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October 10, 2010

European Antritrust Deal With
Microsoft Barely Affects Browser Market
By KEVIN J. O'BRIEN

BERLIN — When Europe settled an antitrust case over Web browsers with Microsoft in

December 2009, it hoped to dislodge the world’s biggest software maker from its dominant

position in that market by requiring it to offer rivals’ products.

As part of that, Microsoft in March started sending software ballot screens to 200 million

Windows users in Europe. The screens ask users to choose a default from a list of 12 browsers

including Internet Explorer, Firefox, Google’s Chrome, Opera and Apple’s Safari.

Six months into the process, the initiative appears to be having only a minor influence on

consumers, prompting a renewed debate about the effectiveness of such antitrust remedies.

“I’m sure that it is increasing pressure on Microsoft, which has been losing share anyway,” said

Aodhan Cullen, the chief executive of StatCounter, a research firm in Dublin that tracks

browser use. “But it hasn’t caused a big upheaval in rankings.”

The agreement was intended to check Microsoft’s advantage of bundling its browser into

Windows, a practice that a Norwegian browser maker, Opera, challenged in a complaint to the

European Commission in December 2007. While browsers are free, they are the gateway

through which companies like Microsoft, Google, Apple and Mozilla, the owner of Firefox, earn

revenue through advertising.

According to StatCounter, Microsoft’s leading share of the European browser market fell to

39.8 percent in October from 44.9 percent in January. In 2009, Microsoft’s share declined by

5.5 percentage points; in 2008 by 8 points.

Most of the decline has come amid gains by Google, which introduced Chrome in September

2008. Google’s share of the European market doubled this year, to 11.9 percent in October from

5.8 percent in January.

But it is impossible, browser makers and market researchers say, to isolate the effect of the

ballot from general market trends, and there is no way to measure consumer participation in

the balloting or its direct outcome.

Debate over the effectiveness of European antitrust remedies is not new.

In 2003, the commission ordered Microsoft to sell a version of Windows in Europe without its
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own media player, to minimize the company’s advantage in bundling its products. But

consumers largely rejected the stripped-down version, which Microsoft sold for the same price

as its full Windows software.

Neelie Kroes, who crafted the ballot screen settlement with Microsoft in December 2009 as the

E.U. competition commissioner, is now commissioner for telecommunications and the digital

economy.

Her spokesman directed questions on the ballot screen remedy to Ms. Kroes’ successor as

competition commissioner, Joaquin Almunía.

Amelia Torres, a spokeswoman for Mr. Almunía, said recent market data suggested that

competition among browser makers was increasing, which was an indication of the ballot

screen’s success.

“I think one can say that the decline in Internet Explorer share can be interpreted as the ballot

screen bringing about its intended effect,” Ms. Torres said.

The commission never planned to dictate the market shares of competitors in the browser

market, Ms. Torres added. She said the cyber-balloting gave Europeans another option, if they

chose, to select one of several browsers.

Brian Rakowski, director of Chrome product management at Google, said it was impossible to

quantify the ballot screen’s effect, but he thought the remedy had raised awareness among

Europeans about what browser choices were available.

“We are also seeing people responding more and more to Chrome, and starting to tell their

friends about it,” Mr. Rakowski said.

Achim Sauerberg, an analyst at Statista, a market research firm in Hamburg, said the ballot

screen had only reinforced the status quo among European consumers, many of whom had

already chosen a browser before the commission took its action.

“People who tend to care about browsers had already made this decision,” Mr. Sauerberg said.

“So this was unlikely to dramatically rearrange the market anyway. But I’m sure it is increasing

pressure on Microsoft to defend Internet Explorer.”

Microsoft declined to evaluate the effect of the settlement on its browser presence in Europe.

The company agreed to the browser settlement after fighting and abandoning a decade-long

antitrust battle with the European Commission over the bundling of its media player and the

use of confidential protocols for server software.

Microsoft, which by agreeing to the settlement avoided another round of litigation and

potential fines, is planning to release its latest browser version, Internet Explorer 9, this year.

Jesse Verstraete, a Microsoft spokesman in Brussels, said the company was complying fully
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with the conditions of the commission’s settlement and had distributed browser ballots to about

200 million existing and new purchasers of Windows systems in Europe.

The company that initiated the settlement, Opera, has seen little benefit from the balloting

screen, according to StatCounter.

The Oslo-based company’s market share has risen to 4.5 percent in October from 4.3 percent in

January.

When Microsoft released the first ballot screens in March, Opera said at the time that it was

seeing an increase of 800,000 downloads each month.

Pal Unanue-Zahl, an Opera spokesman, said the company had no more recent data.

“We think the ballot screen solution is definitely making the market more competitive,” he said.

Firefox has seen its share in Europe fall slightly, to 38.8 percent in October from 39.9 percent

in January, according to StatCounter.

The market share of Apple’s Safari has risen to 4.5 percent in October from 3.7 percent in

January.

Ulrich Börger, an antitrust lawyer at Latham & Watkins in Hamburg, said the market snapshot

showed that the browser wars were more competitive than ever.

“When the commission first began looking into this, the market was in a different situation,”

Mr. Börger said. “Now, there appears to be a very healthy competition going on.”
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Australian Dollar Gains Pose `Challenges' for Economic

Growth, Swan Says
By Robert Fenner - Oct 10, 2010

Australian Treasurer Wayne Swan said the Australian dollar’s rise to its highest level since the end

of exchange controls in 1983 may erode tax revenue and creates “challenges” in managing the

economy.

The hardest-hit industries are likely to be manufacturing, agriculture and in-bound tourism, Swan

told Australian Broadcasting Corp. television yesterday from Washington, where he’s attending

meetings of the International Monetary Fund and the World Bank.

The Australian currency has posted eight straight weeks of gains, reaching 99.18 U.S. cents on Oct.

7, as the domestic economy skirted the global recession and investors bet the Reserve Bank will

raise interest rates. The Aussie, as it is known, may rise above parity with the U.S. currency this

year, Westpac Banking Corp. said Oct. 8.

“There’s no doubt that a high dollar will impact on company profitability,” Swan said. “There may

be some impacts on the downside for revenue.  We’ll just have to wait and see as we prepare the

budget what the overall net impact of that is.”

The government is due to hand down its budget for the year ending June 2012 in May next year.

Economic growth, which the IMF forecasts will reach 3.5 percent next year, is fueling the Australian

dollar and prompting traders to boost bets for a rate increase next month after officials refrained

from acting last week.

‘Strong Investment’

“It reflects strong investment in the Australian economy and, therefore strong growth, but of course

that does pose challenges for certain sectors of the economy,” Swan said. “Many people who are

buying imported goods would be pleased that they’re cheaper but many others, particularly in

manufacturing and also in tourism, would certainly feel the effects.”

The mining industry is driving the jobs boom as Rio Tinto Group and BHP Billiton Ltd. increase

coal shipments to China.

Australian employers added 49,500 workers and the jobless rate held at 5.1 percent in September,

the government said last week. During the same period, the U.S. economy lost 95,000 jobs and its

unemployment rate was 9.6 percent.
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“In the middle of 2007, the unemployment rate in Australia and the unemployment rate in the

United States was the same, it had a four in front of it,” Swan said. “They have shed something like

6 million jobs.”

The treasurer said the global economic outlook remains fragile, with expansion in emerging nations

while many developed countries are reporting “anemic” economic data.

To contact the reporter on this story: Robert Fenner in Melbourne rfenner@bloomberg.net

To contact the editor responsible for this story: Paul Tighe at ptighe@bloomberg.net
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US STOCKS-Wall St ends flat as Fed's move

priced, earnings eyed
Mon, Oct 11 2010

* Some NYSE, NYSE AMEX stocks close late

* Chesapeake Energy up after CNOOC bids for field stake

* Major indexes close flat

* For up-to-the-minute market news see [STXNEWS/US] (Adds with closing problem at NYSE, updates closing prices)

By Rodrigo Campos

NEW YORK, Oct 11 (Reuters) - U.S. stocks drifted in the lightest trading volume of the year on Monday as few dared to place
bets ahead of key companies' results later this week.

Expectations the Federal Reserve will flood markets with even more cash have been fully priced in to the market, so investors
are now focused on third-quarter earnings season, with Intel Corp (INTC.O: Quote, Profile, Research, Stock Buzz) scheduled for
Tuesday.

"Trading will be light until we get more numbers, but if companies follow Alcoa (AA.N: Quote, Profile, Research, Stock Buzz) and
come out with positive surprises, that could add fuel to this rally," said King Lip, chief investment officer of Baker Avenue Asset
Management in San Francisco.

Last Friday's unexpectedly weak payroll report underlined the weakness in some areas of the economy, and increased the
expectation that the U.S. central bank will bolster the recovery with a second round of quantitative easing, or QE2.

Some kind of Fed stimulus "is priced in, and I think now the market's waiting for earnings reports to get some hard evidence on
how the economy is doing," said Giri Cherukuri, head trader at OakBrook Investments in Lisle, Illinois.

Three Dow components -- Intel, JPMorgan Chase & Co (JPM.N: Quote, Profile, Research, Stock Buzz) and General Electric Co
(GE.N: Quote, Profile, Research, Stock Buzz) -- are scheduled to release quarterly results this week.

The Dow Jones industrial average .DJI edged up 3.86 points, or 0.04 percent, to end at 11,010.34. The Standard & Poor's 500
Index .SPX inched up just 0.17 of a point, or 0.01 percent, to 1,165.32. The Nasdaq Composite Index .IXIC gained 0.42 of a
point, or 0.02 percent, to 2,402.33.

NYSE LOOKING AT DELAYED CLOSE

The New York Stock Exchange said about 160 stocks, including the New York-traded shares of London-based BP (BP.N:
Quote, Profile, Research, Stock Buzz) and China's CNOOC (CEO.N: Quote, Profile, Research, Stock Buzz), as well as Ford
(F.N: Quote, Profile, Research, Stock Buzz) and Sprint Nextel (S.N: Quote, Profile, Research, Stock Buzz), did not close until
well after the official closing time of 4 p.m. EDT (2000 GMT), and the cause of the problem was under investigation.

In an e-mail shortly before 5 p.m. the exchange said all symbols had closed.

About 5.54 billion shares traded on the New York Stock Exchange, the American Stock Exchange and the Nasdaq -- the lightest
volume so far in 2010.

Advancing stocks outnumbered declining ones on the NYSE by a ratio of about 6 to 5. The reverse trend took hold on the
Nasdaq, where about seven stocks fell for every six that rose.

APPLE HITS RECORD HIGH

Apple Inc's (AAPL.O: Quote, Profile, Research, Stock Buzz) shares hit an all-time high of $297.24 in intraday trading before
closing up 0.4 percent at $295.36.

Chesapeake Energy (CHK.N: Quote, Profile, Research, Stock Buzz) rose 1.1 percent to $23.30 after China's top offshore oil
producer, CNOOC Ltd (0883.HK: Quote, Profile, Research, Stock Buzz)(CEO.N: Quote, Profile, Research, Stock Buzz), agreed
to pay $1.1 billion for a stake in a U.S. shale oil and gas field, testing the U.S. political climate for the first time since its 2005
failed bid for Unocal. [ID:nTOE69A002]. The U.S.-listed shares of CNOOC Ltd advanced 1.7 percent to end at $213.15 on the
NYSE.

Specialty children's apparel company Gymboree Corp (GYMB.O: Quote, Profile, Research, Stock Buzz) surged 22.4 percent to
$64.83 after it agreed to sell itself to Bain Capital, a private equity firm, for $1.8 billion. (For more details, see BREAKINGVIEWS
column [ID:nN11276679]

The dollar index .DXY rose 0.25 percent despite bets on the Fed injecting more cash into the economy as the greenback's
decline seemed overextended. However, sentiment on the U.S. currency remained bearish. [USD/].

The 30-day correlation between the S&P 500 and the dollar index has held below -0.8 since late August and was at -0.88,
meaning that of late, a weaker dollar has translated into higher stock prices. (Reporting by Rodrigo Campos; Additional reporting
by Ryan Vlastelica; Editing by Jan Paschal)
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Gap Scraps 	ew Logo After Backlash, Revives Blue Box
By Ryan Flinn - Oct 11, 2010

Gap Inc. is scrapping a new logo that was panned by customers and will return to using the blue-

square logo that emblazoned its clothes for more than 20 years.

The clothing retailer released a redesigned logo on its website Oct. 4 and had planned to roll it out

in marketing campaigns starting next month. More than a thousand people left comments on Gap’s

Facebook page, with a majority of them disparaging.

“We’ve learned just how much energy there is around our brand, and after much thought, we’ve

decided to go back to our iconic blue box logo,” Louise Callagy, a spokeswoman for San

Francisco-based Gap, said today in an interview. The change will take place starting tomorrow, she

said.

The new logo set the Gap name against a white backdrop, with a blue square in the upper-right

corner. Gap, which owns Banana Republic, Old Navy, Piperlime and Athleta, has been updating its

clothing lines and stores to appeal to so-called Millennials -- consumers in their 20s and early 30s.

The logo change was part of that evolution of the brand from “classic, American design, to modern,

sexy, cool,” Callagy said last week.

“We’ve learned a lot in this process,” Marka Hansen, the Gap brand president in North America,

said in an e-mailed statement. “We are clear that we did not go about this in the right way. We

recognize that we missed the opportunity to engage with the online community. This wasn’t the

right project at the right time for crowd sourcing.”

Two days after the logo release, Gap responded to the outcry on its Facebook page, welcoming

design suggestions and calling it a crowd-sourcing project.

‘Different Way’

Chief Executive Officer Glenn Murphy has focused on the Gap brand since he joined the company

three years ago, part of a bid to revive growth. Sales at Gap stores in North America open at least a

year have declined six straight months, including a 1 percent drop in September, while Old Navy

and Banana Republic have made gains this year. The parent company hasn’t increased annual sales

since fiscal 2005.

There may be a time to evolve our logo, but if and when that time comes, we’ll handle it in a

different way,” Hansen said.
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Gap rose 6 cents to $18.27 today in New York Stock Exchange composite trading. The shares have

dropped 13 percent this year.

To contact the reporter on this story: Ryan Flinn in San Francisco at rflinn@bloomberg.net

To contact the editor responsible for this story: Thomas Giles at tgiles5@bloomberg.net
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Wall Street Pay: A Record $144 Billion
Financial Overhaul Has Affected Structure but Not Level; Revenue-to-Compensation Ratio Stays Flat

Compensation at Wall Street Firms

Data on top firms by market cap:

Audio

 Listen: Lucchetti speaks about Wall Street
compensation

By LIZ RAPPAPORT, AARON LUCCHETTI and STEPHEN GROCER

Pay on Wall Street is on pace to break a record high for a second consecutive year, according to a study

conducted by The Wall Street Journal.

About three dozen of the top publicly held securities and

investment-services firms—which include banks, investment

banks, hedge funds, money-management firms and securities

exchanges—are set to pay $144 billion in compensation and

benefits this year, a 4% increase from the $139 billion paid out

in 2009, according to the survey. Compensation was expected to

rise at 26 of the 35 firms.

The data showed that revenue was expected to rise at 29 of the

35 firms surveyed, but at a slower pace than pay. Wall Street

revenue is expected to rise 3%, to $448 billion from $433

billion, despite a slowdown in some high-profile activities like

stock and bond trading.

Overall, Wall

Street is

expected to pay

32.1% of its

revenue to

employees, the

same as last

year, but below

the 36% in

2007. Profits,

which were

depressed by

losses in the

past two years,

have bounced back from the 2008 crisis. But the estimated

2010 profit of $61.3 billion for the firms surveyed still falls

about 20% short from the record $82 billion in 2006. Over that

same period, compensation across the firms in the survey

increased 23%.

"Until focus of these institutions changes from revenue generation to long-term shareholder value, we will see

these outrageous pay packages and compensation levels," said Charles Elson, director of the Weinberg Center for

Corporate Governance.

Firms surveyed said it is too early to comment on 2010 compensation levels. Many firms say that if they don't

Compensation on Wall Street is on pace to break a
record high for a second consecutive year, as more
than three dozen top banks and securities firms will pay
$144 billion in salary and benefits. Elizabeth Rappaport,
Bob O'Brien and Neal Lipschutz discuss. Also,
Guggenheim Partners's Scott Minerd discusses why he
thinks that despite record highs, gold can be expected
to rise even higher.
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Wall Street Pay Heads Toward New High - WSJ.com http://online.wsj.com/article/SB100014240527487045181045755465...

1 -> 3 12.10.2010 20:47



EXPERIENCE WSJ PROFESSIONAL

Editors' Deep Dive: Firms Test

Executive-Pay Strategies

MICHIGAN LAW REVIEW

Controlling Excessive Executive
Compensation

THE INDEPENDENT

Goldman Sachs Compensates for Last Year's
Smaller Bonuses

DOW JONES NEWS SERVICE

Citigroup's New Hire Gets Hefty Pay Package

Access thousands of business sources not

available on the free web. Learn More

adequately compensate employees, they risk losing top talent.

The pay numbers show that firms, benefiting from low interest rates and strong international markets, continue

to base their pay on economic and market conditions rather than the level of pressure coming from regulators in

Washington and overseas.

Still, politicians and market watchdogs have been successful in

influencing the structure of pay, if not its levels. They have

pushed for more compensation in stock and other deferred

instruments. Firms have found other ways to limit the risks

employees take for short-term gains, which was mandatory for

firms that accepted government funds during the financial

crisis.

Many large Wall Street firms have come out from under the

Treasury Department's rules about pay. But with the passage of

financial-overhaul legislation that aims to change pay policies,

many public firms are still awaiting specific rules. Those rules,

as required by the Dodd-Frank financial regulatory bill, won't

be written for several months.

"The current wave of regulation is helping keep comp relatively flat," said Steven Eckhaus, a partner at law firm

Katten Muchin Rosenman LLP.

There are some signs that pay might slow down in coming

quarters. Tough new rules about how much capital banks must

hold could force Wall Street to cut back on compensation in an

effort to preserve returns on equity for shareholders, analysts

say. Since Wall Street firms pay out up to half of their revenue in

compensation, cutting back on that large cost can meaningfully

increase profits left for shareholders.

"I see a flat outlook over the next couple of years" on pay, said

Roman Regelman, a partner in the financial-services practice at

consulting firm Booz & Co. More regulations in high-profit

businesses like derivatives will continue to hamper traders' pay,

he said.

Though higher revenue often means higher compensation, that

isn't always the case. At Citigroup Inc.,

which remains about 12%-owned by the

government, analysts projected revenue

would increase this year by about 4%. But

pay for the banking giant is likely to be down

about 8%, according to projections in the

Journal survey.

The opposite is true at Goldman Sachs

Group Inc. and Bank of America Corp.,

where analysts project revenue will be down,

but compensation will be up, according to

the survey.

Goldman's revenue is expected to decline by

13.5% this year to $39.1 billion from $45.2 billion in 2009. Compensation remains projected higher than last

year, up 3.7% to $16.8 billion, from $16.2 billion in 2009, according to the Journal survey. Through the first half

of 2010, Goldman Sachs set aside 43% of its revenue for compensation. Goldman's ultimate payouts could

change drastically. In 2009, for example, it withheld revenue for compensation in the fourth quarter, dropping

the overall ratio of revenue to compensation.

Bloomberg News

Revenue is seen falling at Goldman Sachs, though pay
will be up.
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This year, employees have jumped to more lucrative

opportunities when firms don't pay. Senior staff at Goldman

Sachs and Credit Suisse Group in London, for example, defected

last year when the firms cut their pay in response to a U.K. tax

on bonus payments.

Where revenue falls short, analysts and experts expect that Wall Street will lay off employees in order to keep

bonus pools high. U.K.-based Barclays Capital and Credit Suisse have cut some staff, while Morgan Stanley has a

hiring freeze in place.

As proprietary-trading businesses were closed to adhere to new regulations, some traders have abandoned Wall

Street to join private-equity firms and hedge funds.

Such nonbank firms like Blackstone Group LP, Och-Ziff Management Group LLC and Fortress Investment

Group LLC aren't as scrutinized in Washington. All three firms' revenue and compensation are projected to

increase.

At Blackstone, revenue is projected to be up 50% to $2.7 billion, from $1.8 billion in 2009. The Journal survey

estimates that compensation will climb 12% in the year. At Fortress, which has closed two new funds this year,

compensation is projected to climb by 29% to $656 million, from $505 million last year. Revenue is projected to

rise 16.6%, to $680.8 million from $584 million in 2009, analysts say.

Acquisitions also have boosted revenue and compensation.

Morgan Stanley, for example, acquired a 51% stake in

Citigroup's brokerage unit, which affected 2010 revenue and

compensation more than it did in a weak 2009. While Morgan

Stanley's compensation is expected to be up slightly because of

higher revenue, its overall ratio of compensation is expected to

drop to 49% of revenue from 62% in 2009.

James Gorman, Morgan Stanley's chief executive, told

shareholders earlier this year that 2009's compensation was at

a peak when compared with revenue. And he seemed sensitive to shareholder concerns. "We're extremely

conscious of the comp-to-revenue ratio," he said at the Feb. 2 conference. "There is nobody on my management

team who will ever see again the kind of comp-to-revenue ratio as we had last year."

Write to Liz Rappaport at liz.rappaport@wsj.com, Aaron Lucchetti at aaron.lucchetti@wsj.com and Stephen

Grocer at stephen.grocer@wsj.com

Bloomberg News

At Morgan Stanley, the pay-to-revenue ratio is
expected to drop this year
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Google to Fund Offshore Power Project
By AMIR EFRAT I

Google Inc. said it would help fund an ambitious project to lay undersea cables to connect windmills off the

mid-Atlantic coast, in its latest foray beyond its core Internet-search business.

The company said the Atlantic Wind Connection backbone will stretch 350 miles off the coast from New Jersey to

Virginia and will be able to connect 6,000 megawatts of offshore wind turbines. That amount is equivalent to

60% of the wind energy installed in the entire U.S. last year, and enough to serve approximately 1.9 million

households, the technology giant said.

Google said in a blog post early Tuesday that the backbone would be built around offshore power hubs that would

collect power from multiple offshore wind farms and deliver it via undersea cables to electrical-transmission

systems on land. "This system will act as a superhighway for clean energy," wrote Rick Needham, Google's

green-business operations director.

Other investors in the project include Japan's Marubeni Corp.

and Good Energies, a U.S. company that invests in energy

projects. Google said it had a 37.5% interest in the proposed

project's initial development stage. Marubeni said it had 15% of

the initial stage, which a spokeswoman said is expected to cost

about $1.2 billion.

The project was reported earlier by the New York Times.

Google said the mid-Atlantic region's "shallow waters make it

easier to install turbines 10-15 miles offshore, meaning wind

projects can take advantage of stronger winds and are virtually

out-of-sight from land."

The companies planned to begin construction on the initial stage by 2013 and expected it to be operational by

2016, a Marubeni spokeswoman said, adding that it may take about 10 years to complete the entire project. A

separate round of financing for later-stage development is expected to take place in 2013, a Google

spokeswoman said.

AFP/Getty Images

Google plans to invest in a huge offshore wind-energy
project.
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The proposed project could remove "a major barrier to scaling

up offshore wind," Google said, noting that last week the federal

government approved the first-ever offshore wind-development

lease for a different project. And it would help lessen the load on

the Northeast power grid, the company said.

Mr. Needham added that the company wants to be a leader in

developing renewable energy but is investing "in projects that

make good business sense" and offer "attractive returns."

Google has made a series of investments outside of its Internet-

search business. The latest announcement came two days after

the company said it had developed technology that lets cars

drive themselves, which it said could cut carbon emissions and

save lives. In May, Google said it had invested about $40 million

in two North Dakota wind farms, its first direct investment in

utility-scale renewable energy generation.

Write to Amir Efrati at amir.efrati@wsj.com
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Regulators Seek Curbs for Bank Bonuses
in Europe
By JULIA WERDIGIER

LONDON — Bankers should not receive more than half of their bonuses in cash and as much as

60 percent of the payment should be deferred depending on their position at the bank,

according to European draft guidelines published Friday.

The proposals add more detail to a set of principles European regulators drafted in April 2009,

after widespread criticism that some pay practices encouraged reckless risk-taking and

contributed to the financial crisis.

The guidelines, which were published at the end of a two-day meeting in London of regulators

and central bankers of European Union member states, are open to a one-month consultation

process. The final rules are scheduled to take effect in January.

Some executives at banks in Europe had voiced concern that regulators would establish

stringent limits on pay that would make it harder to compete outside of the region. Angela

Knight, chief executive of the British Bankers’ Association, called on the European Union to

first seek an agreement on rules with the United States and Asia.

“We need to look across the Atlantic to the U.S., and east toward Asia, to ensure changes are

imposed sensibly everywhere,” Ms. Knight said in a statement.

“If they do not, then the result will be significant difficulties for businesses in Europe and for

the many hundreds of thousands of jobs that depend on financial services industry,” she said.

As part of the guidelines, bankers would receive “at least 50 percent of any variable

remuneration” in “equity-linked instruments” and the “50 percent minimum threshold for

instruments must be applied equally to the nondeferred and the deferred part.” According to

the draft guidelines, bankers would thus get at least half of each of their deferred and

nondeferred bonuses paid in stock.

The guidelines, published by the Committee of European Banking Supervisors, also suggest

that 40 to 60 percent of the bonus be deferred, depending on the employee’s effect on the “risk

profile of the institution.”

The guidelines also state that financial institutions should be prevented from setting up

offshore subsidiaries where they could move employees to avoid the rules.
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Turkish Rating Outlook Raised to Positive by Moody’s
October 05, 2010, 5:25 AM EDT

By Steve Bryant and Peter Branton

(Updates with budget and current account performance in eighth and ninth paragraphs.)

Oct. 5 (Bloomberg) -- Moody’s Investors Service raised the outlook on Turkey’s Ba2 local and foreign currency bond ratings to positive from stable citing a

resilient economy and improving debt management.

“Turkey’s economy has proven to be unexpectedly robust and has recovered to pre-crisis levels,” said New York-based Moody’s analyst Sarah Carlson in an

e-mailed report today. The country’s budget deficit and debt levels have improved beyond targets in the government’s medium-term economic program, she

said.

Deputy Prime Minister Ali Babacan and Central Bank Governor Durmus Yilmaz both argue that credit default swaps and other indicators show that the

country’s debt rating should be raised by S&P, Moody’s and Fitch Ratings Ltd. Moody’s upgraded Turkey to Ba2 in January, two levels below investment

grade and S&P increased its ranking in February to BB. Fitch raised its rating to BB+ in December, or one step below investment grade.

The benchmark ISE National 100 index in Istanbul climbed as much as 1.1 percent to 66,117.29 after Moody’s made the statement, nearing a record high. It

was up 0.5 percent at 10:45 a.m. Two-year lira bonds gained, with yields falling 5 basis points to 7.98 percent. The lira reversed earlier losses, rising 0.1

percent to 1.4531 per dollar.

Investment Grade

“We expect Moody’s and S&P to upgrade Turkey post- elections, so in a yearlong window we expect them to catch up,” said Turker Hamzaoglu, a

London-based economist at Bank of America Corp.-Merrill Lynch & Co., said in a telephone interview. “For Turkey to become investment grade there are

three main issues: inflation, whether the current account is under control, and how the government handles fiscal policy without a fiscal rule or the IMF.”

Prime Minister Recep Tayyip Erdogan said yesterday he expects parliamentary elections to be held in the first week of June next year. He’s campaigning for

re-election after the economy grew an annual 10.3 percent in the second quarter, which matched China’s as the fastest expansion in the period among the

Group of 20 major economies.

Moody’s revised its forecasts for economic growth in Turkey this year to 6.5 percent and to 5 percent in 2011, Carlson said.

The more rapid expansion has helped the budget exceed goals drawn up in October 2009 when the government expected 3.5 percent growth. The budget gap

in the first eight months of the year was 14.4 billion liras ($9.6 billion), compared with a full-year target of 50.2 billion liras, the Finance Ministry said on Sept.

15.

Domestic Demand

The current-account deficit is also widening as domestic demand draws in imported raw material and goods. The gap expanded to $30.3 billion in the 12

months through July, or about 5 percent of 2009 gross domestic product.

“If the government maintains fiscal discipline, it is easy to see Turkey being rated investment grade soon after elections,” Tevfik Aksoy, Morgan Stanley’s

London-based chief economist for Turkey, the Middle East and north Africa, said in an e-mailed comment today.
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IMF warns countries to work together or face wars
By Sean O'Grady in Washington

Strauss-Kahn tells ministers and bankers that their failure to co-operate threatens global stability

The world's central bankers and finance ministers left the IMF conference in Washington having failed to reach an

accord on the most urgent problems facing the global economy.

And they went with a bleak warning ringing in their ears: that their failure represents a threat to democracy and

international peace.

In a sharp escalation of the rhetoric that Dominique Strauss-Kahn, the IMF's managing director, has used to try to

persuade the US, China and other economic powers to work together, he declared: "During this crisis, the global

economy lost about 30 million jobs. On top of that, in the coming decades, 450 million people are going to enter the

labour market, so we really face the risk of a lost generation.

"When you lose your job, your health is likely to be worse. When you lose your job, the education of your children is

likely to be worse. When you lose your job, social stability is likely to be worse, with a threat to democracy and even

peace."

With talk of "currency wars" heatting up, the fund failed to reach agreement on the most fundamental currency

misalignment, that between the undervalued Chinese yuan and the US dollar. Defying calls from America to allow the

yuan to be moved up to help US exporters, the governor of the People's Bank of China, Zhou Xiaochuan, said that it

was not prepared to risk "disaster" by revaluing the currency. "China's exchange-rate policy is based on the market

supply and demand relation to move gradually to the equilibrium point. We do that in a gradual way, rather than a

shock therapy," he said.

Mr Zhou said policymakers will conduct a "careful review". But few in the West place much hope on the Chinese

altering their policy substantially, and fears are growing that the US response to such intransigence will be tariffs,

which in turn could trigger a renewed wave of global protectionism. The US House of Representatives has already

passed laws to allow firms to impose import duties.

Progress on securing reform of the IMF's governance - granting a louder voice to emerging economies such as Brazil,

India and China - has also proved painfully slow. As so often with IMF conferences, many decisions have been

deferred to the G20 summit in Seoul in a fortnight, though even the presence there of leaders such as President

Barack Obama and Chinese Premier Wen Jiabao, seems unlikely to break the log jam. The so-called "global

imbalances" which caused the financial crisis and the subsequent recession - the deepest in three quarters of a

century - remain almost as acute as in the boom years.
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World Bank's IFC Leads Push for $13 Billion Bad Debt

Market: Russia Credit

By Jason Corcoran - Sep 24, 2010

For the first time, the World Bank plans to jump-start lending in Russia with a fund that will buy

bad loans from banks, freeing up cash as the demand for credit surges in the economy of the biggest

energy exporter.

The bank’s International Finance Corp. is in talks with OAO Sberbank and Russia’s Deposit

Insurance Agency, which was set up in 2008 to buy troubled lenders, said Timothy Krause, the

IFC’s head of financial markets in central and Eastern Europe in Moscow. The 2.49 percent Ruble

Overnight Index Average that Russian banks charge one another is five times more than the 0.43

percent Euro Overnight Index Average.

Non-performing corporate loans in Russia are set to rise to 10.5 percent this year from 9.9 percent

at a time when regulators worldwide are increasing capital requirements,, according to the

Moscow-based debt ratings company, Rusrating. Demand for dollar credit from Russian companies

is the highest since before Lehman Brothers Holdings Inc.’s collapse froze markets two years ago,

according to Renaissance Capital.

“You need incentives from official international institutions to encourage banks to lend,” said

Simon Quijano- Evans, the head of emerging-market strategy at Credit Agricole Cheuvreux in

Vienna, in a telephone interview. “Once you start to see non-performing loans taper off and start to

drop then banks become encouraged that the quality of their loan book is improving and they can

go ahead and lend more.”

Potential Market

Investors in developed countries trade about 20 percent of non-performing loans. Rusrating

estimates Russia’s bad loans will reach 2.1 trillion rubles ($67 billion) by year-end, providing a

potential $13 billion market, said Richard Hainsworth, the agency’s founder.

Russia’s total non-performing loans, including retail credits, will jump to at least 30 percent by

2012 from 25 percent now, according to a Fitch Ratings report on Sept. 16. Banks may be

understating the amount, partly because there are few buyers for the debt, according to the IFC’s

Krause.

The IFC in Washington is aiming to replicate in Russia its project for China during the 1990s, when

the lender provided financing for the first corporate debt auction, Krause said. The IFC participated
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in taking on as much as 50 percent of distressed loans from China’s banks, Krause said.

‘Matter of Time’

The IFC plans to buy more than $100 million of delinquent company loans in Russia and the

central and eastern Europe region, Krause said. Varde Partners, the Minneapolis-based buyer of

distressed debt that is leading the discussions, is likely to invest as much as 350 million euros

($490 million), Krause said.

Rick Noel, a partner at Varde in London, declined to comment in an e-mailed response to

questions. Moscow-based Sberbank’s press service didn’t return calls. Konstantin Kreventsov, a

spokesman for the Deposit Insurance Agency in Moscow, also didn’t respond to calls.

“The market for non-performing loans is an established asset class in countries such as Germany,

so it’s just a matter of time before it develops in Russia,” Leonid Slipchenko, a banking analyst at

UralSib Financial Corp. in Moscow, said in a telephone interview.

Russia’s retail banks are already selling delinquent debt, including Moscow-based Renaissance

Credit, the consumer finance arm of Renaissance Group, VTB Group’s VTB-24 and Home Credit &

Finance Bank, according to Slipchenko. Almost all of the $1 billion of problem loans traded in

Russia are retail, said Hainsworth at Rusrating.

Bigger Discount

Investors will demand bigger discounts on Russian bad debt than on European or U.S. loans

because bank finances are less transparent and lower trading levels make the obligations harder to

buy and sell, Hainsworth said. Russian banks would need to write down their loans by 94 to 96

percent, he said. The discount is typically 90 to 95 percent in European and U.S. markets, Rustam

Botashev, deputy head of research at UniCredit SpA in Moscow, said in a phone interview yesterday.

“The IFC is lobbying for some Sberbank and other bank portfolios,” said Hainsworth. “It’s possible

they will do a deal but it is a political decision. The banks want to see more certainty about prices

before entering the market.”

Banks won’t want to sell loans owed by the largest Russian companies, UniCredit’s Botashev said.

“We could see the market develop for small-to-medium sized enterprises but the banks are going to

want to carry on dealing directly with the oligarchs and developers who owe billions of rubles,”

Botashev said.

Extra Yield

The extra yield investors demand to hold Russian debt rather than U.S. Treasuries fell 7 basis point

to 223 today, according to JPMorgan Chase & Co.’s EMBI+ indexes. The difference compares with

164 for debt of similarly rated Mexico and 204 for Brazil, which is rated two steps lower at Baa3 by

Moody’s.
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The yield spread on Russian bonds is 61 basis points below the average for emerging markets, down

from a 15-month high of 105 in February, according to JPMorgan Indexes.

The yield on Russia’s dollar bonds due in 2020 fell 7 basis points to 4.543 percent, the lowest level

since Aug. 23. The price of country’s ruble notes due August 2016 rose, pushing the yield 4 basis

points lower to 7.48 percent.

The cost of protecting Russian debt against non-payment for five years using credit-default swaps

was unchanged at 166 basis points, according to data provider CMA today. The contracts pay the

buyer face value in exchange for the underlying securities or the cash equivalent should a

government or company fail to adhere to its debt agreements.

Basel Rules

Credit-default swaps for Russia, rated Baa1 by Moody’s Investors Service, its third-lowest

investment grade rating, cost 2 basis points more the contracts for Turkey, which is rated four levels

lower at Ba2. Russia swaps cost as much as 40 basis points less on April 20.

The ruble climbed 0.8 percent to 30.7755 per dollar today, its strongest level since Sept. 14.

Non-deliverable forwards, or NDFs, which provide a guide to expectations of currency movements

and interest rate differentials and allow companies to hedge against currency movements, show the

ruble at 30.9710 per dollar in three months.

The Basel Committee on Banking Supervision reached an agreement this month on rules that more

than double capital requirements for banks, while giving them as long as eight years to comply.

‘Sensible Idea’

Russia’s government expects a resumption of bank lending and declining overdue loans to help spur

an upgrade of Russia’s credit ratings, Finance Minister Alexei Kudrin told reporters in Moscow on

Sept. 21. The economy may expand 4.4 percent this year, Prime Minister Vladimir Putin said in

Sochi on Sept. 17, more than the official forecast of 4 percent, after a 7.9 percent contraction in

2009, the worst slump since Soviet times. The government has issued more than 2 trillion rubles in

emergency loans to help the financial industry overcome the crisis, Putin said.

Bank Rossii, which said in November that non-performing loans are “near a peak,” has cut its key

interest rates 14 times since April to stimulate borrowing.

“The situation with bad loans in Russia appears to have stabilized,” said Neil Shearing, senior

emerging-market economist at London-based research consultancy Capital Economics Ltd. The IFC

fund “sounds like a sensible idea, but whether or not it will persuade banks to lend again depends

on the macro situation, and that comes down to oil in the long run,” he said.

Record Profit

Sberbank said in June its non-performing loans climbed to 464 billion rubles on March 31, or 8.9
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percent of lending, from 8.5 percent at the start of this year, as it reported record earnings in the

first quarter. VTB Group, the second-largest lender, posted a record profit in the first half from a

loss a year earlier on Sept. 2, and said its problem-loan ratio fell to 9.5 percent from 9.8 percent at

the end of 2009, according to a statement on the company’s website. U.S commercial non-

performing loans are at 8.8 percent, according to Federal Reserve data.

“The crisis of short-term liquidity is over” for Russian lenders, Garegin Tosunyan, president of the

Russian Association of Banks, told a conference in Nizhny Novgorod on Aug. 26. Still, “credit is

stagnating” because banks are “more serious about risks,” he said.

To contact the reporter on this story: Jason Corcoran at Jcorcoran13@bloomberg.net

To contact the editor responsible for this story: Gavin Serkin at gserkin@bloomberg.net
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E.U. Ministers Agree on Proposal to
Overhaul I.M.F. Board
By REUTERS

BRUSSELS — The European Union is ready to cede two of its seats on the board of the

International Monetary Fund to emerging economies as part of a new power-sharing

arrangement, ministers agreed Friday.

Germany, France and Britain have their own seats on the 24-member I.M.F. board, while

Belgium, the Netherlands, Spain, Italy and Denmark represent groups of countries, or

constituencies. Switzerland, although not part of the Union, also is represented, giving the

Europeans a total of nine board positions.

The United States, frustrated at Europe’s refusal to share more I.M.F. power with emerging

economies, moved in August to block plans that would have kept Europe’s long-running

dominance over the board, which could end in the board being cut to 20 members.

“We agree to reduce advanced European representation by up to two, by offering rotation to

emerging markets with advanced countries in their respective constituencies,” E.U. finance

ministers wrote in a proposal agreed to on Friday.

The I.M.F. managing director, Dominique Strauss-Kahn, discussed I.M.F. changes with the

ministers on Thursday, in advance of the annual meetings of the I.M.F. this coming week in

Washington.

The current Europe-U.S. domination of the fund is a reflection of its post-World War II setup,

but the order is now being challenged by the rise of China and other emerging economies. The

I.M.F. board is one of the global lender’s main decision-making bodies. It has approved billions

of dollars in emergency loans for countries hit by the global financial crisis and oversees the

way the fund is run.

The board overhaul would be linked to a quota shift of at least 5 percent to “dynamic emerging

economies and developing countries” and a shift of at least 5 percent from the overrepresented

to the underrepresented, the ministers said.

“The 2010 quota review will be completed in a fair way, so that all overrepresented countries

contribute to the increase for underrepresented countries,” the document said.

E.U. ministers also agreed that any members of a constituency whose voting quota is at least
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half that of the largest member in the constituency would have an opportunity to hold the

position of the executive director on a rotating basis.

The Union also wants the International Monetary and Financial Committee, the I.M.F.’s

steering panel, to be given greater powers, the agreement said. E.U. ministers also want

constituencies with more than nine members to have two alternative executive directors,

instead of one.

The changes would also end the longstanding informal deal that Europe nominates the

managing director of the I.M.F. while the United States picks the head of the World Bank.

“The proposed compromise should be understood as a package and as providing a

comprehensive and stable solution,” the ministers wrote in the document.
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E.U. cites nationals training in terror

By Peter Finn and Greg Miller
Washington Post Staff Writers
Thursday, September 30, 2010; A10

The detention in Afghanistan of a German citizen of Afghan descent - reportedly a source of information
about potential terrorist plots against targets in Europe and possibly the United States - has renewed focus
on a stream of Europeans who have traveled to Pakistan in recent years for training at militant camps.

Just as American officials have been sounding an alarm about the radicalization of U.S. citizens involved
in plots against the homeland, European Union officials have warned that a new generation of Western
citizens, including whole families, have traveled to Pakistan and that some appear determined to return
home to carry out terrorist attacks.

"A not insignificant number of radicalized E.U. nationals and residents are traveling to conflict areas or
attending terrorist training camps and returning to Europe," said Gilles de Kerchove, the E.U.'s
counterterrorism coordinator, in a report to be released Friday.

In part to disrupt possible plots against Europe, the CIA this month escalated its drone campaign in the
North and South Waziristan regions of Pakistan, where many of the expatriate militants are thought to be
based. U.S. officials declined to discuss whether information provided by Ahmed Siddiqui, the German in
custody at the U.S. air base at Bagram, has heightened concern about attacks.

There was, however, a heavy police presence in parts of London on Wednesday, including around
Buckingham Place and Trafalgar Square. Victoria Station was briefly evacuated. In Paris on Tuesday, the
Eiffel Tower was evacuated for the second time in two weeks.

A U.S. official who spoke on the condition of anonymity to discuss intelligence matters said that various
conspiracies at different levels of development are driving the anxiety.

Bruce Hoffman, a counterterrorism expert at Georgetown University, said drone strikes could disrupt a
plot by "making the terrorists more concerned about their own safety than the teeing up of this operation,"
particularly if the plan is modeled on the assaults that occurred in 2008 in Mumbai, where gunmen
attacked hotels, a railway station and other targets.

"In these operations it's not like you put the terrorist in a boat and then push the boat away and they're
completely on their own," Hoffman said. "In Mumbai, the terrorists are making phone calls to get further
instructions from their commander. If you're putting tremendous pressure on commanders back home, it
can have an enormous disruptive effect."

U.S. and European officials fear that al-Qaeda and its affiliates are increasingly intent on exploiting
Western passport holders who are able to travel within Europe and between Europe and the United States
without visas.

Siddiqui, 36, was picked up in Kabul in early July. A resident of Hamburg until 2009, he left the city with
his wife, brother and another couple, among a dozen departures of people associated with a mosque used
by the Sept. 11, 2001, conspirators led by Mohamed Atta. German authorities closed the mosque last
month.

According to the German magazine Der Spiegel, which first reported on the Hamburg resident and his
detention at Bagram, Siddiqui drove the father of Mounir Motassadeq, one of Atta's circle in Hamburg, on
visits to the jail where his son was held. Motassadeq, a Moroccan, was sentenced to 15 years in prison for
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Post a Comment

his role in the Sept. 11 attacks.

JÃ¶rg Ziercke, the head of Germany's Federal Office of Criminal Investigation, said in a recent interview
with the Berlin newspaper Der Tagesspiegel that there was evidence that at least 70 Islamic radicals from
Germany had undergone paramilitary training in Pakistan and that 40 are thought to have gone on to fight
coalition forces in Afghanistan.

Earlier this year, four members of a group known as the Saureland cell were sentenced to five to 12 years
for planning to bomb Ramstein Air Base and off-base locations frequented by U.S. troops in Germany. All
four members of the group, including two German converts to Islam, received training in Pakistan's tribal
areas and were members of an al-Qaeda affiliate called the Islamic Jihad Union.
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An artist's impression of a planned super aircraft carrier Photo: PA

The RAF can be trimmed but to cut the Navy and Army is
insane

The modern world is looking very dangerous – we need defence more than an overseas aid
budget, says Simon Heffer.

Published: 8:00PM BST 14 Sep 2010

455 Comments (http://www.telegraph.co.uk/comment/columnists/simonheffer/8003070/The-RAF-can-be-trimmed-but-to-cut-the-Navy-and-Army-is-

insane.html#disqus_thread)

As the Trades Union Congress seeks

to lose Labour the next election even

more heavily than it lost the last one,

by promising general strikes and a

mindless and bankrupting commitment

to spending money Britain hasn't got,

we should not lose sight of one point:

that there are, indeed, certain cuts

that would be most unwise. I think of

one in particular, discussed in our

pages yesterday by the former head

of the Army, General Sir Richard

Dannatt: the precipitate, reckless and

little-short-of-insane cuts being

planned for our Armed Forces.

The TUC and its satraps in the Labour

Party pretend to oppose cuts because

of the impact they would have on "public services". What they really mean is on "the jobs of our members". Many public

services, notably in quangos, local government and even the untouchable National Health Service, harbour tens of

thousands of members of the Brownite client state who are about as socially useful as a phial of arsenic. This is even

true of defence, but only up to a point. It should, and must, be cut less than any other department. Most of the public

would hardly register any difference in other public services if they had 25 per cent of their flab cut out of them. If it

went from defence, our security would be imperilled for a generation. Sir Richard has made the case for restraint

admirably; but forgive me if I add some further thoughts.

Related Articles

We have a moral duty to our troops: pay up or pull them out (/finance/comment/jeffrandall/5845163/We-have-

a-moral-duty-to-our-troops-pay-up-or-pull-them-out.html)

Big guns don't win today's wars (/comment/personal-view/5640426/Big-guns-dont-win-todays-wars.html)

Afghanistan and after ? the mortgaging of Britain's future defence needs (/comment/letters/5918986
/Afghanistan-and-after-the-mortgaging-of-Britains-future-defence-needs.html)

General Sir Richard Dannatt: 'more troops needed in Afghanistan' (/news/newstopics/politics/defence/5848881
/General-Sir-Richard-Dannatt-more-troops-needed-in-Afghanistan.html)

The Navy strikes back (/news/newstopics/politics/defence/5560746/The-Navy-strikes-back.html)

RAF chief predicts controversial takeover of Royal Naval air power (/news/newstopics/politics/defence/5461255
/RAF-chief-predicts-controversial-takeover-of-Royal-Naval-air-power.html)

The Ministry of Defence has, to an extent, asked for this. It has about 85,000 civil servants, roughly the same as the
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total complements of the Royal Navy and Royal Air Force put together. One of the first places to start a clear-out is

there. Such numbers of pen-pushers are unsustainable. Drastic reductions in this establishment are no doubt tabled for

the meeting of the defence review now rescheduled for next week (it was to be on Friday but for the death of the Prime

Minister's father). So they should be. As for the rest, as Sir Richard has outlined this week, it all depends on what we

conceive the potential threats to the realm to be in the 10 or 15 years ahead. It also depends – and here we get to the

love that dare not speak its name – what conception we choose to have of ourselves as a nation, and of our place in

the world, over the next decade or two.

The question of threat is real rather than imagined. The world is more dangerous now than at any time since the early

1960s, when a vodka-powered Khruschev was up against the inexperienced Kennedy, and we waited for nuclear war

to break out. We have chosen through Nato to align ourselves with other nations committed to the continuation of what

we might loosely call Western civilisation. Inevitably, other nations regard this either as a standing affront to them or, in

one or two cases, possibly even a target. Suppose either Israel attacks Iran or Iran attacks Israel. Forget the so-called

special relationship, and forget conceptions of our place in the world. Where would our national interest lie in the event

of such a terrible conflict being initiated, whoever the initiator, and irrespective of what America or Europe may think?

Have our diplomats, not least our rather preoccupied Foreign Secretary, deemed and defined what our national interest

now is? For it would be too late to do so once we have inadequate martial force to back it up. Would we be happy to

sit and watch America and Islam fight a war without having the resources to exert influence – with either side –

ourselves? Would we be happy to have our existing, meagre part reduced to nothing? For that is what is at stake.

Sir Richard also invoked the notion of Russian aggression in the Baltic states. These states are part of Nato and (for

what it is worth) the European Union. Russia's territory of Kaliningrad is landlocked by Lithuania and Poland. Lithuania,

Latvia and Estonia all have Russian minorities who are unpopular in those countries because of the brutality with which

the indigenous population was treated between 1944 and 1990. Russia could easily find an excuse to pick a fight, just

as it did with Georgia. Are these to be far away countries of which we wish to know little? Or would we feel, because

of our stake in the EU, Nato and (most significant of all) the idea of Western civilisation that we went to war for in 1939

and that we sought to uphold throughout the Cold War, that we should have some say in this matter?

Finally, I do not suppose for a moment that China, the great power of the coming century, will wish to interrupt its

economic progress by starting wars with foreign powers. But do we expect the Chinese, with whom we must in the

years ahead pursue diplomatic and economic negotiations on which our own prosperity may hinge, to regard us with as

much respect if we become an inadequately armed nation?

I do not pretend that we are anything like a first-rate power; but, to paraphrase Richard Strauss's observations about

himself as a composer, we ought to hope to be a first-class second-rate one.

What does this mean? In a time of stringency the RAF appears expensive. We need the air capacity to defend our

shores against anything like a 9/11 attack, and a core service to deal with other threats to our security abroad and to

retain continuity of British expertise in aerial warfare. However, this is the service that must, unfortunately, be most

reduced. Given we remain an island nation, the Navy is of enormous importance. The sea lanes that matter to us are

not, however, just those familiar from the shipping forecast. The Navy gives us reach in the world. It is the most visible

symbol of what remains of our power as a nation. It may not be appropriate to build new carriers; it may be better to

have more, smaller ships. Trident should not be negotiable, and the proposals for funding it out of the defence budget

are ludicrous. All our politicians should be certain of is that the fastest way to render ourselves impotent and vulnerable

is to cut the Navy. The Chancellor of the Exchequer especially needs to stop playing games about this, however great

his personal distaste for our struggling Defence Secretary.

And as for the Army: how can it be cut while we are in Afghanistan? The consensus among the top brass is that we

shall be there for at least five more years. That should mean the Army is not considered for economies until then. Our

men and women have already died in large numbers because of inadequate kit caused by underfunding. Do we really

want more?

Where does the money come from? We have to stop this pretence of protecting the £100 billion annual NHS budget. It

can be cut without affecting patient care. Labour used it towards the end as a scheme to massage the unemployment

figures. We don't need an overseas aid budget. If the TUC doesn't like all this then let the unions strike: let them

provoke an election in which the country can be asked whether it would rather be defended, or provide jobs for
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Labour's clients and shopping trips for African despots' wives. I think we know what the answer would be.
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BY HUSSAIN AFZAL AND DEB RIECHMANN, ASSOCIATED PRESS

THURSDAY, SEP 30, 2010 09:15 ET

Tensions rise as Pakistan cuts off US supply line
The blockade comes in apparent response to an alleged cross-border NATO strike that killed three

Pakistani soldiers

Pakistan blocked a vital supply route for U.S. and NATO troops in Afghanistan on Thursday in apparent retaliation

for an alleged cross-border helicopter strike by the coalition that killed three Pakistani frontier soldiers.

The blockade appeared to be a major escalation in tensions between Pakistan and the United States.

A permanent stoppage of supply trucks would place massive strains on the relationship between the two countries

and hurt the Afghan war effort. Even a short halt is a reminder of the leverage Pakistan has over the United States at

a crucial time in the 9-year-old war.

By late afternoon, a line of more than 150 NATO vehicles was waiting to cross the border into Afghanistan, officials

said.

"We will have to see whether we are allies or enemies," Pakistani Interior Minister Rehman Malik said of the border

incident, without mentioning the blockade.

NATO said it was investigating Pakistani reports that coalition aircraft had mistakenly attacked its forces. The

coalition has on at least one other occasion acknowledged mistakenly killing Pakistani security forces stationed close

to the border.

Over the weekend, NATO helicopters fired on targets in Pakistan at least two times, killing several suspected

insurgents they had pursued over the border from Afghanistan. Pakistan's government protested the attacks, which

came in a month during which there have been an unprecedented number of U.S. drone missile strikes in the

northwest, inflaming already pervasive anti-American sentiment among Pakistanis.

Prime Minister Yousuf Raza Gilani told visiting CIA director Leon Panetta in Islamabad that Pakistan was

"profoundly concerned" about the missile strikes and helicopter incursions. "Pakistan being a front-line ally in the

war against terror expects its partners to respect its territorial sovereignty," he said, according to a statement from

his office.

The surge in attacks and apparent increased willingness by NATO to attack targets on the border, or just inside

Pakistan, could be a sign the coalition is losing patience with Pakistan, which has long been accused of harboring

militants in its lawless tribal regions.

A Pakistani army statement said Thursday's airstrike targeted a checkpoint 650 feet (200 meters) inside Pakistan in

the Upper Kurram tribal area, where six soldiers of the paramilitary Frontier Corps were stationed.

The Pakistani troops fired warning shots at the two helicopters, which responded with a pair of missiles that

destroyed the post, killed three of the soldiers and wounded the other three, it said.

The statement was cautiously worded, saying the choppers "appeared to have crossed the border."

The bodies of the three dead men were taken to Parachinar, the region's largest town, one security official said.

Several hours later, officials reported another rocket strike by NATO helicopters about nine miles (15 kilometers)

from the first one. There were no injuries.

The security officials spoke on condition of anonymity because of the sensitivity of the situation and because in

some cases they were not authorized to release the information to the media.

http://www.salon.com/news/feature/2010/09/30/as_pakistan_afghan_border

Salon.com Tensions rise as Pakistan cuts off US supply line http://www.salon.com/print.html?URL=/news/feature/2010/09/30/as_p...

1 -> 3 05.10.2010 12:51



The border between Pakistan and Afghanistan is unmarked. Border troops wear uniforms that resemble the

traditional Pakistani dress of a long shirt and baggy trousers, which could make it hard to distinguish them from

ordinary citizens or insurgents.

U.S. officials have complained in the past that Pakistani security forces do little to stop the movement of militants

seeking to cross over into Afghanistan and attack foreign troops there.

Lt. Col. John Dorrian, a spokesman for intelligence and special operations at NATO headquarters in Kabul, said

coalition forces observed early Thursday what they believed were insurgents firing mortars at a coalition base in

Dand Wa Patan district of Paktia, which is next to Upper Kurram.

"A coalition air weapons team called for fire support and engaged the insurgents," he said. "The air weapons team

reported that it did not cross into Pakistani air space and believed the insurgents were located on the Afghan side of

the border."

Dorrian said Pakistani military officials had informed the NATO military coalition that members of their border

forces had been struck by coalition aircraft. He said the coalition was reviewing the reports to see if the operation in

Paktia was related to those reports.

Hours after the incident, Pakistani authorities were ordered to stop NATO supply trucks from crossing into

Afghanistan at the Torkham border post, a major entryway for NATO materials at the edge of the Khyber tribal

region, two government officials said.

No reason was given, but earlier this week Pakistan threatened to stop providing protection to NATO convoys if the

alliance's helicopters attacked targets inside Pakistan again.

The other main route into Afghanistan in southeastern Pakistan had received no orders to stop NATO trucks from

crossing, which they were doing as normal, said Syed Mohammed Agha, a spokesman for the Pashin Scouts border

guards.

Pentagon officials said they were trying to clarify exactly what happened and were talking to the Pakistani

government. A Defense Department spokesman said it was too soon to know what impact the border crossing

closure would have.

"We expect this matter to be resolved through continued dialogue," Marine Corps Col. Dave Lapan said.

Some 80 percent of non-lethal supplies for foreign forces fighting in landlocked Afghanistan are transported over

Pakistani soil after being unloaded at docks in Karachi, a port city in the south. While NATO and the United States

have alternative supply routes, the Pakistani ones are the cheapest and most convenient.

In June 2008, a U.S. airstrike killed 11 Pakistani troops and frayed ties between the two nations. Pakistan said the

soldiers died when U.S. aircraft bombed their border post in the Mohmand tribal region. U.S. officials said coalition

aircraft dropped bombs during a clash with militants. They expressed regret over the deaths, but said the attack was

justified.

Pakistan and the U.S. have a complicated, but vital, relationship, with distrust on both sides.

Polls show many Pakistanis regard the United States as an enemy, and conspiracy theories abound of U.S. troops

wanting to attack Pakistan and take over its nuclear weapons. The Pakistani government has to balance its support

for the U.S. war in Afghanistan -- and its need for billions of dollars in American aid -- with maintaining support

from its own population.

------

Riechmann reported from Kabul, Afghanistan. Associated Press writers Munir Ahmed in Islamabad, Riaz Khan in

Peshawar, Matiullah Achakzai in Chaman, and Pauline Jelinek in Washington, D.C. contributed to this report.
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-- HUSSAIN AFZAL and DEB RIECHMANN, Associated Press
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The Christian Science Monitor - CSMonitor.com

Obama's new tack on global poverty
President Obama's speeches at the UN and his new policy for US aid show a strong pitch for leadership in lifting up the world's

poor. Fortunately, his recent experience with job creation at home is helping him to look to the private sector for sustainable global

growth.

By the Monitor's Editorial Board

posted September 23, 2010 at 1:48 pm EDT

President Obama spent much of his time at the United Nations this week trying to reestablish the US as a global leader, especially

in the task of lifting up the global poor. He brought lessons from his own attempts to keep more Americans from falling into poverty.

After 18 months in office, Mr. Obama has shifted his recession-fighting efforts from that of a government largely creating or

preserving jobs to one of coaxing private firms to do so, with tax breaks and other incentives. During two UN speeches, he often

cited the role of entrepreneurs and a need for government to support opportunities for business.

This is what the UN needs to hear. With a goal of cutting world poverty in half by 2015, it usually gives only lip-service to the

job-creating potential of the private sector. It prefers official aid, which has less success in alleviating poverty – and largely ignores

the examples of China and many Asian nations that use trade and investment for wealth creation.

Obama plans big reforms for US efforts in global development, such as giving the head of USAID a seat at national security

meetings. He wants to use US largess to push poor nations to remove impediments to growth. Countries will need to improve their

investment climate, provide loans to small businesses, and set up transparent and fair regulations.

He smartly ties support of entrepreneurs to human rights, citing the empowerment of the individual to keep governments in check.

“Experience shows us that history is on the side of liberty – that the strongest foundation for human progress lies in open

economies, open societies, and open governments,” he told the UN.

Africa remains the hardest place to boost private business. But two programs are helping the continent, and they both need more

US support. The World Bank’s International Finance Corporation put a record $2.4 billion of investments into private African firms

last year. And a program called the African Growth and Opportunity Act, which removes trade barriers for African exports to the US,

was able to triple such exports – from cars to flowers – between 2000 and 2008.

Partnering with poor nations to boost trade and investment – and thus reduce hunger and poverty – is the best security that the US

can buy.

© The Christian Science Monitor. All Rights Reserved. Terms under which this service is provided to you. Privacy Policy.
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Ahmadinejad UN speech sparks walk-outs

The US and other Western delegations walked out in protest during a speech by

Iran's president at the UN, in which he said most people believed the US

government was behind the 9/11 attacks.

Mahmoud Ahmadinejad was speaking at the UN General Assembly in New York.

The US was joined in its walk-out by representatives from all the EU countries, Canada,

Australia, New Zealand and Costa Rica.

The US described his remarks as "abhorrent and delusional".

But Mr Ahmadinejad appeared undaunted by the protest, going on to attack Zionism and

Israel.

Capitalist 'failures'

The Iranian president's speech was part political diatribe, part sermon, says BBC

diplomatic correspondent Jonathan Marcus - a wide-ranging presentation of his own

particular world view.

The Iranian president said he would host a conference on terrorism next year and that 2011

should be the year of nuclear disarmament.

Repeating Iran's denial that it was seeking the capacity to build nuclear weapons, Mr

Ahmadinejad said some members of the UN Security Council had "equated nuclear energy

with nuclear bombs".

Mr Ahmadinejad had started his speech by outlining what he called the failure of the

existing world order and capitalism, saying the world should be run by virtuous people like
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the Prophets.

Although he said that Iran was ready to have a serious discussion with US statesmen, our

correspondent says that on the evidence of this speech there would be little for them to talk

about.

Addressing the General Assembly, Mr Ahmadinejad said it was mostly US government

officials and statesmen who believed that al-Qaeda militants carried out the 2001 attacks on

the US.

He said another theory was "that some segments within the US government orchestrated

the attack to reverse the declining American economy, and its grips on the Middle East, in

order to save the Zionist regime". Mr Ahmadinejad usually refers to Israel as the "Zionist

regime".

"The majority of the American people as well as most nations and politicians around the

world agree with this view", Mr Ahmadinejad said.

In response to the speech, Mark Kornblau, spokesman for the US mission at the UN, told

AFP news agency: "Rather than representing the aspirations and goodwill of the Iranian

people, Mr Ahmadinejad has yet again chosen to spout vile conspiracy theories and

anti-Semitic slurs that are as abhorrent and delusional as they are predictable."

'Hard realities'

Iran has already endured four rounds of increasingly punitive economic sanctions over the

nuclear dispute.

Foreign ministers from countries including the US, UK, China, France, Germany and Russia

discussed the issue at a meeting on Wednesday, and it is also likely to be raised on the

fringes of the General Assembly.

Dozens of fringe meetings take place and correspondents say they constitute the most

important business of the event.

Peace-keeping in Somalia, the possible break-up of Sudan, the conflict in Yemen, climate

change and UN reform are all set to feature in these smaller meetings.

Speaking shortly after UN Secretary General Ban Ki-moon launched the diplomatic

marathon on Thursday, US President Barack Obama urged the audience to support direct

Israeli-Palestinian peace negotiations which started on 2 September.

He said those longing for an independent Palestine must not try to tear down Israel, and
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called on Israel to extend a moratorium on building new settlements in the West Bank and

East Jerusalem.

More Middle East stories

Twin attacks hit capital of Yemen

[/news/world-asia-pacific-11482626]

Militants fire a rocket-propelled grenade at a British embassy car in Yemen's capital, Sanaa, as a French contractor

working for an Austrian gas firm is killed in a second attack.

West Bank mosque attack condemned

[/news/world-middle-east-11477037]

Saudi prince 'murdered' servant

[/news/uk-england-nottinghamshire-11477062]
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Turkey referendum shaping up as dress rehearsal for next year

The vote on constitutional amendments related to the judiciary is seen as a battle

between the country's Islamic and secular ideals.

By Borzou Daragahi, Los Angeles Times

8:34 PM PDT, September 11, 2010

Reporting from Istanbul, Turkey

A referendum Sunday over whether to enact major changes to Turkey's judiciary has turned

into a battle over the country's identity, pitting the governing Islamic party against its secular

opponents.

The opposition has criticized some of the proposed constitutional amendments as a power grab by Prime

Minister Recep Tayyip Erdogan's Justice and Development Party, which has oriented Turkey's foreign

policy away from the West and toward the Muslim world.

Many of the proposed changes appear in line with the country's aim to iron out kinks in its legal and

political system in its lagging bid to join the European Union. But with their rhetoric and politicking,

supporters and opponents of the amendments have elevated the vote to a dress rehearsal for general

elections next year — in which Erdogan hopes to secure a third term — not to mention a referendum on

the rift that defines Turkish politics.

"It has evolved into a confrontation between the two cultural camps in Turkey," said Ilter Turan, a

political scientist at Istanbul Bilgi University. "Not only the outcome, but the margin of victory will show

which side has how much support."

Preparations for the vote were visible on huge posters all over Istanbul on Saturday. Political parties had

set up tables, tents and loudspeakers calling on voters to cast ballots. In airports, voting booths were

placed just past the immigration counters to allow Turks living abroad to fly in, cast ballots and

immediately head back home.

Though a majority Muslim nation, Turkey was founded on the ashes of the Ottoman Empire as a strictly

secular republic oriented toward the West. A North Atlantic Treaty Organization member at the

crossroads of Europe and the Middle East, it's home to a major U.S. air base and has emerged as a

significant economic and political power in the Middle East.

But some in the West have grown worried by the rise of the AKP, as Erdogan's party is known. The

moderate Islamist party has bolstered relations with Iran and Syria and criticized Israel's treatment of

Palestinians, especially after an incident at sea this year in which a number of Turkish activists aboard a

Gaza aid flotilla were killed by Israeli commandos.

The 26 proposed constitutional changes would make the army more accountable to civilian courts and

give elected officials and ordinary judges more power to pick senior judges, who have been a thorn in the

Erdogan government's side.
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Critics say the proposed changes include some that would strip the judiciary of its role in overseeing the

executive branch. But some of the proposals appear in line with the country's steady path away from its

autocratic past and have been praised by human rights activists and Western leaders.

The changes would bolster privacy rights, grant civil servants the right to strike, lift the immunity from

prosecution of those military leaders responsible for a 1980 coup in which dozens were killed and

thousands of leftists and Islamists jailed.

Nearly 50 million Turks are expected to take part in the vote Sunday, the 30th anniversary of the coup,

which continues to haunt the country. For decades, the military and allied interests in the state

bureaucracy kept a tight grip on power, pushing back any efforts by democratically elected politicians to

tinker with the country's pro-Western foreign policy or its strictly enforced separation of religion and

state.

After the 1980 coup, the country's ruling junta imposed a constitution in 1982 that has been widely

criticized as curtailing human rights. Over the last few years, Erdogan, a former mayor of Istanbul who

was a political prisoner as recently as 1998, failed to muster opposition support for a new draft of the

constitution. The proposed amendments failed to receive a two-thirds majority this year but got enough

votes to trigger this weekend's plebiscite.

Most analysts expect the amendments to be approved, with supporters in Turkey's vast Anatolian interior,

home to an emerging, pious middle-class elite, outnumbering secular-minded urbanites in and around

Istanbul and the Marmara region in the country's west.

Independent surveys suggest the margin of victory will be slim and has been shrinking in recent days, and

even a narrow victory for Erdogan could be interpreted as a sign that support for the AKP is softening.

But some experts say the referendum's significance for the political balance has been overstated.

"Even if Erdogan loses the referendum with 49% of the vote, it doesn't mean that the AKP will lose in the

next elections," said Henri Barkey, a Turkey expert at Lehigh University and the Carnegie Endowment

for International Peace. "I don't think this is a decisive moment in Turkish history."

Erdogan has accused his opponents of unfairly tarnishing the proposed changes for political advantage

without assessing them on their merits. In an interview with the BBC, he spoke of "a flood of

disinformation and black propaganda."

Some hard-core supporters of the opposition appear ready to fight anything authored by the AKP.

"Because it emanates from the government, they just don't like it," Turan said.

But Erdogan and his allies have also added to the tensions. One of his deputies, Ali Babacan, warned in a

recent television interview that the failure of the referendum would damage the country's booming

economy, which has been bucking international trends with phenomenal growth in recent years.

Approval of the package "will have a good impact on the economy," said Babacan, the deputy prime

minister for economy. "If the package fails to pass the referendum, Turkey will have lost an important

opportunity."

Opposition leaders dismiss the rhetoric as fear-mongering. They say they recognize the merit in some of

the proposed changes but reject having to vote up or down on a package that they say will give the

government too much power.

"We too are against the military exerting too great a political influence," Kemal Kilicdaroglu, leader of the

Republican People's Party, told the German magazine Der Spiegel. "But neither do we want to see a

Turkey referendum shaping up as dress rehearsal for next year - latimes.com http://www.latimes.com/news/nationworld/world/la-fg-turkey-referen...

2 -> 3 06.10.2010 15:14



civilian putsch."
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Shai Baitel

Middle East expert in political and international affairs

Posted: September 27, 2010 05:57 PM

Turkey's Schizophrenia

There is no way that Western leaders were not troubled by the news coming out of Turkey that
Ankara not only intends to triple trade volumes with Iran in the next five years, but also that Iran's
President  Mahmoud  Ahmadinejad  had  made a deal  with  Turkish  Prime Minister  Recept  Tayyip
Erdogan to donate $25 million  to his ruling Justice and Development Party to support  his next
election campaign.

This  comes on  the heels  of  Erdogan's  constitutional  reform referendum victory  in  which  a
majority of Turks voted for his suggested strengthening of government power at the expense of the
judiciary and the army, traditionally strong defenders of Turkey's secular constitution.

These  developments  are  likely  to  cause consternation.  After  all,  didn't  the  United  Nations
Security Council (UNSC) -- of which Turkey is a non-permanent member -- enact a new round of
sanctions on Iran in  an attempt to stop its drive to achieve nuclear weapons capability? While,
admittedly, Erdogan promised to adhere to the UNSC sanction, he also made clear he would not
go along  with  unilateral  U.S.  or European  Union (EU) sanction measures. Instead of  joining  to
isolate Iran, Turkey deepens its relations with Tehran. And its Arab neighbors.

And one can be forgiven for being confused. Is this the Turkey, the NATO member, the EU
membership candidate, the country that strives to improve its human rights record? Or has Turkey
changed its goals? In short: Turkey is at crossroads and it is not clear which path the country will
take. Turkey is stronger than ever and there is sense of urge to be regarded as a power like the
Ottoman Empire was in its day, ruling the region, demanding respect and wielding influence far
beyond her borders. There are many facets to this trend and naming a few illustrates the problem
of Turkey's schizophrenia.

Turkey is seriously upset at a perceived slight by the EU, which seems to waver on its intention
to  make  the  country  a  member  state.  Negotiations  have  been  dragging  on  and  the  political
atmosphere is less and less favorable. Turkey implemented far-reaching reforms to meet EU rules
and  regulations  but  now  feels  it  might  have  to  look  for  friends  and  economic  opportunities
elsewhere. Ankara does not need to look far. Warming relations and increased influence with the
neighbors  Syria  and  Iran  are  most  obvious  indicators  of  Turkey's  new political  and  economic
prowess. Is it justified to think of Turkey as drifting away from the West and even becoming part of
the axis of evil just yet? The jury is still out.
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Moreover, there is a growing influence of Islam in many spheres of Turkish society, a trend that
might eventually endanger Mustafa Kemal Ataturk's vision of a secular society. In effect, Turkey's
society is split between those who, like Erdogan, encourage and welcome this trend, and those
who want to preserve its secular character.

Turkey's now fraught  relationship  with  Israel  is no less contradictory and Turkey's posturing
reflects this awakening of her growing self-confidence and sense of importance. And the it stands
for  Turkey's  incompatible,  diverging  goals.  Turkey  scores  points  in  the  region  with  repeated
broadcasts of television series that depict Israel and Israelis negatively. Israel's outrage over one
such TV series was one element of what would become the next crisis with Israel, which, inevitably,
increased  Turkey's  standing  in  the  Muslim/Arab  world.  Israeli  Deputy  Foreign  Minister  Danny
Ayalon had summoned the Turkish Ambassador to Israel, Ahmet Oguz Celikkol, to complain about
a Turkish TV series that had portrayed Israeli soldiers as baby killers. In a symbolic humiliation, the
Ambassador was seated on a lower sofa, at a table only adorned with  an Israeli flag,  with  the
Turkish flag missing. The Ambassador had been summoned The Turkish Ambassador was recalled
to Turkey in protest but eventually returned.

Popular anti-Israel  sentiments in  Turkey and  the wider Middle East  where also whipped  up
when, at the World Economic Forum in Davos in January 2009, Erdogan stormed off a stage after
a heated  debate on  the Gaza War with  Israel's  President  Shimon Peres.  Not  surprisingly,  the
Turkish Islamic newspaper Vakit, welcomed Erdogan's outburst as an "Ottoman slap in the face of
Israel."

The  Turkish-Israeli  relations  reached  its  nadir,  however,  when  in  May  2010,  Israel  naval
commandos stormed a flotilla of  ships carrying  aid  and  activists to the Gaza Strip,  killing  nine
passengers in a botched raid after being attacked.

It is odd, then, that Turkey styles herself as a needed, important,  and relevant player in the
Middle East peace process. Turkey as a mediator between Syrian and Israel? There was a time
when a case could be made for this but Turkey's lashing out at Israel begs the question how such
an offer of mediation can be seriously considered, let alone be accepted. While Israel was looking
for every possible way to calm the storm, an opportunity for a clearing off the air on the highest
level  presented  itself  at  the 2010 United  Nations  General  Assembly  in  New York.  A meeting
between Peres, and Turkey's President Abdullah Gul was canceled -- by Turkey. After demanding
an  unequivocal  apology  by  Israel  over  the  flotilla  dead,  regardless  of  who,  in  the  end,  was
responsible for the escalation.

Let's  get  this  straight:  One pal  teases  another,  punches  him,  kicks  him  at  every  possible
occasion. The taunted one sits tights and endures but eventually rises in self-defense. Then the
teaser demands an apology. What does Turkey hope to achieve? We know Turkey's 'means' but
everyone is  puzzled  as to what  the 'end'  might  be.  It  is  one thing  if  Turkey is changing.  The
unanswered question is if Turkey wants to maintain a mutually beneficial relationship with the West
and stay committed to its democratic friends and allies. The EU and the United States are holding
their  breath  to  find  out.  Right  now  it  appears  that  Turkey  is  sending  mixed  signals  as  her
government, after bashing Israel,  is basking in  the spotlight  and taking advantage of the warm
embrace by  its  own  Muslim supporters  and  by  the Arab/Muslim world.  Somebody  should  tell
Turkey that she can't have it both ways. The aspirations of being an EU member and being Iran's
best friend just don't go well together. Turkey needs a shrink.
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Turkey and Japan at the Crossroads
Political analysts should look once again at the antipodes of Asia to see where democracy is heading in two of the

world’s most important societies.

n the 1960s, American political scientists became fascinated with political modernization in

Turkey and Japan. They wanted in particular to discover the precedents that allowed two very

different societies — one a centuries-old multiethnic empire, the other a feudal, isolated group of

islands — to shake off the fetters of tradition and radically remake their political, economic, and

social systems in the late 19th and early 20th centuries. This month, as citizens in both Turkey and

Japan cast votes that will help determine the future of their countries, political analysts should look

once again at the antipodes of Asia to see where democracy is heading in two of the world’s most

important societies.

In Turkey, voters strongly approved constitutional referenda proposed by Prime Minister Recep

Tayyip Erdogan that would ostensibly increase civil-rights protections, but would also allow the

Islamist party’s leader to increase the number of judges on Turkey’s most important courts and

control the military. This has led secularist opponents of the AK party to claim that Mr. Erdogan is

using constitutional means to ultimately undermine the bases of Turkey’s Kemalist revolution of the

1920s and move the country closer to Islamic mores. Those watching Turkish society have raised the

alarm about Mr. Erdogan’s attempts over the past eight years to intimidate the military, bring

supposed coup plotters to trial, and strong-arm media opponents of the regime.

Mr. Erdogan’s policies worry more than just domestic observers. Tensions between Ankara and

Washington remain strained due to Turkey’s opposition to U.N. sanctions against Iran’s nuclear

program, its attempt to broker a settlement on nuclear reprocessing with Iran, and its freeze on

relations with Israel after the Israeli interdiction of a Turkish-sponsored boat attempting to run a

blockade of Hamas, all of which happened earlier this year. Turkish diplomats have been on the

defensive, rejecting suggestions that NATO’s second-largest military is tilting further and further

towards anti-liberal, anti-Western regimes.

At the other end of Asia, in Japan, the ruling Democratic party faced an internal battle between

party founders Ozawa Ichiro and Kan Naoto, the latter of whom is the current premier. Although

Mr. Kan won out over his rival to remain premier, party unity has been damaged, and it remains

unclear if the DPJ can now successfully formulate a clear policy agenda. At stake is the next

half-decade of economic reform in Japan, as well as the near-term state of Japan’s alliance with the
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United States. Since taking power last year, the DPJ has seen its reform agenda stall out and relations

with Washington suffer due to former prime minister Yukio Hatoyama’s failed attempt to scuttle an

agreement over moving U.S. Marines out of a controversial base in southern Okinawa. Japan

continues to flirt with both recession and deflation, while tensions with China have reached

near-crisis levels in recent days over yet another maritime incident. Much like observers of Turkey,

Japan watchers fear the future of both domestic and foreign policy.

But the domestic similarities between Turkey and Japan end there. In one, a vibrant leader is rapidly

redefining his country’s social structure and foreign policy, while claiming that he is simply bringing

his nation more into line with international norms. In the other, a listless group of lifetime politicians

are struggling to reform their country’s economy and relations with their main ally, all the while

stating that they are searching for a new path away from unbridled capitalism. For some voters in

Turkey, Mr. Erdogan is moving too fast, and it is unclear just how far he will go in transforming the

country. For those who gave Mr. Kan another chance, the fear is that no politician can move Japan

far enough or fast enough to save it from another lost decade, the second in 20 years.

The democratic dramas playing out in Turkey and Japan are important for those watching the tide of

liberalism around the world. Should one bookend of Asia turn away from liberal norms while the

other fails to reform its stagnant economy, the democratic model will suffer. This is all the more

worrisome as the world watches the resurgence of authoritarian regimes in China, Iran, and Russia.

The insulting dismissal of Turkey’s EU application by France and Great Britain has shown how

capricious the club of “advanced” nations can be. At the same time, the Eurozone crisis and China’s

economic eclipse of Japan has called into question the ability of representative regimes to maintain

economic growth. The result is a general skepticism of democracy and liberalism just at the moment

when democratic nations must join together to repulse the challenges to their systems and the world

order that has guided international development since the 1940s.

It is troubling, and perhaps even unfair, that the global reputation of liberalism should be tied to

events in just a few nations. Yet Japan and Turkey have never been just ordinary nations. As those

American political scientists understood nearly a half-century ago, both countries had outsized

influence regionally and globally. They pointed the way forward for other countries around them,

particularly so in the case of Japan, and both served as crucial anchors in America’s postwar system

of global alliances. Thus, the paths they choose to take today and in the future will continue to have

significance beyond the suburbs of Ankara and Tokyo. Their choices will also matter a great deal to

America, which will have great problems maintaining its influence in the Middle and Far East

without a close working relationship with both countries, while democrats around the world will

watch closely to see which way the winds blow across the Bosphorus and the Sea of Japan.

In many ways, Japan and Turkey are in a waiting game: Turks have given Mr. Erdogan power to

radically shift the legal bases of their society, and trust that he will not move the country down an

Islamist path or further into the arms of authoritarian partners. The Japanese must yet again wait to

see if Mr. Kan, having been given another chance by his own party, can pull together a set of plans

to revive economic growth and find a meaningful role in the world. Skepticism runs high in both

countries, but for now, voters have given both men the democratic legitimacy to soldier on. And as
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they wait, so does the rest of the world. Japan and Turkey helped shape the 20th century; they may

shape the 21st, as well.

– Michael Auslin is director of Japan studies at the American Enterprise Institute.
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Germans break silence over immigration

When Angela Merkel sat beside Recep Tayyip Erdogan as their two countries played

each other at football on Friday, nothing could have seemed friendlier.

The Turkish prime minister's scarf even combined the colours of both teams, integrated

nicely in the fabric. Like our two peoples in the fabric of society, it seemed to say.

And when Mesut Ozil, the star of the German side, scored against the land of his parents,

he seemed almost embarrassed.

Born and bred in Germany to immigrants from Turkey, he was not going to gloat.

He was not going to rub it in to the half of the 70,000 crowd who supported the country of

his parents rather than his own.

"It was fantastic for me to score in this match", he said afterwards. "But I made the

spontaneous decision not to overdo the celebrations."

Ghosts of past

It is characteristic of the tact with which Germans - for so he is - treat matters of "race", for

want of a better word.

For very obvious reasons, it's not been an area where they want to go. The ghosts of the

By Stephen Evans
BBC News, Berlin
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past have been too frightening.

Or so it was until recently. In the space of a few months, there have been outpourings of

strong anti-immigrant feeling from mainstream politicians.

Suddenly, it is back on the agenda and back on the front pages, particularly of the

mass-market Bild newspaper.

First, Thilo Sarrazin, who was a senior official at Germany's central bank at the time, said:

"No immigrant group other than Muslims is so strongly connected with claims on the welfare

state and crime."

He added in interviews that large numbers of Turks in Berlin "have no productive function

other than in the fruit and vegetable trade" and that they were "conquering Germany"

through a higher birth-rate.

Then, the leader of the ruling party in Bavaria waded in. Horst Seehofer, who leads the

Christian Social Union, said about integration that it was "obvious that immigrants from

different cultures like Turkey and Arab countries, all in all, find it harder".

Unemployment anger

So what's going on? Why the spate of very blunt anti-immigrant views?

Firstly, there does seem to be a new strident tone in Germany, perhaps leading to less

reticence about the no-go-areas of the past.

There is, too, an anger in Germany about high unemployment in their terms, even as the

economy grows faster than those of its rivals.

On top of that, there is austerity writ large, with much belt-tightening, and in an economy

where the tax-payers have just bailed out Greece.

The popular Bild newspaper portrayed Greeks as idle and spend-thrift in contrast to

hard-working Germans. It's a scenario ripe for a focus on the failings of outsiders (including

perceived outsiders within your own boundaries).

And all this happens in a country where there is no populist party of the right, like there is

Holland or Sweden - so anti-immigration sentiment comes out in the pronouncements of

individuals within the main centre-right and centre-left parties (Mr Sarrazin is a Social

Democrat).

Fears about Islam
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