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Politics

After months of wrangling,
the u n Security Council
passed a resolution authoris-
ing the presence of an Ameri-
can-led force in Iraq and
requiring the American-ap-
pointed Governing Council to
produce, by mid-December, a
timetable for drawing up a
constitution and holding elec-
tions. Sporadic violence con-
tinued to bedevil the country.

Bloodshed continued in Pales-
tine. Israeli troops attacking
arms-smuggling tunnelsin a
refugee camp near the town of
Rafah, in the Gaza strip, killed
eight Palestinians, including
two children. A few days later,
aroadside bomb killed three
American officials, the first
time Palestinians conducting
their intifada had directed vio-
lence against America. Yasser
Arafat called the attack “an
awful crime”.

A lawyer, Shirin Ebadi, who
has campaigned for human
and especially women’s rights
in Iran, won the Nobel peace
prize, the first Muslim woman
to do so. The Iranian govern-
ment’s reaction was muted.

Saudi Arabia’s royal rulers
said that local elections-the
first-ever in the kingdom—
would be held within ayear,
though it was unclear how
much power local councils
would have or how controlled
the selection of candidates
would be.

The Sudanese government
freed a leading Islamist, Has-
san al-Turabi, in an effort to
widen support in its renewed
effort to end a 20-year-old civil
war in the country’s south.

Gyude Bryant took office in
war-devastated Liberia as
prime minister of an interim
government meant to disarm
fighters and prepare the coun-
try for elections.

Getting a fix

The United States Supreme
Court let stand a ruling allow-
ing doctors to recommend
that their patients use mari-
juana on medical grounds. It
also said it would decide next
year whether the words “un-
der God” should remain in the
Pledge of Allegiance.

After six months of legislative
wrangling, Rick Perry, the gov-
ernor of Texas, signed a
controversial redistricting
map into state law. The re-
vised boundaries are expected
to result in up to seven more
congressional seats for Repub-
licans in the 2004 election.
Democrats vowed to take the
matter to court.

Police in New York were wait-
ing to question the pilot of a
Staten Island ferry boat that
crashed into a pier on docking,
killing ten people and injuring
more than 30 others.

A study by rana found that
the number of severely obese
Americans has quadrupled
since 1986. Around 1 adult in
50 is now at least 100 pounds
overweight.

In an effort to woo voters in
Florida, George Bush an-
nounced measures both to
make it more difficult for
Americans to visit Cuba and
to intensify propaganda
against Fidel Castro’s Commu-
nist government.

Faring off

Talks took place between offi-
cials from Serbian and Koso-
van officials in Vienna, the

first face-to-face meeting since
nato drove the Serbian army
out of Kosovo in 1999. The
UN-sponsored talks were
meant to be uncontentious,
but Kosovo's president, Ibra-
him Rugova, said breaking
away from Serbia was still a
top priority.

Russia has delayed plans to
complete a nuclear reactor in
Iran by one year. It claims this
is due to technical reasons, not
because of political pressure
from the Americans.

In Azerbaijan, the president’s
son, Ilham Aliyev, won the
presidential election, as ex-
pected. The ex-Soviet republic,
ruled by Mr Aliyev’s father for
34 years, is not renowned for
the strength of its democratic
institutions.

In a sign of the strength of the
Franco-German relation-
ship, Chancellor Gerhard
Schroder of Germany asked
PresidentJacques Chirac of
France to represent him for
part of this week’s European
Union summit. Mr Schroder
wanted to be back in Berlin for
a Bundestag vote on economic
reforms.

A Greek court rejected are-
quest by the Russian govern-
ment that Vladimir
Gusinsky, a former media
magnate who has been in ex-
ile, be extradited to Russia
where he faces a charge of
embezzlement.

Gambling man

China’s first astronaut re-
turned safely after a 21-hour
flight aboard the Shenzhou 5.
Only the third country to put a
man in space, China now
plans space walks and a mod-
est space station.

South Korea’'s president, Roh
Moo-hyun, called a referen-
dum on his leadership. He
said he will resign if he loses.
Mr Roh'’s approval rating has
plummeted since assuming
the presidency just eight
months ago.

Afghanistan introduced a law
banning armed factions from
politics. The law reportedly

also prohibits political parties
which are against Islam, or
which promote racial, reli-
gious or sectarian hatred and
violence.

Close to 100 people have died
since Maoist rebels tried to
storm a police training centre
in western Nepal on October
12th. The Maoists have been
fighting since 1996 to set up a
communist republic.

Pakistan conducted its third
nuclear-capable missile test in
less than two weeks, launch-
ing a medium-range missile
capable of hitting many tar-
getsinside India.

Roads blocked

At least 53 and perhaps more
than 70 people were killed
when Bolivia’s president,
Gonzalo Sanchez de Lozada,
ordered the army to clear
roadblocks and protesters
who brought the capital, La
Paz, to a halt. The presidenf
was defying calls for his res-
ignation, from the opposition
and some allies.

Mexico’s president, Vicente
Fox, metJapan’s prime minis-
ter, Junichiro Koizumi, in To-
kyo, but did not sign a
hoped-for free-trade agree-
ment. Important details re-
mained unresolved despite
last-minute talks.

Under pressure from the Un-
ited States, Ecuador became
the fifth Latin American coun-
try to pull out of a third-world
trade block set up last month
by Brazil, India and China.
That has left Brazil looking
increasingly isolated ahead of
next month’s ministerial
meeting on the proposed
Free-Trade Area of the
Americas. »

Business

Negotiators meeting in Ge-
neva aim to resuscitate the
World Trade Organisation’s
Doha round of trade talks,
which has been on life sup-
port since the group’s disas-
trous meeting last month in
Mexico. Talks will focus ini-
tially on core issues such as
lowering agricultural subsi-
dies and tariffs on manufac-
tured goods.

British scientists released the
results of the world’s biggest
environmental-impact study
of genetically modified
crops. Results of the three-
year study were mixed. Of
three crops tested, two were
found to be more harmful to
the environment than conven-
tional crops; the third was Kin-
der. Meanwhile, Monsanto,
an ailing agriculture and bio-
technology company, an-
nounced it will exit its
European seeds business amid
higher fourth-quarter losses of
$i88m.

Intel reported that profits
more than doubled in the
third quarter compared with a
year ago, to $1.7 billion, de-
spite lingering weakness in
corporate spending on tech-
nology. Strong demand in
Asia and brisk sales of its mo-
bile computing chips fuelled
growth.

Human frailty

The New York Stock Ex-
change plans disciplinary ac-
tion against five floor-trading
firms for improper trading
practices. Separately, Fidelity
Investments, America’s big-
gest mutual-fund company,
called for the New York Stock
Exchange to go electronic. The
exchange is the only major
stockmarket with a residue of
waving humans on the floor.

Josef Ackermann, chief of
Deutsche Bank, Germany’s
biggest, may face a second
criminal probe over last year’s
sale of the bank’s life-insur-
ance unit. Mr Ackermann is al-
ready under investigation for
endorsing fat severance pay-
ments to executives of Man-

nesmann, on whose
supervisory board he sat,
when the firm was bought by
Vodafone. Meanwhile
Thomas Fischer, a former rival
of Mr Ackermann at Deutsche,
was appointed head of
WestLB, a large and troubled
public-sector bank.

Joining forces

General Motors announced
profits of $42501 in the third
quarter, compared with a loss
of $80401 a year ago. Its
booming finance arm put the
firm back in black, but its car
business struggles. Soaring car
sales lifted Nissan’s operating
profits by 15% to ¥4 01 billion
($3.4 billion).

Microsoft and Vodafone, the
world’s largest mobile oper-
ator, arejoining forces to de-
velop standards for linking
mobile devices to computers.

EMC, a data storage hardware
company, agreed to buy Docu-
mentum, a data storage soft-
ware vendor, for $1.7 billion in
shares. The deal, the com-
pany’s second in three
months, is intended to boost
revenues from software.

Eurex, the world’s biggest de-
rivatives exchange, is suing
Chicago’s two biggest futures
exchanges on antitrust

grounds. The all-electronic,
Swiss-German exchange ac-
cuses the Chicago Board of
Trade and the Chicago Mer-
cantile Exchange of trying to
stymie its plans to establish
the first transatlantic futures
market.

The Food and Drug Adminis-
tration is expected to let ge-
neric-drug makers use
another method of getting ap-
proval for drugs. The new ap-
proval route could speed up
the time it takes for generics to
reach store shelves. Phar-
maceutical firms are lobbying
to bar this process, but

the agency is expected to
persevere.

British Sky Broadcasting, a
pay-television company, is
considering up to five external
candidates to replace Tony
Ball, its chief executive. Rupert
Murdoch, chairman of the me-
dia group that owns the com-
pany, bowed to institutional
pressure to expand the selec-
tion process after pushing the
candidacy of his 30-year-old
son, James.

Looking up

Bank of America and Merrill
Lynch reported healthy pro-
fits, in a sign that the economy
is improving. Bank of Amer-
ica’s earnings jumped 31%

compared with last year due
to healthy results from con-
sumer and commercial bank-
ing. Merrill’s profits climbed
50% on robust trading and
stock-and-bond underwriting
business, and big cost cuts.

Stockmarkets
Jan 1st 2003-100

Source: Thomson Datastream

Fuelled by evidence and opti-
mism regarding a reviving
economy, stockmarkets on
both sides of the Atlantic have
rallied strongly since March.
The Dowjones Industrial Av-
erage and fese 100 are up 18%
and 11%, respectively.

The Federal Reserve Bank of
New York named Timothy
Geithner, a senior official at
the International Monetary
Fund, as its new president.
The 42-year-old, formerly in
the Treasury Department,
played a key role in the Asian
financial crisis of 1997-98.

Other economic data and news
can be found on pages 102-104
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A Franco-German beauty contest

Jacques Chirac and Gerhard Schrdder still have lots of economic reforming to do

rosclerosis. An ugly

word, coined for an ugly phe-

nomenon in the 1980s, is back.

The heady days ofJanuary 1999,

when Europe’s new single cur-

rency, the euro, was hailed as a

certain harbinger of economic

revival, are a distantmemory. In

fact the performance of the 12-country euro area over the past

five years has been a bitter disappointment. And at the heart

of that poor performance lie France and Germany, which ac-

count for roughly half of euro-area gdp. Unless France and

Germany recover their zip, the euro areawill be condemned to
remain an under-achiever.

Thatis why the current debate over economic reform in the
two countries matters so much. On October 17th, after this
newspaper went to press, the German Bundestag was ex-
pected to approve, albeit by only a tiny majority, a set of la-
bour-market and tax changes that are central to Chancellor
Gerhard Schroder’s “Agenda 2010” economic-reform pro-
gramme. In France, the government of PresidentJacques Chir-
acis pursuing its own reforms, which it cheekily calls “Agenda
2006". Both countries’ governments face opposition to their
proposals from political rivals, public-sector workers, trade
unions and others. For Europe’s sake, they must defeat that op-
position and continue their reforms.

Various explanations have been put forward for the slug-
gishness of Europe’s biggest economies. Some pin the blame
on the European Central Bank, for its overly tight monetary
policy. Real interest rates have indeed been uncomfortably
high in Germany, where inflation is dangerously low; but
other economies in the euro area have done better, and aver-
age euro-areainflation remains over 2%. A stronger case can be
built against Europe’s “stability and growth pact”, which has
kept fiscal policy in both Germany and France tighter than it
should have been. But in practice both countries have readily
breached the supposedly inviolate ceiling for budget deficits
of 3% of g a p. IN any case, experience suggests that fiscal stim-
ulus is not the best long-term route to growth.

A third culprit is the after-effects of German unification.
Partly because it happened more than a decade ago, this is
now easy to forget. Yet, thanks in large measure to the mis-
taken decision not only to equalise the western and eastern
currencies but, worse, to equalise most wages and benefits,
the eastern Lander of Germany have continued to act as a
huge sponge, soaking up German public subsidies, and suck-
ing down the economy’s competitiveness and growth. That in
turn has dragged down the rest of the euro area.

Even unification can no longer take the main blame for Ger-
many'’s (and hence France’s) sclerosis, however. Over the past
ten years, the British economy, once the sick man of Europe,
has grown atan annual average rate of 2.9%. In Germany, once
the continent’s Wirtschaftswunder, the equivalent figure has
been a meagre 1.3%. Macroeconomic, demand-led differences,
such as monetary and fiscal policy, and even the strains of uni-
fication, can account for only a small part of this big gap. The

bulk of it must have microeconomic, or supply-side, causes.
Specifically, rigidities in labour and product markets in France
and Germany, aggravated by high taxes and social-security
contributions, have discouraged investment and the hiring of
labour, keeping growth down and unemployment high.

The reforms now proposed in Germany and in France rep-
resent the firstjoint effort that the two countries have made to
begin remedying these failings. Starting with pensions and la-
bour markets, and moving on to health care and social secu-
rity, the two governments are partly co-operating, partly com-
peting to outdo one another. Such rivalry is welcome and
could prove highly productive, as in both countries there is
now a political opportunity for reform. At present, Germany
seems to be in front; but there are reasons to expect that France
may in the end move ahead (see page 27). Even lItaly, the euro
area’s other poor performer, has started to make reforms,
thoughithas further to go than the big two.

There is another pressing reason for pushing forward with
reform: the strength of the euro. In the currency’s early days, its
relative weakness helped to keep the continental economies
growing by boosting exports. But that may also have allowed
reluctant reformers to put off hard choices. With every likeli-
hood that the dollar will continue to weaken, such a let-out is
no longer available. A rising euro will make the case for econ-
omic reform in Europe even more urgent.

In others’ footsteps
The doubt on which opponents of reform play is simple and
seductive. They maintain that countries such as France and
Germany should accept lower growth (and higher unemploy-
ment) as a price worth paying to sustain the perceived benefits
of the “European social model”. Rather preserve the warm
comfort of that model, they advise, than embrace the cold
logic of the American way, even if thisyields faster growth.
Yet this is a false choice. To see why, the French and Ger-
mans need only look at some of their European neighbours,
such as the Netherlands, Finland, Denmark and Sweden.
These countries-two in the euro, two out of it but still depen-
dent on euro-area growth-have reformed their labour mar-
kets, increased their competitiveness and improved their so-
cial-welfare systems, all without sacrificing the essence of
their protective social model. All bar Finland now have lower
unemployment than America. Small countries may find re-
forms easier to make. But given enough political will, France
and Germany should surely be able to copy their example.
Lack of it is still the biggest obstacle to economic reform in
Europe. Neither Mr Schroder nor Mr Chirac has anything like
the zeal for change that Margaret Thatcher demonstrated to
such effect in Britain in the 1980s. Both have put off reforms for
as long as they can. Both have backed down in the face of op-
position to change in the past. Ominously, Mr Schroder this
week conceded some last-minute watering down of his so-
cial-security reforms to buy off left-wing rebels. Yet the good
news is that, in both countries, public opinion has swungin fa-
vour of economic reform. The two leaders should seize the
moment to press on while that public mood lasts. 1



China's space programme

Congratulations, China

Butaman inspace must mean itno longer needs foreign aid

(i 'T'HE Eastis Red”, went the
X old Maoist anthem. Yes,
but the West is expert, was al-
ways the cutting comeback.
Now the inventor of gunpow-
der and the rocket in earlier
times has staked a claim to more
modern technological prowess.

The success of the Shenzhou 5 launch, carrying China’s
very own astronaut, is no small feat, especially for a develop-
ing country (see page 8l). China’s Communist Party bosses
will, no doubt, bask in the outpouring of national pride at
home, and the envy of other would-be space cadets. After all,
Chinais only the third country to put aman in space, after Rus-
sia and America, and the poorest one at that. As a nationalist
boost that is fair enough, but it does carry one awkward impli-
cation. Itis that China should no longer be sent the $1.8 billion
or so it is getting in foreign aid each year (much of it from Ja-
pan). It may still be a poor, if fast-growing, economy but if it
chooses to spend its money on space travel there can be no
good reason for outsiders to subsidise that choice.

China has long had a commercial and military space pro-
gramme that has already launched more than 70 satellites.
This first manned space shot will, China hopes, also advertise
the reliability of its commercial satellite-launch services (after
a string of embarrassing failures in the 1990s); strengthen its
claim to a seat at any future space-negotiation top table; rein-
force its influence in Asia; and through such heavenly exploits,
put China firmly on the terrestrial great-power map.

Nevertheless, putting a man in orbit remains a rather
wasteful sort of publicity stunt. No one knows how wasteful,
for China is even more secretive than others both about its
space budget and about the bigger military budget of which it
is part. Chinais not alone in burning up money on unneeded
space ventures—think of the original Russian space station, or
America’s (still grounded) space shuttle. But those two coun-
tries at least wasted their own money. China, which makes
sure its otherwise opaque statistics always supportits claim to
neediness, is trading in space on the generosity of others. And
it does not intend to stop at a single demonstration shot
(which may, outsiders guess, have cost a total of $2 billion):
more costly efforts are planned, including eventually a moon
landing and even a space station of its own.

Thatiswhatisimplied if Chinatruly wants to catch up with
America and Russia in space. The then Soviet Union managed
to put its first man into space a rather impressive 42 years ago,
and in the process shocked America. Much more will have to
be spent if China wants to become a space pioneer, or even
just to narrow the gap further.

Might those Chinese applauding this week’s achievement
feel differently if they knew the price tag? The party is not
about to ask. There have been mutterings on internet bulletin
boards; some of China’s scientists have wondered privately if
the cash going into manned space flight is well spent. China
could be spending a lot more, say, on the search for an aids
vaccine (ithas been woefully secretive aboutitsaia s problem

too, at the cost of many lives) or on better ways to prevent out-
breaks like that of the respiratory disease sars.But those Chi-
nese, many of them in the countryside, with the greatest ter-
restrial concerns, such as no real job, corrupt officials, lousy
roads and pockets of still considerable poverty, have little
chance to say what they think. Bizarrely, China has tried to ap-
peal to its peasant farmers by irradiating seeds in space to pro-
duce better strains—something else that can be done more eas-
ily and cheaply on the ground.

Might China’s new space adventure nonetheless provide
other commercial spin-offs in technologies and materials for
its civilian economy, rather as America’s space programme
has done? Possibly, in some industries, but in China the pro-
cess works chiefly in reverse: fast-developing commercial
technologies and the infusions of money China hopes to at-
tract through its commercial space launches help its military
missile and satellite programmes-which is one reason why
America is so wary of allowing its high-tech firms to have
China launch their satellites. Where China’s manned flights
might help a bitis in making itmore proficient, for the safety of
its astronauts, in telemetry, the signals used to control and
guide things through space. But others manage this without
such extra incentives.

Some people worry that China’s first man in the cosmos
could bring a new space race. Not with America, which is al-
ready too far ahead technologically to bother much. But India,
China’s chief rival for leadership in the developing world, is
egging its scientists on to get a man on the moon too; its gov-
ernment recently approved an unmanned moon shot by
2008. Others may now be tempted to follow.

The other coin of pride

Chinawill be watched more closely for its military intentions.
The rockets that power China’s space programme are virtually
indistinguishable from the intercontinental ballistic missiles
that are intended to carry its nuclear warheads. China has
been modernising and expanding its nuclear force for some
time; it has already shown that it can release more than one
satellite from a single rocket, giving it a capability to put multi-
ple warheads on a single missile should it choose to do so.

Shocked by America’stechnological wizardry on display in
the first Gulf war, and even more so by the speed of its victory
in the second (not to mention the earlier routing of al-Qaeda
and the Taliban government that supported itin Afghanistan),
China is also working feverishly to overcome more conven-
tional handicaps. Fighter aircraft, bombers, ships and subma-
rines bought from Russia are aimed at deterring America from
coming to the assistance of Taiwan, which China claims as its
own, in any future crisis. So is the plan to deploy a new radar
satellite in 2005, able to peek though the clouds to track Amer-
ica’snaval movements near the island.

Inmany ways, Chinaand America are rubbing along better
now than they have for some time. Neither is looking for a
confrontation. But this week’s space spectacular, like the mili-
tary modernisation going on less publicly, is China’s way of
saying to America, as to others: watch us, and watch out. 1

Reconstructing Iraq

Those odious debts

Should those who lentto Saddam get their money back?

THE immediate challenges

Iraq’s debt confronting America and its

Estimates, $bn . . .
coalition partners in their efforts

Paris Club------ 1 ---— Middle East . R

42 governments 55 to rebuild Irag are daunting

|—Commercial/ enough, from fighting terrorism
other53 and kick-starting its economy to

Reparations raising money and trying to

agree on a constructive new Un-
ited Nations resolution. So they could have done without this
week’s reminder that soon they will be embroiled in the
mother of all financial battles over what to do about all the
debt piled up by Saddam Hussein’s regime.

On October 13th, lawyers for Hyundai, a South Korean
firm, said they were organising a coalition of firms owed
money for work in Irag to seek repayment of debts that may
exceed $10 billion. That is on top of debt and war reparations
owed by Irag to other governments, multilateral lenders and
commercial banks together estimated at up to $350 billion.
There is amoratorium, including the suspension of payments,
on Irag’s sovereign and commercial-bank debt until the end of
2004. Its oil is protected from being seized in lieu of cash pay-
ments. Yet American officials privately fear that the issue will
undermine the UN-organised donor meeting in Madrid on
October 23rd, intended to raise funds for Iraq.

The Iragi debt problem highlights a huge unresolved flaw
in the international financial system. There is an overwhelm-
ing case, both in terms of economic expediency and justice,
for writing off most of Irag’s debts, and doing so fast. The un-
certainty about Irag’s future financial condition is one reason
why itis proving hard for it to attract new investment. The ar-

Housing finance

Home sweet home

guments made by Keynes with regard to Germany after the
first world war remain valid today. Taking on Saddam’s debt
burden would cripple the new Irag economically. Besides, it is
clearly unfair to expect the Iragi people to pay for the reckless
waste of the regime that brutally oppressed them for so long.

Currently, the financial system does not deal with this pro-
blem sensibly. The Paris and London clubs will no doubt be-
latedly negotiate some sort of rescheduling and writing down
of, respectively, Iraq’s sovereign and commercial-bank debt.
(There is no club for tackling corporate debt.) But they will al-
most certainly do so on the basis of what lenders judge to be
Irag’s ability topay-which will no doubtbe on the highside-
not on the rightness of its having to do so.

That is not good enough. The main argument made against
massive debt forgiveness is that it would set a bad precedent,
casting doubt over lending to all sorts of countries (China, for
instance) that might one day make the transition to a better,
democratic regime. There is a germ of truth here. Certainly,
clear rules are needed for dealing with the debt of countries
that undergo regime change. Perhaps the u n should be will-
ing, as part ofitsarmoury of economic sanctions, to designate
loans made to identified bad regimes as “odious debt” that
would not pass to a legitimate new government.

But the point about Iraq is that the circumstances of its re-
gime change, coming after more than 12 years of u n sanctions,
are simply too exceptional (and likely to remain so) to set any
sort of precedent. What matters is that Iraq is given the best
possible chance of success. The donor meeting in Madrid next
week should debate hard about how to give Iraq the debt for-
giveness itneeds almost as urgently as itneeds peace. 1

Tobuy ahouse, most people need to borrow. But it'smore complicated than that

orrowing to buy a house
B oughttobe assimple atrans-
action, one might think, as bor-
rowing to buy a car. The num-
bers are bigger, and the period
of repayment longer as a conse-
quence, but a loan is still a loan,
isn't it? Apparently not. Coun-
tries vary remarkably in the way they deal with the housing-
finance conundrum-and the differences turn out to have a big
effect on how their economies work (see pages 71-73).

The pattern of finance drives home ownership. In Britain
and the United States, this is higher than in much of continen-
tal Europe. Itis often argued that policy should push this way,
because home owners (with a stake in their communities) are
better and happier citizens. Hence tax subsidies for home
loans—a policy lately abandoned by Britain, but retained, and

Mortgage debt
as % of GDP, 2001

how, by the United States, where the mortgage-interest deduc-
tion is one of the least touchable aspects of the tax code.

There are other effects too. In America, most mortgage fi-
nance is at fixed rates, and borrowers are free to refinance at
small cost. That, one might think, is a formula for bank insol-
vency—and so itwould be, were it not for the role played by
government-chartered institutions: Fannie Mae (“our busi-
ness is the American dream”) and Freddie Mac. American
housebuyers are heavily subsidised not only by the tax sys-
tem, but also by the guarantee that lets Fannie and Freddie
lend on terms that no private lender could match.

The fixed-rate bargain offered to American borrowers
makes the economy stable when interest rates change: dispos-
able incomes fall gently as interest rates rise. The same is true
in much of Europe, where fixed rates and long terms (though
usually with penalties to discourage refinancing) are alsocom-
mon. Britain, despite recent changes, is different. Loans nowa- »



» days have a fixed-term component, but it tends to be brief.
When the Bank of England raises interest rates, disposable in-
comes get hammered. The Bank is anxious about what will
happen to Britain’s inflated housing market—and to the econ-
omic expansion ithas sustained-when rates next have to rise.
Britain's Treasury regards this idiosyncratic prevalence of
floating-rate debt as a danger if the country were to adopt the
European single currency.

So housing finance matters. But which among this be-
wildering array of models is best? Hard to say. Each has its
drawbacks, unintended consequences and gross inequities. It
would be interesting to see how housing finance would work
without governments trying to push itthis way or that, but itis
difficult to find any such example: politicians may have differ-
ent ideas about the appropriate form of intervention, but they
agree that this is not something that people and private lend-
ers can be left towork outfor themselves.

Auditing

Unresolved conflicts

Reforms of the auditing industry do not go far enough

ER since the implosion of

Arthur Andersen, the giant

accounting firm which acted as

the auditor to Enron and a string

of other firms which cooked

their books, the auditing indus-

try has been in turmoil. In 2002

America's Congress hastily

passed the Sarbanes-Oxley act to, among other things, untan-

gle the auditing profession’s many conflicts of interest. Amer-

ica’s Securities and Exchange Commission also adopted new

rules inJanuary. And a new supervisor, the Public Company
Accounting Oversight Board, was created.

Despite all these efforts, there are reasons to worry that the
auditing industry is not in much better shape than it was be-
fore (see page 75)- Because one small group of top accounting
firms audit most big international companies, this is not just
America’s headache, but the world'’s.

The scandals that rocked the accountancy profession show
no signs of dying away. A continuing series of arrests and reg-
ulatory censures of large accounting firms has shown that An-
dersen was notjust one rotten apple, but that the entire barrel
was tainted. Andersen’s collapse should, in theory, have had a
salutary effect on other auditors, serving as a stark warning of
the disaster facing a firm whose eagerness to please a big client
went too far. Perversely, though, Andersen’s failure may have
had the opposite effect.

For one thing, it pushed the auditing industry into a further,
and dangerous, consolidation. With Andersen’s demise, most
of its thousands of partners and clients simply moved to the
remaining Big Four accountancy firms. As a result, the Big Four
are now bigger than ever. They audit nearly all publicly listed
firms in America and the vast majority of those in Europe and
Japan as well. This extreme concentration raises, in turn,
doubts about whether America’s regulators, or those of any
other country, could afford a repeat of Andersen’s prosecu-
tion, pursuing one of the surviving firms to the point of extinc-

Governments are wrong about this. Fine as it may be to
own one’s home, people might like it even better to have a
choice. In America, only a fool, somebody too poor to get
credit, or somebody too rich to care would refuse the hand-
outs that the government lavishes on home-owners. Britain’s
long history of inflation acted in a similar way to make home
ownership on borrowed money an offer too good to turn
down, and the habit is proving hard to break. Incentives in
both countries have traditionally been stacked against private
renting, a choice which many people might prefer, if itwere of-
fered on comparably attractive terms.

Governments should recognise, if nothing else, that ex-
plicit or implicit subsidies for housing finance are extremely
inequitable. They reward the rich more generously than the
moderately prosperous, and they reward the poor—who can-
not aspire to buy property, even on heavily subsidised terms-
notatall. If fairness counts, why not give marketforces atry? 1

tion if they uncover another big scandal.

So the industry’s consolidation would seem to demand, at
the least, a much more robust set of regulations governing its
behaviour. And yet, despite new “independence” rules bar-
ring auditors from providing clients with management con-
sulting and other advice, the Big Four still can and do offer cli-
ents lucrative tax-planning and other non-audit services.
Worryingly, these have continued to grow about as fast as au-
diting revenue at all four firms.

The problem is that the existing independence rules are
half measures. Itis foolhardy to assume, given recent history,
that auditors will remain unswayed by the fat fees paid to
them for ancillary services. And the rules on “rotation” merely
require the periodic swapping of the senior partner on audit
teams, reflecting a naive view that biased people are the issue,
not biased firms and incentives. If auditing firms themselves
had to be changed every few years, itwould go a long way to-
ward making auditors genuinely independent.

By requiring that all companies listed on public stock ex-
changes file audited financial reports, governments around
the world have given accounting firms not only a unique fran-
chise, but apublic mandate. Their role in ensuring the honesty
of financial reports, a critical check on company management
and a key component of investor trust in global markets,
makes the independence of auditors a paramount concern.

Bubble protection

Deep-pocketed industry lobbyists managed to water down
the reforms first proposed in America after the scandals broke.
Itis time to correct this mistake. Having already come part-way
on both non-audit services and auditor rotation—and thus
having conceded that these conflicts do matter-regulators
must now finish the job. They should bar auditors from pro-
viding all non-audit services to audit clients and make audi-
tor-firm rotation mandatory. Otherwise, the next stockmarket
bubble will, almost as certainly as night follows day, lead to
another wave of scandals. 1
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Spies and lies

sir - You take to task the spies
and politicians in Britain and
America who have, you say,
misled their publics about
Saddam Hussein’s weapons
of mass destruction (“Wield-
ers of mass deception?”, Octo-
ber 4th). Should you not also
include yourselves? In making
the case for war, you repeat-
edly spoke of those weapons
as though it were a proven fact
that they existed. You asserted
that Saddam Hussein “has
been building stockpiles of
chemical and biological weap-
ons for 20 years, and is trying
to develop nuclear weapons
too” (“Pre-empting threats,
threatening pre-emption”,
September 28th 2002). Earlier
you had said: “To those who,
when told that Iraq is a mortal
threat to the peace of the
world, say ‘prove it’, the only
sane reply is: what more proof
could anyone need?” (“*Con-
fronting Iraq”, September 14th
2002). You dismissed anybody
who might “swallow” Mr
Hussein’s plea that he had no
proscribed weapons as “either
afool or aknave” (“Burden of
proof”, February 8th). Now
you coyly say that The Econo-
mist was not among the very
few people who believed that
Mr Hussein had given up his
weapons. Shouldn’'tyou have
the guts to admit that you
helped to propagate the very
“exaggerations” that you now
lay at the door of spies and
politicians?

MICHAEL ALVEAR

Atlanta

sir - Your analysis of the case
for or against the Iraq war
omits an important dimen-
sion. The terrorist attacks of
September 11th not only
shocked America but also hu-
miliated it; for the first time in
its history, and in the most
dramatic way imaginable, the
homeland was shown to be
vulnerable to an unforeseen
and unjustified attack. The
urge to strike back was irresist-
ible and conquering dusty lit-
tle Afghanistan was not
enough. One more bad guy
had to be attacked and de-
feated, even if he was not nec-
essarily the worst available.

Only now are Americans be-
ginning to realise that perhaps
the money, effort, blood,
sweat and tears could have
been better devoted to pro-
blems at home.

JIM WALKER

Largo, Florida

sir - Why the question mark
on your “Wielders of mass de-
ception?” cover when you
state that “Mr Bush and Mr
Blair did not play straight with
their people.”

WILLIAM HAYES

Seattle

Reagan’s bubble

sir - 1 had occasion to speak
confidentially with Edward
Teller during Ronald Reagan’s
second term (Obituary, Sep-
tember 20th). As he was cred-
ited with authorship of the
Strategic Defence Initiative
(“Star Wars”), | asked him how
it came about. He said that
Reagan fashioned a bubble
with his hands and said, “I
wish | could put a protective
shield over the country-to
keep evil people from doing
us harm.” Teller told the presi-
dent his vision was possible.

| asked Teller if it would
work. “Now? No,” he said and
| asked why. He gave a bored
shrug: “The technology
doesn’t exist.” This was an as-
tounding admission from the
chief architect of Star Wars.
Though it failed itis still cred-
ited with hastening the down-
fall of the Soviet Union. Teller
displayed a profound lack of
interest in the morality of
launching a massive pro-
gramme he knew would not
work, and an overriding inter-
est in the morality of defeating
America’s enemies.
GRANTSTOCKDALE
Washington, DC

Union benefits

sir - Your article on cross-bor-
der airline integration claims
that unions in America are
sure to oppose the opening of
the domestic market to foreign
aviation interests (Open the
skies”, October 4th). On the
whole, a wave of cross-border

mergers would benefit unions
significantly. Presently, unions
at network carriers are facing
cuts tojobs and pay as a result
of strong competition from
discount carriers. A wave of
mergers could help rationalise
capacity and give the network
carriers truly seamless global
frequent-flyer programmes.
Both would help in the com-
petition with discount carri-
ers, which remain largely
regional. The financial bene-
fits would reduce pressure on
unionjobs and wages.

The merger event repre-
sents a significant opportunity
for unions as well. The
strength of airline unions
means they have an effective
veto over any merger. In their
desperation to tie the knot, air-
line managers'are likely to of-
fer generous concessions to
co-operative unions, including
job-protection guarantees and
even a roll-back of pay-cuts.
PAUL BRODY
San Francisco, California

EU constitution

sir - 1agree with much that
you say on the proposed eu
constitutional treaty (‘Roman
carnival”, October 4th). Using
your wish list of issues for a
better text, it is clear how close
we are to a good final treaty. A
more transparent and account-
able structure for the eu, a
clear reaffirmation of the prin-
ciple that national govern-
ments remain in control and a
more efficient and effective eu
through, among other things,
the European Council chair
were all British wishes,
achieved in the draft treaty.
Making national parliaments
guardians of subsidiarity was
an important British proposal.
We persuaded our partners
that the charter of funda-
mental rights should list the
rights of Europe’s citizens but
not extend the powers of the
Union. We remain committed
to ensuring that European se-
curity and defence policy sup-
ports n a t o . In the same way
the proposed foreign minister
must support elected national
governments. Each of these ar-
guments has gained solid sup-
port among the 25 current and

future members. Each demon-
strates that engagement not
entrenchment wins debates
on Europe’s future and brings
us closer to delivering the kind
of constitution The Economist
recommends.

But while we and The
Economist might recognise the
reality of Britain's engagement
with Europe, itis little use if
your fellow papers in Paris,
Berlin and other e u capitals
tell their readers something
quite different. They do so be-
cause the British media,
largely cynical, condescending
and even contemptuous of
our partners in Europe, fosters
the impression that the British
people think likewise. So our
common goals of ensuring
that Britain is in Europe, and
helping to run Europe, thereby
achieving economic reform,
changes to the protectionist
common agricultural policy,
reform of the structural funds,
and so on, are made even
more difficult.

DENIS MACSHANE
Minister for Europe
London

Hand signals

sir - In spite of PatrickJehu’s
huffy nationalistic objection,
your “cactus” cover was en-
tirely appropriate (Letters, Oc-
tober 4th). The conference
took place in Mexico and one
upraised middle finger is the
standard mode of registering
displeasure, or worse, here.

If one were to put up two
fingers, someone would prob-
ably bring over a couple of
beers, eventually (thisis Mex-
ico, after all).

STEVE STUPP
Puebla, Mexico

sir - MrJehu calls the finger
“an obscene gesture of Ameri-
can origin”. Obscene perhaps,
but the ancient Romans called
it digitus impudens.

ED LAWTON

Farmington, Michigan =

Letters are welcome and should be
addressed to the Editor at

The Economist, 25 StJames's
Street, London swia | hu.

Fax: 020 7839 2968

E-mail: letters@economist.com
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The incumbent will be required to plan, manage and monitor the overall activities of the communication section. He/She will develop work plan, monitor compliance and provide support

and guidance to ensure objectives. Closing date: 15 November 2003

CHIEF PLANNING COORDINATOR (RESOURCE MOBILISATION)- STRATEGIC PLANNING DIVISION (Ref.: VN ADB/03/056)
The incumbent will perform lead role in preparing documents and participating in negotiations/consultations with resource mobilisation. He/She will prepare guidelines and monitor the

implementation of directives arising. Closing date: 10 November 20(13

Applicants must be nationals of ADB member countries.

Interested applicants are invited to visit the Bank Website htlp://WHw.afdb.orf* for detailed description of duties and required qualifications as well as procedure for applications.

Qualified women are encouraged to apply.

The ADB offers an internationally competitive remuneration and benefits package. This includes a tax-free salary, dependency allowance, education grant, education travel, medical, group
life insurance, generous annual leave, home leave every two years, pension plan, and diplomatic immunity and privileges depending on level.

Division Manager
Staff Planning and Recruitment Division
Temporary Relocation Agency (TRA)
African Development Rank
Angle des trois rues, Avenue du Ghana, Rue Pierre de Coubertin, Rue Hedi Nouira %
BP. 323, 1002 TUNIS BELVEDERE
TUNISIA
FAX: (216) 71 832 713 ADB Homepage: http://www.afdb.org - E-mail:recruit@afdb.org
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UNM I Pg International Monetary Fund
I » DSHD
EUROPEAN UNION 5- hfej g |-#.
Senior Customs Officers

Kosovo

For the Tax Policy Division of its Fiscal Affairs Department, the
International Monetary Fund (IMF) has up to two vacancies for a:

Senior Economist/Economist

Duties and Responsibilities: The successful candidates will take
a leading role in the IMF's delivery of technical assistance on tax

The European Union Pillar (EU Pillar) of the United Nations Mission in Kosovo (UNM IK) is
the primary agent for economic change and restructuring in the Province. As a part of the EU
Pillar, UNMIK Customs Service is one of the first public services to have been established in
Kosovo. Since its creation it has developed into a department which currently collects around

80% of the revenues for the Kosovo budget and which facilitates lawful trade by contributing pOHCy to .its mem ber;. This WAOI'k has ingluded VAT deSignv tariff

to a stable economic environment, As part of the mandate and responsibility of the UNM IK EU reform, fiscal federalism, business taxation and the tax treatment
Pillar the Customs Service aims to improve compliance, reduce smuggling and improve revenue of the financial sector. Candidates will contribute to the wider work
procedures in line with EU standards to facilitate trade and enhance revenue collection. of the Tax Policy Division, including reviewing the tax policy compo-
Within the Customs Service, the UNMIK EU Pillar is seeking to recruit the following posts: nent of IMF programs, preparing internal p0|iCy papers, responding

to queries from member countries and IMF departments and
liaising with providers of technical assistance. Candidates will also
contribute to an active research program. Extensive travel should
be expected.

Qualifications: candidates should have an advanced degree in
economics and five to fifteen years' experience as a tax policy
specialist in government, academia or consulting. The work
requires considerable technical expertise and significant personal
skills of explanation and persuasion. Practical experience with tax
policy formation and analysis in developing countries is extremely
desirable, and working knowledge of French, Spanish or Arabic

is desirable. Candidates experienced with tax policy issues in
Francophone Africa are especially encouraged to apply.

Deputy Director General

Director of Enforcement

The selection criteria and background for the positions are:

. A minimum of five years experience in a middle (but preferably senior) management
position within a European Union Customs Administration

. Extensive experience in Customs Law Enforcement

. Self-starters motivated to excellence and wanting to contribute to the task of fostering
peace and economic development

. Familiarity with post-conflict environments and transition economies. Experience of
working in Central and Eastern Europe or in the Balkans is an added advantage

. Strong managerial and communication skills. Energetic, culturally sensitive and Qualified candidates are encouraged to apply
politically astute team player. online at www.imf.org/recruitment, making

. Proven ability to operate independently and effectively with minimum support facilities specific reference to VacanCy No. R03413B,

. Problem solver, very good conceptual capabilities. Mature personality and result- by Novem ber 1v 2003.

oriented team player R R
Further details about the role and function of

Internationally competitive compensation package, inclusive of a living the IMF are provided on its website:

conditions allowance available

CV and cover letter in English is to be submitted to eupiHar-recruitment@eumik.org The WWW.Imf.OI’g
closing date for applications is November 9, 2003, Applicants must be nationals of EU member
statesor CARDS (PHARE, OBNOVA) countries, Nationals o f candidate countries for accession
to the EU are also eligible. Only candidates selected for interview will be contacted.
A detailed job description and selection criteria can be found at www.euinkosovo.org

LEADERSHIP DEVELOPMENT PROGRAMME

DEVELOP A CAREER WITH US.

The United Nations Development Programme (UNDP) is the UN's global development network, advocating for change and connecting
countries to knowledge, experience and resources to help people build a better life.

UNDP has overl36 offices worldwide and are on the ground inl66 countries and territories in Africa, Asia and the Pacific, Arab States, Latin
America, Eastern Europe and the CIS. We work closely with governments and civil society to refine and implement their own solutions to
global and national development challenges.

To achieve the above goals UNDP is inviting motivated and talented young people who are interested in an international career in
development to submit their application to the Leadership Development Programme (LEAD). LEAD provides qualified individuals exciting
opportunities to develop their experience, knowledge and skills, to serve as development practitioners and leaders in UNDP, while
contributing to UNDP's development work.

Interested candidates must have a strong commitment to development, be able to listen to and understand the ideas and concerns of the
people we serve, mobilize and share knowledge and resources that inspire and catalyze development, and can communicate and work
strategically and effectively with others to achieve results.

The qualifications and experience that we seek are:

< A Master's degree (or equivalent) in development related studies, economics, politics, public administration, governance, environmental
management, law, conflict resolution;

« Proficiency in English and at least one other language i.e. Arabic, French, Spanish and Russian.

« 2-3years relevant work experience, in development, crisis/post conflict management, consultancy work (particularly in the public
sector) work in developing countries, management in a multicultural context;

Application deadline -31 October 2003. For on-line application and more information on LEAD visit: www.undp.org/ohr/lead.

Christian: Aid

We believe in life before death

International Director

Salary up to £54,700 London

Begin with an organisation with deep roots and a dear commitment to Add an exceptional leader whose track record demonstrates mature
eradicate world poverty. Christian Aid’s work is rooted in over 50 years of management ability, substantial policy and advocacy impact, whose

deep relationships, not only in the UK and Ireland but also through our intellectual grasp of relevant issues commands respect and who has an active
partners in nearly 55 countries and in some of the world's poorest communities. Christian faith. Our current International Director retires in early April 2004,
Our commitment is to strengthen those communities regardless of religion, and his successor will head the International Department and become a

senior member of Christian Aid’s corporate and change management team,
under the leadership of Daleep Mukarji.The salary is pensionable. Assistance
with relocation expenses may be offered where appropriate.

to find solutions and to challenge the unequal and unjust global structures
which keep people poor. Trade justice, HIV/AIDS, debt relief, conflict prevention,
education and gender issues are high on the agenda.

Then change the world for good. To find out more download an information
pack from WWW.SAXBAM.CO.UK/ARC or request a pack by telephone on
+44 (0)1483 409 713 (office hours) quoting reference DIJQA/E not later
than Monday 27 October. Applications will close at noon on Tuesday

4 November 2003. Interviews will be held in London on 4 and 8 December 2003.

Crow the resources necessary to become a £60m turnover organisation
today, and likely to reach £100m by 2009 - with all the implied challenges
for the organisation's management, culture and use of funds. About 300 of
Christian Aid's 550 total staff work in the International Department, which
spends about £45m pa of the organisation's resources and is responsible for

As an equal opportunities employer. Christian Aid works to provide hope, health and a

that part of Christian Aid's back donor fundraising from governments chance ofa decent life to the world's poorest communities, whatever their race orreligion.

etc, (last year £14m). We value diversityand welcome applicationsfrom ali sections ofthe community.

SAXTON BAMPFYLDE HEVER

THE AMROP HEVER GROUP

Bahrain Telecommunications Regulatory Authority
Director - Economic Regulation

Extremely Competitive Tax-free Package

The new independent Bahrain Telecommunications Regulatory Authority (TRA) has been formed to protect the interests of consumers and
promote effective and fair competition between licensed operators. The aim is for Bahrain to lead in the Gulf Region in offering new and

value-oriented services by attracting new entrants, and encouraging greater efficiency in existing ones - to create a fully open market by the
end of 2004.

The TRA now seeks to appoint a Director to lead the Economic Directorate within the TRA. The Directorate is intended to work alongside
the Market Operations Directorate, and will address the economic and financial aspects of regulatory issues, including interconnection, tariff
control, universal service and accounting separation. The primary requirement is for a proven, experienced economist, who has contributed
to a programme of real change in a telecommunication market sector, and who can demonstrate a track record of working to build an effective
regulatory environment. You will be a first class communicator and an advocate for the TRA externally, while internally you will determine the
structure and help build the team of the Economic Directorate.

As a Director, your principal responsibilities will include: developing the economic resources of the TF?A, preparing consultations,
determinations and regulations, managing advice to the Government, monitoring the development of the market in Bahrain, and implementing
relevant measures. You should meet the highest standards of professional ethics, working in a collaborative way, and take a genuine interest
in adapting to the environment. You will report to the General Director of the TRA.

With a post-graduate qualification, preferably in economics but also possibly in other financial disciplines, you will have at least
8 years' experience in the economics of telecommunications and regulation, and have delivered results of the highest quality within the
telecommunications industry. Fluent English is a requirement, and a period of working overseas is desirable. The contract will carry an
excellent tax-free, US dollar-based remuneration package, including accommodation, education, pension and other expatriate benefits.

If your experience matches the above, please apply in confidence via email, within 10 days of this advertisement, to: Human Resources,
e-mail: executive.recruitment@bh.ey.com quoting DER as the Subject, or fax to: +973-527863.

Only short-listed candidates will be contacted.

EXECUTIVE SEARCH & SELECTION m m

Quality in Everything We Do
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CONSULTING - ENERGY

ILEX Energy Consulting (http://www.ilexenergy.com/) is well
respected, offering independent expert advice to energy
companies, regulators and government. We specialise in
competitive energy markets.

ILEX is seeking tofill three senior appointments:

Strategy/Business Processes
- Principal Consultant

We are looking for an energy market expert with at least 10 years
experience and extensive knowledge of market design and
regulation.

You will have:

« the track record and credibility to help Board level and senior
management in energy companies to develop their strategy
and adapt and improve their business processes to cope with
change; and

« direct experience o f delivering strategy to successfully enhance
measurable business performance and communicating
strategic goals both internally and externally.

Carbon and Emissions
- Principal or Senior Consultant

This is an exciting opportunity to advise European industry and
government on the implications o f the developing legislation and
markets in carbon and other gaseous emissions.

You will have:

* 10 or more years experience in the energy industry and an
extensive knowledge of the emerging environmental markets
(5+ years for a Senior Consultant) either working for
corporate, consultancy or government bodies. You will be
familiar with the key national and European policy
instruments aimed at reducing the impact of gaseous
emissions, and have a good understanding o f their
implications for industry; and

« astrong background in economics and policy, and be
comfortable with using complex models to perform
fundamental market analysis.

Head of Iberia - Principal Consultant

You will have 10 or more years experience in the 'downstream’
energy industry (electricity and gas) with extensive technical
expertise (regulation, market design, modelling) and business
development skills (sales and client management).

Fluent in Spanish and English, you will have worked extensively
within the Iberian energy markets and would have developed a
wide range of contacts within this industry.

The Head of Iberia position could be based in Oxford or Madrid.
The other positions will be based in Oxford.

Send your CV with current salary to:
wendy.warrick@ ilexenergy.com

__ W-BCTROWATT BKOWP
Jaakko Pfiyry Group

ILEX ispart ofthe Electrowatt-Ekono Managing Consulting
group with offices in Zurich yHelsinki>Hamburg and Oxford.

Dean

Sultan Qaboos University, the national university of the
Sultanate of Oman, invites applications for the position of
Dean, College of Commerce and Economics.

The College of Commerce and Economics, established in 1993,
provides high quality undergraduate educational programs in
business and economics. With over 70 instructors and 2,000
students, the college is regarded as the premier institution
for business education in the country. It awards degrees
in accounting, information systems, economics, finance,
marketing, general management, operations management
and business statistics and is currently developing an MBA
program. The goal is to build the College into the top-ranked
institution for business education in the region. The new Dean
will be a key player in this endeavor.

The position offers the appropriate candidate the unique
opportunity to mould an important educational institution.
The Dean would shape the vision of the College within the
goals of the University. He would oversee all educational
aspects of the College including faculty and curriculum
development and would set standards of excellence. The Dean
would also work to foster ties between the institution and the
Omani business community so that the academic resources of
the College as well as its graduates can play a productive role
in the economic development of the country.

The ideal candidate would be an outstanding leader and
communicator who already has an excellent track record of
achievements in academic administration. It is required that
the candidate holds a PhD degree in a business discipline
and has had at least ten years of full-time experience as a
teacher or administrator in a reputable institution of learning.
Candidates with at least five years of experience as a Dean will
be preferred. A strong commitment to quality improvement
and faculty development is also a requirement. Since English is
the medium of instruction, fluency in English is essential.

The successful candidate will receive a generous salary tax
free in Oman and an excellent benefits package including paid
annual leave of 60 days with first class return air tickets for self
and family to home country, free family accommodation, end
of service gratuity and free medical treatment in government
hospitals.

Oman, located in the Arabian Peninsula at the crossroads of
ancient trade routes, has a centuries old tradition of hospitality.
Foreigners in Oman enjoy a relaxed lifestyle and have splendid
opportunities to explore its rich historical legacies or make
the most of its natural splendors. Oman is a country of great
natural beauty, with desert dunes, mountains and stunning
beaches as well as all the comforts and amenities of modern
life.

More information about the University and the College is
available on the University’s website, www.squ.edu.om

The deadline for applications is November 30, 2003.
Candidates should send a cover letter and an up to date
curriculum vitae, including the mailing address, telephone
number and email addresses of three references to the address
below quoting Ref: ADV/CCE/Dean/09/2003:

The Director, Personnel Affairs

Sultan Qaboos University

P.O. Box 50, PC 123, Muscat, Sultanate of Oman
Fax: (968) 513 255 E-mail: vacancies@squ.edu.om
www.squ.edu.om

SULTAN QABOOS UNIVERSITY
Sultanate of Oman

Goldman Sachs enjoys a global reputation as one of the world's
leading investment banking, securities and investment
management firms. This reputation is built upon the skills, creativity
and dedication of our people and it can only be maintained with
a commitment to recruiting the best person for every job. Our
Global Investment Research division now seeks to appoint a
senior economist to its Commodities Research team. The position
will be located in London.

APPLIED ECONOMIST

As a Senior Economist with the Commodity Research team, you will
be expected to provide a research and marketing focus on global
economic conditions, commodity prices and derivatives, and their
relation to asset returns. The position will provide an excellent
opportunity for conducting research in empirical macro and
microeconomics. In addition, it will offer extensive exposure to
different divisions within Goldman Sachs and a diverse client base.

You should have an excellent academic record, with a graduate
degree in economics or finance and five + years of academic or
industry experience in applied price theory. Preference will be
given to derivative and/or commodity market experience.
The position requires a solid understanding of price theory as
well as strong quantitative ability. Familiarity with commodity
pricing models, corporate finance and financial engineering is a
plus. Oral and written communication skills are essential and you
must be comfortable presenting in front of groups of people.

To apply, please email your CV, complete with a covering letter,
to appliedeconomist@gs.com. Deadline for applications is
31st October 2003. nimnwppi

Goldman Sachs is an Equal Opportunity Employer

International Trade Centre
UHCTADYWTO

ITC a jointly UN/WTO financed international
organization, based in Geneva, is seeking a
business-oriented and dynamic

Chief, Office for Africa

to manage its technical cooperation activities in
Africa, South of the Sahara.

The Chief, who is bilingual English/French, has
extensive business advisory experience in Africa and
provides leadership to a small team of specialists in the
design and implementation of trade promotion
projects.

Details on job profile and application procedures are
on www.intracen.ora/iobs. Closing date for receiving
applications is 7 December 2003.

ITC provides capacity building support to developing
and transition economies for improved global
competitiveness at enterprise-level.

EXECUTIVE MANAGEMENT -
LEADING TOURISM COMPANY

Abha, Saudi Arabia, Attractive Package

<a Ourclientisoneofthe Kingdom's leading tourism companies, and

has a vision of developing a preeminent year-round tourist area
through innovative product development and marketing. Their
business is diversified and includes a 5 star hotel, a motel, several
villa resorts, arecreation park, a restaurant, a ladies health spa and
an exhibition center. Our client wishes to recruit dynamic and
seasoned individuals for the following positions:

CHIEF OPERATING OFFICER

o You will be based in Abha, Saudi Arabia and will be expected to

develop and implement operational strategies. Having
responsibility for corporate-level management of the extensive
facilities, you will work with business unit heads to set operational
targets and monitor performance. Reporting to the CEO, you will
have direct interaction with the Chairman and Board o f Directors.

o Ideally you are a university graduate with a degree in business

management and possibly additional training or certification in
hospitality management

CHIEF FINANCIAL OFFICER

0 Reporting to the COO, you will have responsibility for financial

planning, accounting and internal control, treasury management
and financial reporting functions at a corporate level. You are an
enthusiastic team leader with outstanding finance and accounting
skills and a“hands on” approach.

0 You mustbe a Chartered Accountant, Certified Public Accountant

o

or Certified Management Accountant. A CFA designation or post-
graduate degree in accounting and financial managementwould be
an asset.

CMIFFMARKETING OFFICER

Reporting to the COO, you will be responsible for the development
and implementation of innovative marketing programs aimed at
broadening our client’s market penetration. You will also lead all
strategic marketing and events management initiatives and will
provide guidelines and monitoring for the implementation of
marketing programs.

Ideally you are a university graduate with a degree in marketing
management and additional training or certification in hospitality
management.

These positions require a minimum of 10 years relevant experience
with significant exposure to the Middle-Eastern environment.

Excellent communication skills in English are required for these

positions. Arabic language skills are aplus.

Our client has designed acompetitive remuneration package to attract
and retain professionals o f high caliber, which includes an attractive
tax-free basic salary, housing and transportation allowances, leave
passage, gratuity and medical benefits.

INTERESTED?

Please apply in confidence with your detailed resume (without
certificates) via fax or e-mail to: EXECUTIVE MANAGEMENT
LEADING TOURISM COMPANY, Ernst & Young Executive
Recruitment, P. O. Box 2732, Riyadh 11461. Fax: (966)-1-273
4730. E-mail: riyadh.bas@sa.ey.com. Please putjob title in email
subject header. Resumes should contain detailed description of
work responsibilities and related experience for each position held.
Please include details of current and expected remuneration and
contact numbers. We will review all applications, however only
short-listed candidates will be contacted.

Deadlinefor resume submissions November 1,2003

MUErnst & Young

Quality In Everything We Do
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The Inter-American Development Bank (IDB)
is the largest regional multilateral development institution, established to
help accelerate economic and social development in Latin America and the
Caribbean. The IDB is based in Washington, DC, and is now accepting
applications for the position of:

Chief, Portfolio Management and Project Monitoring Office

Responsibilities:

« Plan and direct the activities of the Portfolio Management and Project Monitoring Office
(PMP), manage its staff, and organize the working plan of the Office oriented towards
carrying out the following main tasks:

- Quality control review of the activities undertaken by the office, including the oversight of the
application and updating of policies, methodologies, and operational guidelines and systems
related to quality at entry, portfolio performance, project monitoring and evaluation results, and
application of the Bank’s lending, monitoring and evaluation instruments.

- Plan actions to enhance sustainable monitoring and execution capabilities in the Bank and its
borrowing member countries, as well as the identification and resolution of project
implementation and monitoring issues.

Provide leadership within the Bank to enhance the sharing and cross-fertilization of cross-regional

operational experiences and performance evaluation lessons learned.

Liaise with appropriate supervisory and operational staff throughout the Bank regarding the

application of lending instruments, portfolio management and project performance systems, and

other pertinent program execution issues, as well as with olher MDBs on these matters.

- Act as a focal point for liaising with executive offices, upper management, departments, and

country offices on monitoring and portfolio performance mailers and the implementation of

operational recommendations emanating form evaluation reports.

Oversee the planning and execution of meetings, training sessions, and seminars to provide

technical knowledge on project monitoring and evaluation, portfolio management, and operational

experiences and lessons learned.

- Oversee the preparation of portfolio related strategies, guidelines, and products.

Requirements:

* Master's, or equivalent degree, in Economics, Finance, Planning, Business Administration
or related fields. Ph.D desirable.

« 15 + years experience with international development institutions, including at least 10 with
the identification, preparation, implementation, and execution of projects; and at least 5 in
the management of staff.

* The ideal candidate will have excellent leadership, management, and coaching skills; as well
as strong analytical, planning, coordination, and problem solving capacity.

« Excellent verbal and written communications skills in at least two of the following: Spanish,
English, French and Portuguese (one of which must be Spanish or English).

We Offer: Competitive salary; excellent benefits plan; excellent relocation package.

If interested in this opportunity, you are welcome to visit the IDB website
and refer to Employment for more information regarding the position and the new online
application procedures.

http://www.iadb.org
DEADLINE: October 31, 2003

The Aga Khan Trust for Culture (AKTC) in Geneva, through its
Historic Cities Support Programme, carries out extensive
restoration and urban rehabilitation works in Cairo, Aleppo,
Zanzibar, Mostar and Central Asian countries. AKTC is partof the
Aga Khan Development Network, www.akdn.org

Parks and Historic Sites Manager (Geneva-based)

To complement its current team of executives, the Trust seeks to find a Parks and
Historic Sites Manager to coordinate and supervise planning, construction and
operation of a number of important park and public open space improvement
projects in historic surroundings.

The future Parks and Sites Manager will be assisted by international consultants in
various technical disciplines. His/Her main task will be to lead and supervise teams
of local and expatriate staff and to ensure smooth implementation and subsequent
operation of completed projects in close cooperation with the Geneva headquarters
of AKTC, In particular, the candidate will need to conceptualise and control the
income-generating management and operation of such projects, as well as the
structuring of responsible local institutions eventually in charge of them, in order to
ensure their sustainability.

The candidate's professional background may be in landscaping, engineering,
business administration or project management, with a minimum of 10-15 years
experience in the management of parks or other public or tourist facilities, preferably
in the developing world. Familiarity with both mountain and tropical environments
would be an advantage. He/She should be sensitive to social and cultural
development issues. Initiative, leadership, flexibility and the capacity to sustain a
productive human interaction with staff members, local communities, government
officials, and funding agencies are essential qualities required.

The position presupposes fluency in English (spoken and written), and knowledge
of Arabic, Urdu or Farsi would be an advantage. Frequent travelling to East Africa,
Central Asia and other project locations will be required. The salary will be
commensurate to the task. Starting date January 1, 2004.

Interested candidates are kindly requested to send their application until 15
November 2003 to Dr. Stefano Bianca, Director, Historic Cities Support
Programme, Aga Khan Trust for Culture, P.O. Box 2049, 1213 Geneva 2,
Switzerland. Fax. +41 22 909 72 92.

*e«CHIEF (D1), STRATEGIC PLANNING
. OFFICE, UNFPA/NEW YORK

The leading UN agency In the field of population, reproductive health and
development is seeking qualified applicants for the position of Chief,
Strategic Planning Office based in New York.

The role of the Chief is to provide leadership in ensuring the translation
of UNFPA’s strategic direction into results-oriented planning and
management at the organizational level and to plan for the effective and
efficient allocation of financial resources in achieving organizational results
In the context of international Conference or Population and
Development (ICPD) Programme of Action (PoA) as well as identifying
emerging global trends and issues and analyzing their implications for the
strategic positioning of the Fund.

More information and the Terms of Reference for the vacancy can be
found on our website;
http://www.unfpa.org/about/employment/index.htm.

Applicants must possess an advanced university degree in a social or
health science and/or management administration. Minimum 10 years'
experience at the international level in one or more of the Funds
substantive areas, including policy and programme design and
management, preferably field experience with UNFPA; and a minimum of
five years In organizational development at the national level, including
policy and programme design and management required. Proficiency in
written and spoken English and either French or Spanish required. UNFPA
offers an attractive compensation package commensurate with experience.

Please send application marked VA/FPA/078/03 to: Team two, Personnel
Branch, UNFPA, 220 East, 42nd Street, New York, N.Y. 10017; Fax: (212)
297-4908 or to team2@ unfpa.org. Application deadline: 31 October
2003. UNFPA will only be able to respond to those applicants in
whom it has a further interest. Women and nationals from developing
countries are encouraged to apply.

The Aga Khan Foundation (AKF) is a private development agency
committed to supporting disadvantaged communities irrespective of
gender, ethnicity or religion. The Foundation promotes solutions for
social and economic development in Central Asia, South Asia and
Eastern Africa. AKF is part of the Aga Khan Development Network.
www.akdn.org

Director of Policy, Learning and Assessments

(London-based) r

Using detailed development knowledge and experience, key tasks will include the
improvement, direction and management of a strategy for knowledge gathering and
use (data, analysis, human stories, concept papers, impact statements etc) with
selected major AKDN programmes and field units so as to strengthen our interface
with the donor community in Europe and Japan through seminars, discussions,
policy dialogue, communications, and representation is selected fora. The Director
will be expected also to develop think pieces, concept papers and analysis (e.g.s,
infrastructure investments, scalability, institutions, community development, private
social service delivery, area-based investments) relevant to positioning the work and
area/programme interests of AKDN, whilst leading also the development of an
annual learning and assessment workshop.

The incumbent, with a minimum of 12 years experience of which at least eight years
in a content and issues-based engagement capacity with a proven record of highly
acclaimed success, backed by strong references. Strong knowledge and interface
with European institutions and an established network of contacts a must. Also
required is a deep understanding of current development issues and concerns,
relevant criteria and their possible application of adapatablity. Wide multicultural
competencies, with historical understanding, including for the purposes of brokering
new possibilities essential.

Fluency of languages, in addition to English, would be a strong plus, particularly
French, Japanese and German. Working with the CEO and European representative
and the Director of Programmes and Partnerships, the role will also encompass
mentoring setting high standards of analysis, leverage and brokering with a clear
focus on effectiveness.

Applications comprising a CV (max 4 pages) and a cover letter should be sent to
louise.james@akf.org.uk or to 3 Cromwell Gardens, London SW7 2HB. Deadline
15 November 2003. Only short-listed applicants and those meeting European
residency requirements will be contacted.

Shorn of dignity and equality

GHAZVIN AND TEHRAN

Iranianwomen are proud of the lawyer (above, at the centre) who has won the
Nobel prize. Buther reformist approach has not done much to improve their lot

HIRIN EBADI, this year's winner of the

Nobel peace prize, is the sort of
woman-assertive, severe and frighten-
ingly well-versed in Islamic and western
law-that Iran’s conservative establish-
ment cannot stand. A judge under the
monarchy, she did not follow colleagues
to overseas refuge after the revolution, but
stayed on as an advocate, fighting cases of
political murder, repression and domestic
violence. A defender of Islam, she wrote
learnedly about women'’s and children’s
rights under Islamic law. She lost most of
her high-profile cases, but survived. Over-
night, she has become a celebrity.

Ms Ebadi, who has always argued that
Iran must solve its own problems, re-
turned home this week from a visit to Paris
to find hardline newspapers charging her,
yet again, with supposed links with for-
eign powers. One paper surmised that de-
vious America had influenced the Nobel
committee’s decision. Her celebrity will
probably protect her from a repeat of the
short prison term she served in 2000, but
not from the restrictions and dangers that
dog all Iranian women who struggle for
their rights.

It has been a bad summer for assertive

women. A female journalist was slain in
custody (true to form, Ms Ebadi has letitbe
known that she will represent the dead
woman’s Canadian-Iranian family). A
young mother was sentenced to death for
killing her would-be rapist; her mode of
dress had, the judge believed, “prepared
the ground for her rape”. Four women
were given suspended prison sentences
for disseminating contentious ideas about
women in Islam. Iran’s appointed upper
house, the Council of Guardians, vetoed
the country’s adherence to the un's 1981
convention against sex discrimination.
Worse still, the mass of Iranian women re-
acted to all this with indifference.

Women were at the forefront of the
1979 revolution that toppled the monar-
chy, although they had not done so badly
out of the shah. Under his rule, women got
the vote, polygamy was, in effect, out-
lawed and the divorce laws were egalitar-
ian. If anything, the state was too permis-
sive for most tastes; the elite gyrated in
bikinis to Shirley Bassey, and swam in
pools full of milk. The revolution prom-
ised women dignity, aswell as equality.

A quarter of a century on, they have
neither. Rather than the flexible jurispru-

dence towhich Shia Islam lends itself, and
which Ms Ebadi champions, Iran’s Islamic
Republic has promoted what Farideh
Gheirat, a leading women'’s lawyer, calls a
“bone-dry version”. Lawmakers and
judges reinstated polygamy, made it virtu-
ally impossible for women to divorce
without their husband’s consent, and con-
demned adulteresses to be stoned to
death. The intrusion that offends foreign-
ers the most, the compulsory head cover-
ing, isaminor irritant.

Iranians’ patriarchal mind set, says Ms
Gheirat, is as constricting as the fustian le-
galism. Many official buildings do not ad-
mit women without a black chador, even
though Islam has nothing against bright
colours, and a coat and headscarf can be
concealing. Only in the teeth of vociferous
opposition did women win the right to
ride a bicycle in public.

Healthy, well-educated and abandoned
But Iranian women have the Islamic Re-
public to thank for two things: health and
education. After ababy boom inthe 1980s,
family planning reduced the national fer-
tility rate to two. Women live to 72, two
years longer than men. In 1975, women’sil-
literacy in rural areas was 90%, and more
than 45% in towns. Now, the nationwide
literacy rate for girls aged between 15 and
24 has risen to 97%. Last year, for the first
time, female students in state universities
outnumbered male ones.

There is disagreement over the respon-
sibilities that society should assign to
these healthy, well-qualified girls. The
state-approved role model is Fatima Zahra, )
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+ the Prophet Muhammad'’s daughter, but
different people concentrate on different
facets of her life. Progressives recall her ac-
tive politics, in the vanguard of Islam’s ef-
forts to fight injustice. Traditionalists high-
light other qualities: her piety, chastity,
devotion to God, even her housework.

“We don't have one model for all
women,” says Fakhrolsadat Mohtashami-
pour, the head of women’s affairs at the In-
terior Ministry, but the law regards men as
the rightful breadwinner. Friday prayer
leaders counsel women to concentrate on
raising children. Senior clerics assert that a
woman needs her husband's permission
even to go shopping.

With inflation running at more than
15%, few families can survive on one in-
come. But the economy is not generating
enough jobs to absorb educated women.
The most recent available figures, from
1999, showed that 10% of women were
part of the workforce, 3% less than the pro-
portion in 1972. Although unemployment
is high across the board, it is much higher
among women than men. Senior posi-
tions in the civil service are overwhelm-
ingly a man'’s preserve. And since it is not
uncommon for male bureaucrats to use
spurious sexual slurs as a means of keep-
ing uppity female colleagues in their place,
some women prefer not towork in govern-
ment offices that are male dominated.

Indeed, a lot of young women are not
offended by the idea that Iran is churning
out overqualified housewives. “The ma-
jority”, says Mahdiyeh Ghafelbashi, who
helps run the Association for Tomorrow’s
Women, an ngo in the city of Ghazvin,
two hours from Tehran, “subscribe to their
grandmothers’ view that men should
bring home the loot and protect them.” As
elsewhere in provincial Iran-as distinct
from Tehran—awareness of women’s is-
sues among Ghazvin’s 350,000 residents
is virtually nil. At a recent exhibition to
publicise the city’snew ngos, Ms Ghafel-
bashi’'s activities were met by incom-
prehension by local women. “Unless there
was money in it” she recalls, “they
couldn’t understand the point.” Even so,
she insists, “a historical process” is in train.

There are ten universities in Ghazvin
province, which has about im inhabitants,
and they provide an environment for boys
and girls to mingle that exists nowhere
else. Gone are the days when a curtain di-
vided male and female students. Now,
young Ghazvinis grade universities ac-
cording to the tolerance they show in al-
lowing the sexes to mix.

Conservative-minded university chan-
cellors used to cite Fatima Zahra's pious
aphorism: “The best thing for a woman is
not to see, and not to be seen by, an unre-
lated man.” But they are now fighting a los-
ing battle to prevent boys and girls socialis-
ing on campus. Progressives at the city’s
three private universities have reined in

the snoops that used to monitor student
morals. They concede that allowing a boy
and a girl to share a lunchtime sandwich
may not be so terrible after all.

Small freedoms have a knock-on effect.
Ms Ghafelbashi says that quite a few girls
in the province are now marrying boys of
their own choice, rather than their par-
ents’. A decade ago, she says, that was vir-
tually unheard of. Some parents feel
threatened. In a recent tragic case, a father
in Shiraz, a southern province, forbade his
daughter from taking up the m a place she
had won. The girl immolated herself.

Political football

The journey to emancipation would be
less daunting if there were a consensus
among politicians on the need. But there is
no such consensus. Along with much else,
the issue of women’s rights has become a
football, punted between the relatively

Following tradition and

progressive reformists, led by President
Muhammad Khatami (who himself belit-
tled Ms Ebadi’s achievement in winning
the peace prize), and his traditionalist, con-
servative opponents.

Punted rather gently: the reformists are
not great goal-scorers. Prayer leaders on
good terms with the supreme leader, Aya-
tollah Ali Khamenei, fulminated from
their pulpits against the UN’s anti-dis-
crimination convention, which was, in the
words of a senior ayatollah, “a pretext by
westerners to impose their culture on Mus-
lims.” Buteven if the Council of Guardians
had endorsed parliament’s decision to
sign the convention, the result would have
still been a sham. The parliamentarians
had ruled that Iran would opt out of all ob-
ligations that conflicted with Iranian law.

Iran’s custom-made convention would
have been shorn of commitments to
equality of employment: women are not
eligible for the supreme leadership, certain
ministries, or to become judges (Ms
Ebadi’'s appointment was swiftly with-
drawn after the revolution). Articles on
marriage and inheritance would have
been binned: the law puts women at a se-
vere disadvantage in both. Even the blan-
dest commitment to equality would have
been fatally undermined by the setting, ac-
cording to Iranian law, of a man’s blood
money at twice the level of awoman'’s.

Shadi Sadr, a courageous and talented
female newspaper columnist, distin-
guishes between two groups fighting for
women'’s rights. First, there are those who
believe that piecemeal legal reform, under-
pinned by an enlightened approach to
Shia jurisprudence, can solve women'’s
problems. She puts Ms Ebadi, who insists
on the essential compatibility of Islam and
human rights, into this category. Second,
there is the more radical group that “takes
issue less with laws than with the whole
legal superstructure”.

Itis hard for the second group to speak
out: expressing their beliefs might getthem
thrown intojail. But the first group-which
includes reformist parliamentarians and
Mr Khatami himself-has achieved little.
Parliament’s progress, in its three-way
slugging match with the Council of Guard-
ians and the marginally more progressive
arbitration body, the Expediency Council,
has been modest. After wrangling, the
marriageable age for girls was raised from
nine to 13. The mehriyeh, a pre fixed sum
that women receive on demand from their
husbands, has been linked to inflation.
Girls can now get grants to help them
study abroad; before, there were fearthat
the experience would corrupt them.

The Expediency Council tends to echo
the Council of Guardians. It did so when it
spiked parliament’s plan to award a
temporary stipend to widows, disad-
vantaged by inheritance laws, from their
late husbands’ estates. It agreed with the
Council of Guardians that husbands
should retain their all but unassailable
right to custody over their children.

Ms Mohtashamipour’s office in the In-
terior Ministry, staffed by women, and
with a dress code that tolerates jolly col-
ours, is one of the less overpowering gov-
ernment departments. She talks seduc-
tively of “empowerment”. In this year’s
budget, the government gave her depart-
ment a big dollop of extra cash, and ob-
liged provincial governors to devote 0.25%
of their budgets to “women’s affairs”.

The free marriage-guidance and voca-
tional classes being offered by Ms Moh-
tashamipour and her colleagues in the
provinces seem only modestly enlight-
ened. But the advantage of their blandness
is that they might survive if the conserva-

} tives took over the government again.
Moreover, cautious as they are, they con-
stitute an encroachment by the state into
areas of feminine life that were off limits.

Atthe same time, the reformists are try-
ing to help ngos whose goals may be
much more radical. According to Mahboo-
beh Abbasgholizadeh, who trainsngo ac-
tivists, Iran has gained some 150 women’s
ngos in the past few years. It will take
time, she accepts, for the organisations to
become effective advocates. With a few ex-
ceptions, they are little more than talking
shops for young women: “a way for these
girls to express their own identity, to an-
nounce:‘I'm here’.”

They have a precarious toehold. The
law is ambiguous on who should register
ngos, the legality of their accepting for-
eign money, and their tax status. They are
deeply vulnerable to the conservatives’
fear of civil society. The newly-elected
Tehran municipality, which is dominated
by conservatives, recently expelled Ms Ab-
basgholizadeh and several ngos from the
building that the previous, reform-
minded, municipality had lent them.

Six years after Mr Khatami came to
power with an overwhelming majority of
women’s votes, some women, even in par-
liament, suspect that the reformists are
more interested in women'’s votes than in
women'’s rights. The president, they point
out, did not see fit to appoint awoman to
his cabinet (before the revolution, there
were two female ministers). His most
forceful intervention on behalf of women,
when he insisted that the judiciary intro-
duce a moratorium on stoning adulter-
esses to death, was obviously motivated
by a desire toimprove Iran’simage abroad.

A cracked society

The scene for women is gloomy, the pace
of change sluggish. Even professed reform-
ists are reluctant to challenge patriarchal
attitudes. Beyond this, it is perfectly possi-
ble that the reformists will lose their domi-
nance of parliament at next year’s elec-
tions, when the expected disqualification
of reformist candidates, and a low voter
turnout, may favour conservatives.
Against this dispiriting backdrop are the
more immediate, and more shocking, inci-
dents of female degradation.

Itis a tribute to Mr Khatami, and to his
genuine, if feebly advocated, commitment
to transparency, that such subjects as pros-
titution, domestic violence and drug ad-
diction are being discussed at all. Before
1997, they were taboo. Nonetheless, so
long as the transparency is not accompa-
nied by plans to tackle the ills, the impres-
sion will grow of a cracked society.

Shoukou Navabi-Nejad, a north Tehran
family psychologist, sees the cracks in her
middle-class patients. Familiar western
complaints-domestic violence, infidelity
and fear of AiDS-are multiplied. The ero-

sion of family values has had a western
consequence: a third of all marriages end
in divorce, whereas 15 years ago, Ms Na-
vabi-Nejad recalls, divorce was a rarity.Yet
very few judges are sympathetic to female
divorce petitioners. In order to secure their
husbands’ consent to divorce, women are
often forced to barter away their mehriyeh:
assets that should, in theory, help them
start up on their own.

Many of the problems noted by Ms Na-
vabi-Nejad are exacerbated by a sexual
frustration that is writ large across society.
No one knows how many prostitutes work
in Tehran, though their visibility on street
corners suggests that there are tens of
thousands. There is agreement on three
things: most prostitutes are runaways from
poor and broken homes, they are getting
more numerous and their age is falling.

A journalist from a magazine called Za-
nan (women) recently conducted a re-
markable interview with a 17-year-old
prostitute. Arrested in Tehran’s southern
bus terminal, the girl was condemned to
80 lashes and to a fine that was commuted,
when she pleaded penury, to a three-
month prison term. Upon her release, her
brother tried to kill her for staining the
family honour. In ayear or two, she will be
past her prime, and alone.

The few ngo activists who work with
prostitutes attest to the government’s in-
ability to deal with the problem. Women'’s
prisons are full to bursting. Tehran's previ-
ous mayor stopped providing money for
the capital's sole rehabilitation centre for
female runaways. The new mayor, a con-
servative, has no plans to restart it.

Even if the government was co-ordinat-
ing attempts to wean girls off prostitution,
says Khosro Mansuriyan, who runs two
ngos in Tehran, they would fail. Why
should young prostitutes quit a well-paid
profession, he asks, when poverty awaits
and they are already outcasts? The causes

of decay are as much economic as they are
social and legal. Ghar Park, in south Teh-
ran, provides a snapshot of this decay. De-
signed to raise the spirits of poor Tehranis,
ithas been colonised by drug addicts. One
female addict estimates she has spent 18 of
the past 24 yearsinjail. Being inside is bad,
she says; the heroin is more expensive.

Lookingfor arole model

Itis a far cry from Fatima Zahra. In these
confusing times, the prophet’s daughter
faces stiff competition for women’s loy-
alty, especially among the 19% of the
population that is female and aged be-
tween 10 and 25. Zanan recently ran a flat-
tering profile of Hillary Clinton. Some girls
like Madonna, in part because her music is
banned. Iran’s most talked-about young
movie directors, two siblings by the name
of Makhmalbof, are women. Comely ac-
tresses abound.

Iranian women, even many who are in-
different to her causes, are intensely proud
of Ms Ebadi’s achievement. But do not ex-
pect her to become a role model. Despite a
dash of radicalism-she goes bare-headed
outside Iran-she remains wedded to the
cautious reformism that is espoused by Mr
Khatami and his supporters. And that,
many believe, has failed. A small but
growing number of women are coming to
reject the legal superstructure towhich Ms
Ebadi is committed.

Take the increasing interest being
shown in the poetry of Forogh Farokhzad.
In the 1960s, Ms Farokhzad was abeautiful
hell-raiser who had an affair with Iran’s
hippest film director. Shortly before her le-
gend-sealing death in a car crash in 1966,
she observed that social change had en-
dowed concepts like religion, morals and
love with new meanings. Forty years on,
expressing such revisionism can get you
jailed, but the judges are powerless to stop
lots of young women from agreeing. 1
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German and French economic reforms

A long, hard climb

BERLIN AND PARIS

The German and French governments are, belatedly, reforming their economies.
Butwill they overcome inevitable opposition to change?

PEN a newspaper, pick up abestseller

or listen to a debate: the mood in
France and Germany these days is irre-
deemably glum. Europe’s two biggest
economies are bumping on the edge of yet
another recession. Already-high jobless
rates are rising again. The brief flicker of
growth in 1999-2000 was snuffed out by a
gloomy world economy, exacerbated by
tight monetary and fiscal policies in the
euro area, and shows little sign of reacting
to the general global revival now under
way. Above all, both countries suffer from
longstanding structural rigidities in labour
and product markets, and from an overly
generous welfare system.

France has “plunged into decline”, says
Nicolas Baverez in a new book, “La France
Qui Tombe” (France is falling over). Ger-
many “is in crisis, because there is no po-
litical model and no vision for the future”,
argues Wolfgang Schéuble, a conservative
politician, in another book, “Scheitert der
Westen?” (Is the West failing?).

Yet, for all this morosity, something is
stirring on both sides of the Rhine. Chan-
cellor Gerhard Schréder of Germany and
President Jacques Chirac of France have
both been sounding like reformers. Mr
Schrdder this week put his job on the ling,
threatening to resign if left-wing Social
Democratic rebels refused to back new so-
cial-security rules that are a key part of
Agenda 2010, his reform programme. The

vote in the Bundestag, which Mr Schroder
was expected towin narrowly, was due on
October 17th. In France, Jean-Pierre Raffa-
rin, Mr Chirac’s prime minister, has a far
bigger parliamentary majority. But he too
will have to face down protests to push
through his own measures, which the
French have christened Agenda 2006.
Itwould be easy to dismiss the Franco-
German reforms as thin gruel, likely to be
watered down further in the face of hostil-
ity. But public opinion has changed. In
France, a new realism is taking hold: the
word “privatisation” has passed from un-
mentionable to commonplace. The gov-
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ernment won praise for sticking to its pen-
sion reforms after this summer’s protests.
Officials say France has no choice but to
change. “We have lived for too long with
the idea that the state was always right,”
declared Mr Chirac onJuly 14th. “We must
move out of this impasse...the state can-
not decide everything.”

The change is even more evident in
Germany. The word “reform” now crops
up with monotonous regularity in the
press. After long declaring Germany the
“sick man of Europe”, economists at in-
vestment banks are now putting out bull-
ish reports with such titles as “Germany
Gets Going”. Have Europe’s two giants at
last accepted the case for change?

The similarities between Agenda 2010
and Agenda 2006 are certainly striking.
Both focus on three big issues: pensions,
health care and labour markets. In neither
is the need for generous social protection
challenged. But each makes a serious effort
to reduce the burden. The two countries
are keenly comparing notes, to the extent
of havingjoint working groups to examine
policy options. As a symbol of their close
relationship, Mr Schroder even asked Mr
Chirac to represent him at part of this
week’s European summit, so that he could
return to Berlin for the Bundestag vote.

Both governments are trimming pen-
sions by making people work longer. A
commission has proposed cutting Ger-
man pensions to 40% of average gross
earnings, from today’s 48%, and raising the
retirement age from 65 to 67. Mr Raffarin’s
pension reform has already passed into
law-despite protests. It raises from 37.5 to
40, and later to 42, the number of years
that public-sector employees mustwork to
gain afull pension. Both countries’ reforms
have shortcomings: neither abandons the
pay-as-you-go system, and France has left 1
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} untouched special regimes for railway and
utility employees. Yet in both, some
responsibility for security in old age is
shifting towards individuals.

On health care, the two countries
share the same problem: afirst-class health
system bedevilled by ever-rising costs.
Germany’s reform is the more advanced.
Last month, Mr Schroder pushed through
a measure making people pay for more of
their dental and optical care. Mr Raffarin
began a discussion of health care only this
week; proposals are due in mid-2004, after
next spring’s regional elections.

As for labour markets, both countries
are introducing more flexibility. Germany
plans to make it easier to fire workers, at
least in small firms, to curb unemploy-
ment benefits and to make jobseekers take
unattractive jobs. The French are working
on similar lines, though hampered by the
35-hour-week introduced by the former
Socialist government. With an annual cost
put at€8 billion-15 billion ($9 billion-17 bil-
lion), this policy has frozen pay of many
workers who would work longer if they
could earn more. Even a majority (61%) of
French people now think the 35-hour
week has penalised France. Mr Raffarin
has ordered a study of its economic effect.

The two governments are also tackling
other difficult reforms, such as education
and decentralisation in France, or bureauc-
racy and aloosening of the laws regulating
craftsmen in Germany. And both govern-
ments are trying to kick-start their econo-
mies with tax cuts, even though these are
pushing their budget deficits above the
ceiling of 3% of g ap set by the euro area’s
“stability and growth pact”.

The burden of history

Europe’s cherished social model has along
history in both countries. It was Bismarck
who pioneered the welfare state; France
started to build a comprehensive social-se-
curity system in the 1930s. The two coun-
tries now offer comparably high levels of
protection, financed by payroll taxes
rather than income taxes, for health care,
state pensions and unemployment insur-
ance. Until the 1980s, this worked well

enough, with no discernible cost to
growth. But in recent years, the European
social model has proved a strong disin-
centive to growth and tojob creation (un-
employment is 9.4% in both countries); it
has deterred foreign investors; and it has
kept labour costs uncompetitively high.

The economies of both countries are
burdened by too many bureaucrats, too
many rules and too many taxes. There are
some 3m civil servants in Germany, and
over 2min France, though the numbers are
slowly coming down. Despite recent cuts,
corporate and income taxes still make
both countries expensive places to live in
or to do business. Average growth rates in
France and Germany have been declining
every decade since the 1970s.

Given all this, why did it take so long for
the two countries to deal with their struc-
tural problems? The response may also an-
swer a second question: what grounds are
there for believing that, this time, the two
genuinely want to push through reforms?

One answer to the first question is that
things were never bad enough to persuade
people that change was necessary. In the
late 1990s, the French economy grew faster
than the European average, allowing the
Socialist government to indulge in such
goodies as the 35-hour week. Germany, for
its part, was distracted by unification, and
took some years to grasp the cost this was
imposing on the economy. Neither Mr
Chirac nor Mr Schroder is a naturally en-
thusiastic reformer; both prefer the quiet
life and the calming hand.

The institutional setting in both coun-
tries has also led to political gridlock. In
France, there have been several periods of
“cohabitation”, when the president and
prime minister are of different political
stripes. Union opposition has been espe-
cially effective during such periods. Now
cohabitation is over, at least for the time
being. And Mr Raffarin has started to de-
centralise the country’s public administra-
tion, breaking up another French institu-
tional obstruction to reform.

As in France, the Germans have been
frightened by the trade unions. But the col-
lapse inJune of the ig Metall strike in sup-
port of shorter working hours in the east
has weakened the unions in general. Ger-
many still suffers its equivalent to France’s
cohabitation in the form of its federalist
system. In particular, most federal legisla-
tion must be approved by the Bundesrat,
Germany’s upper chamber, which con-
sists of representatives from the German
Lander, many of them under opposition
control. Unsurprisingly, important laws
are often blocked by the Bundesrat.

If Germany’s chief barrier to imple-
menting reform remains institutional, in
France the problem is more a lack of politi-
cal will. French politicians are haunted by
the street, a fiercer source of opposition
than any deputies in parliament. The right
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was bruised by the experience of Alain
Juppé, prime minister in the mid-1990s,
who abandoned ambitious reforms after
paralysing strikes and protests. French
politicians have singularly failed to make
the case for reform to the electorate. It is
nonsense, argues Mr Baverez in his book,
to say that France isunreformable: “Itis the
government which is incapable of con-
ceiving and implementing reform.”

Will it be different this time? Perhaps.
For a start, a long economic slump, more
competition and a weaker dollar have
blown away all conceivable covers for
structural weakness. Both countries are
heading for budget deficits of nearly 4% of
g d p.Social-security deficits are out of con-
trol. The shortfall in the French public
health-insurance fund, for instance, will
reach €10.6 billion in 2003 and €14.1 bil-
lion in 2004. Unless changes are made, so-
cial-security contributions might have to
rise to prohibitive levels. In Germany, so-
cial-security payments (by employers and
employees) could rise from over 45% of
pay to 54%in 2030, by some estimates/

Such numbers are finally driving home
the message that reforms, even painful
ones, are inevitable. Today, only 35% of
Germans believe that comprehensive so-
cial protection is possible without high
contributions, down from 53% a decade
ago; and as many as 70% agree that reforms
are necessary. In France, a recent poll sug-
gested that 51% of French people are in fa-
vour of the government continuing with
reform. That Mr Raffarin got his pension
changes through was due to the fact that
people believed there was no alternative.
Mr Raffarin has learnt from MrJuppé’s fail-
ure in 1995-96: where the former centre-
right prime minister was imperious and
heavy-handed, Mr Raffarin is a painstak-
ing seeker of consensus and compromise.
Some observers note that the parlous state
of French public finances could also help
to persuade the voters of the need for more
reform, especially spending cuts.

Moreover, in both countries there is
now an unusual opportunity to force
through reforms. In France, the president

and prime minister are of the same politi- >
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» cal party, the government has a crushing
majority in parliament, and national elec-
tions are not due until 2007. Mr Raffarin,
with a firm eye on the rise of the National
Front, has cultivated an image as a
blokeish man of the people, ready to take
on the establishment. If Mr Schroder
wants to have a chance of winning the
next general election in 2006, he too must
bet everything on reform. The opposition
is unlikely to block him completely in the
Bundesrat, because many of its key sup-
porters in business urgently want change.

Cautionary words

All this said, however, some caution is in
order. Nobody expects either France or
Germany to subject their social models to
genuine shock therapy. In France, the
heavy weight of the public sector contin-

Switzerland

Fading Alpine rose

Can Switzerland regain itsshine?

T IS not a happy country. Switzerland'’s
I economy is stagnating, unemployment
is rising, its airline still ails, Martin Ebner,
a feted financier, has stumbled, and
many Swiss insurers and banks are
struggling. Last year saw the first labour
unrest in 50 years. This September
25,000 people marched in Bern against
pension cuts. So it is not surprising that
the Swiss People’s Party (svp), an anti-
foreigner party whose best-known
spokesman is Christoph Blocher, may
win the most votes in elections on Octo-
ber 19th. The svp wants to keep foreign-
ers out of Switzerland and Switzerland
out of the European single market.

What has gone wrong in a country
that was once a byword for prosperity?
As in Germany, consensus politics and
cosiness in corporate Switzerland, once

ues to hold up reform, however well-in-
tended. The government has already de-
ferred some changes, officially in the name
of public consultation, but plainly with an
eye on next March’s regional elections. Al-
though there is a reforming instinct in
some parts of the French government, no-
tably in the finance ministry and the prime
minister’s office, well-placed observers say
that anything too likely to provoke public
anger may still be blocked by Mr Chirac,
whose instincts for survival are greater
than those for reform.

In Germany too, there remain big barri-
ers to change. Unsurprisingly, people’s ea-
gerness for reform drops when they are
told they must share the pain. And the idea
of social equality is still as central for Ger-
mans as, say, personal liberty is for Ameri-
cans. Mr Schroder’'s commitment to re-

the basis of the economy’s success, have
become an obstacle to reform. Old
friends sit on each other’s boards and
back each other’s management deci-
sions, however misguided. Consensus
has now started to crumble, but only
slowly. Company boards are becoming
more international. Last year’s protests
could herald more labour unrest.

Some argue that Switzerland’s non-
membership of the European Union
makes it less competitive. If it were in
the e u, Switzerland would have to re-
form its protected domestic market, says
Roger de Week, ajournalist based in Zu-
rich. Itis easier for a German lawyer to
work in France than for a lawyer from
Geneva to set up shop in Zurich. But oth-
ers, such as Mr Blocher, say the country
would lose what is left of its competitive
edge, as well as being swamped by im-
migrants, if itjoined the e u.

Despite today’s malaise, many coun-
tries would love Switzerland’s problems.
The country’s three linguistic groups and
its large contingent of foreigners (one-
fifth of Switzerland’s 7m inhabitants) get
along well. Many Swiss multinationals,
such as Nestlé, a food manufacturer, or
the drug giants Roche and Novartis, are
doing fine. Unemployment is 3.7%, com-
pared with over 9% in France and Ger-
many. Even so, Switzerland will have to
work harder at reform. That is a better
cure than the isolationist fix that the svp
is campaigning for. After all, some of
Switzerland’s proudest corporate names,
such as Swatch, a watchmaker started by
the Beirut-born Nicolas Hayek, owe their
existence to foreigners.

form may be stronger than Mr Chirac’s,
but past experience suggests that it cannot
be relied on.

Despite this, the two countries may go
further than they would have on their
own, as peer pressure comes to bear. So
which will go furthest and fastest? At
present, Germany is in the lead, concede
the French. Yet this could change, even if
Mr Schroder wins his Bundestag vote, as
Agenda 2010 gets stuck in other bits of
what Germans call the Politikverflech-
tungsfalle, orjoint decision-making trap. It
could turn out that the French, whose pro-
gramme looks on paper to be the less am-
bitious of the two, manage to manoeuvre
more of it through in the end.

Conversely, afailure of the French and
German reforms would be a watershed,
perhaps as significant as the emergence of
the welfare state in both countries. In a
way, this is the last chance to modernise
the social-market economy without aban-
doning it.

If the reforms succeed, and their econo-
mies pick up, France and Germany may
yet surprise with a strong performance
after years of relative weakness. If both
countries would fully embrace labour-
and product-market reforms, the Interna-
tional Monetary Fund has calculated that
their gap could be 10% higher than other-
wise. There is, in other words, a high up-
side risk very much worth taking. 1

Turkey

Aftermath

ANKARA
More fallout over Turkish troopsin Iraq

HIS week’s suicide-bomb attack out-
Tside the Turkish embassy in Baghdad
gave millions of Turks a chilling preview of
the welcome their troops might get if the
government delivers on last week’s pro-
mise to send them to help the Americans
in Irag. It also gave the country’s prime
minister, Tayyip Erdogan, who persuaded
parliament to authorise the dispatch of
troops, a glimpse of the troubles he may
face at home. Most Turks are against send-
ing any soldiers across the border.

No TUrks were Killed; the Iragi suicide
bomber was the only victim. Yet members
of Irag’s Governing Council, who view
Turkey's motives with deep suspicion,
were quick to seize on the bombing as
proofthat Turkish soldiers are sure to be at-
tacked and should therefore stay out of
their country.

Paul Bremer, the American in charge of
Iraq, issaid to have told his bosses athome
that any help from TUrkey may not be »
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» worth the trouble it will create, not least
between the Americans and the council.
The British quietly agree. But Paul Wolfo-
witz, America’s deputy defence secretary,
who favours bringing in up to 10,000 Turk-
ish troops (their presence would let some
Americans go home) is fighting back.

Mr Erdogan has shown no signs of
backing down either. He insisted that the
bomb attack was not aimed at Turkey, but
was “an attempt to block positive develop-
ments in Irag” that highlighted the need
for a common front against terrorism. Yet

Azerbaijan

President Pinocchio

MOoscow

for all his bravado and continuing popu-
larity, Mr Erdogan is feeling squeezed.

The main reason that he ignored public
opinion and persuaded most of his ruling
Justice and Development Party to vote in
favour of letting the government send
Turkish soldiers to Iraq for a year was that
he wanted to mend fences with America.
Relations soured last March, when Tur-
key’s parliament refused to let American
troops cross its territory to open anorthern
front against Saddam Hussein.

Mr Erdogan’s second argument, sup-

Ilham Aliev is being made a leader, but not necessarily areal one

OBODY ever doubted that Ilham

Aliev would secure the presidency
of Azerbaijan. He had the benefits of a
split opposition, despite a last-minute at-
tempt to unite; and, more usefully, of the
fact that his father, Heidar Aliev, had
spent the past 34 years turning the coun-
try into a personal fief. The ailing father
only withdrew from the race 13 days be-
fore the vote on October 15th. The usual
methods were deployed in the run-up to
the election: bribery, beatings and ar-
rests of opposition supporters, exclusion
of strong opposition candidates, restric-
tions on election observers, stacking of
election committees with government
supporters. The result duly gave Ilham
Aliev almost 80% of the vote, handing
him an outright first-round victory.

The doubts come after the election,
not before. The first is how the younger
Aliev will handle Azerbaijan’s biggest
political issue, the 15-year-old conflict
with Armenia over Nagorno-Karabakh.
In 2001, the two countries came close to
a deal on the status of Karabakh, a
mostly-ethnic-Armenian enclave usually
recognised as part of Azerbaijan. Then
electioneering put the talks on ice.

Now, with Armenia’s Robert Kochar-
ian safely (if equally dubiously) re-
elected in February, and the dynastic
succession assured in Azerbaijan, many
think an agreement could be revived,
giving Karabakh self-government. llham
Aliev has, however, sounded more bel-
ligerent in the past few months, hinting
that he is prepared to use force again if
need be. That may just be vote-monger-
ing; opposition candidates have taken a
similar tough line. But there are fears
that he might be driven to war if he can-
not broker a peace.

His ability to broker anything at all is
the second doubt. The elder Aliev was a
skilled politician. He kept a balance be-
tween the rival factions of the ruling

Puppet on a string

New Azerbaijan party. Abroad he not
only maintained a fragile stalemate with
Armenia but also juggled Russia, Amer-
ica, TUrkey, other Caspian states and for-
eign oil companies, all vying over
Caspian energy resources, pipelines and
strategic alliances.

The younger Aliev is better known as
a cosmopolitan pseudo-intellectual,
fond of gambling and good living, un-
likely to be popular even with his fa-
ther’s traditional allies. One sign: earlier
this year his uncle was said to be think-
ing about an election bid. Ilham Aliev’s
only political experience is a brief stint
as a member of parliament and titular
deputy leader of the ruling party; his
management experience comes from
only a few years as a vice-president of
the state oil company. He could become
a puppet of his father’s advisers, not
their boss. Which strings they will pull is
anybody’s guess.

ported by several of Turkey's generals, is
that the presence of Turkish troops would
deter the Iragi Kurds from breaking away
to form an independent state. Any such
step would inflame separatist passions
among Turkey’s 14m or so Kurds. It could
also force the Americans to move against
the 5,000-odd members of Turkey’'s Kur-
distan Workers' Party (pkk), who are en-
sconced in the mountains of Kurdish-con-
trolled northern Iraq.

Yet millions of pious voters, who
helped propel Mr Erdogan’s party to
power last year, remain unswayed. “What
kind of Muslim orders his people to lose
their lives fighting fellow Muslims, just to
save American ones?” fumes an Ankara
kebab-vendor.

Unfortunately, should Mr Bremer's ap-
parent view prevail and Turkish troops be
asked to stay away, relations with the
Americans could get worse. The fear of
some Turks (including many in the army)
that America is secretly backing the estab-
lishment of a Kurdish homeland would in-
crease. America’s reluctance to disarm and
kick out the pkk, on the grounds that this
would destabilise one of the few relatively
calm bits of Iraq, has fed these worries.

Not everybody is so gloomy. “We will
have made our gesture to the Americans
and come away without paying the price,”
says Emin Sirin, who is the only represen-
tative of the tiny Liberal Democratic Party
in the parliament. “It will be a win-win
situation for the government and the Turk-
ish people.” 1

Serbia and Kosovo

Unfriendly fire

VIENNA
Thefirst talks between Serbian and
Kosovar leaders

HE actual meeting may have been
Tsomething of an anticlimax. But sub-
stantive talk was not the real point of this
week’s encounter in Vienna between the
Serbian government and leaders of the
breakaway province of Kosovo. For this
was the two sides’ first official meeting
since nato forced Slobodan Milosevic’s
army out of Kosovo in 1999. The province
has since had de facto independence un-
der aun administration, even though itis
still officially part of Serbia.

Getting Kosovo's president, lbrahim
Rugova, in the same room as Serbia’s
prime minister, Zoran Zivkovic, was a big
step. The u n billed the meeting as a “direct
dialogue”, but Mr Zivkovic commented
sharply that “there was no dialogue, espe-
cially not a direct one.” The three-hour

meeting produced some agreements: to set »»
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} up bilateral working groups on transport
and communications, on the return of
(mostly Serb) refugees, on missing people
(mostly ethnic Albanians) and on energy.

Although the meeting was held behind
closed doors, an aide to the Kosovo delega-
tion reported later that the two sides had
simply read out prepared statements. Such
outside dignitaries as Javier Solana, the
European Union’s high representative for
foreign policy, Chris Patten of the Euro-
pean Commission, and Lord Robertson
from n ato,added little beyond a certain
gravitas to the proceedings.

Until the moment that the delegations
arrived, itwas unclear even who would be
there. Kosovo's prime minister, Bajram
Rexhepi, decided not to come, saying that
he had no mandate from the Kosovo as-
sembly. The Serbs took umbrage at the
lack of ethnic Serb representatives from
Kosovo, and at one point said they would
not come either. In the end both Mr Ziv-
kovic and his deputy responsible for Ko-
sovo, Nebojsa Covic, arrived, but only
after a game of brinkmanship, in which
their aircraft landed in Vienna minutes be-
fore the talks were due to begin.

In press conferences after the meeting,
Mr Zivkovic reminded Mr Rugova sourly
that, although this was their first meeting
since 1999, Mr Rugova had always man-
aged to find time to meet Mr Milosevic.
The Serbs also asserted that Kosovo was a
province of Serbia and Montenegro; the
Kosovo delegation retorted that “the inde-
pendence of Kosovo is an irreversible pro-
cess.” The talks do at least constitute a ten-
tative first step towards final-status
negotiations over Kosovo, which some
western governments would now like to
see started as soon as possible.

Michael Steiner, the previous head of
the u n interim administration mission in
Kosovo (unmik), was always reluctant to
move in this direction, fearing that even
raising the issue of Kosovo’s final status
could be explosive. His mantra of “stan-
dards before status” sounds sensible, but
given the appallingly low standards preva-
lent in Kosovo’s institutions, it has proved
arecipe for delay.

As Adem Demaci, a veteran Kosovar

nationalist, put it, “as long as none of us is
politically accountable for our own insti-
tutions, they will remain weak and cor-
rupt, and we will never see indepen-
dence.” Nexhat Daci, president of the
Kosovo assembly, added that “without
full responsibility and competences, the
Kosovo government cannot take respon-
sibility initshands.” The new head of u n -
mik, a Finnish diplomat named Harri
Holkeri, seems to many to be gradually
backing away from the “standards before
status” position, even if there is still no talk
of timetables for negotiations.

Elections are likely in both Kosovo and
Serbia next year, and neither side’s politi-
cians see many voters from making com-
promises. With both sides using this
week’s talks to solidify their maximalist
positions, Mr Holkeri needs to pull some-
thing novel from the hat if he is to achieve
more than afew working groups. 1

Ireland

Teflon no more

DUBLIN
Bertie Ahern loses popularity

HE Irish taoiseach (prime minister),

Bertie Ahern, is shedding some of his
“non-stick” coating. Public satisfaction
with his centre-right coalition government
has collapsed since itwon asecond termin
May last yea;. Last weekend, at the annual
conference of his Fianna Fail party in Kil-
larney, he set out to recover his fabled
“man of the people” image.

Mr Ahern’s sharp fall in the opinion
polls echoes the experience of his British
counterpart, Tony Blair, and for rather sim-
ilar reasons: a loss of public trust and a fail-
ure to deliver public-service reforms. Mr
Ahern may have an even harder time re-
versing his low ratings. Opinion polls
show only 36% of respondents as satisfied
with his performance, compared with 70%
before his re-election last year (see chart).
His party is ata 20-year low in the polls.

Some disenchantment with the gov-
ernment was inevitable. The economy has
turned sharply downwards after the
heady 1996-2001 period, when it grew by
8% a year. Last year, it barely expanded at
all; and itis forecast to grow by only 1.5%in
2003. But Mr Ahern’s woes also reflect ris-
ing disapproval over what has become an
increasingly accident-prone government.

One example is the government’s han-
dling of cases of victims of childhood sex-
ual abuse who had been in state-super-
vised residential institutions run by
Catholic orders. Last month Mary Laffoy, a
judge chairing a commission of inquiry
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into this matter, resigned. She claimed that
the government had impeded the commis-
sion’s investigations.

Later in September, the Comptroller
and Auditor General’s office, a parliamen-
tary watchdog, gave warning that taxpay-
ers could face €1 billion ($1.2 billion) in
compensation to victims of abuse. The
government had struck a deal with the reli-
gious orders to limit their liability. It
capped the orders’ share of the compensa-
tion costs at €i28m, leaving the taxpayer
facing unlimited liability for the rest.

The government has suffered two fur-
ther embarrassments. A judge, Alan Ma-
hon, whom it had recently appointed as
chairman of a tribunal examining allega-
tions of planning corruption, was himself
uncovered as a tax defaulter, albeit a de-
cade ago. And the Revenue Commission-
ers also named a government back-
bencher as a tax cheat.

As far as the public is concerned, too
much was promised by Mr Ahern before
the May 2002 election, and too little has
changed since, fuelling dissatisfaction. A
“world-class health service” was pledged,
for example. And yet 17 months later there
are still queues for hospital beds.

Mr Ahern sought to steady nerves at
the Fianna Fail conference. Next June the
party faces European and local elections.
He insisted that his government was not
for turning, and he promised to think long
term. In the short term that may not save
the party from an electoral pasting next
year. But by 2007, when the next general
election looms, economic recovery may
have lifted his popularity. The Teflon taoi-
seach may have lost his moniker-but he is
not quite down and out yet. 1
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Charlemagne | The shadow of empires

What really unites Europe are faded imperial memories

ASCAL LAMY, a European commissioner from France, re-
Pcently mused publicly aboutwhy some members of the Euro-
pean Union are more awkward to deal with than others. “We
have to recognise”, he said, “that there are some countries which
remember that they were once great world powers and which
believe that this was not an accident-that they still have special
qualities that deserve recognition: France, Britain, Spain, Po-
land.” At the mention of Poland, there was a snort of derision
from a Hungarian in the audience. But the real quarrel with Mr
Lamy’s listis not that it is too long, but too short. The remarkable
thing about the European Union is how many of its 15-soon to
be 25-members once had a crack at world, or at least continen-
tal, power. A shared sense that they have seen greater days is
now a big psychological link between eu members.

France has its memories of Napoleon; Britain and Spain had
their empires. But faded grandeur is a characteristic of smaller
countries too. When Arnold Schwarzenegger won the Califor-
nian governorship, Anneliese Rohrer, an Austrian journalist,
wrote in the International Herald Tribune that their compatriot’s
success had inspired Austrians and “stirred memories of the
times when there was an emperor and an empire; when the
country was a force to be reckoned with.” Similar sentiments
could be echoed by many countries around Europe. The Nether-
lands, Portugal and Belgium may just be small-to-middling Euro-
pean countries today. But within living memory the Dutch
controlled Indonesia, the Portuguese large chunks of Africa and
the Belgians ran the Congo, a country the size of western Europe.

Colonialism is not nowadays something to boast about. But
many European countries reach further back in history for their
period as a world power. The Greeks take pride in having been
the cradle of western civilisation. The Italians aspire to be heirs
to imperial Rome. Sweden under Gustavus Adolphus in the 17th
century was a European power to rival Russia. Even Denmark,
the epitome of a modest European country with modest views
and ambitions, whose chief sources of pride seem to be the
quality of its social services, the royal family and the occasional
victory on the football field, has folk memories. Danish fans like
to turn up at football matches in Viking helmets, revealing a cer-
tain shy pride in their ancestors’ history of rape and pillage.

After the Union expands from 15 to 25 members next year, it

may be tempting to assume that the new members will not carry
the same sort of historical baggage. When did Malta dominate
the world, or Latvia? But the fact that eight of these countries
have only recently shrugged off years of communism has in
some ways made them even more conscious of their decline.
Hungarians know that their country was once three times its
current size, until it was dismembered after the first world war.
The Poles and Lithuanians recall medieval times, when their
joint empire stretched from the Baltic to the Black Sea. And just
wait for the Turks, who can recall an Ottoman empire that once
came close to the gates of Vienna.

Europe or bust

The relationship between awareness of national decline and a
desire to be in the European Union is complicated and varies
from country to country. Germany’s bid for world power ended
in disaster and disgrace; for modern Germans Europe represents
an effort to transcend traditional realpolitik, so the e u is associ-
ated more with peace and prosperity than with power projec-
tion. The French sometimes complain that “the Germans just
want Europe to be a big Switzerland.” They, by contrast, want the
European Union to be a big France. As the Iraq war has shown,
the French are a long way from abandoning the idea that their
country can still play a glorious role on the world stage. But since
modern France cannot aspire to be a superpower alone, the
French elite has sought to build up the e u as a surrogate. Much of
the panic now discernible in Paris about the future of Europe
stems from a growing realisation that an enlarged Union of 25
countries can no longer be so easily moulded to serve the inter-
ests of France.

The dilemma of the French is sharpened by the fact that they
have no Plan B: no alternative to the Union as an instrument of
national greatness. By contrast, Britain’s problem with the eu
has stemmed from an acute awareness of an alternative way of
compensating for national decline, using the network of cultufal
and linguistic ties left by empire. When Britain joined the eu in
1973 (just before an acute economic crisis at home, which accen-
tuated feelings of national decline), many felt that the British had
finally plumped for “Europe” over the old imperial connections.

But subsequent experience suggests that no definitive deci-
sion was ever made. In moments of crisis, Margaret Thatcher
and-perhaps more surprisingly-Tony Blair have instinctively
sided with the United States and other anglophone nations. In-
terestingly, Spain is now evolving from a French to a British view
of the role of the eu in promoting national interests. José Maria
Aznar, the Spanish prime minister, has ambitions that go far be-
yond Europe. He recently contrasted France’s cultural protection-
ism with Spain’s vision of reaching out to millions of
Spanish-speakers in Latin America and the United States.

And yet, although nationalism and pride in past greatness
certainly exists across the European Union, it is usually tem-
pered by an acute awareness of its potential costs. Many Europe-
ans seem to have concluded that competition for national
greatness leads ultimately to bloodshed and chaos. Nadezhda
Mihailova, a former Bulgarian foreign minister, once remarked
that “the problem with our region is that it has too many great
countries in it: greater Bulgaria, greater Serbia, greater Albania.
But the consequences have been not so great.” The eagerness of
so many countries tojoin the eu is, in part, a recognition that the
period of lone national greatness is now in the past. 1

Education

Untying independent schools

The stark dividing lines between private and state schools are blurring. Itwill be

good if this continues to happen

URY, envy and tribal loyalty are among
Fsome of the milder emotions that inde-
pendent fee-paying schools arouse in the
British psyche. For a lucky 7% of children
they provide a good education for £7,000
($11,500) a year or more. Critics call it edu-
cational apartheid: pampered treatment
for a few, with selfish middle-class parents
keeping the ablest kids and best teachers
from the schools attended by the many.

But the independent schools’ suppor-
ters, notably Oliver Letwin, the home-af-
fairs spokesman for the opposition Con-
servatives, are in the news too. Himself
educated at Eton, the country’s best
known fee-paying school, Mr Letwin said
he would “go out on the streets and beg”
rather than send his twins to his local state
school in London. That echoes the feelings
of many middle-class parents in big cities.
They do not see comprehensive schools as
bracingly educative introductions to the
real world, but ghastly, rough places
where their nice, studious children will be
distracted and bullied.

Yet the battle lines are blurring. Inde-
pendent schools like Eton were set up to
educate not the children of toffs, but “poor
scholars”.Most benefit from charitable sta-
tus, which saves them millions of pounds
in tax. Some of the people who run them
are increasingly uneasy at the way that
soaring fees have turned them into finish-
ing schools for the rich. Now they face their
biggest shake-up for decades.

This is partly thanks to new competi-
tive pressures. A Dubai-based company
called g em s is putting £3000! into dozens
of affordable new independent schools. Its
lean, customer-focused management con-
trasts sharply with the often complacent
governance and bloated costs at existing
private schools. These are also facing un-
comfortable outside scrutiny about possi-
ble cartel-like collusion in fee setting, and
the way that their charitable funds help
the rich more than the poor.

Yet the real change arises from a new
approach by government. An architect of
the policy puts it thus: “Old Labour’s atti-
tude was ‘You are alot of evil bastards who
just educate the rich. We'd abolish you if
we could.” New Labour’sis ‘You run excel-
lent schools, you have a social mission,
let's take you atyour word.””

In practice, that means the private
schools sponsoring city academies. These
are new independent state schools, fi-
nanced by a mixture of public and private
money, competing with schools run by
the local education bureaucracies. IWelve
have opened already; the government
plans 53 by 2007, and 100 eventually.
Their aim, in part, is to fill the void left by
Old Labour’s abolition in years gone by of
the highly academic grammar and state-
subsidised direct grant schools.

The Church Schools Company, a char-
ity that runs eight well-regarded indepen-
dent schools, sponsors two such acade-
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mies and plans eight more. “We asked
ourselves what our founders would have
done if they were alive today,” says Sir
Ewan Harper, its director. The sponsors’
aim is to inject and support the same excel-
lence and sense of purpose that good priv-
ate schools exude. That does not usually
mean providing cash directly, but moral
support plus administrative back-up.

A lot more cheaply, too. National and
local bureaucracies absorb up to a third of
spending on state education; administra-
tion by the Church Schools Company costs
just 3% of its members’ fee income. An-
other powerful example is North London
Collegiate, one of the capital’s best inde-
pendent girls’ schools, which is sponsor-
ing anew academy in Hackney, an area of
east London with notoriously bad schools.

Some independent schools are still
very sceptical about all this. They fear that
state involvement is bound to mean politi-
cal meddling and bureaucracy. Others
find the financing too murky, or think that
the scheme is too limited: only proper edu-
cation vouchers, already endorsed by the
Conservatives and gaining support else-
where, will change the system thoroughly.
Some are honest enough to admit that
their snobby parents will shun links with
the plebeian inner cities.

But the main hostility to the new plan
comes from the egalitarian-minded educa-
tional hierarchy, based in existing state
schools and their bureaucratic penumbra.
They dislike the city academies’ indepen-
dence in hiring staff, designing curricu-
lums and booting out disruptive pupils.
They arejealous of the gleaming new facil-
ities and mistrust the role of outside spon-
sors, be they companies, private philan-
thropists, or the detested private schools,
with their politically incorrect likings for
discipline, morals and excellence. After all,
where might such horrid ideas lead? 1
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GM crops

Harvest time

New research sends mixed signals on genetically-modified crops

OTH sides in Britain’s debate over ge-
B netically-modified (gm) food took
heart from scientific results released this
week. In 1999, the government commis-
sioned field trials of gm oilseed rape,
maize and beet to compare their effects on
local plants and animals with conven-
tional farming practice. The worry is that
these herbicide-resistant gm crops mean
such good weed control that bug and bird
numbers will fall.

The trials’ design has been criticised,
and there have been physical attacks too.
But the results give food for thought. In
fields of gm rape and beet, fewer weeds,
and therefore fewer butterflies (and in
some cases, fewer bees) were found than
with conventional varieties. Research sug-
gests that could mean fewer birds too.
Among gm maize, though, weeds and
bugs did better than with ordinary variet-
ies. Such differences are due, not to genetic
engineering per se, but to how herbicides
are used on gm versus non-GM fields.

These findings join other results, also
published this week by the government,
on the spread of gm genes to other crops.
Friends of the Earth, a pressure group
which led an anti-GM protest in London
earlier this week, cheered their conclusion
that pollen from gm rape can fertilise plots
15 miles (26 km) away. Using such crops in
Britain would irreversibly contaminate
conventional varieties, it argued. At the
same time, however, the Agricultural Bio-
technology Council, which represents the
industry, trumpeted results showing that a
distance of only 25 metres between fields

of maize would be enough to reduce ge-
netic contamination below the 0.9%
threshold above which European regula-
tions call somethinggm.

While gene flow raises serious environ-
mental questions, its immediate signifi-
cance is commercial, says Brian Johnson,
head of English Nature, a conservation
group. Britain's Soil Association, which
certifies organic produce, will reject any
crop with more than 0.1% accidental
contamination with gm material. As a re-
sult, organic farmers are fearful of losing
their livelihoods should their neighbours,
near or far, choose to plant gm crops. The
government is struggling to produce regu-
lations for the “co-existence” of gm and
non-GM varieties, as well as rules on who
should pay if contamination occurs.

The government has long said that this
week’s results are vital for the decision on
whether to allow the commercial cultiva-
tion of gm crops in Britain; they will also
be scrutinised by European authorities.
While they could strengthen the case for
gm maize to be commercialised, that is
unlikely to do much for British agriculture,
since far less of it is grown than oilseed
rape and beet, and most goes into lower
profitanimal feed anyway.

Just as well, since an earlier economic
review, and substantial public consulta-
tion, suggest that Britons are unwilling to
swallow the new technology. Caught be-
tween grassroots resistance at home, and
American pressure at the World Trade
Organisation to be more GM-friendly, the
government faces a tricky few months. 1

Cross-border finance

Small world

Informal money transfer faces more
rules and less profits. A familiar story?

T IS aglobalised financial service worthy
I of the skyscrapers of the City of London,
rather than the huddled immigrant
masses in the next-door inner city.
Whereas outfits like Western Union charge
more than £10 ($17) to send, say, £50 to
Bangladesh, informal operators offer a bet-
ter service-including delivery to the re-
cipient’sdoor- forjust 1% commission.

Such systems rely on reputation, trust
and kinship, much like exchanges in the
City during its gentlemanly heyday in the
19th century. Shops, travel agents and res-
taurants offer remittance services as a side-
line, providing plenty of competition and
keeping costs down. These small operators
may send their orders to larger dealers,
thus reaping economies of scale.

Official figures suggest workers in Brit-
ain send around £! billion abroad every
year. Thatis puzzlingly little—less than half
the amount sent from countries like France
and Germany. Up to £2 billion probably
goes by informal, unrecorded channels.

These happy arrangements are now
threatened by crackdowns on terrorist fi-
nance and laundering of drug money. Sev-
eral large merchants have already been
convicted of money laundering, and an-
other is due to stand trial next month. The
seizure by Customs and Excise of millions
of pounds in cash caused a series of de-
faults in the system, eroding trust, flew
rules designed to promote openness are
increasing costs and may be deterring
some customers.

Too harsh aregime would be a mistake.
Any new rules will not put off real crimi-
nals, while informal channels provide
capital and hard currency for some of the
world’s poorest countries. These flows
dwarf development aid. Remittances are
dependable and bypass sticky-fingered
bureaucracies. Moreover they work in
places where little else does, like Afghani-
stan and Somalia.

Conventional moneymen have real-
ised there is money to be made from send-
ing small payments cheaply. MasterCard,
a credit card operator, is offering transfera-
ble cards. British-based customers can
pass them on for use abroad. But the infor-
mals have an edge. “If someone with a fax
and e-mail can send money to a god-for-
saken country for 1% commission, I would
expect a western company at least to
match that”, says Nikos Passas, professor
of criminal justice at Northeastern Univer-
sity in Boston, “But they don’t.” 1
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Bagehot | Graceless under pressure

lain Duncan Smith is stranded in no-man’s land. But the Tory leader has only himself to blame

ESPITE some pretty fierce competition between Tory mps

for the title, lain Duncan Smith is easily his own worst ene-
my.Just when it seems things can’'t get any worse, the Conserva-
tive leader can be relied upon to prove everyone wrong.

“Betsygate”, as it has inevitably become known, perfectly
demonstrates the problem. The allegations into the way Mr Dun-
can Smith ran his private office are not of the kind to register high
on the Richter scale of political scandals. The matter is now be-
ing investigated by the parliamentary standards watchdog, Sir
Philip Mawer, following a complaint by an investigative journal-
ist, Michael Crick. However, even if some discrepancy is found
between the £15,000 ($25,000) of taxpayers’ money given to
Betsy Duncan Smith for working a 25-hour week and the time
she actually put in, proving wrongdoing, as opposed to sloppy
book-keeping, will be difficult.

The appropriate response from Mr Duncan Smith would
have been a display of calm fortitude. On this subject at least,
most mps can identify with their leader, if only because their
own arrangements might not withstand the closest scrutiny. But
he immediately forfeited sympathy and respect by embarking
on a series of near-hysterical interviews, yelling that he would
“fix” the “cowards” who were attacking his “wonderful wife”.
Coming so soon after his intemperate speech to the party confer-
ence, itraised questions about both his judgment and his ability
to cope with pressure.

The charges now being made are themselves a direct conse-
qguence of Mr Duncan Smith’s poor leadership. For the last 15
months, he has fought a running battle with Conservative Cen-
tral Office, which, supposedly, exists to sustain the leader. Hav-
ing sacked the party chairman, David Davis, while Mr Davis was
on holiday last year, Mr Duncan Smith applied precisely the
same treatment in February to the party’s chief executive, Mark
MacGregor. At the same time, he fired its chief agent, Stephen
Gilbert and its head of research, Rick Nye. Next, he controver-
sially appointed Barry Legg, not only as the new chief executive,
but also his chief of staff. Mr Legg’s sole qualification was that he
was an old crony of Mr Duncan Smith and a fellow Europhobe.

Mr Duncan Smith had over-stepped his authority, blurring
the lines between the party organisation and the leader’s office.

He came close to losing Mr Davis’s successor, Theresa May,
while the party treasurer, Sir Stanley Kalms, an electrical retail-
ing tycoon, quit a few months later. After a humiliating climb-
down, Mr Duncan Smith was forced to re-employ Mr Gilbert
and had to get rid of Mr Legg expensively. But huge damage had
been done. Influential people within the party machine had
been dismayed by what they saw as Mr Duncan Smith’s petti-
ness and insecurity.

He urgently needed to rebuild bridges, but instead allowed
the animosity to simmer. It is this that has left him vulnerable.
There is a clear link between perceived injustices at Central Of-
fice and the leaking of potentially embarrassing information to
Mr Crick. Unsurprisingly, his appeals to personal loyalty have
had a hollow ring. Though the allegations themselves are hardly
earth-shattering, the suggestion that improper pressure may
have been applied to one official, Vanessa Gearson, to back the
leader’s version of events is worrying. Ms Gearson ran his office
during the period in question and is now a deputy director of
Central Office. It would not be the first time that an attempted
cover-up had graver consequences than the original charges.

Loyalty, or rather the lack of it, is a problem that afflicts Mr
Duncan Smith in several ways. Just as Central Office feels it owes
this leader less loyalty than his predecessors, the same is true of
Conservative mps. This is not all his fault. He is the first Tory
leader for nearly half a century not to have been elected by ama-
jority of the parliamentary party. Of all the flaws in the party’s
electoral system, bequeathed by his predecessor, William
Hague, this is the most damaging. It has reduced his legitimacy
in the eyes of mps, while encouraging him, dangerously, to seek
the support of the activists over their heads. The silly idea that
surfaced last week of summoning dissident mps into the whips’
office for “career development interviews” was a crudely uncon-
vincing attempt to threaten them with deselection.

An officer and a gentleman? »
But Mr Duncan Smith’s demands for loyalty founder for another
reason. Few can forget his relentless harrying of the 1992-97 Con-
servative government over Europe. Many senior Tories, some of
them whips at the time, do not forgive him. Mr Duncan Smith,
they claim, not only serially voted against the government, but
even conspired with Labour to bring it down.

Dire though his predicament is, Mr Duncan Smith’s fate as
leader is not yet sealed. Raising the 25 signatures needed to trig-
ger a vote of confidence is not guaranteed. The front-runners’
supporters don’twant to harm their cause by breaking cover too
early. Those who still pine for Michael Portillo, the hero of the
party’s liberal modernisers, but no longer a candidate, may
think twice about taking risks on behalf of others.

Sir Philip’s inquiry has complicated things in ways that may
even assist Mr Duncan Smith. To strike before Sir Philip reports
might appear too much like kicking a man when he’s down,
even for unsqueamish mps. But if they wait and Mr Duncan
Smith is exonerated, they may lose their chance to be rid of him
before the general election.

Such tactical considerations should be beside the point. Be-
fore becoming an m p , Mr Duncan Smith was ajunior army offi-
cer. His limitations would be tolerable only if they were offset by
the qualities usually associated with that profession: steadiness
under fire; a sense of obligation to the men he commands; loy-
alty, above all else, to the regiment. Enough said. 1

America and the Palestinians

An ever-bloodier stalemate

RAMALLAH

Why the Palestinian leadership may become more extreme-with Americans, as

well as Israelis, becoming targets

HIS week a massive roadside bomb
killed three American officials in a con-
voy travelling in the Gaza Strip under a Pal-
estinian Authority (pa) police escort.
Yasser Arafat, the authority’s president, de-
nounced the attack as “an awful crime”,
while his prime minister, Ahmed Quirei,
promised to investigate who was behind
it. None of the main Palestinian fighting
groups has claimed responsibility, nor is it
clear that the convoy was the intended tar-
get.Just south of Gaza’'s main crossing into
Israel, convoys of Jewish settlers and Is-
raeli soldiers have quite often been hit.
Few Palestinians would be surprised if
the attack was deliberate. But it would
mark the first time American government
officials have been targets in the intifada,
the Palestinian uprising that began in
2000. The ambush came a day after the
United States vetoed a un Security Coun-
cil resolution condemning the expansion
of Israel’s security wall and settlements in
the West Bank, amid a big Israeli army in-
cursion into Gaza and just when the Pal-
estinian leadership is in crisis. Palestinians
blame the Americans for all three events.
On October 12th Mr Qurei became the
second Palestinian prime minister in five
weeks to tender his resignation. It is still
unclear if he will stick with thejob: he says
his watch will last three weeks, after which
“there will be a new government with a
new prime minister too”.He may well take

the same path as his predecessor, Mah-
moud Abbas, who resigned last month
after 100 futile days in office.

Mr Abbas blamed his failure on lIsrael,
the Americans and Mr Arafat. Mr Ourei’s
obstacles are the same. The latest row was
over who becomes interior minister, man-
dated under the near-defunct “road map”
to meld the p a ’s police forces into a power
that would take on and disarm the Pal-
estinian militias. Mr Ourei had wanted to
give the job to Nasser Yusuf, a former pa
police chiefin Gaza. Mr Arafat agreed, then
refused, because-say sources in the pa-
the Americans had made the appointment
of an “independent” interior minister a
condition for supporting Mr Qurei’s call
for a simultaneous Palestinian-Israeli
ceasefire. In Mr Arafat’s eyes, that was
enough to tar Mr Yusuf as a conspirator.

With the road map in shreds and with
Israel’s decision “in principle” to “remove”
Mr Arafat hovering like a guillotine over
him, the old man’s recalcitrance may seem
pointless. Certainly, mere survival is Mr
Arafat’s priority. Since Mr Abbas’s resigna-
tion, he has recouped the limited powers
he devolved to the prime minister. He has
defied his own parliament by appointing—
unconstitutionally, as many Palestinian
mps See it-an “emergency government”
stuffed with loyalists. He has also reas-
serted himself as “supreme commander”
of all the Palestinian police forces, courtesy
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of a national security council, which he
heads. Ailing he may be, but Mr Arafat has
revamped himself as the irreplaceable
glue that holds what remains of the Pal-
estinian regime together.

Palestinian reformers say he can get
away with such obstructiveness because
of America’s policy towards him. InJune
last year, President George Bush called on
Palestinians to elect “a new and different
leadership”. That, in effect, was a call for re-
gime change by quietly shifting Mr Arafat
from the centre of financial and military
power and by cultivating a more mallea-
ble Palestinian prime minister and govern-
ment that would be beyond his control.

The flaw in that plan was that it let Mr
Arafat cast what had been a genuine and
worthy Palestinian demand for reform as
an American-Israeli plot to unseat him.
This, he intimated, was but the first step to
impose a leadership that would give up
Palestinians’ aspirations to self-determin-
ation, national sovereignty and a right of
refugees’ return. Given how bitterly Pal-
estinians view America’s support for Is-
rael, Mr Arafat’s tactic has worked well.

Why the nicer guys lose
“Abbas tried to bring in many reforms,” ex-
plains a leading Palestinian analyst. “But
Israel and the Americans did nothing to
help him by relaxing the occupation. In
Palestinians’ eyes this meant that reform
was seen, not as a means to end the occu-
pation, but as a means of accepting it—a
formula that no Palestinian can accept.”
Itis easy to see why. While Palestinian
leaders in Ramallah, just north of Jerusa-
lem, were debating the finer points of their
constitution, refugees in Rafah, in the
southern bit of Gaza, were suffering the
heaviest Israeli assault on their lives, lands
and properties in three years of fighting. »



» On October 10th Israeli tanks, bulldozers
and helicopters entered the Yebna refugee
camp there, ostensibly to unearth tunnels
used to smuggle arms from Egypt.

The Israelis found three tunnels-but
no arms. They also Killed eight Palestin-
ians, including two children, and
wounded scores. After the army’s partial
withdrawal three days later, Rafah’s
mayor, Majid al-Agha, likened the camp to
a “disaster zone”, with rescue efforts im-
peded by the Israeli siege so that Rafah was
cut off from Gaza’s main hospitals, u n Offi-
cials said it resembled an “earthquake”,
with 114 refugee shelt®-s destroyed or
badly damaged, and 1,300 Palestinian ref-
ugees made homeless. An American State
Department official said that the raid and
the demolition of houses were consistent

A plan for Palestine and Israel

with Israel’'s “need to defend itself”.

Palestinian fighters say the same about
the fierce resistance they put up. And, if the
ambush on the American convoy was de-
liberate, a few may now have decided to
export their intifada to include attacks on a
superpower whose policy they deem to be
long on the war against terror but short on
ending Israel’s occupation of their land
and the cycle of violence it engenders.

Until that policy is changed, Mr Arafat
is likely-unless he is physically evicted-to
remain indomitable in Ramallah. And as
the violence worsens, the chances are ris-
ing that he will eventually be replaced, not
by the likes of Mr Ourei, let alone Mr Ab-
bas, but by the sort of Palestinians forged
in the ruins of Rafah, where America is the
enemy just as much as Israel. 1

A “virtual” road map

JERSUSALEM

If other Israeliswere elected, the outlook might be very different

HILE war raged in the Palestinian
territories occupied by Israel, an

oasis of peace shimmered on the shores
of the Dead Sea in Jordan. On October
12th former Palestinian and Israeli nego-
tiators met there to seal a “model peace
agreement”. This Geneva accord, so
named since the Swiss government
sponsored the two teams, will now be
taken to governments and peoples for
approval. Yasser Arafat, the Palestinian
Authority’s president, blessed his men
but stressed that the “virtual” deal did
not represent official policy. The Israeli
government said the oasis was a mirage.

The accord is the fruit of a two-year
slog by a former Israelijustice minister,
Yossi Beilin, a former Palestinian in-
formation minister, Yasser Abed Rabbo,
and remnants of the Palestinian and Is-
raeli peace camps, including members of
Israel’'s Labour Party, the main opposi-
tion. The result is a document of com-
promise, especially by the Palestinians.

Without saying so, their draftees gave
up the right of return. Instead, Palestin-
ian refugees would be able to come back
to a Palestinian state in the West Bank
and Gaza or settle for good in their
present host countries, mainly Jordan,
Syria and Lebanon. Some would live in
“third countries”,including Israel. But
the numbers repatriated would be at Is-
rael’s “sovereign discretion”, not by the
refugees’ own choice. Israeli draftees say
this means about 30,000 people. There
are 3.5m registered Palestinian refugees,
says the u n, and 5m altogether, says the
Palestine Liberation Organization.

In exchange, the Palestinians would
get 97.5% of all the land occupied by Is-

rael in the 1967 war. The majority of set-
tlements in the West Bank and all of
those in Gaza would be dismantled but
Israel would annex two bigJewish set-
tlements south and east of Jerusalem,
Maale Adumim and Gush Ezion, plus
another 12 in EastJerusalem, which Is-
rael conquered in 1967. Some 115,000
settlers out of 400,000 would be evacu-
ated, say Israeli draftees.

On the devilish borders that would
be demarcated inJerusalem’s Old City-
holy to Muslim, Christian and Jew-the
accord follows the guideline laid down
by President Bill Clinton in 2000: what is
Arab should be Palestinian and what is
Jewish should be Israeli. The Palestin-
ians would have sovereignty over the
Harem al-Sharif (also known as the Tem-
ple Mount), while Israel would have
sovereignty over the Wailing Wall and
the oldJewish quarter. “The refugees’
right of return was the toughest issue for
the Palestinians to accept. Jerusalem was
ours,” said an Israeli participant.

They had no right to tackle it, said Ar-
iel Sharon, Israel’s prime minister. He de-
nounced the accord as a “cynical
attempt by Labour and the left to topple
the [Israeli] government by illegitimate
means when we are in a difficult cam-
paign against terror”. Ehud Barak, a for-
mer Labour leader and prime minister,
said much the same, while the party’s
current leader, Shimon Peres, was pru-
dent. “If the Palestinians really gave up
the right of return and recognised Israel
as alewish state, then the [draft] agree-
ment is a good basis for negotiations be-
tween governments who want to hold a
true dialogue,” he said.

Iraqg's Shias

The rise of a
radical

BAGHDAD
The Americans do notknow how to
handle arising and rabid Shiacleric

WORRISOME young Shia clergyman

this week launched an alternative to
the Governing Council that was setup and
is still controlled by the Americans as
Irag’s fledgling ruling body. Because the
Americans, under their proconsul, Paul
Bremer, have either co-opted the main
Shia religious parties or convinced them at
least not to oppose American rule for the
time being, Mugqtada al-Sadr and his co-
horts have found a niche as spokesmen for
Iragi Shias’ discontent. And it is plainly
proving hard for the Americans, and lraqis
co-operating with them, to deal with Mr
Sadr and his movement. Too heavy an
American hand might increase resent-
ment and restlessness among Iraq’s hith-
erto acquiescent Shias, some 60% of the
population. But doing nothing means let-
ting Mr Sadr roam free to spread the word
against “the great Satan”.

Most Shias welcomed American libera-
tion from Saddam Hussein, only to be dis-
mayed by the slow progress towards their
betterment so far. Mr Sadr’s call for an al-
ternative cabinet to run lrag taps into
widespread disillusion with the Govern-
ing Council, most of whose 25 members
seem to be closeted much of the time be-
hind concrete barricades in their Baghdad
compound. The latest carnage-a suicide
car-bomb on October 12th at the gates of
the fortified Baghdad Hotel in the heart of
the capital, another outside the Turkish
embassy, an abortive assassination at-
tempt on the oil minister and the killing of »

Just afamily man

» aSpanish military attache-has only inten-
sified the council’s siege mentality.

Fear is but one factor hamstringing the
council. Deep ethnic and sectarian rifts,
plus its difficulties in co-operating with
American advisers, are others. Moreover,
the council so far has little power to take
big decisions-on such matters, for in-
stance, as the Americans’ invitation, ac-
cepted last week by Turkey, to send in
peacekeeping troops. The council’s de-
crees tend to affect less controversial mat-
ters—such as giving teachers a bonus for
the imminent fasting month of Ramadan.
The expected passing thisweek of au n Se-
curity Council resolution declaring,
among other things, that the council
should “embody the state” will not, at least
in the short run, increase its clout.

So Mr Sadr-and his fierier counter-
parts in Sunni mosques-have jumped at
the chance to fill a leadership vacuum.
Their pulpits and health centres provide a
link to the people. They are courageous
and canny. The Americans and the Shiare-
ligious establishment, which casts doubt
on Mr Sadr’s religious credentials, admit
that he can no longer be ignored as an up-
start. Last week, American tanks rolled
into his stronghold in the al-Thoura slum
district of Baghdad after his preachers, in
their Friday sermons, proclaimed it an
“American-free zone”. This week in Kar-
bala, the Shias’ nearest holy city to Bagh-
dad, supporters of the Shia traditionalist
with the biggest following, Ayatollah Ali
Sistani, vowed to recapture the loot Mr
Sadr’s militia had earlier pillaged.

Megaphonic mayhem

So far Mr Sadr’s disciples have held firm.
The loudspeakers of mosques in al-Thoura
enjoined the faithful to stop the American
forces’ advance. In the ensuing clashes,
two American soldiers and two Shias
were killed. The al-Thoura loudspeakers
also called on the faithful to mobilise in
Karbala. Baffled Bulgarian peacekeepers,
who patrol the town, sealed it off.

Mr Sadr says he backs civil, not armed,
disobedience and blames the violence on
thugs who mug in his name. He calls for
rallies to endorse his proposal for an inde-
pendent cabinet and says he will have no
truck with terrorism. But he is no Gandhi.
In the lawlessness of post-war Iraq, he set
up amilitiawhich the Americans and their
Spanish allies in Najaf, the other town
most holy to Shias, have tried but failed to
disarm. And his adherents have threat-
ened clergymen close to Mr Sistani for be-
ing too cosy with the Americans. One of
them, who received a death-threat along
with a bullet in the post, predicted a civil
war unless Mr Sadr’s militia is squashed.

Many Shia religious leaders fear a re-
peat of their setback in 1920, when their
predecessors’ call for an uprising led Brit-
ain to create a state led by Sunnis. But ar-

The Organisation of the Islamic Conference

Times are changing

PUTRAJAYA, MALAYSIA

Muslims see the world shifting-and aren’t sure what to do about it

HE delegates to the summit of the

Organisation of the Islamic Confer-
ence (01c) had no trouble agreeing on
one point, at least: the Muslim world is
going through its roughest patch in a
good long while. Since the leaders of
Muslim countries last assembled, in No-
vember 2000, a lot has changed. The Is-
raeli-Palestinian peace process has all
but collapsed; America has toppled a
Muslim regime in Afghanistan, and oc-
cupied a Muslim country, Iraq. A third
Muslim country, Syria, has recently been
on the receiving end of Israeli missiles,
while a fourth, Iran, is facing flak about
its nuclear programme.

The 57-member 01c would have re-
sponded with a lot of bickering and fin-
ger-pointing, rounded off with a
bombastic denunciation of Zionism. In-
stead, Malaysia, the host of this year’s
summit, tried to steer the group towards
“practical, implementable” measures.
Mahathir Mohamad, who steps down as
prime minister at the end of this month,
deplored “the Jews’ rule of the world by
proxy” but stressed a need to negotiate
with Israel. He also said more scientific
research and economic development
would set the Muslim world to rights.
Abdullah Ahmad Badawi, his deputy
and successor, called for more introspec-
tion and dialogue between Muslims.
The hosts organised a trade fair (arms
dealers to the fore) to coincide with the
summit and even touted a quixotic idea
for an Islamic trade system, denomi-
nated in gold dinars.

There was the usual talk of reforming

rests and round-ups might bolster Mr
Sadr’slotin Irag’s Shia urban slums. More-
over, repression has often aroused Shia
sentiment, from the assassination of the
Shia founder, the Prophet Mohammed’s
son-in-law, Ali, to Mr Hussein’s more re-
cent suppression of Shia uprisings.
Deliberately invoking Shia millennial-
ism, Mr Sadr named his militia after the
Mahdi, the 12th imam in succession to Ali
who disappeared and is due to return as
the Messiah. He published his plan to re-
store Iragi rule on the 15th of the Muslim
month of Shaaban, the Mahdi’s birthday,
when hundreds of thousands of Iraqi pil-
grims mass in Karbala. Mr Sadr wants to
move Iraq’s capital from Baghdad to Najaf.
So far, his bark is worse than his bite.
His call for demonstrations to endorse his
cabinet when Im pilgrims gathered in Kar-
bala for the Mahdi’s birthday went unan-

A flagging debate

the oic itself. Pakistan wanted members
to contribute more money, to give the
outfit more clout, though many do not
pay their current dues. The group’s sec-
retariat presented a consultant’s report
detailing how it could make itself more
effective. There was even a move to raise
the oic’s profile by elevating the soon-
to-be-jobless Dr Mahathir to the post of
secretary-general, though he insisted
that he was not interested.

In the end, however, the usual point-
scoring dominated the discussions.
Some delegates sniffed at the presence of
Iragis from the Governing Council ap-
pointed by America. Others, the Iragis
included, decried Turkey’s decision to
send troops to Irag. Yet others berated
Malaysia for inviting Russia, given its ill-
treatment of Muslims in Chechnya. The
final communiqué had not been settled
by the time The Economist went to press,
but Zionism was unlikely to escape un-
scathed. Times, it seems, have changed
more than the oic has.

swered. But he can certainly make trouble.
The latest clashes began when Mr Sadr’s
representative in west Baghdad, Muiyid al-
Khazraji, was nabbed by the Americans
from his mosque.

Could the Americans have done more
to accommodate Mr Sadr? Yes, says the
man himself. We were ready to talk, when
you excluded us from the Governing
Council, partly to mollify rival Shias. Be-
sides, the House of Sadr has long been at
the forefront of Iragi politics. A head of the
clan was a prime minister under the mon-
archy; a relative founded the Dawa under-
ground after the revolution of 1958; and
Shias revere Mr Sadr’s father, the only top
cleric to stand up to Mr Hussein inside Iraq
after the suppression of the uprising in
1991; his bravery cost him his life. The son
may not live up to that pedigree but feels
impelled to maintain the family honour. 1
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Saudi Arabia

Quite a step

CAIRO
A promise of local elections isatelling
omen of democratic stirrings tocome

N ANY other city, this week’s happen-
I ings would have passed unnoticed. Va-
rious worthies addressed a conference on
human rights; the government pledged
elections in a year’s time; and a few hun-
dred protesters blocked a crossroads. But
in Riyadh, dour seat of one of the world’s
most absolute monarchies, these were all
momentous, unprecedented events.

That Saudi Arabia should undergo
change is not new. It has changed a great
deal from the parched, poor and fanati-
cally conservative place it was a few de-
cades ago. Yet political reform has lagged
miserably. The only representative institu-
tion of any kind is the appointed Shura
Council, which can tinker with laws. The
al-Saud family takes all serious decisions.

Pressure for change has been mount-
ing. From abroad, especially from Amer-
ica, comes increasingly pointed advice
about the need to fend off religious radi-
cals by granting citizens the right to influ-
ence policy. But the bigger pressures are in-
ternal. Oil income has stayed flat even as
the population soars, encumbering the
kingdom with a swelling pool of jobless
youths who are prey to radical ideas. A
spate of deadly attacks by al-Qaeda sym-
pathisers earlier this year jolted even the
most complacent of princes. Liberals and
loyal religious conservatives alike now
concur that a new, less paternalist social
contract is needed if the country is to over-
come such problems.

Emboldened by the receptiveness in
some royal circles, prominent citizens
have taken to bombarding their rulers
with petitions. The most recent, signed by
300 eminent professionals, among them
50 women, demands an elected legisla-
ture, an independent judiciary, guaran-
teed civil rights and the promotion of reli-
gious tolerance. The exposure of ordinary
Saudis to the internet and satellite televi-
sion, meanwhile, has prompted ever-
franker talk of such notions. This week’s
protest in Riyadh’s business district may
have been organised over the ether by a
London-based opposition group.

To date, much of the response has been
window dressing. The fancy human-rights
conference, for example, spent more time
accusing the West of double standards
than addressing chronic local abuses.
While outspoken liberals have been qui-
etly banned from Saudi media, dozens of
radical preachers have been sacked from
state posts. Hundreds more Islamists have

beenjailed in anti-terror sweeps.

Yet the very holding of such a confer-
ence, with a full array of princes in atten-
dance, marks an important widening of
public discourse. The elections pledge is
even more telling. The promised polls will
be only for city councils, and will fill only
half their seats, the rest being princely ap-
pointments. Still, they will be the first elec-
tions of any kind since a brief stab at local
democracy in the stone age of the 1950s.

And more may soon come. Saudi Ara-
bia’s foreign minister, Prince Saud bin Fai-
sal, says the promised polls are but the first
step in reforms that envisage “citizens’ par-
ticipation” as a prerequisite for progress.
The trouble is that not all princes are quite
so keen on change. This week’s demon-
stration, swiftly broken up by police,
could, say some observers, prompt foot-
dragging rather than speedier reform. 1

Economic reform in Nigeria

Shock therapy

LAGOS
The sudden deregulation of fuel prices
could herald economic reform at last

OST Nigerians see cheap fuel as their

birthright. Nigeria is Africa’s biggest
oil producer yet petrodollars have en-
riched only an elite, while the poor lack
clean water and regular electricity. The
one thing government does provide, Nige-
rians reckon, is cheap petrol, most of itim-
ported, then sold locally at much subsi-
dised prices. Until recently, a litre of petrol
cost less than a bottle of mineral water.

No more. In a radical change of policy,
Nigeria’'s President Olusegun Obasanjo
has put an abrupt end to that perk. On Sep-
tember 30th the government’s fuel-price
regulator lifted the price cap on petrol, die-
sel and kerosene, throwing the market
open to competition.

Chaos ensued. Trade unions called a

The government should carry the can
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general strike, then suspended itwhen fuel
retailers promised not to raise prices-but
did. In Lagos, the commercial capital,
pump prices jumped by a quarter over-
night. Union members picketed petrol sta-
tions and browbeat station attendants into
dropping prices. Many stations have
closed, waiting for the row to blow over.

Mr Obasanjo, re-elected for a second
term in April, has been criticised for failing
to explain to Nigerians why they will have
to pay more for bus fares and groceries.
Still, freeing up the market is the first seri-
ous step he has taken towards mending
the country’s battered economy since he
came to power four years ago. Fuel subsi-
dies cost at least $1 billion a year-and
breed corruption, create shortages and dis-
courage the development of other energy
sources, such as Nigeria's natural gas.

Worst of all, subsidies have turned the
fuel business into a racket controlled by
crooked officials at the Nigerian National
Petroleum Corporation (n npc), the state
oil company. Over the years its four refin-
eries, having fallen into chronic disrepair,
have run at only one-third of production
capacity. The n npc also imports fuel, but
not enough to meet the country’s needs.

The resulting shortage creates fertile
ground for bribe-taking. Petrol-station
owners grease the palms of n n pc oOfficials
to get their allocation, then pass on the cost
of the bribe to consumers by selling most
of their stock more expensively on the
black market. Petrol stations outside Lagos
and the capital, Abuja, are often empty.
Butjust a few yards away, jerrycans filled
with petrol sell briskly at the roadside for
up to four times the official price.

Fuel deregulation should get rid of the
ubiquitous queues snaking outside petrol
stations and should pave the way for the-
state refineries to be sold off. Yet Nigerians
suspect the government’s motives for tak-
ing away cheap petrol and doubt that the
money saved will be put to good use.

You can'tblame them. The government
spends over 80% of the budget running its
own incompetent and corrupt bureauc-
racy. When not asleep at their desks, civil
servants openly and cheerfully ask visi-
tors to their offices for cash. Higher up the
ladder, government procurement officers
inflate contracts for anything from paper
clips to luxury cars. Mr Obasanjo uses sev-
eral presidential planes and moves around
town in a convoy of over 50 cars.

Yet there is some hope for change. The
president has gathered a team of good
economists under a new finance minister,
Ngozi Okonjo-lweala, once a high-up at
the World Bank. They have drawn up an
ambitious clutch of reforms focusing on
job cuts in the public sector, investment in
agriculture and infrastructure, and a new
drive to speed up halting privatisations.
Nothing new, but there may be a greater
willingness to implement itall this time. 1

By invitation: Mohamed ELBaradei

Towards a safer world

VIENNA

The shortcomings of the present nuclear non-proliferation regime are becoming
evident. Mohamed ElIBaradei offers his views on how it could be improved

HE very existence of nuclear weapons

gives rise to the pursuit of them. They
are seen as a source of global influence,
and are valued for their perceived deter-
rent effect. And as long as some countries
possess them (or are protected by them in
alliances) and others do not, this asymme-
try breeds chronic global insecurity.

The present nuclear-arms-control re-
gime is looking battered. But any reform of
that regime must begin by conceiving a
framework of collective security that does
not rely on nuclear deterrence. The rise of
terrorist groups makes this essential. A nu-
clear deterrent is clearly ineffective against
such groups; they have no cities that can be
bombed in reply, nor are they focused on
self-preservation. Moreover, their con-
stantly shifting targets and modes of attack
demand a more co-operative and flexible
international response. The “war on ter-
ror” should provide an impetus towork to-
wards a global security culture that will
serve the interests of all countries equally,
and will make reliance on nuclear weap-
ons obsolete.

Revisiting the NPT regime

In hindsight, a number of the premises of
the 1970 Treaty on the Non-Proliferation of
Nuclear Weapons (n p t ) seem less than op-
timal. In a nod to “the early bird gets the
nuke”,ittemporarily legitimised the arsen-
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als of the five countries that had already
developed nuclear weapons. It forbade
other signatories to develop such weap-
ons, but included no strategy for persuad-
ing countries that refused to sign-a loop-
hole which India, Pakistan and, presum-
ably, Israel have used, raising the number
of nuclear-armed states to at least eight.
And it relied on the promise of the signa-
tories to use nuclear materials for peaceful
purposes only. They could use them for
health care, agriculture or energy produc-
tion, but could not divert them to non-
peaceful purposes. In fact, however, they
have been able to operate very close to a
nuclear-weapons capability.

In the climate of the mid-to-late-i960s
in which the n pt negotiations took place,
this bargain was the best that could be
achieved. But the asymmetry it endorsed
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was never intended to be permanent. The
nuclear-weapon states agreed to move to-
wards full disarmament-a commitment
renewed “unequivocally” by all five states
as recently as 2000-although without a
timetable. Some progress on disarmament
was made in the late 1980s and early
1990s, but it had nearly ground to a halt by
the end of the century, with nearly 30,000
warheads still in existence. The Compre-
hensive Nuclear Test-Ban Treaty, sought
for over four decades as the jewel in the
crown of the arms-control regime, was fi-
nally concluded in 1996; but seven years
after being opened for signature, itstill lan-
guishes unimplemented. The recent “Mos-
cow Treaty” between the Russian Federa-
tion and the United States is encouraging;
however, it is not permanent, and it does
not address non-operational warheads.
And despite volumes of rhetoric on the
topic, no progress has been made on per-
suading India, Israel and Pakistan to aban-
don their nuclear-weapons programmes.

Similarly, on the non-proliferation
front, many countries that have signed the
npt have never brought into force the re-
quired safeguards agreement with the In-
ternational Atomic Energy Agency (iaea).
Fewer than 20% have finalised an addi-
tional protocol—endorsed in 1997 after the
discovery of Irag’'s clandestine nuclear
programme-which gives the iaea the au-
thority to inspect countries more broadly,
particularly for undeclared nuclear mate-
rial and activities.

This sluggish performance on all fronts
signals the need for a different approach.
Reluctance by one party to fulfil its obliga-
tions breeds reluctance in others. Each dis-
covery of a clandestine programme makes
us question whether more exist. While l'in
no way wish to undercut the importance
of states’ adherence to their npt obliga-
tions, | believe itis time to begin designing
aframework more suited to the threats and
realities of the 2Ist century.

In too many hands

Countries with nuclear industries have set
up elaborate accounting and protection
measures to ensure strong national over-
sight of their nuclear material. The iaea
inspects regularly to verify the accuracy of
what countries report. Export controls re-
strict the transfer of sensitive technologies
that could be misused for nuclear-weap-
ons production.

But controlling access to nuclear-weap-
ons technology has grown increasingly
difficult. The technical barriers to design-
ing weapons and to mastering the process-
ing steps have eroded with time. Much of
the hardware in question is “dual-use”; for
example, itis hard tojustify restrictions on
exporting “hot cell” technology that could
be used for plutonium separation when
the same equipment is vital for producing »



} radioisotopes used in modern medicine.
Changes in political fortunes or economic
downturns have at times found nuclear
scientists without jobs and reportedly
willing to offer their knowledge and ser-
vices elsewhere. And with the passage of
time, the sheer diversity of technology has
made it harder to control both procure-
ment and sales. In pre-1992 Iraq, for exam-
ple, scientists were simultaneously pursu-
ing no fewer than six different
technologies to enrich uranium for even-
tual weapons use, shopping for essential
equipment and specialised materials in
more than ten countries.

Uranium enrichment is sophisticated
and expensive, but it is not proscribed un-
der the n pt. Most designs for civilian nu-
clear-power reactors require fuel that has
been “low-enriched”, and many research
reactors operate with “high-enriched” ura-
nium. It is not uncommon, therefore, for
non-nuclear-weapon states with de-
veloped nuclear infrastructures to seek en-
richment capabilities and to possess size-
able amounts of uranium that could, if
desired, be enriched to weapons-grade.

While high-enriched uranium is easier
to use in nuclear weapons, most advanced
nuclear arsenals favour plutonium, which
can be tailored for use in smaller, lighter
weapons more suited for missile war-
heads. Plutonium is a by-product of nu-
clear-reactor operation, and separation
technology (“reprocessing”), also not pro-
scribed under the npt, can be applied to
extract the plutonium from spent fuel for
re-use in electricity production.

Under the current regime, therefore,
there is nothing illicit in a non-nuclear-
weapon state having enrichment or re-
processing technology, or possessing
weapon-grade nuclear material. And cer-
tain types of bomb-making expertise, un-
fortunately, are readily available in the
open literature. Should a state with a fully
developed fuel-cycle capability decide, for
whatever reason, to break away from its
non-proliferation commitments, most ex-
perts believe it could produce a nuclear
weapon within a matter of months.

In 1970, it was assumed that relatively
few countries knew how to acquire nu-
clear weapons. Now, with 35-40 countries
in the know by some estimates, the margin
of security under the current non-prolifer-
ation regime is becoming too slim for com-
fort. We need a new approach.

My proposal has three parts:

« First, it is time to limit the processing of
weapon-usable material (separated pluto-
nium and high-enriched uranium) in civil-
ian nuclear programmes, as well as the
production of new material through re-
processing and enrichment, by agreeing to
restrict these operations exclusively to fa-
cilities under multinational control. These
limitations would need to be accompa-
nied by proper rules of transparency and,

above all, by an assurance that legitimate
would-be users could get their supplies.

» Second, nuclear-energy systems should
be deployed that, by design, avoid the use
of materials that may be applied directly
to making nuclear weapons. These sys-
tems should have built-in features that
would prevent countries diverting mate-
rial to weapons production; prevent the
misuse of the facilities and equipment for
clandestine manufacture of such materi-
als; and facilitate efficient oversight to en-
sure continued peaceful use. This is not a
futuristic dream; much of the technology
for proliferation-resistant nuclear-energy
systems has already been developed or is
actively being researched. In addition, ex-
isting facilities around the world that use
high-enriched uranium applications-for

example, to produce medical radioiso-
topes- should continue, gradually butirre-
versibly, to be converted to low-enriched
processes.

» Third, we should consider multinational
approaches to the management and dispo-
sal of spent fuel and radioactive waste.
More than 50 countries have spent fuel
stored in temporary sites, awaiting re-
processing or disposal. Not all countries
have the right geology to store waste un-
derground and, for many countries with
small nuclear programmes for electricity
generation or for research, the costs of such
afacility are prohibitive.

Considerable advantages-in  cost,
safety, security and non-proliferation-
would be gained from international co-op-
eration in these stages of the nuclear fuel
cycle. These initiatives would not simply
add more non-proliferation controls, to
limit access to weapon-usable nuclear ma-
terial; they would also provide access to
the benefits of nuclear technology for
more people in more countries.

The new framework should also “turn

off the tap”, for all countries, on the pro-
duction of new material for nuclear weap-
ons. This year marks the tenth anniversary
of an historic United Nations resolution
calling for a ban on the production of fis-
sile material for weapons use-the so-
called Fissile Material Cut-off Treaty—en
which little recent progress has been
made. This treaty could cap and make pub-
lic all inventories of fissile material still
available, and serve as a starting point for
future arms reductions.

I do not have all the answers on what
this framework should look like. But it
should be inclusive; nuclear-weapon
states, non-nuclear-weapon states, and
those outside the current non-prolifera-
tion regime should all have a seat at the ta-
ble. The security concerns of all parties
should be heard and weighed, and the aim
should be to achieve full parity among
them under a new security structure that
does not depend on nuclear weapons or
nuclear deterrence. This naturally should
include agreement on a concrete pro-
gramme for nuclear disarmament, com-
plete with a timetable.

And lastly, once in force, this new
framework should be regarded as a “pe-
remptory norm” of international law-not
vulnerable to any nation subsequently
withdrawing, based on the whim of anew
government or a vote of the latest parlia-
ment. In short, it should be enduring.

A call for leadership

In all of human history, no civilisation has
ever voluntarily laid down its most power-
ful weapons. Itremains to be seen whether
ours can be the first.

We have not yet reached the mid-1960s’
prediction of a world of 15 or more nu-
clear-weapon states, but we are ovef half-
way there. And the trends indicated by re-
cent events should have us all worried.

I worry that, in our collective memo-
ries, the horrors of Hiroshima and Naga-
saki have begun to fade. lworry about nu-
clear weapons falling into the hands of
terrorists or ruthless dictators. | worry
about nuclear weapons already in the ar-
senals of democracies-because as long as
these weapons exist, there is no absolute
guarantee against the disastrous conse-
quences of their theft, sabotage or acciden-
tal launch, and even democracies are not
immune to radical shifts in their security
anxieties and nuclear policies.

I worry, but | also hope. | hope that a
side-effect of globalisation will be an en-
during realisation that there is only one
human race, towhich we all belong. lhope
that dynamic leaders within national gov-
ernments, international institutions and
civil society will step forward with the vi-
sion, the integrity and the will to reverse
the inertia of fear and insecurity. lhope we
can all agree to sit down together, and to
startanew. 1

The politics of immigration

Business v Bush

NEW YORK

Why you may not need to rush to change your passport after all

ASHING big business is part of the rou-

tine of “liberal” America: just pluck
any book written by Michael Moore from
the bestseller lists. Yet in between corrupt-
ing politicians, ripping off honest workers
and undermining democracy, the “stupid
white men” who run America’s evil cor-
porations have somehow found time to
force the White House to retreat on a sub-
ject close to the hearts of liberals of all
sorts: the rights of immigrants.

In the wake of September 1lth, most
people accepted that some form of clamp-
down on immigrants was justified. The hi-
jackers, all foreigners, had brutally ex-
posed the inadequacies of America’s
immigration system. The Bush administra-
tion’s response has come in three basic
parts: stepping up policing of immigrants
inside the country; moving the bureau-
crats who deal with immigration into the
new Department of Homeland Security,
alongside the customs and borders peo-
ple; and making it harder for visitors of all
sorts to get into the country.

tions which, itsays, have undermined civil
liberties and due process for immigrants.

Critics also claim that moving the im-
migration bureaucrats from the Justice De-
partment to Homeland Security has pro-
duced a change of attitude. Jose Pertierra,
an immigration lawyer, says there is now
“apolice mentality and a culture of no”.

These protests have not gone unno-
ticed. Republicans worry about Mr Bush'’s
popularity with Arab-Americans, a group
he has been courting. A sharply worded re-
port from thelJustice Department'sown in-
spector-general inJune caused embarrass-
ment. But little change of heart has
resulted. For most conservatives, anything
that increases domestic security and an-
noys the American Civil Liberties Union
(ac 1u) must, per se, be good.

In contrast, the business assault on im-
migration policy focuses on a more sensi-
tive subject for Mr Bush: the economy.
Businessmen claim his changes are chok-
ing tourism, hampering trade and prevent-
ing firms from hiring workers. Their main

So far, the noisiest part of the debatdarget is the third part of Mr Bush’s strat-

has focused on the civil liberties of those
affected by the first two parts of this re-
sponse. Immigrant groups claim that, un-
der cover of national-security interests, of-
ficials have been harassing ethnic comm-
unities, especially Muslim ones. The Am-
erican Immigration Lawyers Association
counts 50-odd separate government ac-

egy-the rule-changes that are making it
harder for foreigners to enter America.
America admits only 1.Im immigrants
ayear. Most of them are already resident in
the country in one way or another, having
previously entered the country on tempo-
rary visas. On top of this, America proba-
bly gets im-2m more people a year coming
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across its frontier from Mexico, though
these border-slippers are not counted.
Most of the recorded 25m people who fly
in for a holiday or to do business come
from rich countries, more than 4m of them
from Britain alone. Under America’s visa-
waiver programme, most European visi-
tors do not need special permission.

America has announced four recent
changes to all this. From August Ist, almost
all travellers who need visas have had to
go through interviews at consulates, re-
placing a system in which the consulates
decided whom they should interview.
Since October 1Ist, travellers from visa-
waiver countries have needed a machine-
readable passport. From next January Ist,
all visitors who travel on visas are sup-
posed to be photographed and finger-
printed on entry into America. And from
next October new passports issued by
visa-waiver countries are supposed to in-
clude “biometric” data taken from, say, fin-
gerprints or a facial scan.

Foreign tourists spend $65 billion ayear
in America. Last year the number of tourist
and business arrivals dropped by 15%, the
biggest fall since 1983. Groups such as the
Travel Industry Association and the Na-
tional Business Travel Association have
been lobbying Congress to “balance
homeland and economic security”.

On September 9th, they announced
their first victory. Countries within the
visa-waiver scheme who have plenty of
people with low-tech passports (such as
France, Italy and Spain) can now apply for
an extra year to get machine-readable
passports into circulation. Should foreign
governments fail to meet next year’s im-
probable deadline for the new biometric
rules, lobbyists think those rules too can
be delayed.

The fingerprinting and photographing »



v of foreign visitors on arrival may also have
to be put back. There had been talk of in-
troducing the system at America’s 30 busi-
est airports at the start of next year. Now
managers at these airports are saying they
have had no time to get ready, and the tra-
vel industry is floating the idea of a further
delay.

Another target for the business lobby is
the growing queues for visa interviews in
non-waiver countries such as Brazil (up to
six weeks) and South Korea (up to seven).
These are making spur-of-the-moment
business travel-often the most productive
sort-impossible. Again, lobbyists seem
confident they can get the problem fixed, if
the government pays more money for
more State Department officials.

Pleading for workers

Quietly, the business lobby is also pushing
to change the rules for foreign workers in-
side America. The main target is the an-
nual quota for n-ib visas (six-year work
permits for white-collar employees, most
famously Indian software engineers). In
1990 Congress introduced an annual h -ib
quota of 65,000 people. This rose to

195,000 in 2000 as firms lobbied for more

engineers. This month, the cap reverted to
65,000. Even in recession, this will not be
enough to meet demand.

Until recently, lobbyists had given up
any hope of a higher cap. America over-
flows with unemployed software engi-
neers protesting about imported foreign-
ers. One otherwise out-of-work engineer,
Rob Sanchez, puts his energies into a web-
site (zazona.com) that claims to lay bare a
policy “designed by big business to replace
American workers with cheap young
blood”—even though arecent study by the
Migration Policy Institute (mpi) found
that, when you allow for age, experience
and education, employers actually pay for-
eigners more than Americans.

Yet the politics has begun to brighten a
bit recently. According to Theodore Ruth-
izer of Bryan Cave, alaw firm, lobbyists are
hoping for progress on two fronts: getting
more exceptions to the sorts of work and
levels of experience that make ajob count
towards the annual n-ib quota, and per-
suading Congress to put the yearly cap
back to 115,000 or so.

Business has also begun to fight on be-
half of the 1Im undocumented workers it
surreptitiously employs. Here the main
problem is not the hairy-armed brutes at
the Department of Homeland Security,
say lawyers, but a law passed in the 1990s
that took full effect in 2001. Before then an
employer could sponsor an undocu-
mented employee for awork visa, creating
a “path to citizenship”. Now anyone who
has worked in America illegally for more
than a year must go home for ten years be-
fore qualifying for sponsorship. Several
bills (all deeply flawed, complain immigra-

tion lawyers) are trying to overturn this
rule in both the House and the Senate.

These “victories” for business should
not be exaggerated. Kathleen Newland of
the mpi argues that the law demanding
machine-readable passports was an exam-
ple of “aspirational legislating”. Congress
set a hopelessly optimistic goal, knowing
full well that foreign bureaucrats would in-
evitably fail to meet it. But, for the moment,
businessmen are having more effect on
immigration policy than the aci1u can
possibly claim. 1

Celebrityjustice

Kobe in the dock

Yet another “trial of the century” is
gearingup

APPILY for television-addicted Ameri-
H cans, another media event may arrive
just in time to fill the gap left after Califor-
nia’s recall election. That is the trial of
Kobe Bryant, a star basketball player for
the Los Angeles Lakers, who stands ac-
cused of sexual assault. Mr Bryant's pre-
liminary hearing, the first step towards a
jury trial, was adjourned early after the
prosecution announced that it had evi-
dence of the accuser’s physical injuries,
and Mr Bryant's lawyer, Pamela Mackey,
replied by hinting that the defence was
willing to offer graphic details about the al-
leged victim’s recent sexual history. The
judge will rule soon on whether the full
trial goes ahead.

Mr Bryant, a precocious athlete who
was brought up in Italy and skipped uni-
versity to play professional basketball,
was recovering from knee surgery this
summer at ahotel near the classy ski resort

He's famous, his accuser's unknown

of Vail, in Colorado. He is said to have in-
vited a female hotel employee to visit his
room after she had given him atour of the
hotel. At atearful press conference with his
wife in July, he admitted to committing
adultery with the woman. What else his
actions may have amounted to is the sub-
ject of endless argument.

Celebrity trials have a long and distin-
guished history in America. Hollywood in
its golden years saw one after another. In
more recent times, when OJ Simpson, a
star football player, was accused of mur-
der in 1994, his flight from arrest and sub-
sequent trial eclipsed all other news. Ask
almost any American where he or she was
on the day OJ fled down the San Diego
Freeway, and you will get a ready answer.

A closer analogy to Mr Bryant's case is
the trial of William Kennedy-Smith, the
nephew of Senator Edward Kennedy, on
rape charges in 1991. Mr Kennedy-Smith
had returned with awoman to his family’s
beach house in Palm Beach, Florida, after a
night out at Au Bar, a local watering hole.
He was accused of rape, but was acquitted
at trial. Live television broadcasts from the
courtroom blocked out his accuser’s face
with ablack cloud in an attempt to protect
her anonymity.

The Bryant case, like Mr Kennedy-
Smith’s, will no doubt revive discussion
over the way rape cases are handled by
America’s courts. Prosecutors have kept
the accuser’s name under seal, now astan-
dard practice. Almost all American news-
papers have adopted a similar policy of
non-disclosure of the names of victims
and alleged victims of sexual assault. But
in this age of the internet, and of rabid
sports fans wanting to defend their hero,
that has not stopped some people posting
the accuser’s name online and reportedly
making death threats against her. The
court, too, inadvertently posted on the
web a document containing her name.

Courtrules also forbid rape defendants
from besmirching an alleged victim’s
name or detailing her sexual history,
which was common practice until around
three decades ago. That makes rape cases
unique in their protection of the accuser’s
rights. Yet this did not stop residents of Ea-
gle County, Colorado describing the ac-
cuser’'s wayward way of life on television
last summer, as if she were so well known
locally that anonymity was absurd.

So far, no decision has been reached on
allowing television cameras in court if a
full trial goes ahead. Their presence was
blamed for the carnival atmosphere in the
OJ Simpson case. Hundreds of film crew-
men stand ready outside the courthouse;
yet, with the rise of cable television chan-
nels such as Court « v, and of many more
round-the-clock news outlets, fewer of
them can make a profit solely on Kobe's
woes. This case may in fact mark the wan-
ing of the era of trial by television. 1

The right to die

But who says?

CLEARWATER, FLORIDA
An agonising quarrel between parents
and husband

OR those unfamiliar with right-to-die

decisions, the web videos of 39-year-
old Terri Schiavo are painful towatch. Here
is a woman whose expression appears to
go from stupor to joy at the sound of her
mother’s voice. She opens her eyes wide
on command and moves her head to track
a floating balloon. Although clearly men-
tally impaired, she does not look like the
vegetable one normally associates with
debates over withdrawing life-support.

But on Wednesday, to the horror of
thousands of web surfers worldwide, doc-
tors removed the feeding tube that has
been keeping her alive. The formerly
healthy Mrs Schiavo was left brain-dam-
aged and dependent on the tube by a heart
attack in 1990. Without it, she is expected
to die within two weeks.

The decision, by Judge George Greer in
Clearwater, Florida, ended a long legal bat-
tle between parents who wanted to take
care of Mrs Schiavo and a husband who
pleaded for her death. Bob and Mary
Schindler believed that, with therapy,
their daughter could eat and speak. Mi-
chael Schiavo said his wife had perma-
nently lost all awareness and should be al-
lowed to die. In November 2002 Judge
Greer cleared the way for her death by sid-
ing with three of five doctors who testified
that her movements were the normal re-
flexes of someone in a persistent vegeta-
tive state, not conscious responses.

Until recently, it seemed a tragic family
feud. News reports described her as vege-
tative, leaving many casual observers to
wonder whether grief had overridden
logic in the parents’ decision to fight for
life-support. But the videos, taken a year
ago and posted on the web inJuly, have
rattled this idea. Although other patients
in Mrs Schiavo’s condition have been
taken off life-support, outsiders rarely saw
them. Mrs Schiavo smiles and laughs on
home computers around the world.

Visitors to the website have sent some
57,000 e-mails to the office of Florida’s
Catholic governor, Jeb Bush, asking him to
keep Mrs Schiavo alive. Some viewers ex-
pressed shock at finding her moving and
making sounds, not just lying there com-
pletely comatose. The governor did ask
both federal and state courts to review her
case before the feeding tube was removed,
but his arguments were rejected.

For her husband’s supporters, the
video clips were patently misleading: a
few seconds of coincidental movement

Doctors call her unconscious

and sound in more than a decade of un-
responsiveness. “The video clips don't
show the 99 other times out of 100 when
the mother came in and said, ‘Hi Terri, hi
Terri/ and nothing happened,” says
George Felos, Mr Schiavo’s lawyer. “Any
person who has spent any time with Terri
knows she has no consciousness.”

Having lost the court battle last year,
the Schindlers have fallen back on legal
technicalities. In a hearing on October
10th their lawyer, Patricia Anderson,
asked a federal judge for therapy that
might teach Mrs Schiavo to eat by mouth
before her feeding tube was removed. Mr
Schiavo refuses to allow such therapy, cit-
ing doctors who say she cannot do it, and
could choke if she tried. This puzzles those
who want to keep Mrs Schiavo alive. “It's
like saying, there’s a woman drowning,
but don’t rescue her...you might hurt her
neck,” a frustrated Ms Anderson argued in
court. Thejudge sympathised, butruled he
had no power to stop the tube removal.

Some doctors say that whether or not
Mrs Schiavo can use a spoon was not the
real issue. “The question is, what did she
really want?” says Dr Linda Emanuel, a
specialist in end-of-life issues at North-
western University in Chicago. “Anyone
has the right to avoid unwanted life-sus-
taining treatments. That goes for people in
persistent vegetative states as well as pa-
tients with full consciousness.”

Mr Schiavo insists that his wife made it
clear before the heart attack that she
would not want to live hooked up to a
tube. His still numerous supporters say the
parents showed no mercy by taking 13
years to carry out her wish. But the Schin-
dlers argued that she would have wanted
help, at least the chance at getting better
with therapy: to deny her that constitutes
cruelty to adisabled person.

Some of those who wanted Mrs Schi-
avo to live gathered this week for a vigil
outside her hospice. On the internet, the
videos continue to play, illustrations of the
fine line between mercy and cruelty. 1

New York

Charon’sferry

NEW YORK
The safesttourist attraction turns
deadly

HE Staten Island ferry is considered the
Tultimate low-risk thrill in New York, a
leisurely half-hour free ride past the Statue
of Liberty across the narrow straits be-
tween Manhattan and Staten Island. At
3:20 on a beautiful, though windy,
Wednesday afternoon, the inconceivable
happened: one of the cheery, orange,
300-ft boats overshot its terminal in Staten
Island, crashing into another pier. Tenpeo-
ple died, at least three lost limbs, and more
than 30 others have serious injuries. After
the accident, the ship’s co-captain and pi-
lot fled ashore and attempted suicide at his
house nearby. He was in critical condition
at alocal hospital.

Itwas by far the worst ferry accident in
New York since the 1800s, long before the
city took over operating the franchise. Pas-
sengers say the first impact sounded like
an explosion, causing widespread panic.
The boat did not slow down as it ap-
proached the harbour, instead coming to a
halt only after a grinding collision with
concrete and wood pilings. The impact
tore the boat open along its right side, just
above the waterline. On the upper decks,
people were jarred but unharmed. Down
below, the pilings acted as wrecking
beams, destroying a wide swathe of the
passenger area and bringing down the ceil-
ing and a stairway.

Victims were crushed between the pil-
ings and the boat while others, better situ-
ated or quicker to react, managed to stay
ahead of the devastation. Some escaped
by jumping into the cold harbour. One
body was subsequently removed from the
water and divers continued to search well
into the evening for more. Since the ferry is
free, there is no passenger list, complicat-
ing the effort to determine the number of
casualties. If there was any good fortune, it
was the timing of the incident, well before
the evening rush. The ferry, with a capac-
ity of 6,000, was operating at only a quar-
ter of its peak capacity.

News of the collision raised familiar
fearsin acity still on edge from the terrorist
attacks two years ago, a subsequent Amer-
ican Airlines plane crash, a fatal subway
fire in December, a fatal shooting inside
City Hall in July, and the recent blackout.
In what has become one of New York’s
new skills, emergency measures were
quickly put into place. The city’s mayor,
Michael Bloomberg, immediately left a
much-heralded playoff game between the
New York Yankees and the Boston Red Sox )



} to be taken by helicopter to the site of the
accident. Afterwards he went on televi-
sion, in his now-routine, businesslike way,
to provide information and show that,
even in the inevitable confusion, there was
no panic. Hospitals started up their newly
devised disaster plans and the city impro-
vised alternative transport routes, tying
special buses to subways so that the

70,000 people who commute daily on the

ferries could get home.

Speculation about what caused the
crash was rampant. The most commonly
cited villain was the weather. There were
high winds and larger than normal waves.

Prescription drugs

Canada, ho!

CHICAGO

Earlier in the day, the small boats that pro-
vide taxi service on the city’s two rivers
had already suspended service and gusts
were so strong near the Manhattan side of
the ferry terminal that fixtures had blown
off buildings.

There was also, inevitably, concern
about mistakes. Police administered drug
and alcohol tests to crew members. The co-
captain, who had been at the ship’s con-
trols, may have blacked out briefly before
the collision. There were also reports that,
as he lay unconscious in his hospital room,
not only doctors, but at least one lawyer
were waiting to counsel him. 1

Illinoisjoins the clamour for cheap medicine from the north

ACK in the 1960s, young Americans

fled in droves to Canada to avoid con-
scription into the armed forces, which
might send them to Vietnam. Now older
Americans-some of them, no doubt,
those same draft-dodgers-are streaming
north in search of cheap prescription
drugs. (In Canada, government controls
keep the price down.) The drug price-gap
has caught the attention of state gover-
nors, too, who face mounting consumer
frustration, rising health-care costs and
whopping budget deficits. They would
love to pay as little as the Canadians do;
but, for now, Washington won'tlet them.

The movement took a populist turn on
October 14th when the governor of Illi-
nois, Rod Blagojevich, launched an online
petition-drive to pressure the federal Food
and Drug Administration (fda) to lift its
ban on drug “reimports” (medicines made
in America, sold abroad and brought back
for consumption) by states. The governor
is asking consumers across the country to
sign an online petition to push change
through Congress, which is considering
prescription-drug costs amid a broader de-
bate about Medicare, the government
health-care programme for the elderly.

The lllinois website contains cost com-
parisons for a list of FDA-approved drugs
that show potential savings of 30-50% on
American prices at Canadian online phar-
macies. Canadian pharmacists estimate
that at least Im Americans buy prescrip-
tion drugs in their country, many by post
or over the internet. Legislation backed by
Congressmen Rahm Emanuel of Illinois
and Gil Gutknecht of Minnesota that
would allow consumers to shop for better
drug prices in Canada has passed the
House but is stalled in the Senate.

Mr Blagojevich’s efforts, which critics
dismiss as unsafe and purely political,
highlight the cost of medication pro-
grammes to cash-strapped governments.
Illinois currently spends about $1.8 billion
on prescription drugs, including $34om on
drugs programmes for state employees
and retired folk-up 15% over the previous
year. Last month the governor asked ex-
perts to study the feasibility of reimburs-
ing these people for medicines they pur-
chase in Canada, and their findings are
due within weeks. Minnesota and lowa,
also within striking distance of the Cana-
dian border, are conducting similar stud-
ies; Springfield, in Massachusetts, has al-

lowed its city workers to buy cheaper
drugs from Canada for the past three
months.

Nearly every state has addressed the
drug issue. As of September, at least 38
states had established or authorised some
type of programme to provide drug-cost
assistance, mainly to poor elderly or dis-
abled people. Programmes range from
bulk purchasing within states to multi-
state drug purchasing in the Medicaid pro-
gramme for poor Americans, a co-oper-
ative approach led by Michigan.

The elderly, in particular, are strug-
gling. A 2001 report for the Kaiser Family
Foundation found that average drug ex-
penditures by people over 65 were almost
double the average drug spending by all
consumers. Yet Medicare, which covers
about 40m old people, does not include a
prescription-drug benefit. America’sunin-
sured, who number around 44m, are also
vulnerable to high drug costs. Poor older
people pose a particular burden for states
that must pay for their medicine.

Not surprisingly, critics of the Cana-
dian reimport plans include the fda,
pharmacists (who fear for patients’ safety,
and their own jobs), and drug makers. For
pharmacists, this is the latest in a string of
threats: mail-order and online drug retail-
ers are already popular with a growing
number of Americans. According to ims
Health data, last compiled in 2002,18.4%
of prescription sales in the United States
were delivered by post.

But pharmaceutical companies are
usually cast as the villain in the battle over
prescription drugs. A spokesman for
phRMA, the industry association, says
drugs account for only 10% of America’s
health-care costs, and the drug-price infla-
tion rate has been cut in half over the jj st
15 years. He blames inadequate health cov-
erage for many people’sproblems. Still, the
industry remains a favourite target for offi-
cials. Minnesota’s attorney-general has
filed suit against GlaxoSmithKline, alleg-
ing that it organised aboycott of Canadian
wholesalers and pharmacists for selling
drugs to American citizens.

Not all local politicians, however, are
on Mr Blagojevich’s side. Dennis Hastert,
the powerful Republican speaker of the
House of Representatives in Washington,
has raised points about safety and the im-
pact on lIllinois businesses if drug reim-
ports from Canada are allowed. Wal-
green’s, one of America’s largest pharm-
acy chains, is based in lllinois.

There appears to be a healthy dose of
political posturing in all this for the ambi-
tious Mr Blagojevich, who rushed to
launch his petition drive even before his
own investigators had completed their
study of the Canadian drug issue. Itis hard
to imagine his predecessor, George Ryan,
an old-school Republican and a pharma-
cist to boot, doing the same. 1

The Economist October 18th 2003

United States

Lexington | Tom DelLay’s chef d’oeuvre

A new low inthe abuse of electoral rules for partisan advantage

A MERICANS are profoundly democratic folk. Not for them the
/».European habit of letting unelected committees draw up ba-
sic election rules. That would be elitist. In America, elected repre-
sentatives do the drawing. But, when you look at Texas, you find
yourself wondering whether electoral rules are sometimes too
important to be left to politicians.

This week, the state’s governor quietly signed into law a new
map of congressional districts, subject to legal review. If Ameri-
cans have noticed this story at all, it has been for its entertain-
ment value. Democratic legislators twice fled to neighbouring
states to prevent the legislature having the required quorum. The
Texas Rangers were sent to rope them in, and the doors of the
state Capitol were locked on two occasions to stop anyone es-
caping again. All good, dirty fun.

But (as with the California recall) the knockabout antics in
Texas obscure an important message. Gerrymandering-re-
districting, as Americans quaintly call it-is becoming a threat to
the integrity of American democracy.

It has to be admitted right away that the new Texas map will
not unfairly tilt the state’s political balance. If anything, itwill re-
flect it more accurately. Twenty of the 32 districts will lean Re-
publican; 12 will probably vote Democratic. That would be close
to the share of the vote George Bush and Al Gore got in the state
in 2000. In this respect, the new map is fairer than the existing
one-a Democratic gerrymander which conjured 17 Democrats
and 15 Republicans out of a solidly Republican state.

Even so, the new map raises hackles. Redistricting is sup-
posed to reflect demographic shifts and to take place only after
the ten-yearly census. This one does not. Texas has a map from
2001, with boundaries based on the 2000 census. The new map
rejects those in favour of lines based on partisan affiliation. Al-
most half of all Texans will now be put into new districts.

It is also unheard of for congressional leaders to play a big
role in redistricting, which is a state affair, decided by state legis-
latures. But the new map was the brainchild of Tom Delay, the
majority leader in the House of Representatives. He stepped in at
the 11th hour, dicing and chopping boundaries with all the
aplomb of a fine French chef (Lexington can think of no greater
insult to a Texas Republican). The resulting hotch-potch is ridicu-

lous even by American standards.

Toresolve an inter-Republican fight, two districts in the Texas
panhandle look like a chess-board. Austin, the state capital, was
a single (Demaocratic) seat once held by Lyndon Johnson. It has
been sliced into three. One ribbon runs to the western suburbs
of Houston, another to northern San Antonio, and the third flut-
ters down to the Mexican border 250 miles away, linking rich,
granola-crunching Austin liberals with one of the poorest, most
rural counties in America. These groups have nothing in com-
mon, save that they make it easier for Republicans to win seats.

Perhaps the main charge against the map is that it shows par-
ties prepared to gerrymander even when they don't really need
to. Because of their dominance of Texas, Republicans could have
divided up the state with a set-square and still got 60% of the
vote, and 60% of the seats. But that would have taken time, be-
cause Texas has half a dozen popular conservative Democrats
who attract Republican votes, and might have done so until they
retired. Republicans were not willing to wait.

A memo acquired by the Washington Post expressed one Re-
publican lawyer’s attitude to the threatened Democrats. “Ha, ha,
ha, ha, ha, ha,” it gloated. But this story isn't funny.

The tragedy of safety

Redistricting is damaging America. It usually makes seats too
safe. In 2000, almost four-fifths of congressmen won with 60%
or more of the vote-ie, by landslides. In 2002, not a single in-
cumbent who stood lost in California, Illinois, Massachusetts,
Michigan, Pennsylvania or Wisconsin.

Safety reduces the moderating effects of centrist voters. In a
safe seat, the main threat to an incumbent comes from party ac-
tivists who put up a challenger in a primary election. Redistrict-
ing aligns the interests of politicians with activists, who tend to
be more extreme in their views.

As aresult, it polarises opinion and poisons debate. The Texas
legislature used to be a redoubt of bipartisanship. George Bush,
when governor, used to boast that he would “change the tone”
in Washington to make it more like Texas. He gave his first ad-
dress as president-elect from the floor of the state legislature,
where he was introduced by the Democratic speaker, Pete Laney.

Instead, Texas has become like Washington. Mr Laney’s air-
craftis the one those Democrats used to flee from the state during
the redistricting debates. Mr DelLay'’s staffers got the Federal Avi-
ation Administration to track his plane, apparently on national-
security grounds, an abuse of power that caused outrage among
Democrats. The fury deepened when Republicans tore up long-
established customs, such as requiring two-thirds super-major-
ities for some bills, to ram redistricting through.

Redistricting is also an established custom. But new technol-
ogies, notably computerised maps, have made it a precise and
potent weapon. The courts have particular reason to look at it
now. An appeal against the new map has gone to a federal court
in Texas. If it passes muster-or perhaps even if it doesn’t-other
states will doubtless emulate the Texas legislature’s pioneering
work. One day, either voters will have to demand independent
redistricting commissions (lowa has one), or the Supreme Court
will end up ruling on how much partisanship is too much.

In elections, it is said, voters choose politicians; in redistrict-
ing, it is the other way round. The lesson of the Texas gerryman-
der is that politicians are getting more ruthless at choosing
voters. So the voters may have to get more ruthless, too. 1
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Trade in the Americas

Much wind and little light

WASHINGTON, DC, AND SAG PAULO

The Cancun fiasco has hurt the chances of freer trade in the Americas

INE years ago, at a summit meeting in

Miami, the leaders of 34 countries in
the Americas (all of them except Commu-
nist-run Cuba) unveiled a bold vision, one
of free trade from Alaska to Argentina.
Now, at last, their self-imposed deadline
for agreeing upon the Free-Trade Area of
the Americas, or rtaa,isfastapproaching:
the accord is supposed to be finalised by
December 3lst 2004. Trade ministers from
all the countries will meet in Miami on No-
vember 21st, supposedly to prepare the fi-
nal rounds of talks. But after last month’s
collapse of the Doha round of global trade
talks in Cancun, the prospects for an over-
arching Americas-wide accord, always un-
certain, look stormy.

The United States was quick to stress
that the Cancun fiasco did not spell the
end of its efforts to get freer trade. Its plan,
said Robert Zoellick, George Bush's top
trade man, involved “advances on multi-
ple fronts”. If “won’t do” countries held up
the global talks, the Bush administration
would proceed with “can do” countries on
abilateral and regional basis.

Yet that approach has problems too,
partly because the ftaa is not insulated
from the global talks. The United States
and Brazil, the economic heavyweights of
each half of the Americas, are the co-chairs
ofthe ftaa talks. Not only are they further
apart than ever on the accord’s scope and
ambition, but they have spent the past few

weeks publicly bad-mouthing each other.

After Cancun, Mr Zoellick cast Brazil as
leader of the “won’t-do” countries. Celso
Amorim, Brazil's foreign minister, accused
the United States of “making threats”
against its partners. Unless both draw
back, the Miami meeting could collapse
amid Cancun-style recriminations.

Talks on a smaller regional deal be-
tween the United States and five Central
American countries have made more pro-
gress. But there, too, trouble is brewing
over Washington’s demands that Costa
Rica open up its state-owned telecoms in-
dustry. Is all this just tactical toughness?
Or is the whole pan-American free-trade
project doomed to peter out in a series of
rows and a few squalid bilateral deals?

The momentum that has carried the
ftaa talks forward may indeed have been
lost, and for reasons that are not easy to re-
verse. The first arises from the fact that, at
Cancun, many Latin American countries
joined the G-21, anew group of developing
countries led by China, India and Brazil.
This block pushed hard for more ambi-
tious agricultural reform by rich countries,
while defending high farm tariffs in poor
countries. Brazil's pivotal role in the G-21
infuriated American trade negotiators.

The Bush team’s strategy seems to be to
demonise Brazil as an obstreperous vil-
lain, rather than treat it as a serious trade
partner. Thatview is a gross simplification,
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but once entrenched in Washington it will
not be easily changed. America’s lawmak-
ers are already blunt. After Cancun,
Charles Grassley, chairman of the power-
ful Senate Finance Committee, suggested
that no country in the G-21 could get a bi-
lateral deal with the United States.

Several Latin American countries have
got the message. Costa Rica, Guatemala,
Peru, Colombia and this week Ecuador-
all desperate for a deal with the United
States-have pulled out of the (ex)G-2i. Al-
varo Uribe, Colombia’s president, said this
month that he hopes the Bush administra-
tion will agree to start bilateral trade talks
with his country by the end of the year.

The cloudy view from Brasilia

There is a second big obstacle. At ameeting
of negotiators this month in Trinidad, Bra-
zil stuck to its demand that the ftaa
should be scaled back. That view is rooted
partly in politics, partly in economics. Luiz
Inacio Lula da Silva, Brazil's left-wing pres-
ident, who took office inJanuary, dreams
of his country leading acommonwealth of
South American nations. A hemispheric
trade block dominated by the United
States does not quite fit this vision. With
his leftist allies berating him for taking or-
ders from the im £, bashing the ftaa is a
way to soften the criticism. Most of Brazil’s
industrialists, though not its farmers, fear
competition more than they crave access
to the vast North American markets.

That shapes Brazil's view of what an
ftaa should do. The United States wants
the regional accord to open up services
and government procurement, and to
tighten rules to protect investment and
intellectual property. Brazil fears that such
measures would hamper an “industrial
policy”, and wants to leave them to the
w to. Its idea is to make the ftaa the »
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Pigs may fly

MEXICO CITY
Bilateralism crosses the Pacific

AVING cutits own North Ameri-
H can Free-Trade Agreement with the
United States and Canada a decade
ago, Mexico has been content to play a
back-seat role in the Americas trade
talks. Its energies have long been de-
voted to arranging the kind of bilateral
deals the Bush administration now fa-
vours. Aswell as narta,Mexico has
some 30 other trade agreements, with
the European Union, a number of Latin
American countries-and soon, it
hopes, Japan.

Vicente Fox, Mexico’s president, vis-
itedJapan’s prime minister, Junichiro
Koizumi, this week. They had hoped to
sign a trade deal. But after a year of
increasingly frantic negotiations, the
two sides are still separated by some
tricky details.

The agreement matters for both
countries, but for different reasons.
Mexico’s trade deals have turned it into
one of the world’s most open trading
nations. But it is also struggling to re-
vive a sluggish economy, which is suf-
fering from increasing competition
from China. One way of doing so is to
get more access to the Japanese market,
in which Mexico already has exports
worth $1.6 billion a year.

ForJapan, by contrast, this treaty
would be only its second free-trade
agreement, after one with Singapore,
and the first to include agriculture. Es-
pecially since the setback tothew t o
talks at Cancun, Japanese officials
worry that they will be at a relative dis-
advantage without more such deals.
ButJapan has a habit of protecting its
farmers.

Not surprisingly, farm products, es-
pecially pork, are the main obstacle in
the talks with Mexico. Pork already ac-
counts for 10% of Mexico’s exports to
Japan. Remove the tariffs, and some say
the Japanese would gobble down six
times as much Mexican pork. Japanese
officials wince for their pig farmers—
and complain, in turn, at Mexico’s re-
luctance to lower its tariffs on steel.

Jaime Serra, Mexico's chiefnafta
negotiator and now an independent
economic consultant, points out that
last year Mexico’s trade with countries
with which it has agreements showed a
surplus of $23.2 billion, while it regis-
tered a trade deficit of $31.3 billion with
other countries (mainly China). Some
hard bargaining with Japan remains,
but this will spur its negotiators on.

» weakest of “three tracks”: tariff-cutting
would be negotiated directly between the
United States and Mercosur, an embryonic
customs union that Brazil dominates; the
ftaa would handle the little that remains.
That is partly because the Americans have
given equally short shrift to Brazil's prior-
ities: farm subsidies and anti dumping du-
ties (which fend off imports when they
cause political trouble) should be handled,
they say, in the Doha round.

Such disagreements could be finessed
if the Doha round were to conclude, in tan-
dem with the r«aa, in December 2004
After Canciin, that timetable has gone
awry, posing a big problem for Brazil. Few
of its neighbours share its preference for an
“FTAA-lite”. That is prompting, for the first
time, a serious debate in Brazil over the
rraa. “Courage or stupidity?” asked the
cover of the latest edition of Vejo, Brazil's
leading news magazine, of the govern-
ment’s defiant approach.

Many other Latin American countries,
and those of the Caribbean, have small,
simple economies with little to fear from
America’'sindustry and much to gain from
its markets. Some of the bigger ones, such
as Colombia and Peru, want to secure the
temporary trade preferences they already
have. The ftaa “is a good option for most
Latin American countries but dangerous
for Brazil,” says Gilberto Dupas, co-ordi-
nator of the international economy group
of the University of Sao Paulo.

At the Trinidad meeting, a dozen coun-
tries, including Colombia and Peru, joined
the United States in calling for a broad and
ambitious ftaa. Even Mercosur is not
monolithically behind Brazil: Uruguay has
publicly defended a broad agreement, as
does Argentina, privately.

The United States has tightened the
screws by making it clear that, if it doesn’t
getitsway on the ftaa,itwill strike bilat-
eral deals with individual countries or
sub-groups of them. These countries
might then attract investment and trade
that would otherwise go to Brazil. Some
Brazilian exporters are worried. Last week,
the ministers of agriculture and trade, both
agri-businessmen, complained about the
handling of the ft a a by the foreign minis-
try, which leads trade negotiations. That
may portend a more pragmatic line.

But even if Brazilian intransigence does
notsink the £ ta a, rising protectionist feel-
ing in the United States may. Concerns
about congressional opposition may al-
ready be affecting Mr Bush’s trade strategy.
One example is Mr Zoellick’s unexpected
demand that Costa Rica open up indus-
tries such as telecoms, electricity and in-
surance. That might make economic sense,
butitis politically explosive.

So what led Mr Zoellick to say this? Be-
yond a rebuke for Costa Rica’s fleeting
membership of the ex-G-21, it could pro-
vide an excuse for dragging out the Central

The Americas 53

American negotiations. At a technical
level, these have moved swiftly. An accord
may be ready for congressional approval
in 2004. No one doubts that the battle in
Congress will be bruising, particularly in a
presidential-election year, when lawmak-
ers tend to be most protectionist. How con-
venient, then, to have an excuse for putting
the whole matter off until 2005.

A collapsed Doha round, a stalled
ftaa and a delayed accord with Central
America would not leave much of Mr
Zoellick’s grand strategy for competitive
liberalisation intact. For Latin America, the
question all this poses is whether a sec-
ond-rate, largely American-tailored ftaa
might still be better than none atall. 1

Bolivia

On the brink

LA PAZ
Rioting, a bloodbath and vacillating
allies undermine a defiant president

HIS week, for the second time in eight

months, the presidency of Gonzalo
Sanchez de Lozada hung in the balance,
and with ita South American democracy.
Faced with strikes and street protests or-
chestrated by a truculent opposition, Mr
Sanchez turned to the army to restore or-
der. Itfailed to do so, at a cost of at least 53
lives and perhaps more than 70. Despite
the bloodbath, the president remained de-
fiant. But his hold on power now turns on
his allies, and they have vacillated.

The protests, which started last month
and whose main target is a controversial
gas-export project, have involved a tight-
ening circle of roadblocks centred on El
Alto, asprawling satellite city on the 4,000
metre (13,000 feet) Altiplano. El Alto be-
strides the roads to La Paz, the capital. Fuel,
food and hospital supplies in both cities
have run short. On October 11th, the capi-
tal's international airport, in El Alto, was
closed. Dynamite-wielding demonstrators
want Mr Sanchez’s resignation just 14
months into his five-year term, and the re-
nationalisation of the oil industry, priva-
tised by him during aprevious term.

Had it not been for the rioting, Bolivia’s
politicians might have spent this week
celebrating 21 years of its return to democ-
racy. The past two decades have marked a
break, not just with the previous two of
mainly military rule, but with a century
and a half of chronic political instability in
apoor and landlocked country. Since 1982,
Bolivia had seemed to progress. Not only
did power alternate between varying co-
alitions, but for a decade until 1999, the
economy grew at a steady 4% a year.

No longer. Recession in neighbouring »



} countries, and the impact of an American-
sponsored drive towipe out coca-growing
and the drug trade, have made Bolivians
poorer. Mr Sanchez (or Goni, as Bolivians
call him) was an effective liberal reformer
in his first term, from 1993-7. Last year, he
won the presidency again, but with just
22.5% of the vote, barely ahead of Evo Mo-
rales, of the far-left Movement to Social-
ism. The two men seemed to personify
two Bolivias: Goni is a Chicago-educated
mining magnate; Mr Morales, of Aymara
Indian descent, is the rabble-rousing
leader of the coca-workers union.

Goni, now aged 73, has seemed out of
touch with an angry country. In February,
his government was shaken by a police
strike; then, too, he turned to the army, and
33 died in gunfire around the presidential
palace. More recently, he has shored up his
coalition. But a $5 billion project to export
natural gas has served as an explosive cata-
lyst for discontents that include grievances
over new tax measures and low wages.

The gas project is Bolivia’s best hope of
economic growth. But opponents claim
that foreigners will get most of the bene-
fits. The scheme involves the export of gas
to California via a liquefaction plant in a
Chilean port. That makes it anathema to
many Bolivians, including many army of-
ficers, who still resent Chile’s seizure of
their country’s coastline in a war of 1879-
83. It has tapped a deep vein of economic
xenophobia. “Goni is linked to foreign in-
terests in Chile and the United States, and
is against us Bolivians,” declared Jaime So-
lares of the Bolivian Workers Confedera-
tion, which has organised the strike.

The protests, which began in Septem-
ber, have involved Andean Indian farm-
ers, students and neighbourhood groups
as well as the unions. They have turned
increasingly ugly. In El Alto, the army man-
aged to secure power and water facilities.
Crowds attacked everything else. Mobs
used cutting tools to fell street lamps and
wreck vehicles. Amid looting of shuttered
businesses, arsonists destroyed a petrol
station, killing four people and injuring 14.
Others dodged tear gas and army bullets.
Five footbridges on main roads were dyna-
mited to rubble, to obstruct the army’s
tanks. On October 14th, 30,000 protesters
marched through La Paz.

If the protests have aleader, itis Mr Mo-
rales. Calling Mr Sanchez “the people’s as-
sassin”, he called for his resignation, and
for an “indigenous government” in his
place. Mr Morales refused all offers of
talks. “I'm not going anywhere,” replied a
solemn Mr Sanchez, in a televised address
to Bolivians. The president first suspended
the gas project, pending further talks, until
the end of the year. He then offered to hold
a referendum on it. Mr Sé&nchez also
warned of “seditious acts financed by un-
democratic foreign governments”. He did
not name names, but added: “One only

has to look at the countries he [Evo Mo-
rales] has visited recently”. These include
Libyaand Venezuela, whose populist pres-
ident, Hugo Chavez, has long been ac-
cused of funnelling money to Mr Morales
(though without firm proof).

But Mr Sanchez has been losing the pro-
paganda battle. Fairly or not, many Boliv-
ians blame him, rather than Mr Morales,
for the chaos. Strains have appeared in the
president’s three-party coalition.Jaime Paz
Zamora, his chief ally, surprised many in
his party when he backed Goni after one
of his own ministers resigned. A recent re-
cruit to the coalition, Manfred Reyes, who
leads a conservative populist party, did the
opposite. “Maybe the only way to secure

No gas and no Goni for them

Bolivia’s democracy is if the president re-
signs,” he said. Mr Sanchez’s vice-presi-
dent, Carlos Mesa, an independent jour-
nalist but political lightweight, expressed
similar thoughts. But the United States and
Latin American governments, alarmed at
the events in Bolivia, weighed in behind
the president.

Whether or not they survive the prot-
ests, Goni and Bolivia’s democracy face
huge challenges. Without gas, Bolivia will
remain poor. But its very poverty, in a re-
source-rich country, makes many Boliv-
ians suspicious of foreign investment and
trade. The protesters may be a minority,
but they are making the country ungover-
nable. Some are almost as hostile to Mr
Morales as to the president. Many Boliv-
ians of indigenous descent do not feel rep-
resented by the deal-making politicians
who have governed for the past two de-
cades. But neither Mr Morales, nor less still
the army, offer a plausible alternative. 1

The Caribbean

Grenada, then and
now

PORT-OF-SPAIN
Remembering a theatre of the cold war

A SCHAPTERS in the cold war went, Gre-
/"Vnadawas asmall one. In1979, Maurice
Bishop, an engaging radical socialist, and
his New Jewel Movement staged a coup
that rid the small Caribbean island of an
unsavoury dictatorship. Twenty years ago
this week, he was himself overthrown and
killed by a hardline pro-Moscow “Revolu-
tionary Military Council” as the njm split
apart. After six days in which the island
suffered a 24-hour curfew, Ronald Reagan,
the American president, sent in 6,000 ma-
rines, accompanied by a motley battalion
from seven Caribbean democracies.

Although the Caribbeans provided a
multilateral fig leaf, the Grenada invasion
was condemned worldwide as pre-emp-
tive unilateralism. It was, but it worked—
even if Mr Reagan'’s fears of communism
in the Caribbean were exaggerated. In a
few hours of fierce fighting, 19 Americans
died, and an unknown number of Grena-
dians and Cubans. Thereafter, the invad-
ers were welcomed by all but a few of the
100,000 islanders. After ayear, an election
was held, and won by a centrist coalition.

Twenty years on, 16 members of the
short-lived revolutionary council are still
in jail. But the government, led by Keith
Mitchell, includes former Bishop suppor-
ters. A Truth and Reconciliation Commis-
sion, chaired by an Anglican bishop, is
soon to report on the troubled past. ,

The njm’s implosion Killed socialist
politics across the English-speaking Carib-
bean. Michael Manley’s democratic social-
ist government in Jamaica had been de-
feated in a bloodstained election in 1980.
Forbes Burnham’s Co-operative Republic
of Guyana was a deeply unattractive
model. Former student radicals moved on
to academia, or into grassroots groups or
trade unions. Some, such as Ralph Gon-
salves, now the prime minister of St Vin-
cent, have moved to the centre.

Grenada itself has progressed, though
debt, links to some dodgy investors, and
dubious construction projects have all
been worries. Investment from the United
States was promised, but has amounted
mainly to the expansion of the island’s
American university. Mr Mitchell has
managed to be on good terms with both
Cuba’s Fidel Castro and with President
George Bush. He plans to mark the anni-
versary with a rally at which he is ex-
pected to call (and go on to win) an elec-
tion. If only, Americans must wish, Iraq
was like Grenada. 1

China

Great leap upward

BENING

China’sjump into space is more about deflecting attention from domestic
discontents than impressing the outside world

HE country has a new hero and its rul-
Ting Communist Party a renewed sense
of pride. For Chinese leaders struggling to
strengthen their legitimacy at a time of
rapid social and economic change, this
week’s successful space mission was a pro-
paganda windfall.

Whatever the technological merits of
the space programme (see page 8l), the
country’s leaders clearly saw important
political gains to be reaped from such a
dramatic venture. Even the launch date for
Shenzhou 5 (the name means “divine ves-
sel” and is ahomonym of a poetic term for
China, “divine land”)was chosen with the
party in mind.

It neatly followed a meeting of the
party’s 356-strong Central Committee,
which was designed to put some wind
into the sails of the divine land’s economic
and (to a lesser extent) political reforms.
The four-day plenum that ended on Octo-
ber 14th was the first since the completion
of a sweeping change of the country’s
leadership in March. As the official press
hailed its “victorious conclusion”, Hu Jin-
tao, the relatively new president and party
chief, was already in place for the count-
down at the Jiuquan space centre, 1,000
miles (1,600 km) west of Beijing.

The country’s secretive, military-con-
trolled space programme, and the upsurge

of nationalistic sentiment that China’s
leaders have sought to foster in connection
with it, may well unnerve people outside
China. Dutiful newspapers describe the
ability to put people into space as a badge
of great-power status, along with the abil-
ity to make nuclear bombs. But Mr Hu
himself does not seem to want China to
swagger on the international stage. His
main goal, like that of his predecessor,
Jiang Zemin, is to hold the country to-
gether and keep the party in power.

China’s leaders launched the Shenzhou
programme in 1992 as they struggled to re-
gain their composure after the collapse of
the Soviet Union. After a decade of rapid
economic growth, they now feel abitmore
confident. But they are still preoccupied
with social and political stability. The re-
launching of economic reforms has dra-
matically invigorated China’s cities. But it
has also hugely exacerbated the inequal-
ities between town and country and be-
tween China’s prosperous seaboard and
its hungry hinterland.

Mr Huiis trying to make his mark by ad-
dressing these inequalities. The Central
Committee meeting focused not on raising
China’s status and influence abroad, but
on addressing the needs of people left be-
hind on the home front, such as farmers
and workers laid off by state-owned enter-
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prises. Itis these embittered people whom
the party hopes to inspire with the hero-
ism of Lieutenant-Colonel Yang Liwei of
the Chinese air force, the first Chinese as-
tronaut (and, of course, a party member).

The Central Committee called foranar-
rowing of the rural-urban gap, for a better
social-security system, and for private
firms to be treated as equals of their state-
owned counterparts. It also called for
“great efforts” to accelerate the growth of
cities-essential if the 300m people in the
countryside with little or nothing to do are
to get achance to work. As expected, the fi-
nal resolution was short on specifics. The
party’s usual practice with such plenums
is to issue vague pronouncements. These
are then fleshed out by ministries and the
national legislature, which convenes for its
annual session next March.

But Mr Hu's nervousness about poten-
tial instability was evident in the plenum’s
failure to make more than a passing men-
tion of the need for political reform, atleast
in its public communiqué. Many party of-
ficials say the country’s rigid political sys-
tem urgently needs re-examination, to pre-
vent its being overwhelmed by corruption
and incompetence. But Mr Hu has appar-
ently been worried by the boldness of
some of the calls for reform voiced by
intellectuals since he assumed the party
leadership last year, and has sought to
dampen expectations of change. The for-
mula adopted by the party in 1992-focus-
ing on market-oriented reforms and
putting political change on the back
burner-remains unaltered.

The success of the Shenzhou mission
provides China with another feel-good fil-
lip after the success two years ago of its
bids to stage the 2008 Olympic Games in 1



} Beijing and tojoin the World Trade Orga-
nisation. Yet even though events have
helped to bolster China’s aspirations for
recognition as a great power, particularly
by America, they have not significantly al-
tered China’s generally passive approach
to international affairs and its pragmatic
handling of foreign relations.

Fostering national pride may help
China’s leaders divert attention from their
own failings, but they also know it is dan-
gerous to arouse patriotic hopes which
may then be disappointed. They have kept

South Korea

Roh casts the die

SEOUL

up a barrage of hostile rhetoric against Tai-
wan’s President Chen Shui-bian, most re-
cently over an interview he gave last week
in which he said the Taiwanese would
“walk our own road”. Still, China has
avoided explicit threats to invade the in-
subordinate island. Mr Hu and his col-
leagues stand a bit taller after the Shenzhou
success. But when he meets George Bush
next week in Bangkok at a summit of Asia-
Pacific leaders, apart from mild disagree-
ment over the Chinese currency’s ex-
change rate, expect the usual bonhomie. 1

The president calls areferendum on his fitness for thejob

S IT a hopless last gesture or a brilliant

political stunt? That was the question on
the mind of many South Koreans this
week. On October 13th, President Roh
Moo-hyun shocked the nation by propos-
ing to hold a national referendum on his
rule in mid-December, a first for an incum-
bent. Although he was inaugurated only
eight months ago and still has over four
years to go, he said he would step down if
he fails at the polls.

The move comes at the peak of a presi-
dential crisis, driven by a series of scandals
involving some of Mr Roh'’s closest aides.
First there was the personal secretary who
resigned after getting caught being lavishly
entertained by a criminal suspect. Then
three supporters were hit for allegedly ac-
cepting kickbacks from businesses. This
week, a life-long confidant of the presi-
dent, Choi Do-sul, was arrested on suspi-
cion of having received up to 1.1 billion
won ($950,000) in bribes from sk Group, a
conglomerate struggling to overcome a da-

Gambling Roh

maging accounting scandal. “Confidence
in ethics is the only source for leading the
country. A red light has gone up and | think
there is a need to be judged by the public
with humility,” Mr Roh said in a statement
to that very public, apologising for all the
distress his administration has caused.

Mr Roh made clean politics a big part of
his campaign. Many voters, however, had
hoped he actually meant it, being an out-
sider in the cosy world of Korean politics.
Instead, Mr Roh’s eight months in power
have been marred by paralysing inde-
cision on all fronts. A precarious economy
and tricky diplomatic relations with
America-made worse by the president’s
lack of direction-further pulled down his
popularity, which has plunged from over
80% to below 30%, thanks in large part to
the critical local media.

Mr Roh said that if he loses the referen-
dum, he will resign on or around February
15th, so that a fresh presidential vote can
be held at the same time as parliamentary
elections, already scheduled for April 15th.
If, on the other hand, he wins public sup-
port, he promises to overhaul the cabinet
and the presidential office in order to start
anew with afresh public mandate. He says
that he is seeking the referendum to purge
the political community of dirty money
and to pursue political reforms.

The nation’s largest opposition party,
the Grand National Party (g np), says Mr
Rohis simply trying to cover up the corrup-
tion of his close aides. The party leader,
Choe Byung-yul, said on October 14th
that, even if the referendum were to take
place, the corruption scandal involving Mr
Choi and the sk Group ought to be thor-
oughly investigated first. “Itis only proper
to let the public reconfirm their confidence
after details of the irregularities have been
fully revealed,” he argued.

The gnp went as far as to suggest im-
peaching the president to prevent the ref-
erendum from being held. The party had
initially welcomed the call for a vote but
had a change of heart when half a dozen
polls conducted in the recent days showed
that a majority of voters plan to stand be-
hind the president. Rival political parties
have joined forces to block Mr Roh from
launching the national referendum, cast-
ing doubt on whether the vote will take
place in December at all.

There are legal complications as well.
Experts disagree over whether the South
Korean constitution-which states that the
president may call a referendum only over
significant matters of national interest,
such as diplomacy, security and unifica-
tion-allows a vote of confidence on the
presidency. The president, however, ar-
gues that the term significant should be in-
terpreted pretty broadly. Not only does he
lack a parliamentary majority, Mr Roh
now lacks a party at all, since the one to
which he previously belonged has split,
prompting his own resignation from it.

Whether the referendum eventually
happens or not, the government is getting
ready. A fresh electoral roll is being drawn
up, and a campaign to encourage citizens
to participate is being launched. Until it is
all over, though, Mr Roh'’s presidency is
sure to be even more distracted and incon-
sequential than ever. 1

Afghanistan

Beyond Kabul

KABUL
Peacekeeping finally expands. Sort of

HE diplomats must be pleased with

themselves. They have managed to
package a small deployment of German
soldiers to a safe(ish) bit of Afghanistan as
amajor new commitment to the country.
Theu n vote on October 13th finally allow-
ing the International Security Assistance
Force (isa¥), under nato command since
August, to move beyond Kabul certainly
wasn'tbad news. Any support for the tran-
sitional government of Hamid Karzai,
who had been pleading for such an expan-
sion for months, is welcome. But closer in-
spection shows it, so far, to be cosmetic.

The Germans will take a few hundred
men north to the stable backwater of Kun-
duz. They will do much the same as the
small provincial reconstruction teams
(prt) already being run elsewhere in the
country under the American-led coalition
banner. The main difference will be the
command. American generals are pri-
vately annoyed at the Germans messing )

} up their command structures.

The Bush administration, however,
could hardly turn down the offer of help
from a fractious ally, especially when the
command rests with n a t o . The Pentagon
voiced cautious support for a German
plan for “islands of security” which would
send isaf troops to “stabilise” Afghan cit-
ieswhich are already pretty stable. Kunduz
would be first. Next would be Herat—pos-
sibly the safest city in Afghanistan-and
Kandahar, with its 4,000 American troops.
Yet the pressing security concerns in Af-
ghanistan lie out in the countryside.

It would be churlish to damn the Ger-
man effort. They have been among the big-
gest contributors to stability in Afghani-
stan. About 1500 of the present
5,000-strong isar force in Kabul is Ger-
man, and few other countries are prepared
to head for the provinces. Besides, stability
in the north is not a given. Recent scrap-
ping between northern warlords, Rashid
Dostum and Atta Mohammed, near Ma-
zar-i-Sharif killed dozens—in spite of the
presence of a British prt in town. More
deaths are likely, despite a negotiated
cease-fire, as the khans and their com-
manders squabble over land, crime rack-
ets and the division of this year’s harvest.

Still, Kunduz looks like a low priority.
But the German deployment will allow
American troops now based there to head
south. According to aid agencies and those
organising next year’s elections, that is ex-
actly where isar should be heading.

Deployments in the south-where co-
alition special forces are regularly cut
down-are a hard sell for any nato de-
fence minister though. Even Kabul is no
easy service: Canada lost two men in the
capital on October 2nd when an unar-
moured vehicle hit an anti-tank mine in-
vestigators think was planted by agents of
the renegade warlord Gulbuddin Hikma-
tyar. An unhealthy confusion between
isaf peacekeepers and coalition forces-
who have made few friends in the south
by choosing unsavoury local allies and oc-
casionally arresting or shooting the wrong
people-would also be hard to avoid. Yet
without nurturing disaffected Pushtun ar-
eas-particularly the drug-producing prov-
inces like Uruzgan, Helmand and Nanga-
har-all the international community’s
efforts to stabilise Afghanistan are likely to
be fruitless. 1
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Australia

Labor'slove’s lost

SYDNEY
Opposition is not easy

ISTORY will be made when George

Bush addresses the Australian parlia-
ment in Canberra on October 23rd, and is
followed on to the podium by Hu lJintao,
the Chinese leader, the next day. This un-
precedented double-act by the leaders of
America and China, Australia’s chief ally
and the biggest country in its backyard, is a
feather in the cap of John Howard, the
prime minister. Butit will be a sore trial for
Simon Crean, the embattled leader of the
opposition Labor Party.

The week before Mr Bush’s arrival, Mr
Crean was busy lecturing Labor par-
liamentarians on the need to show “due
respect” after several of them had threat-
ened to turn their backs on the American
president, refuse to stand up for him, or
boycott the speech altogether in protest
against the Iraq war. At a time when he is
struggling to survive, the last thing Mr
Crean needs is headlines trumpeting La-
bor disarray and weakness over the Amer-
ican alliance, which a recent opinion poll
showed that an overwhelming majority

The Philippines

Death of a fugitive

MANILA

Crean sinks to the bottom

of Australians still support.

The same cannot be said for Mr Crean.
Since he took over as Labor leader after the
party’s third successive election loss to Mr
Howard’s conservative coalition in late
2001, his opinion-poll ratings have gone
steadily down. One poll last month gave
Mr Howard 59% approval against 28% for
Mr Crean. The margin of support between
the parties themselves is much narrower.
Most gallingly for Mr Crean, the poll sug-
gested that Labor could win an election if »

A mysterious Killing follows a mysterious escape

HERE was good news for the Philip-
pines on October 12th. The security
forces announced that they had killed
their most wanted fugitive, an Indone-
sian terrorist suspect called Fathur Roh-
man al-Ghozi, in a gunfight on the
southern island of Mindanao. As a close
ally of America in its war against terro-
rism, the government was mightily em-
barrassed when Mr al-Ghozi escaped
from the national police headquarters in
July. His death came six days before
President Bush was due to visit Manila.
It was all a bit too convenient, said
opposition politicians, who conjectured
that Mr al-Ghozi had been murdered to
prevent him from revealing police cor-
ruption, and that his corpse had been
produced to impress Mr Bush. Nonsense,
said the security forces, maintaining that
Mr al-Ghozi was one of two occupants
of a vehicle who had shot at policemen
or soldiers at a checkpoint. The security
men fired back, killing the fugitive.
When Mr al-Ghozi was arrested last

year, he was the most important suspect
captured in the Philippines since the war
against terrorism began. The authorities
say he was a senior member of Jemaah
Islamiah, a South-East Asian group of
militant Muslims.

However, the seeming ease with
which he then escaped raised suspi-
cions, even though an official inquiry
found no evidence that corrupt police-
men had let him go. In the area where,
according to the security forces, Mr al-
Ghozi was shot, some local officials cast
doubt on that claim of a gunfight.

On these facts, the media have built
various conspiracy theories. One of the
less fanciful is that Mr al-Ghozi had
sought refuge with Filipino Muslim re-
bels, but was turned over to the security
forces in return for money. His elimina-
tion may have improved the Philippines’
tarnished reputation as an ally in the
war against terrorism. But, given the
mysterious circumstances of his death,
its reputation is still less than gleaming.



} it dumped him as leader (though without
saying who his successor should be). With
an election due next year, some Labor par-
liamentarians reckon this may be their
only hope of survival.

Mr Crean’s main problem is his clunki-
ness: on television he almost always looks
wooden and unconvincing. Charisma has
never been Mr Howard'’s strong point ei-
ther, but since 2001 he has clawed back au-
thority by cannily turning the issues of ter-
rorism and national security to his
advantage. Australia’s robust economy
has also helped. Labor is still dogged by
voters’ memories of punitive interest rates
under the Labor government of a decade
ago, of which Mr Crean was amember.

Indonesia

There be dragons

KOMODO AND MANADO
New ways of protecting wildlife

HERE is nowhere else on earth quite

like the Komodo archipelago. Itsforbid-
ding cliffs and parched savannahs are the
only habitat of the Komodo dragon, the
world’s largest living lizard. The surround-
ing seas are as fertile as the islands are bar-
ren. Individual reefs contain more species
of coral than the entire Caribbean—and
scientists think there are still many more to
be discovered. The reefs also host a ka-
leidoscope of fish, as well as turtles, du-
gongs and even passing whales. And Ko-
modo is only one of the many national
parks scattered across Indonesia from the
jungles of Sumatra to the mountains of
New Guinea.

Unfortunately, there are also few
places on earth quite as chaotic, cash-
strapped and corrupt as Indonesia. The
country’s parks, never very fiercely pro-
tected in the first place, have suffered al-
most total neglect since the Asian financial
crisis 0f 1997. The government’s budget for
conservation has plunged by 80%. Under-
paid and ill-equipped rangers have little
incentive to do theirjobs properly. Indeed,
they often connive in the practices—illegal
logging, poaching and encroachment on
land, and dynamite and cyanide fishing-
that are fast destroying Indonesia’s parks.
In desperation, Indonesia’s Forestry De-
partment, which is in charge of the parks,
has begun experimenting with alternative
ways of protecting them.

In Komodo, The Nature Conservancy
(enc),an Americann g o , is spearheading
one such experiment. Since 1995, it has
provided the park management with train-
ing, equipment and advice, both to enforce
environmental regulations and to provide

The Labor leader has made slight in-
roads into Mr Howard’s dominance by
promising to increase spending on health
and education, where the government is
vulnerable. But this may not be enough to
turn opinion round. Kim Beazley—Mr
Crean’s predecessor as Labor leader, who
unsuccessfully tried to topple him last
June-is hovering for what some believe
may be a second challenge. Since Mr How-
ard can decide the timing of the next elec-
tion, the Labor Party may be obliged to
stick with its current leader if it does not
actsoon. Itwould then have to gamble that
voters’ disenchantment with the govern-
ment is stronger than Mr Crean’s unhappy
ability to make their eyes glaze over. 1
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a livelihood for the villagers who used to
break them. To deter cyanide fishing, for
example, the group has set up a farm that
will hire locals to raise the species they
used to fish for. It has also encouraged lo-
cals to turn in outsiders who make forays
into the park to fish with dynamite or to
poach deer, the dragons’ favourite food.

The effort is paying off. Piles of shat-
tered coral, a sure sign of dynamite fishing,
are common along the reefs outside the
park, but rare inside, tn c says coral cover
has increased by 30% since 1997. The same
goes for the deer: a stroll across Rinca, one
of theislands in the park, reveals dozens of
them, along with wild buffalo, pigs and
three-metre-long Komodo dragons.

But the scheme has its weaknesses. For
one thing, it relies on the support of Indo-
nesia’s heavy-handed security services to
help catch those who break environmen-
tal laws. An over-zealous naval crew killed
two suspected poachers in 2002, suppos-
edly in self-defence. Even if crooks are
caught red-handed, they can escape pun-
ishment. Park officials complain, for exam-
ple, that prosecutors in the province abut-
ting the park are in the pocket of
industrial-scale illegal fishing rackets.

The biggest problem is paying for the
programmes, tn c has aplan, approved by
the government, to make the park self-fi-

nancing by getting a private company to
promote and manage tourism. It reckons
such a venture could draw 35,000 visitors
ayear, charging them as much as $30 toen-
ter the park, compared with the current
12,000, who payjust $2.50. Ithas proposed
itself, in a joint venture with an Indone-
sian hotelier, as the concessionaire.

Indonesian ngos and journalists are
denouncing the scheme as the privatisa-
tion of Indonesia’s natural heritage. But
tnc stresses that the company would
only be a sort of subcontractor, managing
visitors on behalf of the park service, and
in an environmentally sound manner to
boot. What's more, the company’s bylaws
would oblige it to plough all profits back
into improving the park.

Elsewhere in Indonesia, other parks are
moving in the opposite direction, trying to
get locals, rather than outside experts, to
take a greater role in the management. The
authorities in Bunaken, an 89,000-hectare
(220,000 acre) diving paradise near Ma-
nado on Sulawesi, set up a local advisory
board in 2000. It recommended dividing
the park into separate zones for conserva-
tion, tourism and small-scale, sustainable
fishing. The fee foreigners pay to use the
park was raised to $18, and the park now
retains 80% of that income, instead of
sending it all toJakarta and then receiving
smaller sums back from a general con-
servation fund. Locals now participate in
patrols along with police and rangers.
They check visitor tags, keep out trespass-
ing fishing boats and stop everyone violat-
ing the zoning regulations.

Over the past two years coral regenera-
tion here has been an impressive 11%, fish
are abundant, and locals are content be-
cause poaching is decreasing and tourism
increasing. The fees and taxes on all this ac-,,
tivity contribute a healthy $8.2m to the
provincial coffers. The central government
has declared Bunaken a model of park
management-though the critical feature
of the model is to reduce its role. 1
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Air travel

After Concorde

The less beautiful future of international business travel

ONCORDE is due to take off into the

sunset from Heathrow airport on Oc-
tober 23rd on its last scheduled flight to
New York. Its return to London the next
day—touching down alongside two others
back from farewell trips-will be broadcast
live. The world’s last five supersonic pas-
senger jets will then head off to museums
in Manchester, New York, Bristol, Barba-
dos and Seattle, never to fly again.

Since British Airways (ba) and Air
France announced Concorde’s retirement
in April, ba has been catering to super-
sonic virgins wanting a once-in-a-lifetime
thrill. The planes have been full of noisy
enthusiasts-more like a charter to Ibiza
than a sleek business hop for dinner in
Manhattan after lunch in London.

The bosses and investment bankers
abandoned Concorde long ago. That is
why there will be no replacement aircraft,
at least in the short term. Airlines are now
struggling to survive and focusing on cost
reduction. Firms have slashed travel bud-
gets, even for executives. Investment bank-
ing is still slow enough that transatlantic
speed matters little. Still, one day, demand
for fast long-haul flights could return. With
only amodicum of technological progress,
a quieter, more fuel-efficient supersonic
passenger jet could be viable.

Before the crash of an Air France Con-
corde in ParisinJuly 2000, which killed 114
people, ba’s top dozen business clients
(the big investment banks plus multina-

tionals such as GlaxoSmithKline and bp)
each had Concorde flights included in
their corporate deals. When Concorde re-
sumed flying in November 2001, none of
them wanted it any more. In its heyday
Concorde typically flew three-quarters
full, earning na about £2o0m ($33m) in op-
erating profits from 35,000 passengers a
year. When it returned to service, paying
over £8,000 to fly supersonic had lost its
appeal, ba could attract enough business
for only one transatlantic flight a day (in-
stead of the previous two), and even then
the aircraft was often carrying only a cou-
ple of dozen paying passengers. Extra seats
were often filled by upgrading subsonic
first-class and business-class customers.
Delays and diversions due to bits falling
off and engines faltering began to tarnish
Concorde’simage and emphasise its age.

Who killed Concorde?

A study commissioned by ba of the case
for a £1701 refit of the supersonic aircraft,
which came into service in 1976, showed
that its viability had ended with the turn
of the century stockmarket boom. At the
start of 2003, Airbus-the modern incarna-
tion of the Anglo-French manufacturing
partnership that created Concorde-told
Air France and ba, the aircraft’s only oper-
ators, that it could no longer provide tech-
nical support for the aircraft at anything
like a commercial price. Air France, which
never made as much from Concorde asba ,
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stopped flying it in May, but ba said it
would keep Concorde going until October
simply to please its fans.

Sir Richard Branson, part-owner of Vir-
gin Atlantic Airways, then bid £1 each for
ba’s Concordes, ba dismissed this as a
mere publicity stunt. In fact, Virgin did
want to keep the aircraft flying for a few
months, running services to New York,
Dubai and Barbados, priced at £1 below
b a’s first class fare on each route. The idea
was to garner arich pr harvest, before qui-
etly bowing to the inevitable when Airbus
called time on the ageing aircraft.

ba dismisses the suggestion that Con-
corde has been put down prematurely. In
the end it was the halving of premium tra-
vel (supersonic, first class and business
class) thanks to economic slow-down, ter-
rorism and the Iraq war that sealed its fate.
Its success with ba was always rather arti-
ficial, since five of the 14 aircraft that even-
tually went into service with it and Air
France were handed over for nothing, for
lack of other buyers. At one point, there
were 74 orders for the aircraft from 16 other
airlines, half of them American. These
were cancelled when rival supersonic air-
craft being developed by Lockheed and
Boeing were scrapped in 1971. It became
clear that America would no longer favour
supersonic flight, so airlines had no need
to invest in them. America then fought for
years, before relenting, to deny Concorde
access to Washington, d ¢, and New York.
Environmentalists attacked its noisy sonic
boom and its fuel consumption. It was
banned from flying supersonically over
land, which made using it less worth-
while. High oil prices also hurt: Concorde
requires four times as much fuel per pas-
senger as a 747 to cross the Atlantic.

Developing Concorde had cost the Brit-
ish and French governments £1.1 billion
(about £11 billion in today’s money) before 1



} iteven went into service-nearly ten times
what was budgeted. In 1976 work ceased
on a Concorde b, with quieter, more eco-
nomical engines and the ability to cross
the Pacific. Another secret project to build
an improved Concorde was explored by
British Aerospace and Aérospatiale, the
original makers, in the early 1990s. The
idea was to develop a 225-seat aircraft,
with three classes, flying at 2.5 times the
speed of sound, 25% faster than Concorde,
able to go from London to Tokyo, all for the
cost-per-seat-mile of a Boeing 747, the
most economical big aircraft around. A
likely development cost of £9 billion
prompted the firms, through their joint
venture, to build the Airbus A380 instead.

Concorde leaves a smaller hole in the
market than when it was grounded in
2000. Butb a, bereft of its standard-bearer,

Trade fairs

The big squeeze

CANNES AND FRANKFURT

is looking for ways to cosset passengers
forced to spend seven hours in the air be-
tween New York and London, not three
and ahalf. One option being tested on eve-
ning departures from New York is a
“sleeper flight” on which first and busi-
ness-class passengers eat before take-off,
then doze on v a’s flat-bed seats in a dark
cabin undisturbed by any meal service.

ba’s rivals smell an opportunity. The
quickest way to get from Oxford Circus to
Central Park South will now be by execu-
tive jet. Using small airports such as Lon-
don’s Northolt and Teterboro in New Jer-
sey itis possible to go from door-to-door in
under eight and a half hours-about half
an hour longer than by Concorde, but
nearly four hours quicker than by b a first
class between Heathrow andjFK.

Enter the peddlers of a timeshare at

Trade fairs offer atremendous opportunity to getripped off by locals

HE Carlton Hotel in Cannes is the
Tscene of crucial parts of Alfred Hitch-
cock’s “To Catch a Thief”. Staying there is
a thrill, says a Hollywood executive who
came last weekend for mipcom,anin-
ternational television pow-wow. Soaked
in film history and glamour, Cannes
makes a fortune every year by hosting
entertainment-industry events. The city
takes so much money from the pockets
of its visitors, indeed, that Hollywood
studios periodically threaten to move
the bash to Barcelona.

One of the biggest gripes about
Cannes concerns hotel bookings. To go
tomipcom,organised by Reedmidem,
part of Reed Elsevier, those attending
must pay for four nights in a hotel,
though the real business gets done in
two days. The combined cost of going to
the conference—a stand, hotels and
entertainment-runs to over $500,000
per studio. Some firms hire big motor
boats in the marina instead. Reed m i -
dem hates losing control like this, says a
mipcom veteran. Not long ago the boat
owners found themselves threatened
with exorbitant marina charges during
conference time.

The world of books is even greedier.
At Frankfurt’s book fair, which also
ended this week, a hotel stay must last
six days. As Frankfurt gets few tourists
during the rest of the year, says Holger
Ehling, the fair's spokesman, the hote-
liers see their guests as “wallets on legs”
and quadruple or even quintuple rates.

Last year there were rumblings about
amove to Munich, until the fair organ-
iser locked itself into a seven-year deal

Studying the bill

to stay put. Yet Frankfurt and Cannes
both know that they cannot push things
too far. Frankfurt is nervously watching
arival, the London Book Fair, also run by
a unit of Reed Elsevier. It circulated a
questionnaire this year asking exhibitors
to compare it with London and others.

After years of discontent, says lan
Jones, chair of a British television trade
body, he has persuaded Reed midem to
change its pricing structure in Cannes:
now it will charge per person instead of
only by company. This will help smaller
producers. Reed m id e m Will be aware of
the decline of natpe,an American tele-
vision conference which used to be im-
portant but which is in crisis because
people stopped going. Making cities
compete for business is the best way to
keep costs down. The American Associa-
tion for the Advancement of Science
moves its annual get-together from city
to city each year and sticks to the cheap
winter months. For media folk, who
have a greater need for glamour, that ap-
proach is probably too rational.

”

35,000 feet called “fractional ownership”.

The market leader is Netjets, owned by
Warren Buffett’'s Berkshire Hathaway
holding company. Instead of the hassle
and expense of owning a corporate jet, a
firmorrichindividual can pay around $7m
for access to 150 hours of flight a year. The
rate of growth of fractional ownership has
slowed globally of late, along with pre-
mium travel on scheduled services, but
Netjets has doubled its sales in Europe in
the past year, and hopes without Con-
corde to double sales again this year. Its
service can work out at 25% cheaper than
Concorde, if a small group shares a plane.
More speed on the ground may make
up for less in the air. Corporate and frac-
tional jets use small airports where
check-in takes minutes and take-off times
can be altered to suit. So, too, do new busi-
ness-only airlines, such as PrivatAir, which
runs services between Disseldorf and
Chicago and Munich and New York. To-
gether they offer a mixture of control (fly
when you want by charter or corporate jet)
and privacy (feeling safer by travelling
only with members of the same “club”),
plus comfort in the air and on the ground.
There is a certain irony in the fact that
Concorde, doomed from birth by its sonic
boom, will fly for the last time only six
months after an experiment by nasa,
America’s aerospace agency, showed how
to quieten the boom by using a fatter wing
on a modified fighter plane. No one is cur-
rently planning to bring back supersonic
travel. But one day they surely will. 1

General Electric

The hard way

NEW YORK
Jeffrey Immelt continues his quixotic
search for double-digitgrowth

F GENERAL ELECTRIC (ge) hoped to

buy itself out of trouble, it may have to
think again. On October 8th, the huge con-
glomerate announced the final terms of its
purchase of the American entertainment
assets of Vivendi, a French media firm. On
October 9th, it completed the purchase of
Instrumentarium, a Finnish medical-
equipment maker. With the announce-
ment on October 10th of its purchase of
Amersham, a British life-sciences and
medical-diagnostics company, ge had in
three days showcased bold, supposedly
business-transforming, deals worth over
$25 billion. As investors promptly cut their
valuation of ge’s shares, however, it was
not wholly clear whether Jeffrey Immelt,
the firm’s boss, was climbing out of a hole,
or digging himself deeperin.

Mr Immelt has had a torrid time since »

> taking over from Jack Welch, ge’s former
boss, in 2001. Waking from the dreamy
1990s, investors discovered that ge was
not, after all, a smooth earnings machine
that pumped out profit growth of 16-18% a
year, but a collection of mature industrial
assets bolted to a fast-growing, opaque
and highly-leveraged finance business.
Worse, thanks to the effect on profits of a
bubble in ge’s power business and a
seemingly overfunded corporate-pension
fund, the firm’s best days now looked to be
behind it. Last year, ge failed to grow its
profits at the promised double-digit rate for
the first time in ten years. Most likely, itwill
fail to do so again both this year and next.

Mr Immelt has embarked on a cam-
paign to persuade shareholders that ge-
with nearly 200,000 employees and more
than $130 billion in sales-can still perform
like a growth company. The aim is to get
the share price, which Mr Immelt says is
too low, back up again. Mr Immelt’s key
idea is to buy new “high margin, high
growth” businesses. According to his fans,
the new purchases all fit the bill.

The magic of Mr Welch’s trampe l'oeil
was to create the appearance of a high-
growth firm with low risks: a triple-A rated
company which churned out a steady and
predictable stream of fast-growing earn-
ings. Now, investors find these vaunted
qualities suspicious, forcing Mr Immelt to
reverse some of Mr Welch’s financial-engi-
neering tricks, ge no longer offers wonder-
fully precise predictions of what it will
earn each year, for instance. Gone, too, is
the spin about “long cycle” and “short cy-
cle” businesses which, by offsetting their
different ups and downs, were supposed
to create all that wonderful smoothness.

Biotechnology and media assets may
indeed offer the potential for faster growth
than power turbines and aircraft engines.
But investors also fear that they will in-
crease ge’s risks. Amersham clearly
spends more money thinking about risky
future markets than ge has traditionally
done. Notwithstanding a pr campaign to
convince financial scribblers that it is a re-
search powerhouse, poised for growth, ge
spends just 2% of its sales each year on

Not so electric
Price performance, January 1st 2001=100

Telecoms in India

Something to talk about

Mobile use would grow even faster in Indiawith better regulation

OBILE telephony is finally taking

off in India. Some 5m new users
have signed up since March; there are
now over 17m subscribers. Add to this
around 3.5m subscribers to a “limited”
mobile service provided by fixed-line
operators that works within a restricted
area, usually a large city, and the total is
even more impressive. What is driving
this spectacular growth? Affordability.
Limited mobile providers, authorised to
begin operations early this year, cross-
subsidise mobile from their fixed-line
services. This has led to such fierce price
competition that Indian mobile tele-
phony is now the cheapest in the world.

But growth has not come without
problems. Mobile companies in India
have a much narrower spectrum alloca-
tion than their peers elsewhere. The rise
in users has meant clogged up airwaves
and poor connections. On September
25th, India’s telecoms ministry said it
would release an additional chunk of
spectrum to ease the problem.

Price competition has also hurt pro-
fits. According to a report by Pricewater-
houseCoopers (p w ¢ ) for the Cellular
Operators Association of India, mobile
operators have made combined losses
of 117 billion rupees ($2.6 billion) since
the launch of limited mobile. Without
this competition, they would have made
a profit of 67 billion rupees, sayspw c.

r &d ; Amersham spends 10% . The Vivendi
assets fitwell on paper with nbc, ge’s ex-
isting network broadcaster. As tempera-
mental, creative types, however, Vivendi’s
media moguls may not succumb happily
to an invasion of ge number crunchers:
nbec certainly did not.

ge Will pay for the Vivendi and Amer-
sham purchases with those same com-
pany shares that Mr Immelt declares to be
undervalued. That is good for its balance
sheet, which has seemed stretched re-
cently, but not, on the face of it, for share-
holders. The Vivendi deal is reasonably
priced, but Amersham is expensive,
prompting worries that pressure to get the
share price up is clouding ge’s judgment.
Because ge is so large, moreover, Mr Im-
melt will have to make big divestitures,
too, if he really wants to change the com-
plexion of his business. Shareholders
hope that the firm will shed its lighting, ap-
pliances and reinsurance units, among
others. Of the 36-odd deals that g e has dis-
closed so far this year, however, there have
beenjust four small divestitures.

Limited mobile operators have also
sought permission to expand into full
mobile. The mobile firms furiously op-
posed this. Had the government allowed
it-on October 12th, it sensibly decided
notto-pw c estimates that the losses of
the mobile providers would have grown
to awhopping 184 billion rupees.

But this decision seems likely to be
followed by a less prudent one. On Oc-
tober 30th, telecoms ministers will meet
to discuss the introduction of “unified”
licensing. This will putin place a regula-
tory regime that allows the provision of
wireless, fixed-line and possibly even
national and international long distance
services under a single “unified” licence.
Though meant to bring peace between
mobile and limited-mobile operators,
this would clearly benefit limited-mo-
bile/fixed-line operators, especially large
ones such as Reliance and state-owned
bsn1, by automatically granting them
wireless spectrum-for which the mobile
firms had to pay good money.

The government has decided not to
compensate the mobile firms for under-
mining their licences. But it has agreed to
allow greater consolidation of mobile
operators, and more foreign investment.
But with so much regulatory volatility,
and other battles under way in court, it
would take a particularly brave, or fool-
ish, foreigner to invest in this mess.

Maybe the firm’s shareholders will suc-
cumb, again, to g e 's relentless self-market-
ing. As the firm’s investor-relations wiz-
ards point out, stripping out the power
business and the impact of the firm’s pen-
sion fund from its reported numbers does
leave a profit-growth number higher than
10%. (The same calculation would have di-
minished Mr Welch’s figures, however.)

Then again, maybe Mr Immelt has sim-
ply got his strategy wrong. If, as ge claims,
itmanages financial assets better than any-
one else, it surely should give its finance
businesses every opportunity to grow. Yet,
under its present configuration, ge’s fi-
nance arm (which, thanks to its perceived
extrariskiness, is a drag on the firm’s share
price) finds its growth constrained. Its debt-
free, cash-rich industrial businesses are, ar-
guably, paying an even higher price, buy-
ing new firms with cheap shares when
they should, by rights, borrow to do so. Do
these two sides of ge belong together any
longer? Breaking the firm up would be
tough, but perhaps not as fraught as the ex-
pansion Mr Immelt has chosen. 1



The tobacco business

Smelling of
lemons

Tokyo

Japan Tobacco still thinks that the
tobacco business has a healthy future

O SEE why Japan Tobacco is expected

to bid in an auction in Turkey next
week, visit Tokyo’s teen-centric Shibuya
district. Youngsters happily puff on ciga-
rettes there, but ignore them-they are not
the real story. Although nicotine has
hooked males in Japan more than in any
other rich country, even the Japanese mar-
ket is shrinking faster than those smoking
teens would suggest. Instead, stroll to the
nearby Tobacco and Salt Museum. There
the story is told of tobacco’s globalisation
as it spread from the Americas; of how
technology has made consuming nicotine
more convenient; and of the role that
brands have played in marketing the
deadly drug. No cigarette firm anywhere is
striving harder to make money from the
continuation of all three strands of that
story thanJapan Tobacco.

Itsinterest in globalisation is easy toun-
derstand. Japan Tobacco’'s domestic mar-
ket is now shrinking, not least thanks to
successive tax hikes on cigarettes. In 1996-
2001, the number of smokers inJapan-as
ashare of people aged 20 or over-fell from
27.1% to 24.4%, says the health ministry.Ja-
pan Tobacco’s domestic tobacco sales fell
by 2.4% by volume in fiscal 2001, and by
3.5% last year. Taizo Demura of Morgan
Stanley reckons that they will fall by a
hefty 5.5%this year.

In April 2005, Japan Tobacco will also
lose its licence to sell Philip Morris’s Marl-
boro brand domestically, which the com-

pany says will knock ¥50 billion ($455121)
off its annual operating profits-around
one-fifth. Japan’s low population growth,
moreover, will continue to hold back do-
mestic sales in the future, even if those Shi-
buya teens keep getting hooked.

To boost tobacco profits, therefore, Ja-
pan Tobacco is banking on higher revenue
overseas. To this end, it has bought and is
now aggressively promoting a portfolio of
leading international brands. In 1999 it ac-
quired the international business of Amer-
ica’sr jr , giving it the rights to the Winston,
Salem and Camel brands outside America.
Japan Tobacco hopes that growing such
high-margin brands will boost its profits in
Europe. But, even though the firm is confi-
dent-perhaps overly so-that Europe is
unlikely tofollow America’s courtroom as-
sault on the cigarette business, demo-
graphics, health concerns and politics
(such as proposed bans on smoking in
public) make western European countries,
such as Britain and Germany, look poten-
tially as unexciting as Japan. This leaves
the big emerging economies to be more
thoroughly and profitably addicted.

Alas, some of the biggest emerging
markets are not very promising either, at
least in the short term. In China, the
world’s biggest market by volume, Japan
Tobacco cannot get past a state-run mo-
nopoly. Indonesia, the fifth-biggest mar-
ket, is dominated by locally made kretek
cigarettes (laced with cloves from the
country’s eastern islands). Japan Tobacco
has been especially aggressive, therefore,
in Russia, the world’s fourth-biggest mar-
ket, where smokers lit up 300 billion ciga-
rettes in 2002. And then there is Turkey, the
world'’s eighth-biggest market.

On October 24th, Tekel, a Turkish state-
run firm that sells tobacco products, salt
and alcohol, will put its tobacco business
on the auction block. Although they are
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still looking over the details, Japan To-
bacco’s executives say they have a strong
interest in making a bid. Around half of
Turks aged 18 or over smoke, and Tekel has
61% of the market. Better still, Turkish
smokers are showing growing interest in
higher-priced upmarket brands.

Japan Tobacco is also acting on the third
lesson from the industry’s history, by us-
ing more technology. Earlier this year, in
and around Tokyo, itbegan selling Lucia, a
new citrus-flavoured cigarette that has
been specially blended to reduce odour. It
claims these are as popular with non-
smokers, most of whom usually hate the
smell of cigarettes, as with smokers. Lucia
will be sold nationwide from November
4th. The firm will also begin to sell a simi-
lar reduced-odour cigarette under its Mild
Seven brand name-which should make it
more appealing to male smokers than
girlie Lucia-in Tokyo. *

Yeteven if it keeps up its profit margins,
shareholders are not convinced that they
will reap the benefits. Unlike the world’s
biggest tobacco company, Philip Morris,
which (through its parents Altria) pays out
half of its net income in dividends, Japan
Tobacco only returns about 20% of its net
income to shareholders. Earlier this
month, it announced plans to buy back
¥50 billion of its shares. But so far it has re-
purchased only about 70% of this total-
and most of these were from the govern-
ment’s 66% stake. The firm was partially
privatised in 1994.

One reason why the firm is loth to re-
turn more cash, says Masakazu Kakei, the
president of the tobacco business, is that it
wants to invest more in its pharmaceuti-
cals business—even though it has yet to
produce a marketable drug. Perhaps, a few
decades from now, there will be apharma-
ceutical museum in Tokyo telling how
cash flows from tobacco were used to
build one of the world’s leading drugs
companies. More likely, Japan Tobacco’s
profits will instead go up in smoke. 1
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UPS revolutionary
new business practice:

Cash before delivery.

It couldn't be simpler.

UPS Exchange Collect?’ takes the risk out
of doing business with unproven customers,
especially If they're on the other side of
the world. Your goods aren't delivered
until your customer's payment has been
received by UPS. You can view all your
transactions online; which will help you
manage and forecast your cash-flow.
Your time management will also improve,
because you'll spend less time

organising credit terms and mote time
putting your money to work.

Simple.

WWwWWw.ups.com
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price of oil

We're all involved in the oil business.

Every time we start our cars, turn on our lights, cook a meal or heat our homes, we're
relying on some form of fuel to make it happen.

Up to now, it's inevitably been a fossil fuel, part of the carbon chain.

And, just as inevitably, that will have to change.

Long before we decide to stop using fossil fuels, costs will have already made the
decision for us.

Not just the monetary cost, but the human cost, the cultural cost, the environmental cost.
We will, quite rightly, demand that our future energy is both sustainable and renewable.
We will expect a lot from the likes of solar power, wind power, geothermal power
and hydrogen fuel cells.

And it will take time.

Various estimates suggest that by 2050, nearly one third of the world's energy needs could
come from just such sources.

Which leaves the other two thirds to come from conventional fuels, such as oil and gas.
To make that happen, we have to strike a balance.

Between the need to protect people's way of life and their environment and the need to
provide them with affordable energy.

Between the cost of developing new technology to extract the utmost from current fuels
and the cost of developing new power sources.

This is what Shell does every day, all over the world.

This is why we need to hear from and listen to, everyone who has an interest in the world.
Which is pretty much everyone in the world.

This is the real price of energy and it's worth it, if only to make sure our children have
the chance to buy it

And a world worth buying it in.

A platform for all points of view is at www.shell.com

Profits. Principles. Or both?
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for profit alone?

Thinking about fast profits is not thinking

far enough. We are proud of our outstanding
financial achievements in past years. But for
us, corporate responsibility goes beyond profit.
We also take responsibility for enriching the
society in which we succeed by promoting
education, science and the arts. We invest in
the values that will take us further tomorrow.
ALTANA. An international pharmaceuticals
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Mafia businesses

Replacing the Boss

PALERMO
Management change the Sicilian way

UNNING a business is hard enough,
R and coping with colleagues’ cold
shoulders is but one challenge that manag-
ers often face. But few bosses find a bloody
goat’s head on their desk or receive bullets
in their mail. These are the kind of threats,
says Silvana Saguto, a senior judge, meted
out to a particularly doughty sort of boss
in Sicily. Ms Saguto runs the section of the
court in Palermo, the Italian island’s capi-
tal, that orders the sequestration of assets
owned by Mafia families. As well as
money and property, these often include
commercial firms. If the court seizes a firm,
it appoints an administrator to run it-and
it is these administrators who receive Ma-
fia reminders about who is really Boss.

In the past decade, the court in Palermo
has sequestered about €6 billion ($6.6 bil-
lion) of assets, particularly in the property
and construction sectors. Shockingly, Ms
Saguto says that the island’s economy is
still almost wholly under Mafia control.
The vast majority of Sicilian businessmen
are either victims of extortion or run legiti-
mate businesses on behalf of the Cosa
Nostra. Judicial administrators have not
been short of work but, as jobs go, there
are few riskier in the corporate world. Un-
like the investigating magistrates, prosecu-
tors and judges involved in Sicily’s Mafia
cases, this handful of lawyers and accoun-
tants work without armed escorts.

One typical takeover occurred in No-
vember 2001, when police in Palermo
swooped to enforce awarrant for the arrest
of Francesco Zummo, an important local
businessman. Soon after the arrest of Mr
Zummo, who, said investigating magis-
trates, had laundered money for 25 years,
and just before the offices of Gitex Gruppo
Imprenditoriale opened, law enforcement
officers arrived. The warrant included the
sequestration of the assets that investiga-
tors had identified as owned by Mr
Zummo and fronts acting on his behalf, in-
cluding a dozen building and property
firms. Gitex was one of them. Elio Collova,
an experienced accountant, had been ap-
pointed by the court to administer the
group and he was with the anti-Mafia
team at Gitex that morning when they told
staff that Mr Zummo was out.

His first task was to make it clear who
was in charge. Show one moment of
weakness and you have lost forever, says
Mr Collova. So he set about replacing the
board and firing executives. Judicial ad-
ministrators use their powers to call a

meeting of shareholders immediately,
and vote the shares they control to replace
old directors with new ones. Usually they
appoint trusted outsiders to key positions.
Trust is a crucial part of the relationship
linking the judge to the administrator, new
directors and new staff who must work
alongside existing employees whose loy-
alty may lie elsewhere. By intrigue or mus-
cle, the Mafia often tries to get back into
firms that are taken from it.

As well as being gutsy enough to resist
offers that are not supposed to be refused,
administrators must accept legal respon-
sibility for the firms they manage. They
must keep strictly to the law, observe ac-
counting rules scrupulously and be
wholly transparent. This can require quite
a profound culture change-not easy in
any firm. And they must run the firm at
least as well as those from whom they
took over. Should subsequent court pro-
ceedings fail to turn sequestration into
confiscation, the original owners may sue

Handheld computers

PDA, RIP

The nextbig thing thatwasn’t—er was it?

SIT time to declare the demise of the

handheld computer, also known as
the personal digital assistant (pd a)? A
lot of people suddenly think so, for de-
spite high hopes that the devices-made
by such firms as Palm, Sony, np and
Dell-would someday become ubiqui-
tous, annual sales have stayed flat at
around 11m units worldwide. This com-
pares poorly with pcs,around 130m of
which are sold every year, and mobile
phones, with sales of around 460m un-
its. “The pa a market will never be a
mass market,” says Cindy Wolf, an ana-
lyst at In-Stat/MDR, a market-research
firm. Almost everyone who wants a
pd a,she says, now has one.

In contrast, sales of smartphones,
high-powered mobile handsets capable
of doing most things paas can do, are
rising fast. Smartphones can be used to
store addresses and phone numbers,
download small pieces of software (such
as games), browse the internet while on
the move, store and play music, and jot
down brief messages. And, of course,
they are also telephones. Why carry
both a phone and apda around, when
you can carry a single hybrid device?
Fewer than 4m smartphones were sold
during 2002, but nearly 12m will be sold
this year, says Neil Strother of In-Stat/

m d r . Although final sales figures are not
yet available, it seems very likely that
sales of smartphones overtook sales of
pdas inthe third quarter of this year.

the administrators for breach of care.

Duty of care can be quite a responsibil-
ity. The towering, sequestered 300-room
San Paolo Palace hotel on Palermo’s east-
ern outskirts, part of the empire of families
in the city’s notorious Brancaccio district,
employed 120 workers. Safeguarding their
jobs was crucial, says Ms Saguto. The
seven-storey home of Gitex contains
around 20,000 square metres (215,000
square feet) of office space, mainly let to
technology firms and call centres. The as-
sets of the Piazza group, administered by
Gaetano Cappellano Seminara, a Palermo
lawyer, include over 50 schools that are let
to city and provincial authorities. Palermo
is an anomaly in renting many of its
schools. What better way for the Mafia to
launder revenues from illegal activities
than to build schools and rent them to lo-
cal governments for clean cash from tax-
payers? And what better sign of progress
in the war on the Mafia than the fearless
administrators now in charge of them? 1

“The pd a is dead,” says David Levin,
the boss of Symbian, the leading maker
of smartphone software. Anssi Vanjoki
of Nokia, the world’s biggest mobile-
phone maker, agrees, pdas without
wireless connectivity are doomed, he
says. Even as Nokia, Sony Ericsson and
other handset makers build PDA-like
functions into their smartphones, some
pda makers are adding phone capabil-
ity to their handhelds.The two camps
have arrived at the same result-a hybrid
PDA-phone-ffom opposite directions.

David Nagel of PalmSource, the firm
that licenses the Palm operating system
to makers of phones and pd as, dis-
misses the idea that one camp or the
other has won. To say that there is a sin-
gle “killer device” is, he says, an over-
simplification, for there is room for a
whole range of PDA-like devices in the
marketplace-of which smartphones, in
his view, are just one kind. PalmSource
is, he says, well placed to compete with
Symbian and Microsoft to provide the
software to power pocket-sized devices.

This much is clear: handheld comput-
ers must be phones too, if they are to sell
in any quantity, paas of the traditional
type, which do not double as phones,
are condemned to remain a tiny niche.
But whether the sudden rise of the
smartphone constitutes the death of the
pda,Orits triumph by other means, is a
matter of opinion. In other words, the
pda isdead—onglivethepda.
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Facevalue Getnaked

Every firm should have a nudity strategy, says Don Tapscott

ANAGEMENT gurus are expected to entertain nowadays,
M as well as to enlighten. On one occasion, Don Tapscott, a
leading business “author and futurist”, had Patrick Stewart—aka
Jean-Luc Picard, a captain of the Starship Enterprise-“material-
ise” alongside him on stage, seemingly transported there via te-
leportation. More recently, the organisers of an event in
Singapore wanted him to appear on stage in a manner that illus-
trated the message of his latest book (co-authored with David Ti-
coll). Given its title, “The Naked Corporation”, some risqué
possibilities leapt instantly to mind. In the end, says a clearly re-
lieved Mr Tapscott, it was decided merely to hint at what a sexy
idea nudity is rather than actually to demonstrate it, by having
him imitate James Bond-in a tuxedo, blowing smoke from an
imaginary gun, flanked by scantily clad dancing girls.

Despite such gimmicks, Mr Tapscott is deeply serious. A Ca-
nadian business school professor, he coined, or at least popular-
ised, such phrases as the “net generation” and the “digital
divide” during the 1990s. Today he believes that corporate na-
kedness-guru-speak for making firms far more transparent to
their customers, employees, investors and society at large-is the
“big idea” that management thinkers have been desperately
seeking since their last ones came a cropper during the dotcom
bust. (Remember Gary Hamel’s “Leading the Revolution”, pub-
lished, alas, just as the revolution came to an abrupt end?) In fact,
Mr Tapscott is not alone in touting a big idea aimed at lifting the
market for management books out of its deep post-bubble de-
pression. Tom Peters, a co-author of the seminal 1980s tome, “In
Search of Excellence”, has just published “Re-imagine!”, a “pas-
sionate wake-up call for the business world, educators, and soci-
ety asawhole”. Clayton Christensen, a Harvard Business School
professor, terrified many bosses with financial death by a thou-
sand internet clicks in his 1997 book “The Innovator’s Dilemma”.
Now he has, at last, come up with “The Innovator’s Solution”.

Whereas Mr Christensen and his co-author, Michael Raynor,
write largely as if the corporate excesses of recent years never
really happened, and Mr Peters rants about Enron (and much
else) in an entertaining but unfocused way, Mr Tapscott’s big
idea coherently, and mostly convincingly, combines an analysis
of the recent crisis in corporate America with a celebration of the

technological revolution that he began in earlier books, such as
“Paradigm Shift” and “Growing Up Digital”. His message should
certainly provide a wake-up call to anybody left in the business
world who does not realise that the days are long gone when a
greatindustrialist such as Charles Schwab, boss of us Steel acen-
tury ago, could talk but once in his life to a reporter-then break
off contact when his words appeared in print.

Greater transparency, Mr Tapscott argues, is an unstoppable
force. Itis the product of growing demand from everybody with
an interest in any corporation-what he calls its “stakeholder
web”-and of rapid technological change, above all the spread of
the internet, that makes it far easier for firms to supply informa-
tion, and harder for them to keep secrets. (Firms now know that
their internal e-mail may one day become public knowledge, for
instance, and many big companies must co-exist with indepen-
dent websites where employees can meet anonymously to air
their grievances.) With greater transparency, says Mr Tapscott,
will come greater accountability and better corporate behav-
iour. Rather than engage in futile resistance to it, firms should ac-
tively embrace transparency, and rethink their values and
generally get in better shape. “If you're going to be naked, you'd
better be buff,” is how he sums up his argument, ever aware of
the need for a colourful soundbite.

Mr Tapscott believes that more transparency and better be-
haviour will bear economic fruit-not least by avoiding cata-
strophic collapses like those at Enron and WorldCom. He cites
approvingly the transparent way the head of Microsoft’s website
shared details of problems occuring on the site, and Prudential
Securities, which was so open with staff that their loyalty grew
even as it made redundancies. He boldly predicts that, in a trans-
parent world, advertising and spin will be less effective.

What about naked ambition?

Yet perhaps you can have too much of a good thing. For now,
greater corporate nudity is certainly desirable. Butwould capital-
ism really thrive in a fully transparent world? Mr Tapscott con-
cedes that “as with all good things, transparency has a law of
diminishing returns”: exposing proprietary trade and competi-
tive secrets, or private employee and customer data, can damage
a firm, for instance. Yet surely there are other dangers, not least
that capitalism is not a fair fight and, as nobody is perfect, there
will always be things happening within a firm that its enemies
can seize upon to embarrass it, or worse. Mr Tapscott is particu-
larly naive about the intentions of activist non-governmental
organisations (ngos) that criticise firms; there is growing evi-
dence that they simply become more aggressive toward firms
that seek to work with them (as Mr Tapscott urges) rather than
giving credit where it is due. Nike now has some of the best fac-
tories in the developing world, yet is still unfairly branded as a
sweatshop by criticalngo s .

Rather than flaunting their flabbier bits, or deploying the cor-
porate equivalent of an army of personal trainers (probably law-
yers) to keep themselves in perfect shape, surely firms will have
to develop a “figleaf” strategy alongside their plans for greater
nakedness. One obvious area to explore is how to make greater
use of unrecorded verbal communication instead of e-mail. Mr
Tapscott’s big idea is broadly correct, and yet there remains a
nagging suspicion: it is that, seen in the raw, the greedy drives
and selfish ambitions that help to make capitalism so successful
will never look especially “buff”. 1

Whose is the fairest of them all?

Housing finance has big economic consequences. Can itbe made towork better?

ORTGAGE markets matter. That mes-
M sage is being brought home to gov-
ernments everywhere. In America, doubts
about the underpinning of Freddie Mac
(once known as “Steady Freddie”) and
Fannie Mae, the two props of the country’s
lively mortgage market (see box on follow-
ing page), have led to calls that they be reg-
ulated directly by the Treasury. In Britain,
the chancellor of the exchequer, Gordon
Brown, earlier this year bemoaned the fact
that his domestic market offers relatively
few long-term, fixed-rate mortgages. This,
he implied, was a problem to be solved be-
fore Britain could give up the pound and
join the euro.

The British government asked David
Miles, an economist at Imperial College,
part of the University of London, to look
into the effects of mortgage finance on the
British economy, and what can be done
about the shortage of fixed-rate loans with
a maturity of more than five years. Mr
Miles’s report is expected in December.

The chancellor wants him to look to
America and the rest of Europe, where
there is a wide variety of house-lending
styles. Britain’s high level of home-owner-

ship, higher than in France, Germany or It-
aly, and its relative sparsity of fixed-rate
mortgages make Mr Brown and others fear
that the country could bear the brunt of
any interest-rate changes if itwere to be in
the euro area.

The rest of Europe, however, may not
have many lessons to offer the British. A re-
cent study, commissioned by the Euro-
pean Mortgage Federation from consul-
tants at Mercer Oliver Wyman, put
Britain’s market comfortably first (out of
eight European mortgage markets) for
“completeness”-a measure based on the
range of products on offer, the ease of ac-
cess to the market, the availability of ad-
vice, and the type of borrower. Second
was the Netherlands. Lagging badly were
Germany, Italy and Portugal.

The Council of Mortgage Lenders
(cm 1), abody which represents 98% of the
British market, reported to Mr Miles last
month that there is little demand from con-
sumers for longer-term loans. Michael
Coogan, cm 1’s director-general, says “few
are willing to pay large price premiums for
long-term certainty.”

However few that number may be, itis

increasing. Britain’s mortgage market is no
longer almost entirely based on variable
(or floating-rate) mortgages. Cazenove, a
British investment bank, says loans that
have a floating rate for most of their life
now account for roughly 80% of British
mortgages (see chart on following page),
down significantly from a decade ago. In
Britain’s hotly contested market, fixed-rate
mortgages with terms of five years (and
even of ten) are growing in popularity.

Economic fuel
These days, mortgage markets everywhere
are in a state of flux. In the e u, there are
moves afoot to deregulate them in order to
give greater choice to consumers and
greater flexibility to lenders. Moves are
also in train to try to integrate, albeit
slowly, the continent’s fragmented mar-
kets. At present, each country offers its
own set of rules and its institutions dis-
criminate against non-nationals. There is
not much competition between them, and
regulations often prescribe the exact types
of mortgage that can be offered.
Continental European mortgage re-
form has far to go. France only recently re-
duced statutory fees on refinancing, and
Germany'’s last significant move was to
liberalise interest rates in the 1970s. But
there is an interesting market quirk in Den-
mark, a country that is still outside the
euro area. Thanks to the Great Fire of Co-
penhagen in 1795, long before America’s
fancy mortgage-backed securities first ap-
peared, private Danish banks began fi-
nancing mortgages through bond issues. )



Fannie Mae and Freddie Mac

The Treasury’s bonds

Tighter regulation in the wake of recent scandals

ORRIES about America’s mortgage

markets are unlikely to disappear
in a hurry. The Bush administration is
concerned that Congress is diluting legis-
lation that it pressed for in the wake of
the revelations earlier this summer that
Freddie Mac, one of the two govern-
ment-chartered agencies which support
nearly all the country’s mortgage lend-
ing, had been cooking its books. Three of
Freddie Mac'’s top executives resigned
and the agency is now the subject of
three separate federal investigations, in-
cluding one by the Securities and Ex-
change Commission (sec), the securities
markets’ regulator.

That debacle was followed by ques-
tions about the accounts of Fannie Mae,
the other federally chartered mortgage
agency, and a trickle of details about
Freddie Mac’s heavy involvement in the
derivatives markets, which lie at the
heart of its accounting irregularities. The
details were as complex as anyone had
feared and raised the spectre of a disas-
ter at Freddie Mac sending banks and
other investors into insolvency.

As if that were not enough, three of
America’s 12 federal home loan banks re-

¢ Today, the Danish market is remarkably ef-
ficient, with lenders’ operating costs
among the lowest in Europe (roughly half
the level of France and Italy, according to
the Mercer Oliver Wyman study). Loan
prices, the profits taken by the lender, are
also among the lowest in Europe.

The old idea that there is a distinctly
British, American and even continental
European model of mortgage markets is
breaking down. Every country still has its
own housing-finance quirks, but they are
looking at each other more and more, try-
ing to see which features work well and
which they can adopt for themselves.

They are looking around because the
way that people borrow to pay for their
homes has a huge impact on consumer
spending (and savings). Moreover, it can
affect not only economic growth but also a
country’s social structure. It has been sug-
gested that the lack of mortgages in Italy
has contributed to that country’slow birth
rate and the high average age at which Ital-
ians marry for the first time.

Since the mid-1990s, in America and
Britain especially, rising house prices have
not just helped make people feel richer.
The increasingly buoyant market in home
loans has allowed consumers to spend
more and more of the equity that is vested

cently reported losses. At one of them,
the New York bank, the losses were sub-
stantial. The banks are part of the gov-
ernment’s other big initiative in the
mortgage market. The 12 raise money di-
rectly on the capital markets-cheaply
because of their government charter and
implicit backing—and lend it on to com-
mercial banks for them to make mort-
gage loans.

All this has strengthened the admin-
istration's determination to bring the
mortgage institutions under tighter con-
trol. Fannie and Freddie are currently
regulated by the Office of Federal Hous-
ing Enterprise Oversight; the federal
home loan banks by the Federal Hous-
ing Finance Board. Neither regulator is
deemed fit to keep an eye on the increas-
ingly sophisticated financial markets in
which their charges participate.

The government wants both the
home loan banks and Fannie Mae and
Freddie Mac to come under the Trea-
sury’s beady eye. But as details of its pro-
posals emerge, the institutions are
becoming less keen on the idea. Their
lobbying in Congress is sure to stall the
legislation further.

in their homes. That is one reason why
consumer spending has continued to rise
in the face of a flagging stockmarket and
the widespread economic slowdown that
started in 2001.

But that source of economic growth
may now be fading. In America, mortgage
rates have been rising over the past two
months, choking off the refinancing boom
that has propped up consumer spending.
With long-term rates rising, despite a
monetary policy which is keeping short-
term rates at historic lows, the Federal Re-
serve, America’s central bank, might find it

I Fixed-rate variations
Fixed-rate mortgages as % of total, 2001
0 20 40 60 80 100
Germany
Netherlands
France
United States
Denmark
Italy
Britain
Spain

Sources: Cazenove; ECB

hard to persuade home owners to do more
of what it wants them to do (go shopping)
were the economy to stumble.

The European Central Bank (ecb) has
also been pondering the role of mortgages
in setting its monetary policy. In a recent
report, it reviewed the impact of mort-
gages on the economy. First, it shows how
mortgage debt (as a percentage of gdp)
has risen between 1995 and 2001. In some
countries, such as the Netherlands and
Portugal, it has shot up by more than 25%.
In Britain, it has risen by around 6%. But
the ecb says that so far the mortgage-ser-
vice ratio (of mortgage payments to in-
comes) in the euro area as awhole is little
different from what it was 20 years ago.
Rising incomes and falling rates have
helped to keep historic relative measures
of house prices more or less unchanged.

But this is not the case in every market
in the e u. Mortgage-service ratios in Brit-
ain have actually fallen from their highs of
the early 1990s, while Belgium and the
Netherlands have had a 30% growth in
their ratios over the past five years. Spain
has what looks like a house-price bubble,
and so does Britain and, arguably, Ireland.
But house-price bubbles are not some-
thing that monetary policy has historically
sought to tame. With central bankers’ suc-
cess in recent years in conquering con-
sumer-price inflation has come a reluc-
tance to deal with asset prices, such as
those of stocks and houses.

Fixed or floating?
Politicians want to curb the potential that
mortgage lending has for creating cycles of
boom-and-bust. So far, however, their ef-
forts have not been enough to stop, for ex-
ample, the deep housing slump in Britain
in the early 1990s, nor the one in Hong
Kong today. Neither could they do much
about the crisis among America’s savings-
and-loan associations in the 1980s, when a
deep depression in commercial property
pushed many s8us into bankruptcy.

Britain’s Mr Brown thinks that the key
lies in getting a better balance between
fixed- and floating-rate mortgages. But
Spain’s experience seems to contradict
him. The Spanish market, like Britain’s, re-
lies mostly on floating rates. (Around 85%
of Spanish mortgages are of the variable-
rate variety.) But the market there has not
experienced wild swings directly as a re-
sult of Spain’'smembership of the euro.

Yet valuations of property in Spain
seem at best stretched, leading many to
thinkitisin the midst of ahouse-price bub-
ble. And the Spaniards themselves seem to
be acknowledging that all is not well. The
Bank of Spain is tinkering with the mort-
gage market to encourage more of the
fixed-rate variety, evidently worried about
what might happen when rates rise.

In other European countries, fixed rates
are more common. In France, for example, »

v fixed-rate mortgages are on offer, most fre-
quently for 15 years. Refinancing, which al-
lows borrowers to lock into lower rates as
and when they occur, is possible. But there
is a penalty of up to six months of interest
or 3% of the balance that is being prepaid.
That makes refinancing unattractive for all
but the biggest declines in rates.

In Germany, rates on mortgages are
fixed, typically for ten years, and it is ex-
tremely difficult to refinance in order to
take advantage of declining rates. Italy’s
market is a hybrid of fixed and floating re-
gimes. In all, the differences within the
euro area are at least as great as those be-
tween Britain and the rest of Europe.

The risk floats on

Neither fixed- nor floating-rate mortgages
are a panacea: each has its pros and cons.
Floating rates are easier for banks to man-
age because they pay such rates on their
deposits. Mismatches between assets and
liabilities of the sort that sank America’s
s&1s in the 1980s are made far less likely
with floating rates.

For central bankers, British- and Span-
ish-style variable-rate mortgages are a
mixed blessing. They make monetary pol-
icy more powerful: any change in rates hits
consumers faster. That can help pull an
economy out of a slump more quickly. But
raising rates too sharply can cause mort-
gage repayments to rocket and send house
prices tumbling.

Fixed rates, on the other hand, are not
only attractive to finance ministers but
also to many borrowers since they remove
the risk of interest-rate volatility. But there
is a cost, for the risk must be borne by
someone. For banks, laying it off else-
where is tricky. In Germany, subsidies to
the state-owned Landesbanks have
helped. But those subsidies end in 2005. In
America, the risk is transferred with the
help of Fannie Mae and Freddie Mac.
American fixed-rate mortgages would cost
rather less than they do were it not for the
government backing that stands behind
Fannie and Freddie.

But not all fixed-rate mortgages are
equal. Unlike Europe’'s, America’s typi-
cally allow borrowers to refinance and pre-
pay their loans at little cost. This makes
them especially risky for lenders, and es-
pecially ripe for government support.

America’s Federal Reserve tweaks in-
terest rates to foster low inflation and full
employment. (House prices do not come
into its brief.) When it lowers rates, how-
ever, it only directly affects short-term in-
terest rates, not the long-term rates which
home owners pay. Nevertheless, thanks to
the ability of home owners to refinance as
rates get lower, falling rates have a stronger
impact on the American economy thanris-
ing rates do.

In France or Germany, where the typi-
cal fixed-rate mortgage cannot be refi-

nanced with anything like the ease of an
American one, monetary policy has far
less influence. Changes in interest rates
only affect new mortgages directly. In
other words, the decisions of the ecb do
not have anything like the same reverbera-
tions as do those of America’s Fed. That
helps explain why housing markets in
France and Germany seem so much less
prone to booms and busts. Indeed, Ger-
many’s placid market has seen a steady de-
cline in house prices over the past decade.

The envy of the world?

John Snow, America’s treasury secretary,
recently called his country’s system of
housing finance “the envy of the world”.
Envy there may be, of America’s high rate
of home-ownership and its bounty of
long-term fixed-rate mortgages that free
the lives of home owners from anxiety
about future interest rates; but Mr Snow
was pleading against plans in Congress to
tighten the regulation of Fannie Mae and
Freddie Mac.

Any envy of these government-char-
tered but shareholder-owned companies
has been declining of late as two chief ex-
ecutives at Freddie Mac have departed
within the space of three months follow-
ing an external report by a firm of lawyers
which found that Steady Freddie has been
fiddling its accounts for some years. Ad-
mittedly, in Freddie’s case it fiddled them
to minimise its profits-in order to even out
its gains over time—unlike WorldCom etal,
whose aim was to maximise their profits
and their share price. Nevertheless, it was
not a great advertisement for the Ameri-
can way of housing finance.

In some respects, America’s market is
similar to Britain’s. The two countries have
near identical levels of owner occupation.
And the size of the mortgage market rela-
tive to gap is roughly the same in both
places (55% in America against 53% in Brit-

ain). Yet over four-fifths of American mort-
gages are of the fixed-rate variety, while
roughly the same proportion of British
mortgages are on avariable rate.

America’s ability to offer borrowers
fixed rates on mortgages owes much to the
invention of Fannie Mae and Freddie Mac.
Nowadays, nearly all mortgages for single-
family homes of up to around $320,000
“pass through” these two organisations.
Indeed, “passing through” mortgages was
their original raison d'étre. The idea was
that a government-chartered firm could
help make the market less inefficient by
providing capital to the entire market and
to under-served regions.

Fannie and Freddie were designed to
buy mortgages from high-street banks and
to sell them off to sophisticated investors,
bundled up in large pools as asset-backed
securities. Britain has no asset-backed se-
curities market such as that created by Fan-
nie and Freddie, despite the fact that the
pension funds there would dearly love
one. America’s deeper and more efficient
capital market is said to make mortgages
there around 25 basis points cheaper than
they would otherwise be.

In the past, Fannie and Freddie helped
make them even cheaper. But as the mar-
ket has matured, the cost advantage of the
two organisations has declined. Most of it
isnow due to the preferential rates they get
from the Treasury. That dependence on
government backing, and the implication
that if either of them got into trouble Uncle
Sam would bail them out, is what has Con-
gress soworried.

Competing firms, such as America’s big
commercial banks, think that the two fed-
eral giants have an unfair advantage. And
Alan Greenspan, the chairman of the Fed,
agrees with them. But is it realistic to ex-
pect governments to keep their hands off
mortgage markets now that they know
how much they matter? 1
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Auditing

Still counting the cost

The auditing profession has not yet put its problems behind it

HERE is still no end to the scandals

tainting corporate America. New trou-
bles are surfacing, such as the investigation
into trading practices at the country’s mu-
tual funds. The stains of old ones, such as
the accounting frauds at Enron, WorldCom
and elsewhere, are proving hard to scrub
out. Fifteen months after the Sarbanes-Ox-
ley act was swept through Congress, with
the aim of restoring investors’ trust, the au-
diting industry is still overshadowed by
the effects of those scandals.

Thus Dennis Kozlowski, the former
boss of Tyco now on trial for defrauding
his old company, is trying to push respon-
sibility on to Tyro's auditor, Pricewater-
houseCoopers, one of the Big Four firms
that dominate auditing worldwide. Last
month, a former partner of Ernst & Young,
another Big Four firm, was arrested for
shredding documents related to the audit
of NextCard, an online credit-card issuer
that went bankrupt in late 2002. The Se-
curities and Exchange Commission (sec)
charged afifth partner of another top firm,
k pm g, for his alleged role in Xerox’s $3 bil-
lion accounting fraud.

All this, of course, relates to events that
pre-date post-Enron reforms. Regulators
worried that the lure of fat consulting fees
had tainted the quality of plain, low-mar-
gin audits. They also concluded that long-
term relationships between companies

and accountants corrupted the standard of
book-keeping. Almost all of the biggest ac-
counting scams, including those at Enron,
WorldCom, Tyco and HealthSouth, oc-
curred on the watch of auditors who had
been on thejob for at least a decade.

To right these wrongs, regulators have
turned to a combination of new rules and
new muscle. The new rules, passed by the
sec inJanuary, ban auditors from provid-
ing certain consulting services for audit cli-
ents and oblige them to change the senior
partner in charge of each audit every five
years. The muscle consists of a new super-
visory body for America’s accountants.
Armed with greater powers, regulators
have also intensified their scrutiny of audi-
tors they suspect of erring.

However, critics argue that these re-
forms are not enough. Auditors can still
provide juicy extras to clients, such as tax
planning and one-off consulting projects.
Ernst & Young reported on October 10th
that its annual revenues had jumped 30%,
due in large part to non-audit services.
Others say that only the rotation of audit-
ing firms, notjust partners, will keep audi-
tors and their clients from getting too cosy.

The industry disagrees. Providing tax
and other consulting services, it says, im-
proves audits by helping auditors under-
stand the intricacies of the companies they
monitor. And because auditing is a low-
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margin business burdened with enor-
mous litigation risk-and hence insurance
costs-accounting firms must diversify in
order to survive. Rotating auditing firms,
say accountants, would lead to higher
costs and poorer quality as new auditors
grappled with unfamiliar businesses.
Moreover, auditors are now appointed by
boards, not executives, so the issue is
moot. “We don’t need reform for reform’s
sake,” says Eugene O’Kelly, head ofkpm g.

Even if the reforms so far prove ade-
quate, an equally thorny issue remains:
the dominance of the Big Four. This is the
product of two decades of mergers and the
implosion of the fifth giant, Enron’s audi-
tor, Arthur Andersen. In America, the Big
Four do almost all public-company audits
(see chart on next page); in other countries,
too, they are dominant. Within industries,
auditing is even more concentrated: the
top two firms audit 95% (by assets) of
America’s petroleum and coal businesses,
and 86% of the airline industry.

More is better

The lack of competition poses vexing pro-
blems. Chief among these, perhaps, is that
the Big Four may all be too big to be al-
lowed to fail. The point is not merely theo-
retical. In Britain, where auditors’ liability
is uncapped, a colossal lawsuit hangs over
Ernst & Young, in relation to Equitable Life,
a mutual insurer. In America Adelphia, a
bust cable company whose former bosses
are due to stand trial in January, is suing
Deloitte & Touche.

Ideally, shoddy auditing should be
punished by big lawsuits and lost business
and auditors should be keen to earn and
protect good reputations. But with so few
auditors to choose from, can this work? A
Big Five, or even Eight, would help. How- »
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} ever, a recent study by America’s General
Accounting Office (g ao) concludes that
the prospects of this are slim. Second-tier
accountancy firms lack the international
scale and depth of expertise needed to au-
dit big, public companies and thus to rival
the Big Four. Especially in America, the
huge litigation risks and insurance costs
that come with big, public-company au-
dits are another impediment. The Big Four
typically rely on self-insurance, given the
difficulty of finding outside insurers to
shoulder the substantial risks involved.
Then there are onerous state licensing re-
quirements. And the partnership structure
of second-tier accountancy firms limits
their ability to raise funds for expansion.

Nor do mergers-the route by which the
industry was reduced, before Andersen’s
demise, to five big players-look likely to
produce new, large auditing firms. Even
combined, the second-rank firms are sim-

American stock exchanges

Bean counters' club
US public-company audit market
% of total sales audited, 2002

Source: WhoAudits America

ply too little. In Americakpm g, the small-
est of the Big Four, has eight times the total
revenue of Grant Thornton, the biggest of
the minor firms, ten times the audit reve-
nue and five times the number of staff. The
g ao found that even a merger of the five
largest second-tier auditors might not
create a firm of sufficient scale to audit the

The other pay packets

NEW YORK

More embarrassing information oozes out of the New York exchanges

TRONG profits, announced this week

by the likes of Merrill Lynch and
Bank of America, might suggest that all
is well on Wall Street. Yet America’s
main stock exchanges-which, unlike the
headquarters of most banks, lie on that
thoroughfare-continue to reel.

Under pressure from the Securities
and Exchange Commission (sec ), the ex-
changes are revealing their executives’
pay. To no one’s surprise, the top people
at the New York Stock Exchange (nyse)
have done well-if far less handsomely
than their erstwhile boss, Richard
Grasso, who resigned last month. The
exchange’s co-presidents, Robert Britz
and Catherine Kinney, were paid $4m
each in both 2001 and 2002, as well as
retirement benefits of over $22m. In
2001, their predecessor, William John-
ston was paid $6m, plus $7m for his pen-
sion. The head of regulation, Edward
Kwalwasser, got $4m over two years and
$8m for his old age. At the time, investors
were losing bucketloads, the nyse’s self-
regulation proved wanting and its cost
advantage withered.

The mood is, if anything, darker
across Trinity Cemetery at the American
Stock Exchange (a m e x). Ithas emerged
that its chief executive, Sal Sodano, who
joined the am ex in1999, when it was
bought by the technology-oriented n a s -
d aq stock exchange, received $2.4m last
year, plus a retention bonus of $2m. He
is also owed retirement benefits of $i2m
and “under certain scenarios which in-
volve uncertainties”, according to the

amex,another $iom-2om.

Yet in three years the price of leasing
a trading space for a month at the am ex
has tumbled from $20,000 to $600-700.
“All exchanges have had problems, but
none of nearly this magnitude,” says a
floor trader. The am ex has suffered the
loss of much of its traditional business
in equities, as well as its dominance in
exchange-traded funds, an increasingly
popular product it created. Trading has
migrated to electronic markets, primarily
Archipelago and Instinet-Island. The
am ex has taken too long to modernise
its technology, and transaction costs re-
main too high. Its regulatory oversight of
options trading has recently raised con-
cerns atthe sec.

Meanwhile, the practices of thenyse
continue to come under attack. On Octo-
ber 14th the Wall StreetJournal reported
that Fidelity, America’s biggest fund-
management company, had criticised
the n yse’s floor-based trading system, in
which shares are bought and sold
through a few firms known as special-
ists. Fidelity would prefer an electronic
market. That might be good for Fidelity,
which has a huge internal market for
shares and an investment in alternative
trading systems, but not for small inves-
tors: in the bond market, which is elec-
tronic, they are routinely stuffed. This
week the n yse told five specialists that
they would be punished for improper
trading. Nonetheless, the exchange is
keen to defend itself and its trading sys-
tem. But who, these days, is listening?

biggest public companies.

Nor is it clear that second-tier firms are
itching to enter a segment where the
downside-mammoth lawsuits and insur-
ance costs, and the incumbents’ advantage
enjoyed by the Big Four- look far greater
than the possible rewards. Itis far better, at
least some of them think, to stick to audit-
ing small and medium-sized companies
and provide large, listed firms with the
non-audit work that the Big Four may not.

Is there a solution? Perhaps some barri-
ers to entry, such as caps on auditor liabil-
ity or state registration requirements,
could be chopped down. Perhaps this will
not suffice, and the mergers that created
the Big Four will have to be unpicked, how-
ever messily. In any case, such sweeping
changes are unlikely to be embraced until
new rules are tried out first. All the more
important, then, to make sure those rules
are the right ones. 1

German life insurers

Uneven break

Taxrelieffor Germany’stroubled
life-insurance companies

HE insolvency inJune of Mannheimer

Leben, the first German life insurer to
go under in 50 years, seems to have rattled
Hans Eichel, Germany’s finance minister.
Fearful that more of the country’s 120 life
insurers might go bust, Mr Eichel has
yielded to the industry’s pleas and is pro-
posing a bail-out in all but name.

He plans to allow German life afid
health insurers to set stockmarket losses
against their taxes on operating earnings.
There is a price: insurers will have to pay
capital-gains tax on share sales, which was
abolished in 1999. The necessary legisla-
tion is due to be put before parliament
alongside a bigger package of tax and la-
bour-market changes on October 17th (see
page 27). Analysts think that the tax relief,
which will be backdated to January Ist,
could save the industry €10 billion ($11.6
billion) this year.

Welcome as this will be to many insur-
ers, itmay not be enough to put them back
on their feet. Marco Metzler of Fitch, a
credit-rating agency, believes the pro-
posed tax benefit will prevent more com-
panies having to be taken on by Protektor,
a firm set up by the industry last year to
take over the obligations of troubled life
insurers and which so far has the policies
of one company, Mannheimer Leben, on
its books. But Mr Metzler points out that
insurers still have hidden losses of about
€16.3 billion that will continue to drag
earnings down. And they have hardly ben- »

v efited from this year’s stockmarket rally,
because their equity holdings have been
cut to, on average, 7% of their portfolios.

Lastyear German insurers were able to
use changes in accounting standards to
disguise their true condition. They were no
longer required to value shares at the mini-
mum price in an accounting period, but
could more or less use their own discre-
tion. Analysts at Fitch estimate that about
20 life insurers do not meet regulatory sol-
vency requirements. Among them are sev-
eral household names in Germany, such
as Hannoversche Leben, Victoria (owned
by Munich Re, a huge reinsurer) and the
life arm of Gerling, one of Germany’s
weakest insurers.

The reinstatement of capital-gains tax
will make life harder for insurers wanting
to sell assets. When Mr Eichel did away
with the tax four years ago, he hoped it
would encourage insurance companies,
banks and other firms to disentangle cor-
porate Germany’s intricate cross-share-
holdings. He warned insurers then that an
abolition of capital-gains tax would also
mean an end to tax breaks for investment
losses. That seemed to matter little when
equity markets were booming. And in any
case, he has reversed the change now that
some insurers are in trouble.

Not everyone is pleased. Healthier
insurers that last year came clean and
wrote down the value of their equity port-
folios will get little or no benefit from Mr
Eichel's tax break, because they have no
losses left to realise. However, those who
hid the true state of their portfolios and
postponed writing down their shares will
qualify. Unfair? That's politics. 1

Price differences in Europe

The flaw of one
price

A single currency, but many prices

BOTTLE of whisky costs almost 80%
more in Amsterdam than in Rome. But
Italians should pause before celebrating: a
packet of Nurofen to soothe a hangover is
70% dearer than in Amsterdam. The cre-
ation of the euro in 1999 was supposed to
encourage prices to converge, by making it
easier to compare prices in different coun-
tries. As with the internet, another force for
price equalisation (see Economics focus),
fact has not always met expectation. Al-
though price gaps narrowed in the euro’s
first three years, an annual survey by
Dresdner Kleinwort Wasserstein (d kw )
finds no more convergence in the past two.
The survey, which covers the six big-
gest euro-area countries, uses branded
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goods where possible, to allow like-for-like
comparisons. Madrid has the cheapest to-
tal shopping basket, 10% less than in Paris,
the most expensive city. Individual prices
differ by much more. Pampers nappies cost
56% more in Brussels than in Frankfurt. A
cinema ticket costs 170% more in Brussels
than in Madrid. But Brussels is the place for
Levijeans-43 %cheaper than in Paris.

The biggest price differences tend to
persist in non-tradable services. Electrical
goods, such as irons and televisions, are
easily shipped across borders, and thus
have the smallest price ranges. The euro
should spur price convergence not so
much because consumers shop across bor-
ders, but because greater price transpa-
rency encourages wholesalers to take ad-
vantage of price discrepancies.

Sowhy do prices still vary by so much?
There are at least three reasons: different
tax rates, especially on alcohol; national
tastes (eg, bottled water is seen as a basic
good in some countries, but a luxury in
others); and differences in the market
structure. One big barrier is that there are
still no large pan-European wholesalers or
retailers, such as America’s Wal-Mart. Leo
Doyle, an economist at d k w , estimates
that price dispersion within the euro area
is still roughly twice as large as in America.
That suggests that there is still huge scope
for the further convergence of goods
prices-which in turn implies different in-
flation rates in different countries.

d kw also finds that, thanks to the rise
in the euro, prices in London are no longer
higher, on average, than in the euro area; in
2000 London was almost 20% more ex-
pensive than the euro-zone average. Brit-
ons pay well over the top for their booze
and cigarettes, but their country is cheaper
by far for books and deodorants. Perhaps
that is why so many of them turn up their
nose at the thought ofjoining the euro. 1

Indonesian banks

Friends and family

JAKARTA
The sale of Indonesia’sbanks is
proceeding apace—to the wrong buyers

VERYTHING must go. Next February,

the Indonesian Banking Restructuring
Agency (ib ra), set up to repair the coun-
try’s banks after the crisis 0f 1997-98, is due
to close, and itis eagerly selling the institu-
tions still in its care. In the past two years
ibra has sold Bank Central Asia (bca)
and Bank Danamon, the third- and fourth-
biggest banks by assets, and Bank Niaga.
Last month it said that three bidders were
vying for a 51% stake in Bank Internasional
Indonesia (b ii). Three other consortia are
after 52% of Bank Lippo, while a sale of
Bank Permata, also on ibra’s books, is
planned next year. The government may
float 30% of Bank Rakyat Indonesia thisau-
tumn and another 10% of Bank Mandiri,
the country’s largest bank, next year.

Ajob well done? Not really. For taxpay-
ers, the aftermath of the Asian crisis has
been a disaster. The recapitalisation of the
banking system in the past six years has
cost them around 650 trillion rupiahs ($77
billion), ibra’s divestment programme
will recoup $2 billion, thinks Sigit Prasetya
of Morgan Stanley, who calls this “the
most expensive bail-out in world history”.

Another serious concern is the quality
of investors in the privatised banks. In the-
ory, Indonesia should be enticing for top
foreign banks. The country’s 220m people
have a growing appetite for car loans and
credit cards. Around 100 banks out of 250
have been closed and the rest restructured.
Capital-adequacy ratios, at 24%, are far
above the 8% minimum laid down in the
Basel international-banking treaty. Lend-
ing spreads are high. Non-performing
loans have been cut from 12% of assets a
year ago to 8.2%. The likely price of a bank,
little more than book value, looks low.

Yet few foreign names are bidding.
Deutsche Bank was part of the consortium
that grabbed 51% of Bank Danamon in
June. Kookmin, South Korea's largest
lender, has made ajoint offer for v ii. That
apart, the only foreign bids have come
from Singapore, perhaps because the city-
state has an interest in the financial health
of its giant neighbour. Temasek, Singa-
pore’s state holding company, is bidding
for bii with Kookmin and bought Dana-
mon with Deutsche, u o b, another Singa-
porean institution, is also keen onwiii.

The explanation is fear of cronyism.
Foreigners are worried that well-con-
nected local consortia, often controlled by
the same families that rode the banks into
insolvency in the first place, can outflank »
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}» them in any contest. Standard Chartered, a
British bank, bid for bca, but lost to a
group backed by Djarum, a big domestic
cigarette company. Djarum is said by those
familiar with the deal to have been work-
ing on behalf of the Salim family, owners
of Indofood, a giant noodlemaker, and for-
merly of bca. At least one bid for Lippo
Bank is associated with the bank’s original
owners, the Riady family. One banker
asks: “Why would any foreigner bid for
Lippo? We already know who will win.”

It is also rumoured by bankers in Ja-

Holocaust insurance

Bad policies

NEW YORK

karta that behind Temasek’s bid for bii lie
the bank’s former owners, the Widjaja
family. The Widjajas also ran Asia Pulp &
Paper, which suffered the biggest bank-
ruptcy ever in emerging markets. Temasek
will not comment. Ibu Joice Budisusanto,
spokeswoman for Sinar Mas, the Widjajas’
holding company, says: “As far as | know,
we are not for the time being involved. But
the public assumes that the Widjajas will
always be interested in taking back b ii.”

The lack of foreign investment is likely
to deprive Indonesia of the expertise
needed to develop a modern financial in-
dustry. ib ra knows this. It may scrap the
sale of Lippo if bidders do not find big,
credible commercial-bank partners. On
October 13th it told Bank Panin that unless
itfinds aforeign ally itmay not bid for b ii.

Still, the risk remains that banks will
end up with their old controllers and again
become channels for the ambitions of the
owning families. “We must watch who the
privatised banks are being sold to and
whether they are lending directly to their
affiliated companies,” says Mr Prasetya.
“The question is whether Indonesia wants
to repeat the mistakes of the past.” 1

More trouble for the body created to settle Holocaust insurance claims

IVE years ago the International Com-

mission on Holocaust Era Insurance
Claims (icheic) was formed to resolve
claims on unpaid insurance policies is-
sued in Germany and eastern Europe be-
fore the second world war. It has lurched
from one problem to another, and its crit-
ics' patience is running out. In recent
weeks America’s Congress has conducted
hearings on its slow progress; it has been
sued for blocking payment of valid claims;
a former executive has been disbarred;
and a member of its board has called oniits
chairman, Lawrence Eagleburger, aformer
American secretary of state, to resign.

The board member, John Garamendi,
California’s insurance commissioner,
says: “The fundamental factis thaticheic
has failed miserably at its task. It has be-
come a sinkhole for administrative costs
with very few claims being paid.” A
presentation by Mr Eagleburger to state in-
surance commissioners in August, says Mr
Garamendi, was “abominable”, with poor
excuses foric h eic’s performance and an
unwillingness to hear complaints. Last
month dozens of members of California’s
legislature wrote to Mr Eagleburger assert-
ing that he “must be held accountable” for

icheic’s “failure”. Mr Eagleburger, who
has long argued that the commission has
accomplished much despite formidable
obstacles, says that he has no intention of
resigning.

Nonetheless, according to datareleased
when Mr Eagleburger testified to Congress
last month, by mid-September icheic

had spent $s6m on expenses since its in-
ception but had offered less than $4om in
settlements. Mr Eagleburger told congress-
men that his commission did not know
what proportion of these offers had been
accepted. He also indicated that formida-
ble problems remain in getting informa-
tion from several countries, including
Hungary, Romania and Poland. These de-
lays matter because the potential benefi-
ciaries are quite old and icheic says that
claims must be filed by the end of this year.

A week after this testimony, a suit was
filed in a Californian court accusing
icheic Of unfair business practices for
helping one of its members, Generali, a big
Italian insurer active in pre-war eastern Eu-
rope, to evade or minimise claims. The suit
claims thaticheic has notforced the com-
plete disclosure of pre-war policyholders;
allowed Generali to deny or minimise
claims where records have disappeared;
and, finally, allowed the company to treat
the deletion of a name from policyholder
lists as evidence of voluntary non-pay-
ment. The last, argues the suit, could have
been the result of being sent to a camp or
of expropriation.

Generali says the suit is baseless and
misleading. Itsays that it has paid substan-
tial claims, provided the names of all likely
policyholders and used the elimination of
names as a criterion only for years before
the rise of concentration camps and perni-
cious Nazi laws, ic h eic had no comment.

Meanwhile, not all has been well with-
inicheic itself. In late August, the licence
to practise law of Neal Sher, Mr Eagle-
burger’s former chief of staff in the com-
mission’s office in Washington, a c ,was re-
voked by the District of Columbia Court of
Appeals. In 2002, icheic says, Mr Sher
had “informed icheic that he had beeir
involved in certain unauthorised re-
imbursements of icheic for travel ex-
penses.” After an investigation, he re-
signed. Whatever idealism ledtoicheic’s
creation is looking badly frayed. 1
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Economics focus | They’re watching you

The internetis eroding privacy. Italso allows unprecedented price discrimination. Are the two related?

U /A N THE internet, nobody knows you're a dog,” ran the

W caption of a cartoon in the New Yorker in 1993, showing
one grinning pooch at the keyboard and another looking on. In
fact, plenty of people know not only thatyou're a dog, but lots of
other things about you, including your favourite brand of dog-
food. The internet and associated technologies have had a dev-
astating impact on privacy. The effect, argues Andrew Odlyzko
of the University of Minnesota in a new paper*, will be to usher
in an unprecedented level of price discrimination.

That is not what most people expect. Because the internet
makes it easier to compare prices, the consensus has been that
sellers’ ability to charge different amounts to different buyers
will be eroded. Not so, argues Mr Odlyzko. Thanks to the in-
ternet, lots more opportunities for price discrimination are
emerging. The most obvious example is airlines. Airline web-
sites now discriminate in extraordinarily refined ways, setting
fares that may vary not just by class but by the date of booking
and the time of the flight. Some manufacturers are starting to do
the same: Dell Computer, Mr Odlyzko notices, charges different
prices for the same computer on its web pages, depending on
whether the buyer is a state or local government, or a small busi-
ness. And such discrimination is being extended to other parts
of the economy, jsto r, a non-profit organisation that makes
available online back numbers of scholarly journals, analyses
the electronic data it thus accumulates to charge libraries and ac-
ademic institutions different fees, depending on their use and
circumstances.

Of course, not all products and services can be priced in such
ways. Price discrimination will be undermined if secondary
markets develop in which people who can buy at low prices re-
sell to those who would otherwise have to pay higher prices. In
the case of airlines, that cannot happen: government security re-
quires that a passenger’s name must match the one on the ticket.
The result is that the ticket cannot be sold to somebody who
might otherwise have to pay more for it. Itis harder to discrimi-
nate in sophisticated ways among train passengers, say, because
there are fewer identity checks to prevent tickets being resold.

Generally speaking, goods are easier to sell on than services.
That is why American private universities are extremely good at

charging students who can afford high fees and giving rebates to
those who can't;and also why drug companies have been so un-
willing to set prices for a id s drugs that discriminate in favour of
poor countries. The electronic collection of data, which is the
consequence (and cause) of the erosion of privacy online, pro-
vides new ways to see who is likely to pay what and to monitor
whether secondary markets are developing.

Play fair

Price discrimination, points out Mr Odlyzko, makes economic
sense. Customers are willing to pay different amounts for the
same product or service, depending on how well off they are
and how much they need it. A company will maximise its reve-
nues if it can extract from each customer the maximum amount
that person is willing to pay. In primitive street markets, plenty
of price discrimination goes on, through a mix of haggling and
local knowledge. But in supermarkets and restaurants, the goods
generally have a single, published price tag.

And that is how customers prefer it. People generally resent
the idea that somebody else should pay less than they have had
to do. In the 19th century, railways charged more for some freight
routes than others. But customers bitterly resented that. In Amer-
ica, they eventually won government intervention, in the form
of the Interstate Commerce Act of i887-“the first serious federal
regulation of private business,” Mr Odlyzko observes.

Today’s customers will also hate the trend towards price dis-
crimination on and through internet-associated technology,
even if some of them enjoy lower prices and are better offas are-
sult. Companies will therefore have to find increasingly clever
ways of hiding it. They already discriminate in the non-elec-
tronic world: petrol stations, for example, charge more in some
parts of town than in others. But two techniques look likely to
flourish: loyalty clubs, which extract additional information
from members and give them discounts; and “bundling”, or the
offering of packages of services, partly in order to make it harder'
for consumers to compare the prices of individual components.

The world of electronic communications is full of examples
of bundling, such as the charging arrangements offered by tele-
coms companies and by internet-service providers. Curiously,
individual customers turn out greatly to prefer paying a single
fee for, say, unlimited text-messaging or 90 hours of telephone
talk-time, rather than paying for each item, one at a time—even
though that might be a cheaper option. Many bundling arrange-
ments take the form of site-licensing agreements, under which
companies or other organisations pay a single fee for unlimited
online access to a database, say, or a software package. A com-
pany may feel it has a bargain if it pays a single fee that gives all
its employees access-even though it might cost less to charge
only the employees who are likely to make use of the package.
Mr Odlyzko’s explanation is that at least with such “bundles”
both individuals and companies can be sure of the total bill.
With charging by item, they cannot.

Such devices offer the best way to square the circle. As elec-
tronic media elicit more personal information, discrimination
will increase. Most consumers are likely to resent it. Only by dis-
guising what is happening can sellers discriminate, yet keep
buyers happy. 1

* "Privacy, Economics and Price Discrimination on the Internet". AvaiLable online at
http://www.dtc.umn.edu/~odlyzko/doc/privacy.economics.pdf

China in space

Ground control to Colonel Yang

Why has Chinalaunched a man into space, and what will it do next?

AMID an outpouring of national pride,
/land some mutterings about cost,
China this week achieved its long-stand-
ing ambition of launching a man into
space and returning him successfully to
Earth. The country’s government hopes
that Yang Liwei, the astronaut aboard
Shenzhou 5, will inspire a generation of
Chinese in much the same way that Yuri
Gagarin inspired Russians and Alan Shep-
ard inspired Americans.

Shenzhou 5 was launched without inci-
dent on October 15th. It took off from the
Jiuquan satellite-launch pad in the Gobi
desert, spent 21 hours in space, went round
the Earth 14 times and left an unmanned
module behind in orbit before landing in
the grasslands of Inner Mongolia. In the af-
termath of this success the questions are,
can the Chinese run a successful manned
space programme at less-than-exorbitant
cost, when Russia and America failed?
And if they can, why should they bother?

Heavenly pursuits

China’s desire to put people in space goes
back to the 1960s, when the country was
developing its intercontinental ballistic
missiles and nuclear warheads, then re-
garded as necessary accoutrements of su-
perpowerdom. Manned space program-
mes carried a similar caché, so plans were
hatched for a Chinese version of these as
well. The problem was that China had nei-
ther the money nor the technological skill

to run such a programme. And Mao Ze-
dong’s Cultural Revolution did not help
matters, either. Indeed, political upheavals
saw space-flight ambitions revived, then
cancelled, twice during the 1970s. Only in
1992 did Jiang Zemin, then general secre-
tary of the Communist Party, approve
“Project 921" as it was known. This ulti-
mately built the Shenzhou series of space-
craft and put them on top of a booster
modified from one of China’s unmanned
Long March satellite-launching rockets.

The Shenzhou themselves are based on
Russia’s Soyuz craft but, according to Phil-
lip Clark, a British-based consultant and
expert on the Chinese space programme,
they are not a straight knock-off. Instead,
the Chinese have taken the “philosophy”
of Soyuz and designed their own innards
using home-grown technology. This in-
cludes a completely different propulsion
system, larger solar panels, and also the or-
bital module (which is designed to func-
tion on its own, as a sort of space station,
for six to eight months). The Long March
launch vehicle, too, has been upgraded. It
has an improved guidance system, better
engines and a new computer system. All
this is important to the argument that
space programmes have technological
spin-offs on Earth—though experience in
the West suggests that it is often cheaper to
acquire such technology directly, rather
than in such aroundabout way.

That said, official figures suggest Project
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921 has been pretty cheap. Itis reported to
have cost around $2 billion. What is not
clear, as Mr Clark observes, is whether this
figure refers to the whole programme-in-
cluding the new launch pad and assembly
building atJiuquan-or simply to the cost
of the spacecraft and the launch vehicle.

Another reason for Project 921 is mili-
tary. Like the original manned space ef-
forts of America and Russia, China’s has a
military component (though America’s
and Russia’s military activities in space are
now almost exclusively unmanned). Ac-
cording to Mr Clark, earlier, unmanned
Shenzhou missions have carried photo-
reconnaissance equipment and probes
that could spy on military-radar transmis-
sions. Shenzhou 5 probably left a military
experiment on the orbiting module.

In the wake of Shenzhou 5's successful
mission, the Chinese say they have grand
plans for the future. Space flight is an area
of technology that the government feels
must be developed and exploited. Some of
its plans, such as follow-up piloted mis-
sions on further Shenzhou craft over the
next year, look likely to materialise. In ad-
dition, itis probable that the orbiting mod-
ule will be followed up in the next few
years by something that is more recognisa-
bly a space station, though this station is
unlikely to be manned full-time. Other
plans, however, such asamanned mission
to the moon, remain firmly in the realms of
speculation-though an unmanned moon
rover is not out of the question.

China’s possession of its own manned
space programme will also increase pres-
sure on the Americans to allow China to
participate in the allegedly “International”
Space Station. This is something the Chi-
nese have long coveted but have not, so
far, been allowed to do.

Ultimately, though, Shenzhou 5isjust a
way of showing off. The Chinese, too, re- )
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} cognise that the uses of space do not, for
the most part, require people to be up
there. The country has plans for better sat-
ellite communications, broadcasting facili-
ties, weather forecasting and Earth ob-
servation missions-all of which will have
a dual civilian and military role, but none
of which need be manned. Italso wants to
build its own satellite-driven global-po-
sitioning system to rival America’s, which
everyone now uses. Such a system would,
of course, have amilitary, as well as a civil-
ian function. In September, China became
involved in European plans for a new po-
sitioning system independent of Amer-
ica’s. Nor is pure science forgotten. China
also wants to build a space telescope like
America’s Hubble.

And there is one other thing-the sober-
ing fact that, as an international status
symbol, manned space flight can also
sometimes be something of a liability, es-
pecially for a normally secretive country
such as China. Shenzhou 5's launch cer-
tainly caught the world'’s attention. But as
America and Russia have learned, when
something goes wrong and men and
women die as a result, that attention is
then focused not on a national technologi-
cal triumph, but on a symbol of humiliat-
ing failure. Perhaps the Chinese should
quitwhile they are ahead. 1

Reproductive technology

Not cloning

New embryo research has sparked
controversy

HINA may be late joining the space
C race, but it is leaping rapidly forward
in the technology of reproduction. At the
recent annual meeting of the American
Society for Reproductive Medicine, in San
Antonio, Texas, researchers from Sun Yat-
Sen University of Medical Science in
Guangzhou, led by Zhuang Guanglun, an-
nounced that they had made a woman
pregnant with fetuses created using a pro-
cess called nuclear transfer. Because this
process iscommonly associated with clon-
ing, an uproar ensued.

The woman in question had tried invi-
trofertilisation (iv f) twice, unsuccessfully.
Dr Zhuang and his colleagues guessed this
might reflect a problem in her egg cells.
Eggs are rich in mitochondria. These are
energy-producing structures which have
their own d n a separate from that in the
nucleus. Mitochondrial defects cause in-
fertility in a small number of women, and
if these defects are passed on to children
they can result in lethal diseases.

In the light of all this, Dr Zhuang de-

cided to give his patient an egg transplant.
That way, the egg would probably have
healthy mitochondria. Egg transplants are
currently done with whole donor eggs, nu-
clear ana and all, but this time the re-
searchers opted to try a new approach.
They took eggs from both the patientand a
fertile donor, and injected them with
sperm, using a routine technique called
ic si.Both sets of eggs turned into zygotes
(the technical name for a fertilised egg). In
a new twist, however, the team discarded
the nuclei from the fertile woman'’s zy-
gotes and then transplanted the nuclei
from the patient’s zygotes. The resulting zy-
gotes contained the patient’s nuclear genes
(and also those of the father), without her
putative egg defects.

All this may sound suspiciously like
cloning. But as Alan Trounson, an animal-
cloning expert at Monash University in
Melbourne, points out, there is a crucial
difference. Cloning, at least in the way that
Dolly, afamous cloned sheep, was created,
involves transferring the nucleus from an
adult cell into an egg. This causes all sorts
of difficulties, since adult nuclei are set in
their ways. Putting them into eggs means
they have to be “reprogrammed” to give
them the versatility of embryonic nuclei.
That turns out to be tough, and is why
cloned animals have such problems. In Dr
Zhuang's experiment, by contrast, the
transplanted nuclei were embryonic. That
avoided the problems of reprogramming.

Indeed, the technique Dr Zhuang and
his colleagues used has been employed for
years to produce healthy offspring in mice,
arecord that reproductive cloning does not
share. Nor is the embryo produced geneti-
cally identical to an existing individual
(the definition of a clone). Like an embryo
produced by more traditional methods, it
is the result of a sperm fertilising an egg.

Unfortunately, the Chinese research
did not have a happy ending. The tech-
nique was actually tried on five women,
only one of whom became pregnant. And
in the end, all five of the zygotes implanted
into her womb died. One, however, lasted
for 29 weeks, so the technique has pro-
mise. According toJames Grifo, aniv f spe-
cialist at New York University who ad-
vised the Chinese team, the researchers
are uncertain exactly why the pregnancy
failed. But there is, he says, no evidence to
suggest that itwas due to the nuclear-trans-
fer process itself, because extensive analy-
sis of the zygotes before implantation
showed them to be normal.

Further research to answer this ques-
tion will be tricky. Experiments such as
this are already banned in many countries
(Britain among them), and earlier this
month the Chinese government moved to
tighten its regulations on reproductive ex-
periments in ways that will hamper this
work. Nor are things much easier in Amer-
ica. Dr Grifo chose to pursue these studies

with collaborators in China, rather on his
own, in order to avoid what he feels is the
heavy hand of regulation by America’s
Food and Drug Administration.

Perhaps, if a healthy child had been
born, the reaction would have been differ-
ent. But the brouhaha that followed the
announcement, much of it fuelled by false
comparisons with cloning, has prompted
Dr Grifo to say he is moving out of the field
and will instead concentrate his efforts on
improving egg-freezing techniques. Sadly
for women with mitochondrial defects in
their eggs, it looks as though this technol-
ogy may be stillborn. 1

Neuroscience

Monkey see,
monkey do

Monkeys can be made to move robot
arms with their thoughts

HE ability to control a mechanical arm

with nothing more than a passing
thought may seem like a fancy of science
fiction. But that is precisely what two mon-
keys have done in a study conducted by
Miguel Nicolelis and his colleagues at
Duke University in North Carolina. More-
over, according to Dr Nicolelis, people may
be able to do the same within the next five
years. That would allow amputees, and
those who are paralysed, to be fitted with
artificial limbs they could control.

The study is described in a paper in this
month’s Public Library of Science: Biology.
Initially, the monkeys used a joystick to
manipulate arobotic arm. The arm was ac-
tually kept in an adjacent room, as its pres- )

But I don't need any artificial limbs

} ence tended to make the monkeys uneasy.
Instead, they saw and manipulated a cur-
sor on a computer screen. This cursor’s
movements matched those of the arm.

Each monkey was given two sorts of
task, and rewarded with fruitjuice for per-
forming them. The first type of task, mov-
ing the cursor to a specific point on the
screen by moving thejoystick, resulted in a
parallel movement of the arm. The second
type, changing the size of the cursor by
squeezing the joystick, resulted in the
arm’s “hand” closing and gripping. Once a
monkey could perform these tasks rou-
tinely, the researchers disconnected the
joystick and switched control of the cursor
(and the arm) to a computer that was pro-
cessing signals from wire electrodes im-
planted in the monkey’s brain. After a
short time, the monkey realised that she
could let her hand relax-mere thought
was enough to manipulate the cursor and
earn asip ofjuice.

The role of the electrodes was to detect
how often particular nerve cells fired elec-
trical jolts known as action potentials.
These are the basis of communication in
nervous systems. While a monkey was us-
ing thejoystick, the researchers noted how
often different cells fired action potentials
when she moved the cursor in a particular
way. Computing how to move the robot
arm was then a matter of recognising and
reacting to these signals once the joystick
was de-activated.

Despite the “yuck” factor involved in
inserting the electrodes (96 in one mon-
key; 320 in the other) Dr Nicolelis reckons
the procedure is probably safe enough for
use in people. He says that his group has
worked with monkeys that have had such
wires in their heads for more than three
years without any sign of adverse effects.
What is more, he says that because the
brain grows around the wires, the electri-
cal signals actually get clearer with time.
Nevertheless, any puncture in the skin is a
possible site of infection, so the team is
working on a wireless system that con-
nects the electrodes to a small radio trans-
mitter and a microprocessor lodged in a
cavity dug out of the skull. Processing the
signal inside the head in this way means
that the radio can transmit actual instruc-
tions on how to move the arm, rather than
awireless version of the action potentials
from the nerve cells. Dr Nicolelis hopes to
have such a prototype working (on mon-
keys) within the next few months.

Ground-breaking stuff. But it is also
worth noting that the journal in which the
results have been published is, itself, a
ground-breaking idea. This is its first edi-
tion and, unlike most scientific journals, it
is available free on the world wide web
(www.publiclibraryofscience.org).

The Public Library of Science is a rebel-
lion against the rising cost of scientific
journals, and also against the long period

Social dominance

Stress city

For wolves, being top dog is costly

ttT TNEASY lies the head that wears a

u crown,” Shakespeare's Henry IV
groaned as his kingdom roiled with the
blood lust of rivals plotting beneath him.
Yet subsequent research has disagreed.
Two studies of British civil servants, for
example, suggest that those at the top of
the heap are less stressed than those
near the bottom. Work on other species,
too, indicates that when it comes to
pecking orders, the peckees are more
stressed than the peckers.

Such observations, though, have ei-
ther measured stress indirectly (in the
case of the civil servants, blood pressure
was seen as a good indicator), or were
the result of staged conflict in a labora-
tory, rather than the natural sort in the
wild. A study by Jennifer Sands and
Scott Creel of Montana State University
looked at stress in wild animals directly,
by measuring their stress hormones. In a
forthcoming issue of Animal Behaviour,
Dr Sands and Dr Creel suggest the king’s
complaint is indeed, true-at least if you
are a wolf.

When stressed, mammals (wolves in-
cluded) have higher levels of a hormone
known as glucocorticoid. In the wild,
this is difficult to measure. Capturing an
animal and taking a blood sample from
itis a pretty stressful experience, so any
result obtained that way would be
meaningless. Instead, Dr Sands and Dr
Creel turned to their wolves’ faeces.

They diligently followed three wolf
packs around Yellowstone national park,
in the western United States. When the
wolves defecated, they brought their
pooper-scoopers into action, and col-
lected the result for analysis. Top wolves
of both sexes, they discovered, had sig-
nificantly higher glucocorticoid levels in
their faeces than their subordinates did.

One possible explanation for these
elevated hormone levels is that they are
the result of physical activity needed to
maintain dominance. That, though,
seems unlikely, since even during osten-

that most scientific papers languish on
publishers’ desks before seeing the printed
page. The rebels are a bunch of eminent
academics led by Harold Varmus, a former
head of America’s National Institutes of
Health. The cost of publication is defrayed
by charging those whose papers are pub-
lished for the privilege, and the organisers
claim that they can publish papers within
six weeks of submission, while still
putting them through the rigorous process

I wonder if he'll write a play about us

sibly peaceful periods top wolves had
higher levels of glucocorticoid than
those lower down.

For wolves, therefore, there appear to
be subtle, continuous costs associated
with maintaining high rank. What these
costs are is not yet clear. They could,
though, have significant consequences.
If prolonged for more than a few days,
high levels of stress hormones can sup-
press the immune system, opening indi-
viduals to infection. Top wolves may
thus pay for their rank with shorter lives.

That, in turn, could create a positive
advantage of being a subordinate. In-
stead of being a badge of failure, it could
be a subtle strategy in its own right if the
cost of maintaining rank resulted in a
system in which “political” turnover was
frequent enough to reward patience.

In a wolfish context, such turnover is
likely to be lethal for the former boss,
just as itwas for Henry 1V’s predecessor,
Richard Il, whom Henry had murdered.
By contrast modem politicians (and cer-
tainly civil servants), at least in democra-
cies, rarely face worse than a comfort-
able retirement when they are toppled.
Perhaps that accounts for the different
stress levels then and now.

of peer review that reputable journals use
to maintain the integrity of their output.

The buzz this idea has generated is cer-
tainly palpable-the Public Library’s web-
site was overwhelmed by the volume of
interest when it was launched. Whether it
will be able to persuade enough research-
ers to pay for a service they have previ-
ously had for nothing, and to goad its re-
viewers into turning manuscripts round
rapidly, remains to be seen. 1
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Books and arts

Art history

Brush with an inky soul

A richly detailed new book about Goya (1746-1828) paints abalanced portrait of an

artist much misunderstood

RANCISCO GOYA is an artist we iden-

tify less with a style or a body of work
than with amood. We shudder at his fasci-
nation with cruelty, but cannot resist a sec-
ond look. However well we know Goya'’s
pictures of the Spanish Bourbons, his
happy Madrid picnickers or his saucy
“Maja Clothed” and “Maja Naked"”, it is his
brooding satires and nightmares that stick
strongest in our minds. Which do we re-
member more: the ravishing portraits of
his friend, the Duchess of Alba, or the bats,
witches, rapes, maimings and other per-
secutions that Goya so patiently etched in
his “Caprichos” and “Disasters of War”?

The bias probably says more about us
than abouthim. Butwhy ever Goya’s dark-
ness appeals, it can too easily blind writers
to the brighter moods of a many-sided
(and poorly documented) artist. Robert
Hughes keeps his eyes open and shows us
Goya in the round. His new life places
Goya in his time, tracing artistic and popu-
lar sources for his violent imagery, some
of which was to make us laugh, not cringe.
Mr Hughes portrays Goya in all his origi-
nality, but does not make him odder than
he was. He leads us through the ups and
downs of his career, as well as the ins and
outs of the Spanish court. He mentions the
Enlightenment ideas of Goya’s friends
without turning the artist himself into an
intellectual.

Goya had a halting start in provincial

Goya. By Robert Hughes. Knopf; 429 pages;
$40. The Harvill Press; £20

Saragossa. A painter friend, whose sister
he married, won him ajob in the capital,
designing tapestries. Gradually, noble
commissions, wider fame and the post of
first royal painter followed. In 1792 an un-
explained illness left him deaf. Some writ-
ers blame this for the black inwardness in
Goya’s later work. Mr Hughes flirts with
this literal-mindedness but hesitates to
accept it. The truth is, we do not know.

Mr Hughes loves Goya, not Goya
myths. No, he tells us, the deaf painter in
his 50s was not the Duchess of Alba’s
lover. Nor do the two famous Majas depict
her-she was already mortally ill when he
began them. No, he was not a radical mar-
tyr. In 1803, he sold the plates and 240 sets
of the supposedly subversive “Caprichos”
to the Spanish crown. An enfeebled Inqui-
sition did use one of its last teeth to investi-
gate him for obscenity but dropped the
case as being devoid of merit. During the
anti-French resistance, Goya portrayed
willy-nilly Napoleon’s officials, the victo-
rious Wellington and restored Bourbons.
A liberal exile in Bordeaux after 1824, he
nevertheless won a pension for his long
service to the Spanish court.

Mr Hughes is not out to debunk Goya
but to locate his genius. He was not a natu-
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ral painter. The faults were many: uneven
handling, difficulties with the weight of
human form, a tarriness in the dark tones.
Next to Velazquez's unmistakably carnal
“Venus ata Mirror”, Goya's Majas look too
airy and doll-like to rumple the cushions.
Might Mr Hughes have confronted these
weaknesses more?

What Goya had in abundance was im-
age-making power. He knew how to focus
the emotion in a scene and to reinforce it
with detail. A prime example is his patri-
otic cry of outrage, “The Third of May,
1808” (painted after Napoleon'’s soldiers
were safely gone). Arranging a scene for
maximum punch takes a particular dra-
matic gift. Isitabsurd to think, had he lived
today, that Goya would have made films?

Among Goya’'s most famous images are
his so-called Black Paintings, now in the
Prado. Painted on the walls of the ample
farmhouse he bought outside Madrid in
1819, they include some of Goya's strang-
est imaginings. If any works say Goya,
these do. One reason these and other
phantasmagorias of his may have dis-
turbed people over the years is that they
seem to draw on violence and irrational-
ism in the Christian art tradition without
the soothing promise of redemption. The
paintings remain controversial in other
ways. Mr Hughes is happy to tell whoever
asks that the recent claim by a Spanish
writer, Juan José Junquera, that these
were not by Goya but by a wastrel son, is
“batshit”.

On the page, some of Mr Hughes’s old
flash and fire have gone. For three decades,
as the art critic for Time, he shared with a
wide readership a passionate knowledge
of art, gruffly expressed. Four years ago he
almost died in a car crash on a home visit
to Australia. A lesser, more conceited tal-
ent might have written “Goya and Me”. In 1
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» the acknowledgments, Mr Hughes re-
marks with self-marketing wind that a
writer who has not known “extreme pain,
fear and despair” cannot know Goya. Can
someone who writes so well about imagi-
native creation really believe that? In the
book itself, Mr Hughes keeps himself and
his travails out of the frame.

One regret is that with so much to pack
in about the “what” of the painted image,
the “how” of the palette is often lost. By
contrast, in the marvellous chapters on the
prints, with their mixture of nervous etch-
ing line and sombre, grainy aquatint, Mr
Hughes reminds us how exciting his feel
for materials can be. Mr Hughes does not
claim to answer every puzzle about this
enigmatic genius, but his “Goya” is an
abundant and consistently rewarding
place to start. 1

American agribusiness

Cottonocracy

The King of California: J.G. Boswell and the
Making of a Secret American Empire. By
Mark Araxand Rick Wartzman. PublicAffairs;
560 pages; $30

HE temptation to do a hatchet job on
the other king of California must have
been enormous. Jim Boswell, the world’s
largest grower of cotton, and possibly also
of wheat, alfalfa and safflower, presents a
grossly fat target. He has grown so big har-
vesting government agricultural subsidies
that when Mark Arax and Rick Wartzman,
two journalists from the Los Angeles Times,
drove across Boswell farms in southern
California they travelled the distance be-
tween Washington, d ¢, and Philadelphia
without ever leaving the family’s land.
Fortunately, the authors have opted in-
stead to tell a more complex, ironical story
about refugees from the old Confederacy
who prospered in California by heeding a
family saying: “Don’t try to outsmart peo-
ple. Just out dumb 'em.” For like the farm-
ers fleeing the dustbowl! during the Great
Depression, whom John Steinbeck cele-
brated in “The Grapes of Wrath”,Jim Bos-
well’'sforebears were driven westwards by
natural catastrophe. For them the blow
had come a decade earlier, when they
were pushed out of the cotton business in
Georgia by the boll weevil. In the early
1920s, this quarter-inch long, hard-shelled,
hump-backed insect reduced the annual
cotton crop in Greene County, Georgia,
where Boswells farmed and traded the
stuff, from a peak of 25,000 bales to 300.
The Boswells, descendants of slave-
owners, arrived in California posing as
southern gentlemen down on their luck.

Their pretensions to military distinction,
and their mildly racist jokes, helped com-
plete the disguise. In fact, they have all
along been as cunning as the sharpest in-
vestment banker. In one famous incident,
the family was jeered for paying a fancy
price for waterlogged land only to flabber-
gast its mockers by selling off the excess
water for irrigation at a price that more
than covered the land purchase.

Politicians and bureaucrats endeavour-
ing to help small farmers rather than agri-
businesses have also lost round after
round to the Boswells. The family, accord-
ing to this book, has benefited mightily
from federal aid to farmers in all its myriad
forms: crop-insurance programmes, set
asides, payments-in-kind,  marketing
loans, export subsidies, flood-control
benefits and, valuable above all in the
Californian cotton fields, where ittakes 257
gallons of water to grow a T-shirt, cheap
irrigation water.

Their greatest triumphs have come on
federal programmes to put a stop to floods
and droughts in the area. These schemes
have been specifically intended to help
small farmers by getting the Army Corps
of Engineers to drain Lake Tulare, once the
largest body of fresh water west of the
Mississippi, and to tame and divert waters
from the four rivers that used to run into
the lake. Instead, as Mr Arax and Mr Wartz-
man tell it, lawyers and politicians backed
by the big landowners, led by Jim Boswell,
have distorted the scheme to make rich
farmers even richer.

It seems an open and shut case for the
prosecution, but the authors strive instead
to be intelligently fair-minded. In the rec-
lamation of the plains of the San Joaquin
Valley, draining swamps and controlling
rivers required large-scale government in-

Cotton blessings

vestment and it was probably unrealistic
ever to expect the benefits to flow to the
small man. Land that was flat and endless
was easy to work by the massive machines
that only the big man could afford.

The political idealists’ dream of a San
Joaquin Valley filled by 160-acre family
farms never had a chance of being real-
ised. But those people remaining gainfully
employed by the Boswells have been com-
paratively well off, at least since the 1960s
when Jim Boswell “pissed off a lot of the
neighbours” by increasing his employees’
wages and backing their home loans to
frustrate an organisation drive by Cesar
Chavez’'s United Farm Workers union.
These farm workers may not be whistling
a happy tune. Were it not for the Boswells,
though, they would probably not have a
job atall. 1

Indian history

A traveller,
limping

Nehru: A Political Life. By Judith M. Brown.
Yale University Press; 432 pages; $35 and £25

F THE long-serving leaders of the

world’s two most populous countries
in the middle of the last century, there isno
doubt whose reputation has fared better.
Outside China, Mao Zedong is seen as a
monster. But Jawaharlal Nehru, too, has
suffered a posthumous battering. His
economic policies have been disowned as
asocialist false start; his vision of India as a
secular, “composite” state of different
creeds is under attack from Hindu nation-
alists; even his erudition and elegant prose
are seen as symptoms of elitism.

The Nehru that emerges from Judith
Brown’s sympathetic and rounded ac-
count is an almost tragic figure: a lonely
outsider consumed by a noble ambition
but constantly thwarted by his and others’
shortcomings. He saw himself, as he wrote
to his wife from one of his stints in a colo-
nialjail, as “atraveller, limping along in the
dark night”. Even in Nehru’s most famous
speech, marking the “tryst with destiny”,
of India’s independence from Britain in
1947, triumph is tempered with an almost
pedantic disappointment: “We shall re-
deem our pledge, not wholly or in full
measure, but very substantially.” By then
partition had begun to tarnish freedom
with appalling loss of life. Within months,
the assassination of Mahatma Gandhi de-
livered another terrible blow to the ideals
of the independence movement.

Ms Brown’s book helps illuminate the
puzzling but enduring friendship between
Nehru and Gandhi, who were so different

in outlook and belief. Though both were »

» British-trained lawyers, Gandhi became a
holy man, intent on the moral as well as
political regeneration of India. Nehru re-
tained the cosmopolitan outlook of one of
the empire’s favoured sons. Yet Gandhi
wanted Nehru to lead India. He must have
seen his faults: the arrogance of an Indian
upper-caste Brahmin schooled, at Harrow,
in British public-school snobbery; an im-
patience with the messy business of prac-
tical politics; anotoriously short fuse and a
refusal to delegate. But those failings were
also by-products of a deep integrity that
helped ensure that India’s political set-up
would prove inhospitable to dictators,
even him.

By his death, in 1964, much that Nehru
had fought for had proved illusory. His
grand economic plans were being stran-
gled by the red tape of the “licence-permit
raj”, yet India could not feed itself. Many
cherished reforms, to India’s land-owner-
ship structure, to the cruelties of the caste
system and the status of women, had in
many parts of India been stalled, vitiated
or ignored. His non-aligned foreign policy
had met with disaster-a humiliating Chi-
nese invasion, almost wilfully unforeseen
by Nehru. His party, Congress, had be-
come a vehicle for personal advancement
and was already in decline.

He could not foresee that Congress
would become the dynastic bequest of his
daughter and grandson, or that both
would meet violent ends. But he could
have predicted that his party would lose
power, and that itwould do so through the
ballot box. Not many of his contemporar-
ies in newly independent poor countries
could have done the same. Official China
gives Mao seven out of ten; too generous
for the Chairman. But Ms Brown’s book
suggests Nehru deserves a better mark. 1

Security

A tax on the
honest

Beyond Fear: Thinking Sensibly About
Security in an Uncertain World. By Bruce
Schneier. Copernicus Books; 295 pages; $25.
Springer-Verlag; £ 16.95

OW useful areia checks in large office

buildings? Is it safe to use a credit card
online? Can face-scanning systems make
airports safer? Not very, yes, and no, says
Bruce Schneier in “Beyond Fear”, the latest
of several books on security to have
appeared since September 11th 2001.

Mr Schneier, however, comes at these
questions from an unusual and informa-
tive perspective. He is one of the world’s
leading experts on computer security, and
arguably the most articulate. For years, he

has explained the ins and outs of his field
by drawing analogies with real-world
security. In his new book, he turns this
approach on its head, using his analytical
skills, honed in the field of computer secu-
rity, to evaluate the other security
measures that are now so common.

Mr Schneier boils down his knowledge
into a five-step process for determining
whether the benefits of a particular secu-
rity measure outweigh the drawbacks. He
then applies this process to a range of
examples, starting with the mundane-
whether you should wear a money-belt
while on holiday, or install a burglar alarm
in your home-and eventually culminat-
ing with an analysis of the security mea-
sures introduced in the name of fighting
terrorism. Security, he observes, is a tax on
the honest. With America’s security
budget estimated at $34 billion this year,
he notes, “we're being asked to pay a lot for
security, and not just in dollars. I'd like to
see us getour money’sworth.”

Many of the measures introduced and
proposed in the past two years fail Mr
Schneier’s tests. Checking ids in large of-
fice buildings means little, because fake
ids can easily be obtained by under-aged
drinkers, letalone by evil-doers. Moreover,
the need tocheckid s may preventsecurity
guards from noticing other activities, and
the whole process may lead to a false sense
of security, thus making things worse, not
better. National ia cards would cost a lot
and provide only minimal benefit. Face-
recognition systems in airports are hope-
less for spotting suspects, for even if they
are 99.9% accurate and clear pictures of
suspects are readily available, the scarcity
of suspects relative to honest travellers
means such systems would be swamped
by false alarms. And the Department of
Homeland Security’s colour-coded threat
alerts, in their current form at least, are a
waste of time.

But Mr Schneier’s book is no anti-
authoritarian tract. He is simply calling for
sensible security. (He approves of
reinforcement of aircraft doors, for exam-
ple, though not of routinely arming pilots.)
Nor, despite its subject matter, is this a
gloomy book. Itis often surprisingly enter-
taining, with its many examples of secu-
rity systems, both good and bad, drawn
from the natural world, military history
and other fields.

Many examples and the themes they il-
lustrate will be familiar to readers of Mr
Schneier's previous computer-security
books, who may find this work somewhat
repetitive, but they are not its intended au-
dience. Mr Schneier’s aim is to demystify
security for a general readership and pro-
vide the tools to evaluate and challenge
badly designed and pointless security
measures. With security an increasingly
obtrusive part of everyday life, “Beyond
Fear” deserves to be widely read. 1

New thrillers

Balkan surprises

What to pack in your suitcase

MAGINE you are stuck in the departure

lounge of a Balkans airport in winter,
swirling snow blocking the runway, all
flights suspended. Around you there are
poor refugees on a last-chance flight to the
west, flashily-dressed Serb and Albanian
criminal warlords, a lanky basketball team
playing an away fixture, testy frontier
policemen, and the dozens of political con-
sultants, aid workers, un apparatchiks,
nato soldiers and freelance spies all
belonging to that multinational hotch-
potch of good intentions known as the in-
ternational community.

The air is full of cigarette smoke. The
lounge reeks of impatience, damp Kalash-
nikovs, and boiled poverty. Towhile away
the next eight hours you can choose one of
these three novels all setin and around the
Balkans. Which of these fictional represen-
tations is most accurate?

In Frederick Forsyth’s latest, a young »

Avenger. By Frederick Forsyth. Thomas
Dunne Books; 352 pages; $26.95. Bantam
Press; £17.99

Empire State. By Henry Porter. Orion; 402
pages; £12.99

Gemini. By Mark Burnell. HarperCollins;
488 pages; £6.99



» American aid-worker, Ricky Colenso, is
murdered by a Serb paramilitary gang in
Bosnia; his billionaire grandfather enlists
the help of a Special Forces Vietnam vet-
eran, Cal Dexter, to bring the killer to jus-
tice. Dexter, a freelance bounty-hunter
and assassin, travels from the Balkans to
Surinam to track down the murderer,
along the way assisting, impeding and ob-
fuscating a vast cia operation, whose tar-
getis, surprise, surprise, Osamabin Laden.
Mr Forsyth will never write anything
nearly as good as his first three novels, but
“Avenger” is workmanlike in its writing
and plot, a meat-and-two-veg job com-
pared with “The Dogs of War”.

The world of post-September 11th is the
setting for Henry Porter’s third novel, in
which his m i6 operative heroine, Isis Her-
rick, seemingly single-handed, and tri-
umphing where her male colleagues fail,
foils a very dastardly Islamic funda-
mentalist plot to blow up the un head-
quarters in New York, and unleash chemi-
cal and bomb attacks in Europe. Part of Mr
Porter’'s immaculately paced and refresh-
ingly well-written book is set in Albania
and Macedonia, partin New York and Lon-
don, and much of it in Egypt; all of it in-
volves the shenanigans of the interna-
tional intelligence and humanitarian
community.

Mark Burnell goes one step further: his
protagonist is a female bespoke assassin,
with several identities, two parallel lives,
and a job working for Magenta House, a
fictional British intelligence body which
specialises in culling the rotten apples of
international gangster society. By day
Stephanie Patrick is Stephanie Schneider, a
journalist, with a considerate, caring chiro-
practor boyfriend and all the trappings of
affluent dinner-party London society. She
is also, however, Petra Reuter, assassin par
excellence, who shoots, kicks, stabs,
punches and explodes her way through a
trail of international terrorist targets like
some real-life Lara Croft, all the while com-
plicating and threatening to destroy her
three fragile and separate identities. Mr
Burnell’'s book centres around a Serb para-
military unit that terrorises its way across
the Balkans, and then lives to fight another
day in Hong Kong and Germany. Until
Petraarrives.

Through a combination of research,
imagination and ambitious plot, Mr
Burnell’'s novel wins the day: his female
protagonist is nearly plausible, his Serb
paramilitary Milan Savic utterly accurate
and convincing, his story adventurous, yet
imbued with enough humour and irony-
huge Balkan traits somewhat absent from
the two other books—to make theworld he
describes and the real world of the Bal-
kans sometimes very close. If you worry
about finding yourself stuck in a snow-
storm in that curious part of the world,
buy this book before you leave. 1

New cinema

Vengeance is
Clint's

While “Kill Bill” is being heavily hyped,
the real winner is “Mystic River”

ENGEANCE has been the basis for

many great films, but none by Clint
Eastwood, with the possible exception of
“Pale Rider”. Though critics like to describe
the characters he has played as avenging
angels, even the retired gunfighter hired by
a group of frontier prostitutes to vindicate
them in the Oscar-winning “Unforgiven”
isjust aman doing ajob.

In his new film, “Mystic River”, Mr East-
wood finally offers us a character driven
by revenge, but he turns the part over to
another actor. Sean Penn plays Jimmy
Markum, a store owner in an Irish neigh-
bourhood of Boston whose daughter is
viciously murdered. Because Jimmy is
both a respected figure in the city and an
ex-con with thugs for friends, he has the
wherewithal to take the law into his own
hands if his childhood friend Sean Devine
(Kevin Bacon), a homicide detective,
doesn’tsolve the case fast.

Complicating their situation is a terri-
ble thing that happened when both men
were children: their best friend Dave Boyle
was kidnapped in front of their eyes by
two men who imprisoned him and repeat-
edly abused him sexually before he
escaped four days later. Today, Dave (Tim
Robbins) is a mess, emotionally with-
drawn, seemingly a bit slow. On the night
that Jimmy’s daughter is murdered, Dave
comes home covered with blood and tells

When love is not enough anymore

his wife Celeste (Marcia Gay Harden) that
he thinks he killed a mugger who attacked
him, but he tells everyone who asks about
his injuries a different story, and Celeste
begins to wonder if the man Jimmy and
Sean are looking for could be Dave.

Brian Helgeland’s screenplay, based on
a bestselling novel by Dennis Lehane, fol-
lows the lives of the three childhood
friends during the days after the murder.
The police procedural story follows Sean
and his partner, Whitey Powers, (Laurence
Fishburne) as they try to crack the case be-
fore Jimmy explodes, and this part of the
film is an effective whodunnit, deftly coun-
terpointed by the investigation being con-
ducted by the neighbourhood’s para-po-
lice led by the grieving Jimmy. The
structure recalls Fritz Lang’s “M”, where
the police and gangsters of Berlin become
mirror images of one another as each pur-
sues an insane child murderer. This social
dimension raises the novel above the level
ofasimple mystery, and Mr Helgeland has
done afinejob of transposing Mr Lehane’s
portrait of a working-class community
and an unusually poetic way of speaking.
“Everyone meets death alone,” says
Jimmy, remembering that he was in prison
when his first wife died. “But | could have
helped her with the dying.”

Jimmy is as haunted by the past as
Dave; particularly by the fact that he could
easily have been the one who got into the
car, and guilty that he put Dave up to the
innocent misdemeanour that led to such
an irreversible consequence. “Sometimes |
think we all three got into that car,” says
Sean at one point.

At the beginning of the film we attend a
firstcommunion, and at the end, when the
mystery is solved, Mr Eastwood offers us
another scene of the neighbourhood
united in celebration. Itis the grimmest vi-
sion he has ever painted of an American
community, darker even than the filthy
mudhole of a town where “Unforgiven”
reaches itsbloody climax.

Less flashy in style than “Unforgiven”,
“Mystic River” lingers in the mind because
of its characters, played by one of the best
casts in recent memory. Mr Penn makes
Jimmy as affecting as he is scary, and Laura
Linney as his wife, Annabeth, turns out to
be even scarier than he is. But the film’'s
real surprises are a metamorphosed Mr
Robbins as Dave, the child-man wander-
ing in the labyrinth of his own inner ruins,
and Ms Harden as his wife.

Inthe movie’s key scene, avampire film
plays on television as Celeste listens to
Dave’s ramblings. Almost speechless at
each new shocking thing he tells her, she
realises that her husband is losing his
mind. One thing emerges from the close-
ness of these two people who have lived
together for years without really knowing
each other: Celeste’s escalating terror that
she may be finding all this out too late. 1

Felicitas Corrigan

Felicitas Corrigan, nun and writer, died on October 7th, aged 95

AT THE age of 25 Kathleen Corrigan de-

J/rYcided to be a nun. Itwas a mature age

to experience a calling, and for a time, it
seems, Miss Corrigan was not at all sure
she wanted to be called. She was staying at
Stanbrook Abbey, a rather grim-looking
pile in the English Midlands that houses a
Benedictine convent. She was studying
Gregorian chant, for which the abbey was
noted. She spent three days in a cell, de-
cided that was enough and on her depar-
ture returned to the earthly life of sin by
buying a packet of cigarettes and the News
of the World, then as now the most scurri-
lous of Britain’s Sunday papers.

At least that was her story, possibly ex-
aggerated: she had a sense of humour.
What was uncontested was that the ab-
bess of the convent, Laurentia McLachlan,
eventually persuaded her tojoin the com-
munity, and she took the name of Felicitas
Corrigan, with the title of “dame”, the fe-
male equivalent of “dom” for amonk. The
abbess had a gift for friendship, Dame Fel-
icitas recalled, and perhaps that helped to
change her mind and accept the privations
of convent life.

Laurentia was no ordinary abbess. Al-
though the convent was “enclosed” and a
nun had to speak to a visitor through a
double iron-grille, the abbess had formed
friendships with many people in the out-

side world, among them George Bernard
Shaw, who described her as “a woman
without frontiers”. In a letter the dramatist
wrote, “Though you are an enclosed nun
you do not have an enclosed mind.” That
also exactly describes Dame Felicitas.
After her mentor Laurentia died in 1955,
she continued the practice of offering the
values of the convent to the outside world.
Perhaps the best known of her friends
were Siegfried Sassoon, some of whose
poems she had printed on the press at the
abbey, Rumer Godden, whose novel “In
This House of Brede” is setin a convent like
Stanbrook’s, and Alec Guinness. While
writing his recent biography about the ac-
tor, Piers Paul Read had access to 832 letters
in the abbey archives written by Guinness
to Dame Felicitas about his problems.

Family life

Her father was Irish, but like many from
poverty-stricken Ireland at that time he
found work in England. He got a job as a
taxi driver in Liverpool. Her parents had
eight children to bring up. But they were
careful with money and Kathleen was
clever. She said that she had thought about
being a nun as a child, although this used
to be a common fancy of children steeped
in Catholicism. She took her mother’s ad-
vice and decided that, whatever lay ahead

in her life, she should first get an education.
She gained a degree in English at Liverpool
University, a remarkable achievement:
this was a time when women in Britain
still did not have the vote. She trained as a
teacher. She had atalent as an organist and
won a scholarship to study the instru-
ment. So music was the discipline that first
brought her to Stanbrook Abbey.

She wrote 15 books, among them affec-
tionate accounts of Laurentia McLachlan,
and most of them providing an insightinto
a normally hidden world. She wrote a
book about saints and their more human
characteristics, entertainingly picking out
whatjournalists call “the busy bits”.In an-
other book she describes a novice’s recep-
tion into the centuries-old order of St Bene-
dict. The novice exchanged her “silks and
ornaments” for a plain tunic. Then “the
great enclosure door swung open in an-
swer to the novice’s importunate knock-
ing, and presently closed slowly again be-
hind her, shutting out the world and its
vanities for ever.”

Not everyone who came to the abbey
accepted its faith. Brother Bernard, as the
abbey called him, came close. The author
of “StJoan” was fascinated by the power
of prayer. Tired of being a celebrity, Shaw
said he envied the “freedom” behind the
iron bars. But in the end he kept his dis-
tance. Sassoon became a Catholic at the
age of 70, seemingly finding peace after be-
ing haunted by memories of the firstworld
war. Dame Felicitas saw him as “a 20th-
century portent”, a summing up of “the
war-tortured, spiritually bewildered, for-
saken and blindly seeking men of our
times”. The dame could write.

Although the Benedictines are not a
missionary order, for Dame Felicitas such
encounters were special experiences in a
mostly routine life, regulated, as she put it,
by bells. “The daily life of a strictly en-
closed nun, however romantic to the
imagination of a casual observer, offers lit-
tle that is exciting or dramatic: six hours a
day in her stall at choir, two or more hours
of manual work in field or house, reading,
study, the companionship of the same fa-
miliar circle. Itis a life spent in hammering
out within the silent factory of the cloister
benefits that are imponderable but price-
less.” After reforms by the Vatican, life at
the abbey changed marginally. The iron
grilles came down. A visitor these days can
talk to anun in the comfort of a parlour.

Dame Felicitas, the nun who could tol-
erate the News of the World, could also re-
bel against the discipline of goodness, of,
as she put it, being “ordered by another
from morning to night”. She was tempted
by the idea of having tea made in a china
pot and served with buttered toast. But
there was no time for that at the abbey.
That indulgence, she said, would have to
be put off until she gotto heaven. 1
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" Come meet us on the World MBA Tour 2003
u London - Brussels - Paris - Madrid - Frankfurt - Milan - Zurich 1 Warsaw - Istanbul

ESCP-EAP MBA programmes are taught by a multinational teaching body drawn from
a faculty of 125 experts who meet the highest international academic standards.

With faculty and campuses in Pans, Oxford, Medrid and Berfin,

ESCP-EAP develops business leaden and advances
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transnational learning and research in

Contact MBA Admissions
+33 1 49 23 27 91

mba@escp-eap.net ESCP_EAP

EQUIS European School of Management

Learn everywhere. Manage anywhere.

The UNU International Courses (UNU/IC)
UNU Centre. Tokyo, Japan

17 May - 25 June 2004

The United Nations University (UNU) will offer four “International Courses"
from 17 May to 25 June 2004 at its Centre in Tokyo. The UNU/IC programme
is designed for postgraduate students and younger professionals (with a college
or university degree) in various occupations in Japan and abroad who wish to
pursue careers in international fields in public-service or private organizations,
including the United Nations, multinational corporations and non-
governmental organizations as well as national foreign service organizations.

The four courses to be offered in May 2004 are as follows:

m  The United Nations System:
International Civil Service and Contemporary Global Challenges;

*« Environment and Sustainable Development;
*« Human Rights: Concept and Issues; and

* International Cooperation and Development.

Participants can choose to take one or two courses at a time. The tuition fee per
course is ¥100,000 — about US$900 at the current UN exchange rate — or
¥150,000 (about US$1,350) for two courses. Those participants from
developing countries who take two courses and who can demonstrate a need
for financial assistance are invited to apply for a limited number of UNU
fellowships.

Those who wish to apply for the courses please visit our website at
http://www.unu.edu/ic/ for a copy of the brochure and UNU/IC Application
Form. If you have further questions, please contact:

Ms. Wilma James, Training Assistant, United Nations University Centre
5-53-70 Jingumae, Shibuya-ku, Tokyo 150-8925, Japan

Tel:+81-3/3499-2811 Fax:+81-3/3499-2828 E-mail: james@hg.unu.edu

Deadline for applications is 15 January 2004.
Due to the high volume of applications we receive for the courses. UNU is

unfortunately not in a position to acknowledge receipt of your application. \We will
only contact short-listed candidates.

the

Cambridge

WORLD LEADING

Cambridge has a global reputation for
challenging conventional thinking.
See what a 1-year MBA in this environment
can do for your business practice.

What will you lead ?

UNIVERSITY OF
CAMBRIDGE

Judge Institute of Management

Cambridge's business school

worldleading@jims.cam.ac.uk
WMWY jims.cam.ac.uk
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Appointments

C E R A N L I N G U A » Distance Education Accelerated Degree Programs
|

NTERNATIONAL YOUR HOME IS YOUR CAMPUS The European
INTENSIVE RESIDENTIAL LANGUAGE COURSES ™ auup s 1 1z sounves e e, Police Office |
1U UV'+y to A, L::[?:rsfeﬁur(:?gree programs for a A’\\Ad;icsr:rsz,ocl)nl;eprrr;egtral;ilt:rjz;mg: is currently seeking As the European union law-enforcement
W W W - C e r a n . C O m Student Communication Center P.0.Box 61707, King of Prussia, PA. 19406-USA candidates (m/f) Organisation’ the European Police Office

Fax: 610 205 0960 E-Mail: admisslons@washint.edu

for the post of (Europol) supports the Member States
In preventing and combating terrorism,
unlawful drug trafficking and other

Gatewa_y to the World D I re Cto r forms of serious International organised

crime.

Talent breeds success - Vision transforms reality - RSM develops leaders

CHOOSE FROM THREE MBA PROGRAMS: A full description of the post, the required The mission of Europol is to make a

< International MBA & MBA/MBI - Executive MBA - Global Executive OneMBA qualifications, an application form and instructions

Ranked 4°hin Europe (Businessw eek), RSMis accredited by AACSB, EQUIS and AMBA on how to apply can be found on the following significant contribution to law-enforcement
website: www.europol.eu.int . . . . .

CONTACT US: _ o actions against organised crime in the

Burg.Oudlaan 50,3062 PARotterdam.The Netherlands R S M NN Closing date for applications: .

Tel.: +31-10 -408-2222 E-mail: mbainfo@rsm.nl wlmw -rsm.nl/mbalnfo Rotterdam School of Management December 11th, 2003. European Union.

No Exam MBA Y0 RAN UNDERSTAND ECONSMWS' A ointments
F) H D/DBA/MS Ten-lesson course casts light pp

NO REQUIRED COURSES. Approved by Fortune on today’s baffling problems. JOB HUNTING INTERNATIONALLY?
500 firms. Totally flexible, 100% practical, custom Ttiilion-free — small charge for materials. )
DL programs. One-on-one Oxford style mentoring by

ourgi star professors who are authcrs/CEOs/ HENRY GEORGE INSTITUTE 238 Hadley Exec;tlve S7S/K-500K+) Career search|fng III:“O’ Wltfhm oroutof
ti Asia /Europe /M .East /U.S.? Contact for Free Info & Critique
consultants. Leam by writing. For PHD/DBA you Mill Road, Brooks, ME 04921 USA p q

can write articles or book instead of dissertation. No
BS required Www.rushmore.edu 1-815-425-8812. US' WWW.HEHRYGEORGE.ORG  J WWW . Caree r pat . CO . u

. . ' Fax: Email:
.Teaching French to adults for 33 years". USA/Canada +1202 4781698  cpamerica@careerpath.co.uk
| N S T IT U T D E F R A N A I S Europe +44 20 75048280 cpeurope@careerpath.co.uk
. Rt y Asia/M. East/Aus +66 26308120 cpasia@bkk.loxinfo.co.th
Overlooking the Riviera’s most beautiful bay More information
A UNIQUE COMPLETE IMMERSION PROGRAM on MsM can be Maastricht schoolt of Management
8/! hrs a day with 2 meals. 8 levels : Beg. | to Adv. Il found on our Website www.msm.nl
ACCOMMODATION IN PRIVATE APARTMENTS
Next 2-4 week course starts Oct. 27, Nov. 24 and all year .
06230 Vilierranche/Mer F.J18, France. Tel. +33 493 01 88 44 Fax +33 493 76 92 17 Sch I Tfhl\(il MaaSt”Ch;
www.institutdefrancais.com Asoneof the  Starting salary £30,119 pa choolo i/rl‘?\%emen To meet the growing demand, we are looking for
UK's foremost — plus benefits internationz(il ts)ugi:lsezrs]
SChOIarShIpS representative o - _ school providing ASSISTANT/ASSOQIATE/FULL PROFESSORS (m/f)
The role will involve providing both micro and (full-time and part-time)

organisations, the state-of-the-art business

macroeconomic analysis of issues affecting the

The Daiwa National Farmers'  agricultural industry, including reform of the education. MsM is a in the following fields
Analod] Union promotes  CAP, WTO negotiations, expansion of the EU schgor: ofglobatl reach For more information on these positions
nglo-/apanese Daiwa Scholarships 2004 the interests of  2nd other international and domestic policy _and has an extensive International Marketing/Marketing of Services please contact:
Foundation developments. The ideal applicant will have at international academic Strategic Management f ; ;
farmers, growers  |east one degree in Economics, be computer and corporate network. . ; Prof. Dr. R.S.J. Tuninga, Director-Dean,
d th | literate, confident and a team worker. A post Accounting and Finance Tuninga@msm.nl or
and the rura : ; : ; AP . . Organizational Behaviour/Cross Cultural Management Prof. Dr. R. Samson, Associate Dean Masters
Daiwa Scholarships enable young, talented graduates and professionals from economy grad_uate degree n t_he social _smences, Located in Maastncht, Entrepreneurship Pro .rarr.]s .Samson@msm nl
the UK to acquire unique skills and experience during a twenty-month throughout particularly Interr}atlongl Affalr_s quld be an the capital of the most 9 ’ B
S ) ) ) 9 advantage. Experience in public policy southern province of
period in japan. No previous experience of Japan or Japanese language is . . .
England and  analysis and excellent communication and The Netherlands, MsM
necessary. f . . e e erlan S) S
Wales. We p(lj.lbllc presentation skills would also be an has more than 50 years
Since 1991, over 70 Daiwa Scholars from a wide range o f backgrounds and currently have the & Vantage' experignce in management ) ) )
skills - including science, engineering, architecture, law, music, theatre, following  The post will be based in central London education and consultancy App|lcat}0n5 can be mailed to
medicine and art - have completed the programme. vacancy within _ initially, relocating to Warwickshire in 2005. across the globe. Candidates must be market oriented and innovative. Mrs. Marion A.G. Rutten-Klerckx, MA (Law)
Y L ) o MsM offers its faculty an They must hold a PhD/DBAIn the relevant area, have Director HRM and Legal Counsel
Information: www.dajf.org.uk/scholarships closing date: 11 December our Economics  For an application form and job description exceptional quality of life an innovative teaching ability, an excellent track record E-mail: Personnel@msm.nl
2003 Department:  Please ring our 24-hour recruitment line on as well as a unique in research and publications, consultancy experience,
020 7331 7436 or e-mail ) management education an excellent proficiency of the English language and Maastricht School of Management (MSM)
The Daiwa Anglo-Japanese Foundation jane.joyce@nfu.org.uk. The closing date for experience in a be willing to travel on a regular basis. Duties include P.O. Box 1203, 6201 BE Maastricht
Daiwa Foundation Japan House, 13/14 Cornwall Terrace, London NW1 4QP receipt of CompletEd appllcatlon forms is multi-cultural teaching| research and Consultancy as well as the The Netherlands

(Charity No. 299955 Friday 31 October 2003. environment.  supervision of DBA/PhD candidates. Tel.: + 31 43 3870808
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Appointments

Principal Financial Specialist

Progress Energy is seeking a Principal Financial Specialist to conduct
studies and analyses of company's financial matters, using corporate
finance approaches, statistical methods, derivative pricing, risk analytics
and computer applications based. The candidate will develop and apply
methodology, and assist management in evaluation of investment
opportunities, asset acquisitions and divestitures and capital allocation
consistent with strategy. The position is based in Raleigh, North Carolina
and requires an MBA in Business, Finance or Accounting plus three years
in the position offered or three years as a Financial Accountant, Banker or
Auditor (experience may be gained pre or post MBA). This experience must
include experience preparing complex quantitative financial models.

IMPORTANT: For immediate consideration, please contact us at
corprecruiting@pgnmail.com and include PGN14526-001 in
your email. Itis not necessary to forward your resume in this
message. We will then forward a fast link to apply for this job.

EOE.

Progress Energy WWW.progress-energy.com

VACANCY ANNOUNCEMENT

The Cameroon Mountains Conservation Foundation (CAMCOF), is aCameroonian locally based civil
society grant making institution whose main purpose is to ensure long-term biodiversity conservation
in the Cameroon Mountains Range. CAMCOF is non-profit making and apolitical, and has been
recognized by the Government of Cameroon as a public utility.

CAMCOF works within the framework of regional and international conventions and treaties on
Biodiversity Conservation and poverty alleviation. Drawing from lessons learned from the
implementation of project-driven conservation initiatives within Cameroon Mountains, CAMCOF has
set out to disseminate, advocate and improve on forest and wildlife policies and regulations, and to
compliment efforts of the Government of Cameroon in implementation o f Component Three (03) of
its Forest and Environment Sector Programme.

CAMCOF advertises for the position of a Foundation Director. This is a new post in a new
organization. The early months are likely to be spent largely in establishing operating systems,
building staff capacity and publicizing the work of the Foundation. Grant giving operations will be
built up gradually, over a period of time.

The Foundation Director is the executive head of the Cameroon Mountains conservation Foundation.
S/he will work closely with the Board of Trustees, Donors, the Government of Cameroon and local
populations.

Functional Relationships
The Foundation Director shall:
+ Develop and implement the strategic plan o f the Foundation.
« Supervise the running of the Foundation.
« Instruct and maintain regular contact with all Staff of the Foundation as well as Assert
manager(s).
m Report to the Board o f Trustees and Donors on the achievements o f the purpose, outputs and
impacts of the Foundation.

® Maintain regular contact with the Board o f Trustees, Donors, Regional Advisory Committees and
the Government o f Cameroon.

« Develop and implement a fundraising strategy for the Foundation.

Qualifications
The Foundation Director shall be:
* Educated to post-graduate level in an appropriate discipline in afield such as development
studies or conservation management. A strong social science background is preferred;
+ A minimum of ten ( 10) years of Senior management experience in developing countries,

preferably in Africa, related to Trust Fund Management, grant-giving operations or small scale
finance and credit operations.

« Proven record of good financial management;
= Proven experience of working with donors and government at high levels;
« Fluency in written and spoken English and French.

Availability of Candidate and Duration o f Position

This is afixed term post, of two years’ duration. It is proposed to indigenise the post after this period.
The post shall be filled by 1st December 2003.

Salary and Benefits

Depending on experience and qualification, the Foundation Director will be placed on an annual gross
income ranging from FCFA 30,000,000 to 36,000,000 (GBP 33,333 to 40,000) Other benefits will
include allowances for housing, insurance, healthcare and travel.

Duty Station: Limbe, Cameroon

Applicants are being invited to send applications with detailed C.V.s to the address below, no later than
the 31st October 2003.
The Chairperson
Cameroon Mountains Conservation Foundation (CAMCOF)
P.O. Box 779, Limbe
SWP, Cameroon
Email: camcof@yahoo.co.uk

N/b The salary of the applicant will be covered by a DFID UK grant to the Cameroon Mountains
Conservation Foundation (CAMCOF).

EXECUTIVE DIRECTOR
SOUTH ASIA WOMEN'S FUND

Application Deadline: November 4th 2003

The South Asia Women's Fund is a newly created fund with start-
up support from the Ford Foundation's New Delhi office. Based in
Colombo, Sri Lanka, it aims to support women's rights and
development in South Asia through raising funds and awarding grants
to non-governmental organizations in the region. The fund is
governed by a seven member regional board of activists, academics,
business women, and civil society representatives.

The Executive Director would help initiate the activities of the fund,
work with the board to shape grant priorities, raise funds from a range
of regional and international sources, hire and supervise staff, and
coordinate administrative and programmatic activities.

The ideal candidate would have significant experience in women's
rights and development work in South Asia, with five to seven years'
management experience; a well grounded knowledge of gender and
development from a Southern perspective and an ability to
operationalise this in a grant-making institution; a track record in
fundraising; advocacy; the ability to work with a wide range of
institutions (government, donors, grassroots groups); and experience
in skilfully managing staff and organisation budgets. Grant-making
experience preferred.

Send cv or resume witFi writing sample (5 pages), salary
history, and list of three references to sawf@vsnl.net by
November 4th, 2003.

The Aga Khan Foundation (AKF) is a private international development
, agency committed to supporting disadvantaged communities irrespective
of gender, ethnicity or religion. Working in partnership with local
organisations and communities, the Foundation promotes creative and
effective solutions for social development in Central Asia, South Asia and
East Africa. The Aga Khan Foundation is part of the Aga Khan
Development Network (AKDN). Find out more at www.akdn.org

Executive Officer/Assistant, Aga Khan Foundation (UK)

Initial salary up to £30,000 including a highly competitive benefits package, depending
on experience and competencies.

The incumbent, Masters-level educated and with a minimum of 6 years professional
experience in a blue-chip corporate or complex organization environment, will work
directly with the CEO to support, maintain and raise the profile of AKDN's work in the
donor environments in which it operates. London-based, thejob may also involve some
European travel especially in Brussels and the donor capitals.

The role includes:

+ Providing senior management and research support to the CEO in the conduct of
external relations and in fostering relationships with governments, international
organisations, research, policy, private sector and academic institutions and AKDN
agencies;

Driving an enhanced business and stakeholder mindset and practices;

Overseeing daily operations of the unit including human resources personnel
management;

Acting as a knowledge bank and filter, synthesising information, prioritising and
directing data, articles and research materials and conducting analysis thereof;
« Organising annual strategic reviews.

The position requires a strongly driven, committed and flexible individual with proven
competencies particularly in strategic management support and with an analytical and
results-oriented background. Proven ability to adapt to a very complex multicultural
environment is essential. Also necessary are strong communications skills and proven
experience to operate within a diverse European context including fluency in languages,
particularly French and German.

Applications, including CV (max 3 pages) and a supporting cover letter drawing

attention to the relevant competencies and experience of the applicant, should be sent to

louise.james@akf.org.uk or by mail to AKF (UK), 3 Cromwell Gardens, London SW7
B. Please quote reference AKFEXE.

Deadline for submission C.0.B. 27 Oct 2003. Preferred start date 1 Nov 2003. Note: Only
short-listed applicants and those meeting EU residency requirements will be contacted.

Appointments

The Stockholm School
of Economics (SSE)

is accepting applications for

The Bo Rydin and SCA Professorship
in Business Administration, with a specific
focus on Strategic Management

The application should be received at the Stockholm
School of Economics no later than December 15, 2003.

For further information concerning the chair,
see www.sse.edu,

or contact Professor Guje Sevon on +46 (0)8 736 9000
(switchboard) or +46 (0)8 736 9572 (direct).

Consolidation of Municipal Transformation Programme
South Africa

The Consolidation of Municipal Transformation Programme (CMTP) is a five year programme
of support by the Department for International Development (DFID) for accountable local
government and pro-poor service delivery in South Africa. The main Programme Partners are:
the Department of Provincial and Local Government (DPLG), the South African Local
Government Association (SALG A) and the National Treasury.

The programme consists of four outputs: accountable and ethical governance, integrated
municipal service delivery, improved municipal financial management, and more effective
intergovernmental relations. Assistance will be provided ai a municipal, provincial (Eastern
Cape, KwaZulu Natal and Limpopo Provinces) and national level.

Deloitte & Touche South Africa has been contracted as the Managing Consultant for the
Programme and invites interested applications for the following positions:

| Programme Management Coordinator |

The Programme Management Coordinator will be based in DPLG in Pretoria, South Africa and
will be accountable through the Managing Consultant to the CMTP Policy Committee. The
responsibilities of the position include the overall coordination of the programme,
workplanning and reporting, knowledge management and lesson learning, capacity building,
donor coordination, conflict resolution, monitoring and evaluation.

The position is for a five-year, full time period, commencing in February 2004. It requires
experience in design, management and implementation of programmes; experience with local
government transformation; the ability to lead multi-cultural and multi-disciplinary teams;
excellent communication and facilitation skills; and a tertiary qualification in a management,
public administration or related field.

| Integrated Service Facilitators |

Up to twelve integrated service facilitators will be based in selected municipalities in the three
provinces and will report to the Municipal Manager. They will assist in policy formulation
related to service delivery; the integration of infrastructure and community service provision;
planning and budgeting; and coordination with CMTP-funded and other donor-funded inputs
at the municipal level.

The positions are for up to three and a half years full-time commencing in February 2004. They
require a strong development orientation, leadership and inter-personal skills. Candidates must
be able to interact and negotiate on all levels of management and with communities, the private
sector, labour unions, and other levels of government. They must have good strategic planning,
analytical ability and report writing skills and understand the municipal planning and
budgeting system. A tertiary degree or diploma in development, town and regional planning,
civil engineering, public management, policy analysis or similar relevant qualification may be
suitable for this type of position.

Interested applicants can obtain further information from:

Pearl Perman

Deloitte & Touche South Africa
Tel: +27 12 482 0297

Fax: +27 124820194

Email: pperman@deloitte.co.za

Applications should be submitted in the required format by 7 November 2003 to the above
address.

ADAS INTERNATIONAL OPPORTUNITIES

ADAS International has built an international reputation as a
leading provider of programme management for donor agencies
and governments in developing countries. We work with
regional and national governments, building capacity to
improve performance and the delivery of services, guiding and
supporting them in their drive to become more accountable. Our
services encompass economic and social regeneration, natural
resource management, enterprise development and governance
with a focus on improving the livelihoods of the poor.

ADAS has two exciting and challenging, full time vacancies in
it's International Team.

1) Senior International Business Manager

This post requires an experienced person with an established
track record in winning and managing international contracts.

2) International Business Consultant

This post is a rare opportunity for a recently qualified
graduate/postgraduate seeking to bu a career in
International Consultancy.

For details of these and other vacancies and
how to apply, please visit:

www.adas.co.uk
www.economist.com

ADAS

Prestigious Economic Consultancy founded in 1963 by Nobel Prize Winner

Senior Electricity Analyst and Energy Analyst - London
Competitive packages offered

Global Insight is a dynamic organisation with over 400 staff operating
predominantly in North America and Europe. Formerly DRI-WEFA, the
consultancy was created from merging DR! and WEFA, the two leading
international economic and financial information companies. Global Insight's
European Energy practice consults with most major energy companies and
governments. It has an outstanding reputation for a strong quantitative
orientation, focused on its multi-fuel capability, analysis and forecasts of prices
along the full energy chain, and analysis of industry structure and regulatory
issues.

Our London based team of consultants offers a unique pan-European
perspective on the utility markets and provides an outstanding opportunity to
develop a personal reputation as an expert in this dynamic market sector, We
now seek to fill the above-mentioned roles, which will be based in our
Wimbledon office:

The roles include the following elements, while the Senior Analyst will also take
a leading role in Business Development initiatives;

1 Research, analysis and preparation of the forecasts and accompanying text
for our regular energy reports.

« Responsibility for one or more areas of our modelling and forecasting work

« Contributing to multi -client or client specific studies and consultancy

The successful candidates will be energetic and creative with very strong
modelling skills. They will also have good interpersonal, writing and
presentation skills. The Senior Analyst will have experience in European power
markets with an emphasis on power generation, load forecasting, pricing, and
market structures. Three or more years industry and consulting experience is
highly desirable, although experience in government and academia is also
relevant. The Energy Analyst would ideally also have some practical energy
experience, but should at the very least demonstrate a strong commitment to
the energy field. A degree 2-i or higher (MSc/PhD preferred) in a quantitative
subject from a leading university is required for both positions.

Interested candidates meeting the above criteria should e-mail a CV and short
letter specifying which position they are applying for and explaining their
interest in the role(s) to;

london.recruitment@globalinsight.com by 24th October 2003.
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The International Institute for Environment and
Development (HED) is a leader in the field of
sustainable development. With some 70 staff based
in London and associates and partners around the
world, IIED has been in the forefront of policy
making in developmentfor over 30 years.

Two Economist vacancies at IIED

Senior Research Associate
£31,009 - £38,726

or Research Associate
£25.451 -£31,785
Environmental Economics Programme

London

We are looking for an experienced Economist, either at Senior
Research Associate Level or at Research Associate Level,
depending on experience.

The role will involve developing and undertaking policy -
oriented research projects on the economics of environment
and development, focusing on the links between trade,
natural resources and poverty. In addition, you will assist
the programme in developing other research and
capacity-strengthening activities on topics related to
environmental and developmental policy and practice in both
developing and industrialised countries.

Senior Research Associate
Forestry and Land Use Programme

£31,009 - £38,726

Edinburgh or London

This new position involves the co-ordination of a three-year
initiative to shape markets for watershed services, promote
good watershed management and improve the lives of poor
people. In addition, you will develop and pursue a
programme of research and capacity strengthening, involving
economic issues in improving forestry and land use.

When requesting further details please state which
job you are interested in.

Application forms and detailed job descriptions can
be downloaded from www.iied.org or can be
obtained by writing to the Human Resources
Department, 3 Endsleigh Street, London WC1H ODD.
Alternatively, email: hr@iied.org

Closing date for all applications:
Friday 14th November 2003.
Interviews: w/c 1st December 2003.
CVs on their own will not be accepted.

The
10 cmiimis

TO ADVERTISE WITHIN THE CLASSIFIED SECTION, CONTACT:

Nathalie Henault, Mona Von Rahden,
Paris Frankfurt
Tel: (331) 5393 6604 Tel: (4969) 975 87212
Fax: (331) 5393 6605 Fax: (4969) 975 87221
Email: Email:
nathalieherault@economist.com monavonrahden@economlst.com

Imemal\cna\A ”« =
M M .t

Supparting CommLrity Acton onAIDS InDeveloping Courtries
AIDS FONDS

European Policy Advisor (Ref: PTS/154)
Stop Aids Alliance
48,678 - 56,678 Euros
Aids Fonds N L and the International HIV/AIDS Alliance UK, in partnership

as the Stop AIDS Alliance, are recruiting for a senior European Policy
Advisor to co-ordinate their European policy and advocacy work.

Based in Brussels, you will have experience of working with the three EU
Institutions, a thorough knowledge of EU policy processes and a proven
track record in policy and advocacy work. Experience of working on
HIV/AIDS issues as they relate to developing countries is essential. The
successful candidate will be fluent in spoken and written English with
excellent networking and communication skills.

Closing date: Noon, 24 October 2003 Interviews: 12 November 2003

Qualified people living with HIV/AIDS are particularly encouraged
to apply.
For further details and how to apply see our ‘What’s New ! section on the
Alliance website www.aidsalliance.org

Tenders
f X0
Kombinat Aluminijuma Podgorica
(KAP) Montenegro

Announces

INTERNATIONAL TENDER & CALLS FOR BIDS TO SUPPLY THE
FOLLOWING MATERIALS IN 2004 (approximate annual quantities)

Heavy Fuel Oil “3,5” - 91,000 M T
Caustic Soda - 30,000 DMT
Sodium Sulphide - 2,500 M T
Aluminium Fluoride - 3,000 M T

g p WN e

Cathode Sets - 80

All detailed and technical information related to this tender can be obtained from
our web site www.kapcg.com
tel: +381 81 644317

Deadlinefor bid submissions is 20 daysfrom date of this tender pubiicatfpn

International Property

“MakeNo Small Plans ...”
For The Last Significant Development Site
In Chicago’s Central Streeterville Neighborhood

United States Department o f Veterans Affairs

Approximately 3.8 Acre Lakeside Complex

Long Term Enhanced Use Lease of Two Sites
www.valakeside.com

Michael Hoadley, CCIM
Vice President
(312)245-4970
mike.hoadley@staubach.com

Robert Schmidt

Managing Principal
(312)2454920
rob.schmidt@staubach.com

Offered By:
flsmJBACH

4tvw<f of R.nl E.iti, Knou Itd*,

on behalfofthe U.S. Department of Veterans Affairs

Tenders

CALL FOR TENDERS

HUNGEXPO Co. Lhd., a Hungarian joint-stock company engaged in exhibitions and publicity, seeks a profes-
sional investor to develop its wholly-owned Budapest Fair Centre who is capable of
= putting forward additional capital sufficient to provide financial conditions of necessary developments,
= undertaking to maintain and develop existing exhibitions,
= significantly expanding HUNGEXPO's portfolio of exhibitions and events through its own existing wide-ranging
international exhibition industry contacte and thus upgrading utilisation of the company's properly assets and improving
earning potential,
= managing, on the basis of ih industry experience, operational expertise and position in the world market,
technical operations ofthe exhibitions and events and significantly reducing the company's over heads-to-sales ratio.
The present Call for Tenders serves the objective to facilitate to select a professional investor from the largest pos-
sible pool of candidates with whom HUNGEXPO Co. Ltd. can turn its business concept into reality.
The detailed terms of the Tender Invitation can be found in the folder published simultaneously with the present
Call for Tenders, the Hungarian- and English-longuoge Information Memoranda, presenting the state of the cur-
rent company and the company to be established, as well as the draft of the lease contract, all of which docu-
ments can be jointly purchased from Monday, 20 October 2003 for HUF 300,000 (exclusive of VAT) through
the Secretariat of the General Manager, HUNGEXPO Co. lid. (Bldg. 1, Rm. 203, 1101 Budapest, Alberfirsai ul
10. Tel.: +36.1.263.6378 or +36.1.263.6880) on condition that a statement of confidentiality is signed by the
purchaser. The tender documents must be purchased directly from the Invitor (HUNGEXPO) by the applicant (or
by a member in the case of a consortium] either in person or through an authorized representative, upon which
the Invitor shall certify the purchase by issuing a receipt. The authorized representative must demonstrate his/her
right of representation, or its scope and extent, by presenting either an official public document or a private
deed of probative value to this effect. The document of authorization must contain a statement that the author-
ized representative has the right to sign, on behalf of the applicant, the statement of confidentiality, which will
thus be binding on the applicant. The Invitor will verify whether such authorization exists. When submitting
his/her tender bid, the applicant must attach a copy of the receipt certifying purchase of the detailed tender doc-
umentation. Any company registered in Hungary or abroad may submit a tender provided it can certify that it
meets the eligibility requirements below:
= Itpossesses capital investment power to carry outdevelopments of no less than HUF 2.5 billion as described
in fhe folder in order to meet the development objectives of HUNGEXPO Co. Ltd.
« Ithas a proven track record of competence and references in organising exhibitions and events as well
as managing exhibition ond event facilities and infrastructure.
= Itagrees to adhere to the strategic objectives for developing HUNGEXPO Co. Ltd. specified in the tender documents.
« Itundertakes to purchase shares, by means of a capital increase, to reach 51 per cent of shares in the
exhibitions, fairs and events management company of which HUNGEXPO Co. Lid. has a 98 per cent holding
of shares. Italso agrees to the financing and facility management terms put forward in the annex to the
tender documents.
A consortium of companies may also submit a tender provided it declares in a statement that consortium mem-
bers will be held jointly and severally liable. Furthermore, the members of the consortium will, in case of win-
ning fhe tender, undertake to form a company in which each member's ownership will be proportionate to its
participation in the consortium. The consortium must nominate an authorised representative who is entitled to
make legal statements on behalf of the consortium At least one member of the consortium must satisfy the
requirements for capitalisation and at least one member must meet fhe professional requirements Prior to the
submission of a binding tender, interested parties must forward their Letters of Intent to be received by 4.00 p.m.,
17 November 2003. Letters of Intent will be considered only from those who have purchased the detailed ten-
der documents contained in the tender invitation folder. Written Letters of Intent must reach the Secretariat of the
General Manager, HUNGEXPO Co. lid. by post or personal dispatch or courier by the deadline indicated
above. Tenders must be submitted in person or through an authorized representative to the Secretariat of the
General Manager, HUNGEXPO Co. lid., between 2.00 and 4.00 p.m., 15 January 2004. A notary document
will be made on the receipt and opening of oil tenders
Itd HUNGEXPO
The modality and conditions for submitting tenders are outlined in the tender invitation folder. | A
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Imperial College
London

The Business School

10 Crairs, Readkersnips or Lectureships

Marketing, Accounting, HR Management, Strategy,
Finance, Entrepreneurship, Innovation, Health
Management, Economics

Imperial College London, one of Europe's leading
universities for Science, Technology and Medicine,
is soon to open its new £25m Business School
building. Imperial is making substantial investments
into creating an institution of international prestige
and has created 10 new vacancies for staff of
international repute.

These may be in any subject, and at any level.
Successful candidates will have a proven record of
international research excellence, and are
expected to be, or to become, excellent teachers.
Competitive salaries will be offered.

Informal enquiries may be made by email to the
School Administrator, Afrey Edes, at
a.edes@imperial.ac.uk

Closing date: 31 October 2003.

Valuing diversity and committed to equality of opportunity

DWP Research Framework Advert

Expressions of interest are invited from organisations that wish to be considered
for inclusion in a Research Framework Agreement with the Department for Work
and Pensions (DWP).

The Framework Agreement will consist of organisations or individuals with
social and economic research experience and expertise in some or all of the
Department's key policy areas. These are:

* Work and Welfare Strategy (Working Age);

+ Families, Children, Poverty and Social Exclusion, and Housing Support;

« Pensions;

« Disability and Carers;

+ European Social Fund and International Labour Markets;

+ Performance, Business Delivery and Modernisation.

The Framework Agreements will be for a period of three to five years beginning
mid 2004- We envisage that there will be a significant number of organisations
contracted under the Framework Agreement. Social and economic research
contracts will in the majority of cases be awarded through the framework,
possibly with a degree of competition depending on the size and nature of the
contract.

If you wish to express an interest in being invited to tender for inclusion in the
Framework Agreement, please write to John Gordon at the address below. No
other documentation is required at this stage. It is envisaged that a Pre
Qualification Questionnaire (PQQ) will be issued to obtain further information
from Suppliers. The information provided will then be used to enable DWP to
select those organisations or individuals who have the most relevant experience
and expertise in the required areas to be invited to tender. The closing date for
expressions of interest is noon, Monday 17th November 2003.

Address:

John Gordon, Procurement Manager

Commercial and Estates Directorate, Goods and Services
Room M1202, Durham House

The Galleries

Washington

Tyne and Wear

NE38 7SD

Tel: 0191 2252161

A REPUBLIC OF MONTENEGRO
AGENCY FOR ECONOMIC RESTRUCTURING AND FOREIGN
V. »  INVESTMENT

The Agency of Montenegro for Economic Restructuring and Foreign Investment (“Agency”) makes the
following announcement pursuant to the Law on Privatisation o f Economy (“Official Gazette of the RoM ",
issue no. 23/96, 6/99 and 59/00), the Regulation on the Sale of Shares and Assets by Public Tender
(“Official Gazette of the RoM ", issue no. 8/99, 31/00 and 14/03), and the Decision on Privatisation Plan for
2003 (“Official Gazette of the RoM ", issue No. 12/03):

Invitation to Participate in the Privatisation of the tobacco plant -
Duvanski Kombinat a.d., Podgorica, the Sale of Shares by Public
Tender

=

The Agency is inviting interested parties to submit (heir bids for participation in the international public lender in
respect of (he proposed sale of 51.1074% of the share capital of Duvanski Kombinat, a.d., Podgorica, the slate-
owned tobacco plant (“DKP").

N

Company information. DKP was established in 1903. The company has manufacturing and trade facililies in a
number of locations throughout Serbia and Montenegro. Main activities of the Company are tobacco primary
processing, of cig: and and retail distribution of final products. The installed
manufacturing capacity in DKP enables the processing 0f 400 tons of cigarettes per month (4,800 ions per annum)

w

Interested parties, who wish to qualify alone or as a consortium, will be given the opportunity to perform (he due
diligence of relevant i i to the DKP i to make di: i with DKP
M and visit the ing facilities, after which they should submit a binding bid comprising as

follows:

- Financial proposal for purchase of 51,1074% share capital of DKP, in compliance with Tender Rules;
- Relevant verifiable evidence of previous experience in tobacco industry

- Business Plan for the period of 5 years,

- Investment programme supported by required guarantees,

- Social Plan.

IS

Potential Bidders shall send a separate written request for purchase of the Tender Documents to the Advisor at
(he coordinates below. Upon receipt of such request, the Advisor will forward to (he bidder a Confidentiality
Agreement for signature by ihe bidder, to be returned to the Advisor at the address staled below.

A Tender Package will be made available for those Bidders who have signed and returned a Confidentiality
Agreement and paid a fee of EUR 5.000. The Tender Package consists of Tender Rules and Specifications with
bid evaluating criteria, an Information Memorandum on DKP, Due Diligence Rules and Procedures, and Draft
Transaction Documents.

o

As a prerequisite for submitting a Bid, paymenl of a deposit, or a bank guarantee, in Ihe amount of EUR 50.000
(fifty thousand Euros), is required.

o

The deadline for submission of final bids by the Bidders is December 12 2003, at 3.00 p.m. (Podgorica lime), to
the Agency at the following address.

M r Branko Vujovic, Director, Agency of Montenegro for Economic

Restructuring and Foreign Investment, Jovana Tomasevica bb, Podgorica, Montenegro

Tel: +381 81 242 640,246 411 Fax: +381 81 245 756 e-mail: t.horozan@mn.yu

contact person: Tanja Borozan

~

Further information, communication and inquires relating to (his Tender

Announcement will be provided on request to the contact persons identified below

Deloitte & Touche, Financial Advisory Services, Jola Piletica 5, 81000 Podgorica, Montenegro
Tel: +381 11 361 3408, 3468, 3457, 3459 Fax: +381 11 361 3563

e-mail: vpoznanic@deloittece.com, amirovk@ deloittece.com

contact persons: Vladimir Poznanic, Aleksandar Minnie


http://www.iied.org
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The Presidency
National Council on Privatisation
Bureau of Public Enterprises
Federal Republic of Nigeria

Privatisation of Crude Oil Refineries
Invitation for Expression of Interest

Introduction

As part of its on-going privatisation programme, the Federal Government
of Nigeria (FGN), through the National Council on Privatisation (NCP)
and its Secretariat, the Bureau of Public Enterprises (BPE), invites
expressions of interest from prospective strategic investors in the state-owned
crude oil refineries.

Overview of Nigeria’s Oil & Gas Sector

The Federal Republic of Nigeria is one of the world's major ail & gas
producers. Currently, the country’s oil & gas reserves are conservatively
estimated at 26 billion barrels and 157 trillion cubic feet, respectively. Four
giant deepwater fields, Bonga, Erha, Aghami and Akpo representing six billion
barrels of additional oil reserves, will come onstream in early 2004, bringing
Nigeria’s total ail reserves to 32 hillion barrels. Nigeria's crude oil production
capacity currently stands at 2.6 million barrels per day, and is expected to
reach 3.3 million barrels per day (mmbpd) by 2004, excluding condensates.
Oil accounts for 35% of Gross Domestic Product, 80% of Government
revenue and 95% of foreign exchange earnings.

Despite these considerable hydrocarbon resource endowments and the
substantial current role of the sector in the economy, the oil & gas sector is
widely regarded as having not reached its full potential. Privatisation of the
refineries and enhanced private sector participation are therefore considered
by the FGN as essential in realizing the potential, particularly of the
downstream petroleum sector.

Overview of Crude Oil Refineries

The FGN has therefore decided to proceed with the sale of 51 % or more of its
shares (including management control) in each of the refineries described
below (the Transaction):

Kaduna Refinery & Petrochemical Complex

The Kaduna Refinery in northern Nigeria is a complex conversion refinery with
a nameplate distillation capacity of 5,500,000 MTA (110,000 bpd). Since
coming on-stream in 1980, the refinery has undergone a series of expansion
projects. The refinery is supplied through a 700 km pipeline that extends from
the Escravos Terminal in Delta State near Warri. The refinery is jointly
managed with a petrochemicals complex, which was commissioned in 1988
and has a production capacity of 30,000 MTA of linear alkyl benzene, 15,000
MTA of benzene and 30,000 MTA of kerosene solvent. The refinery supplies
domestic markets in the north and north-east regions of Nigeria.

Port Harcourt Refinery Complex

There are two refineries at Alesa-Eleme near Port Harcourt in Rivers State in
Nigeria. Port Harcourt | is a topping and reforming refinery with a name-plate
distillation capacity of 3,000,000 MTA (60,000 bpd). It began operations in
1965, was largely destroyed by fire in 1989 and then rebuilt using current
technology. Port Harcourt Il is a complex, conversion refinery with a nameolate
distillation capacity of 7,500,000 MTA (150,000 bpd). It came on stream in
1988 and was originally intended to serve as an export refinery. It has been
subsequently dedicated to domestic market service given frequent
interruptions in supply from the other three refineries in Nigeria. Port Harcourt
Il has considerable clean fuel capability, including lead-free gasoline.

Warri Refinery & Petrochemical Complex

This refinery is located at Warri in Nigeria's Delta State and was commissioned
in 1978. Warri is a complex conversion refinery with a nameplate distillation
capacity of 6,250,000 MTA (125,000 bpd). The refinery complex includes a

petro-chemicals plant commissioned in 1988 with production capacities of
13,000 MTA of polypropylene and 18,000 MTA of carbon black. The refinery
supplies markets in the south and south-west regions of Nigeria.

Procedure & Contacts

Interested applicants are expected to be international oil & gas companies with

a proven track record in the successful ownership, management and

operation of crude oil refineries.

In order to be pre-qualified, prospective investors must provide verifiable

evidence of their ability to own, manage and operate a refinery of similar

capacity. In this regard, the following information will be required:

« Evidence of successful investment(s) in and management of refineries plus
verifiable evidence of strong investment capabilities

e Evidence of ample financial resources to improve the refinery; thus
enhancing its value

« Evidence of proven technical ability to manage and operate refineries.

Interested investors should indicate their interest by providing the following

documentation and information:

« Detailed profile of the company indicating:

1 Full name of the company and the contact person, postal address,
telephone number, fax number, and e-mail address

1 Ownership structure including brief profile of significant shareholders
and pementage shareholding (5% and above;

1 Capabilities (technical and operational) in refinery operations indicating
number of years in the industry including international experience, list of
plants owned, managed and operated by the company

« Audited Financial Statements for the last five (5) years

The BPE and its privatisation adviser, Credit Suisse First Boston LLC (CSFB)
have been designated as the exclusive contacts for parties who wish to
express an interest in pursuing a Transaction. All communications or inquiries
regarding the Expression of Interest should be directed to the individual
listed below. No personnel of NNPC or its subsidiaries or any of
the aforementioned refineries should be contacted directly under any
circumstances.

Expressions of Interest must be submitted in three (3) copies in sealed
packages clearly marked “Expression of Interest for Refinery”
and delivered to the address below no later than 1600 hours GMT on
Friday, 14th November, 2003.

Attn: Gagan Bakshi, Investment Banking

Credit Suisse First Boston

One Cabot Square, London E14 4QJ, England

Tel: +44 20 7883 6558

Email: gagan.bakshi@csfb.com

This invitation for expressions of interest in relation to the Transaction is not an offer to sell any
shares or a commitment on the partof FGN toproceed with a Transaction In anyjurisdiction in
which this invitation for expressions ofinterest may onlybe made by a licensed or regulated entity
in thatjurisdiction, the invitation shall be deemed to be made on behalfof the BPE by the CSFB
affiliated entity licensed or regulated in thatjurisdiction. CSFB is acting forBPE and no one else

in connection with the Transaction and will not be responsible to any otherperson for providing
the protections afforded to clients of CSFB or for providing advice in relation to the Transaction.
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CHINA

Oxford educated British entrepre-
neur, with fluent Mandarin and
recent experience of setting up a
successful business in Beijing, is
now looking for new business
opportunities facilitating compa-
nies trading with China.

E,-mail: info@julienco.cum

Readers are Recommended

to make appropriate enquiries and take
appropriate advice before sending
money, incurring any expense or
entering into a binding commitment in
relation to an advertisement. The
Economist Newspaper Limited shall
not be liable to any person for loss or
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Economist.
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'alluring ties,n
Italian jacquard silk ties,
for all occasions.

Ideal gifts.
Contact
sales@saladinltd.ie

NUTS SEEKING FRUITCAKE

Send friends and family a unique Cliristmas gift
direct from Texas “The World's Finest Fruitcake”
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Medium -2 Albs/L3 kilo - $27.25
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To order call on

+903-872-8111

Br send your order (with cheque made payable
ollin Sireel Bakery) ro Collin Street Bakery Dept. 4118,

40 | W. Seventh Avenue. Corsicana, Texas 75110, US A.
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Overview

Stockmarkets continue to daw back some of
the ground lostto the three-year bear mar-
ket. America's DowJones Industrial Average
rose to a 16-month high and Britain's ftse
index climbed to a 13-month high. Bond
markets have been beating a new retreat:
yields in America and Europe rose to highs
not seen since the bond-market sell-off this
summer.

In aworrying sign for the euro area's biggest
economy, Germany's zew investor confi-
dence indicator fellin October for the first
time since December. Although forecasters
were expecting it to rise, the index declined
by 0.6 to 60.3. The fall was blamed in part on
worries over the rising euro.

European factories continue to struggle.
French industrial production fell slightly
during August, after falling by 1.8%in the
previous 12 months. German industrial pro-
duction also declined in the year to August,
by 1.9%. Italy's figures were more encourag-
ing: although forecasts called for industrial
outputto fall, it actually rose in August by
0.1%, following a rise of 1.7%in the previ-
ous 12 months.

Austria's economy grew by 0.7%oin the year
to the second quarter, compared with 0.8%
in the year to the first quarter.

In the year to August, retail sales in Switzer-
land fell by 3.2%, while retail sales in Den-
mark rose by thesame rate. Industrial
production in Sweden rose by 3.0% in the
yearto August.

In Britain, the number of people claiming
unemployment benefitfellin September to
its lowest level since the mid-1970s, at
929,800 claimants. However, both the claim-
ant count and ito measures of unemploy-
ment held steady at 3.1% and 5.0%,
respectively. Wage growth rose to 3.4% in
the 12 months to August; that was thanks
mostly to higher public sector wages, which
grew by 5.6%.

Australian consumer confidence rosein Oc-
toberto alevel not seen since 1994. Austra-
lia's dollar has risen by 22%againstthe
American dollar since the beginning of 2003.

Fewer Japanese companies are going bust.
Corporate bankruptcies fell by 18.2% in the
yearto September, reflecting slightly im-
proved economic conditions.

Economist.com/markets
Data on more countries, as well as currency tools
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The Economist poll Industrial
GDP GDP forecasts production
latest qtr* 2003 2004 latest
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Unemployment
% rate
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Prices and wages
% change on year ago

Australia
Austria
Belgium
Britain
Canada
Denmark
France
Germany
Italy

Japan
Netherlands
Spain
Sweden
Switzerland
United States
Euro area

I Robots

The Economist poll
Consumer prices  consumer prices forecast
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- 03 Ag -09 - 03 - 02
+21 Ag +33 +23 + 17
+29 Sp +35 + 30 +25
+17 Sp + 19 + 22 + 17
+05 Sp +05 +06 + 06
+22 Ag +18 +22 + 14
+21 Sp  +21 +20 + 15

Producer prices

latest

+0.2
+13
- 14
+15
- 20
- 05
+05
+ 06
+ 13
- 05
+ 2.6
+ 11
- 17
- 04
+35
14

+
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yearago
- 11
- 01
+ 0.8
+02
+ 06
- 03
- 01
+03
+ 0.6
- 20
+ 04
+07
- 03
- 12
- 18
- 01

+ + + + + + + + 4+

+ + + + + +

Wages/earnings
Latest yearago

55 @ +37
23 Ag  +23
19 @ +21
34 Ag +38
46 Wl +29
38 @ +37
27 @ +39
22 Wl +23
26 Ag  +23
02 Ag - 27
26 Sp +34
42 @ +40
32wl +27
182002 + 25
27 Sp  +29
29 @ +30

Economic stagnation has culled Japan's stock of robots, although the country remains
the world's robotics leader. The number of newly installed robots in Japan fell again in

2002 to 25,400 and the total stock of robots dropped to 350,000. Yetaturnaround for

global robotics may be at hand, according to the United Nations World Robotics Report,
which shows new ordersinthefirst half of 2003 posting their fastest growth ever.

Installations, '000, 2002
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Money and interest rates

Money supply*
% change on year ago
narrow broad
Australia + 74 +12.2 aug
Britain +79 + 6.6 Aug
Canada + 93 + 59 auw
Denmark +73 + 89 Auw
Japan +58 +18 Sp
Sweden + 3.8 + 55 aug
Switzerland +24.8 + 99 auw
United States + 8.6 +8o0 Ag
Euro areat +11.8 + 8.2 Auw
‘ Namrow. M

latest
5.00
3.63
2.65
2.19
0.02
271
0.25
1.06
214

Interest rates % p.a. (Oct 15th 2003)
3-mth money market

yearago
491
391
2.83
355
0.02
4.04
0.81
1.70
3.30

2-year
gov't bonds

5.20
4.39
3.20
2.85
0.09
321

-0.91
176
261

10-year gov't bonds
Latest yearago
5.66 5.80
4.90 4.68
4.96 521
4.46 4.77
142 1.06
4.85 511
2.70 271
4.40 4.03
4.28 4.56

corporate

bonds
6.25
5.83
6.37
5.56
153
3.90
277
6.04
4.23

except Britain and Sneden MD broad: VR or VB except Britain V4. tGermany for bonds. Benchmarks: US 30-year 5.29%, Japan

N0.2541.42%. Central bank rates: US fed funds 1.00%, ECB refinancing 2.00%, BOJ overnight call 0.001%, BCE repo3.5%.  Sources:

Commerzbank, Danske Bank; J.P. Morgan Chase,
Datastream  Rates cannot be construed as banks'

Stockmarkets
Market indices

Oct 15th

Australia (All Ordinaries) 3,291.9
Austria (ATX) 1,401.8
Belgium (Bel 20) 2,150.7
Britain (FTSE 100) 4,368.8
Canada (Toronto Composite)  7,783.2
Denmark (KBX) 2184
France (SBF250) 2,300.0
(CAC40) 3,375.0
Germany (DAX) 3,570.6
Italy (BCI) 1,215.6
Japan (Nikkei 225) 10,900.0
(Topix) 1,080.3
Netherlands (AEX) 3314
Spain (Madrid SE) 7472
Sweden (Affarsvarlden Gen) 180.4
Switzerland (Swiss Market) 5,262.5
United States (DJIA) 9,803.1
(S&P 500) 1,046.8

(NASDAQ Cormp)  1,939.1

Europe (FTSE Eurotop 300)* 922.8
Euro area (FTSE Bbloc 100) * 783.9
World (MSCI)T 963.2
World bond market (Citigroup) |  569.7

“in cutuleiuii. Tuiydnaididty LdpiLdi

\Citigroup Worid

2003
high low

3,2919  2,673.3
1,401.8 1,120.2
2,150.7 1,426.6
43688  3,287.0
7,71832  6,228.6
2184 145.0
2,318.0 1,630.1
3,4228  2,403.0
3,668.7  2,203.0
1,218.8 959.4
11,0333  7,607.9
1,087.3 770.6
3422 218.4
768.6 576.8
180.4 127.8
5,422.6 3,675.4
9,813.0 7524.1
1,049.5 800.7
1,943.2 1,2715
926.5 682.7
800.8 565.7
964.3 710.8
583.9 518.6

Trade, exchange rates and budgets

Trade balance*,

latest 12

months

Australia - 123 Ag
Austria - 04 W
Belgium + 196 Jul
Britain - 722 Ag
Canada + 407 Ag
Denmark + 94 Ay
France + 55 Ag
Germany +136.4 A
Italy + 24 ul
Japan + 962 Ag
Netherlands + 304 Ay
Spain - 46.7 Jun
Sweden + 164 Ay
Switzerland + 57 Ag
United States -537.8 Ay
Euro area + 830 Jul

$bn

one
week

14
20
24
23
2.8
3.0
35
39
5.2
25
3.4
24
45
17
35
23
18
13
24
39
39
17
- 12

+ + + + + + + + + + + + + + + + + + + + + o+

Current account

$bn

latest 12 mths

- 244
+ 10
+ 112
- 286
+ 147
+ 59
+ 220
+ 53.0
- 174
+119.0
+ 151
- 209
+ 111
+ 327
-528.7
+39.0 Jul

Sg&c&eg&ppEeg
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The Economist poll
% of GDP, forecast
2003

- 56
0.2
46
- 11
17
2.8
15
2.0
- 08
+ 28
+ 22
- 24
+ 4.1
+10.6
- 53
+ 04

+ +

+ + + +

2004
- 50

nil
+ 46
- 15
+ 16
+ 26
+ 15
+19
- 0.6
+29
+ 2.7
- 22
+ 39
+10.8
- 55
+ 05

% change on

record
high

- 43
-19.3
-41.6
-37.0
-31.7
-27.6
-47.6
-51.2
-565.7
-44.3
-72.0
-62.6
-52.8
-34.8
-54.9
-37.4
-16.4
-31.5
-61.6
-45.9
-49.4
-33.5
- 24

Royal Bank of Canada, Stockholnsborsen, UBS, Global Insight, \\estpac, Thomson
! offers.

Dec 31st 2002
in Local in$
currency  terms

+106 +355
+219  +351
+ 62 +178
+109  +149
+17.7 +40.1
+31.3 +45.6
+120 +242
+102  +221
+234  +369
+113  +234
+27.1 +37.3
+281 +384
+ 27 +139
+17.9 +30.7
+24.2 +40.6
+136 +181
+175  +175
+190 +19.0
+45.2 +45.2
+ 77 +19.4
+ 91 +210
+216  +216
+ 85 + 85

Exchange rate
trade-weightedt
1990=100
Oct 15th  year ago

83.8
103.18
103.38

99.7

87.5
106.1
106.88
104.58

76.1$
137.2
102.88

77.38

82.4
1114

99.3

89.6

74.0
100.8
100.0
106.4

75.2
103.0
102.9

99.8

73.3
130.3

99.0

75.0

78.1
1143
1151

82.0

nidttiuiidl index included individual merkets listed above plus eight others, in dollar terms.
Bond Index;, total return, in $ters.

The Economist commodity price index

1995=100
Oct 7th*
Dollarindex
Allitems 81.5
Food 81.0
Industrials
All 82.3
NfaT 86.4
Metals 78.8
Sterling index
All items 77.1
Euro index
Allitems 91.1
Yen index
Allitems 95.1
Gold
$ peroz 376.45

West Texas Intermediate

$ per barrel 30.39

Oct 14th*

83.7
82.9

84.7

88.3

81.6

79.2

94.1

97.4

376.00

31.73

* Provisional, t Non-food agricultura’™.

% change on

one one
month  year
+48 +105
+48 + 26
+49 +23.1
+13  +21.9
+84 +24.2
-01 +31
+03 - 72
-15 - 30
+09 +19.2
+150 + 6.6

I Top companies by market capitalisation
October 13th 2003, $bn

"Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. t Bank of England except 8IMF, June average. iOECD forecast.

Microsoft (USA)
General Electric (USA)
Wal-Mart Stores (USA)
Exxon Mobil (USA)
Citigroup (USA)
Pfizer (USA)
Intel(USA)
BP (Britain)
IBM (U5A)
Royal Dutch/Shell
(Netherlands/Britain)
AG (B4
HSBC (Britain)
Johnson &Johnson
(G
Cisco Systems (USA)
Vodafone (Britain)
Source: Thorrson Datastream
Currency units
per per  per per
$ £ euro ¥100
Oct 15th  year ago
145 182 242 1.69 132
0.86 1.02 143 0.78
0.86 1.02 143 - 0.78
0.60 0.64 - 0.70 0.55
133 158 221 154 121
6.38 757 106 743 5.81
0.86 1.02 143 0.78
0.86 102 143 0.78
0.86 1.02 143 0.78
110 124 183 128 -
0.86 102 143 - 0.78
0.86 102 143 - 0.78
7.70 9.24 128 896 7.01
133 149 2.22 155 121
- - 167 116 0.91
0.86 1.02 143 - 0.78

0 50 100 150 200 250 300

Budget

balance

% of GDP

20031

0.2
-1.3
nil
-1.9
11
16
-3.6
-3.7
2.4
-1.7
-1.6
-0.4
0.7
na
-4.6
-2.5



Overview

China's exports rose by 31% in the year to
September. Butimports grew even faster, by
nearly 40%, so its overall trade surplus nar-
rowed to $290m. However, China still runs a
huge surplus with America, so its policy of
pegging the yuan againstthe dollar remains
a hotissuein Washington. George Bush plans
to raise this subjectwith Chinese leaders at
the apec meeting in Bangkok, which starts on
October 20th.

Mexico also claims thatitis avictim of
China's exchange-rate policy. Itsindustrial
production fell by 2.9%in the year to August.
In contrast, China's output rose by 16.3%in
theyearto September.

GDP per person

Hong Kong is the richest ofthe emerg-
ing economies regularly tracked by The
Economist. According to the most re-
cent estimates bythe World Bank,its
income per head in 2002 was $26,810
when measured on a purchasing-power
parity basis, which takes account of ex-
change-rate fluctuations. Thatis about
$9,000 less than per-head income in
Norway, the world's richest country. At
the other extreme, India and Pakistan
arethe poorestofthe emerging econo-
mies The Economist regularly tracks:
India's gdp per head was $2,570 in
2002, while Pakistan's was around a
quarter less: only $1,940.

Selected countries, PPP$ '000, 2002

0 10 20 30 40

Norway
United States
Hong Kong
Germany
Japan
Singapore
Israel*

South Korea
Czech Republic
Saudi Arabia*
Hungary
Poland

South Africat
Chile

Mexico
Melaysia
Russia

Brazil
Thailand
Turkey
Colombia
Venezuela
Peru

Chinat
Philippines
Egypt
Indonesia
India
Pakistan

Source: World Bank *2001 tEstimate

Economy
% change on year ago Latest 12 months, $bn Foreign
GDP Industrial Consumer Trade Current reserves*
production prices balance account 3bn, latest
China +67 @ +16.3 Sp +0.9 Ag +19.6 Sep  +35.4 2002 3839 Sp
Hong Kong - 05 Q@ -125 (2 - 38 Ag - 67 Ag +184 Q@ 1121 Sep
India +57 @ +52 Ag +31 Ag -12.6 Ag  +28 @ 85.6 Sp
Indonesia +41 @ +4.7 Jul +6.2 Sp +261 Ag +67 Q 323 Ag
Malaysia +44 Q +67 Ag +11 Sp +175 Ag +101 @ 376 Ag
Philippines +32 Q@ +4.4 J +29 Sp - 11 Jul +3.0 Jun 128 Sp
Singapore +10 @ +10.3 Ag +0.5 Ag +140 Ag  +238 Q@ 911 Sep
South Korea +19 @ + 15 Ag +33 Sp +116 Sp +51 Ag 136.1 Aug
Tainan - 04 Q@ +53 Ag - 02 Sp +181 Sep  +269 Q@ 190.6 Sep
Thailand +58 @ +55 Ag +17 Sp +48 Ag +87 Ag 37.4 Ag
Argentina +76 @ +11.7 Ag +35 Sp +170 Ag  +102 @ 13.4 Sep
Brazil - 13 @ - 18 Ag +151 Sep +231 Sp +35 Ag 47.8 Ag
Chile +27 Q@ +21 Ag +22 Sp +28 Sp -08 Q@ 153 Ag
Colombia +20 Q@ +52 +71 Sp -03 Jn -21 Q 107 Sep
Mexico +02 @ - 29 Ag +40 Sp - 64 Ay -115 @ 515 Ag
Peru +3.1 Ag +1.4 Ag +20 Sp +04 Ag - 12 (@ 9.8 Sep
Venezuela - 94 Q@ -11.5  Jul +26.6 Sep +146 @ +93 @ 12.8 Jun
Egypt + 3.1 2002t +4.2 2002t +4.4 - 71 Mar +19 Q@ 13.6 Jun
Israel - 03 @ +0.4 Ju - 19 S - 63 Ag nil @ 252 Sp
South Africa 18 @ - 49 Ag +51 Ag +31 Ag ~-09 @ 6.5 Ag
Turkey +39 @ +11.9 Jul +230 Sp -18.7 Ju - 47 29.8 Ag
Czech Republic +21 Q@ +27 Ag nil sep - 24 Ag - 50 02 256 Sep
Hungary t24 @ +9.4 Ag +4.7 Sp - 38 Ag - 50 Ag 12.8 Sp
Poland +38 @ + 58 Ag + 07 Ag -10.4 Awg - 55 Ag 31.6 Sp
Russia +72 Q@ +80 Sp +132 Sep +55.7 Ag  +364 @ 62.4 Sp
‘ Excluding gold, except Singapore; IMF definition, tiearending June.
Financial markets
Currency units Interest rates  Stockmarkets % change on
per$ per£ short-term Oct 15th Dec 31st2002
Oct 15th yearago  Oct 15th % p.a. one in local in$
week currency terms
China 8.28 8.28 138 na 1,448.1 +0.8 + 20 + 20
Hong Kong 7.74 7.80 12.9 0.42 12,056.2 +29 + 29.3 + 30.2
India 457 484 76.1 4.45 4,855.3 +4.8 + 438 + 510
Indonesia 8,425 9,194 14,053 8.94 650.4 +4.2 + 53.1 +62.6
Malaysia 3.80 3.80 6.34 3.05 783.2 +31 + 212 +fl.2
Philippines 54.6 52.9 911 7.75 1,356.2 +4.4 + 332 +30.1
Singapore 174 179 291 0.81 1,749.0 +0.9 + 304 + 299
South Korea 1,170 1,242 1,952 3.91 764.2 +57 + 218 + 234
Tainan 338 34.9 56.4 1.05 5,924.4 +18 + 331 +36.9
Thailand 39.8 438 66.4 129 576.1 +27 + 616 + 749
Argentina 2.84 361 4.73 5.06 869.6 +28 + 65.6 +96.4
Brazil 2.83 3.87 4.72 19.84 17,942.0 +0.8 + 59.2 +994
Chile 649 747 1,083 2.88 7,515.1 +4.6 + 49.7 + 66.1
Colombia 2,877 2,858 4,799 7.68 2,127.2 -1.4 + 322 + 318
Mexico 11.2 101 18.6 5.42 7,843.7 +04 + 280 +19.9
Peru 348 3.63 5.80 277 2,092.6 +21 + 50.3 +519
Venezuela 1,598 1,412 2,665 20.09 18,507.4 +77 +130.9 +100.4
Egypt 6.16 4.63 10.27 6.86 10,958.6 +14 +104.0 +534
Israel 4.42 4.82 7.37 3.19 453.1 +4.0 + 36.3 +46.5
South Africa 7.00 104 11.7 8.85 9,623.8 +4.1 + 37 +27.2
Turkey 1,409,000 1,647,650 2,350,212 25.00 15,382.2 +15 + 483 + 748
Czech Republic 275 316 459 2.06 642.5 +4.6 + 395 + 524
Hungary 220 250 367 9.39 9,817.5 +0.7 + 259 + 285
Poland 3.90 4.15 6.51 5.30 21,818.8 +4.3 + 51.9 +49.2
Russia 30.1 317 50.3 16.00 629.9% +0.1 + 75.4 +65.4
EMF(MSCI)* 1.00 1.00 167 na 407.8 +23 + 39.6 +39.6
EMBI+t 1.00 1.00 1.67 na 283.9 +0.3 + 241 +24.1

‘Emerging Mkts Free. tj.p. Morgan Chase's Emerging Mkts Bond Index Plus, tIn $terms.

Sources: Nationalstatistics offices, central hanks and stock exchanges; Thomson Datastream; EconomistintelligenceUnit; Reuters;J.P. Mor-
gan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; F1EL; EFG-Hermes; BankLeumi Le-Israet; Standard Bank
Group; Akbank; Deutsche Bank.

Economist.com/markets Data on more countries, as well as currency tools
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