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peaker Nancy Pelosi took her

climate crusade to China last

week, urging that “weé must

work togethey” to address

what she called this “urgent
challenge.” Her junket won’t change
many Chinese minds but it ‘
does speak volumes about
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Pelosi’s Chinese Climate Change

massacre this week,

Mrs. Pelosi told us in a brief interview
in Hong Kong that she had raised human
rights “privately” with Chinese leaders.
She explained that her previous human
rights lobbying had been ina “personal ca-
pacity” as a mere Congress-
woman, but now that she is

her party’s changing priori- Carbon Speaker she “speaks for Con-
ties. reduction gress” and has to take a

Back when Mrs. Pelosi softer approach. That argu-
was a rising liberal star her trumps human ment would be more credible
signature issue was human r lghtS- had Mrs. Pelosi not regularly

rights in China, In 1991, she
famously unfurled a pro-de-
mocracy banner iri Tiananmen Square.
During the Clinton Administration, she
argued against normalizing trade rela-
tions with China unless linked to human-
rights -progress. Yet throughout last
week’s China tour Mrs. Pelosi said noth-
ing of note about human rights—despite
the 20th anniversary of the Tiananmen

excoriated Republican Presi-
dents for not doing more
about Tibet and the other billion or so Chi-
nese who lack basic political freedoms.
The reality is that her former convic-
tions have fallen to the newliberal impera-
tive of saving the world from carbon:
“Workers rights, human rights, people’s
rights are part of envirommental justice,”
she declared, in language that the leaders

of a “People’s Republic” can appreciate.
With China now the world’s No.1CO, emit-
ter, Democrats are desperate to sign up
Chinafor the follow-up to the Kyoto Proto-
col lest the exercise again be pointless.

A student at a Beijing university re-
turned fire, asking Mrs. Pelosi what
could be done that might convince Ameri-
can voters and Congress to cut back on
emissions. “We have so much room for
improvement,” Mrs. Pelosi replied, ac-
cording to the Associated Press. “Every
aspect of our lives must be subjected to
an inventory . .. of how we are taking re-
sponsibility.”

At least she’s honest about what her
climate project would really mean state-
side. Most Democrats have a kind of glo-
bal-warming split personality: On the
one hand, New York will be underwater
unless we create millions of new green
jobs by imposing a cap-and-trade tax.
Yet they also ridicule anyone who points

out that their carbon limits will resuit in
huge new taxes and costs for people who
use electricity, drive cars, buy groceries—
which is say, everyone.

Speaking earlier in Shanghai, the
Speaker elaborated: “I think that from
what I've heard so far from the Chinese
side of this—and I think we’re all in this to-
gether—that the economic aspects of it
are very, very important to the Chinese as
well” The Speaker was talking about
“green investment,” though what Beijing
actually wants is for developed nations to
hobble their own economies with a cap-
and-tax regime that would send jobs and
billions of dollars a year in transfer pay-
ments to China the way Kyoto has. So the
Chinese economy would be more efficient,
while the West would be less competitive.

Whatever Chinese leaders do collec-
tively on climate change, they mustbere-
lieved that Mrs. Pelosinolonger wants to
press very hard for individual rights.
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Malaysia, China
consider ending
trade in dollars

By SHAI OSTER

BELJING—Malaysia’s prime min-
ister said China and his country are
considering conducting their trade
in Chinese yuan and Malaysian ring-
git, joining a rising number of natjons
thinking of phasing out the dollar.

“We can consider whether we can
uselocal currenciesto facilitate trade
financing between our two coun-
tries,” Malaysian Prime Minister Na-
jib Abdul Razak told reporters at a
briefing Wednesday after meeting
with China’s premier, Wen Jiabao.

“What worries us is that the
[U.58.] deficit is being financed by
printing more money,” Mr. Najib
said. “That is what is happening.
The Treasury in the United States is
printing more notes.”

China has been promoting the
idea of replacing
the dollar as the
global currency,
suggesting thata
basket of curren-
cies less linked
to the fate of one
economy would
make more-
sense. [t also has
been  talking
about using the
yuan for trade
settlements,
starting gradu-
ally in the regjon and then expand-
ing farther abroad.

On Monday, U.S, Treasury Secre-
tary Timothy Geithner urged China
to move toward a mere-flexibie ex-

_change rate for the yuan. If the yuan
were to strengthen, that would in-
crease China's domestic buying
power and reduce the country’s de-
pendence on exports.

Abdul Razak

"™ Chinese trading partner Brazil is

alse looking at reducing its expo-
sure to the dollar by conducting its
trade with China in yuan.

DBespite countries’ growing inter-
est in adopting the yuan—fostered
by China’s growing economic clout
and worries about the U.S. govern-
ment’s deficit spending—many ex-
pertsagree it would take along time
to . liberaiize China’s currency
enough to be used as a global bench-
mark. Right now it's difficult to buy
and sell yuan outside China, =

Malaysia’s Mr. Najib, speaking on
the second day of a four-day visit to
Beijing, timed to coincide with the
35th anniversary of diplomatic ties
established by Mr. Najib’s father, said
the two countries signed a series of
framework agreements meant to fa-
cilitate trade and investment.

Mr. Najib, who is also finance
minister, has been struggling to re-
vive Malaysia’s export-dependent
economy. In April, he unveiled mea-
sures to liberalize the country’s fi-
nance sector, allowing greater for-
‘eign investment and rolling back
some of the decades-old preferen-
tial policies granted to elevate the
country’s majority Muslim Malay
population, which helped them com-
pete with the ethnic Chinese.

Last week, the government
sharply revised down its annual
gross-domestic-product forecast to
a contraction of between 4% and 5%,
versusan earlier estimate of a 1% de-
cline. Analysts now predict the na-
tion’s fiscal deficit could rise to 8% of
GDP, the highest level in a decade.

But Mr. Najib ruled outmorestim-
ulus spending, “We've introduced
one of the biggest in the world—asa
percentage of GDP it's 9%. But
there’s a limit to which we can intro-
duce fiscal stimulus,” he said.
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Banker sees recovery in Asia

Malaysia bank chief
says stable finances
aid region’s outlook

By ANDREW BATSON

BELJING—Asian econgmies are
poised to recover earlier from the
global downturn than others are,
thanks to the region’s stable finan-
cial systems and new efforts to
boost domestic demand, Malay-
sia’s central bank governor said
Wednesday.

“I believe that the Asian region
holds the greatest promise for gener-
ating growth earlier than other
parts of the world,” Zeti Akhtar
Aziz, governor of Bank Negara Ma-
laysia, said in an interview in Beijing
where she was attending a confer-
ence. Asian countries are working
more closely together than before to
support each other, she said, which
should contribute to a more bal-
anced global economy.

“Of course we did not escape the

economic contraction that occurs
through the trade channel, but our fi-
nancial systems remain sound and
solid,” she said. In April, bank lend-
ing grew 10.6% from a year earlier in
Malaysia, and 29.7% in China, accord-
ing to central bank figures. With
credit expansion, “we have the oppor-
tunity when conditions sta-
bilize to resume stronger
growth,” Ms. Zetd said.

Malaysia’s economy
shrank 6.2% in the first
quarter of 2009 as exports
collapsed, but those of
China, India, Indonesia and
Vietnam continued to
grow. The International
Monetary Fund forecasts
Asia’s emerging economies
to grow 3,3% this year, com-
pared to an expected con-
traction of 1.3% in the glo-
bal economy.

Dr. Zeti said financial reforms
made after the 1997-98 Asian finan-
cial crisis helped improve banks’
risk management and alleviate the
impact of the current downturn. “It
would have been very much worse if

Zeti
Akhtar Aziz

we had a fragmented and fragile fi-
nancial system,” she said.

Still, the downtwrn has exposed
how many Asian countries have
been heavily dependent on con-
sumer spending in the U.S. and Eu-
rope for fast growth, Dr. Zeti said
it’s clear adjustments are needed in
Asia’s economies. “Youcan-
not just focus on continued
export-led growth,” she
said, “One of the new strate-
gies of Asia is to promote
domestic demand.”

Malaysia has made
some progress, Dr. Zeti
said, noting that consump-
tion now accounts for 53%
of its economy, compared
with 42% a decade ago.
“We’'re reducing savings
and increasing consump-
tion,” she said, arguing
that Asian countries’ stable finan-
cial systems will make it easier for
them to lift consumer spending in
coming years. “Of course these
things cannot happen overnight,
but the trend is there, and this
trend will intensify,” she said.
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Malaysia deficit worries
spur Fitch to cut rating

ReUTERS NEWS SERVICE

KUALA LUMPUR—Fitch Ratings
cut Malaysia’s long-term local-cur-
rency rating to singie-A from sin-
gle-A-plus on concerns over the
growing budget deficit.

Fitch changed its outlook for the
debt to stable from negative and
said it was worried about both the
deficit and revenue collection.

“By 2010, Malaysia’s general gov-
ernment primary deficit of minus
6.4 percent of gross domestic prod-
uct will be amongst the worst in all
Fitch-rated sovereigns after only
Latvia, Bahrain, Ireland and Viet-
nam,” Fitch said.

Malaysia has been running
steadily increasing budget deficits in
recent years. Fitch said the ratio of Ma-
laysia’s government revenue to GDP
was 21.6%, lower than the 10-year av-
erage of 35% for its peers, and that the
ratio will worsen to 19% by 2010.

Malaysiais dependent on il, and
there is little chance the country’s
unpopular government will widen
the revenue, Fitch said. The next
elections are due by 2013.

The ringgit fell on news of the
downgrade, trading as weak as
3.533 per dollar compared with lev-
els around 3.517 before the down-
grade.
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Geithner’s good

start in Beying

But the G2, on its own, cannot solve the world’s problems

The US and China are locked in a
teetering dance, each grudgingiy
matching one another’s first steps.
This week, in a speech at the start
of his visit to Beijing, Tim
Geithner, US Treasury secretary,
set cut a plan for how this rela-
tionship can develop into a more
graceful arrangement. Mending
the world economy, however, must
go bevond mere bilateral talks.

Mr Geithner’s speech was geared
towards both US and Chinese audi-
ences. He sent a reassuring mes-
sage to China, the largest buyer of
US government debt, about his
plans to cut the fiscal deficit: By
setting cut his stall first, the
Treasury secretary managed to
avoid the impression of heing an
incorrigible wastrel, summoned to
see his suspicicus bank manager.

¥r Geithner also noted that
China needed to change its eco-
nomic model Beljing does need to
move away from its export-orienta-
tion. But, by acknowledging that
the US is equally responsible for
the world’s economic imbalances,
he made his case without upset-
ting his hosts. This was no mean
feat.

In the run-up tc the crisis,
Chinese strip mills fed American
strip malls, Chinese savings
financed American consumpticn.
In the future, the US must save
more and the Chinese people

must create more final demand.

This is easier sald than done. If
China stops financing the US defi-
cit or US consumers stop spending
too rapidly, the crisis will enter a
new, darker chapter, In the longer
term, making China less parsimo-
nious and the US less voracious
means re-engineering both econo-
mies. Re-estahlishing habits of
thrift In America will be painfui;
no one wants to cut consumption.

Chinese demand is limited by
workers' income, which is a mere
40 per cent of national output.
Demand also suffers because, lack-
ing a robust social security system,
Chinese consumers save up as
insurance against illness and
unemployment. Building a social
safety net and redistributing
money from Chinese corporations
to workers would mark a genera-
tional shift with serious conse-
quences for the elite.

In the short term, China and the
US can do only sc much. The G2 is
the world's most important bilat-
eral relationship; it accounts for
31 per cent of world output and a
quarter of its trade. While their
relationship is crucial, the world
cannot be brought back into kilter
by these two Goliaths on their
own. Global economics is a multi-
lateral affair today, a dance with
several partners. Mr Geithner and
his hosts should bear that in mind.
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Geithner put on
spot as balance
of power shifts

News analysis
Treasury chief’s
calls for reform in
Bejjing are now
accompanied by
self-criticism, writes
Kathrin Hille

If Tim Geithner did not
realise it already, the US
Treasury secretary found
out ¢n his first official visit
to Beljing yesterdav that he
is dealing with a more self-
confident, and sceptical,
China.

After a speech at Peking
University, Mr Geithner
faced tough questions about
US failures that contributed
to the global financial cri-
sis, as well as demands that
China should now be
treated as an equal in glo-
bal economic issues.

One student suggested
that, given the US's need
for economic support from
China, he should in return
advise Washington to stop
selling weapons to Taiwan.
Another asked if China's
investments in US govern-
ment  securities  Were
secure.

Some of the coencern
about the outlock for the
US economy was echoed in
his first round of talks with
Chinese financial officials.
Wang Qishan, vice-premier,
also brought up the safety
of China’s financial assets.
“What is important t0 me
is the issue of our invest-
ments in US debt,” he
said, according to a person

present at the talks.

Mr Geithner got off to a
rocky start in his relations
with China earlier this year
when, in his confirmation
hearings, he accused Bei-
jing of “manipulating” its
CUITEncy.

But yesterday he struck a
diplomatic tone. For every
point he made about the
need for China to restruc-
ture its economy, he
matched it with self-criti-
cism about US economic
weaknesses or a pledge of
reform.

He tried io reassure his
audience at Peking Univer-
sity that the US would do
what was necessary to
bring its budget under con-
trol, reducing the fiscal defi-
cit to about 3 per cent of
gross domestic preduct.

“The president in his ini-
tial budget to Congress
made it clear that, as soon
as recovery is firmly estab-
lished, we are going to have
to bring our fiscal deficit
down to a level that is sus-
tainable over the medium
term,” he said.

He told the audience that
temporary investments and
tax incentives aimed at
stimulating private demand
would eventually expire.
“We will have to be very
disciplined in limiting
future commitments
through the reintroduction
of budget disciplines, such
as pay-as-you go rules,” he
said. In addition, he prom-
ised to build 2 system of
financial regulation that
would be more conservative
and give higher priority
to protecting consumers.

His remarks were aimed

at addressing concern in
Beijing, emphasised repeat-
edly by officials in recent

months, that the US's bal- .

looning public debt could
trigger inflation and a
depreciation of the dollar
and put China’s financial
investments in jeopardy.
With about 70 per cent of
its near 3$2,000bn (£€1,428bn,
£1,250bn) reserves tied up in
US government assets,
China is the largest foreign
holder of Treasury bonds.

However, Mr Geithner
also told his audience that
the economic crisis meant
China would have to make
changes to its own growth
model, reducing the impor-
tance it has placed on
exports. “In the US, saving
rates will have to increase,
and the purchases of US
consumers cannot be as
dominant a driver of
growth as they have been
in the past,” he said.

“Growth [in China] that
is sustainable will require a
very substantiai shift frem
external io domestic
demand.” Such a shift
would require a more flexi-
ble currency regime.

Mr Geithner also piedged
support for a bigger Chi-
nese role in international
financial institutiens, “that
Wwas commensurate with
China’s importance in the
global economy”.

As part of the increas-
ingly active stance that
China has taken in interna-
tional economic affairs as a
result of the crisis, Befjing
has proposed the eventual
replacement of the US dol-
lar as the global reserve
currency by a basket of cur-

rencies and commodities.

Although few economists
believe such an idea will be
adopted in the short-term,
Mr Geithner's young audi-
ence yesterday were con-
vinced this crisis has cre-
ated a shift in the global
balance of power,

“His visit shows the
importance they attach to
us,” said Yang Gui, an eco-
nomics student. “Following
the financial crisis, the
weights in the global politi-
cal economy have changed
~ the US can no longer just
preach to China to reform.”

Editorial Comment, Page 14
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IMF urges
Indonesia to
tighten up
on mflation

Response to global
crisis praised

Economic growth
estimate raised

By John Aglionby in Jakarta

Indecnesia needs to bring
inflation under tighter con-
trol and scrap policies thart
restrict spending in order to
consolidate its nascent eco-
nomic recovery, the Inter-
national Monetary Fund
has advised after its annual
review of south-east Asia’s
largest economy.

But the IMF praised the
Indonesian government and
central bank for their
response to the global
financial ecrisis and raised
its estimate for economic
growth this year to 34 per
cent from 2.5 per cent.

Thomas Rumbaugh, the
IMF mission leader, told the
Financial Times that scund
policies and a stable politi-
cal environment had helped
Indonesia attract compara-
tively more foreign capital
as the global risk appetite
had picked up.

However, he cautioned
that the fortunate timing of
April's f{ive-yearly legisla-
tive elections also played a
role in the country achiev-
ing 4.4 per cent growth.
year on year, in the first
quarter of 2009.

He said the l.6m candi-
dates and 38 parties injected
enormous sums into the
economy at a time when
the government’s stimulus
package and central bank's
rate cutting had yet to have
an impact.

The government has
launched a Rp73,300bn

{37.3bn, €5.3bn, £4.6bm)
stimulus package, while the
central bank zllowed the
rupbiah tc weaken from 9.500
10 the US dollar to aimost
13,000 in October and then
gradually cut interest rates
as the economy improved.

Last Friday the rupiah
strengthened to  above
10.000 to the US dellar for
the first time since last
Qctober.

Bank Indcnesia cut its
benchmark rate 25 basis
points last week to 7 per
cent, down 250 hasis points
from December.

Mr Rumbaugh said he
thought easing was now
at or near an end, particu-
larly considering the infla-
tion forward indicators,
such as rising commeodity
prices.

[nflation is currently 6.04
per cent, year on vear. The
IMF expects it to fall to 5
per cent for 2009, low bv
Indonesian standards but
higher than the regional
average.

Mr Rumbaugh said: “I
think the [economic and
monetary authorities]
would strengthen the credi-
bility of their macroeco-
nomic policy if they couid
get {nflation down and
reduce its volatility "

He added that they also
needed to create more fiscal
space to spend more money
on infrastructure and social
protection.

“The revenue ratios are
still very low. The number
of registered taxpayers is
very low.

“They've made some good
progress in the last couple
of years in that area
but they've got 4 long way
to go.”



Hopes rise over
stimulus measures

By Michiyo Nakamoto
in Tokyo and
Justine Lau in Hong Kong

Bankruptcies in Japan fell
last month for the first time
in a year, raising hopes that
the government’'s emer-
gency stimulus measures
are helping to ease the
effects of the giobal crisis.
The number of company
failures in May declined 6.7
per cent vear-on-year to
1,203, the lowest level in a
year, according to Tokyo
Shoko Research, a credit
and market research group.
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Bankruptcies in Japan down on the year

The statistics follow other
encouraging signs that the
economy may be over the
worst and that financial
markets are recovering.

Japan suffered a 4 per
cent contraction in gross
domestic product in the
first three months of the
year, its worst performance
since the second world war.

But industrial production
in April rose 52 per cent
from the previous month,
the fastest rise in more
than half a century.

Meanwhile, the drop in
exports eased in April, fall-
ing 406 per cent year-on-
year compared with 46.5 per
cent in March.

Growth in bank lending,

which has risen amid a
sharp contraction in capital
market activity, also slowed
for the fifth straight month,
the Bank of Japan said yes-
terday, reflecting a recovery
in the corporate bond and
commercial paper markets.
The decline in bankrupt-
cies reflects the effect of the
government's emergency
loan guarantee programme,
Tokyvo Shoko said in its
report, Under the scheme,
the government has set
aside Y30,000bn in lean
guarantees to encourage
financial institutions to
lend to companies.
Financial institutions
have provided Y10,997.5bn
in leans under the pro-

gramime, which started at
the end of October.

Teikoku Data Bank noted
that bankruptcies declined
month-on-month fer the
second month running and
the pace of increase in
bankruptcies was slowing
in a sign that “the govern-
ment's emergency meas-
ures, including the emer-
gency loan guarantees, is
gradually having an effect”.

Other government meas-
ures appear to be having an
effect as well. The number
of bankrupteies among con-
struction companies fell
21.3 per cent in May. mark-
ing the third menth of year
on-year declines, Tokyo
Shoko said.
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OECD
senses
recovery
in biggest
economies

By Daniel Pimlott in London

Most of the world’s big econo-
mies are close to emerging from
recession, according to data
published yesterday by the
Organisation for Economic Co-
operatien and Development that
pointed to a possibie recovery
by the end of the year.

The Paris-based organisation
reported in its latest monthly
analysis of forward-looking indi-
cators that a “possibie trough”
had been reached in April in
more developed countries that
make up almost three gquarters
of the world’s gross domestic
product.

The composite index for 30
economies rose 0.5 points in
April, the second monthly rise
in a row, after falling for the
previous 21 months. The index
seeks to identify turning points
in the cycle about six months in
advance.

The OECD said its overall
measure of advanced member
countries — ranging from the
eurozone and the UK to the US,
Mexico and Japan - now pointed
to “recovery” instead of the
“strong slowdown®” they had
been suffering since last
August.

“It is still too early to assess
whether it is a temporary or a
more durable turning point,”
the organisation said. But the
data “point to a reduced pace of
deterioration in most of the
OECD economies with stronger
signals of a possible trough in
Canada, France, Italy and the
United Kingdom™.

The improved global outlook
came amid evidence that the US
jobs market strengthened in
May for the first time in 18
months. The Conference Board
said its employment trends
index moved up to 89.9 last
month from 89,7 in April. This
follows data last week that
showed the US shed far fewer
jobs than expected in May.
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Crisis? What crisis? The
market confounds the left

. lurch to the left, it has not

Philip Stephens

Surely it was onhly yesterday that the
west was engulfed by the crisis of
capitalism? Markets buckled under
the strains of the credit crunch.
Portraits of Adam Smith made way
for freshly-burnished busts of John
Maynard Keynes. Poputar rage
against greedy bankers promised to
restore politics to parties of the left.

Pace the doomsayers who predicted
imminent Armageddon, liberal
market capitalism has survived:
somewhat humbled and, in the case
of the financial services industry
under much tighter official
supervision, but recognisably much
as it was. Governments have stepped
in to prop up markets rather than to
dismantle them. Nationalising the
banks has been a means to an end
rather than an end in itself.

The global economy is still in
shaky condition. Recovery will be
long and painful — and not just in
those countries where prosperity had
been built on the feeble foundations
of unrestrained credit. Britain is
paving the price of its borrowing
spree in the ruinous state of its
public finances; prudent Germany
faces a still deeper economic siump
because of the collapse of its export
markets. Bailing out the banks has
meant turning private profligacy into
public debt.

That said, predictions of a return
to the 1930s have proved as
misjudged as the reckless
complacency of policymakers and
economists during the boom years.
This week banks started paying back
some of the money they borrowed
from taxpayvers. 4s for the predicted

materialised. I have not seen anyone
rushing to imitate the Russian model
of state capitalism.

True, the economic crisis cementad
Barack Obama’s claim on the US
presidency. But the Democrats would
have won anyway. The Republicans
were finished before the collapse of
Lehman Brothers. Mr Obama, in any
event, protised to fix the economy,
not to twmn it over to socialism.

In Europe, the imagined crisis of
capitalism has turned into an
implosion rather than a resurgence

. have for some years been imprisoned |

- by infighting and weighed down by

‘ have been claimed by the left. Why

in the fortunes of the ideological foes .

of the free market. Last week’s
electicns to the European parliament,
held across 27 countries, told the

! story. The results showed voters
' flocking to parties of the centre-right.

Socialists and social democrats
almost everywhere received a
drubbing.

Among the principal winners at
the polls were Angela Merkel's

! Christian Democrats in Germany,

¢ Nicolas Sarkozy's centre-right UMP
‘ in France and the Italian Silvio

" Berfusconi’'s People of Liberty

coalition. Socialists in office and in
opposition crashed to defeat.

The government of Spain's José
Luis Rodrigues Zapatero was
defeated; Gordon Brown’s Labour
administration in Britain was
humiliated. The Social Democrat
partners in Ms Merkel's coalition
government took only a fifth of the
vote. The socialist opposition in
France fared even worse.

To the extent that the elections

! saw a backlash against global

capitalism, it came in gains recorded
by smaller, extreme-right parties.

. The advance of xenophobes in

countties such as the Netherlands,
Hungary and Britain was cause for
dismay. But it did not much change

- the bigger political picture.

The failures of the centre-left
parties each have a particular
explanation. The French socialists

. as indignant as any about

. contagion that is the downside of

obsolete ideology; Ms Merkel bas
consistently outplayed her centre-left
coalition partner. The Italian left is
floundering in the face of a prime
minister who has ruined his
couniry’s reputation abroad but
retains seolid support at home.
Socialists and social democrats
have been outflanked as their
opponents have moved guickly to
occupy political space that might

should voters turn leftwards when
Ms Merkel and Mr Sarkozy have
sounded as indignant as any about
the shenanigans of “Angle-Saxon”
capitalism?

It has helped, of course, that the
European model of welfare
capitalism has always been the

Why should voters turn
leftwards when Merkel
and Sarkozy have been

‘Anglo-Saxon’ capitalism?

property as much of the continent’s
Christian, as of its Social Democrats.
Ms Merkel's disdain for hedge funds
and Mr Sarkozy's tirades agalnst
market fundamentalism have struck
Teassuring notes among voters.

There was something more to the
election results, though, than the
tactical adroitness of the centre-right.
Support for the market economy has
proved resilient. Disillusioned as
they are with the excesses - and
enraged as they should be by the
larceny of some hankers - Europeans |
have not been clamouring for ‘
command-and-control capitalism, i

If they are now suffering from the

globalisation, they show no great
enthusiasm to surrender the upside.

Granted there have been growing
calls for governments to bail out
faltering industries. As
unemployment climbs further, the
siren calls of economic nationatism
will probably be louder. But
Europeans have also become
accustomed to globalisation's gains:
the flat-screen televisicns and
persomal computers, the cheap
clothing and the abundant food.

In the privacy of the voting booth,
a majority concluded that if the
market system needed fixing it was
sensible 1o entrust the task to

. politicians with demonstrable

competence. Demands from the left
(and from the far right) to raise the

. drawbridge against globalisation won

only patchy support.

The voters want it beth ways:
protection against the unavoidable
insecurities of economic integration
and access to all the advantages of
globalisation. But whoever said
electorates were consistent? The
answer is active rather than big

. government - calcuiated to preserve
. open markets while providing a

buffer against the shocks,

This is the insight that parties of
the centre-left need to rediscover.
Much as the global crisis has
severely damaged confidence in the
invisible hand of the market, voters

' do not want to see it replaced by the

chunking fist of an over-mighty state.
I detect precious little appetite across

' Europe for higher taxes.

What was missing last week was a
centre-left prospectus recognising the
benefits of globalisation while
promoting wider distribution of its
opportunities. A helping hand, if you
like. Beating up on capitalism may
satisfy old ideological prejudices but
it does not answer the demands of
vaters for prosperity and fairness.
The market’s resilience rests on a
capacity to adapt. There is a lesson
there for the left.

philip.stephens@ft.corﬁ ’
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richer and poorer

Give developing countries reasons to do their part

For now, we have hot air — not
what you want when the topic for
debate is COy emissions. But, only
months before December’s Copen-
hagen meeting, where 181 coun-
tries are supposed to slug out a
post-Kyoto protocol, bluster inevi-
tably outweighs real concessions.
The biggest impasse is between
China and the US, which together
emit 40 per cent of the world's car-
bon. The US is considering legisla-
tion that would cut emissions by
16-17 per cent from current levels
by 2020 - roughly flat on 1990 lev-
els, Kyvoto’s baseline year. Japan
this week went slightly better,
offering an 8 per cent cut from
1950. The European Union offers 20
per cent; but with the EU already
making good headway on cuts, this
is a lesser concession than it looks.
China and India are dismissive.
Beijing has raised the stakes by
urging rich couniries to cut emis-
sions 40 per cent below 1990 levels
by 2020, and to pay huge sums to
kelp poar couniries cope with cii-
mate change. But everyone, China
inciuded, knows this is unrealistic.
Its tough stance is an opening
gambit, not a target outcome.
That stance is based on old argu-
ments, but they are not less potent
for being well-worn. The west has
been polluting for 200 years and
China’s per capita emissions are
only one-fifth of those of the US.

Some 40 per cent of Chinese
energy use produces exports for
western consumers. That Beijing
has logic and morality on its side,
however, does not mean we will
not all perish by applying them.

Net all is lost. China, and even
India, are doing more than they
are letting on, But they cannot be
seen as being lectured by the west:
much of their tough talk is for
domestic display. So neither wants
to be penned in by binding com-
mitments - but they do want 1o be
more energy-efficient and less pol-
tuting. Notwithstanding the smog
nanging over Chinese cities, Bei-
jing really is trying to implement
stricter environmental standards.

Developing countries will not
accept absolute cuts. But there is
talk behind the scenes of China
“bending the curve” - slowing the
rate of increase. That would be a
start. The best outcome would be if
poor-country emitters were willing
to quantify such promises.

To achieve this, rich countries
must iead. They must put money
on the table so poor countries see
financial gains from combating cli-
mate change, They should also
offer genuine research and tech-
nology ceilaberation - cheap, but
symbolically important for coun-
tries such as China. If rich coun-
tries move, they may find China
and others are willing to respond.
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Reagan did it

Paul
Krugman

“This bill is the most important legisia-
tion for financial institutionsin the last
50 years. It provides a long-termsolu-
tion for troubled thrift institutions....
Allin all, I think we hit the jackpot.” So
declared Ronald Reaganin 1982,as he
signed the Garn-St. Germain Deposit-
ory Institutions Act.

He was, asit happened, wrong about
solving the problems of the thrifts. On
the contrary, the bill turned the modest-
sized troubles of savings-and-loaninsti-
tutions into an utter catastrophe. But he
was right about the legislation’ssignifi-
cance. And as for thatjackpot — well; it
finaily came more than 25 years later, in
the form of the worst economiccrisis
since the Great Depression.

For the more one looks into the ori-
gins of the current disaster, the clearer
it becomes that the key wrong turn —
the turn that made crisis inevitable —
took placein the eariy 1980s, during the
Reagan years.

Attacks on Reaganomics usually fo-
cus on rising inequality and fiscal irre-
sponsibility. Indeed, Reagan ushered in
an era in which a small minority grew
vastly rich, while working families saw
only meager gains. He alsobroke with
longstanding rules of fiscal prudence.

On the latter point: Traditionally, the
U.S. government ran significant budget
deficits only in times of war or econom-
ic emergency. Federal debt as a per-
centage of G.D.P. fell steadily from the

end of World War 11 until 1980. But in-
debtedness began rising under Rea-
gan; it fell again in the Clinton years,
but resumedits rise under the Bush ad-
ministration, leaving us ill prepared for
the emergency now upon us.

The increase in publicdebt was,
however, dwarfed by the rise in private
debt, made possible by financial dereg-
ulation. The change in America’s finan-
cial rules was Reagan’s biggestlegacy.
Andit’s the gift that keeps on taking.

The immediateeffect of Garn-St. Ger-
main, as I said, was to turn the thrifts
from a probleminto a catastrophe. The
8.& L. crisis has been written out of the
Reagan hagiography, but the fact is that
deregulationin effect gave the industry
— whose deposits were federally in-
sured — alicenseto gamble with tax-
payers’ money, at best, or simply to loot
it, at worst. By the time the government
closed the books on the affatr, taxpay-
ers hadlost $130 billion, back when that
was a lot of money.

But there was also a longer-termef-
fect. Reagan-era legislative changeses-
sentially ended New Deal restrictions
onmortgage lending — restrictions -
that, in particular, limited the ability of
farnilies to buy homes without putting a
significant amount of money dowm.

These restrictions were put in place
in the 1930s by political leaders who had
just experienceda terriblefinancial
crisis, and were trying to prevent an-
other. But by 1980 the memory of the
Depression had faded. Government, de-
clared Reagan, is the problem, not the
solution; the magic of the marketplace

_mustbe set free. And so the precaution-

ary rules were scrapped.

Together with looser lending stan-
dards for other kinds of consumer cred-
it, this led to a radical change in Ameri-
can behavior.

We weren’t always a nation of big
debts and low savings: In the 1970s
Americans saved almost 10 percent of

their income, slightly more than in the
1960s. It was only after the Reagan de-
regulation that thriff gradually disap-
peared from the American way of life,
culminatingin the near-zero savings
rate that prevailed on the eve of the
great crisis. Household debt was only
60 percent of income when Reagan took
office, about the same as it was during
the Kennedy administration. By 20071t

was up to 119 percent.
——— All this, we were
— assured, was a good
Ilhai:u::rtg?t thing: Sure, Ameri-
cial crisi cans were piling up
pancia sl goht and they wer-
inevitable . en't putting aside
toolplace in  any of their incorme,
the early but their finances
1980s. looked firie once you
tookinto account the
rising values of their

houses and their stock portfolios. Oops.

Now, the proximate causes of today’s
economic crisis lie in events that took
placelong after Reagan left office — i
the global savings glut created by sur-
plusesin China and elsewhere, andin
the giant housing bubble that savings
giut helpedinflate.

But it was the explosionof debt over
the previous quarter-centurythat
made the 1.5, economty so vulnerabie.
Overstretched borrowers were bound
to start defaultingin large numbers
once the housing bubble burst and un-
employment began 1o rise.

These defaults in turn wreaked havoc
with a financial system that — also
mainly thanks to Reagan-era dereguia-
tion — took on too much risk with too
little capital.

There’s plenty of blame to go around
these days. But the prime villains be-
hind the mess we're in were Reagan
and his circle of advisers — men who
forgotthe lessons of America’s last
great financial crisis, and condemned
therest of us torepeatit.
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The unlucky one

Paul
Krugman

LONDON What would have happenedif
hanging chads and the Supreme Court
hadn’t denied Al Gore the White House
in 20007 Many things would clearly
have been different over the next eight
years.

But ane thing would probably have
been the same: There would have been
a huge housing bubble and a financial
crisis when the bubble burst. And if
Democrats had been in power when the
bad news arrived, they would have
taken the blame, even though things
would surely have been as had or worse
under Republican ruie.

You now understand the essentials of
the current political situationin Britain.

For much of the past 30 years, politics
and policy here and in America have
moved in tandem. We had Reagan;
they had Thatcher. We had the Garn-St.
Germain Act of 1982, which dismantled
New Deal-era hanking regulation; they
had the Big Bang of 1986, which deregu-
lated London's financial indusiry Both
nations had an explosion of household
debt and saw their financial systems
become increasingly unsound.

In both countries, the conservatives
who pushed through deregulationlost
power In the 1990s. In each case,
however, the new leaders were as in-
fatuated with “innovative” finance as
their predecessors were. Robert Rubin,
in his vears as the Treasury secretary,
and Gordon Brown, in his years as the
chancellor of the Exchequer, preached
the same gospel.

But where America’s conservative
movement — better organized and far
more ruthjess thanits British counter-
part — managed to claw its way back to
power at the beginning of this decade,
in Britain, the Labor Party continuedto
rule mght through the bubble years. Mr.
Brown eventually became prime minis-
ter. And 5o the Bush bust in America is
the Brown bust here. Do Mr. Brown and
his party really deserve blame for the
crisis here? Yes and no.

Mr. Brown bought fully into the
dogma that the market knows best, that
less regulation is more. In 2005 he called
for "trustin the responsiblecompary,
the engaged employee and the edu-
cated consumer” and insisted that regu-

lation should have “not just a light touch
but alimited touch.”

There’s no question that this zeal for
deregulation set Britain up for a fall.
Consider the counterexarmple of Canada
— a country where Reagan/Thatcher-
type financiai deregulation never took
hold. Sure enpugh, Canadian banks have
been a pillar of stability in the crisis.

But here’s the thing. While Mr.

Brown and his party may deserve to be
punished, their political opponents
don’t deserve to be rewarded.

After all, would a Conservative gov-
ernment have been any iess in the thrall
of free-marke; fundamenalism, any
more willing to rein in runaway finance,
over the past decade? Of course not.

And Mr. Brown’s response to the
crisis — a burst of activism to make up
for his past passivity — makes sense,
whereas that of his opponentsdoes not.

The Brown government hias moved
aggressively tc shore up troubled baniks.
This has potentially put taxpayers on the
hook for large future bills, but the finan-
cial situation has stabilized. Mr. Brown
hasbacked the Bank of England, which,
like the Federal Reserve, has engagedin
unconventional moves 1o free up credit.
And he has shown himself willing to run
large budget deficits now, even while
schedulingtax increases for the future.

All of this seemsto be working. Lead-
ing indicators have turned (slighty)
positive, suggesting that Britain, whose
competitiveness has benefited from the
devaiuation of the pound, will begin an
economic recovery well before the rest
of Europe.

Meanwhile, David Cameron, the Con-
servative leader, has had little to offer
other than to raise the red flag of fiscal
pani¢ and demand that the British gov-
ernment tightenits beit immediately

Now, marny commentators have raised
the alarm about Britain’'s fiscal outlook,
and one raung agency has warned that
the country may lose its AAA starus (al-
though the others disagree). But mar-
kets don’t seem unduly worried: the in-
terest rate on long-term British debtis
only slightly higher than that on German
debt, not what you’d expect from a coun-
try doomed to bankruptcy.

Still, if an election were held today,
Mr. Brown and his party would lose
badly. They were in power when the
bad stuff happened, and the buck — or
in this case, [ guess, the quid — stops at
No. 10 Downing Street.

1t's a sobering prospect. If 1 were a
member of the Obama administration’s
economicteam — a team whose top
members were as enthusiasticabout the
wonders of modern finance as their Brit-
ish counterparts— I'd be looking across
the Atlantic and muttering, “There but
for the disgrace of Bush v. Gore go L.”
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DPJ's Nakagawa wants
one Asian currency

Shadow finance minister also

wants a kinder, gentler economy

AFP-JI

The man who hopes to be Ja-
parr’s next finance minister en-
visions an Asia united by a sin-
gle currency, saying the dollar
may no longer reign supreme
in the future.

The opposition’s shadow fi-
nance minister, Masaharu
Nakagawa of the Democratic
Party of Japan, also says he
hopes te reshape the economy
into a kinder, gentler place if
the DPJ wins this year’s gen-
eral election,

“You can't invigorate soci-
ety only through . . . the law of
the jungle where the strong be-
come stronger,” he said. “The
same player would always win
if there were no handicaps in
golf.”

Prime Minister Tare Aso
must call elections by Septem-
ber, when the DPJ hopes to
throw the Liberal Democratic
Party out of its almost uninter-
rupted half century in power.

Outlining some of the
changes he would like to make
if he becomes finance minis-
ter, Nakagawa said Asia
should tackle security and
economic issues as “a unified
community.”

‘.‘Asian currencies should be
unified into a common curren-
cy in the eourse of the region's

forming a single economic
Zone,” he said,

He did not give a time
frame, saying it would largely
depend on economic and polit-
ical developments in China.

Nakagawa said people must .

“take into account the possibil-
ity that the dollar might not
function as the key currency
any more in the medium and
long term” as the world seeks
a new order in the post-Cold
Warera.

Until an Asian common cur-
rency emerges, he said, “the
Japanese government should
make efforts to have the ‘Asia
zone’ use the yen, not the dol-
lar, for trade settlements. It's

time for Japan {o launch this
plan.”

Japan’s government could
extend lending to the Interna-
tional Monetary Fund on con-
dition that it is in yen while
guaranteeing bonds by Asian
countries if they are denomi-
nated in the Japanese curren-
cy, he said.

Nakagawa, who turns 59 in
June, studied foreign affairs
at Georgetown University in
the U.S. in the 1970s. A father
of four, he represents a dis-

triet in Mie Prefecture.

He describes himself as a

' “generalist” rather than an

economic expert.

Speaking more broadly on
his vision for Japan, he said
the country followed the Unit-
ed States and its liberalism in

" the past, but the time has

come ‘for the nation to be
“more Asian.”

“Now is the time for Japan
to say what kind of world it
would like to create, not to
adapt itself to the given cir-
.cumstances as it has done”
‘since its defeat in World World
I 11, he said. _

At home, Nakagawa’s vi-
sion is in line with the goal of a
“ecompassionate society” ad-
vocated by his new party boss,
Yukio Hatoyama.

The DPJ has proposed
slashing corporate taxes for
small companies so they have
a better chance to compete.

The party has said it will
spend Y21 trillion over the
next two years to revive the

.economy, including tke tax
cuts, payouts for families with
kids and serapping road tolls.

Censure motion eyed

KYQODO
Demaocratic Party of Japan
ieader Yukio Hatoyama indi-
cated Sunday his party may
submit a censure motion or
motion of no confidence
against Primme Minister Taro
Asoif he doesn’t call a general
election before August.
“We will discuss (the possi-
bility of a censure motion)
-with the party leadership
when it reaches a critical
stage,” Hatoyama said in Ku-
magaya, Saitama Prefecture.
DPJ lawmakers have float-
ed a strategy of pressing Aso
to dissolve the Lower House by
adopting a censure motion
against him in the opposition-
controiled Upper House if he
doesn’t call the election soon
after passing key hills.
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Geithner’s ‘G2’ invitation

Kevin Rafferty
Hong Kong
SRECIAL TC THE JAPANTIMES

Some Chinese see U8, Treasury
Secretary Timothy Geithner, who was in
Beijing this week, as a repentant debtor
numbly visiting his bank manager.
Influential Americans, however, see the
visit as the start of a beautiful friendship,
perhaps even a tipping point in global
finance — the overture to the
establishment of a Group of Two (G-2)
economic giants, which will do a better
job of directing the globaleconomy than
either the current Group of Seven (G-7) or
the ambitiously unwieldy Group of 20.

There is a compelling logic in the idea
of economic partnership between the
United States. the biggest economic
power on Earth, and China, now the third-
or maybe second-biggest economy but
destined to be No. 1 in 20 or 30 vears time.
The fact that China — in defianee of
hitherto accepted norms of international
economics of a developing country —is
the biggest creditor to the heavily
indebted U.S. adds a certain piquancy.

Coincidentaily, Brad Setser of the
Washington think tank Council on
Foreign Relations calculates that China’s
foreign assets may be worth $2.5 trillion, a
cool $500 billion more than usual
estimates. Besides formal reserves of
$1.946 trillion, there is $252 billion in
portfolio debt held mainly by state banks,
plus another $186 billion “in a mysterious
line item that corresponds with the banks’
dollar reserve requirements and . . . other
foreign assets.” Also, China Investment
Corporation hoids up to $100 billion.

Within the portfolio, China has
increased its holdings of U.S. treasuries,
the safest and most liquid of U 8.
securities, allowing China to switch easily
to other assets when the moment is ripe.
Indeed, China is pursuing a twin-track
policy of buying treasuries for flexibility
and commodities for security.

China seems to have woken up to the
thought, variously attributed to John
Maynard XKeynes and John Paul Getty, that
if you owe your bank $100 or $1,000, that’s a
probiem for you, but if you owe your bank
$1 million, that’s-a problem for the bank.

AnXinhua article Sunday cited a poli of
“23 famous Chinese ecocnomists” of whom
17 said the country’s U.S. holdings “pose
great risks to China's economy.” But the
critics did not advocate selling out.

Geithner’'s flacks have worked hardto
present him as a Putonghua-speaking
friend of China, not the man who asserted
in writing during his Senate confirmation

THE STRAITS TIMES

hearings that President Barack Obama
“helieves that China is manipulating its
currency.” Unnamed officials claim that
sentence was “a mistake,” a phrase
inserted by a junjor-level official. It isnot
pleasant to see a key figure in the Obama
administration wriggling away from
responsibility this way. Was it pelitical
misjudgment on Geithner’s part, or
carelessness in not checking what was
going out under hisname?

The problem for Geithner and China is
that the issues remain the same: (1) China
can't sell its U.S, treasuries without taking
huge losses leading to an appreciation of
the yuan; and (2) with its massive $1.85
trillion budget deficit this year, the U S.
must continue to offload treasuries cnthe
world, and it wants to see continued
appreciation of the Chinese currency to
help it export more to China.

China continues to count the cost. Bond
vigilantes have helped send U.S5.
government securities down by 4.3 percent
this year, while Geithner’s “strong doilar”
fell by 4.9 percent in May.

Is this a case of nonidenticai Siamese
twins joined at the stomach, liver and
kidneys, but not at the heart or head” Their
mutual interests lead some prominent
figuresto argue that a G-2 will create o
better world. Zbigniew Brzezinski, national
security adviser under President Jimmy

Carter, first suggested it.

But the idea of a G-2 gained traction
when a prominent Americanand a
Chinese joined forces. Robert Zoellick,
president of the World Bank, and Justin
Lin Yifu, his cotleague and the bank’s
chief economist, argued in the
Washington Post that: “For the world's
economy to recover, these two economic
powerhouses must cooperate and become
the engine for the G-20. Without a strong
G-2, the G-20 will disappoint.”

They added that “economic
interdependency is stark.” In obvious ways
the U.S. and China are mirrer images of
eachother: The U.5. is China’s biggest
export market, and China buys moest U.S.
government debt. Unless both sides
address the imbalances together, thereisa
risk of repeating the mistakes that created
the crisis. But it would be dangerous to
jump from the view of G-2 meetings as an
important part of a solution to that of the
(-2 as the savior of the world’s economy.
The G-2may be necessary, butitisnota
sufficient solution.

Itis unthinkable to imagine solutions to
the vast problems of the world — from
economic recovery to creationof a
greener, cleaner world — without
invoiving Europe, Japan, India. Latin
America, the major oil producers and
sub-Saharan Africa. Yet, none of the
above players has yet made a
contribution to a global vision.

Japanisretreating into claims that its
island cultyre is unique, when it should be
looking at its own experience to suggest
ways of pulling Asia together. After all,
with its own large stock of U.S. treasuries
and with a currency that is vulnerabie to
fluctuations in the dollar, Japan isnot an
idle speciator. Japan cannot afford to see
itself apart from the Asian continent —
unless it wishes to see China dominate.
Tokyo should be looking also toward
India, not to antagonize China, but to see
how the democratic and entrepreneurial
tradijtions of the two can blend and lend
new dimensions to Asia’s search for its
21st-century identity.

Besides economic and financial
objectionsto a G-2, there is a political
mine field to navigate. The Chinese
magazine Liaowang has suggested that a
G-2 *“would do more harm than good,” not
least because, it said, America will never
cede control of the world order and China,
heeding Chairman Mao Zedong’'s dictum,
will never seek to exert hegermony. Quite.

Media(plainwordseditor@gmail.com).
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Green with guilt: the movement to save Earth

GEORGE WILL

...

Washington

There once was an Indianapolis concert
featuring 50 pianos. Splendid
instruments, pianos. Still, 50 might have
been excessive, Asistoday's chorus
summoning us to save the planet.

In the history of developed
democracies with literate publics served
by mass media, there isno precedent for
today’s media enlistment in the crusade
to promote global warming “awareness.”
Concerning this, journalism, which
fancies itself skeptical and
nonconforming, is neither.

The incessant hectoring by the
medla polmcal complex S

“consciousness-raising” campaign has
provoked a comic riposte in the form of
“The Goode Family,” an animated ABC
entertainment program on Wednesdays
(9p.m. Easterntime). Cartoons seen,
alas, to be the most effective means of
seizing a mass audience’s attention. Still,
the program is welcome evidence of the
bursting of what has been called “the
green bubble ”

Gerald and Helen Goode, their children
and dog Che (when supervised, heis a
vegan; when unsupervised, squirrels
disappear) live in a college town. where
T-shirts and other media instruect (“Meat
is murder”), admonish (“Don’t kill
wood”) and exhort (“Support our troops

.. and their opponents™).

The college, where Gerald works, gives
students tenure. And wher Gerald says
his department needs money to raise the
percentage of minority employees, his
boss cheerily replies, “Or we could just
fire three white guys. Everybody wins!”
Helen shops at the One Earth store, where
community shaming enforces social
Tesponsibility: “Attention One Earth

shoppers, the driver of the SUV isin aisie
four. He's wearing the baseball cap.”

The New York Times television critic
disapproves. The show “feels
aggressively off-kilter with the current
mood, asif it had been incubated in the
early to mid-'90s, when it was possible to
find global-warming skeptics among
even the reasonable and informed.” That
is a perfect (because completely
complacent) sample of the grating
smugness of the planet-savers, delivered
by anentertainment writer: Reasonable
dissent is impossibie. Cue the pianos.

“The Goode Family” does not threaten
Jonathan Swift’s standing as the premier
English-language satirist. But whena
Goode child apologizes to his parent for
driving too much, and the parent

Green consumption has become
a ‘positional consumption’ that
identified the consumerasa
member of a moral and
intellectual elite. A 2007 survey
found that 57 percent of Prius
purchasers said they bought
their car because ‘it makesa
statement about me.’

responds, “It'sOK . . . what’s important is
that you feel guilty about it,” the program
touches upon an important phenomenon:
ecology as psychology.

In “The Green Bubble: Why
Environmentalism Keeps Imploding”
(The New Republic, May 20), Ted
Nordhaus and Michael Shellenberger,
authors of “Break Through: Why We
Can’t Leave Saving the Planet to
Environmentalists,” say that a few years
ago, being green “moved beyond
politics.” Gestures — bringing reusable
grocery bags to the store, purchasing a $4
heirloom tomato, inflating tires,
weatherizing windows — “gained fresh
urgency’ and “were suddenly infused
with grand significance.”

Green consumption became
“positional consumption” that identified

the consumer as a member of a moral and
intellectual elite. A 2007 survey found that
57 percent of Prius purchasers said they
bought their car because “it makesa
statement about me.” Honda. alert to the
bull market in status effects, reshaped its
2009 Insight hybrid to look like a Prius.

Nordhaus and Shellenberger note the
telling “insignificance,” as
environmental measures, of planting
gardens or using fluorescent buibs. Their
significance is therapeutic, but not for the
planet. They make people feel better:

“After all, we can’t escape the fact that
we depend on an infrastructure — roads,
buildings, sewage systems, power plants,
electrical grids, etc. — that requires huge
quantities of fossil fuels. But the
ecological irrelevance of these practices
was beside the point.”

The point of “utopian
environmentalism” was to reduce guilt.
During the green bubble, many
Americans became “captivated by the
twin thoughts that human civilization
could scon come crashing down —and
that we are on the cusp of a sudden leap
forward in consciousness, one that will
allow us to heal ourselves, our society,
and our planet. Apocalyptic fears meld
seamlessly into utopian hopes.”
Suddenly, commonplace acts —e.g.,
buying light bulbs — infused pedestrian
lives with cosmic importance. But:

“Greens often note that the changing
global climate will have the greatest
impact on the world’s poor; they neglect
to mention that the poor also havethe
most to gain from development fueled by
cheap fossil fuels like coal. For the poor,
the climate is already dangerous.”

Now, say Nordhaus and Shellenberger,
“the green bubbie” has burst, pricked by
Americans’ intensified reluctance to
pursue greenness at a cost to economic
growth. The dark side of utopianism is
“escapism and a disengagement from
reality that marks all bubbles, greenor
financial.” Re-engagement with reality is
among the recession’s benefits.
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Keeping the faith in globalization

Ragnuram Rajan

Chicago

As governments do more to try to coax the
world economy out of recession, the
danger of protectionism is becoming
more real, It is emerging in ways that
were unforeseen by those who founded
our existing glebal institutions.

Unfortunately, the discussion between
countries on trade nowadays is very much
a dialogue of the deaf, with countries
spouting platitudes without agreeing on
enforceable and verifiable commitments.
There is an urgent need to reform global
institutions — and more dramatiecally than
envisaged by the Group of 20 thus far.

Protectionism is not just about raising
tariffs onimports; it is any government
actionthar distorts the global production
and allocation of goods, services and
capital tofavor domestic producers,
thereby reducing overall efficiency.

For example, government pressure on
multinational banks to lend domestically,
or to withdraw liquidity from foreign
branches, is protectionism. as are capital
injections into multinational companies
with the explicit requirement that
domestic jebs be preserved. Such actions
are problematic not only because they
insulate inefficient forms of production,
but also because foreign countries
respond by adopting similar measures
toward their nationai champions, sothat
everyone is worse off.

The number of inefficient workers
protected by these measures is offset by
the number of efficient workers laid off by
foreign multinationals responding to
poiitical pressures in their home country.
Perhaps of greatest concern, moreover,
is that the public, especially in poor
countries that cannot undertake
offsetting measures. will come todistrust
global integration, with multinationals
viewed as Trojan horses.

In addition to explicit protectionist
measures, governments now ptan actions
that will affect others across the globe,
For exampie. thelarge volume of public
debt that industrial countries will issue
will undoubtedly raise interest rates and

: affect developing coﬁntry governments’

borrowing costs. There is little dialogue
about how industrialcountry issuances
canbe staggered to minimize the impact
onglobal markets, and what alternatives
can be developed for countries that are
shut out. If developing countries are left
totheir own devices, they will conclude
that they should self-insure by rebuilding
foreign-exchange reserves toeven higher
levels, a strategy that has clearly hurt
global growth.

Weneed a moderate-size
representative group of leaders of the
worid’s largest economies to mest
regularly to discuss such issues. informed
by animpartial secretariat that will place
its analyses before the group. Initially,
the group should only exert peer pressure
on its members to comply with
international respensibilities. But. as
confidence in the group’s decision-
making — and in the impartiality of the
secretariat —improves, members might
give it someteeth, such as the ability to

. impose collective economic sanctions on

recalcitrant members.

The United Nations is teo large to serve
this purpose, and the most obvious
candidate for the group, the G-20, isnot

- representative. There is, however, a

representative alternative —the
International Monetary and Financial
Committee (IMFC), a group of finance
ministers and central bank governors
that meets{wice a year toadvise the
International Monetary Fund.

While the IMFC could be shrunk (for
example. if euro-zone countries agreetoa
common seat), the real challenge isto
make it a venue in which countries talk to
one another rather than at one another.
For this, some changes would be in order:
® First, the frequency of meetings should
be increased, especially in times of crisis,
and the level of a few of these meetings

- enhanced. For example, two meetingsa

year at the head-of- government level and
quarterly meetingsatthe
finance-minister level (with more atthe
deputy-minister level) would provide
ampie time for dialogue, and thus for
trust-building, and would allow the

commitments made by the heads of
government to be monitored.

® Second, the IMF's permanent
Executive Board, established inanera
when travel was costly and )
communications difficult, and consisting
of midlevel government functionaries,
should be abolished. Important decisions
should be vetted by the IMFC and others
delegated to IMF management. Current
executive directors typically do not have
the authority to make commitments an
their countries’ behalf, so their effortis
often diverted to minutiae. And, in an
attempt to preserve its turf, the Board
constantly attempts to keep the [IMFC
from discussing anything of substance.
® Third, the obvious secretariatisthe
IMY. Unfortunately, the fund is not
regarded as being impartial, especially
by countries that have been seared by its
past conditionality,

The IMF has, however, become far
more heutral than it is given credit for —
though it couid take more steps to
distance itself from its past. These
include abolishing any region or country’s
right to appeint IMF management
allowing the fund to borrow from markets
sothat it does not have to keep seeking
key countries’ permission to expand;
eliminating any country’s official veto
power over major decisions; and having
its agenda set by the IMFCrather than
outside bodies,

Industrial countries should be happy
that developing countries would take
greater responsibility for global
economic outcomes, rather than simply
sulking about their lack of voice and
representation.

Developing countries, in turn, would
gain greater voice, but would also ke
forced to contribute ideas ¢ and
resources) to deal with global problems.
And maybe, just mavbe, we would
preserve fajth in globalization.
Raghuram Rafanis a professor at the
Umversity of Chicago Schooi of Business and a
former chief economist of the IMF.
© 2009 Project Syndicate
{www . project-syndicate.org)
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Feasible anti-emission goal

TAKAMITSU
SAWA

In July 2008 the Japanese government
adopted a target for 2050 of reducing
greenhouse-gas emissions by 60 to 80
percent from 2005 levels. At the same time,
a special panel was created to detiberate
midterm reduction goals { through 2020},

Views among panel members,
however, have been so diversified that as
of April, there were six separate
proposals on how 2020 emission levels
should compare against 1390 levels: (1) 4
percent increase, {2) 1 percent increase
to 5 percent reduction, (3) 7 percent
reduction, (4) 8 to 17 percent reduction,
(5) 15 percent reduction, and (6> 25
percent reduction.

Virtually no objection has been
expressed against a long-term target of
halving global emissions by 2050. That’s
because few, if any, of those now debating
the issue will be alive 40 years from now.

By 2050, today’s newhborns will be 40
years old, and those in their final year of
university will be 62, Japan’s political and
economic landscape in 2050 will be
dorminated by those who today are under
22. 8o, the most effective and least costly
means of reducing harmful emissions is
to elevate the consciousness of the
younger generations.

Achieving the 2050 reduction goal
requires “backcasting” of specific steps.
That means if total global emissions are
to be halved by then, the industrialized
nations, including Japan, will have to
reduce their emissionlevels by about 70
percent. If it is assumed that
technologically feasibie reductionrates
will decrease from decade to decade, the
emission level by 2020 will have to be 25
percent lower than in 1980. If, on the other
hand, feasible reduction rates rise, then
the 2020 emission level can be 15 percent
lower. I believe the latter assumption is
more realistic, which leads me tofavor
the 15 percent reduction proposal above.

In December last year, the 27 member
pations of the European Union adopted a
declaration to reduce their combined
greenhouse-gas emissions by 20 percent
by 2020 from 1990 levels. This was

. followed up with a new and more
. ambitious proposal in January, calling

for a 30-percent reduction by all of the
industrialized countries.

President Barack Obama has sofar
been less aggressive, saying only that
2020 emissions within the United States
will be reduced to 1990 levels. It should be
noted, however, that his goal is more
ambitious than the first three of the six
proposals being debated in Japan —if itis
taken into account that total emissions in
the U.S., which broke away from the
Kyoto Protocol to 2007, was 14.7 percent
above 1990 levels.

Another factor that must not be
overlooked is changes in populationin
Japan and the U.S. In recent years, the U.S.
population has been exploding, and is
expected torise from 255.5 million in 1990 to
338.4 million in 2020. By contrast, Japan’s
populationis forecast to change little,
rising from 123.6 million in 1990t0124.1
million in 2020, according to statistics
released by the Internal Affairs Ministry.

Inthe U.S. where the population is
projected torise by 33.4 percent, the goal
is to reduce per capita emissions by 25
percent. By contrast, in Japan, with little
change in population, some are favoring
an emission increase of 4 percent.

With all other industriatized nations
determined to make sacrifices in crderto
mitigate the climate change, the
“reasonableness” favored by the Japan
Business Federation (Nippon Keidanren)
as the basis for demanding less stringent
reduction goals appears incompatible with
what is regarded as “reasonable” by other
countries, As Environment Minister
Tetsuo Saito has said, Japan will be
“laughed at” in Decernber by participants
atthe “COP 15" U.N. Climate Change
Conference in Copenhagen if it proposes to
let its emissions rise by 4 percent.

Eventhough there does not appear to be
much hope for a major technological
breakthrough in reducing greenhouse
gases over the next 10 years, there are
reasons to believe that reducing emissions
by 15 percent from 1990 levels, or by 21.2
percent from 2006 levels, is possible.

First, if Japan's population remains
virtually unchanged, all that is required
isto cut back on per capita emissions by
15 percent from the 1990 levels.

Second, if, as the EU member nations
claim, the newly emerging economies
agree to be responsible for a certain
portion of emissionreductions,

investments in clean development
mechanisms in those countries will take
the form of joint implementation between
developed and developing nations. That
will enable the advanced countries to get
credit under emissions trading
arrangements. This would cover a large
portion of the 15 percent reduction
required of the industrialized countries.
Third, the next decade will see a
growing number of people using solar and
wind power generation, stationary fuel

. cells and electric cars, whichin turn will

" become thedriving force in developing

: the economy and creating employment

opportunities. Furthermore, with
advanced methods of producing
bioc-ethanol from cellulose, a sharp
reduction in carbon dioxide can be
expectéd inthe transportation sector.
Fourth, there is still much room for
energy conservation in buildings.
Fifth, between 2010 and 2020, the
Japanese economy will grow not much
more than 1.5 percent annually, with
service and information industries
playing a bigger role than in the past. This
will make economic growth less
dependent on energy consumption.
Sixth, the general public has become

. far more conscious of environmental

problems than ever, and is willing touse
less energy, conserve resources and
reduce waste, Younger generations, in
particular, are steadily changing their
lifestyles, exemplified by less enthusiasm
for owning automobiles.

I am convinced that it is possible to
reduce greenhouse-gas emissions by 15
percent by 2020 from prevailing 1990
levels. Now that home electric appliances
and passenger cars have saturated their
respective markets, popularizing
eco-friendly products is the only way to
ensure economic growth.

Ambitious geals for reducing
greenhouse-gas emissions will not be an
impediment toeconomic growth. On the
contrary, the more stringent the
medium-term targets for emission
reductions are, the quicker will be the
pace of popularizing eco-friendly
products, which in turn will serve to shore
up the economy by creating new jobs.

T akamitsu Sawa is a prafessor at Ritsumeikan
University's Graduate Scheol of Policy

~ Science and an appointed professor at Kyote

University's Institute of Economic Research.
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Korea calls for close ties with Asean

By: AGENCIES
Published: 1/06/2009 at 04:52 AM

Seogwipo - South Korea imposed heavy security on Sunday for a summit with Asean
leaders following North Korean nuclear and missile tests that frayed nerves across the
region.South Korean President Lee Myung-bak called on Sunday for closer business and
cultural ties with Southeast Asia to create a commeon economic community that is a
leader in green growth.Lee, who invited leaders from the Association of Southeast Asian
nations to commemorate 20 years of relations between the Seoul and the bloc, hailed the
expansion of their economic ties.

Total trade has grown 11 times over the past two decades to $90.2 billion last year, he
said, and is expected to increase to $150 billion by 2015."We must strengthen our
economic partnership, expand cultural exchange and become partners in our common
goal of taking the lead in the new era of green growth,” Lee told business executives
ahead of a summit on Monday and Tuesday. "We have the vast potential for future
growth."The two sides have concluded free trade agreements in goods and services and
plan to sign an investment accord at the summit.

The summit was planned months ago, but North Korea’s underground nuclear test and a
series of short-range missile launches last week threatens to steal the limelight from
economic and diplomatic matters.The summit venue of Seogwipo - on the island of Jeju
off the southern coast - is the city farthest away from the North. Still, the nervous South
Korean government is taking no chances, positioning a surface-to-air missile outside the
venue aimed toward the north, amid signs Pyongyang was preparing to stage a new long-
range missile exercise.

Prime Minister Abhisit Vejjajiva was among the leaders of the 10-member Association of
Southeast Asian Nations (Asean) attending the two-day summit, which begins Monday
and commemorates 20 years of relations between South Korea and the bloc.Some 5,000
police officers, including approximately 200 commandos, and special vehicles that can
analyse sarin gas and other chemicals have been deployed near the venue of the

Seogwipo summit.

Marines, special forces and air patrols also kept watch on the island.South Korean
officials said Saturday that spy satellites had spotted signs that the North may be
preparing to transport a long-range missile to a launch site. The North has attacked South
Korean targets before, bombing a Korea Air jet in 1987 and trying to kill then-President
Chun Doo-hwan in Burma in 1983.



