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INTRODUCTION

EbuarDO SERRA REXACH

dinating the papers that make up the Strategic Panorama which,

as usual, is the result of collaboration between the Instituto de
Estudios Estratégicos (IEEE) of the Ministry of Defence and the Real
Instituto Elcano (RIE). The panel of specialists chosen as contributors
to this year’s Panorama is furthermore a good example of the progres-
sive collaboration between Spanish institutions for purposes of general
interest which, in my view, is very good news. Indeed, in addition to the
Ministry of Defence and the RIE, other contributors to this edition are
the think-tank INCIPE, through its director, and two universities, that
of Granada and the Universidad Nacional de Educacién a Distancia
(UNED), each through a professor.

This is the fourth consecutive year | have been entrusted with coor-

Like last year, 2009 was marked by the economic crisis resulting from
the financial turmoil that erupted in the United States in summer 2007.
Nevertheless, the violent storm unleashed in 2008, which aroused fears of
a total collapse of the financial system, has now given way to a lingering
fog which looks set to start lifting soon. Last year we quoted the United
States Director of Intelligence, who stated in his address to Congress on
February 2009 that the instability deriving from the financial crisis is the
biggest threat to national security in the short and medium term, more
so than terrorism. Indeed, not only because of the political instability the
economic crisis can cause—and is causing, but also because it can fuel
Islamist fundamentalism on the one hand and contribute to the creation
of new failed states on the other, it multiplies existing threats. And by
requiring other budgetary efforts to be stepped up, the crisis can likewise
trigger a reduction in the security and defence spending of the most deve-
loped countries, adding to the possibilities of war. We have therefore again
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Introduction

included a chapter on the economic crisis, the author of which is Federico
Steinberg, senior analyst at the Real Instituto Elcano.

Now that we are in the throes of the crisis that emerged in summer
2007, the basic question is to determine at what stage we are at—whether
recovery is close or, on the contrary, whether the immediate future can be
expected to be no different from the present. Fortunately, states Steinberg,
everything would appear to indicate that government measures are brin-
ging about the beginning of an improvement in the economic situation.
The IMF estimates that all the economies could return to growth in 2010
(especially the emerging economies) and international trade, following a
slump, seems to be starting to pick up. But it also seems certain that the
advanced countries will need to get used to living with lower growth rates
than in the past and therefore with a lower rate of job creation. In parti-
cular, the current situation in which it is the public sector that is keeping
economic activity going should not continue indefinitely, and the problem
is thus pinpointing the best time to withdraw the public stimuli that have
achieved and are still achieving such good results.

Be that as it may, although recovery appears to be near, major risks
remain: a) the process of deleverage and recognition of losses in the finan-
cial system has yet to be completed, which could lead to the stagnation of
credit in wealthy countries; b) countries dependent on external financing
(among them Spain) could have difficulties obtaining capital; c) energy pri-
ces could begin to creep up even before recovery becomes consolidated;
and d) finally, unemployment will continue to be high in both the United
States and Europe, especially Spain (nearly 20% in 2010).

The author remarks that fortunately, despite substantial pressure,
governments have managed not to succumb to the temptation of pro-
tectionism and in this connection he acknowledges the very prominent
role played by the World Trade Organisation (WTO). Even so, international
trade has been one of the main victims of the crisis (it is estimated to have
shrunk by 10% in 2009, a figure not witnessed since the 30s). Having
withstood the protectionist temptation is particularly important because
although protectionism did not cause the Great Depression of 1929, it is a
proven fact that it exacerbated it. Indeed, the escalating protectionism of
the period caused international trade to slump by 33% in real terms and
caused a 14% drop in every country’s GDP. This was an important, albeit
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painful, lesson to the international community: that governments’ well-
meaning attempts to protect employment and counter the fall in activity
actually resulted in greater unemployment and poverty, which were an
excellent breeding ground for nationalism and the world war that ensued.
This underlines the very positive effects of the WTO’s efforts, as does the
fact that it is precisely the non-member states which are most hampering
the proper working of the organisation.

There are other players beside the WTO involved in the current stru-
ggle to keep protectionism at bay. Globalisation itself has acted effectively
against it: multinationals which import intermediate products, for which a
rise in tariffs signifies greater costs, have acted as pressure groups against
protectionist measures. Steinberg is thus strongly in favour of concluding
the Doha round.

The author goes on to discuss the debates which have arisen as a

result of the economic crisis and basically studies three:

1) The first involves exit strategies, that is, how and when to withdraw
the huge monetary and fiscal stimuli put in place to offset the fall in
private demand. The problem is that if these stimuli are withdrawn
too soon, it is possible (as occurred after the crisis of 1929) that the
global economy could again collapse; the risk is the opposite if the
stimuli are maintained for too long, as this would cause public defi-
cit and debt to rise to stiflingly high levels leading to a new asset
price bubble. There is a certain amount of agreement that they
should not be withdrawn until the middle of 2010, although the diffi-
culty of pinpointing the most appropriate moment is recognised.
The other question is which stimuli to withdraw first, fiscal or mone-
tary. Steinberg is in favour of starting with fiscal stimulus as a rise
in interest rates would hamper recovery. Basically, we need to start
«handing over» to the private sector, but maintaining credit facilities
for a time.

2) The second debate is partly linked to the previous one as it refers
to the gaping hole the measures to overcome the crisis have left in
public coffers. The author, with good judgement, holds that uncon-
trolled growth of debt is always very dangerous but will be even
more so in the coming years as the post-second-world war baby-
boom generation begins to retire. He believes that this requires
action on two fronts:

a) Institutional reforms to ensure fiscal consolidation by guaran-
teeing high budgetary surpluses during an expansive period.
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To this end he proposes the widespread adoption of legislation
such as the Spanish Law on Budget Stability (Ley de Estabilidad
Presupuestaria) or the European Stability and Growth Pact and
the establishment of independent Fiscal Councils such as the
Central Banks.

b) And structural economic reforms to speed up the growth of the
developed economies, especially those of Europe. In this respect
he underlines three basic areas where they are needed: labour
market reform: increased investment in R&D and improving how
these investments are used; and promoting greater competition,
especially in the services market.

The last topic of debate is the future of the dollar as a reserve
currency as it has been in the past decades. Indeed, the crisis
marked a sudden interruption in a continuous process—the steady
depreciation of the dollar owing to America’s huge current account
deficit and the consequent accumulation of dollars by the central
banks of the emerging economies (especially China), which had
reached the point of considering the need to diversify their reser-
ves. However, the panic that swept over the markets following the
bankruptcy of Lehman Brothers spurred a flight to security leading
to a substantial appreciation of the dollar. Now that the markets are
back to normal the depreciation of the US currency has returned,
but this has not prevented discussions about which currency—if
any—should take over from the dollar as reserve currency; all eyes
are on the euro in this respect, but as the author aptly points out,
although it would be in Europe’s interests to be able to finance its
deficits practically at zero cost, ousting the dollar is not viewed as a
real possibility: the euro is a weak, «orphan» currency as Steinberg
calls it, without an army behind it to provide the necessary backing
of force. The fact is that the dollar clearly continues to dominate the
international markets, although the role of the euro can be expected
to gradually increase in importance.

The author ends his study by analysing the effects of the crisis on the
international economic order:

1)

The first of these is what the author calls «the return of the nation-
state». Whatever the origin of the crisis and whoever is responsible,
what seems clear is that we are embarking on a period of more
state and less market. Over the past few years, as globalisation
intensified, power has become diluted in the world economy: the
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nation-states were losing power both «upwards» (to supranational
organisations) and «downwards» (to multinationals, NGOs, rating
agencies, independent regulatory bodies and in cases like Spain
to regional authorities), but above all to the «market». The crisis,
states the author, appears to have ground this process to a halt:
the action taken by states in programmes to bail out the financial
system, fiscal stimulus packages and regulatory reforms has resto-
red their legitimacy to impose their criteria on the markets. The final
outcome is unknown—it is not even known whether this new path
is the right one, but the change of direction is already a fact.

The second major consequence is the transformation of the former
G-7/G-8 into the new G-20 as the regulatory body of the world eco-
nomy; this is a phenomenon which had been brewing ever since the
start of globalisation and the subsequent appearance of the emer-
ging economies and denotes, as stated in a previous edition of the
Strategic Panorama, the loss of power of the developed countries.
However the crisis has suddenly revealed the need to incorporate
the emerging powers into the regulatory bodies. This led to the
consolidation of the G-20, which has met three times in less than
a year—a fact which should be regarded as excellent news as it
accords the organs of economic governance greater legitimacy and,
consequently, greater effectiveness.

Finally, the crisis has granted a primordial role to the IMF, allowing
the institution to increase its budget and improve its courses of
action, although it has also highlighted the need for a substantial
internal reform to make it more representative and, accordingly,
boost its legitimacy and efficiency.

The author ends with a reference to the implications of the crisis for

the European Union, which, he states, was prepared neither for the finan-
cial crisis nor for the ensuing economic recession. On the contrary, the
crisis has pushed up unemployment and reduced Europeans’ well-being.
Basically, Europe has become impoverished with the crisis.

But the crisis is also an opportunity—which is how Steinberg sees

it—to win back a certain amount of political leadership. Indeed, in addition
to what has been stated with respect to the possibilities of the euro, the
necessary increase in the representativeness of the institutions of gover-
nance and the foreseeable climate of dialogue fit in well with the European
Union’s soft power, although this requires it to give shape to a common
position, at least on economic matters.
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The economic crisis was not the only salient feature of 2009. Although
climate change is a permanent and ongoing problem, the holding of
the Copenhagen Summit in 2009 made it a focus of attention. The size
and possible effects of this problem in a broad range of spheres and its
indisputable relationship with energy on the one hand (the cause of a
significant portion of the phenomenon) and the environment on the other
(directly affected by climate change) have made this the second subject
dealt with in this year’s Strategic Panorama.

Yolanda Castro, newly appointed professor of Applied Physics at the
University of Granada, has addressed this subject together with collabo-
rators Sonia Raquel Gamiz Fortis and Maria Jesus Esteban Parra. The
authors distinguish, with scientific rigour, between «detected» climate
change and consequences for natural and human environments on the
one hand and «projected» climate change and its related impacts on the
other. They go on to analyse the socioeconomic aspects of climate chan-
ge (depletion of resources, damage to infrastructure and, finally, migra-
tion), and end by discussing the security implications.

The first point to stress about their study is that climate change is not
only a threat in itself to security and the very survival of the planet. It is also
a multiplier of threats which exacerbates existing tension and instability (as
stated by the Secretary General of the Council of the European Union) and
in this respect it bears a similarity to the economic crisis.

As for the current situation, Yolanda Castro analyses in detail the
increase in atmospheric concentrations of carbon dioxide and also of
methane and nitrous oxide deriving chiefly from the use of fossil fuels and
changes in agriculture.

A direct and immediate albeit not exclusive consequence of these con-
centrations is global warming, which is measured and recorded (since 1850)
and affects not only the atmosphere but also the oceans and the cryosphere,
although it is not distributed evenly across the planet. A consequence of this
warming is the rise in sea level, of which there is also empirical evidence.
The same is true of other atmospheric phenomena such as cyclone activity
and droughts. The impact of all this on natural and human environments is
variable in quantity but displays a trend that leaves little room for doubt.

As for projected climate change, the authors refer to the various scena-
rios established by the special report of the International Panel on Climate
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Change (IPCC), ranging from the assumption that all gas emissions are
immediately frozen to the various alternatives depending on economic
growth, trends in world population and the speed at which new technologies
are introduced. In any event shrinkage of sea ice, a decline in snow cover
and greater warming of land than sea areas are considered to be results of
this climate trend. Likewise, more frequent extreme weather events, heat
waves and tropical cyclones are considered likely, as is an increase in pre-
cipitations at higher latitudes and a decrease in subtropical regions.

Yolanda Castro lists the main impacts of these projected climate chan-

ges:

a) On freshwater resources: more areas affected by drought, a decli-
ne in water supplies stored in glaciers and snow clover and redu-
ced availability of water chiefly at some mid- and lower latitudes.

b) On ecosystems: greater risk of extinction of species (both plants
and animals).

c) On agriculture and forests: increase in crop productivity with slight
temperature increases (between 1° and 3° C) but a major decrease
beyond that. More frequent droughts and flooding will affect crop
production negatively at low latitudes.

d) On coastal systems: the most important aspect is flooding, which
will affect many millions of people.

As is only to be expected, all these impacts will affect many human
activities:
a) Depletion of resources.

1) Basically water, leading to social unrest and major economic
losses, as well as regional tensions.

2) A decrease is also expected in world fish reserves and, in gene-
ral, a rise in food prices, especially from 2050 onwards.

3) Another resource that will be significantly affected by climate
change is energy, although the impacts will vary greatly accor-
ding to the source. While there will be pressure against the use
of energy derived from fossil fuels, a substantial rise in renewa-
ble energies is expected (and is already occurring). The authors
advocate reconsidering nuclear energy.

b) Damage to infrastructure, especially in areas affected by coastal
and river flooding, examples being ports and oil refineries.
c) Mass migrations. Droughts, food shortages and flooding are expec-

ted to cause mass displacements of people and could cause 200

million refugees by the middle of the century.
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The authors go on to examine the security implications of climate
change. Indeed, as the United Nations Security Council has stated, «cli-
mate change is transforming the concept of security» and this is hardly
surprising. If we analyse the impacts of climate change we find that some
have immediate repercussions on collective security.

Major security implications are as follows:

1) lllegal immigration, which will require greater protection at interna-
tional borders.

2) Migration-related crime owing to the fact that the illegality of immi-
grants’ situation is often associated with illicit conduct such as
organised crime and trafficking in people and drugs.

3) Racial rejections of immigrants, who are seen to endanger the host
country’s own culture or even its economic situation.

4) Extreme weather events. The worrying number of lives which the
World Meteorological Organisation estimates are claimed by natu-
ral disasters (nearly 250,000 people) could be increased by these
extreme phenomena.

5) Eco-terrorism, that is terrorism in defence of nature, is a threat that
is already a reality and is gradually giving rise to laws banning it.

The study lists the territories that will be worst affected by clima-
te change which, once again, unfortunately appears to be striking the
weakest areas particularly hard: Africa (loss of cultivable land, drought and
shortage of water), Southeast Asia (where more than 2 billion people live in
coastal areas) and the Middle East (loss of as much as 60% of the water
supply). There is no need to underline the strategic importance of these
territories, which are potentially the hardest hit.

Yolanda Castro is optimistic and believes there is a solution: if no
measures are taken losses arising from climate change are expected
to amount to 20% of world GDP annually, whereas the cost of effective
concerted action may be only 1%. Naturally, the sooner these measures
are taken the cheaper and the more effective they will be. In parallel with
the IPCC, the paper distinguishes between adaptive measures (aimed at
reducing the vulnerability of natural and human systems to climate chan-
ge, such as the building of dams) and mitigation measures (designed to
reduce greenhouse gas emissions; perhaps the best examples adopted
to date are those aimed at improving the efficiency and energy saving
and greater use of renewable energies). She criticises the restrictions on
the use of all energy forms, in particular nuclear energy, and underlines a
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mitigation measure she considers essential: carbon capture and storage,
a measure already supported by the European Commission. All in all the
authors advocate the joint use of adaptation and mitigation measures
which, they hold, can be complementary. They finally criticise the poor
results of the Copenhagen Conference which ended up as merely a mini-
mum agreement, although it was signed by the two biggest contamina-
tors, China and the United States.

Yolanda Castro and her collaborators explain in a clear, concise and
above all realistic manner what climate change is and what its implications
are. Avoiding either alarmism or irresponsibility, they advocate a series of
realistic and pragmatic measures which, if adopted as soon as possible,
will benefit the whole of humankind.

The third chapter, written by Professor Florentino Portero, provides a
more general vision of the strategic landscape throughout the year, dis-
cussing the unknown quantity of the new American administration, speci-
fically President Obama.

Indeed, in Professor Portero’s view President Obama faces what we
might call, following philosopher Ortega y Gasset, a «radical alternative»:
either continue fostering and encouraging the pioneering spirit that has
brought the United States such excellent results throughout its history
and, he believes, can continue to do so in the present—and specifically in
this serious economic crisis—or opt for a Copernican turn and bring the
American way of life into line with European standards, moving it closer
to the Welfare State and giving the state a much bigger role in the eco-
nomy.

The chapter begins by asking what the United States’ relative position
is in this new world order which has been taking shape since the end of
the Cold War in parallel to globalisation: the definition of Empire does
not quite seem to fit what the United States is and represents in today’s
world as, unlike the European empires in their day, it has not extended its
sovereignty to remote territories. However, it is evident that currently only
the United States has interests all over the planet and the ability to assert
them. Therefore, perhaps the term that best fits it «hyper power» as it dis-
tinguishes it from mere powers whose sphere of influence is restricted to
a regional framework.
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The next question asked is whether, as many argue, this hyper power,
the United States, already began its decline after the Vietnam War.
Florentino Portero believes that such a vision is deceptive: the capacity
of the United States is greatly superior in all aspects to that of any other
country and looks set to continue that way for a considerable time; it is
just that it is extremely vulnerable when anyone manages to cause a rift
between public opinion and government. The United States is invincible
in the military field but is not very difficult to defeat in the political arena,
which leads its enemies to adopt «asymmetric strategies». Indeed, as the
author points out, during the recent Iraqg War we witnessed the lack of
consistency of part of the US elites and social media. In other respects,
the state in which the various countries of the world are emerging from
the crisis is highlighting the economic might of the United States, which
seems far from being in decline. In the author’s opinion, crises provide
an opportunity not only to reform ways and means of economic produc-
tion and the corporate network but also to review courses of action and
formulate a new national security strategy adapted to the new times, as
President Truman did after the Second World War.

Professor Portero goes on to discuss the basic features of the new
situation, the first and probably the foremost being the emergence of the
India-Pacific area. He holds that it is no coincidence that the new secretary
of state, Hillary Clinton, should have chosen as the destination of her first
official trip the Pacific instead of Europe or the Middle East as has been
traditional practice. It is not only the growing weight of this area; at the
same time the Atlantic Alliance (an example and symbol of collaboration
with Europe) is gradually losing credibility and is starting to be viewed as
an ineffective Cold War relic.

The Pacific region, which has the largest population concentration in
the world, is experiencing a period of spectacular economic expansion.
Both China and India, in addition to possessing age old cultures, have
found their own path for joining the modern world and are progressing
along it with a strong national spirit that is unparalleled in Europe, although
the challenges they face may trigger major crises in this process of deve-
lopment. The main challenges in the security field are as follows:

1) Nationalism in general and Chinese in particular. The age old cul-
tures to which the countries are home together with the humiliation
of having been conquered and colonised in the recent past cause
them to retain their national pride, which is even growing in pace
with economic development. Indians and Chinese are wary of each
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other; the Koreans mistrust the Japanese; and the Japanese fear
the resurgence of China, not to mention relations between India
and Pakistan.

2) The second challenge is the rise of Islamism, particularly bearing in
mind the serious conflict the Islamic world is experiencing today.
While most of the population is open to coexistence with other
cultures, a minority sector has become radical and believes that
this contact corrupts Muslim values. And so, while some countries
(Malaysia and Indonesia) are making positive progress, in others,
such as Pakistan, the future is much less clear.

3) The third challenge is the proliferation of weapons of mass destruc-
tion (dealt with in Chapter VI), specifically the arms race between
India and Pakistan, both of which possess nuclear weapons. No
doubt the most worrying scenario is the possibility of the Pakistani
government falling into the hands of Islamic radicals. China is also
a nuclear power and, as Portero points out, the ultimate guarantor
of North Korea. Nor should we rule out in this respect Japan and its
recent decision to remilitarise its defence.

But it is not only the Pacific region which commands the interest of the
new American administration. The globalisation of the economy brings
to the fore the problems of the United Nations system. Heir to the failed
League of Nations set up after the First World War, the UN learned the
lesson that it was necessary to include the Great Powers, but in order
for that to be possible they had to be granted certain privileges, notably
right of veto on the Security Council, the only decision-making organ in
the system (the resolutions of the General Assembly are merely recom-
mendations) and the system was thus pragmatic although unjust and
undemocratic. Today it is furthermore anachronistic, and this undermines
its legitimacy and, accordingly, its effectiveness and | consider that an
in-depth overhaul of the system is very necessary. The author very aptly
criticises the current situation but admits to not being hopeful about the
future of any reforms that are undertaken, although he believes that they
will be useful in dispelling the myth of what he calls «internationalist funda-
mentalism». He ends his analysis by asking what the international system
currently being shaped will be like. He maintains that globalisation will
lead us to a more multilateral and associative world in which, now that
the Cold War blocs have disappeared, the leading actors will be a close-
knit network of very mixed organisations, some dating from the past and
others newly created. In this connection the author takes a look at the
world situation in which, in view of Russia’s inability to develop either a
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truly representative democracy or a modern market economy, the United
States will continue to be the only hyper power. He foresees a new role for
a militarily more capable Japan and underlines the new leading role of the
emerging countries, especially China and also India. The world will thus
be divided into specific regions (India-Pacific, Latin America, Arab world),
each with its own security problem. However, there will be problems that
are not regional but global, among them the supply of energy, the nuclear
non-proliferation regime and the tension arising from the modernisation of
Muslim societies. This reality which we are approaching might be called
«Asymmetric Multilateralism», in which alliances will stem from particular
situations (alliances of the willing) much more than from treaties in the
manner of the Atlantic Alliance, which the author perceives as clearly
obsolete. He proposes, as an alternative to NATO, the concept of a
League of Democracies as a platform of democratic countries with shared
values and interests as a context for temporary alliances for each relevant
case in order to conduct missions of common interest.

v

Last year’s edition of the Strategic Panorama dealt with lraq and
Afghanistan. This year we have concentrated on Afghanistan as its situa-
tion is much more problematic and its future more uncertain. This year’s
Chapter IV thus examines Afghanistan, though it also includes Pakistan—
even in the title—as we believe that the future of both countries is closely
linked and that the fate of one could determine that of the other.

This chapter is written by Ambassador José Maria Robles Fraga who,
having held the post of Spanish ambassador to Islamabad in past years,
combines a thorough knowledge of the region with very recent, firsthand
experience. Ambassador Robles believes that the current moment is cri-
tical. On the one hand the situation is progressively deteriorating; there
is less security than in the recent past; and attacks and casualties are
on the rise. On the other, Karzai’'s government, surrounded by corruption
and politically and administratively incompetent, has fallen into discredit.
In addition the recent elections and subsequent accusations of electoral
fraud have badly delegitimized him. And last but not least, western public
opinions are calling for the troops to come home soon. We are thus facing
a very serious problem (the cradle of al-Qaeda terrorism is in Af-Pak) which
is rapidly worsening: not enough time to act (owing to the haste with which
the troops are required to return) while the government of Afghanistan,
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which ought to take charge of the situation as soon as possible, shows no
signs of being willing or able to do so.

Robles maintains that our presence in Afghanistan is absolutely neces-
sary in order to achieve an aim which, as President Obama puts it, is to
make possible if not victory at least an acceptable solution.

The author describes the scenario as a set of concentric circles, the
innermost of which is the military situation which, as stated, has gradually
worsened. A substantial increase in troops is therefore crucial, and such
an increase has already been announced. Also needed is a new strategy
against the Taliban insurgency, a difficult and dangerous enemy as they
are an explosive mixture of holy war, Pashtu nationalism, and insurgency
and propagandistic tactics that make them a highly attractive cause to the
whole of Islamic radicalism. Nevertheless, the Taliban are still viewed by
the Afghan people as a hazard to be avoided, and therefore the worst mes-
sage we could convey to this population is that international presence will
be short lived, as if they see the Taliban as likely victors, the population’s
adherence to their cause would be tremendous; the international presen-
ce and also determination to win is therefore essential. Moving into the
next circle, a major civilian effort is therefore also needed to separate and
distance the Afghan population from the Taliban cause. This will require
new military tactics to bring down the number of civilian victims (the exis-
tence of civilian casualties has undermined support for the international
forces), although this would necessarily correlate with a greater risk for our
own troops. In order for this civilian effort to be possible it is essential to
bring about a radical improvement in security conditions. And so, in this
second political/military circle, it is necessary to step up efforts to restore
the population’s confidence on the one hand in the Afghan government
and on the other in the international troops. This calls for the comprehen-
sive approach discussed in a previous edition of the Panorama. Naturally
this will require not only a greater civilian presence but also more funds
earmarked to development, especially that of agriculture, which needs to
progress from subsistence farming to productive agriculture following by
export agriculture and could help eradicate the cultivation of opium pop-
pies. There has even been talk of a Marshall plan for Afghanistan.

This work brings us to the next circle, that of the «regional strategy».
This strategy has already begun and is based on the recognition that
there are two sides to the problem—one being Afghanistan and the other
Pakistan—and that solving it requires both to be addressed.
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Indeed, the insurgency and Jihadist terrorism have their training and
instruction bases in the tribal territories at the Pakistani border and it is
therefore essential to keep this area under proper control. In addition the
influence of Pakistan has always been decisive for Afghanistan. And lastly
Pakistan has played its own cards there. Indeed, while on the one hand
it appeared to be helping the West by fighting against al-Qaeda, on the
other it sought to keep on good terms with the Taliban and other Jihadist
groups which favoured it in its rivalry with India. It should not be forgotten
that in September 2001 Pakistan was the Taliban regime’s chief ally and
supporter. It is therefore an ally as important as it is unreliable; however
this double dealing could turn against it with the emergence of a Pakistani
Jihadism which is now threatening the country’s security and very exis-
tence.

As the ambassador explains, all this stems from that fact that Pakistan
has always viewed India as its chief threat and obsession, whereas it
continues to see Afghanistan as a secondary scenario in which the only
intolerable development would be if it were to fall under Indian influence.

This now brings us to the last circle, which the author calls «the other
regional dimension» as it does not only affect Pakistan. India and its
collaboration in settling the conflict will play a very important role and in
this respect both the United States and Europe can do much to foster
relations between India and Pakistan. This is why it is so important for
the «all-embracing dialogue» between Indians and Pakistanis to continue.
After all, failure in Afghanistan and the consequent and probably inevitable
destabilisation of Pakistan would be extremely bad news for India.

In addition to India, the other neighbours in the region should also
take an active part. We should consider Russia because of its significant
influence in the central Asian republics near Afghanistan and because it
has a direct interest in its southern borders; and also China, which is con-
cerned by the Jihadist movements present in some of its regions. Lastly,
there is Iran and its traditional rivalry with the Sunni Islamism of Pakistan,
which it admires and whose nuclear capability it intends to emulate; and
also the Gulf states with their financial clout and ability to mediate are
other factors worth taking into account with a view to solving the problem.
In conclusion, in the opinion of Ambassador Robles, who coincides with
Florentino Portero in pointing out the huge importance of Afghanistan to
the new administration of President Obama as its chief foreign-policy prio-
rity, we are at a both decisive and important and urgent moment in which
we are required to both improve the Afghan situation and hand over res-
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ponsibility for it to the country’s government as soon as possible, provided
it is in a position to fulfil its purpose.

\"

No Strategic Panorama could fail to include a chapter on Europe and
particular the present edition as it is Spain’s turn to hold the Presidency
for the first six months of 2010. We felt that the most appropriate subject
was the Treaty of Lisbon and the Common Security and Defence Policy.
This chapter is written by Lieutenant Colonel Anibal Villalba, who combi-
nes personal skills with the circumstance of currently serving as advisor
to the presidency of the government and is thus more familiar than most
with the aspirations and goals of the Spanish presidency in the Common
Security and Defence Policy. This policy adds to the general difficulties of
the building of Europe the specific problems derived from the existence of
the Atlantic Alliance.

The author begins by commenting on the repercussions for the CSDP
of the Treaty of Lisbon, which came into effect on 1/12/2009, as it modi-
fied the two basic European Union texts (the Treaty on European and the
Treaty Establishing the European Community). Following its entry into
force, the European Security and Defence Policy (ESDP) is now called the
Common Security and Defence Policy (CSDP), a change aimed at giving
impetus to a qualitative leap forward in this field to enable Europe to
continue to be a leading actor on the international stage; it will fall to the
Spanish presidency to make the transition.

He then goes on to describe and clarify—as the terminology is confu-
sing—the European institutions with competences in CSDP matters: the
European Council (which has become a substantive and independent ins-
titution responsible for establishing general principles and common stra-
tegies and whose president, the recently appointed Herman Van Rompuy,
represents the Union externally in CSDP affairs); the Council (of which
Spain holds the presidency in the first half of 2010), which includes the
General Affairs and External Relations Council (GAERC) entrusted with for-
mulating and implementing the European policy in this field. The GAERC
will be chaired in CSDP matters by the High Representative —also recently
elected—who will contribute with his proposals to drafting the Common
Foreign and Security Policy (CFSP); the «Presidency Trio» which endea-
vours to ensure the continuity of these policies; the European Parliament
(which is to be regularly informed on the development of the CFSP and
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exercises its influence through the preparation of the budget, even though
its jurisdiction in this field has not been substantially increased); and finally
the European Commission, a previously existing institution fully associa-
ted with the work of the CFSP.

In any event, the essential organ is the High Representative for Foreign
Affairs and Security Policy who will really head the CSDP and may repre-
sent the European Union on the United Nations Security Council when the
Union has defined a position on a particular issue.

A major novelty introduced by the Lisbon Treaty is the establishment of
a «European External Action Service» which will work in collaboration with
the diplomatic services of the Member States and will be at the service of
the High Representative.

Lieutenant Colonel Villalba goes on to explain with a most praiseworthy
Europeanist optimism what he considers to be the progress achieved in
the European Security and Defence Policy from 1999 to 2009. This pro-
gress was spurred by frustration at Europe’s inability to act on the ground
during the crisis of the disintegration of the former Yugoslavia. Since then
there has been a constant stream of resolutions (only resolutions) adop-
ted at various European summits. Particularly noteworthy are the Nice
European Council (December 2000), which incorporated the WEU'’s crisis
management functions into the European Union, and that of Copenhagen,
which allowed the EU to use NATO capabilities and planning bodies. This
has made it possible for the EU to use a broad range of civilian and military
instruments to foster peace and stability in the equally diverse situations in
which they may be under threat. All of this establishes Europe as a genui-
ne example of the so-called «soft power»; however not even if we consider
the capabilities of the Member States can the same be said about it with
respect to «hard power». We used to say that European was an economic
giant and a military dwarf; nowadays it is rapidly ceasing to be an econo-
mic giant and nor is its military stature increasing. This does not mean to
say that «soft power» is bad—rather that it must either complement this
power with suitable military capabilities or entrust the latter to an ally with
whom it has a firm and lasting commitment. Otherwise Europe’s ambition
to become a global actor will be doomed to fail. This opinion appears to
be shared by General Bentegeat (President of the EU Military Committee),
who points out as immediate challenges, in addition to the need to speed
up the integration of EU capabilities and ensure they do not dwindle as
a result of the economic crisis, the need to reinforce cooperation mecha-
nisms with other international organisations, especially NATO.
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Lieutenant Colonel Villalba goes on to list the instruments of the
Common Security and Defence Policy which, as stated, has replaced the
ESDP:

Permanent Structured Cooperation (PSC): this is a significant novel-
ty introduced by the new Lisbon Treaty and may be established by
Member States whose military capabilities fulfil higher criteria and
which have made binding commitments with one another to con-
duct more demanding missions.

Enhanced Cooperation: the treaty provides that states wishing to
establish enhanced cooperation may make use of the Union’s insti-
tutions.

| believe it is important to underline that these instruments could lead
to a two-speed Europe in security and defence matters; this underlines
the difficulty of ensuring operability in different fields with an EU of twenty-
seven.

Entrustment of tasks to a group of states: the Treaty of Lisbon esta-
blishes that the Council may entrust the implementation of a task to
a group of Member States who are willing and have the necessary
capabilities.

The Treaty of Lisbon also broadens the «Petersberg tasks» set out
in the Treaty of Amsterdam; notably, all these types of tasks may
contribute to combating terrorism.

Another instrument which is particularly interesting is the establish-
ment of mechanisms for the rapid financing of CSDP missions, as
in the past the lack of such mechanisms has hindered these opera-
tions. Specifically, the treaty establishes, in addition to rapid access
to Union budgetary appropriations, a start-up fund consisting of
contributions from the Member States.

Finally, | also find interesting, even though as yet this is only an
objective, to bolster the European Defence Agency which is inten-
ded to progressively enhance military capabilities, strengthen the
defence industrial and technological base and participate in defining
a European policy on capabilities and armaments.

The paper analyses the situation of transition in which it has fallen
to Spain to hold the presidency and the priority objectives which
underline Spain’s high degree of commitment to the EU.

Naturally the overriding aim is to improve the levels of security in
the European Union. National Defence Directive 1/2008 stresses that
«[Spanish] national security is intrinsically and indissolubly tied to the
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security of Europe»; to this end it is necessary to give impetus to enhan-
cing military and civilian capabilities—known as the «Headline Goal»—
establishing as a priority the improvement of rapid response capabilities.
That is, the aim is to improve the Union’s real capabilities, both military
and civilian, leaving behind the realm of theory and good intentions. Let
us hope that it succeeds.

An especially significant aspect of the presidency’s programme is the
priority it attaches to improving both the planning and the conduct of mili-
tary operations. Other goals of the presidency are to continue working in
the framework of the European Security Strategy, pointing out the need to
reinforce the EU’s crisis management capability, non-proliferation, disar-
mament and fighting terrorism—in short, to reinforce the CSDP in order to
consolidate the Union’s role as a global actor in the fields of conflict pre-
vention, crisis response and management and post-conflict stabilisation,
placing particular emphasis on the synergy between civilian and military
capabilities. As can only be the case, contributing to non-proliferation and
disarmament are also objectives.

Spain intends to meet these objectives on the basis of three criteria
(consensus, pragmatism and flexibility) and two principles: innovation
(which is particularly applicable to the European defence industry); and
equality (applicable to all the Member States). There will be three focal
areas of action: institutional (as for the time being it is not possible for
meetings of defence ministers to have a format of their own, the aim is to
strengthen and increase the frequency of these meetings); second, capa-
bilities (at both Battlegroup and Centre of Operations level); and the third,
fostering a comprehensive approach to security, which requires a combi-
nation of civilian and military assets and, as pointed out more than once
in the Spanish Strategic Panorama, is an essential requisite of modern
military operations.

All in all, as Lieutenant Colonel Villalba concludes, under the Spanish
presidency the aim is to strengthen the Common Security and Defence
Policy in the light of the new treaties.

Vi
The year 2010 will witness an important event—the eighth Review

Conference of the Nuclear Non-proliferation Treaty (NPT) and we wis-
hed this to be reflected in the Panorama, which deals with the subject in
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Chapter VI written by Professor Vicente Garrido, Director of the INCIPE,
an expert in this field.

This is a decisive conference for the future of disarmament and non-pro-
liferation and comes at a critical time; indeed, in the new strategic situation,
with more active interlocutors than in the past, it is more necessary than
ever for compliance with the Treaty obligations to be guaranteed and, above
all, for the credibility of the NPT itself to be maintained. The expectations
aroused by the advent of Barack Obama as US president are very great; in
April 2009 Obama himself announced «America’s commitment to seek the
peace and security of a world without nuclear weapons», and this declara-
tion was confirmed by Secretary of State Hillary Clinton in Paris at the start
of the present year. This statement has brought about a highly favourable
change in both governments and civil society and at L’Aquila in July 2009
the G-8 reiterated its full commitment to the three pillars: non-proliferation,
peaceful use of nuclear energy and disarmament, which has kindled new
hope following the resounding failure of the 2005 review conference.

Professor Garrido begins by asking about the why and wherefore of a
NPT and considers that the question is best answered by explaining its
vicissitudes from the birth of the idea of nuclear non-proliferation in 1961
for the purpose of avoiding both a nuclear war and the accidental launch
of these weapons. The treaty itself came into being in 1968, following the
start of proliferation with the explosion of China’s first atomic bomb in
October 1964.

The history told by the professor is a history of success, as there are
no more «de iure» nuclear states than there were before the treaty (the
only new additions are the «de facto» nuclear states India, Pakistan and
Israel), despite the discrimination established by its entry into force (in
March 1970). Indeed, there were substantial differences between the regi-
me applicable to the nuclear countries on which relatively few obligations
were imposed (not to transfer nuclear weapons to another state or to
assist a non-nuclear state in manufacturing or possessing these weapons),
whereas the non-nuclear states were totally barred from manufacturing,
receiving or possessing nuclear weapons and this prohibition was guaran-
teed by a verification system entrusted to the International Atomic Energy
Agency (IAEA), while the research, production and use of nuclear energy
for peaceful purposes was exempted from the prohibition. Therefore the
treaty confirmed the status quo that existed at the time of its birth by con-
solidating the «right to nuclear weapons» of the countries that already had
them and making it out of bounds in the future to those who did not have
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them; as India stated, there was a ban on horizontal nuclear proliferation
(there were to be no more nuclear-weapon states) but there was no similar
prohibition on vertical nuclear proliferation (an increase in the number of
nuclear weapons in the hands of the nuclear-weapon states).

Naturally this distinction was harshly criticised by the non-nuclear-
weapon states, which considered it not only discriminatory but also ambi-
guous and insufficient.

Even so, as we have stated, the history of the treaty has been a history
of success: with 190 States Parties the NPT is the most universal interna-
tional legal instrument after the United Nations Charter—probably becau-
se interest in its implementation was backed by the most powerful states
which stood the most to gain from the treaty, that is, the nuclear states
which it legitimises, confirms and consolidates as such.

On the other side of the coin, the debit side of the NPT, is its inability
to prevent some of the non-nuclear States Parties from acquiring a nuclear
capability (this is the case of Iraq, Libya and Iran).

Professor Garrido goes on to analyse the NPT Review Conferences
of 1995 and 2000 insofar as they can be considered the basis of the
disarmament agenda. As the duration of the NPT was not indefinite but
established at twenty-five years, the decision needed to be made in 1995
whether to extend it indefinitely or terminate it. The 5th Review Conference
decided to extend it indefinitely (which benefited the nuclear-weapon
states) in exchange for defining its commitments much more clearly. To
this end a document of crucial importance was signed entitled «Principles
and Objectives of Disarmament and Nuclear Non-proliferation» which,
although not legally binding, dominated the agenda for negotiations on
these matters. The agenda was structured around five main priorities:

— Universalisation of the NPT: that all states should become Parties.

— Non-proliferation of nuclear weapons: as proliferation seriously
increased the danger of a nuclear war.

— Achievement of full nuclear disarmament under effective internatio-
nal control.

— The prompt adoption of an international agreement banning the pro-
duction of fissile materials.

— The creation of Nuclear Weapons Free Zones.

The 6th Review Conference of 2000 made further headway on this
path of specifying the commitments undertaken in 1995 by adopting an
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action plan for nuclear disarmament contained in a list to be progressively
implemented and the ultimate aim of which would be the adoption of a
Comprehensive Test Ban Treaty; until then a nuclear moratorium was
agreed on.

In contrast, the 7th Review Conference of 2005 ended in frustration and
scepticism and was considered a wasted opportunity owing chiefly to the
attitude of some states (mostly members of the Non-Aligned Movement),
which pursued an all or nothing policy. Nor did the nuclear-weapon states,
who believed that the previous conference had gone too far, collaborate in
bringing the meeting to a successful conclusion.

Such are the circumstances that make up the backdrop to the 2010
Review Conference. As stated, President Obama has managed to change
the expectations with the aforementioned declarations, instilling optimism
into the atmosphere surrounding the conference. This is not surprising
since the president’s intention of achieving «a world without nuclear
weapons» is, after all, the ultimate aim of the NPT. Indeed, America’s new
attitude has already borne its first fruit—the negotiation of a new START
Treaty aimed at a substantial reduction in nuclear arsenals.

President Obama’s initiative furthermore comes at a good time in
which the economic crisis is making it very difficult for Russia to bolster its
nuclear potential. And China (which recently upped its nuclear arsenal by
25%) has expressed its readiness to proceed to a substantial reduction.

In view of these factors, the author ends his paper by discussing the
prospects for the 2010 Review Conference, which he views as a unique
opportunity to debate on the establishment of a new world security order,
although he doubts it will possible for all the disarmament and non-proli-
feration proposals raised by President Obama to materialise.

All'in all, he believes that international consensus is heeded concerning
the priorities already analysed at the 1995 and 2000 conferences, which
he sums up in the seven following points:

1. Definitive entry into force of the Comprehensive Nuclear Test Ban
Treaty.

2. Negotiation of a Fissile Material Cut-off Treaty (under IAEA con-
trol).

3. Make the Additional Protocol of the IAEA the main instrument of
non-proliferation in order to prevent the diversion of nuclear mate-
rials for civilian use to a military purpose.
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4. Negotiation of new nuclear disarmament agreements by the United
States and Russia, if possible involving the other nuclear powers.

5. Apply mechanisms that ensure the full verification and, above all,
the irreversibility of the nuclear disarmament processes.

6. Adoption of an international agreement on security assurances from
the nuclear-weapon states to the non-nuclear-weapon states.

7. Lastly, prevention of terrorist use of weapons of mass destruction,
for which it will be necessary to adopt measures on the improve-
ment of facilities and physical protection of nuclear materials.

Professor Garrido ends by emphasising the need for a real agreement
on disarmament and non-proliferation priorities and not merely high-flown
declarations even if adopted by consensus.

In short, we have set out to present a Spanish vision, from a strategic
viewpoint, of what is going on in the world. At the start of 2010 the fog of
the economic crisis appears to be lifting, but problems and unknown fac-
tors remain, some of which we hope will be resolved during the year. We
trust that readers will find it useful; if so we will be satisfied.
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INTRODUCTION

security, this is not the case of the current recession. As it is a

very deep recession that is synchronized across the world and is
triggering the collapse of international trade and a huge rise in unem-
ployment, its geopolitical and security implications are proving to be
greater than those of the recessions of the past fifty years.

Q Ithough recessions do not usually have a significant impact on

Accordingly, in February 2009 the US Director of National Intelligence
stated before Congress that the political instability the financial crisis
was causing in some countries was the biggest national security threat
in the short and medium term, more than terrorism (1). Similarly, Moisés
Naim, editor in chief of Foreign Policy magazine and one of the shrew-
dest analysts of globalisation, held that the adverse impact the crisis is
having on the prospects of prosperity of the emerging economies’ new
middle classes could give rise to social conflicts and political instability.
What is more, a prolonged recession causing job losses and leaving poor
countries without possibilities of financing could fuel fundamentalism
and create new failed states, which would have a significant international
destabilising potential. Lastly, by putting pressure on public budgets, the
crisis could curb expenditure on security, intelligence and defence, increa-
sing the vulnerability of most states.

Fortunately, everything appears to indicate that the effectiveness of
the programmes designed to rescue the financial system and of the huge
monetary and fiscal incentives that governments have set in motion,

(1) See the report on the National Intelligence Strategy at http://www.dni.gov/.
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coupled with the existence of global economic governance institutions
and the progress (albeit still timid) of multilateral cooperation, are making
it possible for the economic situation to begin to improve.

According to the estimate of the International Monetary Fund (IMF),
most of the world’s economies could be growing in 2010 and, what is
more, the emerging economies would do so at a much faster pace than
their advanced counterparts. If these forecasts are confirmed, the coun-
tries will have avoided succumbing to the protectionist temptation that
brought such disastrous results during the Great Depression of the 1930s.
In short, the determined action taken by the authorities appears to have
prevented a new economic depression, and the likelihood of outbreaks
of social strife and political instability in the most economically vulnerable
countries will be significantly smaller, which could improve the internatio-
nal security outlook.

A different matter is that the advanced countries may well have to get
used to living with much lower growth rates, higher levels of public debt
and slower job creation rates than in the past. What is more, they will need
to come to terms with the fact that the crisis will speed up their relative
economic decline, forcing them to hand over a certain amount of power to
the emerging countries in international economic institutions.

This context raises major economic policy debates that particularly
affect the European Union and Spain. On the domestic front it is essential
to design strategies for combating the crisis in the monetary and fiscal
areas. In the former, it is necessary to gradually reduce surplus liquidity
in order to keep inflation at bay. In the latter, public debt needs to be
reduced in the medium term so that current levels of indebtedness do not
push up long-term interest rates or hold back growth but ensure that the
European social model is sustainable even if it requires reforms. It should
furthermore be borne in mind that to the public debt increase triggered by
the crisis should be added the greater indebtedness we will witness over
the next decade as the baby-boom generation (those born between 1945
and 1975) reaches retirement age.

On the international front the European Union needs to find mecha-
nisms for increasing its influence in the world at a time when the emerging
economies are gaining ground on it. In this context the possible decline
of the dollar as the only international reserve currency could signify an
opportunity for the euro area. However as it is unlikely that the euro will
replace the dollar as the hegemonic currency, the only option that remains
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to Europe in the long run is to consolidate a single voice at the internatio-
nal forums, in order to be able to exercise a certain leadership in the key
issues on the global economic agenda.

THE GLOBAL RECESSION: WHAT STAGE ARE WE AT?

One of the main sources of uncertainty regarding the possibilities of
a recovery in the global economy is the difficulty of pinpointing at what
stage the recession is. Although there appears to be a consensus that
monetary and fiscal intervention has put a floor on the decline in activity,
it is hard to ascertain the state of expectations in the private sector, par-
ticularly those of consumers. Until consumption (and private investment)
returns to growth, the main economies will remain in an abnormal situation
in which it will be the public sector that maintains activity, like a patient
with artificially assisted respiration. But as public stimuli cannot continue
indefinitely, the problem lies in determining when to withdraw them; that
is, what the appropriate exit strategy is and when it should be implemen-
ted (we will return to this point later on). This means that the authorities
need to stake their bets—under conditions of uncertainty—on the ability
and willingness to spend of families and companies that remain heavily
indebted and whose expectations have proved to be volatile.

Growth forecasts and risks

Despite these uncertainties, which tend to be summed up in the debate
over whether recovery will be V-shaped (fast exit) or W-shaped (exit but a
new relapse in the short term owing to problems of confidence and of the
financial sector), it is possible to find a certain amount of consensus over
the possible future growth rates for the coming years in the latest World
Economic Outlook of the International Monetary Fund (IMF) published in
October 2009.

The IMF’s main message is that following the deep recession the world
economy has moved into the recovery stage, but recovery will be slow and
not without its risks. World GDP will fall by 1.1% in 2009 and will grow
by 3.1% in 2010, but not in a homogeneous manner. According to the
IMF the emerging economies, particularly of Asia, will head this recovery
and will grow by 1.7% in 2009 and 5% in 2010 (thanks to the major fiscal
stimulus provided by its authorities and the recovery of global demand,
China will grow by 8.5% in 2009 and by 9% in 2010). In contrast, the
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economies of the rich countries will shrink by 3.4% in 2009 and grow at a
slow 1.3% in 2010. The slump will be prevented from being greater by the
huge fiscal stimuli and recovery will be faster in the United States than in
the euro area (see table 1).

TABLE 1

GDP growth (%) 2007 2008 2009 2010 2011t 2014
United States 2.1 04 -29 1.2 3.0 2.2
Euro area 2.7 0.7 -42 09 2.0 2.3
Japan 23 -0.7 -54 1.7 2.2 1.9
E;irgr':ii:"d developing 83 60 15 50 na 67
Oil exporters 7.4 54 -24 29 n/a 4.6
European Union 3.1 1.1 -43 0.2 n/a 2.7
Germany 2.5 1.3 -53 -0.1 2.2 2.2
France 23 03 -24 038 2.0 2.3
Italy 1.6 -1 -51 0.2 1.7 1.9
Spain 3.7 12 87 -07 09 2.1
United Kingdom 2.6 0.7 -45 0.7 2.5 2.9
Canada 25 04 -23 1.9 3.3 2.2
Africa 6.2 )8 1.6 41 n/a 5.3
Central and Eastern Europe (*) 5.5 31 -57 16 n/a 41
Russia 8.1 56 -85 15 4.2 5

Emerging and developing Asia 106 7.6 6.1 7.3 n/a 8.8

China 13 9.0 85 9 9.3 10.0
Argentina 87 6.8 -25 1.0 n/a 3.0
Brazil 57 51 -10 3.0 4.5 3.6
Mexico 33 13 -73 33 3.9 4.9

Source: WEO, October 2009.
() OECD data
(*) Including non-EU Member States.

The causes of this incipient recovery lie in the ambitious policies
designed to sustain demand, which both wealthy and emerging countries
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have put into practice. In this respect it can be stated that the world has
learned from the mistakes of 1929, when the public reacted much more
timidly and much more slowly to the crisis. Since summer 2007 (and parti-
cularly since Lehman Brothers went bankrupt in September 2008) central
banks have reacted rapidly by lowering interest rates and implementing
heterodox measures to inject liquidity and sustain credit. For their part
governments have shored up the financial system with guarantees and
capital injections, in addition to launching huge packages of discretionary
fiscal stimulus measures, added to the increase in expenditure on auto-
matic stabilisers.

These measures have reduced uncertainty and bolstered confiden-
ce, and this is reflected in the relative normalisation of the activity of the
financial and exchange markets. Spreads have narrowed, solvent states
have easily found buyers for sovereign debt, banking sector results have
improved, the dollar has depreciated and the euro and the currencies of
emerging countries have appreciated; that is, we have returned to a finan-
cial situation similar to that which existed before the crisis.

In addition, as table 2 shows, it would appear that public intervention
has warded off the risk of deflation and that prices will again grow mode-
rately in 2010. This is particularly important in a situation of high indebted-
ness such as the present, because deflation pushes up the real cost of the
debt of families, companies and governments, encourages consumption
to be postponed and does not allow negative real interest rates however
low the intervention interest rates set by the Central Bank are. In other
works, moderate inflation is welcome because it allows debts to be «liqui-
dated», whereas deflation increases them, paralysing consumption and
making it practically impossible to consolidate recovery.

But once the risk of deflation has been overcome there is a danger
that the huge monetary stimuli (interest-rate cuts and policies of quanti-
tative expansion) may give rise to high medium-term inflation, beginning
in 2012. The central banks of the countries with strong currencies (the
Federal Reserve, the European Central Bank and the Bank of England)
could, if pressured by their governments, succumb to the temptation of
attempting to inflate debt in order to reduce its real value. Although this
option is unlikely because these central banks are independent, it should
not be entirely ruled out. In any event, it is less likely to occur in the euro
area because for historical reasons Germany, the key country, has a
much lower tolerance to inflation than the United States or the United
Kingdom.
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TABLE 2
Inflation (%) 2007 2008 2009 2010 2014
United States 2.9 38 -05 13 2.2
Euro area 2.1 3.3 0.2 0.8 1.5
Japan 0.1 1.4 -1.1 -08 0.8
Emerging and developing states 6.5 93 54 46 3.9

Source: WEO, October 2009.

Although recovery appears to be close, there continue to be substan-
tial risks. First, that the process of deleverage and recognition of losses in
the financial system has not yet been completed. This means that credit
could become stagnant in wealthy countries and, furthermore, if new pro-
blems surface in the banking system, prospects could take a fresh down-
turn, leading to a relapse in activity. Second, that the developing countries
dependent on external financing could have difficulties raising capital,
which could generate economic instability and regional policies whose
consequences are difficult to predict. Third, that energy prices could
start to rise even before recovery is consolidated, owing to both growing
demand and surplus liquidity. This could force the central banks to raise
interest rates to prevent inflationary risks earlier than would be desirable,
with the consequent negative impact on recovery. Lastly, that unemploy-
ment will continue to be high until well into 2010, rising above 10% in the
United States and 11% in the euro area, with sizeable differences between
countries (Spain’s unemployment rate will continue to be the highest in the
euro area and could verge on 20% by 2010).

The protectionist temptation

As in previous recessions, governments have again been under con-
siderable pressure to protect national production and employment by
erecting protectionist barriers. The various lobbies have promoted the
establishment of measures to hinder imports and bias public expenditure
towards domestic production in order to prevent part of consumers’ and
taxpayers’ money from contributing to increase foreign as opposed to
local demand. And in view of the intensity of the recession some gover-
nments, concerned by the destruction of employment (and also seeking
short-term political returns), have given into the protectionist temptation.
The wealthy countries are thus using subsidies and other internal support
measures (such as, for example, aids targeted at the automobile sector or
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«buy national» or «buy local» clauses tied to fiscal stimulus packages). For
their part, developing countries, which have fewer resources, are resorting
chiefly to import restrictions, both tariffs and other kinds.

Notwithstanding this resurgence in trade nationalism, the World
Trade Organization (WTO) has described the measures adopted as «low
intensity protectionism», as in most cases they are compatible with the
commitments countries have both in the framework of the WTO and
under other international trade treaties. Therefore, although it is still early
days to claim victory, it can be said that most countries are succeeding
in stemming the protectionist temptation. This fact is of huge importance
because the experience of history shows that the maintenance of free
trade is essential to the stability and security of the international economic
system.

Even so, it should be recognised that international trade has been
one of the main victims of the world crisis. In 2009 international trade
will have contracted by 10% (14% in industrialised countries and 7% in
developing countries) and more in manufactured goods than in services.
Such a contraction has not been witnessed since the 1930s. The last time
international trade decreased was in 1982, and that was by less than 2%.
But if some of the data reported are confirmed, it is possible that interna-
tional trade will bounce back to strong growth by 2010, first in Asia and
later in the rest of the world. This would mean that, unlike in the 1930s, the
international community will have withstood the protectionist temptation.
Trade will have fallen on account of the slump in demand and shortage of
financing and not because of competitive devaluations and a rise in tariffs
and other trade barriers, which are difficult to reverse once recovery is
achieved.

It is important to resist the protectionist temptation because although
protectionism did not cause the Great Depression, it exacerbated it. The
rise in tariffs coupled with competitive devaluations prevented internatio-
nal transactions from cushioning the effects of the recession that followed
the crash of 1929. Indeed, just as trade increases the size of the «cake» of
world output because it gives rise to a more efficient allocation of resour-
ces, the tariff war reduces it. The escalation of protectionism which took
place between 1929 and 1932 led to a 33% slump in international trade in
real terms and a 14% fall in every country’s GDP. The international com-
munity learned the hard way that governments’ well-meaning attempts
to protect employment and stem the fall in activity resulted in higher
unemployment and poverty, which was furthermore a breeding ground for
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nationalism. Paradoxically, all countries became poorer in the attempt to
protect themselves from poverty.

While awaiting confirmation that the errors of the past are not being
repeated, we may draw a few lessons. The first is that the discipline impo-
sed by the WTO has been fairly useful in putting a brake on protectionism.
It is allowing tariffs to be raised only as far as the established ceilings and
not above them. It is also granting governments the possibility of resorting
to different safeguard clauses that were designed as escape valves for
situations such as the present and enable countries to temporarily relax
their trade policies without being forced to withdraw from the institution.
These clauses provide temporary protection and are eliminated when the
established period has elapsed, and it is therefore not necessary to start
from scratch in liberalising trade in the good in question.

Another sign of the importance and effectiveness of the WTO is that it
is precisely non-members (like Russia and Algeria) which are hampering
the international free movement of goods, services and investments the
most. We also find that in areas where the coverage of WTO regulations is
limited or non-existent (financial system bail outs, programmes of public
purchases, export subsidies and entry restrictions on workers) more mea-
sures against free trade are being implemented. International regulation
needs to be strengthened in these areas.

Lastly, it should be stressed that the WTO is doing the important job of
overseeing the trade policies of its member states; this is particularly sig-
nificant bearing in mind the lack of transparency that usually accompanies
non-tariff barriers. Since the crisis erupted it has published several reports
monitoring all the protectionist measures fostered by governments and
has created a database with the tariff levels of its member states. All this
information is freely available on its website (www.wto.org). In addition the
website www.globaltradealert.org also monitors the protectionist measu-
res implemented by countries.

But not everything can be attributed to the WTQO’s skills. The very dyna-
mic of globalisation has modified the political economics of protectionism.
On the one hand, considerably fewer workers are employed in farming and
the traditional manufacturing sector today than in the 1930s, and there is
consequently less protectionist pressure. But in addition, although gover-
nments continue to come up against pressure from lobbies that hinder
imports, other pressure groups have sprung up which oppose the closing
of borders. They are chiefly multinationals that import intermediate goods
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and for which a rise in tariffs entails an increase in costs.

In short, the ability of the international economic system to remain
relatively open in such adverse times suggests that the new geography of
world production and the discipline imposed by the WTO act as (imper-
fect) assurances against the protectionist temptation. This crucial role
of the WTO tends not to be appreciated in periods of economic growth.
Therefore, the value of concluding the Doha Round at a time of recession
like the present lays not so much in creating new trade opportunities as in
consolidating the system’s current level of openness, which is fairly con-
siderable when viewed from a historical perspective. Although for the time
being a possible agreement is not envisaged, if the growth in output and
trade are consolidated in 2010 the negotiations, which were practically
finalised before the outbreak of the crisis, could be resumed.

OPEN DEBATES

Irrespective of whether the incipient recoveries in growth and interna-
tional trade are confirmed, there are some important questions on which
the future dynamism of the world economy, the risks of inflation and the
stability of the financial system hinge. These issues are discussed below.

Exit strategies

The first major debate, which was the centrepiece of part of the talks
at the G-20 summit in Pittsburgh in September 2009, is on exit strategies;
that is, how and when to withdraw the huge monetary and fiscal stimuli
implemented to counteract the slump in private demand. As stated, the
world economy is beginning to recover thanks to the injections of public
expenditure and liquidity made by governments and central banks. Even
though the panic is now over, the financial system has been stabilised and
savings rates are bouncing back in nearly all countries, private consump-
tion is still at an all time low. Therefore, if liquidity and public spending are
withdrawn too soon, as occurred in 1931 following the crisis of 1929, the
global economy could again collapse.

Conversely, if the public stimuli are maintained for too long, there is
a risk of overheating the economy, triggering inflation (and consequently
pushing up interest rates), generating a new asset price bubble and conti-
nuing to raise deficit and public debt levels to the point of sparking a crisis
of unsustainability.
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Although it is impossible to determine with accuracy the optimum time
for withdrawing the stimuli, there is a certain amount of agreement on the
need to maintain them at least until the middle of 2010 (or until there is
evidence that recovery is firmly underway). There also appears to be con-
sensus on the need to withdraw fiscal stimulus before monetary stimulus
(just as fiscal stimulus was implemented after it became clear that mone-
tary stimulus was insufficient to reactivate the economy) (2). Therefore, it is
possible that the countries with the highest growth rates will adopt coun-
teractive budgets in 2011 (3). However, it should be borne in mind that
fiscal policy poses the problem of a time lag that is difficult to determine
between the moment the government decides to withdraw spending and
the moment when the contraction hits the real economy. Therefore, if the
delay is too long, it could cause inflationary pressure to force the central
bank to raise interest rates before public expenditure begins to decrease.

But despite these question marks hovering over when to withdraw
discretionary fiscal stimulus and how to calculate the size of the time lag,
the alternative—to begin with monetary contraction—has even greater
problems. The main one is that if interest rates were raised, the cost of
financing for businesses and families would increase, hampering recovery.
Furthermore, higher interest rates would mean a greater cost of public
debt, making it more difficult to put public accounts in order.

It therefore seems that the combination of a contractive fiscal policy
and an expansive monetary policy is better for economic growth than a
situation where contraction comes from the monetary side. A lax monetary
policy will thus be able to carry on stimulating investment projects once
the easing of discretionary public spending has taken place, provided that
inflationary pressure allows this and the financial system is functioning
relatively normally.

Deficit, debt and future growth

Even assuming that the authorities are capable of designing effective
exit strategies that are relatively well coordinated internationally and that
there will be a return to growth, this crisis has left a gaping hole in public
coffers that will have to be closed. As charts 3 and 4 show, in 2010 all

(2) For a more detailed explanation see Clara Crespo «Estrategias de salida tras la cumbre
del G-20». Analysis 139/2009 of the Real Instituto Elcano

(3) At any rate no government wishes to repeat the mistake made by the Roosevelt
Administration in 1937 when, believing that the Great Depression was over, it approved a
tax increase that again crippled growth until the beginning of the Second World War.
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CHART 3
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For ease of representation, | have excluded the data for Japan, whose gross public debt

is expected to amount to 226.6% of GDP in 2010.

(*) The data for Spain are taken from the IMF Article IV Consultation Staff Report, April
2009. They do not include guarantees granted to the banking system, on the assump-
tion that they are not used.
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the countries’ public accounts are in much worse shape than before the
crisis in terms of both public deficit and public debt as a percentage of
GDP. Uncontrolled growth of debt is dangerous in any situation, but as the
baby boom generation will start to retire in the coming years in the wealthy
countries, it will be necessary to issue huge amounts of debt to finance
pensions and greater health expenditure, and it would therefore be desi-
rable for public finances to be looking as healthy as possible —something
that the crisis has made much more difficult

Indeed, according to the European Commission, the crisis has caused
debt to increase by 20 percentage points of GDP, more or less the same
as in previous crises. However, there are two particularly worrying facts.
The first is that the debt increase has occurred in a context in which the
debt-to-GDP ratio was already fairly high in historic terms in nearly all the
countries (not Spain and Ireland).

The second fact, which is linked to the foregoing, is that this debt
increase comes at a time when new (and larger) issues of debt are expec-
ted, owing to population ageing. It is calculated that from 2015 onwards
expenditure on pensions and healthcare will begin to grow rapidly and
more so in countries that have not yet reformed their pension systems.
The European Commission’s 2009 Ageing Report estimates that the rise
in ageing-linked expenditure over the next fifteen years will be equivalent
to 5% of GDP in Spain, 3.5% in Germany and 3.3% on average in the
27-strong EU. This is slightly less of a problem for the United States,
because its population is younger and because the public education and
health systems are less generous than in Europe (Japan faces the same
challenges as the European Union).

Action is therefore required on two fronts: institutional reforms to ensu-
re fiscal consolidation in the long term; and structural economic reforms to
boost growth potential thereby facilitating a better debt-to-GDP ratio.

The first group of measures will require institutional reforms in order
to allow progress towards fiscal consolidation and ensure high budgetary
surpluses (not simply a balanced figure) during expansive periods. We
may therefore expect to witness the widespread adoption of fiscal regu-
lations such as the Spanish Law on Budget Stability (Ley de Estabilidad
Presupuestaria) and the European Stability and Growth Pact, which «tie
the government’s hands» by correcting its tendency towards excessive
spending. Another is the setting up of Independent Fiscal Councils (insti-
tutions based on the model of independent central banks) whose opinions
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are sufficiently high profile as to provide the government with an «anchor»
for justifying sizeable budget surpluses in times of economic expansion.

As for structural economic reforms, there is a need for policies that
boost the growth potential of the developed economies, particularly those
of Europe, since the greater the growth the more sustainable the high
levels of debt society must deal with and the easier it will be to put public
accounts in order. This involves progressing with reforms in line with the
Lisbon strategy—that is, improving the functioning of the labour market
in order to enhance the dynamism and productivity of the economy, ste-
pping up spending on R&D (particularly that of the private sector, which
generates faster applications) and encouraging greater competition in the
goods market and, in particular, the services market.

Even if these reforms are carried out, there is reason to believe that the
medium-term growth of the world economy cannot be as high as in the
years prior to 2007, in which world income per capita reached its highest
growth rate in history (even faster than in 1950-1973). From the point of
view of supply, the rise in unemployment, which could have a structural
component, will curb growth protection through a reduction in activity,
particularly in sectors like real estate, the automobile industry and finan-
cial services. In addition, population ageing will diminish Europe’s working
population and put a brake on the dynamism and innovative capacity of
workers and companies (bearing in mind that relatively young workers
tend to be more productive, more innovative and less averse to risk).

The crisis has furthermore brought about a widespread downturn
in investments, as a result of which nearly all the economies will have
to address the problem of capital obsolescence. In the case of energy,
insufficient growth in investments could push up the price of oil if demand
picks up and the necessary projects have not been undertaken in the
extraction and refining sectors. Higher energy prices would curb growth
potential by increasing costs in all sectors of the economy.

On the demand side, there is also reason to think that lesser growth is
on the cards. For one thing, when the crisis is over long-term interest rates
may be expected to increase owing both to the increase in public debt and
to the fact that the monetary authorities wish to avoid inflationary risks and
the emergence of new bubbles. This will amount to higher financing costs
for the private sector, which will have a negative impact on growth.

What is more, US consumers, who have been the driving force of the
world economy for decades, will lower their level of spending and increase
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their rate of savings, both because they are hugely indebted and because
the real estate debacle has reduced their net wealth. As the emerging eco-
nomies (above all China) still have very high savings rates and Germany
and Japan do not seem likely to increase their domestic demand or their
exports, there will be no substitute for the US consumer, and the world
economy will therefore have to adapt to a lower level of expenditure (it is
estimated that as a result of the crisis US consumers will cease to spend
800 billion dollars per year, approximately half of Spain’s GDP).

Dollar-euro rivalry for global monetary leadership

Another important question that has arisen following the eruption of the
international financial crisis is the future of the dollar as a global reserve
currency. Indeed, after dominating the international monetary system for
decades, the dollar’s leadership is beginning to be questioned. But as we
shall see, this does not mean that the greenback is going to replaced in
either the short or the medium term. Everything would appear to indicate
that the world economy is heading for a slow transition leading to a situa-
tion in which three reserve currencies will coexist in the long term: the
dollar, the euro and the yuan. Let us how examine why.

Before the crisis America’s huge current account deficit and the rapid
accumulation of dollars by the central banks of the emerging economies
(especially of China and the oil exporters) led to the steady depreciation
of the dollar, particularly against the euro. At the same time, a few central
banks, worried about the solvency of the United States, began to consider
the need to diversify their reserves, as a result of which the dollar lost a
certain amount of market share to the euro in both international transac-
tions and global reserves. Nonetheless these movements were timid, as a
massive sale of dollars would generate sizeable losses precisely for coun-
tries which, like China, possess substantial assets in the US currency.

This tendency was suddenly interrupted by the panic which swept
across the markets following the bankruptcy of Lehman Brothers in
September 2008. The financial crisis triggered a «flight to security» which
led to a sharp appreciation of the dollar, even through the crisis had taken
hold in the United States. However, now that the financial markets are
starting to get back to normal, there is a return to the pre-crisis situation in
which external deficit and the accumulation of US debt, added to the rigi-
dity of Chinese exchange rates, are again tipping the scale of adjustment
of global imbalances towards an appreciation of the euro.
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This new depreciation of the dollar, coupled with the appreciation of
gold and China’s statements about the need to replace the greenback as
the global reserve currency with the Special Drawing Rights of the IMF,
have reopened the debate on the outlook of the reserve currency. And
since the Chinese yuan is not yet convertible and the yen, the pound and
the Swiss franc have lost some of their international clout in recent years,
the debate revolves around whether the euro could replace the dollar
as the dominant global currency. Indeed, in a recent essay published
in Foreign Affairs, Fred Bergsten, a leading specialist in the geopolitics
of currencies, stated that the United States ought to realise that it is no
longer in its interest to promote the maintenance of the dollar as the sole
reserve currency as this hinders the internal discipline that the economy
needs to reduce its huge debt (4).

This debate is followed with interest, but also with a certain amount
of caution, by the euro countries. On the one hand there are dreams that
Europe might one day enjoy the privilege the United States has held for
decades: of financing its deficit at practically zero cost and of using the
dollar as a geopolitical tool for advancing its interests. However, the autho-
rities have made no declarations indicating that they aim to promote the
international use of the euro because, to the European mentality —which
has traditionally stayed away from arguments on geopolitical dominance —
the costs involved in a short-term appreciation of the euro by far outweigh
the possible (but uncertain) future benefits.(5) What is more, the basic
problem continues to be that the euro, unlike the dollar (or the Chinese
yuan, which is not yet convertible but will be in the coming decades), is an
orphan currency without a state or an army to provide it with the security
component needed to make it the global benchmark currency.

Therefore, it is most likely that the euro will gradually increase in value
and gain market share in international reserves and transactions, but will
not take over from the dollar, which will continue to be clearly dominant in
Asia and America.

Indeed, although since its creation the euro has secured greater inter-
national influence than all the former national currencies together, the
dollar clearly continues to dominate the international securities markets.

(4) See Fred Bergsten’s article «The Dollar and the Deficits», Foreign Affairs, November-
December 2009.

(5) A strong euro helps contain inflation and lowers the price of oil, but in a situation of reces-
sion like the present, with deflationary pressure and weak demand, a strong euro could
undermine the incipient recovery in the euro area.
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At the end of 2008, 45% of debt securities were in dollars and only 32%
in euro, even though the euro had upped its market share by 12 points
since its creation and the dollar’s had fallen by 5 points. The dominance
of the dollar is even greater in the reserves held by central banks: 64% of
the total versus the euro’s 27%, although the single currency has gained
nearly 10 percentage points since coming into existence.

Even so, there are two factors that may work in the euro’s favour in the
long term and have been heightened by the global financial crisis. The first
is the United States’ hefty current account deficit and fast accumulation
of government debt, which could hasten a lack of confidence in the dollar,
causing the euro’s share to grow in investor and central bank portfolios.
The second is the massive accumulation of reserves by the central banks
of emerging economies, which will possibly lead to greater diversification
of portfolios and the pursuit of investments providing better yields than
US Treasury bonds, which could favour the euro and other strong curren-
cies.

Therefore, although it is unlikely that the euro will replace the dollar in
the next decade, it does seem possible that we are approaching a dual
monetary hegemony in the medium term, which would become a triple
hegemony in the long term when China opens up its financial system and
makes the yuan convertible. Most experts agree that the euro will not be
able to fully replace the dollar owing to the European Union’s military and
political weakness and the «anti-growth» bias of the ECB’s policies.(6) In
any event, in order to further strengthen the euro’s role as an international
currency, it is essential for the European Union to deepen its structural
economic reforms so as to enhance its growth potential, improve the
supervision and economic governance system of the euro area and further
integrate and deepen its financial markets.

CHANGES IN THE INTERNATIONAL ECONOMIC ORDER

The crisis is causing a major impact on the international economic
order. On the one hand it has reinforced trends that had been under way
for years, such as the rise of the emerging powers. On the other, it has
put a brake on (and may reverse) a trend that seemed difficult to change,

(6) See the essays by Guillermo De la Dehesa, (2009): «Will the Euro ever replace the Dollar
as the dominant global currency?» Working Paper of the Real Instituto Elcano, and
Jean Pissani Ferry and Adam Posen (2009): The Euro at Ten: The Next Global Currency,
Petersen Institute for International Economics, Washington DC.



Federico Steinberg Whesler

whereby nation states had been losing power to the market and to supra-
national institutions for decades. In addition the crisis has drawn attention
at different times and in different spheres to the shortfalls in the existing
international coordination and cooperation mechanisms. This is forcing
the international community to rethink the foundations of global economic
governance. But it should be remembered that although the crisis is acting
as a catalyst for these reforms, the debate on the need to adapt the inter-
national institutions to the new international economic reality has been
on the table for several years. The markets have been undergoing globa-
lisation for decades, but economic regulation continues to be essentially
national. And, as this crisis has shown, this lack of concordance poses
major risks. It requires new international economic regulations, particularly
in the financial sphere, which in order to be legitimate and in consonan-
ce with the current international economic order must be the product of
negotiation between the advanced and the emerging countries (and not
dictated by the advanced countries as in the past). We will now go on to
analyse these issues.

The return of the nation state and the rise of the G-20

Over the past decades, as economic globalisation has intensified, a
gradual diffusion of power has taken place in the world economy. The
nation states, which had been the only prominent actors in international
relations for centuries, began to lose ground to other players. Further «up»
supranational bodies such as the IMF, the WTO and the European Union
diluted the power of the state and its room for manoeuvre in economic
policy. Further «down» multinationals, NGOs, mafias, the Davos World
Economic Forum, rating agencies, the so-called global civil society and
regional governments to which powers were progressively transferred as
part of the decentralisation carried out in some countries also took a slice
of the state’s sovereignty, becoming new sources of power. Finally, with
the collapse of the Soviet bloc and liberalisation and privatisation, markets
gradually sapped the power of the nation states. Logically not all states
lost power with the same intensity. The richer and most influential states,
those that were capable of shaping the rules of globalisation in accordan-
ce with their own interests, lost less influence than those that were more
exposed to the fluctuations of international markets or had to accept eco-
nomic regulations they did not always share. In short, although the relative
power of the state was reduced, this reduction of sovereignty had much
more of an impact on poor countries than on wealthy nations.
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Although this process of power diffusion and state withdrawal seemed
unstoppable in the 90s, the attacks of 11 September slowed it down by
putting security back at the centre of international relations. The new laws
aimed at combating terrorism and the new rise in military expenditure, par-
ticularly in the United States, took us back temporarily to the past, when
the «high politics» of war and security took priority over the «low politics»
of the economy. However, the huge economic growth that followed the
crisis of 2001-2002 and the fresh impetus given to production and trade
by the emerging economies led by China allowed economic globalisation
to continue its spectacular progress. And with this new wave of liberalisa-
tion the nation state’s scope for action was again narrowed, as reflected,
for example, by growing doubts about the sustainability of the Welfare
State in Europe and workers’ fears about industrial relocation and the
outsourcing of services, phenomena which endangered their jobs and
about which there was little that the state could do.

But the global economic crisis appears to have brought this process
to an abrupt halt, ushering in a still subtle deglobalisation that is accom-
panied by a return of strong nation states. The bail-out programmes for
the financial system, the huge fiscal stimulus packages the countries
have implemented and regulatory reforms in economic matters—which
are still underway —have served to strengthen governments, which now
consider themselves entitled to curb the market excesses which the
crisis has put on the table. Furthermore, higher taxes to square public
accounts will be necessary in the medium term and everything appears
to indicate that the post-crisis world will be more regulated in many
aspects of economic life, but above all in relation to the financial mar-
kets. Lastly, public opinion in most of the countries, which was already
critical of the economic globalisation process as it considered that the
benefits of liberalisation were distributed very unequally, will begin to
demand more forcefully a bigger role for public policies. Therefore, as
paradoxical as it may seem, the advanced countries that promoted glo-
balisation and lost influence as it progressed will recover power and legi-
timacy thanks to the first major crisis of globalisation. In short, although
it still too soon to judge to what extent this crisis is substantially altering
the power balance between state and market, what can be affirmed is
that it has marked a turning point in globalisation that is facilitating the
return of the nation state.

The other major change precipitated by this crisis is the G-20’s
takeover from the G-7/8 at the helm of the world economy. The emerging
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countries had been criticising the G-7/8 for years as they considered the
forum to be insufficiently representative of the current power structure of
the world economy (something similar occurred with the United Nations
Security Council). But for years the advanced countries turned a deaf ear
to these criticisms and merely invited a few emerging countries to the
G-7/8 meetings.

But everything has changed with the crisis. As Wolf (2009) states,
«crises overturn established orders. The financial and economic crises of
2007-09 are no exception. The rise of the G-20 to prominence is a water-
shed in history: for the first time since the industrial revolution, economic
power is no longer concentrated in western hands» (7). Indeed, it took the
international community a devastating financial debacle to realise that the
group formed by the United States, Japan, Germany, France, the United
Kingdom, Italy and Canada—and joined by Russia in the 90s—is no longer
sufficiently representative to meet the challenges of globalisation. The
need to incorporate the emerging powers in order to address a global
recession and the rise of economic nationalism have made it necessary
to grant leadership to a larger group of countries, the broader G-20, in
order to design the new rules that ensure that globalisation does not self-
destruct.

The G-20 is an informal forum established following the Asian finan-
cial crisis of 1997 and has met three times (in Washington in November
2008, in London in April 2009 and in Pittsburgh in September 2009) in
less than a year since the eruption of the crisis. As a group it is large
enough (and therefore legitimate) to become the embryo of global eco-
nomic reforms but is also small enough to be effective. Therefore, its
consolidation as the G-7/8’s replacement is excellent news. But apart
from the fact that this forum is used to agree on the coordination of the
relevant policies required to lessen the adverse impact of the crisis and
design exit strategies, its most important job in the long run will be to
establish the reforms of the formal institutions (or create new ones where
necessary).

In short, the G-20 will not prevent the global recession from being
traumatic, but if it continues to provide a coordinated response to the pro-
blems arising from the crisis and serves as a focal point for deeper reforms,
the legitimacy of the international economic cooperation institutions as a
whole would increase significantly in the eyes of the emerging countries,

(7) Financial Times «The west no longer holds all the cards» 23 September.
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which could adopt more cooperative attitudes and cease to behave as
free riders in the international system. Some of the most important reforms
the G-20 has set in motion relate to the IMF’s new role in world financial
governance. This subject is dealt with in the next section.

Reform of the International Monetary Fund

After years in the background the financial crisis has returned the IMF
to a position as key player in the world economy. Furthermore, it has
enabled the institution to increase its budget, change some of its most
criticised credit lines and convey a more Keynesian (and therefore less
«conservative») image than in the past. Accordingly, since the middle of
2008 the IMF has granted loans to emerging countries taken by surprise
by the US crash. And the G-20 summit of April 2009 in London paved
the way for a substantial increase in its financing, including a significant
allocation of 250 billion dollars of Special Drawing Rights (SDRs) and
the authorisation to issue bonds on the international markets. What is
more, its new loans are being paid out with revised conditions through
its new flexible credit line, which is going down well with the public of the
borrowing countries as it is not forcing them to adopt new adjustment
programmes.

But once the recession is over the IMF will still need to address the pen-
ding issue of reforming its internal governance and culture in order to reflect
the new balance of power in the world economy and to tackle the global
financial challenges with legitimacy. These challenges are huge and involve
improving international financial regulation and supervision, limiting leve-
rage and risk levels, increasing information and transparency in markets,
redefining and harmonising accounting valuation standards, increasing the
capital requirements of financial institutions, extending regulation to certain
markets that are still opaque, preventing credit from being so procyclical,
carrying out better supervision of the derivatives markets, ensuring that
asset prices are better incorporated into monetary policy to avoid the emer-
gence of bubbles and revising the functioning of rating agencies.

Although some developments have taken place in the right direction, if
the reforms are insufficient there is a risk that the IMF will continue to be
perceived as illegitimate by the emerging economies, which would lead it
to become permanently insignificant and, as such, incapable of fulfilling its
mandate effectively. Therefore, although there continues to be little place
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for assessments on ethics and equity in international economic relations,
the focus of the debate on the representativeness of the IMF has shifted
from justice to effectiveness. Only a legitimate IMF will continue to be
effective.

Although the IMF needs reforms, it is important to underline that over
the past decade—especially with the modifications of quota and voting
shares approved in 2006 and 2008 —small steps forward have been
made.

At the end of the 90s—along with the World Bank and the initiatives to
pardon the debt of the highly indebted poor countries (HIPC) and Poverty
Reduction Strategy Papers (PRSP)—the IMF incorporated poverty reduc-
tion into its discourse, through its new concessional lending instrument
for the poorest countries, the Poverty Reduction and Growth Facility
Fund (PRGF). This was an attempt to allay criticisms that accused it of
neglecting the adverse social impact of the macroeconomic stability pro-
grammes. It was also intended to bring its actions into line with the United
Nations Millennium Development Goals.

Another of the initiatives adopted in response to those who, like
Joseph Stiglitz, claimed that the IMF issued simplistic prescriptions for
all the countries that asked it for loans and was not answerable to civil
society, was the establishment of the Independent Evaluation Office
(IEQ) in 2001. The aim of this department, which in theory is inde-
pendent from the Fund’s management, is to improve the institution’s
learning culture through critical evaluations of its actions, to strengthen
its external credibility and its accounting systems by fostering greater
understanding of its work and to back its governance and supervision
functions. However, since it is «inside» the IMF its independence has
been questioned.

Lastly, in 2005 the Fund launched its medium-term reform strategy
outlining its new 21st-century role focused on its place in the internatio-
nal financial and monetary system and on the problem of the voice and
representation of the emerging and low-income countries in its organs of
government. These documents contained a host of proposals designed to
improve the stability and supervision of the international financial system,
prevent crises, build up its resources and improve international macroeco-
nomic coordination. But the financial crisis has shown that most initiati-
ves in these fields had not gone far enough, above all because the IMF’s
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real powers were limited. For example, the Fund had no coercive ability
to reduce global macroeconomic imbalances; its ability to supervise the
financial system was limited; and it did not have the authority to act as a
supranational regulatory body. Even so, despite its inability to prevent the
crisis, some of the progress made in recent years has enabled it to come
up with a fairly fast and effective response.

But the acid test for reforming the institution was (and still is) modifying
its quotas, which determine the number of votes after discounting the so-
called basic votes, which are those all states receive irrespective of their
size (8).

The need to further this reform to boost the Fund’s legitimacy and
representativeness may be illustrated by a simple comparison. The sum
of the GDP of Italy, the Netherlands, Belgium, Sweden and Switzerland as
a world total is less than the sum of the GDP of China, India, Brazil, Korea
and Mexico (8.1% versus 11.9% measured in market exchange rates and
5.8% versus 20.1% measured in Purchasing Power Parity). However,
before the reform of 2006 these five European countries held 10.4% of
IMF votes and the five major emerging countries only 8.2%.(9) And as the
trend growth rate of the emerging economies is greater than that of their
European counterparts, this gap, in itself difficult to justify, was merely
widening.

Every time a quota reform is planned two issues have to be debated.
First, a possible increase, which is approved if the IMF is judged to need
more resources. Second, the distribution of this increase, which may
trigger changes in the internal balance of power as—given that this is a
zero sum game—more votes for one country amounts to less votes for
another. Whatever the case, any change resulting in winners and losers
involves a change in the formula employed to determine the quotas and
must furthermore be approved by an 85% majority, which means that
the United States, with 17% of the votes, is the only country with power
of veto.

Since the establishment of the IMF 13 ordinary quota reviews have
been conducted. In five of them it was decided not to make any chan-

(8) The quotas also determine each country’s contribution to the financing of the Fund, its
access to the Fund’s resources and the percentage of SDRs to which it is entitled.

(9) In variables such as population and reserves the emerging countries have a much grea-
ter weight than those of Europe but in terms of share of world trade they are practically
equal, the European countries holding a slight advantage.
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ges because it was not considered necessary to increase the Fund’s
resources. However, in 2006 an ad hoc reform process was set in
motion, ending in 2008 and marking substantial changes. The pro-
cess progressed in two phases. In the first it was agreed to increase
the quotas of China, Korea, Mexico and Turkey as they were the most
under-represented countries (their economy and international status
had grown significantly in recent years, and this had not been reflected
in their quotas). In the second, in April 2008, a much more far reaching
reform was carried out, including a major change in the formula to make
it simpler and more transparent. With the new formula the weight of a
country in world GDP has become the most important variable and is
furthermore weighted, measured as a blend of GDP based on market
exchange rates (weight of 60%) and GDP based on Purchasing Power
Parity exchange rates (40%). The other variables that make up the quota
formula are openness (ratio of imports plus exports to GDP), variability
of current receipts and net capital flows and reserves. The formula also
includes a compression factor to make downward adjustments to the
quota share of the largest countries and upward adjustments to those
of the smaller ones.

It was likewise agreed to triple the basic votes, which accounted for
11% of votes when the IMF was established and only 2% before the
reform. This increase will make it possible to give a bigger say to the poo-
rest countries, in addition to reversing the trend whereby the increase in
quotas had progressively diluted the weight of the basic votes.

With this reform the quota shares have been modified as shown in
chart 1. With the new formula the quotas of 54 countries (chiefly emerging
economies) have been increased by 4.9 percentage points out of the total.
If to the new formula we add the modifications of the basic votes, China,
Korea, Brazil, Mexico and Spain, Singapore and Turkey show the biggest
vote increases (although below 1%), while the United Kingdom, France,
Saudi Arabia, Canada, Russia, the United States, Belgium, Switzerland
and Australia experienced the largest decreases (although none more than
0.65%)).

The reform is undoubtedly moving in the right direction—increasing
the weight of the emerging countries and reducing that of the advanced
countries (particularly those of Europe except Spain and Ireland)—in order
to reflect more closely the new structure of the world economy.
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Chart 1: IMF quota and voting shares (%) before and after the reform
of 2006-2008 (20 countries with the largest percentage of votes, all

above 1%)

Quota share Voting share | Quota share | Voting share
before reform | before reform | after reform | after reform
USA 17.380% 17.023% 17.674% 16.732%
Japan 6.228% 6.108% 6.558% 6.227%
Germany 6.086% 5.968% 6.112% 5.805%
France 5.024% 4.929% 4.506% 4.288%
UK 5.024% 4.929% 4.506% 4.506%
China 2.980% 2.928% 3.989% 3.799%
Italy 3.301% 3.242% 3.307% 3.155%
Saudi Arabia 3.268% 3.210% 2.931% 2.800%
Canada 2.980% 2.928% 2.672% 2.555%
Russia 2.782% 2.734% 2.495% 2.387%
Netherlands 2.415% 2.375% 2.166% 2.077%
Belgium 2.155% 2.120% 1.932% 1.856%
India 1.945% 1.916% 2.443% 2.338%
Switzerland 1.618% 1.595% 1.451% 1.401%
Australia 1.514% 1.494% 1.358% 1.313%
Mexico 1.210% 1.196% 1.521% 1.467%
Spain 1.426% 1.408% 1.686% 1.623%
Brazil 1.420% 1.402% 1.783% 1.715%
Korea 0.764% 0.760% 1.413% 1.365%
Venezuela 1.244% 1.229% 1.116% 1.084%
Source: IMF.

However, it may also be affirmed that the reform does not go far
enough as it generates changes that are too small and continue to allow
the advanced countries to form coalitions to maintain wide majorities in key
decisions, as well as not giving enough of a say to the poorest countries.
In this respect it is true that, owing to the inherent difficulties in achieving
greater agreement on the reform of the formula for calculating quotas, the
debate on incorporating the population factor (even with a low weighting)
was postponed, as was the possibility of according even greater weight
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to GDP measured in Purchasing Power Parity, which would result in a
much bigger increase in the quotas of the developing countries. In short, in
view of the developed countries’ reluctance to lose votes, it was decided
to adopt a minimum agreement that marks a small (but symbolic) step
forward, but merely postpones the real and necessary debate. Instead of
having agreed on a permanent formula that could be used for the coming
decades, the minimum agreement ensured that there will be more tough
negotiations over the next years. Indeed, the crisis itself—and the effort to
provide a coordinated international response—have already set in motion
a new quota review process which will need to be concluded in 2011.

If it is furthermore considered that the reform did not include chan-
ges to make the system for designating the Managing Director more
merit based (so that a European is not always chosen in the IMF and an
American in the World Bank) and that mechanisms were not put in place
to ensure the involvement of a larger number of prominent figures from the
developing countries in the decision making bodies, it may be said that the
reform was incomplete.

What is more, in order for the emerging countries to consider the institu-
tion legitimate, above and beyond the formal changes it is essential to pro-
gress in changing the Fund’s culture. This would involve incorporating the
economic-policy sensibilities and practices of the emerging countries into
the economic analysis conducted by the Fund’s staff. So far this analysis
has been dominated by a transatlantic-liberal approach that is fairly imper-
vious to external influence, which has led to certain political prescriptions
that many developing countries consider inadequate (for example, the ban
on using capital controls irrespective of circumstances. In any event, this
change will take time, although the formal reforms may help speed it up.

Lastly, above and beyond the debate on legitimacy, it should be poin-
ted out that there is a certain amount of consensus on what the goals of
a renewed IMF should be, but not on the best way of achieving them.
In particular it is politically unfeasible to convert the IMF into a global
supervisor capable of anticipating crises, issuing binding recommenda-
tions, settling conflicts, imposing sanctions and promoting cooperation to
manage global financial risks in a multilateral and coordinated manner. Its
members, both rich and poor countries, are not prepared to hand over so
many responsibilities to it.

But what we can aspire to is to ensure that the different national regu-
lations are compatible and share common principles agreed within the IMF
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and the Financial Stability Council. Furthermore, although it is difficult for
the Fund to be assigned functions involving the coordination of exchan-
ge rates, it should be a forum for monitoring the vulnerabilities the world
economy faces, particularly in connection with financial bubbles or global
macroeconomic imbalances.

If the progress made in these areas reduces the frequency and severity
of crises and prevents the contagious effects that have such an impact on
the emerging economies, the IMF’s legitimacy will improve substantially,
and with it the ability of the world economy to grow in a more sustainable
and balanced manner.

IMPLICATIONS FOR THE EUROPEAN UNION

Like the rest of the world, the European Union was unprepared for the
financial crisis and for the ensuing economic recession. Financial panic,
plummeting production and the huge contraction of international trade
have raised unemployment and reduced the wellbeing of Europeans, who
have suddenly become poorer. In this respect the crisis has undisputedly
been bad news for EU citizens, companies and governments alike.

However, on the other hand the economic recession that has followed
the crisis is proving to be a salutary lesson to the European Union in res-
toring a certain amount of political and intellectual leadership at a time
when its influence in the world was waning. Therefore, if the Union plays
its cards rights and takes advantage of the opportunities provided by the
reshaping of the international order brought on by the crisis, it could regain
part of the ground lost in recent years. But to do so it needs to consolidate
the institutions and policies that have proved effective in addressing the
crisis and to improve those which showed and continued to show weak-
nesses. It should also strengthen its external position.

Priority tasks will be to build better economic and financial governan-
ce for the euro area, to progress in the structural reforms so as to boost
growth potential and to address the challenge of population ageing and
give fresh impetus to the Lisbon Strategy, which was renamed EU 2020
in the review of 2010. Only if the European countries foster development
and innovation policies and their companies secure international leader-
ship in knowledge-intensive sectors will they succeed in boosting their
productivity. To achieve these goals the European Union will at last be
able to base itself on the entry into force of the Lisbon Treaty, which
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puts an end to several years of institutional uncertainty. It will enable it to
speed up the decision-making process and raise the Union’s international
profile through the figure of the President of the Council. In addition, the
Eurogroup will begin to have a role of its own, which will enhance the visi-
bility of the euro area.

But the challenges the Union faces are huge. Even after enlargement
it will continue to lose relative weight in the global economy owing to the
rise of the emerging powers. According to projections made by Goldman
Sachs in 2003, in which the concept of the BRIC countries was coined
(Brazil, Russia, India and China), by 2036 these four emerging economies
(to which Mexico should be added) will have overtaken all the European
countries in terms of GDP, though not income per capita. This will mean
that not even Germany will be among the six largest economies in the
world. The United States will head the list, followed by China, India, Japan,
Brazil and Russia (Goldman Sachs 2003) (10). If on top of this we consider
the European countries’ heavy dependence on gas and oil imports and the
fact that less than 6% of the world’s population will live in the European
Union in 2050, the European Union already had major challenges on the
horizon even before the crisis.

Since the crisis will merely speed up this process as it will probably
hamper potential growth more in the developed countries than in the
emerging economies, the European Union will need to seek ways of
increasing its power and influence beyond its shrinking objective weight in
the global economy. And it is here that the crisis offers fresh opportunities.
On the one hand, it has marked a turning point in economic globalisation,
putting an end to the period of liberalisation ushered in by Ronald Reagan
and Margaret Thatcher in the 80s. Although this turning point will not
mean the downfall of capitalism, the state will win back legitimacy and
power from the market and the Anglo-Saxon liberal model will lose part of
its appeal and influence to the European-inspired models, which involve
greater regulation and public intervention and are admired by most Asian
and Latin American countries. This will boost the European Union’s soft
power and its legitimacy to propose international initiatives.

On the other hand, the leadership shown by the European authorities
in the early stages of the crisis, the soundness and effectiveness of the

(10) For a detailed analysis of the impact of the rise of the emerging powers on the world
economy and the role of the European Union, see chapter VI of the Strategic Panorama
2007-2008, in which Emilio Lamo and Michels de Champourcin conduct an exhaustive
study.
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measures taken by the ECB (which have placed it on the same level as the
Fed) and the willingness of the Union Member States to lead the transition
from the obsolete G-7/8 to the emerging G-20 have marked an awake-
ning for the European Union following years of passivity and defensive
positions in the international arena. Although the European countries are
obvious candidates for losing influence to the emerging powers both in the
reform of IMF quota and voting shares and in the replacement of the G-7/8
by the G-20, for the time being it is playing its hand shrewdly. France,
Germany, the United Kingdom, Italy and the rotating EU Presidency, which
are permanent members of the G-20, have now been joined by Spain
and the Netherlands, which have attended all the meetings held to date,
becoming de facto members of the group. What is more, the European
countries have succeeded in forging a common position at these forums,
which adds to that which they have already adopted in the WTO and in
combating climate change and poverty, where they have been presenting
ambitious initiatives and exercising leadership for years. Finally, as stated,
although the euro is not going to replace the dollar as a global reserve
currency in the medium term, its use following the crisis will merely increa-
se, which will also help strengthen the euro area and, accordingly, the
European Union.

All this is enabling the Union to export its values and way of unders-
tanding the world to the institutions which will give shape to the new rules
of economic globalisation that will emerge following the crisis. But this
will not be an easy task. It should be remembered that, as Parag Khanna
provocatively points out, the European Union is the first «<metro sexual»
superpower which uses soft power, its economic influence, its values
and persuasion (and not military power) to «sell» its model abroad. But in
order for it to be able to strengthen its international role in the post-crisis
world it is essential for it to be underpinned by a solid, consistent internal
position. And only if it overcomes its internal contradictions and manages
to maintain a common position and speak with a single voice in all the key
aspects of global governance will it have the chance to enjoy influence and
make substantive contributions.
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INTRODUCTION

limate change is a reality that poses world-scale problems.

Mitigating its consequences requires effective responses based

on detailed knowledge of its impacts, both recorded and expec-
ted, and the planning of mitigation and adaptation measures.

The report submitted by the Secretary-General to the Council of the
European Union (1) states that the best manner of dealing with climate
change is to consider it a multiplier of threats which accentuates existing
trends, tensions and instability. Climate change is threatening to overload
already fragile and/or conflict-prone countries and regions, posing not
only humanitarian risks but also political and security hazards. What is
more, in keeping with the concept of human security, it is clear that many
of the problems of the impact of climate change on international security
are interrelated and therefore require global political responses.

Aware of this situation, the Security Council of United Nations General
Assembly of 17 April 2007 opened a debate on «Energy, security and clima-
te» (2), and more recently, in its resolution of 11 June 2009 (A/RES/63/281):

(1) Paper of the High Representative and European Commission to the European Council,
«Climate change and international security», S113/08, 2008.

(2) Including the letter dated 5 April 2007 from the Permanent Representative of the United
Kingdom of Great Britain and Northern Ireland to the United Nations addressed to the
President of the Security Council (S/2007/186), the letter dated 12 April 2007 from
the Chargé d’affaires a.i. of the Permanent Mission of Cuba to the United Nations on
behalf of the Movement of Non-Aligned Countries, addressed to the President of the
Security Council (S/2007/203) and the letter dated 16 April 2007 from the Permanent
Representative of Pakistan to the United Nations, on behalf of the Group of 77 and China,
addressed to the President of the Security Council (§/2007/211). See S/PV.5663.
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Invites the relevant organs of the United Nations, as appropriate and
within their respective mandates, to intensify their efforts in considering
and addressing climate change, including its possible security implica-
tions.

The present report studies the consequences of climate change on
security matters and mitigation and adaptation as possible responses. It
begins by identifying the most significant aspects of the current situation
of climate change detected, future projections and expected impacts. It
goes on to discuss the subject from the perspective of how it affects the
security landscape.

CURRENT SITUATION OF CLIMATE CHANGE

Climate change detected

Changes in the concentration of greenhouse gases and atmospheric
aerosols and in solar radiation and the properties of the earth’s surface
are altering the energy balance of the climate system. These changes are
expressed as a function of radiative forcing (3) which is used to compa-
re how a variety of human and natural factors influence the warming or
cooling of the global climate.

The world atmospheric concentrations of carbon dioxide, methane and
nitrous oxide have risen significantly as a result of human activities since
1750, and have now surpassed the pre-industrial values established in
core ice samples spanning several hundred years. The overall increase in
carbon dioxide concentration, which has gone from a pre-industrial level
of approximately 280 ppm (4) to 379 ppm in 2005, is chiefly due to the use
of fossil fuels and changes in land use, while the rise in that of methane
and nitrous oxide is mainly due to agriculture. The IPCC-4AR (5) clearly
points to anthropogenic influence in global warming, establishing that the

(3) Radiative forcing is use to measure how a factor influences the change in the balance of
incoming and outgoing energy in the earth’s atmospheric system and is an indicator of
the importance of the factor as a potential driver of climate change. Positive forcing tends
to warm the surface, and negative to cool it. It is measured in Wm-2.

(4) ppm (parts per million) or ppb (parts per billion) is the ratio between the number of mole-
cules of greenhouse gas and the total number of dry air molecules.

(5) IPCC-4AR, «Climate Change 2007. The Physical Science Basis. Contribution of Working
Group | to the Fourth Assessment Report of the Intergovernmental Panel on Climate
Change», S. SoLomon, D. QiN, M. ManninGg et al., Cambridge University Press, 944 pp,
2007.
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overall average net effect of human activities since 1750 very likely (6)
has led to a warming, with a radiative forcing of +1.6 Wm-2 [between 0.6
Wm-2 and 2.4 Wm-2] (7).

To assess the changes in the Earth’s climate system it is necessary to
consider not only the atmosphere but also the ocean and the cryosphere
(8), as well as phenomena linked to changes in atmospheric and oceanic
circulation in order to glean greater knowledge of the trends, variability
and processes of climate change on a world and regional scale. Analyses
based on observational data include fundamental variables such as
atmospheric temperature, sea surface temperature, precipitation, winds
and atmospheric circulation. The term «extreme climate» is a key expres-
sion of climatic variability and its assessment includes current information
providing an enhanced view of changes in many types of extreme pheno-
mena such as warming, droughts, heavy precipitation events and tropical
cyclones (including hurricanes and typhoons).

Warming of the climate system is unequivocal, as evidenced by obser-
ved increases in global average air and ocean temperatures, widespread
melting of snow and ice and rising global average sea level. The warmest
years in the instrumental record of global surface temperature (since
1850) are 2005 and 1998. Of the past 12 years (1995 to 2006), 11 of them,
except 1996, rank among the 12 warmest recorded since 1850. The IPCC-
4AR puts the linear trend of the past 100 years at 0.74°C [between 0.56°C
and 0.92°C]. This temperature rise is distributed across the planet and is
more accentuated in the upper northern latitudes. Land areas have war-
med more quickly than the oceans.

The rise in sea level is consonant with this warming. On average, the
level of the world’s oceans has been rising by 1.8 mm/year (between 1.3
and 2.3 mm/year) since 1961 and by 3.1 mm/year (between 2.4 and 3.8
mm/year) since 1993 owing partly to the effect of the thermal dilatation of
water and the melting of glaciers, icecaps and polar ice sheets. It is not
possible to ascertain to what extent this higher rate witnessed in recent
year reflects a decadal variation or an increase in the long-term trend.

(6) The IPCC-4AR uses the following scale of probability: virtually certain (>99%); extremely
likely (>95%); very likely (>90%); likely (>66%); more likely than not (~50%); about as likely
as unlikely (33% to 66%); unlikely (<33%); very unlikely (<10%); extremely unlikely (<5%);
exceptionally unlikely (<1%).

(7) The figures in brackets indicate 90% uncertainty interval around a best estimate.

(8) The cryosphere is the component of the climate system consisting of snow, ice and per-
mafrost above and below the earth and ocean surface.
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The observed decrease in snow and ice cover is also consonant with
warming.

Satellite data collected since 1978 indicate that annual average Arctic
sea ice extent has shrunk by an average of 2.7 % (between 2.1 and 3.3 %)
per decade, with even more accentuated decreases in summer of 7.4 %
(between 5.0 and 9.8 %) per decade. On average, mountain glaciers and
snow cover have decreased in both hemispheres.

Between 1900 and 2005, precipitation increased significantly in the eas-
tern areas of South and North America, northern Europe and northern Asia,
although it decreased in the Sahel, the Mediterranean, southern Africa and
certain parts of southern Asia. There is a likelihood of over 66% that throug-
hout the world the area affected by drought has grown since the 1970’s.

It is very likely that over the past 50 years cold days, cold nights and
frost have been less frequent in most land areas, and hot days and nights
have been more frequent. It is likely that heat waves have been more fre-
quent in most land areas and the frequency of intense precipitations has
increased in most areas.

Observations show an increase in intense tropical cyclonic activity in
the North Atlantic since approximately 1970, with little evidence of increa-
ses in other regions. No clear trend is observed in the annual number of
tropical cyclones. It is difficult to identify longer-term trends in cyclonic
activity, particularly before 1970.

On average, temperatures in the Northern Hemisphere during the
second half of the twentieth century were very likely to be higher than
those in any other 50-year period in the past 500 years and likely to be the
highest in the past 1,300 years at least.

Observed impacts on natural and human environments

All the continents and most of the oceans show that climate change,
particularly the rise in temperature, affects many natural systems. The
following impacts in particular have been detected:

¢ Enlargement and increased numbers of glacial lakes.

¢ Increasing land instability in permafrost regions and rock avalanches
in mountainous regions.

e Changes in some Arctic and Antarctic ecosystems.

® Increase in surface runoff and earlier spring peak discharge in many
rivers fed by snow melt and glacier melts.
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Warming of rivers and lakes in many regions, affecting thermal struc-
ture and water quality.

Earlier onset of spring phenomena, such as leaf-unfolding, bird
migration and egg lying.

Pole ward and upward shifts in ranges in plant and animal species.
Trend towards an earlier «greening» of vegetation in the spring,
linked to longer thermal growing seasons.

Shifts in ranges and changes in algal, plankton and fish abundance
in high-latitude oceans.

Increases in algal and zooplankton abundance in high-altitude and
high-latitude lakes.

Range changes and earlier migrations of fish in rivers.

Other effects of regional climate changes on natural and human envi-
ronments are emerging, although many are difficult to perceive owing to
adaptation and non-climate drivers. Prominent among them are:

Effects on agriculture and forest management in high altitudes of
the northern hemisphere, such as earlier crop sowing in spring and
forest modification due to fires and pests.

Aspects of human health, such as heat-linked mortality in Europe,
infectious diseases in some areas and allergenic pollen in high and
middle latitudes of the northern hemisphere.

Human activities in areas of the Arctic (for example, hunting and tra-
vel over snow and ice) and low alpine elevations (such as mountain
sports).

Human settlements in mountainous regions at greatest risk of
sudden flooding from glacier lake overflow due to glacier melt.

Loss of wetlands and coastal mangroves and increased damage
from coastal flooding in many areas.

Projected climate change

An emissions scenario is a plausible representation of the future deve-
lopment of emissions of substances which are, potentially, radiatively
active (for example greenhouse gases and aerosols), based on a set of
coherent and internally consistent hypotheses on the drivers of this phe-
nomenon (such as demographic and socioeconomic development, tech-
nological change) and their key relationships. Concentrations scenarios
derived from emissions scenarios are used in climate models to obtain
climate projections.
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In order to describe coherently the relationships between the forces
that determine emissions and their evolution, and to add a context to the
quantification of scenarios, the IPCC Special Report on emissions scena-
rios (SRES) (9) explores four different storylines resulting in 40 scenarios
which encompass the main demographic, economic and technological
driving forces of future greenhouse gas emissions. Each scenario repre-
sents a specific quantitative interpretation of one of the four storylines.
The set of scenarios based on a same storyline constitutes a scenario
«family».

The scenarios examined by the SRES do not include other climate-
related initiatives, meaning that none is based explicitly on the hypothesis
of fulfilment of the Framework Convention on Climate Change or of the
emission goals of the Kyoto Protocol. However, policies unrelated to cli-
mate change and aimed at many other objectives (for example, air quality)
directly influence greenhouse gas emissions. Furthermore, government
policies may have repercussions, to varying extents, on the driving forces
of emissions, such as demographic change, social and economic deve-
lopment, technological change, resource use and pollution management.
This influence is broadly refle