
6 ★ FINANCIAL TIMES TUESDAY JULY 30 2013

“Without fear and without favour”

Tuesday July 30 2013

● To contribute please email: letters.editor@ft.com or fax: +44 (0) 20 7873 5938 Include daytime telephone number and full address ● For corrections email: corrections@ft.com

LETTERS

Asda customers
chose the message
they understood
From Mr Bernard Hughes.

Sir, I have enjoyed Michael
Skapinker’s columns over the years
and have just read “The food
companies that make people fat”,
(Business Life, July 25).

I was head of public affairs for
Walmart in Europe for about eight
years until 2011. I was one of a small
number who pushed through traffic
light labelling in Asda (owned by
Walmart). Our customers made it
very clear that this was their
preferred choice – they could
actually understand the message
behind the symbol – and selected
this option by a large margin when
we tested their opinion.

There isn’t ever a perfect
information system flowing with
beautiful logic. But traffic lights give
powerful direction to the busy
customer.
Bernard Hughes,
London N5, UK

Powerful direction

Sharia law can be extended but no part can be abrogated
From Mr David J Critchley.

Sir, To judge from Caroline
Binham’s illuminating review
“Citizenship and the Prophet
principle” (July 22), Islam and
English Law: Rights, Responsibilities
and the Place of Shari’a glosses over
some critical issues.

It is suggested that sharia is a
“constantly evolving opinion-based
system of jurisprudence”, but this
evolution is limited: sharia law is

considered to be of divine origin and
while it can be extended to cover
new situations, no part of it can be
abrogated.

It is also a misunderstanding to
view the controversies over The
Satanic Verses and the cartoons of
Mohammed through the prism of
incitement to religious hatred. Sharia
law prohibits any criticism of Islam.
What was new in these cases was
the demand that this prohibition be

extended to non-Muslim countries.
Lastly, there is no reference to a

central tenet of sharia law, that the
penalty for leaving Islam, for
apostasy, is death. This seems
particularly bizarre in the context of
a discussion about the idea that
individuals “might even pick and
choose” a set of laws by which to be
judged.
David J Critchley,
Winslow, Bucks, UK

The real moral hazard underlying Detroit bankruptcy
From Mr Hank Gehman.

Sir, Reading John Dizard’s “View
from America” column “Detroit
default exposes lie of phantom
returns” (July 27/July 29), and
following what is being said – and
importantly, not said – in the press
generally, it appears that the ground
is being prepared for the transfer of
risk from the holders of Detroit’s
municipal bonds to the pensioners.
And that this risk transfer should
become the template for any future
municipal defaults.

But basic financial theory says
that the opposite should happen.
Risk should be borne, in the first
place, by the bondholders who are
compensated for that risk. They
receive a healthy, risk-adjusted
interest, and as these bonds are tax-
exempt they are further insulated by
the taxpayer.

What is the risk compensation that
the pensioners receive? Nothing.

Were the retirees reckless in
believing that the 8 per cent rate of
return on pension investments

projected by investment professionals
and the city was realistic? Should
having their pensions gutted be an
acceptable consequence of being
duped by Wall Street?

What about the bond investors? As
sophisticated professionals they
would have long ago realised the
unsustainability of Detroit’s finances
far better than the pensioners (who
never had the option of taking their
pension investments elsewhere if
they did understand). Why did these
bond investors continue to pour
money into Detroit even as it
spiralled down and its bond rating
collapsed? Of course, they were
getting an increasing interest rate.
But, I would suggest, they also did
not fear the full effects of
bankruptcy. They expected that the
political and judicial systems would
favour their investments over the
pensioners regardless of the
constitutional protections of the
pensioners. I would argue this is the
real moral hazard underlying
Detroit’s bankruptcy.

Mr Dizard asserts that a serious
loss by the Detroit pensioners (who
don’t even have social security to
fall back on) would be an effective
example to force other states and
municipalities to put their books in
order and eliminate pension
protections.

But the moral hazard lies with the
Detroit bondholders. Eliminating that
moral hazard would produce the best
and most equitable and long-lasting
solution. If investors understood that
it would be they who stood to lose
the most, they would force
governments to reform or simply not
fund them at reasonable rates.

Forcing the city’s retired workers
into poverty by making them bear
the brunt of the bankruptcy
adjustments instead of the
bondholders is immoral and will, in
the end, only reinforce the moral
hazard that allowed this financial
crisis to grow in the first place.

I am a retired union carpenter.
Hank Gehman,
Berkeley, CA, US

By itself, market
share leadership
isn’t worth a dime
From Dr Andreas Hinterhuber.

Sir, Lex suggests (“Unilever”, July
26) that market share is a proxy for
pricing power. This is a widely held
myth and may explain why chief
executives covet market share
leadership.

The travails of bankrupt former
number ones such as GM, American
Airlines, Blockbuster, Suntech or
Polaroid suggest that market share
leadership, by itself, is not worth a
dime. I teach students that pricing
power stems from the ability to
create products or services that
address customers’ latent needs.
Pricing power is thus the result of
understanding customer needs better
than customers themselves
understand their own fleeting
desires. Superior abilities to create
customer value sometimes translate
into superior market share (see
Apple, for example), but not the
other way round.
Andreas Hinterhuber,
Partner,
Hinterhuber & Partners,
Innsbruck, Austria
Visiting professor, USI Lugano

EU Commission
intends state aid
for nuclear power
From Mr Andrea Carta.

Sir, Your report on the European
Commission’s plans to allow direct
state aid for nuclear power (“EU to
allow state aid for nuclear power”,
July 20) has prompted a somewhat
confusing reply from the
commission. Antoine Colombani, the
EC spokesman for competition, goes
to great lengths to argue (“EU rules
do not prohibit state aid for nuclear
power”, Letters, July 23) that the
commission is still sitting on the
fence on the issue, but his claims are
flawed.

Under EU competition rules, state
aid is prohibited and only justified if
it supports a common EU interest.
The leaked commission guidelines on
state aid describe subsidies to
nuclear energy as a “common EU
objective”. Given the divergence of
policies on nuclear power in Europe,
this definition can only be
interpreted as a signal that the
commission intends to carve out
specific state aid provisions for
nuclear power. Reactions to the leak
from Germany and Austria’s leaders
confirm this reading.

In the absence of guidelines on
state aid for nuclear power, EU
member states need to prove that aid
measures clearly meet a common EU
interest and that the aid is necessary
– something they may struggle to do.
In this respect at least, the leaked
new guidelines would leave the
commission little alternative but to
find in favour of any future
applications for state aid for nuclear
power.

The subsidised construction of
nuclear plants would perpetuate the
fragmentation of the EU energy
market, exacerbating the clash
between inflexible and wasteful
energy from nuclear power and
flexible energy from renewables. It
threatens investments in smarter
interconnection between different
parts of the power grid, capable of
integrating renewable energy
sources. And it could pit the UK
against Germany in a battle for
Europe’s energy future.
Andrea Carta,
Legal Counsel,
Greenpeace EU

Overseas expansion may help explain US economy puzzle
From Mr Louis Borget.

Sir, Robin Harding mentions
several possible reasons for a
significant divergence between
corporate earnings and investment
but does not mention as a possible
reason the rapid expansion into
overseas markets since the 1980s as a
result of increasing wealth in other
countries and structural changes
such as China’s entry into the World
Trade Organisation (“A mysterious
divergence”, Analysis, July 25).

During more recent years the US
recession has caused overcapacity at
home while overseas markets have
expanded significantly. It would
seem reasonable to expect US
corporations to benefit financially

from growing markets overseas
without the necessity to increase
capacity proportionately in the US or
to hire additional workers in the US.
This might also explain why smaller,
private companies, probably less
active globally, are increasing
investments at a higher rate than
larger corporations.
Louis Borget,
Croton on Hudson, NY, US

India’s child labour is a deplorable necessity
to make some money to survive.
Poverty keeps these children out of
school, working hard to earn
whatever little money they can to
augment their desperately low family
incomes.

No one wants to see children
working, least of all their parents.
We all want to see them healthy,
safe, well-cared for, playing games
and learning for the future. But the
reality in the streets is far from
ideal. Banning child labour without
addressing poverty serves merely to

eliminate a viable alternative for
these children and their families.

Until we can alleviate poverty and
eliminate the need for these children
to work, simply banning child labour
is both unrealistic and unhelpful.

What we should do instead is
ensure that these children who need
to work are not exploited – that they
receive at least a minimum wage –
and on time – don’t work in unsafe
environments, receive healthcare and
other government benefits, and are

Until we can alleviate
poverty and eliminate the
need for these children to
work, a ban is unrealistic

Ranjani Iyer Mohanty
from the ages of six to 14 have the
right to free schooling. Yet a year on
from the ban, there is no visible
difference on the ground.

Laws banning child labour and
making education compulsory are
laudatory actions, but are not
enough to stop these children from
working – for two reasons.

First, the RTE exists only on
paper. Referring to the concept, the
official website admits “the right
exists in theory, but there is no
capacity to implement this right in
practice”. Government schools suffer
from a lack of qualified teachers,
clean drinking water and toilets.
(Only 54 per cent of schools have a
separate girls toilet and so girls drop
out once they start menstruating.)
Having failed in its responsibility,
the government has foisted the task
to private schools. However, they do
not have the financial resources nor
the will to accept students under the
RTE. Then there is the corruption
involved in getting school admission
or even the application form.

Second and more fundamentally,
the underlying cause of child labour
still exists: poverty. The 2001 census
counted 12.7m working children in
India, between the ages of five and
14. For most of them, working is not
an option; it is a necessity. The
majority are not forced into labour
or kept as slaves; they are working

well fed. Furthermore, we should
ensure that when they and their
families are in a better financial
state, these children are assisted in
making a smooth transition from
workplace to school, so they can
complete their education successfully
or enrol in vocational training to set
them on a path to a viable future.

I grew fond of Shivani. I would
offer her meals. Although at first she
refused – perhaps not wanting to
accept anything from a stranger –
she soon accepted and ate hungrily.
One evening when she stayed to
babysit my then 13-year-old daughter
(I’m not sure who was older), I heard
them both laughing over a movie.
Some six months later, she fell ill.
She was experiencing menstrual
bleeding. I wanted to take her to my
doctor but she felt more comfortable
going with her mother to the village
clinic. A few days later, she stopped
coming. I phoned the mobile number
she had given me as a contact –
someone in a shop above which she
lived – but they said they did not
know anyone by that name.

I never saw her again; until last
week. As I was driving down the
road, I saw her walking with a group
of young girls, talking and laughing.
She was wearing a school uniform.

The writer is an editor and
commentator based in Delhi

Three years ago Shivani came to
work for me. She was small
and slender. She had a serious

face that hid a ready smile. She told
me she was 18 years old but looked
about 12. In her world of families
struggling to put food on the table,
there are no birth certificates. I
needed a maid and she seemed to fit
the bill. She had no experience but
she was a fast learner and diligent.
And she seemed like a good person.

Shivani is only one of many
children working in India’s huge
unorganised sector. Young girls
usually work as maids or nannies. If
you stand in the middle of a street
in Delhi and shout chottu (“small
one”), several heads will look up.
They will belong to boys, aged from
eight to 14 years, engaged in myriad
menial tasks: sweeping the floor,
making deliveries and serving tea at
offices and corner shops.

In August last year the Indian
government banned all labour for
children under the age of 14. Hiring
a child is now a punishable offence,
with up to two years in prison, a
fine of Rs50,000 ($840) or both. The
ban follows India’s 2009 Right to
Free and Compulsory Education Act
(known as the right to education or
RTE), which states that all children

Comment

Audacious hope for
Middle East peace
Kerry fought hard for a slender chance that must be seized

It is a mark of how slim the
chance of a two-state solution to
the Israeli-Palestinian conflict has
become that the talks about talks
that are soon to begin in Washing-
ton are the most hopeful develop-
ment for some years. Few expect
substantive progress to emerge
from the discussions. There is lit-
tle sign that the Israeli govern-
ment will accept its 1967 borders as
a starting point for negotiations, as
Palestinian leaders have been
insisting; in the occupied territo-
ries, it continues to build illegal
settlements that it aims to annex
to Israel as part of any deal.

What has brought the parties to
the table is not so much the pros-
pect that talks might succeed as
the advantages to be won by tak-
ing part. The government of Prime
Minister Benjamin Netanyahu
must appear to engage with the
Palestinians if it is to deflect inter-
national pressure to end its
obstructionism. The Palestinian
leadership receives a concession in
the form of prisoner releases, and
anyway has few alternative venues
in which to press its demands.
Meanwhile, having made the cause
of Middle East peace his own, John
Kerry, US secretary of state, needs
to show some return on his fren-
zied diplomacy if he is to move it
further up the agenda of his boss,
President Barack Obama.

It would be easy, therefore, to
wax defeatist about Mr Kerry’s ini-
tiative. Certainly, without strong
backing from the White House, he
is in no position to offer the leader-
ship in the Middle East that Mr
Obama once promised but has
failed to deliver. Still, a glimmer of
hope is a precious thing. Historic
change has sometimes been
wrought from inauspicious begin-
nings, and, if Mr Kerry can lift the
air of futility that now surrounds
the peace process, even modest
steps towards agreement could
conceivably mark the beginning of
progress that will one day come to
look unstoppable.

If that faint prospect is to be
realised, others must do all they
can to nurture it. Mr Obama’s
capitulation over Israeli settle-
ments – which he criticised in his
Cairo speech in 2009, only to veto
similar criticism at the UN Secu-
rity Council in 2011 – has weak-
ened his voice. But the squeals of
protest in Tel Aviv that followed
the EU’s recent decision to cut a
small amount of European funding
for Israeli entities on occupied Pal-
estinian lands reveals a govern-
ment sensitive to criticism from
foreign quarters.

Israel’s friends must use all
their influence to ensure that this
chance for peace, hard-won but
slender, is seized.

Pax Bruxellana
Europe pays high price to defuse trade tension with China

The best to be said for the Beijing-
Brussels compromise over the
trade in solar panels is that it has
averted a wider trade war between
China and the EU. But peace has
been bought at the price of selling
out the interests of ordinary Euro-
peans and the environment to the
bad practices of corporatism.

Following an anti-dumping
investigation, Karel De Gucht, the
EU’s trade commissioner, imposed
tariffs of 11.8 per cent on solar pan-
els imported from China. These
were set to jump to 47.6 per cent
next week. Instead a deal was
struck to let Chinese companies
sell up to 7GW of capacity into the
EU a year so long as they under-
take not to undercut an agreed
floor price. Otherwise the full
import duty will apply.

This “compromise” is possibly
even worse than the unilateral
action Mr De Gucht had first
threatened. The price commitment-
cum-quota inflicts the same harm
as outright tariffs on Europeans
eager to “green” their energy con-
sumption. A higher purchase price
for solar panels discourages their
installation, which penalises not
just consumers but installers and
makers of polysilicon – the high-
tech raw material some European
producers have been supplying to
Chinese solar cell manufacturers.

Unilateral action would at least

have recaptured the margin in the
form of tariff revenue Europe
could have put to sensible use.
Now the surcharge – albeit not as
big as once looked possible – will
rebound to Chinese producers. In
effect, the commission has secured
Beijing’s help to build a cartel.

The one benefit to a European
constituency is the lifeline thrown
to the region’s own panel manufac-
turing. But even this is unlikely to
be more than temporary relief; and
favouring narrow industries with
lobbying power over consumers
without it is rarely good policy in
any case. As for other industries,
Mr De Gucht had better be right
that the agreed distortion will fore-
stall any move by China to retali-
ate with duties on European poly-
silicon – as it has imposed on the
US and Korea – or wine. Both
industries have been targeted in
Beijing’s tit-for-tat investigations.

It was an unforced error to trig-
ger this dispute to begin with. By
pushing ahead with an ill-judged
cause, all that Mr De Gucht
secured was a bad policy outcome.
In the process, he exposed Euro-
pean disunity that Beijing pounced
to exploit. The best hope now is
that a trade war is indeed averted,
and that Mr De Gucht has not so
undermined his authority as to
weaken his hand in any future –
more meritorious – disputes.

UK energy policy
Government needs to reconcile conflicting objectives

British consumers are anxious
about energy prices, and with good
reason. The cost of gas is up 41 per
cent in real terms since 2007 and
electricity has risen 20 per cent.
The basic necessities of staying
warm and lit absorb ever more of
stagnating household incomes.

Rising global wholesale fuel
costs may be unavoidable. But
there is a suspicion that this is not
the whole story. The structure of
Britain’s energy supply industry –
dominated by six vertically inte-
grated giants – starves the sector
of competition. It is hard to see
how fat these companies’ margins
are. The cynical public perception
is that this opacity explains why
prices shoot up with fuel costs but
are sticky on the downside

Policy choices add to the burden.
The government has loaded obliga-
tions on to energy companies
(for which read consumers) to
fund climate-change policies. Some
9 per cent of the average bill goes
to pay for such initiatives.

A new report from the House of
Commons energy select committee
acknowledges the loss of public
confidence this has engendered
and suggests ways to restore it.
Utilities should be more transpar-
ent about margins. The regulator
should bare its teeth more often.

This is fine as far as it goes. But
there is a deeper problem. Ofgem

may have kept the utilities on too
loose a regulatory rein. But this
reflects uncertainty about its own
role. The watchdog has two objec-
tives that conflict. One is to ensure
consumers get a fair deal by polic-
ing the suppliers. The second is to
ensure the lights stay on.

Given that the government is
looking to the industry to fund a
vast investment binge – much of it
in new “greener” but less proven
technologies – Ofgem needs to
ensure that there are sufficient
incentives to attract investors to
build all this new capacity. This
concern may explain why it has in
the past zigzagged between lashing
out at industry prices and calling
for fatter margins to support con-
struction.

Given the pressures, the chal-
lenge is to find ways to reconcile
these different objectives: continu-
ity of supply, costs and climate
policy. A more rational approach
would be to set priorities. The gov-
ernment should focus on deliver-
ing the capacity needed, by mini-
mising the investment load, set-
ting a reasonable carbon price and
allowing the market to decide
which technologies to adopt.
Ofgem could then be given a sim-
pler mandate based on competition
and transparency. This might
restore the consumer confidence
the existing system has forfeited.

From Mr Daniel Mauro.
Sir, Over the past 40 years, the

secular growth rate of the US
economy, as measured by the rolling
10-year average of annual change in
real gross domestic product, has
declined from 4 per cent to well

under 2 per cent (1.67 per cent). In
such a declining trend of growth, it
is perfectly rational for domestic
corporations to emphasise current
profitability at the expense of
investment in diminishing future
opportunities (“A mysterious
divergence”, Analysis, July 25).

This can, unfortunately, have a
self-reinforcing dynamic. It is left to
the fiscal authorities to short circuit
this downward spiral by filling in
the investment gap left by the
corporate sector. In the current
political situation in Washington, the
chance of this happening is
essentially nil.
Daniel Mauro,
Chicago, IL, US

From Mr Maarten van Hasselt.
Sir, On mentioning Michael

Skapinker’s article “The food
companies that make people fat”

(July 25) on food companies and
“traffic lights” to my wife, she
remarked: why is Coca-Cola even
bothered about a red dot? The whole
can is red. And people keep having
Coca-Cola for breakfast (at least in
the US).
Maarten van Hasselt,
Houston, TX, US

Policy makers
can’t agree on an
alternative to GDP
From Mr Derek Scissors.

Sir, One loud cheer for Sir Richard
Lambert (“There are better gauges of
economic health than clumsy GDP”,
Comment, July 25). He is entirely
right that gross domestic product is
a poor indicator of prosperity and
poor measure of policy. He gives
good examples of this weakness and
there are others, such as GDP’s
treatment of government borrowing
as intrinsically positive.

A reason for GDP’s tenacious hold
on policy makers is disagreement
on an alternative. Sir Richard
proposes median household income,
which has its own problems. The
constitution of households has
changed dramatically over time in
some countries and is currently
changing in others. A second flaw is
the very notion of income. A rich
pensioner with little new income
needs no assistance while a new
graduate with a fine salary but much
debt may struggle.

What we care about is the stock of
wealth – our money income but also
savings, property, land and debt.
What we should measure is changes
in the stock of wealth for individuals
and the country.
Derek Scissors,
Asia Economist,
The Heritage Foundation,
Washington, DC, US
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