its 
more moderate aims and get it, and us, into trouble”.  

The confluence of political uncertainty in the region early in the next decade makes such advice worth 
heeding. Taiwan’s presidential polls in March 2012, China’s change of leadership in the autumn of that 
year and American presidential elections in November will create fertile ground for emotional responses in 
all three capitals. The poor health of North Korea’s leader, Kim Jong Il, adds a wild card. Mr Obama would 
do well to keep the dialogue with China wide open.  
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China is moving heaven and earth to put a man on the moon 
 

 
FIELDS of peanuts and paddy, water buffaloes, deserted beaches, coconut trees and the odd building site 
are about all there is to see for now at what will eventually become one of the world’s most important 
centres for space exploration. Very few people outside China have heard of the town of Wenchang on 
China’s tropical island of Hainan, but in a mere four years, Chinese officials say, it will become “China’s 
Kennedy Space Centre”. It is from here, eventually, that China’s first man on the moon is likely to take 
off.  

Just as President Kennedy aimed for the moon to boost American morale in a struggle for supremacy with 
the Soviet Union, Chinese officials now see a Chinese moon landing as a way to bolster patriotism 
(although no formal target date has been declared yet). On the streets of Wenchang, whose sole (non-
astronautical) claim to fame at the moment is a form of boiled chicken, the authorities are already trying 
to get the public in the mood. “Building a Space Centre, Take-Off for Wenchang’s Economy”, says one 
slogan against a background of waves crashing on the town’s sun-soaked shore. In China money talks just 
as loudly as appeals to nationalist pride, despite Wenchang’s languid air.  

China already has three space centres: Taiyuan in the north, Xichang in the south-west and Jiuquan in the 
north-west. Jiuquan earned a name for itself by launching China’s first man into orbit in 2003, followed in 
2005 by a two-man crew and last year by a three-man mission, including China’s first spacewalk. But 
these three facilities are in remote locations deep inland, reflecting China’s secretive approach to space 
flight, a venture under the control of the armed forces. The Wenchang centre will have a space theme 
park and beach resorts right next to it. China’s space programme is at last coming out.  

America in particular will turn its eyes on Wenchang as China gets ready to shoot for the moon. No 
Chinese official, any more than anyone at NASA, would dream of talking of a space race between the two 
countries. That would smack too much of cold-war rivalry. But in 2007 Mike Griffin, then NASA’s chief 
administrator, said he believed China would be the first country to go back to the moon and that 
“Americans will not like it.” 

The plan is to open the new launch centre in 2013 (good timing for China’s next generation of leaders who 
will want to start their terms on an inspirational note). Some time in the following year China’s new Long 
March 5 rocket is due to be ready. This will be the workhorse of China’s lunar programme. Chinese press 
reports have suggested that a manned lunar landing could take place around 2020, preceded by an 
unmanned mission that would return lunar samples to Earth. Unlike America, which is dithering over its 
plans to return to the moon, China does not appear troubled by financial constraints. Little is revealed of 
what China’s space programme actually costs. 
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A race of sorts 

A Chinese moon landing might chip away at America’s sense of its scientific superiority, adding to the 
worries that were aroused in 2005 when a panel commissioned by Congress gave warning that America 
was losing its technological edge. The panel cited statistics showing that China produces 600,000 
engineering graduates a year against America’s 70,000 (though a detailed report published by the panel 
two years later gave a far narrower gap and questioned whether degrees from the two countries were 
comparable).  

Even before China gets to the moon, it aims to have a rudimentary space station of its own. The first 
orbiting module (Tiangong, or Heavenly Palace), which will be used to gain docking experience for the 
space-station project, will be launched as early as next year. Work on the station itself could begin in 
2015, Chinese media say.  

When the first Long March 5 is delivered to Wenchang in 2014, America may not even have a space-
launch vehicle of its own. Unless Mr Obama decides otherwise, the Space Shuttle will retire next year. Its 
successor, the Ares rocket, is not due to be put into service until 2015. Some scholars in America see this 
gap in their country’s launch capability as an opportunity to reach out to China. The current plan is to rely 
mainly on Russian and commercial American launch services to get Americans to the International Space 
Station (ISS). The relationship with Russia can be tricky, as the invasion of Georgia last year 
demonstrated. Teaming up with China would help spread the risk.  

But the prospects are dim. Many American officials are still seething at China’s test of an anti-satellite 
missile in 2007. It blew up an ageing Chinese weather satellite, leaving thousands of pieces of debris in 
orbit that pose considerable danger to other space-based equipment (a small chunk came close to the ISS 
in September). Even if the Americans wanted to get Chinese help with the ISS project, they would have to 
get agreement from other ISS partners. The Russians might object to the introduction of a competitor to 
their space-transport service. Japan has similar ambitions, and launched its first unmanned spacecraft to 
the ISS in September. A NASA official says that any co-operation would require “total transparency” from 
the Chinese. This would include allowing the Americans to go to China’s launch-control centre and get to 
know the nuts and bolts of its launch vehicle. There seems little chance of this.  

But the Americans hardly have to worry that the Chinese are about to surpass them, as they certainly did 
in 1957 when the Soviet Union became the first to put a satellite into orbit. Jiao Weixin of Peking 
University says China’s space-exploration capabilities are 30 years behind America’s. A billboard on a main 
thoroughfare in Wenchang tries to whip up space excitement with a huge picture of a launch pad at take-
off. It shows flames pouring from boosters attached to what is clearly America’s very own Space Shuttle.  
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Will a wealthier China become less authoritarian? 

FOR Americans, the psychological tremors of a Chinese moon walk could 
coincide with another shock. Some time in the next 20 years, if China’s 
growth stays on course, its economy will overtake America’s to become 
the largest in the world.  

By the 2020s China’s middle class, today in its toddler phase, will be 
striding into maturity. And by 2050, some economists predict, China’s 
economy will be double the size of America’s at current exchange rates. 
As with China’s space efforts, there will be less to this than meets the 
eye. In 2020 income per person in America will still be four times China’s, 
and vast swathes of the Chinese countryside will look much the same as 
they do now.  

The numbers may say little about the relative strength of China and 
America, but they will raise big questions about China itself. With the 
growth of a middle class, many observers have long believed, the 
country’s politics will change too. Henry Rowen of Stanford University has 
predicted that by 2020 Freedom House, an American NGO, will rate China 
as “partly free” in its annual country rankings (putting it in the same 
category as relatively open but not fully democratic societies such as 
Singapore and Hong Kong). Freedom House currently rates China as “not 
free”, one of 42 such countries in 2009.  

For China, which routinely imprisons dissidents, heavily censors the media, bans any opposition to the 
Communist Party, bars citizens from electing the country’s leaders and officially allows religious activity 
only in places of worship controlled by the government, this would be a big step forward. Mr Rowen bases 
his optimism on the numbers. By 2020, he reckons, China’s GDP per person at 1998 purchasing-power 
parity will be over $7,500. In 1998 all but three of the 31 countries above this level of GDP per person 
were rated as free. People who live in rich countries (oil-rich ones notably excepted) generally enjoy high 
levels of political rights and civil liberties, Mr Rowen concludes.  

But what if he is wrong? An unsettling possibility for America is that China could grow richer and yet 
remain authoritarian. In his book, “The China Fantasy: Why Capitalism Will Not Bring Democracy to 
China”, James Mann, an American journalist, argues that his countrymen like to believe they are changing 
China and that the Chinese are becoming Americanised. “These assumptions have never been borne out in 
the past,” he writes. American political debate tends to concentrate on two scenarios: the gradual 
liberalisation of China and, occasionally, the possibility of political upheaval there. A third, highly plausible 
scenario—that there will be no real political change—is also worth considering, says Mr Mann. American 
officials have often said that their country’s trade and engagement with China would help to change it 
politically, but they may have been mistaken.  

 
Unchanged, and yet changing 

Mr Mann may have understated the extent of recent changes in China. Its political institutions and its 
treatment of organised opposition to the party remain unaltered. But property rights, which hardly existed 
in China until the 1990s, have widely taken hold. Citizens protest against forced evictions from their 
homes to make way for development. A new army of private lawyers take on the state in court (and 
usually lose, but at least they try). The middle class, armed with the internet (users of which remain a 
step ahead of censors), demands, and sometimes gets, redress for abuses of power by local governments. 

But for a disconcertingly large number of urban Chinese, authoritarianism has its attractions. The 
government’s swift response to the financial crisis—a huge stimulus package adopted without any 
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Not happy, and not afraid to 
protest 



reference to legislators—has reinforced this view. Chinese often say local officials are corrupt and 
uncaring, but describe the party leadership as well-intentioned and capable. There are no dissidents who 
are household names across the country. “In this financial crisis, China’s political system has proved no 
worse than America’s,” says Yang Fan, an economist.  

It is becoming increasingly possible to imagine that when China puts a man on the moon and surpasses 
the output of America’s economy, it will still be a one-party state that brooks no organised opposition. For 
America this should be cause for concern. The resilience of Chinese authoritarianism will inspire dictators 
around the world. It will frustrate America’s efforts to cajole China into using its soft power to intervene 
more actively in humanitarian crises. China may be shifting slightly away from its lie-low policy in 
international affairs; its willingness to engage in anti-piracy efforts off Somalia has been praised in 
Washington, DC. But as an authoritarian country it will remain fearful of setting a precedent that could 
justify Western “meddling” in China’s own internal problems.  

Mr Obama’s predecessors found themselves having to backtrack. President Clinton realised soon after 
taking office in 1993 that America’s attempts to force change in a then more fragile China were of no 
avail. In not much more than a year he abandoned his attempt to make the annual renewal of China’s 
low-tariff trade terms dependent on China’s progress with human-rights protection. Mr Bush in his second 
inaugural speech in 2005 said it was America’s policy to support democratic movements everywhere, 
“with the ultimate goal of ending tyranny”. During his visit to China later that year China rounded up 
dissidents or put them under house arrest. Mr Bush, anxious not to upset his hosts, remained tight-lipped 
in public.  

One argument commonly heard for keeping quiet is that criticism of China’s human-rights policies, 
especially in public, plays into the hands of nationalist hardliners. But if America is ill-equipped to 
influence the development of democracy in China, it is almost as impotent when it comes to managing the 
growth of nationalism. Trade between the two countries more than tripled in value between 2000 and 
2008, with a huge surplus in China’s favour. Mr Bush kept human-rights differences largely hidden. Yet 
virulent anti-Western nationalism erupted in China after the protests in Tibet in March 2008, with America 
and its allies accused of trying to break up the country. Some Western journalists received death threats.  

As president, Mr Obama has refrained from being too ambitious about human rights in China. He declined 
to meet the Dalai Lama during the Tibetan leader’s October visit to Washington, DC, an unusual break 
from past presidential practice. He preferred to wait until some time after his trip to Beijing. Mr Obama’s 
administration has even signalled that human rights are not among its top priorities. Before her trip to 
Beijing in February, Mrs Clinton said that pressing China on human rights must not interfere with talks on 
the economic crisis, climate change and security issues. 

 
You never know 

China is well aware that its critics’ priorities are shifting. A senior American official says the environment 
has become a greater threat to China’s international image than repression in Tibet. Chinese leaders 
might well interpret this as meaning that a greener China could get away with locking up dissidents. But 
human-rights differences with China could suddenly cloud the relationship, just as they did in the final 
months of Mr Bush’s presidency with the upheaval in Tibet. Mr Bush decided not to boycott the opening 
ceremony of the Olympic games, as some NGOs and politicians had suggested he should. They included 
Mr Obama and Mrs Clinton, both then candidates for the Democratic nomination. China’s stubborn 
resistance to political change could still embarrass them.  
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America will have to get along with China. But which China will it be? 

“OUR policy has succeeded remarkably well: the dragon emerged and 
joined the world.” So said Robert Zoellick, then deputy secretary of 
state, in 2005, in a speech suffused with confidence in America’s ability 
to shape China’s progress. But, said Mr Zoellick, who is now president of 
the World Bank, China’s behaviour on the world stage left room for 
improvement: the country needed to become a “responsible 
stakeholder” in the global community.  

This anodyne catchphrase helped to redefine the two countries’ 
relationship. It was, in effect, an admission that America could cohabit 
with a powerful China. Many in his audience of American businessmen 
in New York, however, felt uneasy. As Mr Zoellick recalls, they saw his 
remarks as “too harsh and demanding”. Had he delivered the same 
speech to the political elite in Washington, DC, he reckons, he might 
have been criticised for being too soft. But China, despite being a bit 
unsure at first how to translate the word “stakeholder” (a term for 
which a standard rendering in Chinese had yet to be found), quickly 
warmed to the new formulation.  

It was not then obvious to Chinese officials that America really could accept the rise of China as it was, a 
one-party system controlled by communists. China saw the invasion of Iraq in 2003 and the “colour 
revolutions” against authoritarian governments in former Soviet-block countries as evidence that America 
wanted to go it alone as a superpower and was bent on re-creating the world in its own image. The 
Chinese media accused America of instigating the pro-democracy movements in Georgia, Ukraine and on 
China’s doorstep in Kyrgyzstan. A young Chinese diplomat proudly told Mr Zoellick that he spent until 4 
o’clock the next morning explaining the significance of the New York speech in a cable to Beijing. “The 
Chinese saw it as just about right,” says Mr Zoellick. 

Mr Obama’s administration has made less use of the “responsible stakeholder” tag, but its strategy is 
clearly the same. Mr Obama and Mr Hu have agreed to forge what they call a “positive, co-operative and 
comprehensive relationship” (a step up, presumably, from what was previously dubbed a “candid, 
constructive and co-operative relationship”). Notwithstanding the tyre tariffs, Mr Obama can expect a 
warm reception in Beijing next month. China’s leaders see acceptance by America as a boost to their 
legitimacy at home.  

 
Prepare for all eventualities 

“We no longer have the luxury of not getting along with China,” John Podesta told a congressional 
committee in September. Mr Podesta was the head of Mr Obama’s transition team and now heads the 
Centre for American Progress, a think-tank close to the Obama White House. He said it was time to move 
beyond the past strategy of “engage and hedge” and adopt one that “maximises opportunity but also 
manages risk”. But American respect and goodwill, as this special report has argued, cannot be relied 
upon to ensure that relations remain on solid ground. And whether called hedging or managing risk, 
America has no choice but to prepare for the possibility that China might one day threaten American 
security.  

The risk is not that China’s current leaders might one day discard their pragmatism and march into all-out 
conflict with America, whether in the economic or military sphere. It is rather the instability of China itself. 
So far the most disruptive influence on Sino-American relations has been public and political opinion in 
America. China’s bloody crackdown in Tiananmen Square in 1989 was hugely destabilising, but consistent 
with a time-honoured approach to political threats. 
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Xi Jinping, princeling-in-waiting



 
What do the Chinese think? 

Increasingly, however, public opinion in China will play a role as well. Chinese censors ensure that 
criticisms of the Communist Party quickly disappear from the internet, but xenophobic opinions are usually 
left untouched. The internet magnifies nationalist sentiment in China, sometimes even putting the 
government on the back foot. Such sentiment is invariably hostile to America.  

Elite-level politics is another worrying factor. Over the past 30 years leadership changes in China have had 
remarkably little effect on the relationship between the two countries, but there have been occasional 
deviations. The Taiwan Strait crisis of 1995-96 erupted at a time of heightened political uncertainty in 
China, with Deng Xiaoping’s health fading and his relatively inexperienced successor, Jiang Zemin, trying 
to burnish his credentials. The spy-plane crisis of 2001, which resulted in a tense stand-off as China 
detained 24 American crewmen for 11 days, broke close to a period of leadership transition.  

China’s preparations for another change at the top in 2012 and 2013 appear to be in hand, but America 
would be wise to be cautious. The workings of China’s leadership remain as much of a mystery to 
outsiders as they were when China and America established diplomatic relations in 1979, if not more so. 
Mr Hu is more cautious in his meetings with foreigners than his predecessors were (which may be a 
blessing for Mr Obama, probably safe from Mr Jiang’s predilection for bursting into song). Leaks from 
politburo-level deliberations, few and far between at the best of times, are now almost unheard of.  

Vice-President Xi Jinping looks the most likely man to take over, with Li Keqiang as his prime minister. Mr 
Xi is a “princeling”, as the descendants of communist China’s revolutionary founders are often called. As 
the party chief of Zhejiang Province from 2003 to 2007 he promoted greater openness in grassroots 
government. But in February a widely circulated video clip of Mr Xi accusing “well-fed foreigners with 
nothing better to do” of interfering in China’s affairs suggested that he might incline towards nationalist 
crowd-pleasing. And the succession is still not certain. Party leaders meeting in Beijing in September failed 
to announce Mr Xi’s widely expected promotion as deputy commander-in-chief of the armed forces. He 
currently has no military post.  

It is reasonable to think that China may well get richer yet stay authoritarian, at least for the next 10-20 
years. But there are two other scenarios that are worth thinking about. One is that China might in fact 
become more democratic. A politically more liberal China would put enormous strains on the multi-ethnic 
empire that China’s communists inherited from imperial times. Minorities across the Tibetan plateau and in 
Xinjiang would step up demands for greater autonomy. That, in turn, would jeopardise either China’s 
democratic development or the unity of the state. And a more democratic China would be unlikely to 
countenance the permanent separation of Taiwan. It might even pursue irredentist claims more 
aggressively.  

The other possibility is that China might be convulsed by the same kind of tumult that occurred in much of 
the rest of the communist world two decades ago. This would be a nightmare for America. In such a 
scenario, the conservative and inward-looking armed forces would play a critical role. As President Clinton 
put it in 1999, “as we focus on the potential challenge that a strong China could present to the United 
States in the future, let us not forget the risk of a weak China, beset by internal conflict, social dislocation 
and criminal activity; becoming a vast zone of instability in Asia.” Ten years and much economic growth 
later, his words are still worth heeding.  

The threat posed by China is not (yet, anyway) one of military expansion but one of great new uncertainty 
looming over the global order. Mr Obama will need to keep reminding China that America would be 
irresponsible not to prepare for the worst even as it hopes for the best. Chinese leaders would be wise to 
be just as cautious about their own future.  
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Tech firms are doing so well that boosters say they will spur a broader economic recovery. That 
is unlikely 
 

 
THIS year’s Web 2.0 Summit, an annual technology conference in San Francisco, featured a reception at a 
swanky hotel dubbed “Web After Dark”. The event was packed with euphoric entrepreneurs toasting their 
grand plans. Conference veterans noted the contrast with the previous year’s summit, which many 
attendees spent drowning their sorrows as the world economy sank into chaos. 

There is plenty of other evidence that the darkness that has hung over the information-technology 
industry for many months is lifting. Three of the sector’s heavyweights—IBM, Intel and Google—recently 
reported surprisingly robust profits. Even Yahoo!, a struggling internet portal, did less badly than 
expected. On October 19th Apple stunned even the most bullish investors by posting its best quarterly 
results ever: revenues came in at $9.9 billion, 24% higher than the same period a year earlier. Venture-
capital investments in America are growing again. And Windows 7, the new operating system Microsoft 
launched on October 22nd, is expected to pep up demand for personal computers and related gear. The 
OECD believes a recovery has been under way for some time, particularly in Asia. 

All this is more than welcome. But the wave of good news has also helped to buoy the industry’s infamous 
self-regard. Some even predict that IT will pull the economy out of the mire, with investment in 
technology giving a swift boost to productivity and job creation. As Edward Yardeni, an economist known 
for his optimism, has put it: “This will be a technology-led recovery.” 

Just how much of a boost IT can provide is a subject of some contention. Both Forrester and Gartner, the 
industry’s leading research firms, predict that the downturn will bottom out in the current quarter and that 
growth will resume next year. Yet the two firms differ on the severity of the recession in IT and, more 
importantly, the speed at which the industry will pull out of its slump. Forrester sees a V-shaped future, 
whereas Gartner envisages more of an L, with revenues remaining below last year’s level until 2012 at the 
earliest. 

There are good reasons to be conservative. For a start, talk of rapid growth in percentage terms disguises 
low absolute numbers, thanks to the depth of the recent contraction. If venture-capital investments in 
America were up by an impressive 17% in the third quarter, according to the National Venture Capital 
Association, this was mainly because they had dropped to an historic low. The volatile dollar muddles the 
picture as well. For almost a year, the currency’s increasing strength weighed heavily on the results of 
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American IT firms by devaluing foreign revenues. Now its increasing weakness makes their numbers look 
far healthier. 

In addition, excellent results at Apple, Google and even Intel reflect increased demand from consumers. 
Apple has benefited from the boom in smart-phones, Google from users clicking on more advertisements 
and Intel from the popularity of “netbooks” (small laptops), many of which contain its chips. But 
companies still account for by far the biggest chunk of technology spending. IBM, which offers the entire 
range of corporate IT services, from powerful computers to consulting services, is therefore a much better 
proxy for the overall health of the IT industry. Although its profits were better than expected, its revenues 
fell by nearly 7% in the third quarter compared with the same period last year. 

Moreover, it is likelier that the economy, supported by low interest 
rates and stimulus programmes, is reviving IT, rather than the 
other way around—a function of IT’s increasing pervasiveness. It 
now accounts for over half of American firms’ investment in 
equipment (see chart). In the countries of the OECD, the 
organisation’s secretariat estimates, it accounts for more than 8% 
of value-added and nearly 6% of employment. Sacha Wunsch-
Vincent, an economist at the OECD, says, “For most OECD 
countries, the prospects are of a very fragile and weak recovery, 
for the overall economy and thus for IT.” 

Even if corporate investment in IT does bounce back faster than 
expected, it could be some time before the effects feed through to 
the broader economy. In a new book, “Wired for Innovation: How 
Information Technology Is Reshaping The Economy”, Erik 
Brynjolfsson of the Massachusetts Institute of Technology and 
Adam Saunders of the Wharton School point out that it usually 
takes five to seven years for IT investments to produce substantial returns because it typically takes that 
long for companies to make the organisational changes needed to capitalise on the new technology. What 
is more, Mr Brynjolfsson points out, the recession has encouraged companies to focus their IT investments 
on boosting the productivity of shrunken workforces, which may mean that unemployment remains 
stubbornly high for some time to come. 

So the parties in San Francisco seem premature. Yet the recession has also accelerated trends that could 
make for a bigger celebration later. It has speeded up the adoption of promising new technologies, such 
as cloud and mobile computing. Without the crisis, consumers might not have rushed to buy cheap 
netbooks or even smart-phones. Needing to cut investment, companies looked more closely at software 
delivered as a service over the internet. One firm that has grown consistently this year is Salesforce.com, 
the largest provider of such offerings. 

These trends have also been fuelled by the shift of the industry’s centre of gravity to emerging markets, 
where consumers have less money to spend on technology and companies are more likely to outsource 
their IT (see article). Countries such as China and India have seen IT spending increase by up to 30% 
annually in recent years and account for much of the industry’s recent growth. Between 2003 and 2008, 
developing countries’ share of spending on IT grew from 15% to 24%, according to the OECD. Developing 
countries also make more than half of the world’s electronics. China alone churns out more than a 
quarter, compared with just 3% in 1995, according to Reed Electronics, another market-research firm. 

As for rich countries, the crisis has prompted governments to speed up IT investments which might 
otherwise not have become a priority for years, says the OECD’s Mr Wunsch-Vincent. The stimulus 
packages of most countries in the OECD include large sums for smart power grids, digitisation of health 
records and the deployment of broadband networks. All this, he says, should boost productivity and 
employment in time, provided the politicians have spent wisely—a big if.  
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Offshorers find rich opportunities—and tough critics—onshore 
 

 
INDIANS are rightly proud of their information-technology firms. But although the industry finds its 
biggest fans at home, it finds its best customers abroad. It earns $3.75 in exports for every dollar it earns 
in India. Infosys, the country’s most celebrated IT company, collects only 1.2% of its income from the 
domestic market. The leading provider of IT services to Indian companies is not a home-grown champion 
like Wipro or Tata Consultancy Services (TCS), but IBM. 

As global IT spending has faltered, however, India’s outward-looking firms have turned inward. “India has 
been around for the last 5,000 years; most of Indian IT seems to have discovered it in the last couple of 
years,” says Rajdeep Sahrawat of NASSCOM, an industry body. It expects the domestic market (including 
call centres and other kinds of “business-process outsourcing”) to expand by 15-18% in the year to March 
2010, compared with export growth of just 4-7%. 

One big domestic buyer is the Indian government. At the height of the financial crisis, TCS bagged a large 
contract to automate the issuance of passports. The company has a long history of what it calls “nation-
building” projects, but Infosys has got in on the action too, winning the government’s eBiz initiative, which 
will allow businesses to register themselves, file tax returns and apply for permits online. 

The rest of the market is a mixed bag. Many Indian businesses get by without a calculator, let alone a 
data centre. At the other end of the spectrum are firms that have shown the world how to profit from IT 
by palming it off. Bharti, India’s biggest mobile-phone company, handed over most of its IT to IBM five 
years ago and repeated the trick last year with a new supermarket venture. Telecoms and finance account 
for over half the market, but the fastest growth is in health care, utilities, and transport and logistics, 
according to Sudip Saha of Springboard Research. 

Like many delayed homecomings, though, the return of Indian IT is bittersweet. Indian customers resent 
being the fallback for companies that have lost their pipeline of international sales. The crisis, points out 
Arun Gupta of Shopper’s Stop, a large retail chain, has left Indian companies with many engineers “on the 
bench”. But Indian customers do not want second-rate people with no other work to do. 

At a conference in February, Mr Gupta complained that vendors also tried to “force-feed” Indian 
companies the same solutions they sold abroad. They were “trying to solve a pain that I don’t have, or 
maybe [one] I’ll get after three years”. For example, tracking customers on video to learn something 
about the choreography of their shopping is not worthwhile given the narrow margins in Indian retail. 

To sell to Indian customers, IT firms must think in rupees, not dollars. One greenback buys around 45 
rupees on the foreign-exchange market, but that amount stretches three times as far in India as it does in 
America, according to the World Bank’s comparisons of purchasing power. Thus when Indian IT firms 
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convert their dollar rates into rupees, they scare many potential Indian customers away. By the same 
token, the IT firms suffer “negative sticker shock”, when they learn the prices Indian customers are 
prepared to pay, according to Girish Paranjpe, co-chief executive of Wipro. 

Indian customers may demand low prices, but they also hold high expectations. They expect a personal, 
“magic touch”, above and beyond the rigorous service agreements that outsourcers tend to follow line by 
line, says Mr Saha. And in India, the home of offshoring, distance is not dead. Customers like their IT 
firms near at hand. IBM, for example, is establishing a foothold in 14 of India’s second-tier cities, from 
Surat on the west coast to Bhubaneswar in the east.  

To succeed in India, outsourcers must square this circle. That involves taking on the bulk of a company’s 
IT, not just bits and pieces, according to Mr Paranjpe and Suresh Vaswani, Wipro’s other boss. The task is 
often to build an IT system, not just maintain or upgrade it. The outsourcer also has to take on more risk. 
For example, Wipro’s revenue from its deal with Unitech Wireless, a mobile-phone company, depends on 
Unitech’s subscriber growth.  

In return, Indian customers allow outsourcing firms greater leeway in how they meet their commitments. 
They let them decide whom to put on the job, whether to subcontract it to someone else, which parts to 
automate and whether to recycle solutions that have worked elsewhere. This freedom allows the IT firms 
to squeeze a profit even out of the low prices Indian customers demand.  

Kris Gopalakrishnan, the boss of Infosys, thinks the outsourcing business will evolve in a similar direction 
elsewhere, rapidly in poor countries and more slowly in rich ones. Indeed, Western customers could 
perhaps learn a thing or two from their Indian counterparts. If they ceded as much control as Indian 
customers happily do, they too might be able to negotiate lower prices. India’s IT providers have 
overturned the industry once. Their customers might do it again.  
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Public health trumps brewing, but not distilling 

AT DIFFICULT moments politicians have been known to turn to drink. And with gaping holes in public 
finances the chance to raise taxes in the name of public health has never looked so good. So it is that 
Russia is considering plans to quadruple excise duties on beer by 2012. Carlsberg, a Danish brewing giant 
with over 40% of the market, reckons this will add 20-30% to retail prices. The government claims that 
the measure will raise money to fight the ravages of alcohol in a land where half of premature deaths are 
linked to drink. But there are reasons to be cynical, even if the 60 billion roubles ($2.1 billion) a year the 
state hopes to raise do go to battling alcoholism. 

Russia is not alone in its efforts to relieve drinkers of extra cash. In Mexico a plan to raise beer taxes from 
25% to 28% was watered down by lawmakers on October 20th: taxes will now rise by only one-and-a-half 
percentage points. Drinkers’ wallets are under continuous attack in richer countries, where “sin taxes” 
often refresh the public coffers. Politicians in the American state of Wisconsin are the latest to mull higher 
taxes, although the money is intended to pay for anti-alcoholism schemes there too. 

The drinks industry is used to being seen as an easy touch by cash-strapped governments. But the 
upward lurch in Russia’s taxes seems particularly rough on the country’s brewers, 80% of which are 
wholly or partly foreign-owned. Carlsberg, which has made a hefty bet on the beer markets of eastern 
Europe, spent $12 billion buying and investing in Baltika, one of Russia’s oldest brewers. But sales are 
already suffering with Russia’s economic slump. 

Already this year Carlsberg has suffered a 10% drop in consumption of its beer. With the higher duty it 
glumly estimates that consumption will plummet by 25-35% a year by 2012 rather than return to growth. 
All this sounds like good news for Russian livers, which must process on average 18 litres of pure alcohol a 
year, twice the average in the European Union. But Russia has no intention of putting up the price of the 
traditional source of hangovers: vodka.  

The average Russian already drinks 30 litres of hard liquor a year, six times the amount in the EU, while 
imbibing a modest 77 litres of beer, a little less than a typical European. Pushing up beer prices is far 
more likely to encourage drinkers to swallow even more vodka or dodgy but cheap home-made spirits 
than to convince them to give up booze altogether. Then again, it will give Russia’s huge—and largely 
locally owned—vodka industry reason to raise a glass. 
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Chinese efforts to gain influence over a vital commodity have come to naught 

THE offer that BHP Billiton, a mining conglomerate, made in mid-
October to buy United Minerals, a prospecting firm with operations near 
BHP’s iron-ore mines in the Pilbara region of Australia, came with one 
notable string attached: United must abandon plans to sell an 11% 
stake to China Railway Materials Group, a state-owned Chinese firm. If 
United’s shareholders accept the A$204m ($187m) BHP is proffering, as 
their managers recommend, it will mark another defeat in the Chinese 
government’s concerted but largely fruitless campaign to gain more 
influence over the market for iron ore.  

The wares of Western mining giants, especially iron ore, are vital to the 
vast infrastructure projects that are transforming China. The 
government is nervous about this dependence, especially because just 
three firms—BHP Billiton, Rio Tinto and Vale—dominate the international 
trade in iron ore. So China’s government, acting through state-
controlled companies, has been trying to overturn this oligopoly by 
encouraging Chinese customers to negotiate purchases in unison, by 
hunting for alternate supplies and even by buying a stake in Rio, all to 
little effect. 

Chinese firms have managed to make small investments in iron-ore firms, especially in the Pilbara, the 
closest big ore-producing region. Sinosteel, a state-owned steelmaker, snatched Midwest, a small 
Australian producer, last year. In August Baosteel, the partly state-owned firm that is China’s biggest 
steelmaker, paid A$286m for 15% of Aquila Resources, a producer of iron ore and coal. Most notably, 
Chinalco, a state-controlled aluminium firm, bought 9% of Rio Tinto last year. 

But when Chinalco subsequently agreed to raise its stake to 18% as part of a $19.5 billion deal to bolster 
Rio’s finances, the Australian firm balked at the last minute thanks to recovering commodity prices and 
hostility from shareholders. Instead, Rio and BHP agreed to merge their iron-ore operations in the Pilbara 
through a joint venture, creating just the kind of titan that China had feared when it opposed BHP’s 
ultimately unsuccessful attempt to take over Rio last year.  

Even before BHP and Rio decided to team up, China had been trying to undermine the pricing power of the 
big iron-ore firms. For decades the annual price-setting negotiations between the big suppliers and leading 
steelmakers had been dull affairs: prices rose only gradually. But China’s sudden emergence as a big 
buyer of iron ore (it now snaps up more than half of all exports) pushed prices up fourfold between 2002 
and 2008. 

In past years the price agreed between one of the mining giants and the first big Japanese or South 
Korean steelmaker to strike a deal became the benchmark for all other buyers and sellers. In 2005, as a 
mark of China’s importance, Baosteel took over as the principal negotiator. But it was still forced to 
swallow a succession of big increases in prices—72% in 2005, for example, and 96% last year for 
Australian ore. 

In an effort to counter what China regards as the undue power of the mining giants, negotiations this year 
were handled by the China Iron and Steel Association (CISA), a trade body that supposedly represents the 
country’s entire steel industry. CISA made it clear early that it wanted a cut of around 40% to reflect the 
toll taken on steelmaking by the economic turmoil. But increasingly acrimonious talks dragged on past a 
succession of deadlines until South Korea and Japan pre-empted China and agreed to a cut of just 33%. 

Meanwhile cracks had already appeared in Chinese solidarity. As the economy perked up steel mills 
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bought ore first on the spot market and later from the big three at a “provisional price” that exceeded 
what CISA was demanding. 

Further grist was added in July with the detention of Stern Hu, the head of Rio’s marketing operation in 
China, and three Chinese colleagues. They were eventually charged with obtaining commercial secrets, 
although Rio maintains that they were merely collecting commonplace commercial data. The arrests were 
widely interpreted as a signal that China was fed up with the miners’ intransigence over prices and as a 
rebuke to Rio for pulling out of the Chinalco deal.  

As negotiations over next year’s price begin, China faces a bigger threat: the end of the benchmark 
system altogether. BHP has long wanted to replace the annual changes in price with quarterly ones, based 
on the spot market. Rio has recently come round to BHP’s view, doubtless because it agrees that prices 
will rise steadily in the coming years and a quarterly system will allow it to increase prices more often. 
China, meanwhile, will find itself with even less sway over the price than when it began its campaign.  
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The future of solar power is not only bright but also thin 

THE modernist box that won this year’s Solar Decathlon, a contest for solar-powered 
houses sponsored by America’s Department of Energy, had solar panels of the 
conventional, crystalline sort on its roof. But the walls were covered in solar cells 
made with thin coatings of silicon and other materials in the place of expensive slices 
of crystal. Thin film, as this technology is known, is still less popular than crystalline 
cells and its move to the mainstream has been a year or two away for a decade. But 
its time may have come at last. 

There are many exotic ideas involving thin film, from the solar shingles recently 
unveiled by Dow, a big chemical company, (a roof’s worth costs $27,000) to 
experimental prototypes of power-generating clothes, roads and cars. But most thin 
film comes in the form of panels that resemble crystalline ones. They are roughly half 
as efficient (meaning that a panel must be twice as big to generate the same amount 
of power), but a third cheaper, watt for watt. So in places where there is no shortage 
of space, they are the natural option. 

Thin-film cells are also more versatile, since they can be mounted on a variety of materials including flexible plastics 
and fabrics. Like all solar cells, they are becoming more efficient: the decathletes of Team Germany, who designed 
the winning house, bragged that its north façade was covered in panels that could convert even indirect sunlight into 
electricity. 

Over the past year or so, thanks to a crash in demand tied to the recession and falling subsidies in big markets, the 
price of crystalline panels has fallen by 30-40%, undermining thin film’s relative advantage. Nonetheless, thin film’s 
share of the market has continued to rise: it is now almost half, compared with just 10% in 2004. 

The biggest force in the industry is a firm called First Solar, based in Arizona, a sunny American state. Like that of 
virtually all alternative-energy firms, its share price has suffered in the recession. But it has nonetheless performed 
considerably better than Standard & Poor’s clean-energy index over the past three years. Its gross margins in the 
first half of the year were over 50%, on sales of $944m. This month the firm was added to the S&P 500 stockmarket 
index of America’s biggest firms. 

First Solar looks likely to continue to grow. Last month it signed a memorandum of understanding with China to 
install two gigawatts’ worth of panels in Inner Mongolia—a place with plenty of space. That is enough to power 3m 
homes. Installation is due to begin next year and finish in 2019. That and other projects should consume all its 
output for several years to come. 

First Solar’s rivals are much smaller. But technological advances may yet catapult one to the fore, says Steve 
Milunovich, an analyst at Bank of America Merrill Lynch. First Solar makes its cells from a chemical called cadmium 
telluride. But firms such as Nanosolar, which is building factories in California and Germany, believe that a 
combination of copper, indium, gallium and selenium known as CIGS will prove cheaper to produce on a mass scale. 
Researchers at the University of California, meanwhile, hold out great hopes for cells made of organic chemicals.  

For the moment, however, the cheapest form of solar power is none of these, but the less glamorous solar-thermal 
power, which involves heating water with sunlight to make steam. Utilities are also keen to use lenses to increase 
the amount of sunlight hitting solar panels—a technique known as concentrating solar power. They still need 
subsidies or a high price on carbon emissions to make investments in any sort of solar power profitable. But the gap 
between solar and conventional power sources is becoming, well, thinner.  
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...of highly irritating management gurus 
 

 
STEPHEN COVEY is fond of telling people that he is writing a book on the evils of retirement, “Live Life in 
Crescendo”. There is no danger of a diminuendo for this particular guru. Mr Covey is working on nine 
other books, including one on how to end crime. He also presides over a business empire that is even 
more sprawling than his ever-growing family (he had 51 grandchildren as The Economist went to press).  

Mr Covey has been stretching his brand since 1989, when the publication of “The 7 Habits of Highly 
Effective People” turned him into a superstar. He followed up with a succession of spin-offs such as “The 7 
Habits of Highly Effective Families” and “The 8th Habit”. He is also the co-founder of a consultancy, 
FranklinCovey, that markets success-boosting tools and techniques. So far the original “7 Habits” has sold 
15m copies in 38 languages and three of Mr Covey’s other books have sold more than a million copies. 

His stroke of genius was to blow up the wall between management and self-help. “The 7 Habits” mixes the 
language of management consultancy—“synergy” and the like—with the moral exhortations that you find 
in Samuel Smiles’s “Self-Help”, Norman Vincent Peale’s “The Power of Positive Thinking” and the 12-step 
literature put out by Alcoholics Anonymous and its offshoots. Mr Covey insists that the key to success, for 
both individuals and organisations, is to unleash the power that resides in everyone. “Private victories 
precede public victories,” as he likes to say.  

It is tempting to dismiss Mr Covey as merely a fringe figure. But this would be a mistake. He is a paid-up 
member of the management-theory club, with an MBA from Harvard. The club contains many serious 
thinkers, some of whom, such as Clayton Christensen, have endorsed him in glowing terms. He says that 
he got the idea for “The 7 Habits” in part from the claim of Peter Drucker, the most hallowed of gurus, 
that “effectiveness is a habit” and that the third (curiously) of the seven habits, “put first things first”, 
comes straight from Drucker. FranklinCovey claims 90% of Fortune 100 and 75% of Fortune 500 
companies as clients. 

Nor is Mr Covey the first to mix management with self-help. In the early 1900s Frank Gilbreth, one of the 
pioneers of industrial psychology, tried to raise his 12 children according to Frederick Taylor’s principles of 
scientific management. He discovered that you could cut the time it took to shave if you used two razors 
at once—but then abandoned the idea when he found that it took an additional two minutes to bandage 
the resulting wounds. 
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Mr Covey is only an outlier in the sense that he embodies, in an extreme form, many of the most irritating 
habits of the guru industry, not least the habit of producing numbered lists of habits. Three habits are 
particularly worth noting.  

The first is presenting stale ideas as breathtaking breakthroughs. In a recent speech in London Mr Covey 
declared capitalism to be in the middle of a “paradigm shift” from industrial management (which treats 
people as things) to knowledge-age management (which tries to unleash creativity). Gary Hamel, who 
according to the Wall Street Journal is the world’s most influential business thinker, proclaims, “For the 
first time since the dawning of the industrial age, the only way to build a company that’s fit for the future 
is to build one that’s fit for human beings.” 

But management gurus have been making this point for decades. William Ouchi announced it in 1981 in 
the guise of “Theory Z”. Elton Mayo and Mary Parker Follet had made much the same point 60 years 
before. It makes you long for some out-of-the-box thinker who will argue that the future belongs to 
companies that are unfit for human beings (which it may well do).  

The second irritating habit is that of naming model firms. Mr Covey littered his speech in London with 
references to companies he thinks are outstandingly well managed, including, bizarrely, General Motors’ 
Saturn division, which is going out of business. Tom Peters launched his career with “In Search of 
Excellence” in 1982. Jim Collins has written a succession of books celebrating the great and the good of 
the corporate world. 

 
In search of rigour 

But do these corporate hagiographies prove anything? The gurus routinely ignore such basic precautions 
as providing a control group. Five years after “In Search of Excellence” appeared, a third of its ballyhooed 
companies were in trouble. Andrew Henderson of the University of Texas has recently subjected 
“excellence studies” to rigorous statistical analysis. He concludes that luck is just as plausible an 
explanation of their success as excellence. 

The third irritating habit is the flogging of management tools off the back of numbered lists or facile 
principles. Mr Covey reinforces his eight habits with various diagnostic devices such as “the XQ 
test” (which measures organisational efficiency much as an IQ test measures intelligence). Consultancies 
like to tell their clients that the key to success lies in “customer-relationship management” and then sell 
tools to improve it.  

But most of these rules are nothing more than wet fingers in the wind. Gurus preach the virtues of “core 
competences”. But in the developing world many highly diversified companies are sweeping all before 
them. Customer-relationship management is all about learning about and from your clients. But Henry 
Ford pointed out that if he had listened to his customers he would have built a better horse and buggy.  

Which points to the most irritating thing of all about management gurus: that their failures only serve to 
stoke demand for their services. If management could indeed be reduced to a few simple principles, then 
we would have no need for management thinkers. But the very fact that it defies easy solutions, leaving 
managers in a perpetual state of angst, means that there will always be demand for books like Mr 
Covey’s.  
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America’s debt crisis will be chronic, not acute 
 

 
AS AMERICA’S financial crisis recedes, the rumblings of its next crisis can be heard. The federal 
government has wrapped its guarantees around banks and the housing market. It has borrowed hundreds 
of billions of dollars to stimulate the enfeebled economy, while tax revenues crumble. And in the years to 
come the cost of retirees’ benefits will explode. “There is every reason to worry that the banking crisis has 
simply morphed into a long-term government-debt crisis,” says Kenneth Rogoff of Harvard University.  

But what kind would it be: acute or chronic? If it were an emerging market, America would probably have 
hit trouble already: foreigners would have recoiled from financing its gaping budget deficits; default or a 
bail-out would have followed. The past two years have shown that rich countries are not immune to acute 
crises. Iceland’s case has been the most severe: the IMF had to save the country from collapse. Others 
have displayed milder symptoms: credit markets have discounted meaningful odds that Greece, Ireland or 
Italy would default. But although an acute crisis cannot be ruled out, America’s is far more likely to be 
chronic. Its expansion is likely to be sluggish and deflationary, which make it economically and politically 
hard to reduce debt.  

Of course, America could still give investors a scare. Within two months the Treasury will probably have 
reached the statutory limit on the amount of debt it can issue. In a peculiarly American ritual, Congress 
often grandstands before agreeing to raise it. In 1996 its Republican leaders unsettled markets by pooh-
poohing the consequences of default before eventually granting Bill Clinton’s request. 

The Treasury’s ravenous borrowing needs also leave lots of opportunities for something to go wrong. In 
the past two years the portion of its debt maturing in less than a year has jumped from 30% to over 40%, 
the most since the early 1980s (see chart 1). In the fiscal year that ended on September 30th the 
Treasury held an auction on average more than once a day to finance nearly $7 trillion of new and 
maturing debt. A failure to raise as much money at an auction as planned—as occurred in Britain earlier 
this year—could send a shudder through global financial markets. “Other countries can afford a failed 
auction; we can’t,” says Lou Crandall, chief economist at Wrightson ICAP, a financial-research firm. “What 
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do you do when there is a confidence shock to your flight-to-safety asset?” 

But it is difficult to identify any such concerns today. If anything, 
the underlying demand for Treasury bonds is rising. Mr Crandall 
notes that in the past year the share of Treasury debt bought at 
auctions by big investors and foreign central banks (as opposed to 
dealers) has roughly doubled to around 60%. Yields on ten-year 
Treasuries, at 3.3%, are lower than they were in August 2008, 
before bail-outs and recession sent projected deficits into the 
stratosphere.  

It may be that other, temporary forces, such as the lack of private 
borrowing or the Fed’s easy monetary policy, are offsetting any 
worries about deficits. Yet Tom Gallagher, an analyst at ISI Group, 
a broker-dealer, estimates that investors’ expectations of yields in 
five years’ time, when such temporary factors will have faded, are 
no higher than they were last summer. The reason, he says, is not 
that bond investors do not care about deficits, but that they 
assume—perhaps wrongly—that politicians simply will not allow 
those deficits to materialise. 

America may be the world’s strongest borrower, thanks to its size, wealth, legal and political stability, and 
two centuries of timely debt repayment (the one exception being its abrogation in 1933 of a promise to 
repay some bondholders in gold). Such demonstrated willingness to pay means a lot to lenders, because 
they cannot push countries into bankruptcy court. 

America also borrows in the currency other countries most want to hold in their own foreign-exchange 
reserves. In May Standard & Poor’s said Britain could lose its AAA rating. America has been spared the 
same fate in part, S&P says, because of the “unique external flexibility” granted by the dollar’s reserve 
currency status.  

Recently China and other countries have questioned that status, advocating greater use of other 
currencies or a currency basket like the IMF’s Special Drawing Right (SDR). Yet the dollar’s share of global 
foreign-exchange reserves has remained high. It fell to 63% in mid-2009 from 72% in 2001 because of 
the decline in its value, not reduced demand. The share was 59% in 1995. The data show central banks 
buy more dollars when it falls and less when it rises, says Stephen Jen of BlueGold Capital, a hedge fund. 
The view of Kazakhstan’s central-bank governor, Grigory Marchenko, is typical. His country will eventually 
reduce the dollar’s share of its reserves, he said last month, but not for a long time: “There’s no 
alternative yet.” 

SDRs’ potential is limited by the fact that only governments use them. The euro is still young and the euro 
zone’s borders are not yet fixed. China’s economy may one day rival America’s. But Dino Kos, a former 
chief of markets at the Federal Reserve Bank of New York who now works for Portales Partners, a research 
firm, notes that the yuan does not meet one of the most basic requirements of a reserve currency: other 
countries cannot use it to intervene in foreign-exchange markets because it is not freely convertible. 
Moreover, central banks loathe uncertainty; the arrest of four Rio Tinto employees this year on charges of 
stealing state secrets (downgraded to obtaining commercial secrets) shows that China’s legal system 
remains capricious.  

Eventually, the dollar’s dominance will fade; but as with sterling in the last century, this will take decades. 
Of course, American policies could hurry it up, in particular by trying to reduce the debt burden through 
inflation. In March the Federal Reserve began buying $300 billion in Treasury bonds to push down long-
term interest rates. Such purchases amount to printing money, and aroused fears that the Fed was 
subordinating inflation-control to helping the government finance its deficits. “I must have been asked 
about that a hundred times in China,” Richard Fisher, president of the Federal Reserve Bank of Dallas, told 
the Wall Street Journal in May.  

But inflation is harder to create than you think. It would require the economy to grow so rapidly that 
unemployment plummeted and businesses returned to full capacity. Even the most optimistic forecasts 
say that is years away. Inflation could rise more quickly if the public came to expect higher inflation. But 
Donald Kohn, vice-chairman of the Fed, recently predicted that both inflation and inflation expectations 
were more likely to drop than to rise. 

 



Trouble in slow motion 

In short, the likeliest triggers of an acute crisis—a lenders’ strike, a crash in the dollar or inflation—seem 
remote. Not so the damage of a chronic, slow-motion crisis. Publicly held debt, just 37% of GDP two years 
ago, has already jumped to 56%. How much further it rises depends crucially on how fast the economy 
grows: higher growth leads to narrower deficits and a larger GDP to support the debt. The White House 
sees deficits stuck at around 4% of GDP and the debt ratio reaching 77% by 2019. The IMF, which 
forecasts lower growth, sees the deficit rising to around 7% of GDP and the debt ratio to 100%. The 
Congressional Budget Office (CBO) is in between (see chart 2).  

Debts of that magnitude elevate interest rates, crowd out private 
investment and damp growth. In 2004 William Gale of the 
Brookings Institution and Peter Orszag, now Barack Obama’s 
budget director, estimated that an increase of 1% of GDP in future 
deficits would raise long-term interest rates by 0.4-0.7 percentage 
points. They reckoned that continuing deficits of 3.5% of GDP 
would reduce national income by 1-2%. Rising debts also force the 
government to divert tax revenue from public services to interest 
payments. The CBO estimates that by 2019 interest on the 
national debt will consume 3.8% of GDP, more than twice its share 
earlier this decade. 

Bigger deficits raise interest rates not just by competing for 
savings, but by raising doubts about America’s ability to repay the 
money. Moody’s Investors Service notes that, including what 
states owe, America’s government debt will hit 100% of GDP in 
2010, higher than other AAA-rated nations (see chart 3). “If it 
looks like, after the crisis is over, the trajectory of the debt is 
going to be continuously upward, I’d say the rating could be in jeopardy,” says Steven Hess, an analyst at 
Moody’s. Canada lost its AAA credit rating in the early 1990s as its combined federal and provincial debt 
ratio neared 100%. (It won it back in 2002.) Japan was marked down in 1998 when its ratio hit 115%. 
Ireland lost its AAA grade this year when the banking crisis exposed the government to huge risk. 

Mr Hess remarks that banking crises often trigger downgrades, as 
in Ireland earlier this year and Sweden in the early 1990s, because 
the government ends up backing a lot of private-sector liabilities. 
America has implicitly backed the biggest banks and much of the 
residential-mortgage market. The extra exposure, Mr Hess notes, 
is far smaller than Ireland’s. Still, if growth proves weak, the 
public will be on the hook for more bad private debts. 

A rating downgrade would not be cataclysmic; AA-rated countries 
borrow without problems. But interest rates would rise for the 
Treasury as well as anyone else who borrows in dollars, including 
corporations and state governments. Higher interest payments 
would mean further pressure on the deficit and debt. 

Stabilising debt as a share of GDP requires some combination of 
faster economic growth, higher taxes, or lower spending. It can be 
done. The ratio topped 100% during the second world war. It later 
fell rapidly as defence spending shrank, the economy bounded 
forward and policymakers made some difficult choices: Harry 
Truman paid for the Korean war with higher taxes. In recent decades several heavily indebted rich 
countries have clawed their way back to health without resort to default or inflation, notably Canada, 
Denmark and Sweden. 

These episodes provide little comfort to America now. Its defence budget is too small, as a proportion of 
GDP, to make a meaningful contribution to deficit reduction. Both Canada and Sweden started with large 
public sectors and shrank them; Mr Rogoff notes that America’s public sector is expanding. More 
important, devalued currencies and strong exports boosted growth while they wrestled down their deficits. 
In contrast, American exports are much smaller relative to GDP and the rest of the world remains sickly. 
Falling interest rates provided a tailwind to deficit reduction in all countries through the 1980s and 1990s 
as inflation phobias accumulated over prior decades seeped away. America is more likely to experience 
the opposite since its interest rates are already so low.



Japan’s example may be more relevant. Beginning in the early 1990s, a prolonged banking crisis, sluggish 
growth, deflation and numerous stimulus plans drove its debt ratio up dramatically; it is still rising. Its 
interest rates remain low, largely because Japan borrows almost entirely from its own citizens whereas 
half of America’s debt is owed to foreigners. Japan tried to corral its debt by raising taxes in 1997; it 
promptly snuffed out a recovery. 

Japan’s experience illustrates the excruciating dilemma facing American policymakers. The White House 
acknowledges the deficits it projects are too high. But slashing spending or raising taxes too soon could 
snuff out recovery and leave America with even bigger deficits. Asked on October 15th when the 
administration would tackle the deficit, Tim Geithner, the treasury secretary, said: “First, growth.” 
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The dollar’s slide is complicating life for countries with floating exchange rates 
 

 
IN ONE sense, a weak dollar is good news for the world. Behind the global economy’s current revival is a 
returning appetite for risky investments, such as equities and corporate bonds. At their most panicky 
investors shunned all but the safest and most liquid assets: American Treasuries were a favoured comfort 
blanket. That demand for safe assets prompted a rally in the dollar in the months after the collapse of 
Lehman Brothers last September.  

Now that stockmarkets and economies have bounced back, dollar weakness has returned, causing a 
headache for countries with floating exchange rates (see chart). That has prompted three responses: 
direct measures to stop currencies rising; attempts to talk them down; or acceptance of a weak dollar as a 
fact of life. 

Brazil has gone for the direct approach. Foreign capital has flooded 
in, attracted by the healthy prospects for economic growth and 
high short-term interest rates. That has pushed up local stock 
prices, as well as the real, Brazil’s currency. To stem the tide, the 
government this week reintroduced a tax on foreign purchases of 
equities and bonds. Though many doubt the long-term efficacy of 
such measures, it had an immediate effect. The real, which had 
risen by more than one-third since March, fell by 2% (before 
regaining some ground). Brazil’s main stockmarket dropped by 
almost 3%.  

Others have resorted to talking their currencies down. In a 
statement released after its monetary-policy meeting on October 
20th, Canada’s central bank said the strength of the Canadian 
dollar would more than offset all the good news on the economy in 
the past three months. The currency’s strength would weigh on 
exports, said the bank’s rate-setters, and mean that inflation 
would return to its 2% target a bit later than previously forecast. 
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Foreign-exchange markets took the hint: the Canadian dollar fell by 2% against the American one after 
the bank’s statement. 

Europe’s efforts to contain the dollar’s weakness have had rather less impact. This week the dollar slid to 
$1.50 to the euro, just as Henri Guaino, an adviser to Nicolas Sarkozy, the French president, described 
such a rate as a “disaster” for Europe’s economy. Mr Sarkozy has often moaned about the harm done to 
exporters by a muscular euro.  

Other euro-zone countries are less rattled. “A strong euro reflects the strength of the European economy,” 
shrugged Walter Bos, the Dutch finance minister. Germany, Europe’s export powerhouse, feels that its 
firms can just about live with a euro worth $1.50. Its exporters still flourished when the euro last surged 
to that level, because demand from Asia and the Middle East for its specialist capital goods proved 
insensitive to price. France, however, struggled. A report earlier this year by the European Commission 
showed that French exporters lost market share in the euro’s first decade. Other euro-area countries such 
as Greece, Ireland, Italy and Spain have at least benefited from the recent revival of risk appetite through 
lower premiums on their debt. 

Even so, there is palpable concern that the dollar’s decline might get out of hand. Jean-Claude Trichet, 
head of the European Central Bank (ECB), has repeated his line that policymakers across the Atlantic say 
a strong dollar is in America’s interests. That is meant to signal a shared interest in avoiding a dollar rout. 
In fact America needs a weak dollar to help revive its economy and reorient it towards exports and away 
from consumer spending. Since China and some other Asian countries track the dollar, the burden of 
exchange-rate adjustment falls on the euro. Mr Trichet, Joaquín Almunia, the European Union’s economics 
commissioner, and Jean-Claude Juncker, who chairs the Eurogroup of finance ministers, will visit China 
later this year to press for a stronger yuan. 

Some think part of the solution is in the gift of the ECB: if it lowered its interest rates it would weaken the 
euro against the dollar. Yet the monetary-policy setting in the euro area has scarcely been different from 
that in America. The ECB’s main policy rate, at 1%, is higher than the Federal Reserve’s, but it has been 
so liberal with its provision of long-term cash loans to banks that excess money has pushed market 
interest rates close to those of other rich economies. A strong euro may even help by allowing the ECB to 
maintain a loose monetary stance for longer, says Stephen Jen of BlueGold Capital, a hedge fund.  

The ECB will eventually face a problem that some central banks are already encountering. As long as 
America keeps its interest rates low, attempts by others to tighten policy (even stealthy ones that leave 
benchmark rates unchanged) are likely to mean a stronger currency. That is a price that Australia’s 
central bank seems prepared to pay. The minutes of its policy meeting on October 6th, at which it raised 
its main interest rate, revealed the exchange rate was not a consideration. The bank’s rate-setters 
ascribed the Australian dollar’s rise to the economy’s resilience and strong commodity prices. In New 
Zealand, similarly, the central-bank governor, Alan Bollard, told politicians that the kiwi dollar’s strength 
would not stand in the way of higher rates. 

When the global economy was in free fall, all countries looked to stimulate their economies at the same 
time. “What looked like co-ordination was really coincidence,” says David Woo of Barclays Capital. 
Recovery is more uneven. Countries with greater exposure to buoyant emerging Asia, such as Australia, 
are sanguine about a weak greenback. Even Japan seems relatively unfazed. But elsewhere, an ailing 
dollar feels much more threatening.  
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Making sense of asset prices 

GAMBLERS dream of achieving a trifecta: picking the first three 
horses, in the right order, in a given race. The payout is huge but so 
are the odds against success. 

The same could be said, in financial markets, of a strategy that backed 
equities, gold and government bonds. The three asset classes do not 
tend to perform well at the same time. Both gold and equities can be 
classed as inflation hedges but government bonds are hard hit by 
higher consumer prices. Both gold and government bonds could be 
bracketed as havens for risk-averse investors but equities are 
definitely classed as risky assets. 

The bet has paid off this year, however. According to Dhaval Joshi of 
RAB Capital, a fund-management firm, the three asset classes have all 
produced double-digit returns over the past three months. That has 
occurred only twice before in the past 50 years.  

So what can explain this odd combination? One possibility could be that investor opinion is divided, with 
those who fear deflation buying government bonds and those who fear inflation buying gold.  

But while opinion has veered away from believing in efficient markets, can they really be that inefficient? 
After all, the inflation camp should not just be buying gold, it should be shorting government bonds (ie, 
betting on a falling price). Either the deflationists or the inflationists should win the argument and force 
the other asset class into line. 

A more plausible version of this theory is that bond yields are being held down by central banks, which are 
buying their own governments’ debt as part of quantitative-easing programmes. In other words the 
market is being distorted and yields do not reflect the views of private-sector investors.  

An alternative explanation is based on tolerance for risk. Last year stockmarkets fell and the dollar rose as 
risk-averse (often dollar-based) investors moved out of paper assets and into cash. Now investors realise 
the Depression will not be repeated. They are buying equities and selling the dollar again. Since gold is 
seen as an alternative currency, it tends to rise when the greenback falls. 

All this fundamental analysis may, however, be missing the point. The real reason why all three asset 
classes have been rising is simply down to liquidity. Low interest rates are driving investors out of cash 
and into anything that offers either the prospect of capital gain or a yield that is higher than zero. 
Investors used to talk about a “Greenspan put” that supported the stockmarket. This time there is a 
“Bernanke put” supporting all asset prices. 

How long can this last? The authorities are inflating the value of “financial wealth” relative to “real 
wealth”—goods, services and the businesses that produce them. Real wealth has undoubtedly taken a hit. 
Industrial production in most OECD countries is still showing a double-digit percentage decline year on 
year.  

A policy of bolstering asset prices can work for a while but eventually it leads to tensions and distortions. 
The problem could show up in the currency markets, where America has been getting a free ride, running 
a big fiscal deficit with zero interest rates and a depreciating currency. Other countries are feeling the 
pressure. Brazil is imposing a 2% tax on portfolio inflows in an effort to slow the real’s rise. An adviser to 
the French president describes a rate of $1.50 to the euro as a “disaster”. 
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Another possibility is that the authorities see the market rally as evidence of success and withdraw their 
fiscal-stimulus packages too quickly. The shift is already under way in Europe. 

If the trifecta does break down, then the consensus favours government bonds as the asset class to 
suffer. But is that the right call? After all, 20 years into their crisis, and with gross government debt 
heading for 200% of GDP, Japanese bonds yield just 1.3%. Perhaps ten-year Treasury bond yields of 
3.4% are reasonable after all. Headline inflation is still negative, so in real terms yields are strongly 
positive. In addition bond yields can be seen as the weighted average expectation for the future level of 
short rates. Since the Federal Reserve has made it clear that short rates will be kept low for a 
considerable period, that drags bond yields down. Market expectations for bond yields in five years’ time 
are around 4.5%, within the range in which bonds traded for much of this decade. 

The only other times the three-way bet worked were back in the early 1980s. On each occasion when it 
broke down, the casualties were equities and the gold price as the economy slipped into a double-dip 
recession. It could happen again. 
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All at sea 
Oct 22nd 2009 | NEW YORK  
From The Economist print edition 

 
 
The largest insider-trading case in decades snares a giant hedge fund 

MILTON FRIEDMAN argued for legalising insider trading on the grounds that it benefited all investors by 
quickly disseminating new information. These days such leave-it-to-the-market views are unfashionable. 
Regulators, lambasted for snoozing through the bubble, are keen to be seen rooting out manipulation. The 
case they have brought against Raj Rajaratnam, co-founder of Galleon, a big hedge-fund group, and five 
alleged co-conspirators could do much for their credibility.  

At $25m, the ring’s alleged profits were not unusually large. More shocking is the breadth of companies 
and the seniority of the individuals involved. Mr Rajaratnam, who is accused of soliciting and trading on 
non-public information but denies wrongdoing, is a well-known investor in technology stocks. Those said 
to have passed on tips about deals and upcoming earnings news at various public companies include a 
senior executive at IBM and employees from Moody’s, a rating agency, McKinsey, a consultancy, and 
Intel, a chipmaker. 

 
The intricacy of this web highlights how many firms have access to privileged information from large 
companies. Rating agencies, for instance, are told about pending deals so they can be ready with 
upgrades or downgrades when the announcement comes. In this case a Moody’s analyst, who has not 
been charged, allegedly received $10,000 for letting slip that Hilton Hotels was about to be bought by 
Blackstone, a private-equity firm. 

Insider trading can be hard to prove. The recipient of information must be shown to have encouraged or 
known about a breach of fiduciary duty. The line between legitimate research and ill-gotten information is 
fuzzy. There are other quirks. An insider-trading case against Mark Cuban, owner of the Dallas Mavericks, 
a basketball team, was dismissed in July because he had not promised not to trade on sensitive 
information.  

Nailing hedge funds can be particularly difficult. Many trade in and out of stocks so frequently—Galleon 
might do so more than 1,000 times a day—that it can be hard to link wrongdoing to specific transactions. 
Front-running takeovers is just one concern. Funds can exploit small price movements, often caused by 
mundane news—about, say, product development—and use derivatives to magnify gains. 

The case against Mr Rajaratnam is based in part on the novel use of wiretaps, a technique previously 
reserved for blue-collar criminals such as mobsters and terrorists. According to the complaint, he was 
taped telling a co-conspirator to “buy and sell and buy and sell” shares in AMD, a technology firm, to avoid 
drawing attention to illicit trades. Galleon’s traders were encouraged to sail close to the wind—as one put 
it, you “get an edge or you’re gone”. Investors are now flocking to pull their money out, prompting Mr 
Rajaratnam to say on October 21st that he would wind down Galleon’s funds. The affair even rocked share 
prices in his native Sri Lanka.

  

Reuters

End of the Raj



Regulators are looking to gain an edge, too, by stepping up their data-mining efforts. The Galleon case 
benefited from the detection of suspicious trades by the New York Stock Exchange’s systems. They are 
also looking for help from poachers-turned-gamekeepers, such as the Goldman Sachs man hired to help 
shake up the Securities and Exchange Commission’s enforcement division. Officials warn of more big cases 
to come. Friedman would not be amused, but many will be only too happy to see more Wall Street 
grandees in cuffs.  
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Sizzling away 
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Wall Street is losing its battle against the proposed consumer agency 

BARNEY FRANK, head of the financial-services committee in America’s House of Representatives, likes to 
point out that shaping legislation, like making sausages, can be a stomach-churning spectacle. So it is 
with the Obama administration’s financial reforms. The latest banger to be squeezed out is a bill to create 
a Consumer Financial Protection Agency (CFPA), a version of which the committee was due to vote 
through this week. The CFPA would police and write rules for financial firms’ retail products, such as 
mortgages, bank accounts and credit cards, and there is much about the agency that bank lobbyists find 
hard to swallow. 

Financial firms have spent some $220m on Capitol Hill this year, according to the New York Times, much 
of it agitating against the CFPA. They have something to show for it. To ensure support from moderate 
Democrats, Mr Frank’s committee dropped the bill’s “plain vanilla” provision, which would have forced 
firms to offer, say, simple fixed-rate mortgages alongside more exotic products. Banks with less than $10 
billion in assets will be spared regular examinations by the new agency.  

Even so, the very creation of the CFPA would be a defeat for groups like the American Bankers 
Association, which has opposed it more fiercely than any other bit of the reforms. Its powers would be 
sweeping, with authority to make the rules for all retail products and even to break the small banks’ 
exemption on supervision if it receives serious customer complaints. 

In a blow to bigger banks, the bill would roll back the concept of “pre-emption”, which has allowed 
nationally active lenders to answer solely to federal regulators. They would have to comply with state 
laws, even if these are more stringent than rules set in Washington. “In some ways, this is an even bigger 
watershed than the agency itself,” argues Richard Neiman, New York state’s bank regulator. As The 
Economist went to press, the committee was close to endorsing a compromise, under which national 
banks would have to follow state laws except in a few narrowly defined circumstances. 

Big banks claim the rollback would be counterproductive, making it prohibitively costly for lenders to 
operate nationwide. Scaremongering, retort officials. When states were allowed to go further than federal 
standards on financial privacy in 1999, only three used that power. Even if states do tighten the noose, it 
may be no bad thing: in the run-up to this crisis, they were more alert than federal supervisors to 
predatory mortgage-lending. 

The CFPA is not the only assault big banks face on the retail front. A bill introduced in the Senate would 
curb overdraft charges sharply and ban the manipulation of cheque-processing to maximise fees. This is a 
big deal. America’s banks and credit unions took in $37 billion in overdraft fees last year. Politicians also 
have their sights set on another plump cash cow: the “interchange” fees that merchants pay for credit-
card payments. 

The new agency’s supporters, such as Elizabeth Warren, who chairs the panel that monitors America’s 
bank bail-out plan, argue that it will benefit not only consumers but institutional investors too, because it 
will improve the quality of the financial assets that make up much of the raw material for securitisation. 
Opponents counter that it will reduce choice and weaken oversight by splitting consumer and prudential 
supervision. They will now focus their efforts on the Senate, where they have more allies. But binning this 
sausage no longer looks feasible.  
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Tomorrow's burden 
Oct 22nd 2009 | WASHINGTON, DC  
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America’s debt crisis will be chronic, not acute 
 

 
AS AMERICA’S financial crisis recedes, the rumblings of its next crisis can be heard. The federal 
government has wrapped its guarantees around banks and the housing market. It has borrowed hundreds 
of billions of dollars to stimulate the enfeebled economy, while tax revenues crumble. And in the years to 
come the cost of retirees’ benefits will explode. “There is every reason to worry that the banking crisis has 
simply morphed into a long-term government-debt crisis,” says Kenneth Rogoff of Harvard University.  

But what kind would it be: acute or chronic? If it were an emerging market, America would probably have 
hit trouble already: foreigners would have recoiled from financing its gaping budget deficits; default or a 
bail-out would have followed. The past two years have shown that rich countries are not immune to acute 
crises. Iceland’s case has been the most severe: the IMF had to save the country from collapse. Others 
have displayed milder symptoms: credit markets have discounted meaningful odds that Greece, Ireland or 
Italy would default. But although an acute crisis cannot be ruled out, America’s is far more likely to be 
chronic. Its expansion is likely to be sluggish and deflationary, which make it economically and politically 
hard to reduce debt.  

Of course, America could still give investors a scare. Within two months the Treasury will probably have 
reached the statutory limit on the amount of debt it can issue. In a peculiarly American ritual, Congress 
often grandstands before agreeing to raise it. In 1996 its Republican leaders unsettled markets by pooh-
poohing the consequences of default before eventually granting Bill Clinton’s request. 

The Treasury’s ravenous borrowing needs also leave lots of opportunities for something to go wrong. In 
the past two years the portion of its debt maturing in less than a year has jumped from 30% to over 40%, 
the most since the early 1980s (see chart 1). In the fiscal year that ended on September 30th the 
Treasury held an auction on average more than once a day to finance nearly $7 trillion of new and 
maturing debt. A failure to raise as much money at an auction as planned—as occurred in Britain earlier 
this year—could send a shudder through global financial markets. “Other countries can afford a failed 
auction; we can’t,” says Lou Crandall, chief economist at Wrightson ICAP, a financial-research firm. “What 
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do you do when there is a confidence shock to your flight-to-safety asset?” 

But it is difficult to identify any such concerns today. If anything, 
the underlying demand for Treasury bonds is rising. Mr Crandall 
notes that in the past year the share of Treasury debt bought at 
auctions by big investors and foreign central banks (as opposed to 
dealers) has roughly doubled to around 60%. Yields on ten-year 
Treasuries, at 3.3%, are lower than they were in August 2008, 
before bail-outs and recession sent projected deficits into the 
stratosphere.  

It may be that other, temporary forces, such as the lack of private 
borrowing or the Fed’s easy monetary policy, are offsetting any 
worries about deficits. Yet Tom Gallagher, an analyst at ISI Group, 
a broker-dealer, estimates that investors’ expectations of yields in 
five years’ time, when such temporary factors will have faded, are 
no higher than they were last summer. The reason, he says, is not 
that bond investors do not care about deficits, but that they 
assume—perhaps wrongly—that politicians simply will not allow 
those deficits to materialise. 

America may be the world’s strongest borrower, thanks to its size, wealth, legal and political stability, and 
two centuries of timely debt repayment (the one exception being its abrogation in 1933 of a promise to 
repay some bondholders in gold). Such demonstrated willingness to pay means a lot to lenders, because 
they cannot push countries into bankruptcy court. 

America also borrows in the currency other countries most want to hold in their own foreign-exchange 
reserves. In May Standard & Poor’s said Britain could lose its AAA rating. America has been spared the 
same fate in part, S&P says, because of the “unique external flexibility” granted by the dollar’s reserve 
currency status.  

Recently China and other countries have questioned that status, advocating greater use of other 
currencies or a currency basket like the IMF’s Special Drawing Right (SDR). Yet the dollar’s share of global 
foreign-exchange reserves has remained high. It fell to 63% in mid-2009 from 72% in 2001 because of 
the decline in its value, not reduced demand. The share was 59% in 1995. The data show central banks 
buy more dollars when it falls and less when it rises, says Stephen Jen of BlueGold Capital, a hedge fund. 
The view of Kazakhstan’s central-bank governor, Grigory Marchenko, is typical. His country will eventually 
reduce the dollar’s share of its reserves, he said last month, but not for a long time: “There’s no 
alternative yet.” 

SDRs’ potential is limited by the fact that only governments use them. The euro is still young and the euro 
zone’s borders are not yet fixed. China’s economy may one day rival America’s. But Dino Kos, a former 
chief of markets at the Federal Reserve Bank of New York who now works for Portales Partners, a research 
firm, notes that the yuan does not meet one of the most basic requirements of a reserve currency: other 
countries cannot use it to intervene in foreign-exchange markets because it is not freely convertible. 
Moreover, central banks loathe uncertainty; the arrest of four Rio Tinto employees this year on charges of 
stealing state secrets (downgraded to obtaining commercial secrets) shows that China’s legal system 
remains capricious.  

Eventually, the dollar’s dominance will fade; but as with sterling in the last century, this will take decades. 
Of course, American policies could hurry it up, in particular by trying to reduce the debt burden through 
inflation. In March the Federal Reserve began buying $300 billion in Treasury bonds to push down long-
term interest rates. Such purchases amount to printing money, and aroused fears that the Fed was 
subordinating inflation-control to helping the government finance its deficits. “I must have been asked 
about that a hundred times in China,” Richard Fisher, president of the Federal Reserve Bank of Dallas, told 
the Wall Street Journal in May.  

But inflation is harder to create than you think. It would require the economy to grow so rapidly that 
unemployment plummeted and businesses returned to full capacity. Even the most optimistic forecasts 
say that is years away. Inflation could rise more quickly if the public came to expect higher inflation. But 
Donald Kohn, vice-chairman of the Fed, recently predicted that both inflation and inflation expectations 
were more likely to drop than to rise. 

 



Trouble in slow motion 

In short, the likeliest triggers of an acute crisis—a lenders’ strike, a crash in the dollar or inflation—seem 
remote. Not so the damage of a chronic, slow-motion crisis. Publicly held debt, just 37% of GDP two years 
ago, has already jumped to 56%. How much further it rises depends crucially on how fast the economy 
grows: higher growth leads to narrower deficits and a larger GDP to support the debt. The White House 
sees deficits stuck at around 4% of GDP and the debt ratio reaching 77% by 2019. The IMF, which 
forecasts lower growth, sees the deficit rising to around 7% of GDP and the debt ratio to 100%. The 
Congressional Budget Office (CBO) is in between (see chart 2).  

Debts of that magnitude elevate interest rates, crowd out private 
investment and damp growth. In 2004 William Gale of the 
Brookings Institution and Peter Orszag, now Barack Obama’s 
budget director, estimated that an increase of 1% of GDP in future 
deficits would raise long-term interest rates by 0.4-0.7 percentage 
points. They reckoned that continuing deficits of 3.5% of GDP 
would reduce national income by 1-2%. Rising debts also force the 
government to divert tax revenue from public services to interest 
payments. The CBO estimates that by 2019 interest on the 
national debt will consume 3.8% of GDP, more than twice its share 
earlier this decade. 

Bigger deficits raise interest rates not just by competing for 
savings, but by raising doubts about America’s ability to repay the 
money. Moody’s Investors Service notes that, including what 
states owe, America’s government debt will hit 100% of GDP in 
2010, higher than other AAA-rated nations (see chart 3). “If it 
looks like, after the crisis is over, the trajectory of the debt is 
going to be continuously upward, I’d say the rating could be in jeopardy,” says Steven Hess, an analyst at 
Moody’s. Canada lost its AAA credit rating in the early 1990s as its combined federal and provincial debt 
ratio neared 100%. (It won it back in 2002.) Japan was marked down in 1998 when its ratio hit 115%. 
Ireland lost its AAA grade this year when the banking crisis exposed the government to huge risk. 

Mr Hess remarks that banking crises often trigger downgrades, as 
in Ireland earlier this year and Sweden in the early 1990s, because 
the government ends up backing a lot of private-sector liabilities. 
America has implicitly backed the biggest banks and much of the 
residential-mortgage market. The extra exposure, Mr Hess notes, 
is far smaller than Ireland’s. Still, if growth proves weak, the 
public will be on the hook for more bad private debts. 

A rating downgrade would not be cataclysmic; AA-rated countries 
borrow without problems. But interest rates would rise for the 
Treasury as well as anyone else who borrows in dollars, including 
corporations and state governments. Higher interest payments 
would mean further pressure on the deficit and debt. 

Stabilising debt as a share of GDP requires some combination of 
faster economic growth, higher taxes, or lower spending. It can be 
done. The ratio topped 100% during the second world war. It later 
fell rapidly as defence spending shrank, the economy bounded 
forward and policymakers made some difficult choices: Harry 
Truman paid for the Korean war with higher taxes. In recent decades several heavily indebted rich 
countries have clawed their way back to health without resort to default or inflation, notably Canada, 
Denmark and Sweden. 

These episodes provide little comfort to America now. Its defence budget is too small, as a proportion of 
GDP, to make a meaningful contribution to deficit reduction. Both Canada and Sweden started with large 
public sectors and shrank them; Mr Rogoff notes that America’s public sector is expanding. More 
important, devalued currencies and strong exports boosted growth while they wrestled down their deficits. 
In contrast, American exports are much smaller relative to GDP and the rest of the world remains sickly. 
Falling interest rates provided a tailwind to deficit reduction in all countries through the 1980s and 1990s 
as inflation phobias accumulated over prior decades seeped away. America is more likely to experience 
the opposite since its interest rates are already so low.



Japan’s example may be more relevant. Beginning in the early 1990s, a prolonged banking crisis, sluggish 
growth, deflation and numerous stimulus plans drove its debt ratio up dramatically; it is still rising. Its 
interest rates remain low, largely because Japan borrows almost entirely from its own citizens whereas 
half of America’s debt is owed to foreigners. Japan tried to corral its debt by raising taxes in 1997; it 
promptly snuffed out a recovery. 

Japan’s experience illustrates the excruciating dilemma facing American policymakers. The White House 
acknowledges the deficits it projects are too high. But slashing spending or raising taxes too soon could 
snuff out recovery and leave America with even bigger deficits. Asked on October 15th when the 
administration would tackle the deficit, Tim Geithner, the treasury secretary, said: “First, growth.” 
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China is open to investments, of a particular sort 

WESTERN private-equity firms trying to enter China run into two problems: getting their money in and 
getting their money out. The Chinese government keeps an asphyxiating foot on currency conversions. It 
is hostile to investments that involve restructuring (sacking people and selling assets) and financial 
engineering. And it has no interest in outsiders flipping assets for fast profits. 

That makes the rare successes notched up by private-equity firms in China worthy of notice. On October 
20th Infinity I-China, an Israeli-Chinese venture-capital fund, unveiled returns that show just how 
lucrative China can be. It received $11m in cash for the sale of a stake in Digital China, an IT company. 
Counting its retained shares, it has earned $16m on an $8m investment made only in September 2008. 
That is on top of two larger sales since it started work in China five years ago. Yet quick returns have not 
turned Infinity into a pariah. Nodded on by Beijing and regional governments, it is growing. Infinity now 
operates in Hong Kong, Shanghai and Suzhou, and will soon announce new funds, with local funding, in 
two other cities. 

This unusual leeway is the product of two factors. The first is that Chinese government entities are co-
investors in the firm’s two funds in the country. The second is that its investments have helped create 
viable Chinese companies in areas rich in technology and intellectual property. 

Infinity was established in Tel Aviv in the mid-1990s by Amir Gal-Or, an engineer. Mr Gal-Or had the 
backing of IDB Group, Israel’s largest holding company, and two Americans with long technology-related 
résumés, Kenneth Rind, an early investor in Intel and Apple, and Marshall Butler, a recently retired chief 
executive. 

The firm funded a number of successful start-ups, but working in a small, isolated market had obvious 
drawbacks. China offered huge advantages for Israeli firms, notably an efficient production system and a 
broad and expanding supply chain. Infinity raised $30m for its first fund in China, perhaps just enough to 
intrigue China’s government but not enough to frighten it. In 2004 Wu Yi, then China’s vice-premier in 
charge of economic affairs, personally assigned venture-licence number 00001 to Infinity, giving it an 
unprecedented right to invest in both yuan and dollars. 

Half a dozen investments followed: three in Israel, three in China. Infinity has cashed out of two with 
$60m in profit; it still holds three; and one failed. All entailed substantial restructuring of operations. One 
notable example involved an Israeli company named Shellcase, a money-losing manufacturer which 
owned valuable technology for packaging silicon chips. Production was shifted to China and costs fell by 
half. Design stayed put in Israel, and patents were acquired by an American firm. Each entity became 
highly profitable. 

In 2007 a second Israel-China fund was raised, this time for $300m and involving China Development 
Bank. Some $70m has been invested so far, in three Israeli and five Chinese firms. The Digital China 
investment used the Chinese firm’s network to distribute software developed in Israel. A forthcoming deal 
is being structured around the production of another Israeli innovation, this time for paper-thin batteries 
that receive a mild electrical charge through a special ink. Each deal involves a blend of local employees 
and Israeli engineers. Managing transfers of technology and production across multiple countries and 
entities is horribly complex. In China it may be the only way to succeed.  
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Nigeria's banking clean-up  
 
Invasive surgery 
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A dramatic stocktaking at some of Nigeria’s biggest banks 

LAMIDO SANUSI, the wry and diminutive governor of Nigeria’s central bank, has a 
simple enough goal: to use the country’s banks to make its economy bigger and 
better. This month he completed the first leg of what promises to be a long 
journey. 

On taking office in June, Mr Sanusi pledged to clean up an industry in which a 
round of consolidation earlier this decade and subsequent euphoric expansion had 
given way, in many cases, to mountains of bad debt, mistrust and malpractice. So 
far he has stuck to his guns, as did the armed police who briefly surrounded some 
banks’ headquarters in Lagos one dramatic Friday afternoon in August, just after 
the results of the first wave of Mr Sanusi’s emergency audits were released. 

Those audits revealed that five banks holding 30% of Nigeria’s deposits—Afribank, 
Finbank, Intercontinental Bank, Oceanic Bank and Union Bank—were on the brink 
of collapse thanks to reckless lending. This month a second and final round of 
audits deemed that four more, among them Bank PHB, whose directors include 
President Umaru Yar’Adua’s nephew, were in “a grave situation”. Yet another was 
short of capital. The remaining 14 banks to be audited, including foreign-owned 
Standard Bank, Standard Chartered and Citigroup, were unscathed. The central 
bank has so far injected $3.9 billion into the nine troubled groups. Opinions are 
split on whether to expect top-ups. 

Much has been made of Mr Sanusi’s tough approach. Executives have been turfed 
out at eight of the fallen banks, among them members of powerful dynasties such 
as the Ibru family, which owns Oceanic Bank. Some are awaiting trial on charges 
ranging from share-price manipulation to fraud. 

The central bank has also named the banks’ biggest debtors, releasing lists of 
alleged borrowers who owe about $8 billion in total and ordering them to pay up. 
The lists include companies owned by Aliko Dangote, president of Nigeria’s stock exchange and one of Africa’s 
richest men (though he has disproved some claims over sums that were allegedly owed) and Atiku Abubakar, a 
former Nigerian vice-president. The Economic and Financial Crimes Commission, an anti-corruption agency, is 
chasing debtors hard and has collected over $900m of unpaid dues.  

The governor’s ultimate aim is a system in which well-managed banks increase lending to small manufacturers 
and farmers in sub-Saharan Africa’s most populous nation. Nigeria has long needed to diversify away from the oil 
that accounts for over 90% of its export earnings. But the recent upheaval—or wahala, as Nigerians call it—is 
actually crimping credit flows to the businesses that were meant to benefit. Government-bond yields are falling 
fast, as banks that still have cash seek safety. Some of the country’s remaining healthy banks, such as First Bank 
of Nigeria and United Bank for Africa, have announced plans to raise new debt. But they are still shying away 
from lending to smaller borrowers. “Banks will never turn on the taps after a bad day,” Mr Sanusi admitted 
between the first and second audits.  

Some argue that the treatment is proving harsher than the disease, and take little comfort from the chances of 
eventual improvement. “If these [smaller borrowers] are like patients, well, in the long term, all patients are 
dead,” says Bismarck Rewane, a prominent financial analyst in Lagos. “Economists need to think in the short 
term.” Plans are afoot to create an asset-management company to absorb wounded banks’ bad assets. But Mr 
Sanusi’s other task is to persuade the remaining healthy banks to start lending again.  
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Uniform prices for online music are no way to maximise profit 
 

 
THE term “bargain basement” was supposedly coined to describe the first outlet of Filene’s Basement, an 
American discount shopping chain whose bags scream “I just got a bargain!” in large red letters. Those 
bags celebrate a feeling most shoppers will be familiar with: the pleasure of having bought something for 
less than they were willing to pay. This difference between the price paid and the most a buyer would 
have agreed to shell out is known as “consumer surplus” and is the part of the overall economic benefit 
from any trade that the buyer gets. 

The rest of the surplus from a trade goes to the seller. To maximise his share of the economic surplus, a 
merchant wants to sell to each customer at a price as close as possible to the most that client would be 
willing to pay. Naturally this is impossible if everyone is charged the same price. Buyers who would have 
been willing to pay more get a big chunk of the surplus, leaving less for the seller. In addition those willing 
to pay less than the uniform price are simply left out, even though they may be willing to pay enough to 
allow costs to be covered. Lowering the price enough to attract them would reduce the amount that 
customers who value the product more could be charged, reducing overall profit. 

Where possible, the solution is to tailor prices to people’s willingness to pay or price-sensitivity, much as 
vendors in street markets do when they offer naive tourists a higher price than seasoned locals. Most of 
the time it is hard to know how much people value things. But sellers can still encourage people to sort 
themselves into groups which can be charged different prices. Those who are particularly keen to get their 
hands on a copy of a new book, for instance, may be willing to pay a higher price for it, which may explain 
the persistence of expensive hardbacks. The logic behind cheaper student editions is similar.  

These tactics and others, like selling things in bundles rather than individually, all exploit differences in 
people’s sensitivity to price. They ought to be better for sellers (and possibly for some customers too) 
than a uniform price. So many found Apple’s initial pricing strategy on iTunes, its popular online music-
store, perplexing. Until April this year, when it switched to a multi-tiered pricing system, every song 
available on iTunes cost a uniform 99 cents in America, 79 pence in Britain and so forth. This had the 
benefit of simplicity. But it seemed likely that other ways to price music online would be more profitable. 

Knowing how sellers and buyers would act under different pricing schemes requires information about how 
those who buy music online value different songs. New research* by Ben Shiller and Joel Waldfogel, two 
economists at the University of Pennsylvania’s Wharton business school, tries to answer this question. In 
January 2008 the researchers presented nearly 500 undergraduate students at Wharton with clips of the 
50 most popular songs on iTunes earlier that month. Having listened to each clip, the students were then 
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asked to write down the most they would be willing to pay to download the song in question. Data on 
more than 23,000 song valuations resulted, allowing the professors to get a sense of the actual demand 
curves for popular songs. Similar data were also collected in January this year, though this time some 
older and less popular tracks were also included. 

The exercises showed that even a uniform price per song that maximised revenue among the students 
was quite high—$2.30 in 2008 and $1.46 in 2009. Wharton students may be particularly fond of music, 
but it is also possible that the market would sustain a higher uniform price than 99 cents. More important, 
knowing the uniform price that maximised revenue also allowed the authors to evaluate other ways to 
price online music. 

One alternative is song-specific pricing, much favoured by record companies. (Apple has already moved a 
bit in this direction with its multi-tier system.) But the research suggested that this would increase profits 
by a mere 3%. Part of the problem was that people who valued one song highly also tended to place a 
high value on others. This implies that person-specific, rather than song-specific, pricing would be more 
efficient. But sellers’ data are not refined enough to set different prices for different people. People may 
resent such pricing anyway, so it could harm sellers’ brands. Crude profiling—by race or sex, say—would 
be illegal. In any case, the authors found that basic demographic information did not tell them much about 
musical tastes. 

 
Rhythm ’n’ choose 

Charging an “entry fee” for use of the service and then a small, fixed per-song cost for downloads turned 
out to benefit both the seller and the buyer. The most revenue, according to the 2009 survey data, would 
be generated by charging the students $21.19 for entry and 37 cents a song. This could raise the 
producer surplus by 30% compared with uniform pricing. Consumer surplus would also rise in this 
instance, because some people would buy songs they would have not have done at a higher uniform price. 
Spotify, a rival to iTunes, has a model somewhat like this for its premium service, where it charges a 
monthly fee for songs without limit. 

Selling several songs together in a bundle (much like an album) had almost identical results. The authors 
reckon that there is a range of prices for bundles that would make both buyers and sellers better off than 
a single price per song. For example, charging $16.95 for all 50 songs studied (which would have cost 
$49.50 to download) would leave profit unchanged because enough people would buy. But it would 
increase consumer surplus by around 50% by attracting new buyers. The costs of implementing pricing 
schemes go up with their complexity. But it should be possible to set prices that both increase profits and 
leave at least some music-lovers with the thrill of a bargain.  

 
 

* “Music for a Song: An Empirical Look at Uniform Song Pricing and its Alternatives”, by Ben Shiller and Joel Waldfogel. NBER Working Paper 
15390, 2009 
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Correction: Citigroup 
Oct 22nd 2009  
From The Economist print edition 

 
 
In last week’s article on Citigroup, we incorrectly identified Smith Barney, the brokerage unit in which Citi 
has sold a majority stake to Morgan Stanley, as Salomon Smith Barney, a previous incarnation. Sorry. 
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The story of how the dinosaurs disappeared is getting more and more complicated 
 

 
EVERYONE knows that the dinosaurs were exterminated when an asteroid hit what is now Mexico about 
65m years ago. The crater is there. It is 180km (110 miles) in diameter. It was formed in a 100m-
megatonne explosion by an object about 10km across. The ejecta from the impact are found all over the 
world. The potassium-argon radioactive dating method shows the crater was created within a gnat’s 
whisker of the extinction. Calculations suggest that the “nuclear winter” from the impact would have 
lasted years. Plants would have stopped photosynthesising. Animals would have starved to death. Case 
closed. 

Well, it now seems possible that everyone was wrong. The Chicxulub crater, as it is known, may have 
been a mere aperitif. According to Sankar Chatterjee of Texas Tech University, the main course was 
served later. Dr Chatterjee has found a bigger crater—much bigger—in India. His is 500km across. The 
explosion that caused it may have been 100 times the size of the one that created Chicxulub. He calls it 
Shiva, after the Indian deity of destruction. 

Dr Chatterjee presented his latest findings on Shiva to the annual meeting of the Geological Society of 
America in Portland, Oregon, on October 18th. He makes a compelling case, identifying an underwater 
mountain called Bombay High, off the coast of Mumbai, that formed right at the time of the dinosaur 
extinction. This mountain measures five kilometres from sea bed to peak, and is surrounded by Shiva’s 
crater rim. Dr Chatterjee’s analysis shows that it formed from a sudden upwelling of magma that 
destroyed the Earth’s crust in the area and pushed the mountain upwards in a hurry. He argues that no 
force other than the rebound from an impact could have produced this kind of vertical uplift so quickly. 
And the blow that caused it would surely have been powerful enough to smash ecosystems around the 
world. 

 
Double whammy 

In truth, agreement on the cause of the mass extinction at the end of the Cretaceous (when not only the 
dinosaurs, but also a host of other species died) has never been as cut and dried among palaeontologists 
as it may have appeared to the public. One confounding factor is that the late Cretaceous was also a 
period of great volcanic activity. In India, which was then an island continent like Australia is today (it did 
not collide with Asia until 50m years ago), huge eruptions created fields of basalt called the Deccan Traps. 
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Before the discovery of Chicxulub, the climate-changing effects of these eruptions had been put forward 
as an explanation for the death of the dinosaurs. After its discovery, some argued that even if the 
eruptions did not cause the extinction, they weakened the biosphere and made it particularly vulnerable to 
the Chicxulub hammer-blow. 

There are also puzzling anomalies in the pattern of extinction. The greatest of these is that, as fiery and 
horrible as the impact would have been, the survivors included many seemingly sensitive animals like 
birds, frogs and turtles. Moreover, close inspection of the fossil record shows that many “Cretaceous” 
species disappear both well before, and well after, the signs of the impact that are found in the rocks. 

Ironically, it was while he was investigating the Deccan Traps that Dr Chatterjee came across the evidence 
for Shiva. First, he found dinosaur nests that had been built between lava flows 10-15 metres thick—
evidence that the animals were coping well with the volcanic activity rather than being weakened by it. 
Then, quite suddenly, 65m years ago, a layer of lava nearly 2km thick appears. This led him to wonder 
what could possibly have caused such a sudden volcanic surge. 

He knew that the west coast of India had been the site of an ancient impact of unknown age and size. It 
was not until he was reading through a paper published by an oil company that had collected geological 
information in the area that he realised the volcanic surge he had seen might be related to a cosmic 
collision. 

Further examination revealed a crater rich in shocked quartz and iridium, minerals that are commonly 
found at impact sites. (These are also the telltales in distant layers of ejecta that the rock in question has 
come from an impact.) Most important, the rocks above and below Shiva date it to 65m years ago. Dr 
Chatterjee therefore suggests that an object 40km in diameter hit the Earth off the coast of India and 
forced vast quantities of lava out of the Deccan Traps. As well as killing the dinosaurs the impact was, he 
proposes, responsible for breaking the Seychelles away from India. These islands and their surrounding 
seabed have long looked anomalous. They are made of continental rather than oceanic rock, and seem to 
be a small part of the jigsaw puzzle of continental drift rather than genuine oceanic islands. 

This story, though, raises the question of why there is but a single ejecta layer of iridium and shocked 
quartz in late Cretaceous rocks around the world. One answer might be that the two impacts were, in 
effect, simultaneous—that the objects which created Shiva and Chicxulub were the daughters of a comet 
that had broken up in space and hit the Earth a few hours apart, as the pieces of comet Shoemaker-Levy 
9 hit Jupiter in 1994. Other, smaller craters in the North Sea and Ukraine have been prayed in aid of this 
theory. Recent research suggests that there was, in fact, no impact in the North Sea at all, but the 
Ukrainian site does appear to be the result of a genuine collision that took place at the time of the 
dinosaur extinction and could therefore be connected with Shiva. But even if it is, it is so much smaller 
that its environmental effect would have been both minor and local. 

Extensive dating research at Chicxulub, however, now suggests that the object which created that crater 
actually struck 300,000 years earlier than the dinosaur extinction, meaning there really should be two 
ejecta layers. That there are not could be explained by the fact that the accumulation of sediment in most 
rocks is so slow that the two layers are, in effect, superimposed. Alternatively, it could be that no one has 
been looking for two layers, so they have not seen the double signature or have ignored its significance. 
Indeed, two iridium layers have been found in some places. Anjar, an Indian town north of the impact 
site, is one. That is leading Dr Chatterjee to suggest that the two big impacts did take place at different 
times. 

The picture that is emerging, then, is of a strange set of coincidences. First, two of the biggest impacts in 
history happened within 300,000 years of each other—a geological eyeblink. Second, they coincided with 
one of the largest periods of vulcanicity in the past billion years. Third, one of them just happened to 
strike where these volcanoes were active. Or, to put it another way, what really killed the dinosaurs was a 
string of the most atrocious bad luck. 
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A prize for a moon lander will be won this month 

IF PEOPLE are to explore the moon again they will need ways of travelling 
across the lunar surface and also of digging holes in it. But because 
America’s space agency, NASA, spends most of its money on the space 
station and the shuttle, little is left over for the innovative research and 
development in areas such as these that many people think it should be 
carrying out in the first place.  

The answer NASA has come up with is something it calls its Centennial 
Challenges. These are a series of prizes for technological achievement in 
areas such as beamed power, lunar landers and the extraction of oxygen 
from lunar regolith (the crushed rock that passes for soil on the moon). 
The point is to spur technological development using the twin lures of hard 
cash and the kudos of being officially recognised as cleverer than your 
peers.  

On October 18th, therefore, 19 robots competed in the Regolith Excavation 
Challenge. The three teams behind the winning machines claimed a total of 
$750,000.  

To win, a robot had to excavate 150kg (330lb) of simulated lunar soil and 
move it into a container in less than half an hour. Worthy and important, of 
course, but a sideshow to another of the events that is taking place this 
month. This is the Northrop Grumman Lunar Lander Challenge. And it 
looks as if, by the time festivities are over on October 31st, much of the 
$2m prize fund for this particular contest will have been won, too.  

Companies that have competed in the lunar lander challenge so far include 
Armadillo Aerospace, TrueZer0, Masten Space Systems, Unreasonable Rocket and BonNova. Against a 
tight timeline, the teams must prepare their vehicles to make vertical take-offs, controlled flights and 
successful landings—and then hop back home again. The easier level of the challenge requires flights of 
90 seconds and a landing on a small, flat circular pad. The more difficult second level requires a flight of 
180 seconds followed by a landing on simulated lunar terrain, complete with rocks and craters.  

Last year Armadillo Aerospace (based in Rockwall, Texas) won first place and $350,000 in the easy 
category. Earlier this month Masten Space Systems (of Mojave, California) replicated Armadillo’s efforts 
with a lander called Xombie, qualifying for the second prize ($150,000). Both companies, with the other 
entrants, are now hoping to win the level-two award. Armadillo has already made a qualifying flight and, if 
none of the other teams can match or beat that by the end of the month, it will walk away with the top 
prize of $1m. 

The lunar lander challenge has been running since 2006 and has provided ample demonstration of the 
effect, long known in technology-prize circles, that the money and effort invested in winning far exceed 
the financial value of the prize itself. The promise of prestige loosens the purse strings of both wealthy 
individuals, such as John Carmack, the computer-game entrepreneur behind Armadillo, as competitors, 
and large companies, such as Northrop Grumman, as sponsors.  

The lunar lander challenge is good news for NASA, because it can now count on groups of potential 
suppliers and experienced engineers to build any future moon lander. NASA will be hoping for more good 
news for its moon programme on October 27th, when its experimental Ares 1-X rocket, costing $455m, 
should make its first test flight from Cape Canaveral, in Florida. Against this backdrop, however, is a 
struggle for cash, and the new administration has already indicated that it has not got the money to pay 

  

AP

Boing! 



for a return to the moon with prizes. So far, attempts to spur the private sector to travel to the moon 
have not been successful either, probably because not enough money is being offered.  

Nonetheless, in the right context, and with the right design, prizes can work. Their other advantage is 
that—in contrast to the fat government contracts on which much of the aerospace industry thrives—the 
money is handed out only when the goals are achieved. That is a lesson in incentives that governments 
would do well to remember.  
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Psst, kapow! 
Oct 22nd 2009  
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An alternative approach to achieving nuclear fusion in the laboratory 

LIKE conquistadors seeking El Dorado, physicists cannot leave the idea of fusion power alone. Some spend 
billions of dollars of taxpayers’ money on the huge machines they believe are the best way to generate the 
temperatures and pressures needed to persuade atomic nuclei to merge with one another. Others still think 
there is something to the idea of “cold” fusion, and tinker hopefully with desktop apparatus full of electrodes 
made from exotic metals and electrolytes containing obscure isotopes of hydrogen.  

Eric Lerner, however, believes there is a third way. His experimental device does not quite fit on a desktop 
(its sides are a couple of metres long) but nor does it cost billions (a few hundred thousand is closer to the 
mark). Nor, in truth, does it do fusion yet. But on October 20th he announced it had reached what might be 
seen as base camp on the climb to that goal. 

Mr Lerner’s machine is called a dense plasma focus fusion device. It works by storing charge in capacitors and 
then discharging the accumulated electricity rapidly through electrodes bathed in a gas held at low pressure. 
The electrodes are arranged as a central positively charged anode surrounded by smaller negatively charged 
cathodes.  

When the capacitors are discharged, electrons flow through the gas, knocking the electrons away from the 
atomic nuclei and thus transforming it into a plasma. By compressing this plasma using electromagnetic 
forces, Mr Lerner and his colleagues at Lawrenceville Plasma Physics, in New Jersey (the firm he started in 
order to pursue this research) have created a plasmoid. This is a tiny bubble of plasma that might be made so 
hot that it could initiate certain sorts of fusion. The nuclei in the plasmoid, so the theory goes, would be 
moving so fast that when they hit each other they would overcome their mutual electrostatic repulsion and 
merge. If, of course, they were the right type of nuclei. 

For the test run, Mr Lerner used deuterium, a heavy isotope of hydrogen, as the gas. This is the proposed fuel 
for big fusion reactors, such as the $12 billion International Thermonuclear Experimental Reactor being built 
at Cadarache in France and the $4 billion National Ignition Facility at Livermore, California. It is not, however, 
what he proposes to use in the end. In fact his trick (and the reason why it might be possible to produce a 
nuclear reaction in such a small piece of apparatus) is that what he does propose is not really fusion at all. 
Rather, it is a very unusual form of nuclear fission. Normal fission involves breaking uranium or plutonium 
atoms up by hitting them with neutrons. The reaction Mr Lerner proposes would break up boron atoms by 
hitting them with protons (the nuclei of normal hydrogen atoms). This process is known technically, and 
somewhat perversely, as aneutronic fusion. The reason is that the boron and hydrogen nuclei do, indeed, 
fuse. But the whole thing then breaks up into three helium nuclei, releasing a lot of energy at the same time. 
Unlike the sort of fusion done in big machines, which squeeze heavy hydrogen nuclei together, no neutrons 
are released in this reaction. 

From an energy-generation point of view, that is good. Because neutrons have no electric charge they tend to 
escape from the apparatus, taking energy with them. Helium nuclei are positively charged and thus easier to 
rein in using an electric field, in order to strip them of their energy. That also means they cannot damage the 
walls of the apparatus, since they do not fly through them, and makes the whole operation less radioactive, 
and thus safer. 

The plasmoids Mr Lerner has come up with are not yet hot enough to sustain even aneutronic fusion. But he 
has proved the principle. If he can get his machine to the point where it is busting up boron atoms, he might 
have something that could be converted into a viable technology—and the search for El Dorado would be 
over. 
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Some intriguing ways to improve the world’s health 

CHALLENGES are all the rage in science this week. Besides the Centennial 
Challenges organised by NASA, America’s space agency (see adjacent 
story), the Bill & Melinda Gates Foundation’s Grand Challenges Explorations 
are also in the news. This programme, which is open to researchers from 
around the world, is intended to provide seed money for the development 
of ideas that might improve the health of those living in poor countries. 

Seventy-six grants of $100,000 each are being disbursed in this, the third 
round of funding. The lucky winners range from a type of chewing gum 
that can detect signs of malaria in a person’s saliva, via a solar-activated 
mosquito-larva poison, to a way of equipping mobile phones with 
microphones to record people’s coughs and allow pneumonia to be 
diagnosed remotely.  

The idea is to give scientists—particularly young ones—the chance to let 
their imaginations run riot without having to worry too much about failure. 
Those that do report plausibly positive results, however, will be eligible for 
a top-up. 

So far, 20 people have reported back from earlier rounds. One has been awarded a further $1m and two 
others $100,000, to keep them in the game—though the foundation is not releasing details of who they 
are until it has heard back from everyone.  

Bids for the next round (the fourth of a planned five) are being accepted until November 2nd. 
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Capitalism's martyred hero 
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Most intellectuals don’t have much time for Ayn Rand with her “glare that could wilt a cactus”. 
But her uncompromising views are still worshipped by many 
 

 
Ayn Rand and the World She Made. By Anne Heller. Nan A. Talese; 592 pages; $35. Buy from 
Amazon.com 

Goddess of the Market: Ayn Rand and the American Right. By Jennifer Burns. Oxford University 
Press; 384 pages; $27.95 and £16.99. Buy from Amazon.com, Amazon.co.uk 

FOR all its faults socialism is manifestly superior to capitalism in one area: the making of myths. 
Capitalists can never equal the emotional appeal of socialism’s martyred heroes. Ayn Rand, however, is a 
conspicuous exception to this rule. She has been given short shrift by the intellectual establishment. 
Literary critics bemoan her cardboard characters and tabloid style. Political theorists dismiss her as a 
shallow thinker whose appeal is restricted to adolescents. But such disdain has done nothing to damage 
her popular appeal. 

Rand’s books have enjoyed impressive sales since her death in 1982. But America’s shift to the left—the 
Democratic takeover of Congress in 2006 and Barack Obama’s election two years later—has put her back 
at the heart of the political debate. Conservative protesters carry posters asking “Who is John Galt?”, 
referring to one of Rand’s heroes. Conservative polemicists suggest that Mr Obama, by stepping in to 
rescue the banks and industrial behemoths such as General Motors, is ushering in the collectivist dystopia 
that Rand gave warning against. Sales of “The Fountainhead” and “Atlas Shrugged” have surged. Rumours 
swirl that a film based on “Atlas Shrugged” is in the works. 

So the publication of these two books could not have been better timed. Anne Heller is more informative 
on Rand’s early years in Russia. Jennifer Burns is better versed in conservative thought. Both are well 
worth reading, partly because Rand’s life was so extraordinary and partly because the questions that she 
raised about the proper power of government are just as urgent now as they ever were.  

Rand was the single most uncompromising critic of the collectivist tide that swept across the capitalist 
world in the wake of the Depression. For her, government was nothing more than licensed robbery and 
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altruism just an excuse for power-grabbing. Intellectuals and bureaucrats might pose as champions of the 
people against the powerful. But in reality they were empire builders who were motivated by a noxious 
mixture of envy and greed. Rand’s heroes were a different breed: the businessmen and entrepreneurs 
who felt the future in their bones and would not rest until they had brought it to life.  

This might sound like libertarian boilerplate: Nietzsche repackaged for the Chamber of Commerce crowd. 
But three things gave her work its hypnotic power. The first was her background as a Russian Jew—she 
was born Alisa Rosenbaum—who witnessed the revolution and its aftermath at first hand. This filled her 
with contempt for the Communist fellow-travellers she encountered in Washington and Hollywood, and 
sensitised her to the similarities between the New Deal and central planning. The second was the 
absolutism of her vision. Confronted by an almost uniformly hostile elite, she went out of her way to pick a 
fight with a possible ally, Friedrich Hayek, dismissing his “The Road to Serfdom” as pure poison because 
he conceded there might be a limited role for the state.  

But her most important attribute was her talent for myth-making. Rand perfected her literary art as a 
screenwriter in Hollywood. And she dealt in Hollywood-style dichotomies between good and evil, between 
white-hatted capitalists and black-hatted collectivists. Greys don’t interest me, she once said. “Atlas 
Shrugged” conjured up a world in which all creative businessmen had gone on strike, retreating to Galt’s 
Gulch in Colorado, and culminated in a dramatic court scene in which Galt detailed the evils of 
collectivism. 

The woman behind these right-wing myths was exceedingly odd. She had “a glare that could wilt a cactus” 
according to a writer in Time, and wore a broach in the shape of a dollar sign. She was even odder to live 
with. Ms Burns points out that she obliged her long-suffering husband to wear a bell attached to his shoe 
so that she could hear him come and go. She all but obliged her leading acolyte, Nathaniel Branden, to 
meet her for sex twice a week, informing both her husband and Mrs Branden that the arrangement was 
rational. She picked fights with “frightened zombies”, as she called her fellow intellectuals, and yet was 
mortally offended when anybody dared to criticise her writing. 

Ms Heller and Ms Burns both dwell on the contradictions of Rand and Randism. Rand was an 
uncompromising rationalist. But she was also the plaything of powerful emotions. She devoted her life to 
fighting collectivism. But she would not tolerate dissent among her followers—and even playfully called 
her inner-circle “the collective”. There was more than just a right kind of politics, one of her followers 
recalled. There was also a right kind of interior design, a right kind of dancing. She loathed communism. 
But many of her readers reacted to her writings in much the same way that leftists reacted to reading 
Marx.  

Both authors point to the tragedy of her career even though her book sales turned her into a 
multimillionaire and a cultural icon. She lived to see laissez-faire triumph over collectivism and one of her 
leading acolytes, Alan Greenspan, appointed to the president’s Council of Economic Advisers. But nothing 
was ever good enough for her and she felt surrounded by traitors. Ms Heller is particularly informative on 
the way that the “collective” fell apart when she fell out with Branden. 

Yet Rand’s appeal has been undimmed by either the vituperation of her critics or the peculiarity of her 
admirers. Her insight in “Atlas Shrugged”—that society cannot thrive unless it is willing to give freedom to 
its entrepreneurs and innovators—has proved to be prescient. Even if John Galt is under threat once again 
in the West, he is back in business in China and India.  
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Sweet Thunder: The Life and Times of Sugar Ray Robinson. By Wil Haygood. Knopf; 464 pages; 
$27.95. Buy from Amazon.com 

OSTENSIBLY “Sweet Thunder” is the life of Sugar Ray Robinson, the middleweight regarded by many 
knowledgeable boxing fans as the greatest fighter, pound-for-pound, of all time. In fact, Wil Haygood, a 
biographer of Sammy Davis junior, is more interested in the exuberant glamour of the Negro elite in 
Robinson’s heyday. So his readers get two histories: of boxing and of Harlem in its glory days during the 
first half of the 20th century.  

For authenticity, Mr Haygood, black himself, prefers the then current word Negro to the contemporary 
African-American. Presumably for similar reasons, he hardly ever uses the word black. Reflecting the 
colour-shade-consciousness of his race during those times, his characters have subtle hues: copper, sepia, 
caramel, cocoa, honey, nutmeg, bronze and charcoal. 

Harlem was then the unofficial capital of Negro America, with its own codes of behaviour and refinement, 
its own high society and cultural elite. Mr Haygood is dismissive of mere celebrities. He concentrates on 
the genuinely talented. Jazzman Miles Davis, poet Langston Hughes and singer Lena Horne feature 
prominently. 

Robinson was as graceful outside the ring as he was brutally efficient inside it. Always elegant, he 
favoured two-tone shoes and felt fedoras. His suits were well-tailored, his hair marcelled, his nose shaped 
by plastic surgery. At home, he tootled around town in a flamingo-pink Cadillac. On his travels abroad, his 
entourage included his own trainer, golf pro, dietician, manicurist, secretary, and even a midget taken on 
as a sort of court jester. 

The denouement is the decline both of Robinson and of the kind of Harlem he knew and loved. By the time 
he left New York City for good in 1967, the character of the environs of 125th Street had already changed 
for ever. As Mr Haygood tracks it, the lessening of its old sense of community had started as long ago as 
in the late 1940s and early 1950s. “Billie Holiday, Ella Fitzgerald and Count Basie had all abandoned 
Harlem for fancy houses out in Queens. Minton’s Playhouse, Harlem’s most notable jazz spot, was 
struggling, with many of the musicians who had contributed to its fame—Dizzy Gillespie, Thelonious Monk, 
Kenny Clarke—now playing more frequently in Greenwich Village.” 

Ironically, the disappearance of old Harlem was in part an unintended consequence of the long and 
eventually successful struggle by African-Americans for civil rights. Before then, suburbs had often been 
as segregated by housing covenants in the northern states as they were by Jim Crow laws in the southern 
ones. As prejudice receded and the restrictions gradually eased, rich Harlemites moved to leafier, more 
affluent places. 
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Sugar Ray in the pink



Robinson, a practising Christian and generous philanthropist, ended his days in far away Los Angeles. 
There his foundation paid for activities designed to keep children, white and Hispanic as well as black, out 
of trouble. He died aged 67 after suffering from Alzheimer’s disease. The epitaph on the plaque outside his 
bankrupted old nightclub in Harlem is simple: “Champion of champions. May 3, 1921-April 12, 1989.” 
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Misadventures of the Most Favoured Nations: Clashing Egos, Inflated Ambitions, and the Great 
Shambles of the World Trade System. By Paul Blustein. Public Affairs; 344 pages; $27.95 and £16.99. 
Buy from Amazon.com, Amazon.co.uk 

OH, TO have been a fly on the wall during the ministerial meetings of the World Trade Organisation (WTO) 
in Hong Kong in 2005. One of the many entertaining moments that Paul Blustein describes in his new 
book involves Kamal Nath, then Indian commerce minister, pressing Peter Mandelson, then European 
trade commissioner, to specify the year by which Europe would phase out its export subsidies. “I want a 
date! I want a date! I want a date!” calls Mr Nath, adding “But not with you!” 

Many such incidents—including the vision of a hapless interpreter trying valiantly to convey the depth of 
the Japanese trade minister’s anger with a dramatic flailing of her arms—enliven Mr Blustein’s tale. He 
recounts how the WTO was born after the conclusion of the Uruguay round of trade talks, the tortuous 
negotiations that culminated in the launching of a fresh round in Doha, and how that round reached the 
deadlock it has been in since the last formal attempt to finish it collapsed in finger-pointing in July 2008. 

Mr Blustein has mined a wealth of material, some of it from the notes and recollections of those present at 
closed-door meetings. He has an eye for detail which illuminates the personalities and political motivations 
of the changing cast of characters involved in haggling over trade barriers. All this ensures that his book is 
lively enough to engage even those with only a passing interest in the intricacies of global trade talks. But 
he is also an able guide to the details of such negotiations. That he is able to do this without inundating 
readers with a flood of incomprehensible acronyms is no mean feat. 

Mr Blustein uses his account of the tribulations of the Doha round to argue that the prospect of a retreat 
from multilateralism in trade in favour of protectionism (or even haphazard bilateral deal-making) is 
something that should bother people who care about poverty and development. He is good at fleshing out 
the lives and concerns of the (often impoverished) people who stand to gain from reducing particular 
trade barriers, as well as the worries of those who oppose change.  

One of the merits of the book is that it makes it abundantly clear how the language of negotiators from 
both the rich and emerging worlds often masks hypocritical pandering to special groups. But if he is a 
believer, and rightly so, in multilateralism, he is also alive to the flaws of the WTO system as it exists, 
including the inevitably ponderous pace of progress in global trade talks which comes from the need to 
have all members on board. Yet this, he recognises, is precisely what gives the system its legitimacy. 

Mr Blustein has some ideas about what should be done to reform the WTO and strengthen multilateralism. 
They are sensible enough, though some, like a moratorium on bilateral trade deals, seem overly idealistic. 
Though he is pessimistic about the present state of the trading system, his lucid account of its history 
shows that global trade talks have a way of muddling through. If the Doha round does indeed get done, it 
will doubtless provide him with enough shenanigans (and a more optimistic ending) for a second edition of 
this useful and enjoyable work. 
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Where the Hell Have You Been? Monty, Italy and One Man’s Incredible Escape. By Tom Carver. 
Short Books; 356 pages; £16.99. Buy from Amazon.co.uk 

WHEN General Montgomery’s stepson Richard Carver was captured by the Afrika Korps two days after the 
battle of El Alamein in November 1942, he had every reason to be worried. If the Germans had 
established the family connection, he would have been sent to Colditz, with other prominent allied 
prisoners. Yet they never discovered the link, so instead he was sent to a prison camp in northern Italy, 
from where he and 600 other allied prisoners were released, minutes before the Wehrmacht arrived, by 
the commandant when Italy left the axis in September 1943. 

Richard Carver’s gruelling three-month journey of over 400 miles (650km) on foot, from the prison north 
of Parma to the allied lines south of the Sangro river, forms the meat of this book written by his son, Tom, 
a former BBC correspondent. He had to dodge German pursuers, sleep in caves, rely on the hospitality 
(and courage) of Italian villagers, go hungry for days, sleep rough and trust his home-made compass to 
get him back to safety. When he was reunited with his stepfather over a year after he had gone missing, 
Monty’s first words were “Where the hell have you been?” 

Yet this book is more than an adventure story: it is also a moving detective story about finding the locals 
who had helped and a poignant memoir of a taciturn war-hero father. Who would have guessed that the 
favourite limerick of that flinty, austere field-marshal would have been: 

There was an old soldier from Lyme 
Who married three wives at a time 
When asked why the third 
He said, one’s absurd 
And bigamy, sir, is a crime. 

“Radiate confidence,” Montgomery would tell his staff. “That’s the first duty of a top commander.” Yet it is 
evident that in private he could feel sadness, loneliness and worry. The letter he wrote his stepson after 
the death of his wife (and Richard’s mother) is raw in its pain.  

Mr Carver has an arresting turn of phrase. He writes of a fellow prisoner “who had been the last man to 
make it out of the [submarine’s] emergency hatch, leaving his companions to drown in the dark, oily 
water that sluiced greedily through the opening.” On the next page he notes how: “Occasionally, a 
prisoner would receive a letter from someone who was dead, like the light from a distant star that has 
since vanished.” The closest equivalent are the works of Eric Newby, who was held in the same prisoner-
of-war camp as Richard Carver had been. Though the book is short, it is wonderfully readable.  
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An album by the Italian mezzo-soprano that honours the art of the castrati 

LONG before singers became superstars by surviving humiliating television 
contests, they did so by surrendering much more than their dignity. For almost 
200 years Europe’s biggest singing celebrities were the castrati: surgically snipped 
“man-boys” whose high voices and incredible breathing powers captivated 
audiences and commanded football-star salaries. 

Cecilia Bartoli, a mezzo-soprano—and one of the few classical artists today who 
can claim sports-star fees of her own—is trying to resurrect the art of the castrati 
with her new Decca album, “Sacrificium”. This collection of 15 opera arias from 
the early 18th century (11 of which have never been recorded before) is packaged 
with notes that illuminate the castrati’s glamorous and tragic world. 

Gelded male sopranos began falling from favour as the baroque era gave way to 
the romantic age and the robust sound of male tenors caught on. The 1870s 
finished them off when laws passed by a newly unified Italy made castration for 
musical purposes illegal. Even more important, an edict by Pope Leo XIII banned 
the hiring of castrati by the church. This made the practice unprofitable. 

Apart from a handful of wax phonograph recordings of Alessandro Moreschi, who died in 1922, there is no audible
record of this rich tradition of European music. In the years since Moreschi last sang, recordings of arias 
composed for castrati, most of them written by Handel, have been transposed an octave for baritones or are 
sung by sopranos or countertenors.  

Ms Bartoli focuses on the music and influence of Nicola Porpora, a largely forgotten 18th-century Neapolitan 
musician. Like Schoenberg in the 20th century, Porpora was well-known as a composer—in London in the 1730s 
he was second only to Handel in popularity as a writer of operas—but equally famous for his students. He taught 
two of history’s most famous castrati: Caffarelli and Farinelli. 

Farinelli created the title role in Porpora’s opera “Adelaide”. Hearing Ms Bartoli sing one of his arias (“Nobil onda”) 
in “Sacrificium,” the listener gets a sense of why the castrato was in such demand: the five-minute, lung-busting 
number makes Mozart’s famously treacherous “Queen of the Night” aria seem like a walk in the park. As a 
mezzo, Ms Bartoli cannot match Farinelli’s reportedly celestial tone, nor is she in possession of his man-sized 
lungs. What she does exhibit in the album is precision coloratura singing with her dark-hued voice, not to 
mention a studied sensitivity to the contours and rhythms of these almost 300-year-old songs. 

Few question Ms Bartoli’s voice or musicality, but her critics contend that the singer is less a scholar than a 
fetishist. The project before this one was devoted to bringing Maria Malibran, a fellow mezzo with a brief but 
illustrious career in the 1830s, out of obscurity. But the album, “Maria”, resembled swag from a million-dollar 
theme party, featuring lavish photos of Ms Bartoli dressed up in Malibran’s jewellery and period costumes. A 
mobile museum of the singer’s personal collection of Malibran artefacts followed her on tour. 

This sideshow element is less evident with “Sacrificium”—though the album features extraordinary images of Ms 
Bartoli’s head atop crumbling male statuary—but the singer’s immersion in the past seems complete. She speaks 
of Porpora and Caffarelli as if they were contemporaries and, as an Italian, finds it hard to believe “that in my 
country 200 years ago, they castrated boys like animals.” The “sacrifice” in the album’s title is Ms Bartoli’s way of 
reminding opera lovers of the barbarism that gave voice to these fine baroque melodies.  
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An exhibition of trompe l’oeil and other illusions that can be enjoyed in Florence 

THE eyes of the boy are bulging with fear: he’s so scared, he’s trying to leap 
through the frame. Despite knowing it is only a painting, the viewer has an 
urge to step back and make room for his getaway. This 19th-century work by 
Pere Borrell del Caso is a classic example of trompe l’oeil, art made with the 
purpose of fooling the eye. It appears in “Art and Illusions: Masterpieces of 
Trompe L’oeil from Antiquity to the Present Day” showing at Palazzo Strozzi in 
Florence until January 24th.  

Artists have worked in the genre for more than two millennia employing an 
exceptionally wide range of materials. In this ambitious and engaging exhibition 
there are inlaid-wood doors, illuminated manuscripts and waxworks imitating 
human flesh and flower petals. There are also porcelain, clothing, furniture, 
holograms and many paintings. The quality of examples is high; the mixing of 
media very effective. A bulletin board turns out to be a painting. Nearby, 
another bulletin board fools the viewer into thinking it is painted. 

The show is not all trompe l’oeil: there are a handful of old master paintings 
too. These are mainly portraits by great artists who create illusions not for their 
own sake but to tell us something about their subjects. In Titian’s “Portrait of Archbishop Filippo Archinto”, for 
instance, the cleric, whose career ended badly, is shown half veiled by a diaphanous curtain.  

In most of the show, however, fooling the viewer is the focus. No joke is cruel. Instead, people are invited to 
join in the fun. Only a curmudgeon could resist. Sometimes jokes build on one another. For example, the 
painting of the frightened boy is called “Escaping Criticism”. Anyone who is touchy about criticism is bound to 
smile—if they can get close enough to read the title. Your reviewer found that a chubby woman with a baby in 
a pushchair partially blocked the view and would not budge. As visitors tried to move closer, the only result 
was yowls from the security alarm. It took a surprisingly long time to realise that curators also like to deceive. 
“Woman with Child in Stroller” is a life-sized, painted resin piece created by Duane Hanson in 1985.  

“Three Birds Hanging from a Nail,” their feathers floating down, is a very early example of trompe l’oeil, 
thought to be from a late 1st-century Pompeii fresco. To judge from the number of other hanging birds on view 
(plucked and otherwise), the subject had a long run.Then, in the 17th century, when cabinets of curiosity were 
an aristocratic fashion, they too became a fashionable trompe l’oeil theme. “Scarabattolo”, attributed to 
Domenico Remps, is the most outstanding of several paintings of this type. The shutters of the cabinet have 
been opened wide. The drawings and etchings hanging on them are attached by red ribbons tied in bows. The 
cupboard’s cracked glass doors are slightly ajar. Dozens of natural and artificial wonders are displayed on the 
shelves, including a branch of flaming red coral that appears to be growing from the top of a human skull.  

American trompe l’oeil is one of the surprises of this exhibition (for this reason alone the catalogue essay by 
Mark Mitchell is well worth reading). For many this will be an introduction to the mysterious Otis Kaye. A 
German-born engineer, he lived much of his life in Chicago. Though he never showed or sold his work, he was 
certainly interested in money. It was his favourite theme. His 1937 “D’-JIA-VU? (Stock Market)” portrays a 
snaking trail of paper currency, starting with notes of $500 and ending with $5 bills. It is the story of his 
financial life and hard times. “Déjà Vu All Over Again: the Riddle of Otis Kaye’s Masterpiece”, a book-length 
study of this work, has just been published in Italian and English editions by Mandragora. It is not necessary to 
refer to the catalogue entry to be aware that this painting has some resonance today. 
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Ludovic Kennedy, writer, broadcaster and campaigner, died on October 18th, aged 89 
 

 
“ESSENTIALLY a communicator” was the way Sir Ludovic Kennedy described himself. A Scottish “lad o’ 
pairts” might have been a better term. Not only did he have prodigious talents as a writer and 
broadcaster, but he used them to the full. If his manner was relaxed, his questioning courteous and his 
bearing almost patrician, he was no dilettante. The amiability and easy charm merely helped to disguise 
both his professionalism and the zeal that burned within him.  

In nothing was that zeal more apparent than in his lifelong concern with miscarriages of justice. This, he 
thought, was planted in his mind in early childhood by meeting a prison visitor who consorted with the 
wicked inmates of Bedford jail. It was surely strengthened when he later learnt of the career-breaking 
court-martial of his adored father, a naval captain, in 1921. By talking to his men, rather than using force 
against them, Captain Kennedy had averted a mutiny but was nonetheless censured and denied a new 
command.  

The guilty men in this episode were gutless admirals. In the cases Sir Ludovic was to broadcast and write 
about, the villains were usually corrupt policemen, complacent judges and those who defended an 
adversarial system of justice that encouraged “the police to commit perjury”. Among the cases he 
examined were those of Timothy Evans, hanged for a murder he had not committed; Stephen Ward, 
prosecuted after the Profumo affair, who was probably framed; Bruno Hauptmann, accused of murdering 
Charles Lindbergh’s baby; and the Birmingham Six and Guildford Four convicted (unsafely, it turned out) 
for IRA bombings. Sir Ludovic’s book about Evans, “10 Rillington Place”, is widely said to have played a 
part in ending capital punishment in Britain. 

Sir Ludovic was not, however, a single-issue man. Another cause was atheism. As a good child, he had 
said his prayers every night, but as a teenager gave up, since “no one was listening”. His father, he 
presumed, knelt as usual to pray the night before he and his ship were blown to pieces by German 
bombardment. Sir Ludovic’s scepticism about a deity was then clinched by Thomas Paine’s “The Age of 
Reason”.  

 
The right to a good death 
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Voluntary euthanasia was a later concern, this one strengthened by watching his mother’s drawn-out 
death in 1977. His compassion then was in contrast to his feelings as a child, when he had feared and 
hated this burly, domineering figure who would come down the road with her three close women friends 
dressed in tweeds and brogues and looking “like a squadron of battleships in line abreast”. It was her icy 
inability to show affection, he believed, that was responsible for the black moods and psychosomatic 
ailments that plagued Sir Ludovic for decades, causing him to consult psychiatrists on hundreds of 
occasions over 25 years. He hoped to feel better after each visit, but rarely did, even after a session with 
a Jungian analyst who fell fast asleep during his patient’s “free association” on the couch. 

If his dark interior moods were at odds with his self-assured exterior, so did his Liberal politics jar with his 
Conservative family background and his upper-class, Eton-and-Christ-Church education. Twice he stood 
for Parliament as a Liberal, and each time came close to winning. Latterly, the reluctance of his party first 
to make common cause with the Scottish Nationalists, then to put euthanasia in its manifesto, made him 
choose in 2001 to stand, not altogether gloriously, as an independent. 

Although Sir Ludovic’s father was a Lowlander and his mother a Highlander, an English childhood and an 
English accent made him consider himself an Anglo-Scot. For all that, the country and its people were 
important to him. The seeds of his commitment, he wrote, were sown when, as a small child, he woke up 
on a night sleeper to Nairn and pulled back the blind to see “a great sea of purple sloping downwards from 
the track…and below it a long, thin oblong loch, flanked by purple hills and, to complete the picture, a stag 
trotting purposefully downhill.” Only later did he come to view Scotland through a less Landseerian lens, 
seeing the Scots as an overlooked nation and arguing the case for home rule in “In Bed With An 
Elephant”, an enjoyable blend of history, anecdote and advocacy about the land of his birth.  

In this, as in all his work, he brought to an argument the cogency of the rationally convinced with the 
wisdom of one who could see the other side. That other side he often understood because it was in his 
genes and upbringing. Small-minded Edinburgh lawyers who disapproved of his campaigns might blackball 
him from their golf club, and did, but their slightly more sophisticated counterparts in London could hardly 
dismiss him as a wild leftie: they had known him in the Bullingdon Club and shared his views on hunting.  

In truth, though his background and even friends were establishment and his causes unfashionable, he 
was not a man of contradictions. Rather, he held the convictions of a thoughtful, civilised man, who could 
as easily write plays as pamphlets or naval history, who liked the pipes as much as jazz and was as moral, 
for all his atheism, as any man of God. And, in all he did, he brought humour and humanity unusual 
among zealots. A lad o’ pairts indeed.  
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China’s GDP rose by 8.9% in the year to the end of September, up from 7.9% in the year to the second 
quarter. Consumer prices in China fell by 0.8% in the year to September. 

America’s Federal Reserve said that reports from its 12 regional branches had indicated “either 
stabilisation or modest improvements in many sectors” albeit mostly from depressed levels. That 
assessment of faltering recovery chimed with the latest figures from the housing market. New housing 
starts rose by a modest 0.5% in September and estimates for new buildings in July and August were 
revised down. The number of building permits granted for new houses fell by 1.2% in the month. 

An index of activity in Japan’s service industries rose for the third month in August. 

The euro area recorded a trade deficit of €4 billion ($5.7 billion) in August, following a €12.3 billion 
surplus in July. Exports plunged by 5.8% in August, more than offsetting the 4.7% rise in July. The output 
of construction firms in the currency zone fell by 0.4% in August, the fourth straight monthly decline. That 
left output 11.3% lower than a year earlier. Spain’s construction output shrank by a fifth from its level last 
August. 

Hungary’s central bank cut its benchmark interest rate by 0.5 percentage points, to 7%. It said further 
cuts might be needed. The Bank of Canada left its main interest rate unchanged, at 0.25%. Brazil’s central 
bank kept its key rate at 8.75%. Thailand’s policy rate was also left on hold, at 1.25%.  
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In its latest World Economic Outlook, the IMF forecasts that this year the current-account balances of the 
main trading regions will fall below 2% of world GDP for the first time since 2004. America’s deficit is 
expected to shrink by almost half as a share of global GDP from its level last year. The oil exporters’ 
current-account surplus is set to drop by more than two-thirds. But China and South-East Asia’s surplus is 
forecast to be broadly unchanged. International deficits and surpluses should offset each other, but the 
data are subject to measurement error. The figures since 2005 suggest the world is running a surplus with 
itself. The discrepancy is thought to arise from delays in the recording of imports.  
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Not surprisingly, richer countries have more deposit accounts per person than poorer ones, according to 
the Consultative Group to Assist the Poor, a policy group. However, Malaysians have over 3.5 accounts on 
average, more than Americans, Italians or Spaniards. Commercial banks dominate the provision of deposit 
services generally. But in some countries, such as America, Bolivia and Spain, co-operatives (not-for-profit 
financial institutions) make up a large share of the total. The remainder of the market is served by 
specialised state institutions, such as government-owned development banks or national post offices that 
offer banking services. Microfinance makes up a small fraction.  
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