SW_BRE_E1_110609_p02 C M Y K

2

Thursday, June 11 2009 BUSINESS REPORT

Opinion&Analysis

TT QUOTE OF THE DAY

Bad times have a scientific value. These are occasions a good learner would
not miss. – Ralph Waldo Emerson, US author and philosopher (1803-1882)

Hard to believe Japan hosted Kyoto protocol talks
BUSINESS
WATCH

W

HILE Washington’s climate denialists have made
way for a US presidency
that is bringing far greater
focus to greening the economy, on the opposite side of the world, US
ally Japan appears to be going the other way.
Prime Minister Taro Aso yesterday announced a carbon emissions reduction target of 14 percent from 2005 levels, equating
to emissions cuts of about 8 percent from
1990 levels.
More than a decade ago, Japan pledged
a 6 percent cut by 2012, as outlined in the
Kyoto protocol, which was signed in that
nation’s cultural capital. So the latest announcement represents barely a nudge in
further emissions reductions until 2020.
Then again, a pledge does not amount
to much if it is not honoured. Japan’s
emissions are currently about 6 percent
above 1990 levels.
The developed world is being urged to
take bold action that would to persuade
developing economies to follow suit, but
Japan has snubbed this call. Instead, it is
favouring the interests of its powerful

industrial lobby over, firstly, the wishes of
six out of 10 Japanese to take stronger
action on climate change (according to a
recent poll) and, secondly, the interests of
the poor in the developing world to limit
rising average temperatures.
It seems to be taking a short-term
attitude for an island nation that is itself
threatened by rising sea levels.
Aso’s stubborn stance perhaps reflects
the dark side of the fact that the Copenhagen negotiations for a post-Kyoto deal on
global warming later this year will come
amid a global recession in much of the developed world.
The brighter side of the financial crisis
for clean technologies has been the green
emphasis in much of the economic
stimulus packages put in place by developed countries.

Time to ruffle feathers
Annual general meetings (AGMs) in Ireland have become a little more exciting
since the financial meltdown that speeded
up the demise of the Celtic Tiger last year.
A few weeks ago a frustrated pensioner
attending the AGM of Allied Irish Bank
(AIB), one of the two largest in the country,
decided things had gone beyond words and
pelted the chairman with rotten eggs.
He was egged on – as it were – by the
prospect of facing old age in near penury,
as his very long-term investment in AIB
shares had been just about wiped out.

It seems to be taking
a short-term attitude
to climate change
for an island nation
that is itself threatened
by rising sea levels

appearance. Irish institutional shareholders are appallingly inactive and seem to
prefer a quiet existence. page 3

Money is indeed power

The largest media group in Ireland, Independent News & Media (INM), never
enjoyed the sort of blue chip status among
investors as AIB had, so the INM board will
likely be spared the egg embarrassment.
Nonetheless, the collapse of the INM
share price will have caused much hardship
to many shareholders. They will no doubt
be extremely keen to know what progress
has been made to secure the group’s very
precarious financing situation.
The reality, of course, is that in this
particular case the AGM is just a sideshow
to the real event, which is being played
behind closed doors and includes only the
group’s financiers.
Whatever happens at tomorrow’s AGM,
it would probably be considerably more
useful to shareholders if local investor
activist Theo Botha were able to make an

The National Energy Regulator of SA
(Nersa) will be doing us all a disservice if
it does not make Eskom resubmit its
application for a price increase with a
thorough, transparent and in-depth justification for its call for a 34 percent hike.
From the two days of hearings at Nersa
so far this week, it is clear that the power
utility expects to use its application,
submitted more than eight months late, to
bulldoze through a hard-hitting increase in
power prices.
Eskom’s rocketing operating costs
could point to the fact that management
has simply lost control of them.
Such a possibility will indeed ultimately have the effect of pushing up power
prices at a time of a recession.
Over the six years to March 2012,
Eskom is forecasting its operating expenditure to increase on average by 32 percent
a year – nearly four times the rate of
consumer inflation – despite lower prices
for both oil and coal.
Jacob Maroga, Eskom’s chief executive,
says the group’s operating costs are
increasing because of changes in the
acquisition of coal and the much greater
distances now required to transport the
fuel to power stations. In other words, there

be detrimental to economic performance.
With the benefit of hindsight, few people now doubt that the way into the current
economic crisis was riddled with key sectors turning blindly optimistic. Just take
the assumptions that sport utility vehicles
could carry the US vehicle industry forever, or that giving home mortgages to
people without the financial means to pay
for them would support the US housing
industry in any sustainable fashion.
On that front, we Europeans usually do
a better job. Given our general penchant to
be doubtful, it is very hard for us to be
more than guardedly optimistic.
A key question in the global economy is
whether Americans will preserve their
customary optimism. Viewed from a
household perspective, doubts seem to be
warranted. Americans are overindebted,

incomes have stagnated and, given the
country’s overall wealth level, the infrastructure is astonishingly weak.
In addition, the rise of China, India,
Brazil and other large nations is increasingly viewed as stunting the economic
growth potential of the US because growth
dynamics are shifting to other continents.
But even the large budget deficits that
are now on tap for years to come must be
kept in proper perspective. Many of the reforms now under way in the US (in the
health care sector, the financial industry
and the infrastructure sector) are bound to
raise the efficiency of the economy over
the medium and long term.
The European experience indicates
that smartly structured benefit levels can
indeed improve productivity. If workers,
for example, don’t have to be worried

is a coal management problem.
Maroga says Eskom delayed its application because it was trying to work out
how to fund its expansion. However, he and
his team should have secured all the
funding they needed before he turned a
single sod of earth to build any of Eskom’s
new power stations.
In the rush to build new capacity,
Eskom appears to have failed to do its
funding homework, implicitly assuming
that the public would bail it out with substantial power tariff increases.
Without such funding, Maroga’s new
stations are going to end up incomplete –
another tremendous waste.
The real reason for Eskom’s delayed
application is likely to be that it wanted to
hold off until after the elections, thus avoiding the political consequence of a large
power tariff increase. Eskom applied to
Nersa on May 5, 13 days after election day.
Mthobeli Kolisa, the executive director
of infrastructure services at the SA Local
Government Association, said on Tuesday
that the delay in Eskom’s application had
raised concern that a “chaotic and incoherent approach” was the norm for the electricity sector.
The late application caused havoc with
the budgetary processes of the 187 municipalities, which consume 40 percent of
Eskom’s power. page 3
Edited by Peter DeIonno. With contributions by
Ingi Salgado, Ann Crotty and Justin Brown

Americans’ habit
of optimism works
beyond the US too
KEEPING
HOPES UP
Klaus Zimmermann

A

KEY ingredient in the debate
over the paths to global economic recovery is the debate
over optimism versus pessimism. That debate is carried
out vigorously all over the globe, including
in South Africa.
But what about the sentiments of two
of the world’s major trading partners, the
US and Europe?
With the advent of Barack Obama’s
presidency, in many ways the US and Europe have moved closer together in economic and social policy concepts.
This is primarily due to three factors:
first, a general European trend over the
past two decades to emulate more of the
market-based approach of the US. Second,
the strategic preference of the Obama administration to strengthen the rights of
the consumer, while becoming tougher on
corporations. And third, the fallout of the
current recession, which is forcing US policy makers to opt for considerably more
state spending than has been customary,
whether to support the rather weak social
safety net or to provide financial aid to
ailing companies and industries.
These increasing similarities aside, one
basic difference remains as pronounced as
ever: when in doubt, Americans, by and
large, take an optimistic view of the challenges ahead, while we Europeans tend to
take a more pessimistic perspective.
This basic difference in attitude matters
a great deal to the global economy, because
it has significant economic effects. With unemployment at a 25-year high, US headline
writers and market commentators are
feverishly looking for signs of a turnaround. Larry Summers, the director of the
National Economic Council and the top US
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economic strategist, seems to have a special
knack for coming up with a steady supply of
new inspirational analogies to boost Americans’ confidence and position the country
for an economic turnaround.
Meanwhile, the European side feels
caught in a trap. After first believing that
the continent would escape this “made in
America” financial crisis – a rare moment
of European optimism, if you will – our
economies were caught with a vengeance
by the downturn. So we are now roundly
criticised for failing to recognise the depth
of the recession, and hence playing catchup on everything from the size of stimulus
packages to interest rate cuts.

Given its quite rosy growth
assumptions for next year,
the Obama administration
has a keen interest in
more positive thinking
about the economy
Why do these differences in economic
sentiments and society-wide response
mechanisms matter? Ultimately, it’s all
about the bond markets.
On either side of the Atlantic, a key
concern is to secure financing for what are
bound to be very large bond auctions to
deal with the recession. There is nervousness among finance ministry officials in all
major nations that investors are concerned
about the size of those auctions, future
economic growth prospects – and the low
interest rates being offered for long-term
obligations.
Given its quite rosy growth assumptions for next year – and in light of the 2010
mid-term congressional elections – the
Obama administration has a keen interest
in more positive thinking about the economy, while always taking great care not to
appear too optimistic.
It is certainly painfully aware of the
danger that an abundance of optimism can
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gravely about whether they have sufficient
health insurance, they are more productive. A more diversified transport infrastructure, including high-speed trains,
improves the quality of life – and the
nation’s productivity.
All this is why, on balance, despite the
current doom and gloom, US policy makers
seem quite justified in their focus on
strengthening the somewhat shattered roots
of American optimism. And that is something that matters far beyond US borders.
This optimism, if realistically applied,
may turn out to be the most redeeming and
vital American virtue. As we would
painfully learn in its absence, it is a global
public good of the highest order.
Klaus Zimmermann is the president of the DIW
(German Institute for Economic Research) in Berlin

New regime
presses right
buttons for
environment
GREEN
AGENDA
Ingi Salgado

S

WEEPING changes within the new
ANC government have the potential to reform the departments with
oversight of functions correlated to
the natural environment.
The first and most overdue change is
the separation of minerals and energy into
two separate units, suggesting that the new
administration is serious about a future in
which South Africa’s energy needs are not
supplied exclusively by mineral resources.
I hope it’s not just wishful thinking that
the appointment of Energy Minister
Dipuo Peters may have had at least a little
to do with her previous position as premier of Northern Cape, the province with
the greatest potential for solar power.
That she is a known factor could be
handy when the time comes to secure vast
tracts of land and community support for
building a solar industry – not that such
buy-in is likely to be a significant challenge, given the job creation potential of
concentrated solar thermal power stations,
from building equipment to maintaining
facilities. But her ties to the region could
nonetheless work in favour of this fledgling industry.
All of this will depend in large part on
her counterpart at Economic Planning,
Ebrahim Patel, who must translate his
stated optimism for green jobs into an
effective policy.
The new Minister of Water and Environment, Buyelwa Sonjica, was a bit of a
surprise appointment, even though she
knows the water portfolio from a previous
stint as minister of water affairs and
forestry. Sonjica, who is also a former minister of minerals and energy, will have to
do something spectacular to erase the
recent memory of her divisive dismissal of
objections to titanium mining along the
Wild Coast as the work of “rich whites”.
Nevertheless, the surprise lay less in
who got the job than who didn’t.
Marthinus van Schalkwyk, the former
minister for tourism and environment, lost
the second part of his title.
It was a function he had excelled in on
the global stage. He stood up to the developed world on climate change and he led efforts to get developing countries to speak
with one voice in the run-up to a global
deal on climate change at the end of this
year. It’s a bit like disqualifying a Comrades Marathon runner from the race as
he enters the last 10km stretch.
The rationale may have had something
to do with wanting to change perceptions
that the environment is a white man’s concern, that efforts to preserve ecosystems
come at the expense of the development
required to create jobs and reduce poverty.
It’s less easy to use this argument if a
black woman is the one pushing for environmental integrity.
The coupling of water and environment
makes a lot of sense. It will allow for the
amalgamation of South Africa’s two environmental inspectorates, the Green and
Blue Scorpions, and for the simplification
of securing water permits and environmental clearance from just one department. It may even make way for the
understanding that water comes out of
ecosystems rather than dams.
The amalgamation of forestry, fisheries
and agriculture is in theory also a good
planning move, allowing for a common
regime to manage our natural resources.
There is general feeling that a major
structural reform is being engineered, one
that goes beyond cosmetic changes. At the
centre of it all lies the National Planning
Commission, through which all policies
must be cleared and aligned.
Of all the changes, that may end up
being the most significant for the future of
our natural resources.
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Desperate motorists driven to inventive insurance scams
DRIVEN to desperation, a growing number of financially
strapped car owners in the US are
torching, sinking or ditching their
vehicles and then reporting them
stolen to cash in on the insurance.
Sports utility vehicles have
been found ablaze in the Nevada
desert, cars have been dumped in
a Miami canal and a BMW was
discovered buried in a field in
Texas. Some vehicles have been
parked in the path of a hurricane.
Known as owner give-ups, the

scams have increased even as vehicle thefts dropped nationally – a
sign that the deepening recession
is pushing the trend.
Authorities said most of the
false claims were filed by firsttime offenders looking for a quick
financial fix with little regard for
the consequences.
“We see people doing this kind
of crime who ordinarily wouldn’t
steal candy from a store,” said
Tom Reilly, a sheriff ’s investigator
in Dallas County, Texas.

Experts said the billions of
dollars in insurance losses were
actually recouped from honest
consumers as premium increases.
Two years ago, Las Vegas detectives were looking into two or
three cases of suspicious motor
theft a week. But in the past two
and a half months, they have investigated 83 such cases and made
11 arrests – more than a threefold
increase, according to Lieutenant
Bob Duvall, the head of the city’s
motor theft unit. – Sapa-AP

