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Africa: 
Emerging from the storm 

 
 
In the face of the global financial and economic upheavals of the past year, sub-Saharan Africa’s 
(SSA’s) post-2002 growth spurt has proved short-lived:  
 

· Trade levels and inflows of foreign investment, foreign aid and expatriate remittances 
have all shrunk.   

 
· The recent recovery in most commodity prices has cushioned the recessionary impact, as 

have the structural economic and governance reforms undertaken by a number of 
governments. These have enabled a number of countries to acquire some ‘harder edges’, 
including a greater sense of ‘stateness’.  

 
· However, income per head is stagnant or falling in many countries, and unemployment 

and poverty levels are still rising sharply.  
 

· The rise in poverty applies even in most of the oil- and mineral rich economies, where 
GDP is still growing at ‘respectable’ rates, because -- despite reforms -- the benefits of 
growth based primarily on natural resources generally accrue only to ‘narrow’ elites.  

 
Grand-scale corruption -- especially in resource-rich countries -- remains a major challenge to the 
spread of wealth. The destabilising consequences, which often include civil conflict and even 
major ‘resource wars’, arguably kill far more people in Africa than the global priority issues of 
drugs or terrorism.  As Uganda, Ghana and (possibly) Sierra Leone join the ranks of oil producers 
there is legitimate concern whether they will be able to avoid the often-egregious developmental 
‘mistakes’ made by existing producers. 
 
Recovery from the recession will continue to be slow, but the scope for long-term dynamism is 
large. Telecommunications growth remains rapid, and improved internet connectivity, via several 
different undersea cables, should soon bring costs down dramatically. Agriculture, financial 
services and tourism also offer significant growth potential, although these require prior 
investment in infrastructures, and in improved policy and regulatory frameworks. Against this, 
SSA is highly vulnerable to the potential impacts of climate change.  
 
China role .  China’s long-term strategic approach to Africa has been largely undisturbed by the 
global crisis:  
 

· China’s approach embodies secure access to minerals and other raw materials, 
development of a market for its cheap manufactures, and the gradual build-up of strategic 
investments in other sectors, including banking and agriculture.  

 
· China is also a major investor in physical and economic infrastructures. While many of 

these projects are related to its strategic economic aims, a number -- such as the building 
of presidential palaces or sports stadiums -- appear to have a more political than 
economic rationale.  

 
The past decade has seen China emerge as SSA’s main economic partner. Moreover, China’s 
much-touted, unconditional and supposedly ‘value-free’ approach to economic links undoubtedly 
has set back the case for Western-championed governance reforms in a number of African 
countries. However, while initially welcomed by many African governments, China’s wholly self-
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interested attitude has now begun to generate perceptible resentment and ‘pushback’ within a 
number of SSA countries. In some cases, local populaces have begun to view China as an ally of 
unpopular and repressive regimes. Consequently, it is likely that China will need to engage more 
politically with Africa in future. But the process of engagement is likely to be slow: there is no 
evidence yet that China would even be willing to see an African appointed to manage Chinese 
workers in any of its projects.  
 
Security issues .  While Southern Africa, which was riven with civil and cross-border conflicts 
only 20 years ago, is now substantially at peace (Zimbabwe excepted), there remain clusters of 
instability in East, Central and West Africa: 
 

· East Africa.  Long-running and interlinked conflicts encompassing Sudan, Somalia, 
Ethiopia, Eritrea and Uganda persist. Potential for increased instability is large, not least if 
Sudan’s north-south Comprehensive Peace Agreement unravels as the promised 2011 
referendum on Southern secession draws nearer. More imminently, Somalia’s continued 
status as a failed state, together with the associated recent rise of piracy, gives cause for 
heightened concerns that it may become a major incubator for international terrorism, and 
especially for al-Qaida. While the national character of the Somali people renders it 
unlikely that they would submit readily to such external domination, continued misreading 
of the situation from the international community could generate counter-productive 
consequences. 

 
· Central Africa.  There are two loci of regional instability. Low-level and externally 

supported rebellions in Chad and the Central African Republic overlap with the continuing 
conflict in West Sudan (Darfur). Further south, the limited writ of the government in 
Kinshasa leaves the bulk of population of the mineral-rich Democratic Republic of Congo 
highly vulnerable to depredations, especially from Rwanda- and Uganda-based militias 
and other rent-seeking groups.  

 
· West Africa.  Civil unrest is more national than regional in character, though potential for 

spill over remains high. The key state, Nigeria, continues to reflect apparent mayhem, 
both in the oil-producing Niger Delta region and mainly Islamic northern states.  Nigeria’s 
key problem is that there are extraordinarily strong vested interests in existing structures, 
and democratic processes remain too weak to deliver effective and consistent 
mechanisms for reform. Yet Nigeria remains not only SSA’s most populous, but also its 
most dynamic, country and, hence, the primary focus for international investor interest.  
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Europe: 
Crisis and opportunity 

 
 
The seminar combined longer-term reflections on European economic and political prospects and 
detailed discussions of financial services regulation, tax harmonisation, pensions, health, energy 
and the environment.  
 

· With Jose Manuel Barroso’s re-election as EU Commission president and the outcome of 
the Irish referendum on the Lisbon Treaty, questions focused on future personnel and 
policies in a reformed EU. Larger and wider-ranging interests included general EU viability 
and the future of the euro.  

 
· In anticipation of the forthcoming UN Climate Change Summit in Copenhagen in 

December 2009, European approaches to climate change and energy security were of 
significant interest.  

 
· Rapid shifts in world order and global economic governance with the new prominence of 

the G20 inspired debates on the global role of the EU, its geo-strategic outlook and 
prospects for further enlargement. 

 
Economic outlook .  Compared to pessimistic scenarios this time last year, the economic crisis 
looks slightly more manageable. While final verdict on the effectiveness of state-funded rescue 
efforts is not yet possible, measures have stabilised financial sectors in key European countries 
and provided a basis for slow recovery.  
 
National responses to the crisis were diverse, with suboptimal co-ordination of EU-wide stimulus 
packages: 
 

· National debts and budget deficits in many countries remain of serious concern, 
particularly in the United Kingdom, Greece, Ireland, Slovenia, Slovakia, Malta, Latvia, 
Romania and the Czech Republic.  

 
· Public finances in Sweden and Finland appear more solid. 

 
· Key economies, such as France and Germany, are neither among star performers nor 

high risk.  
 
There remains a danger that European governments will fail to consolidate national budgets in 
the near future. The general perception varies as to how much debt is considered sustainable. 
 
Identifying opportunities proved difficult: 
 

· Although there were better than predicted business results and fragile signs of recovery in 
various European countries in the third quarter of 2009 the general economic climate for 
2010 remains harsh.  

 
· Many countries are still in recession while others are growing very slowly.  

 
Europe currently cannot count on export-led growth. Potential for consumption growth in Asia will 
not substitute for reduced US consumer spending. European recovery thus would have to be 
fuelled by a sharp rise in domestic consumption. Rising unemployment in many European 
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countries, cautious bank lending, and further need to reduce overcapacities in key industries 
reduce the likelihood of domestic-led recoveries.  
 
Growth opportunities would need to come from further economic restructuring. This would mean 
realising untapped potential in services industries, and further labour market deregulation. 
However, political will for far reaching labour market reforms is limited. With widespread 
uncertainty and potential further trouble for Europe’s banking sector, the electorate seeks social 
stability.  Current government efforts to stimulate demand through expansive programmes will not 
last indefinitely. 
 
Political Outlook .  There is progress on Europe’s political outlook, with final ratification of the 
Lisbon Treaty almost certain before the end of 2009. EU leaders will focus on electing a new 
Commission and filling the new office of Council president and enhanced role of the high 
representative for foreign affairs, a quasi EU foreign minister. 
 
Implementation of the treaty will not provide solutions for all EU institutional problems, but means 
progress for the project as a whole. Fears that the EU would not survive and the euro might 
collapse are largely unfounded.  
 
Other political fears include a rise in extremist parties in national and European elections as a 
result of financial turmoil: 
 

· While such dangers are plausible, European elections have not produced evidence for 
such a trend.  

 
· Broadly, traditional centre-right parties have won recent European and national elections -

- the general weakness of European socialist and social democratic parties in difficult 
economic times is somewhat surprising.  

 
The re-election of German Chancellor Angela Merkel (CDU) in a new coalition with the Free 
Democrats (FDP) with a solid majority confirms the positive trend for centre-right governments.  A 
conservative government under David Cameron in the United Kingdom in 2010 is very likely. 
Considering the Conservative party’s euro-sceptic outlook and controversial decision to leave the 
European People’s Party, a new UK government and Europe faces challenges defining and 
balancing a revised UK role in the EU. 
 
Strategic Outlook .  Discussions focused on Europe’s role in the world. Diverging European 
reactions to President Barack Obama’s announcement to revise US plans for a strategic defence 
shield in Eastern Europe reveal the EU’s lack of common strategic vision. Other developments 
are more positive: 
 

· Implementation of Lisbon Treaty will strengthen a common external service.  
 

· The achievements of around 20 EU security missions provide evidence for significant 
progress, but there is untapped potential for Europe as a serious independent player. 

 
EU-Russia relations have high priority for geo-strategic and energy security reasons: 
 

· Russia symbolises the variety of opinions in European external relations, with some 
member states embracing it and others perceiving it as a major security threat.  

 
· The nature of future EU-Russia relations to some extent will depend on developments 

with other geo-strategic players, particularly the United States, Iran, Afghanistan and 
China.  
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Enlargement .  In the short and medium term, enlargement fatigue will continue in key countries, 
which means that membership will not extend beyond Balkan states and Iceland. Turkish 
membership remains a realistic later prospect if domestic reforms succeed, and if and when 
Europe’s geo-strategic demands (Iran, Middle East and energy supply) outweigh the currently 
perceived economic problems resulting from ‘premature’ Turkish membership. 
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China: 
Tougher going 

 
 
The central theme was how China has handled the current global economic slowdown and 
whether it has capacity to come out stronger.  China has done very well in comparison with other 
major economies.  Growth for 2009 is likely to reach 8%, which is the Chinese Communist Party’s 
preferred long-term growth rate, and a spectacular achievement in present global economic 
conditions: 
 

· It remains unclear whether China’s economy will face a double dip scenario but if it should 
do so, it would probably be part of a global, rather than specifically Chinese, problem. 
There are stronger grounds to be optimistic than pessimistic at present. 
 

· China’s government has been trying to rebalance its economy by putting more emphasis 
on promoting domestic consumption, but will remain heavily dependent on exports. 
China’s economic fortunes remain closely linked to the heath of its principal export 
markets. 
 

· The vast and mainly investment-focused stimulus package the Chinese government 
introduced has been significantly responsible for maintaining a high growth rate.  While it 
cannot be sustained indefinitely, there are strong indications that it will continue for 
several years if necessary.  
 

· While the government would like to play a more active and constructive role in maintaining 
global financial stability, its top priority is domestic economic stability and growth, which 
the Communist Party leadership sees as essential for regime stability and survival. 
 

· The government is aware that new bubbles may be coming into existence in the equity 
and real estate markets, and is keen to keep them under control.  Calibrating the right 
measures to sustain economic growth on the one hand, and pre-empt new bubbles on the 
other is seen as a matter of considerable significance. 
 

· China has appetite for overseas investment, but this is limited primarily to securing energy 
and resources security as well as investments that can bring significant new technologies. 
 

Regime capacity .  Despite the many problems the Chinese government faces, it retains 
considerable capacity to maintain stability and order. It is also acutely aware of what it needs to 
do to maintain the long-term political supremacy of the Chinese Communist Party.  
 

· The concept of ‘consultative Leninism’ was put forward as a new paradigm for 
understanding present day politics.   Such a regime has five defining characteristics: 
complete focus on regime survival; pragmatic management of the economy in order to 
maintain a high rate of growth and development; continuous governance reform to pre-
empt the need for democratisation; constant monitoring and shaping of public opinions to 
maintain social stability; and nationalism replacing communism as the ideological force 
that binds the country together under the leadership of the Chinese Communist Party. 
Consultative Leninism is robust but relies on the leadership staying united and getting its 
main policies right most of the time.  If and when the party leadership should openly 
fracture and make major policy mistakes that cannot be effectively rectified, either by 
correct policy or repression, the system could unravel quickly.   
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· The risk of the leadership being divided next year or in the run up to 2012 succession 
remains low.  Consultative Leninism has instilled in top Party leaders an acute sense that 
if they do not hang together they will hang separately. Hence, while economic prospects 
remain uncertain, top leaders are unlikely to indulge in open power struggle that could 
cause political paralysis.  
 

· The employment situation, particularly among graduates, remains tight.  The government 
takes graduate unemployment much more seriously than the much larger number of 
unemployed migrant labourers, as the former is deemed to have much greater capacity to 
cause social instability. With the government focused on unemployed graduates and 
seeking to help them, the risk of major social upheaval getting out of control remains 
slight.  
 

· In contrast, the Chinese Communist Party’s handling of the July Xinjiang riots and other 
ethnic-related tensions suggests it is still somewhat doctrinaire in dealing with ethnic 
relations without regard to conditions on the ground.  However, challenges from, and 
unrest among, ethnic minorities are likely to be contained, as the party leadership is ready 
and willing to tackle them quickly and ruthlessly should any outbreak becomes 
discernible.  
 

International roles ?  The Chinese government welcomes the greater attention the rest of the 
world has accorded it since the start of the credit crunch.  While it is still keen to enhance its 
economic interests externally, the guiding foreign policy principle remains steering a ‘peaceful 
rise’: 
 

· China does not wish to take on a leadership role as its strategy requires it not to provoke 
others acting to pre-empt its rise. 
 

· The conditions under which the Chinese government deems China to have risen remain 
undefined, though western academics have written about them prolifically. 
 

· In the foreseeable future China shares the US desire to maintain stability, order and 
prosperity in East Asia, including encouraging North Korea to re-engage in the six-power 
talks framework.  Nonetheless, there is a limit to what the Chinese government will do 
proactively. 
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Japan and the Koreas:  
Time of transition 

 
 
The main political event in 2009 has been the Japanese general election held on August 30 that 
gave the Democratic Party of Japan (DPJ) a landslide victory. For the first time since 1955 the 
Liberal Democratic Party (LDP) is not the largest party. With only 119 seats, it constitutes a weak 
opposition party compared to the DPJ, which has 308 seats.  
 
DPJ difference ?  Nevertheless, the question remains whether the DPJ will make a difference, 
either in policy content or process. Evidence so far suggests that it will: 
 

· In the week preceding Prime Minister Yukio Hatoyama’s formal takeover he committed 
Japan to a 25% reduction in greenhouse gases from 1990 levels by 2020, compared to 
the 8% of his predecessor. Plans were also announced to impose cuts to the ballistic 
missile defence (BMD) system. 

 
· As they assumed office, each minister announced immediate changes in policy. 

 
· The creation of National Strategy Office (Bureau) was announced to coordinate policy-

making under the control of the deputy prime minister. 
 
Implications for foreign policy will not start to be clear until after Hatoyama’s first weeks is in 
power, but based on the manifesto and speeches during the election campaign a move can be 
expected towards a more ‘equal’ partnership within the US alliance. Meanwhile, Japan will move 
closer to Asia, aiming at the creation of an Asian community. 
 
The first major test for the DPJ will be the Upper House election of July 2009 when it will want to 
consolidate its control over that assembly.  

 
Economy . Prospects for growth remain fragile, but there are reasons for optimism. 
 

· There are signs of a decline in the deceleration of exports and mild economic growth.  
Industrial production is up.  It seems that the two stimulus packages are beginning to have 
an impact. However, consumption is still weak and dependence on overseas demand still 
too high. 

 
· Japanese business appears to be becoming more global in outlook. For many Japanese 

firms, the twin pressures of globalisation and demographics mean traditional practices 
and ways of thinking are unsustainable.  

 
· Japanese firms continue to improve flexibility. Although the concept of lifetime 

employment still has meaning for full time regular employees, this core group is 
decreasing as human resource practices emphasise performance and ability in promotion 
and reward decisions. 

 
Nonetheless, many issues remain: 
 

· Service industry remains very uncompetitive with low levels of productivity. 
 

· Levels of inward investment remain low.  
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· Japanese firms do not maximise potential from key population groups: female, foreign and 
older workers.  

 
· Levels of globalisation of Japanese management are extremely low.  

 
 
 

South Korea .  President Lee Myung-bak is getting a better grip over both politics and economics: 
  
1.  Economy .  A contraction of -1.5% is expected this year, with 4-5% growth predicted for 2010-
11. The won-dollar exchange rate is improving, and the IMF expects continued won appreciation. 
Fiscal and monetary expansionism will continue for now, before it is slowly eased. 
  
Yet there are the perennial issues of problems with labour unions, and the rigid labour market. 
Questions also surround the utility and impact of the 18 billion-dollar Four Rivers project. 
Moreover, it is not clear that the new ownership law will help privatisation of the banking system 
or simply extend chaebol control over the financial sector. 
 
International cooperation through free trade agreements (FTAs) is developing, though 
negotiations with the United States have stalled.  Talks with the EU may make more rapid 
progress. 
 
2.  Politics . Lee’s ratings are improving as he becomes more adept politically. Cabinets are still 
being shuffled often: 
 

· The latest on September 3 was Lee’s 3rd in 18 months.  
 

· The new prime minister is a liberal critic and it remains unclear how the two men can work 
together. 

 
The National Assembly 100-day regular session opened on September 1. There are important 
by-elections on October 28 and local polls in June 2010, but the next National Assembly and 
presidential elections are not until April and December 2012 respectively. 
  
3.  Foreign policy .  The main drivers will remain North Korea and South Korea’s hunger for 
resources. Lee is also keen to host the G20 meeting next year in Seoul. The next ASEAN 
meeting will take place in June on Jeju Island.  
  
North Korea .  North Korean motives and actions remain baffling. At the moment of the accession 
of a new US president who was willing to open talks, it launched a missile and tested a nuclear 
bomb. This left President Barack Obama with no alternative but to invoke UN sanctions. 
However, two senior figures from North Korea attended the funeral of Kim Dae Jung and met 
Lee. Since then there have been no overt insults, and a prospect that family reunions will resume. 
 
Rumours suggested that Kim Jong Il’s 26-year-old son is being lined up to succeed his father but 
officials in North Korea constantly deny this. Nonetheless, there is no other clear strategy for 
succession.  Senior government officials from China frequently visit Pyongyang but it is hard to 
discern what impact they have over policy or strategy. Pyongyang has said that it will not return to 
the six-party talks but it may not refuse to do so for long. 
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Latin America: 
Has recovery started? 

 
 
Signs are that prospects for the remainder of 2009, and 2010, are brighter, for at least some 
countries in the region, such as Brazil and Chile.  While institutional weaknesses and corruption 
were themes of overarching concern for much of the region, much of the Conference discussion 
centred on prospects for individual countries in the coming year. 
 
1.  Brazil .  GDP expanded by 1.9% quarter-on-quarter in the second quarter, with a smaller-than-
expected year-on-year contraction of 1.2%.  Many recent macroeconomic data appear 
encouraging: 
 

· Domestic consumption has been a key to this turnaround, boosted by the government’s 
stimulus package.   

 
· All signs point to Brazil having pulled out of recession without sacrificing prudent monetary 

and fiscal policies.  
 
Although the government initially was slow to acknowledge the impact of the crisis, it then reacted 
quickly and in a coordinated fashion to provide the appropriate stimuli to maintain or boost 
consumption demand, while also controlling inflation as well as public expenditure and debt.  At 
the same time, systemic competitiveness is improving, and the domestic stock market (Bovespa) 
has risen 55% since the beginning of the year.  
 
On the downside, some indicators such as regulatory burden, labour market restrictions, 
corruption, and tax system continue to be rated among the worst in the world.  There are also 
concerns over Brazil’s changing export profile: 
 

· In April, for the first time since 1978, exports of basic goods exceeded manufactured 
goods, a trend expected to continue in the short-to-medium term.   

 
· This may be exacerbated by the strengthening exchange rate -- which in turn may be 

bolstered further by expectations that Brazil may become a major oil exporter. 
 
Economic recovery will be crucial to the election prospects of the Workers’ Party and President 
Luiz Inacio Lula da Silva’s preferred successor, Cabinet Chief Dilma Rousseff, in the October 
2010 presidential elections.  However, there are signs that Lula’s personal popularity may not be 
easily transferred to his party, with opinion polls until now giving Social Democrat Jose Serra a 
strong lead.  The possible Green candidacy of former Environment Minister Marina Silva may 
further complicate the election panorama.  Despite doubts over the outcome of next year’s 
election, economic policy continuity is unlikely to be at risk. 
 
2.  Mexico .  By contrast, falling oil production in Mexico is exacerbating the downturn: 
 

· The fiscal deficit may reach at least 3.0% of GDP in 2009 and 2.1% in 2010.  
 

· The government's 2010 revenue and budget proposals forecast a GDP contraction of 
6.8% this year after an 8.0% drop in the first quarter and 10.3% in the second.   
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However, there is some guarded optimism over modest recovery in the second half of the year, 
primarily due to improved US demand. 
 
At the same time, the governing National Action Party’s (PAN) defeat in the mid-term 
congressional elections in July has undermined the position of President Felipe Calderon.  
Negotiation of the government’s 2010 economic package with the main opposition Institutional 
Revolutionary Party (PRI), which has a working majority in the lower house of Congress, is likely 
to prove difficult.  In addition, the government appears increasingly cornered in its fight against 
drug cartels. 
 
3.  Argentina .  As in Mexico, so in Argentina: the government was weakened by the loss of the 
June mid-term elections, which implied the loss of majorities in both houses of Congress.  
However, thus far this has led to an increasingly aggressive tone on the part of the government, 
turned in particular on sectors identified as ‘opposition’: 
 

· Increasingly interventionist policies may deter already nervous investors, while the 
prospect that the government will increasingly resort to decree measures after the new 
Congress is sworn in represents a real risk.  

 
· Rising political tensions risk spilling over into new protests and instability. 

 
Although official macroeconomic statistics remain widely questioned, and far more optimistic than 
private estimates, the recent forecast that growth will reach only 0.5% this year and 2.5% next 
year appears more realistic than most recent government announcements.  However, the 2010 
budget envisages a small primary surplus despite falling revenues and pressures not to cut public 
spending -- something that appears improbable.  Reports of increasing provincial deficits and a 
plunging primary surplus may undercut efforts to reach a deal with holders of defaulted debt, 
aimed at reopening access to credit markets.  However, apparent government willingness to 
continue debt payments has helped reduce country risk, while its ability to tap Central Bank 
reserves and pension funds should ensure short-term sources of funding, albeit at a longer-term 
cost. 
 
4.  Venezuela .  President Hugo Chavez this January claimed Venezuela was insulated from the 
global recession and that the country had enough international reserves. However, in August the 
Central Bank released figures showing a downturn in economic activity in the second quarter: 
 

· Although much of the fall in growth relates to the sharp drop in oil prices, production and 
investment in a number of key sectors have been affected by the series of 
nationalisations.   

 
· At the same time, there appear to be splits over oil policy -- reported Chinese and Russian 

investments may help to bolster oil output if they materialise. 
 
Plans announced by Chavez in mid-September to undertake a series of economic and political 
reforms may not have an impact on the structural bottlenecks that represent a key obstacle to 
strong recovery.  However, the recent recovery in the oil price will give the government some 
breathing space. 
 
According to a series of recent opinion polls, popular support for Chavez is dipping, though it 
remains around 40%. There is a strong likelihood that the core support base (around 25%) will 
remain loyal to the government, despite economic downturn. Even if welfare and wage benefits 
delivered over the previous five years have to be moderated, it is likely that loyalists will accept 
sacrifices.  A bigger challenge is retaining the support of floating voters that have traditionally 
backed Chavez. Shortages have caused discontent, and as these are set to deepen, grievances 
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could be easily mobilised. However, it is unlikely that the opposition can put itself at the helm of 
anti-government protests. 
 
Outlook .  Most of the region is likely to recover more rapidly from the global recession than past 
crises, though growth will be significantly lower this year and next, reducing prospects for 
improving poverty and jobless figures.  The investment climate will remain particularly fraught in 
Argentina and Venezuela, with rising local opposition to mining operations in Peru also a 
concern.  However, political and investment stability in much of the region is not at risk, with 
forthcoming elections in Uruguay, Chile and Brazil unlikely to imply major economic or regulatory 
policy changes. 
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Middle East: 
Managing risk 

 
 
Iran was a major pre-occupation in all of the Middle East seminars: 
 

· While the clerical establishment is deeply split as a result of the rigged June elections and 
its dramatic aftermath, this in no sense presages the end of the Islamic Republic of Iran 
and its institutions.  

 
· The close involvement of Supreme Leader Ali Khamenei in the political machinations after 

the elections has weakened both his own position and the concept of the ‘divinely guided” 
ruler. 

  
· Barring accidents, President Mahmud Ahmedi-Nejad will serve a full second term, like 

every Iranian President to date. Internal repression will continue, though the regime will 
seek to avoid arresting its most high profile opponents.    

 
Israel’s likely responses to Iran’s foreign policy and nuclear programmes featured in all the 
seminars. It was concluded that Israel would not launch a military attack on Iran without the 
knowledge of the United States and its tacit acceptance of such a move. The US administration 
will continue its current policy of engagement with Iran and resist Israeli demands for a fixed 
timetable for such negotiations.  While Iran will continue its programme of uranium enrichment, it 
is not certain that this lead to a deliverable nuclear bomb.  
 
The consequences of a military strike by Israel on Iran would be extremely serious for the region, 
particularly in Iraq and the Gulf, where any disruption of oil supplies would have a dramatic 
impact on the fragile global economy. As an alternative to the cycles of confrontation between 
Iran, Israel and the West, one scenario discussed was a regional programme of non-proliferation 
and disarmament, backed up with security guarantees for Israel and other nations in the region.  
 
Israel-Palestine .  The US administration will maintain rhetorical and diplomatic pressure on 
Israel and the Palestinians to re-engage with the peace process. While a majority of the US 
public is in favour of a two state solution and a freeze on settlements, they would find it difficult to 
accept practical measures imposed on the Israelis by the United States to force Israel to 
negotiate. The Israeli government will prevaricate to the maximum extent, preferring to stress 
improving economic conditions for Palestinians in the West Bank rather than substantive peace 
negotiations. Palestinian divisions remain intractable and a serous obstacle to progress.   
 
Obama effect .  The impact of the Obama administration and the president himself within the 
Middle East region is generally positive, though such positive reactions are also diluted with 
realism if not outright cynicism. The danger of having aroused unrealistically high expectations is 
more acute for President Barack Obama within the United States rather than in the Middle East 
region.  
 
Political succession .  In the short- to medium-term, a number of countries were identified as 
facing potential instability arising from problems of political succession -- countries ranging from 
Algeria, Tunisia, Libya, Egypt, to Saudi Arabia. Generally traditional monarchies manage this 
problem more successfully than countries with republican traditions.  
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Turkey .  Turkey is emerging more positively from the global economic crisis than might have 
been predicted, thanks to the relatively conservative nature of its banking sector and the 
government’s pragmatic encouragement of the repatriation of significant funds from abroad. 
Turkey continues to enjoy a favourable profile thanks to its positive diplomacy in relation to 
northern Iraq, Syria and Israel.  
 
Oil and Gulf States .  Predictions on the future of the oil market are notoriously uncertain, but oil 
stocks currently are at an historically high level, and this will tend to keep prices around their 
current moderate levels. This scenario would be overturned in the case of a dramatic turn of 
events in the region, such as a military strike on Iran.   Attempts by the OPEC cartel to drive up 
prices by cutting production will continue to be undermined by members who simply disregard 
quotas. In this context, the relationship between Saudi Arabia and Iran will remain fraught.  
 
The Gulf States are well placed to weather the financial crisis despite problems that may yet 
emerge in the regional banking sector. The Yemen is a source of particular concern as its 
national integrity comes under increasing threat and it becomes more vulnerable to infiltration 
from jihadists. 
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North America: 
Obama progress report 

 
 
Panel discussions focused predominantly on state of the US economy and the outlook for 
President Barack Obama’s extraordinarily ambitious domestic agenda -- particularly his efforts to 
overhaul healthcare and energy policy.  There was a notable divergence between the panellists, 
who (with a few qualms) were relatively sanguine about the prospects that the United States 
would avoid a fiscal crisis, and the client-delegates, who were considerably more concerned. 
 
Economic conditions and outlook .  The panel agreed that the United States had returned to 
growth during the third quarter, perhaps at a surprisingly strong near-trend rate (2.0-3.0% 
annualised).  However, there was consensus that a strong, sustained rebound (‘V-shaped 
recovery’) was most unlikely, due to consumer retrenchment, lack of strong demand abroad for 
US exports and aggressive business cost cutting.  Equity markets were buoyant because 
corporations had succeeded to returning to profit by slashing expenses -- particularly jobs -- but 
top-line growth was generally weak or absent.  Growth would continue in 2010 but at well below 
trend, as households continued to privilege saving and paying down debt over consumption. 
 

· Dollar collapse danger?  There was considerable concern among delegates about the 
stability of the US dollar, due to yawning US federal deficits (12% of GDP this year) and 
the massive expansion of the Fed balance sheet.  The panel was much less alarmed, and 
deemed a sudden dollar collapse to be very unlikely – not least due to the lack of an 
available alternative, faith in US policymakers and expectations of eventual fiscal 
consolidation.  However, the dollar was seen as likely to be in the midst of an extended 
period of weakness. 

 
· Fiscal consolidation?  Effecting fiscal consolidation, in the US context, is very difficult and 

has generally necessitated consensus among the two major parties that it should be a 
priority.  Nevertheless, it has occurred several times during the post-war era, notably in 
the 1950s under former Presidents Harry Truman and Dwight Eisenhower (through a 
combination of spending restraint, very high taxes, and robust growth) and in the 1990s 
under former President Bill Clinton (though spending restraint and growth).  The political 
pressure for consolidation would eventually force the administration of President Barack 
Obama to address budget imbalances -- indeed, fiscal restraint was likely to be a major 
issue in the 2010 mid-term elections. 

 
· Inflation outlook.  The panel believed that inflation was likely to remain very subdued over 

the short- to medium-term.  It would eventually pick up, but not to a pace that would 
threaten prosperity, economic stability or the standing of the dollar.  There was 
considerable faith that the Fed would not allow inflation to spiral out of control, when 
growth returned.  Since the tenure of former Fed Chairman Paul Volcker in the early 
1980s, the Fed had been institutionally committed to controlling prices (privileging price 
stability over the employment element of its ‘dual mandate’ when necessary). 

 
Healthcare reform .  The panel expected that political imperatives -- the approach of the mid-
term elections next year and memories of the Republican triumph in 1994 after the failure of the 
‘Clinton-care’ reforms -- would impel the Democrats to pass significant healthcare reform 
legislation this year.   
 
This legislation would likely have three key features: 
 



 

 21 

· a universal, or near-universal, mandate to purchase health insurance; 
 

· an attempt to establish a competitive national market for insurance; and 
 

· a tax on employer provided insurance above a certain annual cost-level (e.g. 20,000 
dollars). 

 
However, it would not take meaningful steps to curb the growth of health costs (apart from the tax 
on expensive plans) and would not include a publicly-provided insurance option.  This would be 
left to future Congresses -- perhaps as soon as the second half of Obama’s term in office (2011). 
 
Energy policy reform .  In contrast, comprehensive Energy policy reform would almost certainly 
fail this year -- not least due to the ‘political oxygen’ consumed by the battle over health reform.  
There would be no-cap-and trade carbon emissions control scheme until after the mid-term 
elections (if then).  However, the administration was likely to push through an alternative energy 
mandate, requiring that a certain percentage of US electricity generation come from renewable 
sources. 
 
Foreign policy remodelled ?  There was a general consensus among panellists that Obama is 
sincere in his desire to return US foreign policy to the pre-September 11, 2001 approach that 
dominated much of the 20th century.  This approach couches US interests in terms of global 
norms, and attempts to leverage power through multilateral diplomacy and global institutions.  
The president’s sudden decision to largely abandon missile defence installations in Poland and 
the Czech Republic -- on the grounds that their ostensible target, Iran, would not be in a position 
to deploy intercontinental ballistic missiles for more than a decade, if ever -- was taken as 
confirming this position. 
 
The White House’s approach has several key implications: 
 

· On nuclear policy, the United States will endeavour to reinvigorate the Non-Proliferation 
Treaty (NPT) at next year’s review session, and secure major reductions in the size of the 
US and Russian arsenals through December’s new Strategic Arms Reduction Treaty 
(START III).  

 
· On the Israel-Palestine conflict, Washington will seek to act as more of an ‘honest broker’, 

applying pressure on both sides to move towards negotiations and an eventual two-state 
solution. 

 
· On Iran, the administration will continue to keep the military option ‘on the table’, while 

working hard -- through a combination of pressure and cajolery -- to convince Tehran that 
greater transparency and genuine NPT compliance are in its best interest. 

 
· On China, Washington will continue to elevate economic ties over other sources of 

bilateral tension (such as human rights and strategic concerns) and broadly eschew 
protectionist measures.  However, it will make an effort to challenge Chinese domination 
of Asian and Pacific multilateral institutions: for example, by signing a Treaty of Amity and 
Cooperation with the Association of South-east Asian Nations (ASEAN) and joining the 
East Asia Summit.   
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Russia/CIS: 
Coping with crisis 

 
 
Discussions focused on the resilience of the political system in economic times less favourable 
than those that helped Prime Minister Vladimir Putin consolidate authoritarian state capitalism in 
his two presidential terms. There was considerable interest in who held power and how tandem 
leadership might develop: 
 

· The authoritarian system has held up relatively well through the recession, weathering 
small protests by blaming oligarchs and promising to do more for the less privileged.    

 
· There is little prospect of significant change as too many groups have vested interests in 

the status quo and there is little effective pressure or support for serious reform. There are 
campaigns, including anti-corruption drives, but few signs of real impact. 

 
· Predatory bureaucracy and executive manipulation continue to complicate operating 

conditions for non-governmental organisations (NGOs) and ‘opposition’ political groups. 
Administrative exclusion of many opposition candidates in the Moscow Duma elections 
suggested that there was little prospect of greater party competition. 

 
· The Putin-Medvedev combination is a partnership rather than a relationship of rivalry.  

President Dimitry Medvedev’s approval ratings had risen markedly in recent months but 
most regarded him rightly as junior.   There were differences of policy emphasis and 
priority between the two, much of them carefully orchestrated. Both men had hinted at the 
possibility of standing in the 2012 presidential election but not against one another. Putin 
made it clear that they (in practice he) will decide on the post-2012 presidency. 

 
Political economy .  Interest revolved around the impact of the global recession, state of the 
banking sector, prospects for further reform and outlook for foreign investment and involvement: 
 

· There were signs of stabilisation, though GDP was down a little over 10% and the impact 
on employment and investment remained severe.  Recent modest recovery in growth 
owed much to buoyant oil prices.  

 
· Investment had fallen almost one-fifth so far this year, though there were signs that the 

decline was slowing.  Corporate debt remained a problem and banks reluctant to lend.  
 

· There was a great deal of talk about the need to modernise the economy and emphasise 
innovation. Despite state emphasis on research and development (R&D), and ambitious 
investment plans, performance lagged considerably behind international competitors.  

 
· Medvedev has criticised inefficiency in recent expansion in large state controlled 

corporations and argued for priority for appointment of business professionals.  There 
remain no serious signs of reversal of this trend or greater transparency in the way state 
controlled holding companies are run.  

 
· Medvedev and more ‘liberal’ members of the government have argued for making life 

easier for foreign investors. Barriers to market entry remain high, though there are 
indications that access to some sectors may increase. Developments of this kind are likely 
to be limited. 
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· Debate continued about need for greater integration with the world economy. There 
seemed to be growing support for importing more foreign technology, and signs that this 
might be done, especially in the energy sector. 

 
Foreign and defence policy .  Discussion focused on repercussions of the Georgian war, the 
Obama impact on relations, and likely effects of Washington’s decision to drop national missile 
defence (NMD): 
 

· Moscow’s use of military force generally was judged disproportionate, and conclusions 
drawn about need for vigilance in Russia’s neighbourhood.   Recognition of Abkhazia and 
South Ossetia proved a diplomatic failure. Nonetheless, the West seemed to take more 
account of Russia’s special interests in the former Soviet space. Moscow was being paid 
greater attention, an important factor in Russian estimation. 

 
· After a slow start, relations with Washington had warmed markedly. Dropping NMD was 

seen in Moscow as a significant political gesture of intent. There were greater prospects 
of agreement on nuclear arms reductions, and global non-proliferation. There could well 
be further cooperation on Afghanistan and flexibility in Moscow’s position on Iran.  

 
Oil and gas .  The energy sector attracted considerable interest: 
 

· There had been declining demand for gas in Russia and abroad. Gazprom’s exports 
revenues fell from 66 billion dollars in 2008 to 42 billion estimated for 2009. The dispute 
with Ukraine had done lasting damage to price competition in European liquefied natural 
gas (LNG) markets.  This might mean further delays in the development of the Shtokman 
field but the company was proceeding with north and south stream pipelines. Sakhalin II 
had come on stream making Russia a LNG producer. 

 
· There were signs of greater opportunities for foreign partners with the right skills, finance 

and partnerships. 
 

· The Nabucco pipeline project was gathering momentum, though Caspian issues remained 
a problem. Azerbaijan production was unlikely to be sufficient to meet demand. 

 
· Russian oil production remained relatively stable; with Saudi cutbacks, Russia had 

become the world’s largest producer, generating pressure on Moscow from OPEC. 
 
Ukraine and Kazakhstan .  There was interest in the political and economic outlook for Ukraine 
and Kazakhstan, especially stability: 
 

· Ukraine.  Governance remains a major problem, with political in fighting and enmeshment 
of politics and corrupt business practice leading to low public confidence levels. The 
political class is absorbed by the race for the presidency, which Viktor Yanukovych 
currently leads.  While he might win the first round, Prime Minister Yulia Tymoshenko was 
likely to emerge as final victor in the second. Relations with Russia remain tense but 
unlikely to generate open conflict, with Moscow concentrating on expanding indirect 
influence through stakes in Ukraine’s economy. Pragmatic negotiations probably would 
prevail over attempts at political intervention. 

 
· Kazakhstan.  Kazakhstan remained the most stable Central Asian state.  President 

Nursultan Nazarbayev continued to make arrangements for a dynastic succession 
involving his daughter. Astana pledged to improve governance and human rights ahead of 
becoming the next chair of the Organization for Security and Co-operation in Europe 
(OSCE) in January, though reforms were unlikely to make much impact. The banking 
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sector remained unstable. Much state action, notably its takeover of the largest bank BTA, 
was political.South Asia:  

 
There were two main foci of discussion, namely: 
 

· the recovery of the Indian economy;  and 
 

· success or otherwise of the US-NATO ‘Af-Pak’ strategy. 
 
1.  Economy .  The Indian economy is well-placed to sustain 6-7% growth this year and into the 
foreseeable future. However, there are likely to be lasting consequences from the global 
recession: 
 

· Growth is being sustained far more by domestic than foreign demand and investment.  
 

· As a result, the economy is likely to turn inwards -- emphasising sources of internal 
growth and being less concerned with externalities.  

 
This is already to be seen in the National Rural Employment Scheme and in a proposed new tax 
code, which would reduce substantially the privileges of foreign investors. This new strategy has 
a good chance of success, but there are possible problems in the future: 
 

· Domestic demand is being sustained by a rapid increase in government debt -- with the 
total fiscal deficit rising to 12% of GDP.  

 
· Unless this is constrained or taxes increased in the near future, it risks crowding out 

private investment.  
 
Moreover, there are balance of payments risks since India has to service necessary import 
payments, for example, of oil. A further risk is the likely drift towards more protectionist policies.  
Nonetheless, the Indian economy’s mid-term future remains relatively optimistic, given the high 
quality of its human capital and advantageous position of certain industries (especially in metals). 
 
2.  ‘Af-Pak’ .  By contrast, there is little optimism concerning the ‘Af-Pak’ situation: 
 

· It is difficulty to identify the character of US-NATO strategy. The attempt to build a 
‘modern’ state in Afghanistan would require ‘occupation’ lasting many years and cut 
across simpler strategies of stabilisation and withdrawal.  

 
· US-NATO strategy needs to concentrate more on separating ‘moderate’ Taliban/Pashtun 

elements from ‘extremist’ groups, such as the ‘foreign’ al-Qaida, and also on building a 
stable economic base (which would involve coming to terms with the growing of poppy). 

 
The wisdom of linking the Afghanistan and Pakistan situations so closely is also questionable, 
given that the threat and significance of the Taliban to the state is different in each case: 
 

· Especially since the military operation in Swat, the Taliban is believed not to represent so 
vital a threat to the Pakistan state, but had been ‘put back in its place’. 

 
· However, there is little sign that Islamabad was committed to reducing the size of this 

‘place’ and of carrying the fight strongly into the Federally Administered Tribal Areas 
(FATA).  The promised campaign in Waziristan had been postponed for months and plans 
to bring the FATA under more central control remained preliminary.   
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The Taliban (and related ‘non-state’ militant groups) long played a positive role in giving the 
country ‘strategic depth’ against its traditional enemy, India, and as India’s star continues to wax, 
this role may become even more important. However, short of solid international guarantees of its 
security and a resolution of the Kashmir issue (which are unlikely), Pakistan -- and, especially, its 
dominant military agencies – will continue to regard India as its principal foreign threat, and 
behave accordingly. 
 
Pakistan problems .  There was also discussion of other problems related to Pakistan, 
particularly whether the new IMF programme would stabilise its economy: 
 

· Short-term benefits in cutting the budget deficit will be at the expense of long-term 
recovery in a context where GDP growth remains very low.  

 
· Ethnic problems in Baluchistan and Karachi threaten to weaken the authority of 

Islamabad, leading to the ‘hollowing out’ of the state into a series of quasi-independent 
franchises. 
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South-east Asia: 
Democracy and uncertainty 

 
 
Addressing the issues of twelve countries and their relations with larger neighbours generated a 
wide range of questions and interesting discussion: 
 
1.  Indonesia .  Indonesia attracted particular attention in the light of re-election of President 
Susilo Bambang Yudhoyono; his reduced reliance on coalition partners, leaving him free of 
obligations to political parties; and the transformation of the country’s image in recent years.  
Indonesia has achieved steady growth, though there is no prospect of a dramatic pick-up in the 
pace of growth: 
 

· The global crisis so far has had a modest impact thanks to a sound fiscal and banking 
situation. 

 
· Decentralisation and democracy have brought political and economic gains but also 

problems for the extractive industries and infrastructure development. 
 

· The fight against Jamaah Islamiyah has been mostly successful, and Indonesia could 
provide lessons in secularism for the Muslim world. 

 
Nonetheless, corruption and maladministration continue to impede growth. The Golkar Party 
remains fractious, highlighting problems posed by politics without ideology. Despite Yudhoyono’s 
standing, Indonesia displays a continued lack of regional leadership. 
 
2.  Thailand .  Thailand’s politics were a major concern. There is a modicum of stability under 
Prime Minister Abhisit Vejjajiva, who has invested heavily in rural healthcare and roads, but 
underlying issues have not been resolved; supporters of his exiled predecessor, Thaksin 
Shinawatra, regard him as an illegitimate puppet of the traditional Bangkok elite. The king’s 
health is a constant concern and succession is unclear. Political turmoil has had an economic 
impact, though the economy is broad based and with a relatively small government role. 
 
3.  Malaysia .  Malaysian politics is also at a possible turning point.  Opposition to the United 
Malays National Organisation (UMNO) has remained strong despite new Prime Minister Najib 
Razak, and its Barisan Nasional coalition partners are in disarray. Racial and religious divides are 
increasingly entrenched. There is a strong trade balance but major capital outflows and over-
reliance on government stimulus. 
 
3.  Singapore .  The question was raised of whether Singapore is as stable as it appears, even 
though the government is confident that the country is set to recover following severe recession.  
With layoffs affecting foreign workers disproportionately, Singaporean citizens have been 
shielded from the worst effects of economic crisis.  Nonetheless, immigration remains a key 
issue, along with income distribution, and an ageing population. 
 
4.  Philippines .  The Philippines has been a relative economic success. Growth continues and 
the fiscal situation has improved, but there is increasing reliance on remittances, weak 
investment, and high unemployment. Succession to President Gloria Arroyo remains unclear, as 
do the prospects for peace with the Moro Islamic Liberation Front (MILF). The Marxist New 
People’s Army (NPA) may be gaining strength. 
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5.  Vietnam . Vietnam continues to lead South-east Asian growth, recovering in 2009 from 
economic downturn in 2008.  The country still attracts North-east Asian and Western funding.  
Yet the country’s reserve cushion is small, and fiscal concerns persist. 
 
Economy .  On broader economic topics, there was the perception that post-1998 caution 
contained the fall-out from global crisis, particularly the existence of exchange reserves, quality of 
banks, and the ability to use fiscal measures to counter export slowdown.  Manufacturing exports 
have been hit badly, especially in Malaysia and Singapore, but are recovering.  Nonetheless, 
concerns persist about future export growth to ageing OECD and re-trenching US economies. 
There is likely to be pressure for further currency appreciation.  
 
Stock markets have rebounded but larger exchanges such as China and Brazil have stolen the 
limelight. Infrastructure weakness persists, especially in Philippines, Indonesia. There is an 
uncertain outlook for commodity exports. 
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Climate Change: 
Goodbye Kyoto 

 
 
Discussion focused on negotiations on a successor to the Kyoto Protocol, which expires in 2012. 
Climate policy is recognised now to amount to more than emissions targets. Negotiations are 
delicate in that they are attempting to address a number of long-term and near-term questions 
simultaneously, and involve elements with considerable scientific and economic uncertainty.   
 
Copenhagen conference .  Negotiators at the much-anticipated Copenhagen conference on 
climate change will be tackling three interlinked elements: 
 

· Greenhouse gas emissions. While climate policy encompasses more than emissions 
levels, the topic of emissions is critically important to climate change, and will remain the 
most contentious element of negotiations.  Negotiators have settled on articulating a 
'common vision' for long-term climate policy, which could involve setting a long-term 
emissions reduction target, be based on a collective judgment about what levels of future 
climate change would constitute unacceptable risk.   With some agreement on the long-
term goal, the question of near-term emissions commitments could be addressed. 
Quantitative elements are likely to be introduced, but the question remains whether such 
targets could be absolute, or intensity-based. It is unclear whether a single approach 
would be used for all parties. 

 
· Adaptation planning. Negotiators will discuss approaches to enhance adaptation-planning 

capacity, and provide additional funding and institutions for adaptation in developing 
countries.  

 
· Innovation and investment. International approaches to innovation might include 

collaboration on large technological research initiatives; and addressing intellectual 
property rights questions that might facilitate faster rates of technology transfer. 

 
Key negotiating perspectives are emerging: 
 

· United States. The United States will be reluctant to make strong commitments to any 
provisions not already embedded in US law, so the status of pending legislation will be a 
key determinant of engagement.  

 
· China. Beijing has set out its official position to support targets of up to 40% reductions by 

developed countries and has declared support for nationally appropriate mitigation actions 
from developing countries. 

 
· EU. The EU remains highly committed to a deal at Copenhagen, indicating that it will 

reduce emissions by 30% of 1990 levels by 2020 if other developed countries commit to a 
similar target.  

 
There are several possible outcomes: 
 

· An optimistic scenario would involve a framework deal with some details of medium-term 
targets; funds for adaptation; and some sort of commitment from major developing 
countries, with details finalised later, probably in Mexico next year.   
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· An alternative would see a watered down deal with weak long-term commitments to cuts, 
weak offers of money, very little from major developing countries, but progress on ‘sub-
agreements’, such as the Clean Development Mechanism (CDM) and reductions of 
emissions from deforestation (reducing emissions from deforestation and degradation 
(REDD).  

 
· A worst-case scenario would involve delegates, for example from Africa, walking out.  

 
Scientific developments .  There was also discussion of scientific developments relating to 
climate change, with three major groups identified: 
 

· New discoveries and understandings of atmospheric processes.  These include black 
carbon, which is soot from incomplete combustion, sourced from open fires and stoves, 
which warms directly in the atmosphere and encourages ice melt.  A recent publication 
suggests this could be second only to carbon dioxide (CO2) in terms of magnitude of 
warming. 

 
· New understandings about potential future consequences.  These relate primarily to 

disease.  While conventional wisdom states that disease spreads from the tropics to the 
poles, new research suggests that vector systems that drive disease in fact are extremely 
complex, with shifting patterns of disease meaning that some are increasing while others 
decline. 

 
· New mitigation and adaption technologies.  These include carbon capture and storage 

(CCS), for which technology is in place but still not cost effective; cellulosic biofuels; 
intelligent engineering; hydrogen and innovations to battery design. 
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The Balance of Power:  
Who’s on top? 

 
 

This panel’s remit was to investigate the contemporary balance of power, focusing in particular on 
the: 
 

· relative status of the United States; 
 

· rise of China; and  
 

· EU role.   
 
Five themes recurred in discussions: 
 
1.  US eminence . In contrast to a year ago, and despite the economic recession, the 
international eminence of the United States was underlined and the thesis of US decline heavily 
qualified. In terms of such key measures as fiscal strength, military prowess, cultural values, and 
technological innovation and development US dominance seem secure. 
 
This proposition had some important sub-themes: 
 

· Existing conceptions of decline may be too linear and overlook how a sharp exogenous 
shock can induce decline. 

 
· If economic recession becomes a period of prolonged stagnation then US fiscal 

dominance will be affected. 
 
2. Multi-dimensionality . ‘Balance of power’ remains an important concept but should be 
conceptualised as multidimensional, with some states scoring better on some dimensions than 
others; dimensions would include: 
 

· cultural and normative power; 
 

· ability to exercise soft power; 
 

· economic power; 
 

· military power, and  
 

· ideological influence. 
 
3. Decline of regionalism .  Regionalism is of much less significance than it seemed a year ago 
when high oil revenues gave some states economic weight; the main example of this change is 
Russia which, despite retaining a sense of ‘strategic entitlement’ to be present at any major 
international forum, had diminished resources with which to exercise this preference. 
 
4.  China’s emergence . The rise of China is undoubted but complex. The considered view was 
that China demands recognition as a major world power but did not wish to exercise a significant 
leadership role in the global order. There was much discussion of internal tensions facing China’s 
growth, in particular: 
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· the presence of nontrivial ethnic divisions and tensions; and  
 

· the dramatic differences in levels of development between parts of the country, the 
outcome of substantial uneven development between westernised urban areas and 
backward rural sites.  

 
China’s focus is at least as much on internal, domestic consumption based development as 
maintaining global presence. 
 
5. Bipolarity .  The character of the modern US-Sino bipolar world is not yet fully formed. It is not 
clear whether it will be conflictual, cooperative, or involve both sides hedging their options and 
interests? 
 
Sub-themes .  There were several important recurring sub-themes: 
 

· The decline in importance of regional powers -- India, Brazil and especially Russia -- in 
the wake of economic crisis and a new outward looking pro-multilateral administration in 
Washington repeatedly was observed. 

 
· The weakness of the EU as a political organisation capable of expressing single foreign 

policy positions and delivering them is an enduring concern; even the reform promised in 
successful Lisbon Treaty reform may produce a more obvious figurehead for the EU, but 
not necessarily more unified policy. 

 
· The uncertainty of international organisations and groupings such as the G20 in 

coordinating and responding to international political and economic crises was a theme. 
The UN role in the international system does not seem to have strengthened with the 
arrival of a more multilateral US administration; the G20 is a forum for expressing member 
states’ views  -- particularly those outside the G8 -- in international relations but cannot 
guarantee action on those views. Cross-national regulation of banking will be a key test. 

 
Pending issues .  The contemporary balance of power is still US-dominated but the global 
community faces numerous issues of enforcement (for example Iran’s nuclear programme) and 
change (for example, volatility in commodity prices producing fluctuations in regional power). 
There are several pertinent issues: 
 

· Demography.  Demographic trends are undervalued but fundamental. Pakistan will soon 
be larger than Russia in population, as will Turkey in respect to Germany. China faces a 
massive old age crisis because of its ‘one child’ policy; Europe’s aging profile -- now 
reproduced in Eastern Europe -- is well known. The United States is better placed 
because of its immigrant population but still has an age profile toward the elderly. These 
trends may shift basic parameters in the global order. 

 
· Dollar.  Considerable time in each session was spent reviewing the position of the dollar 

both as the international reserve currency and a measure of US strength; conclusions 
favoured the resilience of the dollar as the reserve currency and emptiness of Chinese 
sabre rattling about an alternative. 

 
· Black swans. ‘Black swan’ type probabilities absorbed some. Two issues emerged: the 

suddenness with which a major change can occur -- for instance, if the dollar’s value were 
dramatically to fall; and exogenous shocks to political institutions -- for example, the effect 
of prolonged mass unemployment in mobilising left or right extremist movements.  
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Who’s on top ? The answer throughout the sessions was the United States. The only serious 
rival, China, is trammelled by its non-democratic character and unwillingness to be a leader in the 
global order. 
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Global Economy: 
Bouncing back 

 
 
The continuing financial crisis dominated Conference discussion, which focused on: 
 

· short- and medium-term prospects for the world economy and major individual 
economies, including ‘exit strategies’ (that is, a reversal of the current expansionary 
stance of monetary and fiscal policy); 

 
· longer-run consequences in terms of lost output and a possible rise in the equilibrium 

unemployment rate; 
 

· need and prospects for fiscal consolidation;  and 
 

· institutional/regulatory reform designed to make future crises less likely and/or less 
severe. 

 
Short- and medium term prospects .  Most discussion focused on the United States, China and 
Western Europe, though other individual economies also were discussed (among them South 
Africa, Canada, Australia, Brazil, Korea, and Japan): 
 

· One difference across countries is the extent of fiscal loosening.  
 

· Another is between countries where fiscal loosening has relied mostly on the automatic 
stabilisers (eg Western Europe) and those where discretionary policy has been more 
important (the United States and China).  

 
There is continuing argument as to how effective expansionary fiscal and monetary policy has 
been, and will prove to be. Sceptics point to the fact that unemployment has risen extremely 
sharply despite the stimulus; they claim this demonstrates that macroeconomic policy -- 
especially fiscal policy -- is ineffective.  
 
On the other side there are those who point to the same unemployment data and draw the 
conclusion that not enough is being done and more vigorous policy is called for. (The debate in 
the United States between John Taylor and Christina Romer exemplifies this disagreement.) The 
consensus view is that expansionary policy is called for and is proving effective. 
 
‘Exit strategies’ .  Different countries will begin unwinding their expansionary policies at different 
times and speeds.  Australia is a likely early mover in this respect, since policy to stimulate 
consumer demand appears to have been quite successful and the economy is benefiting from 
buoyant demand for commodity exports (driven, in large part, by the scale and focus of China’s 
fiscal expansion). 
 
One consequence of the uncoordinated sequencing of ‘exit strategies’ will be large swings in 
exchange rates. This will be a particular problem for economies that are ‘open’, but there will also 
be implications for different regions (and, in the EU context, countries) within relatively less open 
economies, such as the United States and the euro zone. 
 
Long-run consequences .  Even if growth rates return to historical averages in the medium run, 
output lost during recession will be gone forever. Moreover, past experience suggests that 
unemployment created during major recessions is not simply reabsorbed in the recovery: 
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· Some of the unemployed will not find work again or, if they do, it may be in jobs where 

their skills are underutilised.  
 

· Discouraged workers will leave the workforce, taking their skills with them.  
 

· Younger workers who cannot find jobs will not be able to develop on-the-job skills.  
 
The effect will be a rise in the ‘equilibrium’ or ‘non-accelerating inflation’ rate of unemployment. 
The adverse effect may last for many years, during which it will depress output and constrain 
policy. 
 
Need for fiscal consolidation .  For the OECD as a whole the fiscal deficit is expected to be 
7.7% of GDP in 2009 and 8.8% of GDP in 2010; in some countries (notably the United States and 
United Kingdom) deficits will be much higher.  
 
Despite forecasts of growing deficits, the cost of servicing debt remains low (though this is due, in 
part, to the way central banks have supported bond markets). Moreover, evidence from the 
1990s suggests that fiscal consolidation of the scale needed now is feasible: 
 

· Fiscal consolidation in the Euro area in the 1990s (on average, 7.6% of GDP) is about 
what is required now for the OECD areas as a whole.  

 
· This may be seen as an encouraging comparison.  

 
On the other hand, the effort required in some countries (in particular, the United States and the 
United Kingdom) is approximately twice that they achieved in the 1990s. 
 
Institutional and regulatory reform .  There are various proposals for reforming the international 
financial system and imposing new regulatory regimes: 
 

· Some radical plans call for a new ‘Glass-Steagall’ arrangement separating the activities of 
investment banks from those of retail banks.  

 
· Other proposals envisage an enhanced role of international supervision of financial 

institutions and transactions.  
 
There is debate about the feasibility of different proposals. Regulatory responses to previous 
crises often generated unintended consequences, and the same is likely to be true of the current 
crisis.  
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Terrorism: 
Diminishing threat? 

 
 
Conference discussions indicated that people are becoming accustomed to living in a world in 
which terrorism is one of many problems: 
 

· This is a natural development -- the United Kingdom experienced it over Ireland. 
 

· Partial acceptance blunted the effective edge of all but spectacular terrorist attacks.  
 
While there is no doubt that the Islamic jihad and its focus on the West remains a source of latent 
anxiety, there is concern about whether al-Qaida remains a force to be feared: 
 

· The relatively small number of attacks against Western targets outside Iraq and 
Afghanistan have brought some hope, or at least a decline in alarm.  

 
· Iraq and Afghanistan seem to have absorbed substantial al-Qaida capacity, though it is 

not clear for how long.  
 
There are encouraging factors, perhaps most importantly the change of atmospherics in US 
policy President Barack Obama has introduced. This has quietly improved the effectiveness of 
‘hearts and minds’ efforts that have been growing and spreading over the last few years. 
Moreover, thanks to effective counter-measures, al-Qaida no longer is able to act as global 
recruiter, trainer and ‘headquarters’ for planning and controlling attacks globally: 
 

· Local groups using al-Qaida as an icon now seem responsible for much jihadist effort.  
 

· From the point of view of Western security this development is encouraging in that groups 
concerned want to mount attacks against local opponents in pursuit of local causes, rather 
than the West.  

 
Unknown risk .  As often with terrorism, much of the danger lies in what is unknown: 
 

· Al-Qaida itself apparently has been reduced to a core, but, so long as it survives, the 
focus will remain the West. Its aim will be to conduct or encourage spectacular attacks -- 
such as the pre-empted 2006 airliners attack.  Al-Qaida (or its sympathisers) will continue 
to research innovative methods of attacks, including biological, chemical and nuclear 
systems. 

  
· Jihadist recruitment is spreading globally, for example in Pakistan, Afghanistan, Algeria, 

Morocco, the Palestinian territories, and other Arab countries; and Thailand, India, 
Indonesia, Central Asia, Russia, China, Europe and North America (which is now showing 
signs of self-generated efforts).  Many of these countries have youthful populations and 
high unemployment. The ‘hearts and minds’ efforts among non-Islamist Muslims will take 
a long time to reach these audiences let alone convince them, and there will always be 
groups who are too isolated or radicalised to be reached. 

 
· A current worry is that if life becomes intolerable for al-Qaida in the ungoverned areas of 

Pakistan there may be room for it in failing states, such as Somalia and Yemen. There is 
still no way to control such places without occupying them.   
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There is no easy escape from these dangers, but many of them are focused not on the West, but 
rather local systems. As and when Western policy becomes less intrusive to the Muslim world, it 
may be possible, with a major ‘hearts and minds’ effort, to destroy the factors that have made the 
jihad against the West so attractive to many Muslims. This will leave many problems unsolved, 
but could undermine al-Qaida severely. 
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