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Quarterly 

Throughout the year 2005, the political and 
strategic panorama in the Arab-Islamic plus 
Israel, was a spectator of some important 
developments that set the base and will 
determine events in the Middle East for most of 
2006. Additionally the region is crossed by 
transversal, transnational, mid- long term 
trends, that will  interlace and will play an 
important role also in the short run. 

Olga Mattera

NORTH AFRICA
MIDDLE EAST

PERSIAN GULF 
TENDENCIES AND
PERSPECTIVES IN

THE AREA
The CeMiSS 2005 Perspective by tradition , 
helps to analyze key events that occurred last 
year (2005), events that has been already 
analysed by the previous OS, and tries to evaluate the impact of those events  throughout 
2006. Long term trends can help to “correct” the analysis and eventually identify a  clearest 
trajectory of change. The Iraqi issue with all what it involves can offer a filter through which 
one can look at the Middle Eastern Region. 
As far as what regards all events that surfaced in 2005, and which function as a hinge to 
regional politics  for at least throughout the first half of 2006, we can cite the disengagement 
from Gaza, the exit of Sharon from Likud and the formation of  new political party, the Hariri 
assassination, the constitutional process and elections in Iraq, the victory of Ahmadinejad in 
Iran, the presidential elections in Egypt, the signature of the peace treaty and the national 
reconciliation in Algeria. 
Among the transversal trends which mould all events in the region and which force and/or 
refrain a change process we can mention the evolution of the Jihadist forces in global terms, 
the processes of change of the elites and the “democratisation” of the region, and the nature 
of the American military presence in Iraq. 
The Iraqi issue with its post electoral political developments in general will determine the 
future of this country, a situation which can easily slip into a failed Afghani style State. This 
itself constitutes an element which could determine the course of events in the area in 2006: 
Iraq as a strategic political vacuum, Iraq preparing itself to host American “enduring bases” 
in the future, Iraq substantially more stable able to stand on its feet; these are all scenarios 
with important and diverse consequences over the entire region in the long term as in the 
immediate future. 
 
Finally, the role carried out by the possible wild cards as in the case of Sharon’s health 
conditions, remain to be equally important as much as being hardly delineable.  
 
 
 
WHAT IRAQ IN 2006   
 
The end of the Saddam Hussein regime, 
and above all, the American military 
presence in the heart of the region, has 

modified in recent years, some of the 
important orders in the Middle East. The 
re-adaptation of the region to the war in 
Iraq depends very much on United States 
started talking about withdrawing their 
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troops beginning this year (2006). In other 
words, the thoughts about post war Iraq 
and what the country will become are 
persistent: almost all the equilibrium and 
the components of the Middle Eastern – 
Persian Gulf systems depend on that. 
Four possibilities can be simply assumed 
and already perceive in 2006, to then settle 
on the long term, even on the base of that 
“… integrated strategy along three broad 
tracks (Politics, security, economy)…” 
hypothesized by the National Strategy for 
Victory in Iraq of the American National 
Security Council: 
1. The most optimistic scenario: a 
stabilized pro Western Iraq, with a 
functioning confederation or even not 
confederated. The above scene can 
constitute continuous American pressure 
on the “evil states”, particularly Syria and 
Iran. The possibility of the American 
enduring bases striking strongly and 
everywhere could modify the orders of 
regional security. Israel’s perception of 
security may increase and this will cause 
the slackening of some positions. The 
equilibrium in the Persian Gulf will 
redefine itself around Iraq – Saudi Arabia – 
Iran triangle, however, a very different 
triangle compared to the previous one with 
two pro western tips and a necessarily 
isolated Iran. The energetic panorama, 
once the infrastructures are reconstructed 
should be readjusted with the increase of 
the low cost offer; the resources 
provisional issue will be postponed at least, 
for years. 
2. Sliding into separatism: after an 
initial calmness in Iraq, helped by the 
constitutional vacuum on this issue, it will 
slide into a position substantially similar to 
the one prior to first world war, with three 
autonomous provinces around Mosul, 
Bassora and Baghdad; but then the 

Ottoman empire existed. The creation of 
three separate States would have important 
consequences potentially destabilizing on 
the entire region.  
3. A Shiite domination over the 
country: reinforced by the electoral results 
and by the power on numbers the majority 
legitimately takes the power over the entire 
country and thus transforming it to the 
second biggest Shiite nation in the region. 
The religious aspect (a fundamental state 
or not) is to be decided by various spiritual 
leaders of the Iraqi Shiite community, apart 
from the constitution. On long terms the 
consequences would be remarkable on all 
levels. 
4. Sliding into permanent chaos. Iraq 
divided into three regions incapable of 
standing for themselves; the continuation 
of terrorism; the uninterrupted intrusion by 
other regional realities; the freezing of the 
hydrocarbon market in the region, the 
continuation of the  
perception of threat, the creation of a 
dysfunctional state in the heart of the 
region, in an area where there has always 
been geopolitical necessity to have a 
functional State. 
These are all mid –long term scenarios, 
however, a more decisive perception will 
be achieved starting from 2006 on which 
part of the area new orders will depend on 
with the developments and politics of the 
single state. 
 
The state of global jihad in the Region 
 
This transversal trend deserves to be 
analyzed because it is closely related to 
national evolutions. By looking again at 
the history of Islamic militant forces in the 
last decades, we seem to trace back a 
scheme of ups and downs which coincide 
in an inversely proportional manner, with 

 6



Quarterly 

ups and downs of other ideologies in 
prevalence in the Arab-Islamic region. It 
has been since the 90s that the Jihadist 
Islamic forces, mostly everywhere, have 
become strongly nationalist movements 
substantially opposed to government 
politics and against the State itself as it is. 
If within some realities this process has 
been absorbed by the leadership in power, 
and the emergent Islamic groups are 
included within electoral games, depriving 
them from the militant force and accepting 
their political power, most of the 
leadership in those countries has reacted 
with extreme stiffness. However, the Arab-
Islamic leadership has never stopped to 
exploit the Jihadist forces emerging from 
the suburbs of their cities and who are the 
direct results of their inefficiencies.  
The director of the major political - 
strategic research centre in Egypt (al-
Ahram Centre for Strategic Studies) on 
behalf of this says: “…building is a long 
and arduous process; blaming others has 
always been easy and costs nothing. Denial 
is easy, whereas assuming responsibilities 
is extremely difficult…” Al-Qaeda had the 
“merit”, in a way to say, of having added 
to this process an enormous political force 
and a global strategy. 
One of the objectives that seemed to imply 
the intervention in Iraq was that of forcing 
that regional leadership, who throughout 
the last decade leaned on this mechanism, 
to then withdraw form it and undertook an 
honest and open war against an enemy they 
created internally and which now assumed 
global proportions. The challenge is still 
open. Most probably this internal-external 
conflict fought by the governments against 
an internal enemy, which in some cases 
assume the role of political dissidence, will 
constitute the guide line; the main aspect of 
internal and external politics of these 

countries in 2006 with the shadow of the 
Iraqi developments being the protagonist.  
The fight against the anti governmental 
Islamic forces is in fact, absolutely open in 
almost all Middle Eastern countries. Some 
realities, (for example the Muslim 
brotherhood in Egypt), partly also Hamas 
in the Palestinian territories, and the party 
of justice and development in Morocco) 
are trying to detach themselves from the 
militant or terrorist strategy with the 
attempt to adopt the path of democratic 
mechanism, strong with widespread 
dissatisfaction. Countries like Algeria are 
coming into  
terms with their past through the Amnesty 
card which according to many analysts 
opens the doors for the creation of a new 
authoritarian regime in the region (that of 
Bouteflika). Al-Qaeda still seems to be 
concentrated locally, as seen in the recent 
deadly attacks in Jordan with remarkable 
capability to infiltrate into all regional 
realities, despite of normalization attempts: 
the various Jihadist force from Mauritania, 
Algeria, Egypt, Palestinian territory, some 
areas in the Persian Gulf seems to have 
embraced consistent elements of Al Qaeda. 
The situation is therefore very far from 
finding a settlement. 
 
Algeria  
 
In North Africa, the Jihadist trend still 
seems to run strong, together with the 
possibility of infiltrations by Al Qaeda into 
areas that are out of reach by the 
authorities. Additionally there is also an 
increase of the levels of authoritarianism of 
governments, also as a defence mechanism 
of the establishment against the instances 
of Islamic matrices. Mauritania continues 
to have a consistent internal instability 
destined to continue throughout 2006. In 
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the Western Sahara Area the conflict is 
rekindled to the extent that it is defined as 
“Intifada Saharawi”. Even with all 
initiatives taken last year  ( a new special 
representative for the United Nations, Peter 
Van Walsum, a new Minurso chief, the 
Sharawi “government” release of the last 
400 Moroccan prisoners, the regional 
initiative against terrorism strongly wanted 
by Washington following the Pan Sahel 
Initiative, the TSCTI), the situation seems 
to be quite irresolvable. The so-called 
Saharawi Antiradar, nevertheless, could 
constitute a safe refuge for some elements 
of al-Qaeda. 
On September 2005, Algeria approved 
through a referendum the signature of the 
peace treaty and national reconciliation, in 
other words the instrument to introduce 
amnesty for the crimes committed during 
the civil war, strongly wanted, for years, 
by president Bouteflika and to the same 
extent thwarted by the victims of terrorism. 
The president still enjoys humongous 
discretional power in treating these delicate 
themes. Many observers saw this as an 
additional element to strengthen 
Bouteflicka’s power which can easily be 
perceived as the beginning of yet another 
authoritarian regime in the area, with a 
democratic façade. Groups connected to 
Islamic Jihad are still very far always from 
being eliminated. The key radical group in 
action today is the Salafist Group for 
prayer and Battle (GSPC), and it totally 
refused the treaty; many analysis sustain 
that the group is one of the most important 
“safe heaven” of al-Qaeda in North Africa 
and that currently it “hosts” quite a few 
hundreds followers of Bin Laden: 
practically a time bomb. 
In the last 2-3 years the “typical” trend of 
the country has been that of an increased 
co-penetration of political power with 

military power that protects and tutelage it, 
based on enormous profits coming from 
the hydrocarbon market. Additionally the 
political system swings between tough 
actions against Jihadist movements and the 
necessity to find a  
compromise with the increasingly 
fundamentalist instance of the population 
in general; instances generated by the 
governments’ incapacity to respond to the 
country’s big emergencies and to widely 
spread corruption. This trend is destined to 
continue throughout 2006 and beyond.  
 
Saudi Arabia 
 
Within the last years Saudi Arabia is 
considered by many analysts as the major 
“success” of American politics in the 
region. However, the country’s 
complicated power structure is composed 
in such a way that it generates uncertainties 
on its own. The country has transformed a 
significant part of its “pilasters” on which 
it stands: starting with the army, 
intelligence services, and the parliament. 
The regime has employed an 
unprecedented conflict, with the support of 
American intelligence, against the 
diffusion and the ramification of al-Qaeda 
in the Gulf Area. With external pressure 
and internal anti governmental radicalism, 
the Saud clan has reacted in an extremely 
powerful way, and thus obtaining 
extraordinary results: only two years ago 
many analysts considered the country on 
the verge of collapsing while today it 
seems to have good possibilities to become 
the “strong reality” in the Gulf Area. On 
the other hand non body needed another 
vacuum in the Gulf particularly in Saudi 
Arabia and which could have represented 
the greatest victory for al-Qaeda. Some 
interesting trends have emerged in recent 
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years that can be defined as Liberal-
Islamism; today they give the longing 
voice for reforms. Perhaps the most 
important aspect is the Ulema role which 
has changed dramatically, the highest rank 
of clergy is closely related to the Saud and 
in some period of time strictly controlled 
political decisions of the monarchy while 
in other moments was exploited and 
manipulated. “By the 1950s, the Ulema 
were firmly in their place as paid civil 
servants, hired and fired by the king”; this 
is what a famous analyst5 wrote. With the 
“nearly successful coup d’etat” in 1979, 
the Shiite insurgence and the Iranian 
revolution, the Saud family drastically 
changes their priorities and bond with the 
clerical structure and thus radicalizes all 
structures in the country. During that 
period of time former King Fahd clanged 
to the religious power in order to regain 
some legitimacy. This is how the network 
of mutawwa (religious police) and 
madrasse (which became the place where 
al-Qaeda was inspired) came about and 
expanded.  “The legacy of the jihad, 
particularly the belief that Islam was a 
powerful political tool that had vanquished 
a global superpower had a profound 
impact, leading to well-known 
consequences such as the radicalization of 
Osama bin Laden and his adherents”, notes 
a strategic analysis on the possibilities for 
the Saudis to “change”7.  
The decision to lean on the American 
military presence has quickly radicalized 
dissidents being formed in the madrasse. 
The above will help to comprehend how 
difficult it is for the Saudi establishment to 
the readjust the regime by liberating it 
from the al-Qaeda presence:  
the use of the religious instrument as a 
mean to give legitimacy to the reigning 
house, the reinforcement and unification of 

the country had been such a success that it 
has become new enemy of the Saud 
family. It was during the 2003 terrorist 
attacks that a part of the same clergy was 
finally aware of the imminent danger and, 
paradoxically it transforms from a radical 
force to a riformist8 one. Between 
December 2004 and January 2005, 35 
important Ulema denounced anti 
governmental activities (potentially 
terrorist) of the Saudi community in 
London: a mile stone step. In 2005 41 
Ulema signed a document against speeches 
and anti governmental activities 
pronounced inside mosques addressed to 
represent a threat “…for the security, 
stability and unity of the country” (a 
decision taken following a huge protest 
against the minister of internal affair). The 
Ulema get to the extent of signing a 
document which defines terrorism in the 
name of Islam as a distortion of the 
religion itself, which encourages attacks 
against Islamic nations9. This does not 
mean that the Ulema support of the Saud is 
unconditional. For example ties with 
Washington remain to be fractured. If the 
reigning house continues to be 
strategically, politically and economically 
related to the United States, anti 
Americanism within religious circles is 
still very strong. Frequent “open letters” to 
the Iraqi people keep surfacing; these 
letters call on the population to persecute 
the invaders through the Jihad. 
Nevertheless at this point we enter a 
territory different for certain respect, that 
of influential spheres between Iran and 
Saudi Arabia on Iraq. Through their 
respective and resembling communities, 
and that of the possibility of some what 
control the flux of Iraqi resources, a 
potentially devastating element for both 
countries. 
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As a final analysis for the year 2006 one 
expects the continuation of these two 
trends: on one side internal clear up of anti 
governmental radicalism which even risks 
to damage the Ulema structure and 
therefore a closer collaboration between 
politics and religion; on the other side the 
prosecution of anti western activities and 
the exploitation by part of the religious 
circles of the anti American sentiments in 
order to obtain legitimacy. The two trends 
are contradictive and depict the country 
long term period as being enigmatic.  
  
Iran  
 
Since last year Iran has been under careful 
watch by Observers, both for the nuclear 
issue as for the implications of 
Ahmadinejad presidency. It is has been 
since 2003 that a game of increasing 
tension between Tehran and Western world 
on the acquisition of the nuclear implant. 
2005 was the year of attendance and 
temporizing with the eventual decision of 
the AIEA in not differing Iran to the 
Security Council while Iran announces that 
in 2006 it will continue the process of 
Uranium enrichment. On this behalf, the 
American support to this solution was 
surprising; to some analysts this move has 
been seen as the desire for Washington to 
momentarily rejoin Russia and the 
European Union to their proper 
positions10. 
In the meantime Ahmadinejad and his 
religious main reference seem eager to 
substantially modify the power structure in 
the country, by creating a fracture, 
sometimes evident and open and some 
time subtle, between the conservatives, 
Khamenei, but also former presidents, and 
the new wave of radicalism and additional 
fundamentalization of the society 

supported by the president himself.  
However, what emerges from the year 
2005 is a country with severe economic 
issues and big problems over the Iraqi 
future and the presence of the American 
military forces. 
There two “schools of thoughts” among 
regional analysts on the consequences of 
the Iraqi conflict on Iran. Some analysts 
consider that Tehran will emerge from 
these years as the only winner. Saddam, 
the great enemy who literarily paralyzed 
the country’s economical and political 
development, no longer exists. The 
“Shiitization” of Iraq could constitute 
strong and closer future relationships 
between the two Shiite-brother like States. 
Saudi Arabia seems to emerge somewhat 
weaker in its political role in the Gulf and 
even more a victim of its own internal 
issues. For now, oil rents are still very high 
and there are possibilities to somehow 
control the Iraqi inflows, since the large 
deposits of oil are in Shiites territories. 
Other analysts sustain the exact opposite: 
Iran seems to be surrounded by worse 
enemies than in the past; the American 
forces will leave some bases in Iraq also to 
promptly strike Iran (and the new 
American strategic deployment in the Gulf 
is already enough); the ethnic differences 
between the two Shiites communities will 
make it very difficult for Tehran to 
approach Iraq; the surge of oil that will 
spill out of a pacified Iraq will ditch out all 
programs of economic recovery on a short-
long term together with the expensive 
nuclear program. 
Also in this case 2006 might be a key year 
to resolve some important knots. Iran, 
unlike any other regional reality, is tightly 
related to “what will happen to Iraq” and 
this coming year will be the first to test the 
post Saddam era and the post-conflict for 
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both countries. The Internal conflict, as 
widely stated by many Observers, will 
have very important turn out for the 
country and for now it is extremely 
difficult to foresee who will be in a better 
position.  
The nuclear issue remains to be the great 
incognito. If we were to look at the time 
line of the Iranian nuclear history (for 
example that of McNair Paper edited by 
Judith Yaphe and Charles Lute of National 
Defense University of Washington: 
Reassessing the Implications of a Nuclear 
Armed Iran11) it is quite evident that it has 
been cyclic for 25 years, with an 
acceleration within the last 5-3 years. Iran 
wants the nuclear weapon, particularly 
within the current historic phase of the 
region, for a number of internal, regional 
and international reasons. According to 
many experts, once the phase of Uranium 
enrichment is over, there will be the need 
of at least 2-3 more years for the program 
to become credible. The current presidency 
and an eventual radicalization of the 
country will cut the voice of those few 
mediators who so far have barely 
succeeded to dialogue with the Western 
world. 
However, some analysts consider that the 
excessive anti Israeli and anti Zionist tones 
of president Ahmadinejad are nothing 
more but an attempt to restore important 
dialogue with  
the United States but still has the necessity 
to show, internal wise, a strong anti 
western stance, to avoid criticism. In this 
view the nuclear issue is seen more as an 
“internal” fact, aimed at unifying the 
internal consensus and at building the new 
leader legitimacy. Ahmadinejad ramblings 
are therefore addressed to his people and 
not to the international community. This 

theory depicts Ahmadinejad as an 
interculator (even though a difficult one).  
Other analysts instead do not see any hope 
in opening up to the new radicals in power. 
The nuclear issue, without an incisive 
western action, will be to the advantage of 
Iran. Under these circumstances, 
Ahmadinejad is depicted as the highest risk 
for the international community and the 
nuclear issue has to be dealt with a more 
incisive strategy, eventually not solely 
diplomatic. 
2006 might then repeat, maybe more 
incisively, some of the issues of 2005: 
internal conflict, an attempt to radicalize 
the country, and a strong confrontation 
over the nuclear issue. On the other hand 
2006 will the year in which Tehran would 
try to have an incisive role in Iraq, at least 
by “influencing” a part of the country with 
the prospect of an American military 
withdrawal (as happened in Afghanistan); 
above all this might be the year when 
Iranian leadership will decide to go beyond 
the red line of the process of uranium 
enrichment which will provoke reactions 
by Washington and Jerusalem (both have 
been quite so far). 
 
Egypt 
 
The results of the strong American 
pressure on the “key ally” in the region are 
controversial, at least for what regards a 
short period analysis. The Egyptian 
regime, characterized by a being strongly 
authoritarian has been so far closed to 
political alternation, succeeded until today 
to control, contain, sometimes cancel any 
sort of opposition. 2005 has been a critical 
year for Cairo. Following strong American 
criticism, for the first time the door was 
open for other voices to be heard at the 
parliament, with results that might push 
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Observers to foresee increasing 
international instability. The three phase 
long parliamentary elections has finally 
concluded and therefore ending a period of 
great internal tensions that brought to 
surface many  significant weaknesses. The 
political panorama of the Egyptian 
opposition, as known, is concentrated 
around at least two different structures: the 
real and proper political positions and 
Muslim brotherhood with its derivations. 
The first to be highlighted is the Wafd, 
which gathers the inheritance of decades of 
national secularism, and al-Ghad, which 
attempts with some success to reach the 
Egyptian middle class society. The lack of 
organization and agreement on a common 
electoral platform has pulverised the 
electoral results; the “surprise”, so to say, 
comes form the electoral results obtained 
by the independent candidates who clutch 
to the Muslim brotherhood and to the new 
protest movement called Kifiah. Those 
obtained excellent results from within 
those gigantic poor masses of the Cairo 
suburbs which have always constituted the 
“humus” for the infiltration  
of opposition movements particularly of 
Islamic matrices. Washington surprisingly 
welcomed those electoral results: the 
engagement of the most moderate faction 
of the Muslim brotherhood within the 
democratic-electoral mechanism seems to 
be one of the American objectives in 
Egypt. Washington has in mind a clear 
strategy which can be inserted within the 
frame of a more democratic “greater 
middle east”. In the American point of 
view the inclusion of the Islamic parties in 
the electoral process can moderate the 
stance of those groups and deprive them 
from the militant force and the Jihadist 
grip. It is difficult to foresee the short-long 
term results of such a strategy. On a short 

term it is possible to hypothesize a slow 
decline of Mubarak’s absolute power and 
an eventual collapse to the power structure 
of the National Democratic Party (already 
subdivided from within) during the 
succession moment. On middle grounds 
the scenario could instead be more 
optimistic. Effectively that Muslim 
brotherhood which gained 88 
parliamentary seats seems to show the 
moderate face of the Islamic dissidents in 
Egypt. Hassan Hamdi, the authoritarian 
voice of the brotherhood, speaks of 
pluralism, of a peaceful transition of power 
and opened an interesting inter-religious 
dialogue with the intellectual Copts. In 
recent years the main objectives of Cairo 
has been that of remaining the regions’ 
key-strategic ally to the United States (also 
for the internal stability of the regime 
itself). Since the year 2000, the 
relationship with Washington was 
deteriorating together to that with Israel. 
Additionally, the American pressure for 
more democratic reforms constituted a 
thorn on the side of Mubarak. The year 
2005 witnessed a turning point situation, 
mainly caused by the Gaza disengagement. 
The Jihadist faction of the Muslim 
brotherhood heavily stroke the Red sea 
while Israel was preparing to leave Gaza: it 
was clear to everybody that the 
Palestinians could not have been able to 
control the territory. The OS has dedicated 
an issue to possible connection-infiltrations 
between Gaza, Muslim brotherhood and al-
Qaeda. Throughout the year a series of 
documents with “common strategic 
objectives” were signed between Cairo and 
Jerusalem, together with the resumption of 
full diplomatic relations (interrupted in 
2000) between the two countries. Egypt 
trained a part of the new Palestinian forces 
with the blessings of Israel. The Egyptian 
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involvement in the Gaza withdrawal and in 
the new general structure of security 
reinforcement in the region, particularly on 
the Philadelphia road, has been important 
to regain the confidence of the United State 
and to supply Mubarak with the aura of the 
key leader in the region (within the sphere 
of Dawr Misr –the Egyptian role- that he 
frequently promotes at home). 
The short term vision of the country is 
contradictive. On one side there is the 
resumption of a full regional role, 
particularly the intermediation efforts 
between Israel and its neighbours, in 
favour of Washington and the 
collaboration with Israel on Sinai and 
Gaza. On the other side there is the 
uncontrollable vacuum which sees a 
connection between the Egyptian Muslim 
brotherhood, Hamas and al-Qaeda. In other 
words, beyond the “nice face” of the 
Egyptian Muslim brotherhood candidates 
who seat in parliament and who promote  
multi-cultural and multi-religious dialogue, 
there is an enormous Jihadist substratum 
ready to reorganize itself and strike the 
country and the same time operate in 
mosques to ideologically reclute masses of 
people against Mubarak. 
The collaboration with Washington and 
Jerusalem, the acceptance of sometimes 
difficult compromises, the mediation and 
the involvement in regional security 
process with Israel currently seem to be 
Mubarak’s remaining anchorage for 
survival on a short term. However, 
crawling destabilization might continue 
throughout 2006. 
 
Israel- Palestinian National Authority 
  
In 2005, two key events have characterized 
relations between Israel and the ANP: the 
difficult efforts to form a post-Arafat 

leadership earlier that year, and the 
Disengagement from Gaza last summer. It 
is the second event that is of key relevance 
of all the trends and development that will 
characterize 2006, particularly for its 
enormous consequences, typically internal, 
that the Gaza decision has produced. 
Nevertheless, 2005 concluded with the 
hospitalization of Sharon, a key figure who 
shaped Middle Eastern politics and Israel’s 
internal politics with an incisive touch 
without compromises, with those strong 
characterizations which have always 
distinguished him: an intense anti-Arab 
sentiment; hostility to(exclusively)  
diplomatic approach regarding Israeli-
Palestinian relationship; his conviction of 
the necessity of military actions as a 
priority to force the “enemy” into an 
unfavorable condition; great force against 
the excesses of his own party ( particularly 
the religious factions). As a matter of fact 
the end of the Sharon era will plunge the 
country in a year of political confusion. 
 
As to what regards the disengagement, 
from a military –strategic point of view, he 
constituted a “liberating” and effective 
step: in fact, under many aspects some 
weak points have been eliminated from 
within the Israeli security structure. 
Additionally this decision forced Egypt to 
assume its “responsibility” towards its 
borders. The results were quite immediate 
and now the border is almost sealed. The 
positive diplomatic relapses are 
remarkable. However, it seems that the 
strongest impact was on the Israeli and 
Palestinian society and elites. 
The disengagement influence on Israeli 
society and politics has been disruptive. It 
has been since 1977 that the political and 
civil power of the Israeli government had 
to use a strong grip on the small but 
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nevertheless important ultra-religious 
segment in the country. There has always 
been a trend of mysticism that never 
abandoned the country and which, even if 
not vital in the Israeli daily life, has 
succeeded to produce results such as the 
assassination of Rabin. From this point of 
view the legitimacy of the Israeli 
democracy will emerge even stronger 
following these events. The electoral crisis 
partly caused by the Gaza  
disengagement has upset the country’s 
political panorama; the left wing as a result 
radicalized around a syndicalist (Peretz), 
who essentially sustains economic reforms. 
The right wing is shattered following the 
end of the government of National Unity. 
At the moment the new party, Kadima, 
founded by Sharon is at the top of all 
surveys, even without Sharon. The likud 
instead is radicalizing around Netanyahu. 
The elections are in March: as occurred in 
the past, the results will also depend on 
external facts and perception of security, 
but the end of the Sharon era represents an 
earthquake. Presently just a few 
hypotheses may be suggested. Kadima has 
all the right cards to win: Olmert, a greyish 
figure but with great experience, has 
already walked the first steps to build a 
wider legitimacy as a leader; he will 
continue the Sharon legacy but seems to 
have a more moderate print. With Olmert, 
Peres, who, immediately wanted in the 
leadership of Kadima, should content 
himself with the second post and will play 
a key role to legitimate Kadima without 
Sharon. There is also a thick former-Likud 
presence on the side of Sharon, consisting 
of strong and experienced men like Mofaz 
who demonstrated to defend his country 
during one of Israeli’s most difficult 
phases. However the Palestinian role will 
be fundamental on the eve of the elections. 

It is also worth saying that once the 
elections are over, Kadima, which 
currently is attracting the “central” parts of 
the Likud and Labour parties, in 2006 
could suffer from its ambivalence: two 
souls with very different backgrounds 
stand out distinctively. Additionally, Peres 
is a very ambitious man who had always 
taken the second seat (with Rabin and 
Sharon) and who, this time, might not be 
ready to compromise his possibilities of 
becoming a leader with the mediocre 
Olmert. The Israeli political scene is, 
nevertheless, confused and extremely fluid 
and the 2006 might be a year of adjustment 
to the end of the political role of Sharon. 
On the Palestinian part, the Disengagement 
will probably represent a mile stone in the 
legitimate Palestinian constitution. In fact 
it has been perceived as a “test”, a test that 
can not fail. The Palestinian political 
panorama has some democratic aspects 
that should not be neglected in the Arab-
Islamic world and under the spectrum of 
occupation and conflict: there is a division 
of the three fundamental powers and the 
elections are more or less free and 
democratic. However, as the analyst Mark 
Heller affirms, Abbas’ political line “one 
authority, one law, one gun” has already 
undergone many humiliations. Mamas and 
Islamic Jihad seem to walk on their own 
depending on the historic circumstances, 
and granting rare moments of truce but 
continue to mine attempt of normalization. 
The leader of Fatah, Barghouty, 
imprisoned by Israel’s, has founded a new 
party, “the future”, together with Dahlan 
and Rajoub and therefore detaching 
himself from the Fatah’s old leadership by 
creating a generational innovation. Fatah is 
undergoing internal divisions and it can not 
any longer unite not even in front of 
Hamas which prepared its own electoral 
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list (for change and reforms) by choosing a 
candidate, Ismail Hanieh, known for his 
pragmatic and moderate positions. Hanieh 
attracted a good part of citizens 
disappointed by the corruption and 
confusion created by Fatah. Hamas is 
trying to become a legitimate political  
figure both in the Palestinian territory and 
in front of the international community and 
has been carefully calculating every step it 
makes (this is why Olmert is trying to 
restore diplomatic contacts with Hamas). 
The Palestinian Islamic Jihad being 
excluded from the electoral game, is totally 
out of control and can cause tension or try 
to clinger to other extremist groups in the 
region.  
On the election eve and following the end 
of the Sharon era, anarchy reigns in the 
territories. The killing of Egyptian soldiers 
in Raffah is a very serious issue. Abbas as 
a leader seems to have reached a dead end: 
Gaza is lost. 2006 will witness the 
consequences of these choices, with 
confusion reigning and an increase of 
Hamas influence all over the Palestinian 
territories. 
 
The assassination of Hariri  
 
The Strategic Observatory thoroughly 
covered the Syrian Lebanese situation and 
concentrated on consequences of the Hariri 
assassination. 2005 concluded with the 
handling of the second report of the 
international investigation commission 
established by the security council of the 
United Nations report, (that threw a great 
shadow of uncertainty on the entire Assad 
regime), the resignation of the German 
judge who wrote the report Mehlis, and 
another ferocious assassination of yet 
another anti Syrian voice in Lebanon. 

Unfortunately for now there is little to say 
on this issue; the Syrian establishment 
situation remains to be extremely difficult. 
2005 witnessed traumatic events for Syria. 
The consequences of the Hariri 
assassination were enormous for the 
stability of the Assad clan; the military 
withdrawal from Lebanon produce great 
fractures within the internal structure of the 
power elite. The continuous strong 
pressure and regional and international 
isolation can give two possible turns for 
the near future. On one side Bashar could 
decide to do what Washington expects 
from him; this will also mean the 
resumption of diplomatic channels with 
Israel including peace talks after a 4 years 
halt (the last occurred in 2001). On the 
other side Damascus might decide to create 
alliances with other isolated realities and 
this could explain the increasing contacts 
with Iran (and partially with Saudi Arabia; 
but this can also be considered in the first 
part). It will interesting to see the 
consequences of the elections in Iraq; 
having a stable, peaceful and pro Western 
Iraqi State on its borders might constitute 
significant problems for Syria; the same 
can be said for an extremely divided Iraq: 
the Kurds minority and other ethnic groups 
in Syria will be definitely attracted by the 
independence of the Iraqi province; it will 
also be difficult if Iraq were to be a totally 
“Shiite” country: Damascus could end up 
squeezed in between two great Shiite 
powers ( the second is constituted by the 
Hezbollah). On the other hand the 
continuing American presence is gradually 
reducing the regime in an unbearable 
manner. The situation remains to be very 
unstable and 2006 might witness important 
turn outs. 
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The Lebanese situation is also very 
unstable. The last “spectacular” murder 
does not promise any thing good. 
  
Conclusions 
 
We briefly went through some great issues 
if this vast area by trying to highlight those 
trends that seem to have major relevance in 
composing strategic new political order for 
the year 2006. Iraq with its developments 
will have an impact on almost all the 
situations described above and also 
globally for the Arab-Islamic Area. The 
highly unstable situations of 2005 will 
hardly find a solution in 2006. The great 

contrast-embrace between Governments 
and religious exploitation has produced, 
here and there is the Region, problems that 
are often irresolvable at least on a short 
term period. The Algerian experience of 
recent months demonstrates that 
authoritarian regimes are still considered to 
be the best antidote against militant Islam, 
and this is not a good signal. Possible 
infiltrations by al-Qaeda still exist more or 
less almost everywhere with particular 
relevance in the North African area. Next 
year, however, could be important for the 
developments in Iraq and in Iran, 
potentially very stabilizing-destabilizing 
for the entire Area.  
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Paolo Quercia

SOUTH EASTERN 
EUROPE IN 2006
PERSPECTIVES FROM

THE REGION

Two thousand and five has been a land-
marking year for South Eastern Europe, 
even in the absence of major water shading 
events. After experiencing periods in history 
where the Balkans were rich in fast and 
subsequent dramatic events that produced 
major turmoil and disasters, the unstable 
core of the region is now moving at a lower 
speed. The time is now ripe for gradual 
changes and international led reforms, 
leaving aside both fast revolutions as well as 
the perpetration of immobile and unsafe 
status quo.  
In this prospect 2005 was a positive year, full of small but significant events that could, in 
2006, bring to important and strategic developments. Last year will be remembered for a 
series of important events: the extradition of Kosovo Prime Minister Haradinaj to the Hague 
international tribunal; the final exit from the political scene of the Turkish-Cypriot nationalist 
leader Denkthas; the peaceful return to power of Albanian leader Sali Berisha; the tenth 
anniversary of Dayton Peace Treaty without having in sight any political process for the 
overcoming of the Dayton constitutional structure in Bosnia Herzegovina; the decision of UN 
to abandon in Kosovo the politics of standards before status and to open Status Talks; the 
decision of the Montenegrin government to finally decide to hold a referendum for the 
separation of Montenegro from Serbia; the arrest of General Gotovina in Croatia; the 
decision from the UE to accept Turkey as candidate country to the membership; the signature 
of Stabilisation and Association agreement between the EU and Serbia Montenegro.  
Surely, the most important among the relevant events occurred in 2005 are the decision to 
debate the future status of Kosovo and the decision of not closing the EU doors to Ankara. 
These two events will have important strategic consequences in the medium and long term. 
The first one – if it will be conduced in the right way – could mark the end of the war for the 
fragmentation and dissolution of former Yugoslavia and could at the same time re-include 
Serbia as a western allied key actor in the region; the second one, in a decade (or more) long 
process, could bring to a new geopolitical dimension of South Eastern Europe, creating a 
possible convergence of interests between the Western Balkan and Istanbul. This 
convergence, guaranteed by the EU integration common destiny, could give back centrality 
and economic development to several countries of the region.  
Therefore, we can say that if 2005 didn’t see any major region-shaking events, some 
important development processes have been ignited under the ashes of the status quo; a status 
quo that is still unstable and a source of concern for the European equilibrium and that still 
needs a strong and determined international presence. At this regard, some negative signs 
were recorded in 2005, showing a sort of international community fatigue in dealing with 
several states of the region. This fatigue and tendency to an early disengagement is mostly the 
result of a mixture of factors such as the slow pace of changes, the historical complexity of the 
situation, the high costs of the international presence, the addiction to international funding 
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and internationally mastered problem solving, the volatility of some democratic states public 
opinions.    
 
This is the international framework in which the regional most important political processes 
will take place in 2006; a framework that maintains some dark holes that are hiding some 
important elements of insecurity and further instability.  
 
South Eastern Europe between unstable 
continuity and uncertain changes 
 
The year 2005 could be the last year of 
unchanged status quo in the Balkans, the 
unstable heart of Europe, when most of the 
unsolved situations remained unchanged at 
least at macro-political level. Forecasts for 
the region for 2006 are predicting an 
acceleration of the process that will bring 
to a solution some – if not all – of the 
pending geopolitical issues. This 
acceleration is mostly the result of a 
temporary coincidence of interest of 
different stakeholders of regional stability. 
If all of them will find convenient to 
support this process in 2006 this year could 
bring a new sustainable stability; if some 
of them will consider counterproductive 
this process there is the risk of a possible 
stall of the process and even an eventual 
low level explosion of violence in some 
parts of the region.    
 
More specifically, 2006 could be an 
important year for two of the four still 
unsolved situations in the region, namely 
the Kosovo issue and the Montenegro 
issue. 
The four unsolved geopolitical issues of 
South Eastern Europe - Kosovo, 
Montenegro, Bosnia Herzegovina and 
Northern Cyprus - are the main source of 
instability of this part of Europe and one of 
the most important causes that are keeping 
foreign investors far from the area as well 

as these territories aside from the European 
economic integration process.  
 
Kosovo is the most complex and serious of 
all of them with its still grave concerns for 
the security situation, as it was highlighted 
during the ethnical riots of March 2004.  
Formally, the  
province is still under the sovereignty of 
Serbia Montenegro but UN resolution 
imposed the withdrawal of Serbian army 
and civilian authority and the creation of 
an international UN-lead protectorate 
(UNMIK). To make the situation even 
more complex, resolution 1244 gives the 
mandate of guaranteeing and implementing 
the self-determination of the province and 
the creation of autonomous institutions to 
the interim UN protectorate.  
Consequently, in the period 2000 – 2005, 
the UN mission has acted in the way of 
creating a framework constitution for 
Kosovo, a new Kosovo parliament and 
government, and a new set of laws for the 
country; some of the powers that were 
originally exercised by UNMIK have been 
slowly transferred to the Kosovo 
parliament and government, as it was also 
provided for by the Security Council 
Resolution.   
The Kosovo quagmire is a complicated and 
complex mixture of different historical and 
political elements: the implicit legal 
contradictions of the UN 1244 Resolution, 
the overwhelming demographic majority 
of the Kosovo-albanian population; the 
ethnic cleansing on the Kosovo-serbian 
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minority population; the un-sustainability 
of any return of effective direct sovereign 
rule from Serbia on Kosovo; the 
determination of the Albanian population 
to reach independence; the decade (1980 – 
1990) of misrule of the province from 
Belgrade; the parallel and illegal state 
structures set up by the Albanians; the 
heritage of the nationalist policy carried 
out by Milosevic in Kosovo; the moral 
weight of the crimes committed by the 
Serbian militias before NATO 
intervention; the economic un-
sustainability of an independent Kosovo; 
the risks of an uncontrolled proliferation of 
organised and common crime; the 
international isolation of Serbia; the 
prudence of the international community in 
creating a historical precedent of secession 
and state building as consequence of a 
NATO military intervention; the scarce 
capacity of UN institutions of ruling 
efficiently the province when the 
emergency phase is over. These are some 
of the most important elements that are 
conditioning the present Kosovo status quo 
and that will constitute the ongoing status 
talks.   
The administration policy of the UN 
protectorate in the period 1999 – 2005, 
taking into consideration these reasons and 
bonds, has been shaped on a policy of 
gaining time, plugging the independence 
expectations of the Albanian Kosovo 
population through a gradual and slow 
transfer of powers to the Albanian self 
government, avoiding to put in its agenda 
every discussion on the final status of the 
Province. The used instrument to contain 
the Albanian pressure for independence 
has been the postponement of the status 
discussion to the achievement of a minimal 
development of human rights in Kosovo, 
including the rights of the Serbian 

minority.  It was the politics of standards 
before status that has been in power until 
2005 when the decision to abandon this 
utopian but useful policy has been 
abandoned by the Security Council. The 
Eide report, submitted at the end of 2005 to 
Kofi Annan, prepared the ground for the 
opening of the status talks in the first half 
of 2006. 
 
Kosovo in 2006: independence and other 
possible scenarios 
 
The decision to open status talks in 2006 
has been favoured by several factors; first 
of all the lack of any form of economical 
development in Kosovo and the forecast of 
even worse performances in the future, the 
decision of the UN of searching for an exit 
strategy from the direct administration of 
the province, the progressive reintegration 
of post Milosevic democratic Serbia in the 
diplomatic and political international scene 
and the growing ambition of the European 
Union to increase its political role in the 
region and to take a direct responsibility in 
the Kosovo issue.    
On these grounds the UN decided to 
appoint the former Finnish president 
Ahtissari as mediator among the involved 
parties (Serbia, Kosovo Albanians and 
Kosovo Serbian minority). The 
consultations will be carried on for the 
whole first half of 2006 and, if political 
agreement will be found, it will be possible 
to reach important preliminary agreements 
by the end of the year.  If it is easy to 
predict that 2006 will be a key year for 
Kosovo’s future, it is very difficult to 
forecast which final scenarios will 
emergence – if any – during the 
negotiations that will take place during the 
first half of 2006; and what could happen if 
there will be no consensus among the 
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parties. Theoretically, there are several 
possible scenarios, but only few of them 
have got realistic possibility of 
development into real political options. 
The two most extreme scenarios, the one 
of full and immediate independence and 
the one of a return of Belgrade effective 
sovereignty, could be both excluded from 
the outcomes of the Kosovo talks; these 
two scenarios, in fact, have no possibility 
of finding the consensus of one of the 
negotiating sides, but they are also opposed 
by the majority of the international 
community due to the fact that they could 
endanger stability inside Serbia and 
Kosovo and also in the neighbouring 
countries.  The most likely scenarios could 
be built around the concept of conditional 
independence that is by favouring a 
process that will bring, in a near future, to 
an independent Kosovo, a situation that 
will be reached through a semi-
independent state internationally 
guaranteed by a possible UE - UN 
international trust. The trustees will 
maintain sovereignty in some selected and 
minimal fields and they will gradually 
hand over to the Kosovo government 
growing shares of power, following an 
agreed road map until the final 
independence of the former province. The 
full independence – and this will be the 
added value of having the EU deeply 
committed to the process – will be 
synchronized with the future membership 
of Kosovo in the EU and will be eventually 
reached in almost a decade. This model 
can be altered in various ways, stressing 
more the need of giving independence to 
Kosovo or, on the contrary, the necessity 
of strengthening the limiting powers of the 
international trusteeship. Even if the 
Kosovo negotiators have refused – 
although unofficially – to accept any other 

scenario than full and immediate 
independence, conditional independence 
seems to be one of the best realistic option 
available at the moment for the Kosovo 
Albanians.  
Concerning the options that are more 
favourable to the desires of the Serbs, the 
most realistic models are those of 
Confederation and those of Cantonization 
of Kosovo. The first option is in a way 
reproducing the existing settlement of 
Bosnia Herzegovina, with the territory 
divided in two autonomous entities that are 
confederated together to form the central 
state; the second model implies only one 
governmental entity instead of two, but 
allows the creation of a multitude of small 
cantons, each of them will enjoy the same 
independence from Pristina, that is similar 
to the independence that Pristina will be 
granted from Belgrade, according to the 
principle of autonomy within autonomy. 
These two options will encounter very hard 
difficulties in the status talks. First of all, 
the Albanian side has already refused 
them; secondly, it will be very difficult to 
implement them due to the territorial 
dispersion of the Serb enclaves and the 
practical impossibility of creating a 
sustainable Serbian entity. The Dayton 
model, in fact, is based on two 
fundamental principles that can’t be find in 
the Kosovo situation: the territorial 
contiguity and the demographic 
consistence of the population (being the 
Serbs in Bosnia Herzegovina the relative 
majority (40%) of the population of the 
state.     
The option of conditioned independence 
and the option of 
confederation/cantonization of Kosovo are 
the most likely outcomes of the Kosovo 
status talks, but not the only ones. Among 
the options apparently out of the 
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negotiation table, there is the old issue of a 
territorial division of Kosovo in the way of 
creating two independent states, one 
Albanian and one Serbian; these two 
independent states – being the Serbian one 
a micro state – could later on decide their 
future both remaining independent or 
joining neighbouring states in territorial 
unions.  
The option of a separation of Kosovo is 
apparently refused by all the parties , but 
the Albanian side is more strongly adverse 
to it since they opt for the independence of 
all Kosovo and they are afraid that any 
division – also a minimal one – could 
endanger this project by preparing the 
scenario of an Albanian part of a divided 
Kosovo being fatally attracted by the 
neighbouring Albania.  Also the Serbs 
have abandoned the option of partitioning 
of Kosovo option since - considering the 
present numerical irrelevance of the Serb 
population in Kosovo - it could result in a 
renunciation to  the whole former province.    
 
Kosovo status talks in 2006 could be 
influenced by some external factors that 
could condition the result of the 
negotiations. One of this is the danger of 
an explosion of violence in the province 
that could be carried out by radical 
extremist groups that will be disappointed 
by the outcomes of the negotiations when 
it will be clear that immediate 
independence won’t be granted to Kosovo. 
At the moment this risk is still low and it is 
very difficult to asses how this treat to the 
peace process could develop in 2006; 
nevertheless it is realistic to imagine that 
an eventual low level of violence that will 
accompany or follow the  
status talks could be managed by UNMIK 
and KFOR and, politically, will result in 
weakening the negotiation positions of the 

Albanians. On the contrary, in the case of 
an increasing and escalating high level of 
violence during  the Kosovo talks, the 
international institutions could have 
problems in handling the situation and it 
could bring to a drastic interruption of the 
negotiation process and it may escalate 
into a traumatic independence of Kosovo. 
Another factor that could influence the 
future of Kosovo is the referendum 
incognita. Both governments involved in 
the process have in fact announced that the 
results of the status talks should be 
approved by the parliaments and could be 
submitted to referendum.  
The possibilities of referendum represent a 
further element of complexity since the 
two populations are far less open to 
compromised and negotiated solutions than 
their respective governments; in other 
words, the fact that the talks will be ratified 
by referendum in Belgrade and in Pristina 
will push the two negotiation teams to stick 
to their most nationalistic options, since a 
government that will be contradicted by its 
population on such a crucial issue won’t be 
able to survive politically.  
 
Kosovo status talk, that is the most 
important ongoing event for the security of 
the region, won’t produce immediately a 
final status. Any final sustainable status 
won’t be reached before a further five – ten 
years time (if there won’t be any relevant 
violent interference that could accelerate or 
block this process as already discussed). 
Status talks will have the important role of 
rejecting from the negotiations table some 
of the possible solutions of the Kosovo 
issue, circumscribing without defining, the 
final status solution. The next step will be 
the further definition of how to implement 
the selected options (if there will be any) in 
the way of respecting the legitimate 
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interests of the involved parts. It is very 
likely that this second part of the job won’t 
be carried out by UNMIK but, more likely, 
directly by the European Union. 
 
The year 2006 could be a watershed not 
only for Kosovo but also for the 
neighbouring Montenegro. Similarly to 
Kosovo, also for Montenegro the last five 
years have been years of immobility.  After 
having reached the political and de facto 
separation – but not yet de iure – of 
Montenegro from Serbia in the second half 
of the nineties, the tactic of the 
Montenegrin leadership has changed after 
the fall of Milosevic. The fact that in 
Belgrade is now ruling a new democratic 
government and the thin domestic majority 
of supporters for  full independence, 
persuaded Djukanovic to choose a tactic 
for maintaining high the tension on the 
issue of secession by threatening and 
delaying continuously the date of the 
referendum.  It now seems that last year 
Djukanovic changed once more tactic 
deciding to commit his government to a 
referendum that will be held in spring 
2006.  This time it seems that there won’t 
be last minute changes and Djukanovic is 
ready to risk his political future on the 
issue of an independent Montenegro. To 
reduce the risks of this delicate passage, it 
seems that  
the referendum questions will be proposed 
in a double and softer way to the people, 
avoiding a yes or no option; this could be 
realised by using a two-questions 
referendum asking in the first question to 
opt for the independence of Montenegro 
and, in the second question, to answer if 
the new independent Montenegro will, in 
the future, join Serbia in a new state Even 
taking into consideration the uncertainties 
on the proclamation of the referendum and 

– of course – the uncertainties over the 
results, it seems that in 2006 Montenegro 
will be closer than ever to independence 
from Serbia. If this will happen in such a 
short time, important consequences of this 
new state building process could be 
produced on the region and on the relations 
between Montenegro and the neighbouring 
countries such as Italy.   
 
This year could see important 
developments in two of the unstable 
regional situation, that is in Montenegro 
and in Kosovo. As far as the other two 
pending status issues of Bosnia 
Herzegovina and Northern Cyprus, 2006 
seems that won’t be a crucial year for their 
future.  
 
As far as Northern Cyprus, the major 
developments will be linked to the issue of 
Turkish relation to the EU and the most 
interesting consequences for this 
unrecognised strip of land could come as a 
spill over effect of the complex Ankara-
Bruxelles-Nicosia-Athens relation. This 
interrelation became crucial for the Turkish 
part of Cyprus after Ankara was accepted 
as a EU candidate country in October last 
year. This will imply that the solution of 
the open Cyprus issue won’t come in the 
short term, but it will be very likely 
lengthened in the next decade. Some news 
and developments could nevertheless 
arrive in the modification of the embargo 
between the EU and Northern Cyprus and 
between Turkey and the Cyprus Republic. 
It is still uncertain if the UN will decide in 
2006 to develop a new plan for the 
reunification of the island after the failure 
of the Annan plan in 2004. Also in Bosnia 
Herzegovina 2006 will be another year of 
awaiting, after the recent progress 
registered in the field of reform of the 
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police and the army. Very likely there 
won’t be any significant process in the 
field of a further reunification of the two 
entities and the present accommodation 
(two entities plus a central government 
under an international protectorate) seems 
to be for the moment the best realistic 
option, as it was demonstrated by the failed 
attempts to overcome the Dayton 
agreement at the end of last year. It will be 
interesting to see if the new UN High 
Representative for  
Bosnia Herzegovina Schwarz – Schelling 
will make the same use of his considerable 
powers to control and influence the 
administration of the country. The large 
use made by the previous UN High 
Representative Paddy Ashdown of its 
powers, even if accompanied by a growing 
international criticism, has represented one 
of the key security provider for the country 
and has guaranteed those timid  
progresses that led to the opening, in 2005, 
of the negotiations for the Association and  

Stabilization agreements with the UE.   
Finally, the next biennium will be the time 
also for clarifying the nature of the relation 
between  the EU and South Eastern 
Europe. It will be the time when a real 
consensus on the enlargement will be 
granted or refused. This process, that will 
involve both the governments and the 
public opinions of the 25 EU member 
states, is strictly connected to the security 
architecture of the region since Bruxelles 
instrumentally has been using the 
membership option as a panacea for all the 
regional conflicts. An eventual stop of the 
enlargement process in the region without 
resolving the still open conflicts, could 
have important consequences on the 
stability and security of South Eastern 
Europe. At this regard, 2006 will be a very 
important year in determining both the EU 
political ambitions for the region and the 
consensus of the EU public opinion on 
such common foreign policy aspirations.  
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During the 2005, several significant events 
occurred in the post-soviet space, and they 
likely contribute in shaping future internal 
and regional balances. 

Andrea Grazioso

COMMONWEALTH OF 
INDEPENDENT STATES 

EASTERN EUROPE
TRENDS AND PERSPECTIVES

 

In the outer ring around Russia, the 
“rimland” which could be identified as 
Russia’s own political backyard and area of 
influence, many countries experienced a 
further phase of swing between the 
modernisation and integration processes into 
the Western world and the re-integration 
into the political and economic system with 
Russia as the hegemonic player. 
Uzbekistan is probably the single most significant example of this swing, since a decade-long 
alliance with the United States has been abruptly reverted for a tighter relation with Moscow. 
It is a steep change in the priorities of Uzbekistan’s leadership, due to its internal security 
concerns that could be exacerbated by harsh criticism coming from the West for its repression 
of political and civil rights. But it could signal also the changing priorities in Washington, 
since the war in Afghanistan is now perceived as less strategically important. 
In Ukraine, the political alliance shaped during the “Orange Revolution” – actually a loose 
coalition with much heterogeneity – vanished after less than one year of government of the 
country, being unable to address the social and economic problems. The opposition, never 
defeated in purely electoral terms, has brokered a deal with the President for the formation of 
a new Government able to lead the country to the next parliamentary elections, due in March 
2006, which will define both the internal balance of power and the external alignment vis-à-
vis Russia, the United States and Europe. 
Also in Moldova the stalemate persists, since the OSCE seems unable to provide a solution 
for the Trandiniester region. Again, Russia’s influence emerges as the main interference for a 
settlement able to satisfy both Chisinau and Tiraspol. On the other hand, both the European 
Union and Romania are starting to support the Moldovan Government, also in the critical 
issue of energy supplies. 
But in the 2005 there have been steady realities as well, like the persistence to the power of 
Azeri leadership. President Aliyev successfully avoided the risk of a “velvet revolution”, but 
probably the combination of internal and external factors contributed to the final outcome of 
the political contest. 
Even more stable, the Kazakhstan of President Nazarbaijev, who won the election with a 
large majority, too close to the unanimity.  
During the year, events of strategic significance took place also in Russia. 
First of all, the instability in the Caucasus region further extended to the southern Republics 
of Russian Federation. 
After North Ossetia, Ingushetia, Daghestan and Chechnya, the Kabardino Balkaria is now the 
new theatre for the clashes between legal authorities and rebels. 
But the counter-guerrilla warfare didn’t monopolise the military efforts of Russian 
authorities. 
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On the contrary, during the 2005 Russian armed forces carried out, both at national level and 
with strong partners such as China and India, the largest military exercises since the end of 
the Cold War. 
Moreover, the renewed military partnership with Uzbekistan, prompted by the decision of 
Tashkent to change its international alignment, has a clear geo-strategic impact. 
Although Russia possesses just a minor fraction of the US’ military capabilities, its apparent 
willingness to use them to support regional allies provides Moscow with a marked political 
leverage over local leaders. 
However, the single most important driver in Russian politics is today the huge increase in 
hard currency incomes, thanks to the skyrocketing international prices of oil and gas. 
Actually, it is the Russian State to enjoy such unexpected wealth, since the Kremlin has yet to 
provide the guidelines for an expansion in public expenditure. 
This is also the outcome of the still undefined internal balance of power among various power 
centres. 
Putin holds his position firmly, and we cannot exclude the possibility of a constitutional 
amendment aimed at his confirmation for a third mandate in 2007. 
Nonetheless, those political constituencies that support him are steadily selecting their 
respective leaders. 
Both the world of economic business – with the energy sector above all – and the security 
apparatus express strong personalities who are reaching the top of the State with the 
consensus of Putin himself. 
It is far too early to forecast the next leadership in the Kremlin. However, the shaping of 
alternative “wings” among the power centres that today support Putin could sign the 
beginning of the next phase in Russian political evolution. 
 
 
Central Asia: the swing of the pendulum 
 
The violence in Andijon, Uzbekistan, of 
the last May have had far greater 
international effects than expected at that 
time. 
The Government of President Karimov 
reacted vehemently against popular 
protests, which probably came out from 
anti-Government and pro-West circles, 
radical Islamic groups and local power 
centres. 
After the killing of hundreds of civilians, 
many more fled into the neighbouring 
Kirghizstan and were then transferred in 
refugees’ camps in Europe. In Tashkent, 
15 activists have been trailed and 
condemned to long sentences. All these 

events prompted severe criticism against 
Uzbek Government, coming from Western 
countries. 
However, the most relevant issue that 
changed the attitude of President Karimov 
has been the lack of support from 
Washington. Thus, Karimov has quickly 
reacted, expelling US military forces from 
the Karshi – Khanabad air base, where 
American troops were stationed since after 
the September 2001. 
Then, Karimov has signed a mutual-
cooperation agreement with Moscow, 
strengthening military and economic ties, 
and favoured the execution of joint 
exercises with Russian armed forces. 
In September, the paratroopers and special 
forces of Russia and Uzbekistan simulated 
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a counter-terrorism operation, actually a 
sort of rehearsal of their respective 
capabilities in the repulsion and 
suppression of large scale terrorism or 
popular violent uprising. 
But Karimov could move further on the 
track of “re-integration” into the Russian 
sphere of influence, as far as security 
matters are concerned. Uzbekistan could 
join the Collective Security Treaty 
Organisation, together with other six 
former Soviet states. The Organisation 
provides common training and technical 
standards for the national armed forces. 
Having Uzbekistan among the members of 
the Organisation would obviously improve 
the chances of Moscow to reassert its 
influence in Central Asia, against similar 
moves from Beijing, since Uzbekistan is 
also a member of the Shangai Cooperation 
Organisation, together with the other four 
Central Asian states, Russia and China. 
Moreover, the SCO is enlarging both its 
geographical extension and its scope. 
India, Pakistan, Iran and Mongolia are 
today Observers in the Organisation, 
making the SCO potentially one of the 
widest political assembly in the world, and 
it is going to encompass both security and 
economic cooperation. 
As for the Kazakhstan, there is a more 
balanced approach vis-à-vis the relation 
with Russia and China. 
During the 2005, Astana carried out 
military exercises with Russian armed 
forces, but at the same time maintained 
strong ties with the Chinese military 
establishment. 
Also in the economic sector, Kazakhstan 
has pursued a diversification in terms of 
partnership with foreign companies.  
Western companies, Russians and Chinese 
are all at work in the country, for the 
exploitation of its huge reserves of oil and 

gas. This, also for allowing wider 
opportunities in terms of political and 
economic bargain for the Kazak 
leadership. 
The latter is firmly in the hands of 
Nursultan Nazarbayev, who won the 
December presidential election with the 
more than comfortable majority of 91,1% 
of the voters. 
Exactly for preventing a probable criticism 
from the Western countries, Nazarbayev  
immediately sent to Brussels, at the NATO 
Headquarter, his Foreign Minister, for 
tightening the partnership with the 
Alliance. But from Brussels the reaction 
has been rather smooth, probably because 
after the Uzbek overturn, the priority is 
today to preserve Central Asian regional 
allies. 
As the Uzbekistan, also the Kazakhstan is 
a member of both the Shangai Cooperation 
Organisation and Collective Security 
Treaty Organisation, thus it could quickly 
truncate any partnership with the West, 
depriving NATO of valuable routes for 
Afghanistan. 
A similar, prudent approach is followed 
with Turkmenistan and its President 
Sapurmat Niyazov, the most authoritarian 
and illiberal regime in the region. 
After the setback in Uzbekistan, the United 
States started the search for new regional 
allies, for addressing the basing problems 
for the ongoing military operations in 
Central Asia. 
Turkmenistan would offer an optimal 
solution, due to its closeness with both 
Afghanistan and Iran. On the other hand, 
Niyazov is keen to retain his traditional 
neutrality, probably the best geopolitical 
choice in order to preserve the benign 
neglect of international community and 
neighbours on his authoritarian rule. 
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As far as the economy is concerned, 
Ashgabat fully sides with Moscow and 
confirmed the multi year agreement for the 
supply of natural gas at prices that are well 
below the international standards. 
Actually, Russia is obviously not in need 
of Turkmen gas, but the agreement 
provides Moscow with the direct control of 
Turkmen natural resources, hence the 
opportunity to obtain huge gains with the 
export of those resources to the Western 
countries. 
Tajikistan and Kirghizstan are both 
balancing their posture vis-à-vis Moscow 
and Washington. It is a pragmatic approach 
for those countries, since the Western 
world cannot represent a political nor a 
cultural model for them, while Russia 
cannot provide economic support and 
development in those countries that are 
poor of natural resources. 
As a consequence, allowing a foreign 
military presence over their territories 
seems to be the only valuable asset to play 
at the international level. 
 
The Caucasus, on the verge of total 
chaos 
 
In the Caucasus, different trends are 
emerging between the southernmost region 
and the North, included in the Russian 
Federation. 
In Georgia, the Russian withdrawal finally 
started in 2005, after a long negotiation. By 
the end of 2008, the Russians should leave 
the two remaining major bases under their 
control, together with those minor 
garrisons already under handover to 
Georgian authorities. 
Still undefined is the final status of the 
Russian presence in Gadauta, in the 
secessionist region of Abkhazia, since the 
confrontation between Tbilisi and Sukhumi 

is unsettled, as the similar quarrel over 
South Ossetia. 
Georgia is experiencing some sort of 
economic expansion, and the beginning of 
operations of the Baku – Tbilisi – Cheyan 
pipeline should provide additional 
resources. 
In contrast, the internal political landscape 
is becoming more turbulent while the 
planned improvement of the armed forces, 
after the assistance programs funded by the 
United States and the ongoing participation 
to Iraqi counter guerrilla efforts, is lagging 
behind due to organisational reasons. 
Armenia as well is in a condition of 
political stand-by, mainly due to the 
unresolved conflict for the Nagorno 
Karabakh  and the large community of ex-
Karabakh people which plays a pivotal role 
in Armenia’s internal politics. 
The improvements of the fiscal collection 
makes available more resources and the 
Government is increasing its expenditure 
in the defence sector. Nonetheless, the real 
breakthrough for Armenia would be the 
end of its geographical isolation. Thus, the 
adhesion of Turkey to the European Union 
would represent by far the best opportunity 
for the development of the country, and 
meets the favour of the Armenian 
leadership. 
In Azerbaijan, the most significant event of 
the year has been what did not happen. The 
long awaited “velvet revolution”, aimed at 
the overthrowing of President Aliyev 
leadership, to be started during the 
parliamentary elections in November, 
never materialised. 
On the contrary, Azeri leadership 
succeeded in pre-empting the potential 
clash with the opposition. Before the 
elections, many opposition figures were 
excluded from the competition; then, after 
the first reports of irregularities, the 
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Government quickly annulled some of the 
most contested results, while starting a 
opaque bargain with selected opposition 
members in order to co-opt them into the 
pro-Government coalition. 
However, the critical factor that prevented 
an outbreak of open and violent 
confrontation between the authorities and 
the opposition, as it happened in Georgia 
and in Ukraine, has been the substantial 
endorsement of electoral results by the 
United States. 
 
Washington sponsored independent pools 
before and immediately after the elections. 
The results of these pools seem too close to 
the official results as proclaimed by the 
Government for launching a diplomatic 
pressure towards the Azeri authorities, 
claiming the irregularity of the electoral 
process. 
This, in turn, limited the opportunities for 
the opposition to rein in the international 
community and international media, to 
sustain their claims. 
After all, Aliyev is certainly not a genuine 
democratic and liberal leader, but 
maintained the country within the Western 
orbit, providing a significant supply of oil 
and trying to diversify the export routes as 
much as possible. 
Moreover, Azerbaijan could play a 
strategic role in the case of a military 
confrontation between Iran and the United 
States. During the 2005 the hypothesis of 
US bases in the country often surfaced in 
the local press; up to now this kind of 
development didn’t  
materialise, but could have been frozen 
until the political stabilisation of the 
country, after the elections. 
 
In the Northern part of the Caucasus, the 
instability is further expanding. 

In Chechnya, the death of “president” 
Mashkadov is probably the final outcome 
of the growing  struggle between the rebels 
and the paramilitary militia headed by 
Ramzan Kadyrov, the son of the President 
Akhmed Kadyrov, murdered by the rebels 
the year before. 
This militia is becoming one of the most 
important player in the conflict, fighting 
against rival clans but also harassing 
civilian population. 
The process of normalisation – the hand 
over of security responsibilities to local 
authorities – is far from reducing the 
overall violence. Rather, it is increasing the 
rivalries and the clash among factions, 
some of them still for the independence, 
some other apparently more loyal to 
Russian authorities. 
After the death of Mashkadov, the new 
leader of the rebels is Abdul-Khalim 
Sadulaev. He is quickly emerging as a 
authoritative and effective leader, 
potentially able to extend his authority 
over the rebel movements of the whole 
northern Caucasus, thus largely expanding 
the original plans for the independence of 
Chechnya. 
Nonetheless, Sadulaev could collide in his 
political raise with the ambition of the 
other leader of the guerrilla’s movement, 
Shamil Basayev, who is still today the 
“most wanted” by the Russian intelligence. 
During the 2006, as a consequence, 
Chechen conflict could further flare-up, 
while fights within different rebel’s faction 
cannot be ruled out. 
But the most dangerous driver of the 2005 
has been the extension of the conflict to the 
rest of the region. 
After Daghestan, Ingushetia and North 
Ossetia, the confrontation now is reaching 
the Kabardino Balkaria. 
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The rebel’s attack to the Capital, Nalchik, 
provoked important effects, as a 
generalised repression of the opposition, 
including those informal groups and the 
moderate Islamic leaders not directly 
involved in political activities. 
This trend is a clear matter of concern, 
since could determine the merging of 
political, religious and ethnic quarrels. 
The whole Caucasus is an extremely 
complex ethnic mosaic, and the substantial 
stability enjoyed during the Soviet period 
was the outcome of the totalitarian 
ideology combined with a delicate 
equilibrium and power share among all the 
different ethnic components. 
Islamic extremism and separatism threats 
are prompting a reaction from Moscow 
that, although quite effective in terms of 
security controls, nonetheless is probably 
disruptive for the political and social 
architecture, as stratified over the decades. 
Many of the present leaders are perceived 
by the locals as a direct expression of 
Moscow rule, but also as deeply involved 
in criminal activities. 
As a consequence, an informal and 
alternative social and economic 
organisation is mushrooming, beyond the 
control of the legal – but perceived as 
illegitimate – authorities. 
In such a framework, the violence of 
organized groups – either Islamic 
extremists, separatists or ethnic-
nationalists, could easily found the 
breeding ground for a further escalation.  
 
Eastern Europe, waiting for Europe 
 
The Eastern part of European region, 
which belonged to the Soviet Union, did 
not enjoyed substantial changes during the 
2005. 

The Belarus seems steady moving towards 
the rejection of any hypothesis of political 
modernisation and integration into the 
Western world. 
Lukashenka’s regime, step by step, is 
closing any opportunity for pluralism on 
the media, in the economy and more 
recently in cultural activities as well. 
Western reaction is objectively weak. In 
theoretical terms, Belarus regime is 
condemned in any international context, 
but practically speaking the small 
European country seems to offer too much 
resistance for uncoordinated and shabby 
political and diplomatic pressures. 
In Ukraine, after the short and “heroic” 
phase of the Orange Revolution, the 
Government had to quick adapt itself to the 
gloomy economic prospects. 
The “Orange” leader Yulia Timoshenko 
has been ousted by President Yushchenko, 
without any substantial support from the 
foreign liberal circles that sustained her 
career just few months before. 
After that, President Yushchenko had to 
reach a deal with the arch-rival 
Yanukovich, in order to obtain the 
confidence for a new Government in a 
riotous Parliament. But the real political 
test will occur next Spring, with the 
parliamentary elections that will likely 
define both the internal balance of power 
and the international alignment of the 
country.  
Moreover, the amendment of the 
Constitution is going to reduce the power 
of the President vis-à-vis the Parliament.  
According to the present reality and most 
credible estimates, President Yushchenko 
could enjoy just 25 – 30 per cent of the 
electoral consensus, almost the same 
favour enjoyed by the liberals headed by 
Timoshenko and the Party of the Regions 
of Yanukovich. 
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If the outcome of the next election would 
confirm this balance of consensus, the 
President would necessarily reach an 
agreement either with the Liberals or with 
the pro-Russian party. 
Moscow remains the single most influent 
player, since it controls the natural 
resources – gas above all – that Kiev 
desperately needs. 
On the other hand, Europe seems unable to 
effectively assert its strategic interests –  
perhaps it’s unable even to define them – 
thus European action does not move far 
beyond the declaratory level. 
As far as the commercial interests are 
concerned, Ukraine is openly looking to 
the West for a growing integration in the 
market economies. Even today, European 
Union is the largest commercial partner of 
Kiev. 
But the industrial sector, which is largely 
obsolete and totally out of European 
standards, could probably survive only if 
the country would be integrated in a non-
European, Russian-led economic system. 
In short, the country is clearly suspended 
between to competing worlds, waiting a 
more assertive Europe, able to affirm its 
interests and project stability. 
Rather similar is the situation in Moldova, 
where the unresolved dispute over 
Transdniester hampers any normalisation 
of the country. 
Both NATO and the EU officially ask for 
the withdrawal of Russian forces from the 
country, but are much less assertive in the 
request for the reunification. 
The main actor in the crisis-management 
has been the OSCE, but it seems almost 
ineffective, due to the interdiction 
exercised by Russia. 
On the contrary, the Moscow plan for a 
federalisation of Moldova and the virtual 

legalisation of Russian military presence in 
the country, is cyclically presented. 
The only new element in this framework is 
the renewed interest in Romania about 
Moldovan destiny. Bucharest has now a 
centre-right Government and seems eager 
to sustain Moldova in economic terms, 
especially in the more than probable case 
of Russian interruption of energetic 
supplies. 
 
Signals of recovery for Russia 
 
In the pivotal country of the region, there 
are growing signs of economic recovery, 
thanks to the further increase in the 
incomes from the export of energy 
commodities. 
The state enjoys a huge budget surplus, 
still held in the national treasury and 
awaiting the final allocation. 
The first priority in Russian financial 
policy has been the substantial reduction in 
the foreign debt stock; following the rating 
of major financial analysts, today Russia is 
no-longer a risky creditor. 
On the other hand, the foreign direct 
investments remain at very low levels, 
being just a fraction of those obtained by 
China or India. 
The energy sector seems the only one to 
attract international investments, but due to 
the internal legislation, foreign firms are 
prevented form acquiring the majority 
stake in the joint venture, thus hampering a 
real internationalisation of the economy. 
The defence industry generates important 
revenues as well, especially thanks to the 
export  
toward China and India. 
But the internal demand for defence 
products is still very weak, although 
raising. 
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President Putin is pressing on the armed 
forces modernisation, but not at the steady 
pace that was expected. 
Most of the research – and – development 
programs, aimed at the reduction in quality 
gaps with the Western industries, are still 
to be launched. 
On the contrary, the armed forces launched 
a limited number of large scale and highly 
symbolic exercises. 
At the beginning the exercises of the 
Strategic forces, then the joint operations 
with China and India, clearly represent a u-
turn in the constant and decade-long 
decline in military readiness. 
For the near term this trend should be 
consolidated, perhaps with the substitution 
of some foreign sales – both Indian and 
Chinese markets are near the saturation – 
with internal orders. 
But the most strategic game played in 
Moscow is the exploitation of its energy 
reserves. 
The beginning in the construction of a new 
pipeline, linking Russia and Germany via 
the Baltic Sea and bypassing Poland and 
Baltic States, constitutes a very important 
occurrence for the long term strategic 
developments. 
As far as the vital energy sector is 
concerned, Germany and Russia will share 
common interests for the next decades. 
Meanwhile, Russia is reviewing the export 
tariffs of its energy products, still relatively 
cheap under international standards. 
The rise in oil and gas prices will affect 
former satellites – as Ukraine and Moldova 
– in the first phase. 
But in the medium term, the rising energy 
costs will hit European Union’s countries 
as well, with unpredictable effects of  

political and economic relations with 
Moscow. 
These two major drivers in Russian politics 
are also the outcome of the internal 
political changes. 
President Putin holds his position firmly, 
hence the overall political balance remains 
stable. 
Nonetheless, even Putin relies on the 
political support of specific and influential 
components in Russian societies. 
The interests of the “big business” – 
starting from the energy sector – are today 
heralded by the young rising star of 
Russian political landscape, Dimitry 
Medvedev, CEO of Gazprom and now 
First Vice-Prime Minister. 
The Minister of Defence, Sergei Ivanov, is 
the most respected leader of the “Silovki”, 
the people coming from, or working for the 
intelligence apparatus. 
He is also the leader of the nationalistic 
faction in the Russian political spectrum, 
one of the most important component of 
State’s Duma. 
Putin promoted Ivanov to the position of 
Vice-Prime Minister, while maintaining his 
position at the Ministry of Defence. 
If the constitution wont be amended, 
banning Putin from running for a third 
mandate, the presidential election to be 
held in 2007 will probably see both 
Medvedev and Ivanov among the most 
credible candidates. 
Today they are the respective leaders of 
two very influential “wings” within Putin’s 
base of power. 
If the political system should enjoy a phase 
of more openness and pluralism, they 
could potentially become the leaders of 
two competing parties. 
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With the arrival of 2006, the war fought by 
the United States on the radical Islam enters 
in the fifth year, and continues to carry out 
itself on at least three very different battle 
fields. The first one is domestic, another one 
is Afghanistan, and the last one is Iraq. 

Lucio Martino

THE
 TRANSATLANTIC

RELATIONS
IN 2006Like the last year, the next year will be 

deeply influenced by the evolution of a 
conflict whose end it continues to being far 
away. 
As far as the Transatlantic Relations, the 2006 looks like another year of transition toward a 
new equilibrium of difficult definition. 
The overall impression is that the efforts launched early last year by the State Department, at 
least some of the main European actors have answered raising, in a manner of speaking, the 
price. 
At this point in time, even after the opening steps of the new German government a strategic 
dissonance between some European countries and the United States seems becoming 
endemic. 
In the 2005, international relations have witnessing a visible slowing down, after some years 
of abrupt acceleration. After so many small and large shifts the international system seems to 
set off slowly towards a new balance. As a consequence, 2006 will be a year of consolidation 
of underway strategic processes, instead of another year of surprises.
 
However, at least two “inevitable 
surprises" are looming at the horizon. The 
United States cannot ignore the risk of 
instability in which Cuba could sink after 
an unexpected passing away of Fidel 
Castro. In addition, a successful new great 
terrorist attack would impact next Mid-
Term Elections feeding the old, but time-
honored, American isolationist forces. 
Defiantly with how much generally 
thought plausible at the beginning of 2005, 
Iraq will stay at the apex of the American 
strategic priorities. In addition, there are no 
reasons to believe in the once so much 
expected military campaign in the 
Northern Pakistan, in order to close the 
game with the Taliban and maybe with bin 
laden. 
In the next year, Iraq it will be the center of 
gravity of a conflict of a total war. For how 
much is probable that the American 

military contingent will be reduced to 
approximately one hundred thousand units, 
no hasty disengagement is possible for the 
present Administration. Success and defeat 
of the entire lately American foreign 
politics is being decided in Iraq. 
In 2006, while Bush Administration enters 
its sixth year, and the fore coming Mid-
Term  
elections are going to be the point in which 
the American political system draws the 
outlines of the next administration, there 
are no reasons to believe in a large 
overhaul of the Washington great strategy.  
One of the reasons why Bush has gained 
with a wide margin last elections was in 
the promise of protecting the United States 
from new catastrophes. To this aim, his 
more important contribution has been the 
creation of the Department of Homeland 
Security, but the management of the first 
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great disaster pulled down on the United 
States after 9/11 has been particularly 
controversial. 
Although the constituents will certainly 
hold in consideration the KATRINA 
management, and the scandals involving 
the most important republican leaders, a 
vast majority of voters will probably 
confirm its support for the President’s 
party. 
As a matter of fact, KATRINA affected the 
fluctuating ballots, but not on the core 
political alignments. Who always saw 
himself as a republican did not stop for a 
moment to support the President. 
The American political system is by now 
so much polarized that the vast majority of 
the ballot is expressed through 
“belongings” mechanisms, as such largely 
unaffected by whichever contingency. 
Who is against Bush is so whatever it 
happens. Who is for Bush is so in way 
perhaps some more determined, to the 
extent of simply ignoring his failures.  
However, when looking at Mid-Term, 
overall trends are against the Republicans. 
By and large, the medium term elections 
are not favorable to the party of the 
president, especially when the president 
has already been re-elected. 
Today, it seems very difficult for the 
Democrats to win the Congress. For how 
small it is, only 231 seats against 202, the 
Republican majority at the House seems 
pretty safe. 
Since Congressmen are commonly re-
elected, and next year number of 
Democrats leaving political life is larger 
than the comparable republican number, 
the Republican Party can share some 
optimism about its majority future, both at 
House and at Senate. 
The open seats at House are no more than 
twelve. The Democrats would have to gain 

them all in order to gain a new majority. 
Furthermore, for how much concerns 
Senate, the Republicans have again some 
advantage. Only fifteen Republicans are 
running for the re-election, while the 
Democrats in the same condition are three 
more: eighteen. 
In addition, Bush’s political base, the so-
called Social Conservatives, keeps 
supporting the President in loads, showing 
no hint of collapsing even if very little has 
been done so far in order to fulfill their 
goals. 
Nearly five years from its first election, 
abortion is legal in nearly all the Union, 
homosexual ties are recognized and 
increasingly legal, while financing of 
religious based initiatives stay  
low. Yet, the great majority of the religious 
motivated constituency keeps on 
supporting the presidency maybe simple 
because of lack of alternatives given the 
Pro-Choice stand of many others leaders of 
the party. 
However, next year Bush is going to meet 
in a larger extent the needs of his own 
political base. In this direction the more 
important turn will probably given by the 
two new Justices, both chosen by the 
president in harmony with the Social 
Conservatives political vision. 
If, as it seems, next Chief Justice is John 
Roberts, a Supreme Court striking loss of 
balance affecting the entire hierarchy of 
values, and through them the American 
identity, would be the most likely outcome. 
A sequence of new legal measures aimed 
at making abortion more difficult, at least 
in the States in which stronger is the 
Christian right influence, and to limit latest 
year’s lower Courts tendency of 
establishing new rights not explicitly 
recognized by the Constitution, are rather 
predictable outcomes. 
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Finally, the Supreme Court will renew old 
debates on issues too often interesting only 
to small components of the republican 
body of voters (like the prayer in school), 
further inflaming the Mid-Term elections. 
President Bush’s relations with the so-
called Business Conservatives, another 
important component of his political base, 
will probably became increasingly 
difficult. By definition against whatever 
increase in the federal spending, the 
Business Conservatives believe that the 
Bush Administration has not adequately 
reduced the Federal Budget, giving way 
too much to the Social Conservatives. 
In any case, for how much solid the 
Christian right support will stay, the main 
political problem for Bush will continue to 
be Iraq. The many last year successes, like 
the elections and the new constitution, 
have nearly been progressively canceled by 
too many human losses. 
As a consequence of the insurgency, public 
opinion support is gradually fading. 
However, a swift American withdrawal, 
given how much the Bush administration 
has invested in Iraq, is not going to be on 
the agenda. 
 
A Bush Administration successful in 
giving just a perception of progress in the 
institutional process underway in Iraq 
would contain the loss of support of the 
public opinion. Furthermore, no American 
politician ever wishes of being accused of 
anti-patriotism in an electoral year. 
 
Although guessing the Iraqi evolution in 
the next few months is tricky, the impact of 
the military engagement on the American 
public makes for an overall more difficult 
accomplishment of large and small 
political goals. The reduction of the 
Federal Budget and the trade normalization 

with China, the other great problem in the 
American foreign policy,  
are among those. An administration in 
crisis would not beat trade protectionism 
against Beijing. An approach too often 
shared by lead advocates of both the 
Republican and the Democratic Party. 
In other words, the perspectives of 
improving relations with China (whose 
surplus trade is increasing), and improving 
the effectiveness of the World Trade 
Organization, are particularly low. Equally 
reduced are the hopes of reforming Social 
Security and Medicaid, especially given 
the costs of the rebuilding of the New 
Orleans area. 
Even though the American strong economy 
favors a visible resumption of the 
occupation, and in spite of the optimism 
regarding the future typical of most 
analyses, American public opinion seems 
mostly sharing frustration.  
In any case, the optimism about last 
months trends, together to the efforts 
launched by the Administration in order to 
explain to the public opinion the road done 
so far, will given to the Middle-Class at 
least the illusion that the Bush presidency 
has successfully carried out a positive turn 
in the nation economics. 
Summing up, defending the nation against 
the terrorism and upgrading the economy 
will continue to being the Administration 
main priorities, probably together to the 
plan of transforming in permanent the 
fiscal cuts of 2001 and 2003. 
In the near future, the American 
established approach of balancing the two 
China seems not close to an end. Indeed, 
with the forthcoming Mid-Term elections, 
a repeat of the situation that lead to the 
1994 crisis is quite possible. A new crisis 
could be, directly or indirectly, again the 
result of the initiatives of one of the many 
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and too active Taiwanese organizations 
based in the United States. 
For the United States, running in 
continuous aid of Taiwan is becoming 
increasingly difficult, given the remarkable 
overstretch suffered by the American 
military system as a consequence of the 
War on Terror. Moreover, one new crisis 
with China would mean the end of the 
multilateral effort aimed at a negotiated 
solution of the Korean problem and would 
bring to an end any hope of improvement 
of the relations with Beijing. 
On the other hand, an American 
disengagement from Taipei in a time of 
crisis would eventually meant the same of 
recognizing in Beijing, and no more in  
Washington, the leading regional power. 
Therefore, preventing a crisis between 
Beijing and Taipei will continue to being a 
high priority in American foreign politics. 
As far as the relationships with Iran, the 
only certainty is that the international 
interaction on the nuclear Iranian  

ambitions seems draining of any reliability 
the approach offer by the Nuclear 
Proliferation Treaty. Al same time, there is 
no reasons to believe that the United States 
will soon face a new crisis with Iran. 
In 2006, the transformation of the 
community of American Intelligence will 
continue. In 2005, transformation has lead 
to the production of the National 
Intelligence Strategy of the United States 
introduced from the director of the 
National Intelligence, John Negroponte. 
Two are the document main purposes: to 
support democracy in foreign countries, 
and to operate in a greater collaboration 
with foreign intelligence services. 
The first one is an ambitious and 
controversial objective, while the second 
seems in contrast with what has been 
recently said by the director of the CIA, 
Porter Goss, who would like to reduce the 
dependency of the American Intelligence 
from the foreign agencies, if necessary also 
upgrading the HUMINT capabilities. 
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History has begun stirring in a vortical way 
in Asia. The rapid emersion of the Chinese 
and Indian giants is producing strong, deep, 
telluric tremors, which seem to close old 
fractures line, in order to open new ones, 
which are more worrying, more dangerous 
compared to the past.  

Nunziante Mastrolia

THE NEW ASIATIC 
PROTAGONIST:

INDIA AND CHINA TRENDS 
AND PERSPECTIVES IN THE 

AREA
 

It was 1816, when Napoleon, who was on the 
island of St. Helena, reading Lord 
Macarteney’s memoirs of his “Journey to 
China and Tartar”, pronounced the famous 
expression “let China sleep, because when 
China awakes the world will tremble”. 
It really does seem that the world is trembling now that China’s economic growth has broken 
out. The people who are trembling are those that see the floodtide of Chinese goods subtract 
employment from the developed countries and also those people who fear that the riches 
lowing in to Beijing, may, in the future, give rise to military dreams of imperial grandeur and 
also to a sino-centric in Asia. 
Always more concern arouses, moreover, from the frenetic activism coming from the 
leadership of the Chinese Communist Party searching for raw materials and energetic supply 
in the four corners of the globe, particularly in Middle East. 
The biggest fear is that Beijing, not trusting the United States control of the routes, which 
from the Middle East lead into China, may be tempted to develop military capacity to control 
these routes. 
 
In is in this sense that the political activism 
of shipbuilding in Beijing should be read, 
and not only for the traditional Chinese 
need to face the Taiwan question in the 
case of a declaration of independence on 
the part of Taipei, to whom, China, as 
foreseen by the Anti-secession law, 
approved in march 2005, is called to 
answer with means that may also be non – 
pacific. It is also in the sense of the control 
of the routes, that the collaboration with 
Pakistan for the building of a port at 
Gwadar, just 72 kilometres from the 
Iranian border and about 400km from the 
Strait of Hormuz, a major conduit for 
global oil supplies, should be examined. 
These two themes, global activism of the 
leadership and the policy of naval 
rearmament, we believe, should be treated 

with the almost importance in the coming 
months, being susceptible to creating 
dangerous situations of crisis. 
As regards internal affairs, the major 
concern is not the same as it was in the 
past, that is, the possible financial crash of 
the regime caused by the immense bulk of 
irrecoverable debts accumulated by the 
State Banks, financing farraginous public 
enterprises. The opening of the  
Chinese bank sector, will allows 
international investors to participate in the 
capital of the banks, which will require the 
need of rigid and profound reorganization 
policies. 
Moreover, excessive concern is not 
aroused from the risks connected to 
environmental degradation and from 
pollution, both because the Chinese 
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perception of the economic cost of 
pollution is always stronger and also 
because Beijing is able to finance 
environmental redevelopment projects 
through specialized western companies in 
the sector. 
Where in the coming months it will be 
necessary to keep an eye on are the internal 
problems of the Party and its line of 
conduct, which still remains mysterious. In 
particular because the forth generation of 
Chinese leaders, whose succession to 
power was formalized in march 2005, is 
still not solid. It is the internal instability 
within the Party of the new leaders itself, 
which may be the key to the interpretations 
of some apparently contradictory 
behaviour. In particular the process of 
consolidation of the new leaders should be 
carefully analysed, despite the Shanghai 
Group, which has held the reins of the 
country, both centrally and locally for 
decades.  
Not only, but, particular attention should 
be reserved to the reaction of the 
leadership to the always more pressing 
demands, both nationally and 
internationally, for a greater 
democratization of the country and for a 
greater degree of internal liberty. 
It is from the evolution of these themes 
that, in future, greater indication can be 
taken regarding the future growth of China. 
If, as they sustain in Beijing, the growth of 
China will be pacific, or as some American 
Think-Tanks sustain, a clash between the 
world’s dominant power, the United States, 
and the overgrowing Chinese power is 
inevitable, as occurred with Germany and 
Japan. 
The growth of India give rise to a mix of 
anxieties and hopes in some countries and 
some economic sectors. The anxieties are 
linked to the pattern of development that 

the country is following with a strong 
specialization in advanced tertiary sectors 
and in first steps it is taking towards 
quaternary employment, in scientific 
research and in technology innovation. 
Through outsoucing-offshoring, India is 
positioning itself as the global attractor 
regarding the services sector and in 
scientific research, above all, in the 
pharmaceutical and data processing fields, 
putting itself in direct competition with 
countries (particularly with English 
speaking countries) which have widely 
based their own productive specialization 
in these sectors. During the election 
campaign for the 2004 presidential 
elections in the United States, John Keey, 
defined “traitors” those entrepreneurs who 
proceed to the overseas relocation on 
services, and recently, the American 
Senate has issued a measure which 
excludes any company which have 
relocated even only fifty jobs in the last 
five years, to be given public work. 
Defending American Jobs Act, United 
States Workers Protection Act, USA Jobs 
Protection Act, Job for America Act, are 
the titles of the measures which crowd the 
calendar of the American Congress. 
But India is not only tertiary (which, 
anyway, corresponds to the almost 50% of 
its GDP). Although the manufacturing 
sector presents excellent cases, the main 
problem of the central-left Indian 
government is to integrate the enormous 
mass of Indians which are excluded from 
the development of the country. This is one 
of the main aim of the Manmohan Singh’s 
government, which also includes the 
infrastructure modernization of the 
country. 
In this case also, it will be extremely 
fruitful to proceed to a constant monitoring 
of the government’s actions in trying to 
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correctly balance the need of liberating the 
economy, which is still closely tied to 
centralization, almost socialist, which up to 
1992 constituted the government guideline 
of the Indian economy, with demands of 
the left wing for a greater attention to the 
improvement of the condition of the lower 
classes. 
At the international level, India is always 
more taking the shape of the pivot of a new 
Asiatic architecture. 
The American acknowledgement, in July 
2005, of India as being a country of 
advanced nuclear technology, opens a new 
era in the international relations between 
the two countries. Not only in an anti-
chinese key, as the majority of 
commentators have underlined, but also for 
a major stability in the Asian area, 
suffering from an endemic need of energy 
resources to sustain their own economic 
growth. 
India, besides, seems to be getting closer 
and closer to China, overcoming the Cold 
War divisions and at the same time, closer 
and closer to Russia, an historically ally of 
New Delhi. 
It is with Russia that in December 2005, 
India has agreed to collaborate in the 
nuclear energy field and in the weapon 
industry and with China, in April 2005, it 
laid the grounds for the resolution of the 
existing territorial disputes and for a closer 
economical, military and technological 
collaboration. 
India seems to also be closer to Europe, 
with which in September 2005, an 
important partnership was signed, in which 
India’s adhesion to the Galileo project is of 
extreme interest, let alone the anticipation 
of New Delhi’s participation in the ITER 
nuclear project. 
Given this interweaving of relationships, it 
is probable that the knowledge of the need 

to abandon the logic of “a zero sum game”, 
which characterised the relationship among 
the various countries during the Cold War, 
is maturing in Asia, and a new form of co-
operation even between former rivals, able 
to put together a web of relationship 
amongst the Asiatic capitals, making 
possible the stabilising of the Asiatic 
chessboard and immunizing the region 
from the danger of clashes between the 
great power. 
For this reason it seem to us, of extreme 
use, to carefully keep under observation 
the slow formation of such a web of 
relationship still uncertain (the opening of 
America to India has given rise to many 
perplexities in the American Congress, 
which, shortly, will have to ratify the 
agreement made, and, at the same time, 
strong protests have been launched against 
the Indian government from the left wing 
of the coalition, strongly linked to the 
Chinese Communist Party, which sees an 
Indo-American collaboration in function, 
exclusively anti – Chinese). 
 
China 
 
The prodigious Growth 
 
From the opening of China to the western 
world wanted by Nixon, Kissinger, Mao 
and Chou En Lai, Beijing has started to 
grow in exorbitant and stable rhythms up 
to the present day. In the last twenty years 
the People's Republic of China has had an 
annual average growth of its GDP above 
9% becoming the seventh biggest economy 
of the world, and according to the World 
Bank, it may overtake the American 
economy by the year 2020. The most 
surprising aspect is that the country has 
been able to maintain steady rhythms for a 
long time (more than Twenty years), 
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notwithstanding an extremely numerous 
populations: 1 billion and 300 million 
inhabitants. 
From the industrial plant situated in China 
70% of the world’s toys are manufactured, 
60% of the bikes, half of the world’s 
production of shoes and a third of its 
suitcases. In other categories, such as 
clothes and in the textile, China’s export, 
slowed down by the quotas imposed by the 
World Trade Organization, have started to 
overflow thanks to the abolition of the 
quotas from 1st January 2005, provoking 
strong tensions with both Europe and the 
United States. The growth, 
notwithstanding, the analysts forecast and 
the scepticisms on the validity of the data, 
continue to fly, enough to impose to the 
Beijing authorities to cool down the 
economy. According to the Osce’s 
Relation 2005, Beijing, this year will 
surpass Italy’s and Canada GDP and in 
five years time it will become the world’s 
fourth economy, and in a five-year period, 
it will become the world’s larger exporter, 
surpassing, first Germany and then the 
United States, thanks to a quota of the 
global export that will go from 6 to 10% of 
the total. 
China, however, cannot be content to 
remain the world’s toymaker or the whole 
world’s tailor, so it is climbing the 
productive chain from labour intensive 
production, where the enormous mass of 
manpower constitutes its major advantage, 
to technological intensive sectors. 
China is already active in those areas 
where technology plays an important role 
and the work itself is not the factor of 
dominant cost: the country produces half 
of the world’s ovens and microwave ovens, 
a third of its television and air 
conditioners, a fourth of its washing-
machines and one fifth of its fridges, it is 

also the main global producers of mobile 
telephones and one of the main 
manufacturers, at a planetary level, of 
semi- conductors for computer, and for 
telecommunication equipment and, one 
day, it will be so for cars and aeroplanes. 
Chinese companies want to enter fields 
that have elevated technology, leaving 
behind them the rank of imitators, of 
second line producers and of contractors 
who want to  
take possession of the role of producers of 
technology able to lead the march of 
development. Even today, the advantage of 
China’s price is more and more associated 
with an elevated productivity, a ladder 
economy, support production and 
advanced technological productions rather 
than with low salaries. 
A new generations of Chinese “national 
champions”, guide China’s drive in the 
technology intensive sectors, as do the 
State petrol companies and those dedicated 
to the extraction and the treating of raw 
materials, beating the producers countries 
to profitable contracts and to the rights of 
utilization because they are armed with an 
enormous financial availability. 
From this one can deduce, that because of 
its almost endless reserve of manpower at a 
low cost, and because of its major 
preparation and specialization of Chinese 
technicians and professionals, unlike Japan 
and Korea, China will not abandon the 
labour intensive segment while it goes up 
the ladder on the Nations. On the contrary, 
it will rely on its own predominance in the 
labour intensive sectors and on media 
technology to finance a significant leap in 
the technology and knowledge intensive 
sectors, which, in the future, will guide the 
world’s economy. It is this combined 
drive, that, can catapult China into 
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becoming one of the world’s most 
powerful economies. 
For this reason, the pressures forced onto 
the markets by China can only increase. 
 
The origins of the international 
instability 
 
The thirst for gas, petrol and raw materials 
China’s threat is not just an economic one. 
As was cited above, the Chinese economic 
growth, and the need to continually feed 
this growth, is pushing Beijing into 
assuming an ever active part on the 
international scene, searching for raw 
materials and for energy supplies, to a 
point where it could set off dangerous 
frictions with the positions constituted in 
Asia by the Unite States. 
Relations between the Unite States and 
China, apart from the wrinkling of surfaces 
relative to incidents of repercussions, more 
or less momentary, have been 
characterized, for thirty years, on the 
stability and on the gradual and 
progressive approach of Beijing into the 
Washington’s orbit and its logic. The 
paradigm could dangerously be inverted, 
Beijing’s general compliance to America’s 
leadership could deeply hide dangerous 
tectonic movement between the Chinese 
plaque and the American plaque. 
China has a compelling need of raw 
materials and energy resources: the 2004 
economic boom has brought a 40% rise in 
petrol imports. With a GDP growth which 
in 2005 should consolidate a bridgehead of 
8% in the supply of crude oil, which will 
continue to be a priority. Not being able to 
rely on auto sufficiency, the Beijing 
authorities try to control the energy 
resources by using a capitalistic logic, that 
is with an acquisition campaign overseas.  

The Unocal project has been the most 
significant because it involves an 
American company, but it is not only one. 
In recent month, the activism of the three 
Chinese petrol sisters – Cnooc, Sinopec 
and PetroChina – has had an acceleration 
in all the corners of the globe. The country 
on which the Chinese have relied on the 
most, is Canada: Beijing and Ottawa are 
about to sign an agreement which will give 
China an unprecedented access to 
Canadian energy resources. Among the 
most important projects which will be 
launched, there is the investment of the 
three Chinese petrol sisters in the 
bituminous sands of the State of Alberta. 
In other sector, the China Minmetals 
Corporation, has bee negotiating for weeks 
for the acquisition of Noranda, the 
Canadian mineral company, the third zinc 
producer in the world and also producer of 
copper. Up to the present day the 
possibility of the acquisition seem to have 
been suspended, but not totally put aside. 
Another frontier of advancement is in 
Russia. Recently, President Putin has 
revealed that, the China National 
Petroleum Corporation, will be authorized 
to buy a large minority interest in 
Yugankneftegaz, a giant in Siberian petrol. 
In Africa, too, Beijing accumulates 
bridgeheads in order to keep control row 
materials. China has brought mines in 
Sudan and it has guaranteed its rights to 
extractions in Gabon and Angola. 
Zimbabwe and Egypt. In South Africa it 
has created a joint-venture for the 
liquefaction of coal; this is also the case in 
Middle East, in Saudi Arabia, Iran and 
Syria. 
In Latin America, the direct investments of 
China, last year, reached the threshold of 
4.6 billion dollars: Sinopec and PetroChina 
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are already present in Argentina, 
Venezuela and Ecuador. 
As mentioned before, the fears of the 
international communities, lay in the fact 
that, Beijing may be temped, because of 
the little trust it has in the American naval 
control of the Indian Ocean and of the 
Straits (in particular, the Malacca Strait, 
through which 80% of crude oil direct to 
China passes, and of the Strait of Hormuz), 
to secure its routes alone. It is for this 
reason that the naval modernization 
programmes that Beijing are ccarrying out, 
do give rise to particular apprehensions. 
 
The Chinese strategy of the “string of 
Pearls” 
 
The naval strengthening, besides the need 
to prevent a declaration on independence 
on Taiwan’s part, places itself in a larger 
geopolitical and geoeconomical strategy of 
Chinese expansion, which the Pentagon 
has defined as the “string pearls strategy”, 
which forces, not only the control of the 
supply lines, but also of the ports along the 
coastal areas, which go from the Middle 
East to Southern Chinese Sea, with the 
same point of view, the realization of the 
port of Gwandar, in collaboration between 
China and Pakistan, in the province of 
Belucistan, which is only 72 kilometres 
from the Iranian border and a short 
distance also gives rise to anxieties in New 
Delhi, which begins to feel circulated by 
China, and surpassed in the supply policy 
and the control of routes. 
 
The origin of internal instability 
 
Not the economy… 
 
At the internal level, the factors which risk 
to threaten the growth of the country, 

probably do not lie, as mentioned before, 
in the more serious problems which 
torment the financial system of the 
country. The progressive opening of the 
Chinese market many possibilities for 
western companies, capable of making 
profits from the modernization of the 
Chinese system. One of the sector that has 
given rise to major worries in the past, 
susceptible in provoking a financial crash 
of the country – the banking system – is 
now one of the main aim of the investment 
of the group of the developed countries. 
The Chinese banks, operating only on 
political order to keep alive farraginous 
State enterprises, have encountered 
enormous irrecoverable debts. Now, 
international investments in the sector, can 
put right the situation, attracted also by the 
propensity of the Chinese to saving money. 
The Royal Bank of Scotland (RBS), to 
give an example, announced on the 18th 
August, the wish to conduct a three-billion 
dollar investment in order to purchase 10% 
of the Bank of China, the most important 
Chinese bank. RBS will make available 
only half of the capital required. The 
remainder will be covered by the American 
Merrill Lynch (one of the major financial 
companies in the world) and by Li Ka-
Shing, one of the richest investors in Hong 
Kong. The entry of RBS into China’s 
flourishing market follows that of the Bank 
of America, which only last June, decided 
to invest 3 billion dollars to acquire 9% of 
the China Construction Bank (CCB), 
another of the China’s major banks. Also 
last year, the anglo-hongkongese HSBC 
had invested 1,8 billion dollars for 20% of 
the Bank of Communications, China’s fifth 
important bank. Ad the moment, at least 
25% of the capital in Chinese banks is in 
the hand of foreigners.  
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But politics 
 
The fundamental knot is political, and in 
particular, the consolidation of the new 
leadership and the actions and reactions of 
this in solving the country’s problems. 
Starting from the proclamation of the 
People Republic of China on the 1st 
October 1949, the imperative of the 
Chinese leadership, has been the 
maintenance of a strict internal stability, in 
order to avoid the fragmentation of the 
country in which it had fallen at the start of 
the Opium Wars. Stability and economic 
growth, with Deng Xiaoping’s new line 
launched in 1979, have become the 
imperatives of the new China, which has 
never forgotten the humiliation suffered by 
the western powers in the 18th and 19th 
centuries. 
On 13th March 2005 the Chinese 
Parliament, the National Congress of 
People, elected the 62 years old, Hu Jintao 
as head of the Armed Forces. Hu takes the 
place of the 78 years old Jiang Zemin, as 
head of the Central Military Commission. 
This last exchange of position, has placed 
all the most important responsibilities of 
the government and the party into Hu’s 
hands. 
With Hu’s rise to power, international 
observers and intellectuals, hoped that the 
new leader proves to be the Chinese 
Gorbaciov. Relatively young compared to 
the Chinese standard of management, Hu 
incarnated a new generation of politicians 
and seemed firm to distinguish himself 
from his predecessor, Jiang Zemin. At the 
beginning of his office (2002) he sided in 
defence of the poor and placed weight on 
the need to follow a harmonious 
development for all the social component 
of the country. In his first year in office he 
fired the officials who had kept quite about 

the spread of Sars and authorized the 
publishing of news about an accident 
which had involved a submarine. A fact 
that has never happened before in a 
country which has traditionally kept on 
internal affairs. 
But in the course of the 2005, Hu has 
started to stiffen his position. Besides 
having slowed down the reform process, it 
seems that he wants to re-give a boost to a 
recommencement of communist 
orthodoxy. Hu, in fact, launched a new 
political campaign, which calls to mind the 
dawn of the communist party. Urging the 
members of the party to maintain their 
forefront role of the people, he has given 
rise to a ten-year project to strengthen the 
guiding role of the party in China, such 
initiatives should not be read as simple 
vacuous intentional proclamations. 
Certainly, the new leadership is 
emphasizing the will to keep to communist 
doctrines. It is not only a rhetoric 
expedient to refasten  itself to the history 
of the country. Beijing is using a heavy 
hand against the government’s critics, 
amongst whom are activists, intellectuals 
and writers have ended up in prison, 
teachers removed from teaching, 
journalists arrested and hundreds of 
Internet points closed down. 
The examination of others factors, could 
give the exact intent of Beijing leaders.  
Hu was officially nominated General 
Secretary of the Communist Party in 
November of 2002, and President five 
years later. His predecessor, Jiang Zemin, 
left the position of Head of the Armed 
Forces last September, making Hu the 
undisputed head of the three branches of 
power, the Party, the State and the Army, 
however, many of the Jiang’s allies are still 
in office. Hu is very careful, it is not 
possible to be the head of the Chinese 
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Communist Party without being careful. 
So, this latest campaign can be considered 
an act of consolidation of power and a 
reaction to the high level of social 
instability. 
 
The Communist Party, is, in fact, going 
through a delicate phase. Zhao Ziyang, the 
former secretary of the party, expelled in 
1989 for having opposed the use of force 
against the demonstrators in Tienanmen 
Square, is recently died. The silence 
imposed by the Party on Zhao’s death, 
betrays the insecurities to be found at the 
top. Many young people hardly  
 
know who he was, but the older 
generations remember him for his 
liberalism. To Hu’s eyes, Zhao represents 
something else: the consequences of an 
excessive reformist orientation. 
 
The country, besides, has registered an 
alarming rise in social unrest in the last 
year. The government has been unable to 
offer a security system to those left behind 
in the process which has seen the country 
change from one of the most egalitarian 
societies in the world to the country 
inequalities.  
 
The clashes among different social groups, 
some of which are violent, are increasing 
in number and intensity. Experts are not 
sure if Hu’s Marxist campaign represents 
his true ideology, or if it is simply a tactic 
move. 
 
It is, therefore, of extreme importance to 
keep under control the consolidation 
process of the new leaders, and also to 
evaluate the action and reaction that the 
new ruling class will create regarding the 
problems of the nation. 

 
India 
 
The internal contradictions 
 
Notwithstanding its ten years of economic 
growth, India still remains a country with 
strong contradictions. A sub-continental 
extension, a population which exceeds a 
billion inhabitants the most important 
middle class in the world, about 250 
million; the highest number of engineers 
(10% of the engineers employed in Silicon 
Valley, are Indians); but also over 250 
million people who live with less than a 
dollar a day; about 500 million illiterates, 
160 million without drinking water. 
Contradictions, which go back years into 
Indian history. Indian history is quite 
different from Chinese history. China’s 
history is the chronicle of an enormous 
effort of will of a leadership engaged in 
bringing its own country out of the 
exploitation and humiliation inflicted by 
western countries, by zarist Russia and by 
Japan. 
India’ modern history is the history of its 
English colonization, which lasted 150 
years, and, which, undoubtedly exploited 
the country, but at the same time, did it 
good. 
To few to control such a vast territory, the 
English wanted to mould the perfect 
Indian. Local schools, of a high level were 
founded; the doors of Harrow, Eton, 
Cambridge and Oxford were opened to the 
Indians, in order to create a new local 
ruling-class which could administer on 
behalf of the Empire: Indians out but the 
English in. the opposite result was 
achieved: they had their tailor in Saville 
Road, they drove a MG, they played 
cricket, spoke with an Oxbridge accent, 
they despised class separation, religious 
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extremist and they were kindled with 
Fabian rationalism and socialism, but 
internally they were Indian nationalism. 
Young politicians, such as Jawaharlal and 
Nehru, industrialists like the Tata, the Birlu 
and the Goodkey, had already created the 
conditions to render India a democratic 
country and to create a market before 
1947’s independence. The dreadful social 
imbalances and the excess of the Indira 
Ghandi’s centralization have allowed 
socialism to prevail so that, even today,  
the economy is imprisoned in License Ray, 
the Empire of Bureaucracy. 
All this has slowed down the growth of the 
country, but it has also controlled social 
injustices. From the beginning of the 
1990s, India has embarked on a phase of 
liberalization and extroversion of its own 
economy, and has started growing at an 
annual rate of 6%. 
The transit in 1991, from a predominantly 
centralized economy to a free market, has 
meant a boom: important sectors which 
compete at an international level and a 
stock-exchange in Bombay, which is one 
of the most important in Asia – an 
economic expansion which does not keep 
pace with its democratic expansion. India 
is in seventh place as regards interesting 
world destinations for direct foreign 
investment. India has surpassed fifty 
billion dollars in foreign investments since 
1991 up to the present day. Thanks to a 
controlled inflation, which goes towards 
5%, it is placed at position eleven in the 
world’s major economies, even if it 
remains quite a distance from China. 
At the beginning of 2000, the GDP, at 
global level, was less than half of the 
Chinese gross domestic product (3.4% 
against 11.5%). The composition of 
production and employment, reflect these 
minor level of development regarding the 

Indian economy. Agriculture continues to 
be important and employs 200 million 
Indians, more than half of the country’s 
workforce, while the manufacturing sector 
is quite limited even if only in expansion. 
However, the services which offer a high 
level of information, have been the real 
representatives of the Indian growth in the 
1990s. One of the fundamental determiners 
of this growth is represented by the 
relocation, carried out by many western 
companies, which have transferred and/or 
developed relevant parts of their 
production, in India. 
The latter, is a phenomenon which is 
destined to increase in the coming years, 
running parallel with the potential growth 
of the India’s economy. The majority of 
the analysts agree that India, like, China, is 
destined to proceed, in the medium-long 
term, its path to a re-link with advanced 
economy (with a tendency of an annual 6-
7% expansion), the distances between the 
two economies will, however, remain quite 
significant. In a long term perspective, and 
keeping in mind a series of variables, 
within 2030 India could be the third 
powerful economy – in front of Japan and 
straight after China and US. Even if its 
level of income per person will remain 
much below than of the average income 
per person of the majority of the 
industrialized countries. 
In reaching of these targets, which are very 
ambitious, should not be taken for granted, 
because it is conditioned by the realization 
of economic reforms which are much more 
radical than those in than past, able to curb 
the resistance of the constituted powers, 
which internally, today, obstacle the 
necessary changes. A task which has been 
more difficult because of the serious socio-
economic problems that India still has to 
face. 
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Just to cite three of the most relevant: a 
substantial increase in the employment rate 
to satisfy the foreseen rise in young people 
of working-age.: a decisive re-launching of 
material and immaterial infrastructure, 
which presently are totally inadequate and 
which is rendered  
difficult by the persistent structural deficits 
of the public budget; a more decisive fight 
against poverty and inequalities, which has 
recently increased, with 35% of the 
population living on less than a dollar a 
day. It is on these topics that, at an internal 
level, India should paly all its cards in 
order to continue being competitive in its 
most important sectors, and, at the same 
time, to fill up the increasing social 
polarization. 
 
India: the pivotal state of Asia 
 
2005 has been a year of extreme relevance 
for India, which seems to be positioning 
itself more and more as Asia’s true weight, 
a global hub where the strength lines that 
move the region flow and establish 
themselves. 
 
The strategic partnership with the 
United States 
 
On occasion of prime minister Singh visit 
in July 2005 in Washington, the United 
States and India shook hands on a 
strategic, wide-ranging partnership. The 
most important thing is that the United 
States acknowledges India as a power 
gifted with nuclear technology and 
combustible for civil use, while India has 
committed itself into accepting 
international inspectors into its own civil 
nuclear sites. The agreement, which is of 
historical significance, has arouse much 

criticism both in Washington and new 
Delhi. 
Until recently, the attitude of America’s 
establishment as regards India, was quite 
diffident even in 2003. in the dossiers 
which the pentagon prepared for Donald 
Rumsfeld, the Indians were described as 
being “relaxed and lazy” and suffered from 
“an atavistic bureaucratic slowness”. Even 
the local community’s economy was 
criticized, being branded as unreliable.  
In this sense, the agreement is a historical 
one: not only has India never been a 
historical American ally, but, on the 
contrary, it was on the other side of the 
barricades during the Cold War when 
Indira Ghandi tried to obtain support from 
Moscow rather than from Washington, and 
that ultimately, because of the refusal of 
international controls on their nuclear 
development, it was dangerously drawn to 
a rogue state. 
America’s choice to accept India’s 
demands should not be taken as simply an 
anti-Chinese key. In the medium long-
term, India, like, China, will have more 
and more need of energy resources. The 
fact that New Delhi can count on an 
always increasing quantity of nuclear 
energy and not energy produced from 
petrol, means in the long run to have one 
less player in the area who has search for 
petrol, and, considering that New Delhi 
may surpass Beijing as regards 
demographic growth, it means to have one 
less actor as a source of pollution. 
 
India-Europe 
 
The Hague Summit on 7th September, was 
the beginning of a week which the Indian 
government dedicated to strengthening 
economic and political relationship with 
Europe, up to the point of creating, in this 
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case too, a strategic partnership with the 
Old Continent. The September summit 
concluded with the adoption of a Joint 
Action which foresees concrete measures 
to consolidate the relationship between 
Europe and India in a vast range of areas, 
from the economy to the technological 
cooperation and the cultural exchanges. 
The result which emerge are as follows: 
the negotiation, started in January 2004, 
concluded in the acceptance of India’s 
participation in the European Satellite 
Navigation Project “Galileo”, and because 
of its consequent adoption of such a system 
in an alternative to the American Gps 
(Global Position System). 
As a consequence of the defence 
agreement, with the United States, signed 
in July, the European Union has officially 
sent India to take part in Iter project 
(International Thermonuclear 
Experimental Reactor), which is an 
international project that foresees the 
creation of a nuclare reactor in Cadarche in 
France, which should begin functioning in 
2016, using experimental techniques of 
nuclear fusion. The countries participating 
in the project, alongside the European 
Union are: Russia, China, Japan, South 
Korea, Switzerland and, above all, the 
United States, which strongly supported 
the Indian participation. 
 
China-India 
 
In 1998, on the occasion of India’s first 
nuclear test, the Sino-Indian relationship 
was at one of its lowest ever since the 1962 
war. New Delhi motivated the experiments 
with the necessity to protect itself from 
Chinese and Pakistani threats: Beijing 
answered by reacting in international 
forums in the effort of diplomatically 
isolating India. Since then, the relationship 

between the two countries has improved 
more and more. The following year, during 
the Kargil crisis, which brought India and 
Pakistan on the verge of a war, China, 
notwithstanding pressures from Islamabad, 
maintained a neutral attitude which 
favoured the defusing of the crisis. Today, 
Beijing and New Delhi, find themselves in 
a kind of “entende cordiale” position, and 
do not just limit themselves to distributing 
smiles and handshakes in important 
meetings, but, above all, announcing that 
they want to co-operate in strategic 
chapters, for example, in the energetic 
sector, in the fight against international 
terrorism and the contrast of American 
unilateralism. 
Last April’s visit to new Delhi of the 
Chinese Prime Minister, Wen Jiabao, 
which was an exchange visit, because 
Jiabao’s homologue, Vajpayee had made a 
visit to China in 2003, seems to hove set 
off a turning point in the Sino-Indian 
relationship. In the final press release, the 
two countries are linked by a “friendly 
closeness, not rivalry”. At the summit, a  
kind of “road-map” was drawn up, to put 
an en to border disputed (for which the two 
countries fought a brief war in 1962) which 
date back to the end of the Second World 
War: the road taken seems to be the 
acknowledge India’s annexation to Sikkim, 
in return for India’s acknowledgement of 
the Chinese sovereignty on the Aksai Chin 
Region. 
Besides, Wen Jabao, has promised Chinese 
backing on India’s request for a permanent 
seat in the Unite Nation’s Security 
Council: a backing which could reveal 
itself decisive for India’s political 
ambitions. 
On the economic plane, the two countries 
have promised to intensify their economic 
relationships. In recent years, commercial 
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trade between India and China has grown 
at an elevated pace: the valued of the 
bilateral trade has gone from 1.9 billion 
dollars in 2000, to 13.6 in 2004; by 2020, it 
is foreseen, that this value will reach 30 
billion dollars. The Chinese Prime Minister 
has even proposed the creation of a “free 
trade zone” between the two countries. The 
Chinese Prime Minister went even further; 
he proposed to the counterpart, a real 
strategic economic partnership, which, 
besides abolishing price barriers, should 
include a closer collaboration in the 
technological field, the intensification of 
direct investment and the co-ordination of 
their respective shares within the WTO. In 
this new climate, the joined military 
exercises between the two countries should 
be included: land and  
naval joint operations in September 2004 
with the aim to “guarantee secure  
maritime traffics and to improve rescue 
and safety capabilities at sea” (a starting 
point to guarantee a precious ally in seas 
which are constantly monitored by 
American military ships) in December 
2005. In the same way, the agreements to a 
united co-operation in the utilization of an 
oilfield in Syria. 

 
India-Russia 
 
During the summit held in Moscow from 
the 5th to 7th December 2005, Russia and  
China, partners and allies for a long time, 
signed a series of agreement which range 
from copyright protection, within their 
bilateral technological and military co-
operation; an agreement on technological 
protection, regarding their long-term 
collaboration for the development and the 
pacific use of the Russian Satellite 
Navigation System – GLONASS. 
 
Therefore, it really does seem that India is 
a pivot country in Asia. It will be useful, in 
the future, however, to continually observe 
the unravelling of these relationship and 
crossed balances which pass through New 
Delhi. 
 
So we could expect a new Asia in 2006; an 
Asia where past conflicts and tensions 
seem to have weakened: India-Pakistan; 
the Tibet question; while the incontainable 
joy which emerges from the new 
protagonists, not to mention the general 
activism of Asiatic economies, could 
generate new sources of crisis and 
instability of global repercussions. 
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Giovanni Gasperini

EUROPE IN 2006
INSTITUTIONAL AND

POLITICAL FRAMEWORK

Austria and Finland hold the Presidencies of 
the EU in 2006; the persistent block to the 
ratification process of the Constitutional 
Treaty will certainly impact on their plans 
for deepening and widening the  
Union. Substantial institutional 
advancements remain improbable; limited 
intergovernmental initiatives in the area of 
CFSP and ESDP are more likely, given the 
support of a large group of countries.The 
ratification process is in stand-by: it is unlikely that in 2006 the limit of 20 countries will be 
reached; should it happened, an ad hoc meeting should discuss how to proceed.The 
Presidencies will have to work with a difficult decision making process within 25 members; 
moreover, the framework is complicated by the emergence of nationalisms and different 
visions on the final aim of the Union.The enlargement process will encounter severe 
difficulties; while Romania, Bulgaria and possibly Croatia are foreseen to enter in 2007, the 
other Balkan associate countries will face additional obstacles.The outcome of some national 
political elections could change the European environment, possibly allowing the emergence 
of a group of leading countries.External shocks could force some evolutions in the 
CFSP/ESDP institutions and policies, as well as Treaty anticipations, thanks to Council 
decisions by unanimity, as experienced with the establishment of the European Defence 
Agency.The Transatlantic relation will remain a cornerstone of the European external policy; 
the evolution of the US policy will be of paramount importance and will be effected by the 
Congress mid term elections.The improvement of the transatlantic relation is eased by 
commonality of interests, but the allies will face divergences over the means.The relations 
will contemplate cooperation in different areas, such as the Middle East, but also contrasts, 
in particular over the policy towards China; the persistent Chinese request to lift the 
European armaments embargo could trigger a dangerous stall between the Atlantic 
partners.The Euro-Mediterranean action of the Union will be developed trough the evolution 
of the Neighbourhood Policy and the final stabilization of the Balkans. The support to the 
democratisation process in Ukraine and Belarus is another important focus of the EU action; 
the evolution of this policy will impact on the increasingly difficult relationship with Russia. 
 
CFSP and ESDP aims  
 
The security agenda remains dominated by 
the fight against international terrorism. 
The absence of a properly defined long 
term strategy, shared by all members, 
could protract the  
adoption of inconsistent, not very effective 
initiatives.The EU could promote the 
adoption and operationalisation of the 
Solidarity Clause foreseen by the 

Treaty.The national caveat will slow the 
development of the necessary cooperation 
measures at the European and transatlantic 
level, adopted in the aftermath of the 
terrorist  
actions in New York, Madrid and 
London.Further developments could be 
triggered by a recrudescence of terrorism 
in the European territory.The necessary 
linkages between national intelligence and 
police services will require the 
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convergence of postures and operational 
procedures, thus avoiding already 
emerging contrasts, in particular with the 
American procedures, whose legality and 
opportunity is under investigation in 
Europe. 
The second pillar of the external action of 
the EU will be the non proliferation 
policy.The attention to nuclear 
proliferation will imply a further 
engagement of Iran. 
The management of the potentially 
explosive Iranian crisis could strain the 
transatlantic relation; the European 
diplomatic approach could diverge from 
the increasingly confrontational position 
assumed by the US.The overall credibility 
of the Western front and of the current 
Treaties-based non proliferation regimes 
could be damaged by the fundamental 
divergence between the European and 
American approaches. The first seems 
more inclined to counter any proliferation 
attempt, while the latter judges according 
to the bilateral relation with the country 
involved, as seen in the case of India.The 
third element of the European security 
policy will remain the engagement in 
stability operations in the Middle East, 
Iraq, Afghanistan, Africa and Asia. 
The situation in Iraq remains uncertain; the 
positive internal political evolutions could 
lead to the substitution of the current 
military mission with a lower intensity 
training mission of local forces, with a 
larger international participation, including 
NATO and the EU.The development of 
current missions, such as ISAF and 
Enduring Freedom in Afghanistan, will 
determine a closer cooperation between the 
EU, NATO and the US. The main 
institutional advancement will concern the 
EU Civilian-Military Planning Cell, thanks 
to the Austrian and Finnish support.The 

improvement of the military and non-
military capabilities will be pursued in 
particular in the second semester; in 
December 1999 the Finnish presidency 
eased the adoption of the first Headline 
Goal, that remains the reference for further 
capability advancements.The European 
Defence Agency (EDA) will support 
significantly this process; the EDA is 
becoming the preferred discussion forum 
for the Defence Ministers and for the 
development of integrated military 
capabilities.Besides the military sector, the 
national and European authorities will 
increase the initiatives for the security of 
their citizens; this will determine the 
involvement of the Civil Protection 
services and further European Commission 
security research programs.  
 
The development of a the EU security 
dimension is quite recent but it is 
becoming increasingly important and could 
determine the erosion of the artificial 
barrier between security and defence 
present at the communitarian and national 
levels. 
 
Defence economics and industry  
 
The gap between European security and 
defence missions and the dedicated 
resources is widening.The increase in non-
military security resources marginally 
offsets flat or decreasing national defence 
budgets.The negative repercussions effects 
mainly the procurement programs, as well 
as the research and development of future 
capabilities and in some cases even the 
immediate operational ability.Substantial 
short term initiatives concerning the size of 
the  
demand side are unlikely, while the supply 
side seems more dynamic. In 2006 it will 

 50



Quarterly 

experimented the application of the 
recently introduced norms concerning the 
regulations of the defence market and 
industry, in particular the voluntary Code 
of Conduct on application of art. 296 
exemptions, adopted by the EDA in 
November 2005 and the other 
Commission’s initiatives.Both the EDA 
and the Commission are studying further 
initiatives, including a possible Directive 
on defence procurement.These actions 
represent a fundamental step towards the 
progressive change of the defence market 
regulatory framework; the final target 
would be a  

commonality at European level, consistent 
with the development of transnational 
defence companies, as well as a more 
integrated demand. The new environment 
will effect the supply side, favouring 
further industrial concentration, in 
particular involving French and Italian 
companies. The critical player in 2006 
developments will be the French 
government.An American involvement in 
the redefinition of defence industry assets 
and alliances is very likely, even if it could 
not have the positive impact sought by 
European companies on the openness of 
the US market to equal cooperation and 
competition. 
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The U.S. Energy Department consider that 
domestic supplies of gasoline had grown by 
4.5 million barrels last month and that 
supplies of distillate fuel, which include 
heating oil and diesel, increased by 4.9 
million barrels. The agency's periodic report 
also showed that U.S. demand has stayed 
over the past month in the face of high 
prices, and that comforted the market's bulls, 
who have been pushing crude futures higher 
out of a conviction that global supplies are 
tight and economic growth will cause energy 
consumption to rise. 

Nicola Pedde

ENERGY 
PERSPECTIVE

FOR 2006
THE U.S. MARKET

IN THE LAST
SPOT OF 2005

Despite all these data, the threat of instability in the oil-rich Middle East raised market jitters 
when Iran said it would allow work at its nuclear research facilities to resume despite 
warnings from Western countries. Light sweet crude for February delivery climbed 57 cents 
to settle at $63.94 a barrel on the New York Mercantile Exchange. Brent crude for February 
rose 25 cents to settle at $62.17 a barrel on London's ICE Futures. Gasoline futures fell by 
0.4 cent to settle at $1.7331 a gallon on Nymex, where heating oil futures retreated 1.08 cent 
to close at $1.7271 per gallon. With above normal temperatures in parts of the U.S., natural 
gas futures fell 9.8 cents to settle at $9.238 per 1,000 cubic feet. Last U.S. gasoline 
inventories left supplies at 208.8 million barrels, or 4 percent below year ago levels. The drop 
in distillates left inventories at 133.8 million barrels, or almost 7 percent more than last year. 
 
 
The Chinese forecast 
 
China's economy will slow to a still 
sizzling growth rate of between 8.5 and 9 
per cent this year, the nation's planning 
agency says. Efforts to slow economic 
growth by curbing spending on big 
construction projects, among other 
measures, so far appear to have had limited 
impact, with growth last year estimated at 
9.8 per cent, according to the National 
Development and Reform Commission. 
 
That forecast was 0.4 of a percentage point 
more than previous estimates, due to a 
massive revision of economic data 
following a nationwide economic census 
that found larger than expected activity in 
the services sector. The commission, in a 

report carried by the state-run China 
Securities Journal, said there would be a 
slight slowdown this year. It said "2006 
could be a year for macro control policies 
to continue to show effects". China's 
Consumer Price Index, its main measure 
for inflation, is expected to rise only 1 per 
cent this year, and might yield to deflation 
later in the year, due to overproduction in 
many industries and slow domestic 
demand, the report said. Cars, steel, 
cement and construction are among many 
industries facing a glut due to soaring 
investment in recent years. Aluminium 
smelters plan to cut annual output by 
335,000 tonnes, or about 10 per cent of 
total capacity, to counter excess 
production. Meanwhile, the planning 
agency said China would spend at least 12 
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trillion yuan ($A2 trillion) in the next five 
years on energy and transport. 
 
The Saudi strategies 
 
Saudi Arabia, with its will of being more 
independent from the U.S., and the 
perception that U.S. alternative fuels 
initiatives will continue to flounder into the 
next decade, is no longer likely to increase 
production as a downward force on oil 
prices as it did in the last decade. 
 
Many says that the royal family is now 
more concerned by a need for investment 
in the Arab Gulf state that has not seen 
since the 1970s. Saudis now believe that 
$60 per barrel oil can be reached and 
sustained by the world market indefinitely, 
both in political and macroeconomic terms, 
without triggering a massive move to 
alternative fuels and vehicles, these experts 
say.  
Saudis are reportedly not concerned that 
growing consumer awareness of matters 
related to energy security, and wider 
acceptance that the era of $30 per barrel oil 
is over, will lend enough impetus to 
renewable fuel and advanced vehicle 
technologies to provide significant 
competition for Middle East oil in the next 
decade. Although $60 per barrel oil does 
create new impetus for biofuel use and 
R&D, years of budget constraints have 
caused alternative fuel initiatives to fall 
short of increasing widespread demand, 
according to U.S. officials. 
This has lead to stripped-down programs 
where the only significant demand for 
biofuel is currently coming from the oil 
industry to use ethanol as a oxygenate 
replacement for MTBE. U.S. policy is 
beginning to emerge from 30 years of 
anemic biofuels demand to seeing the fuels 

in a strategic context. Even though there 
have been dramatic changes on biofuel 
demand, particularly in the wake of the fall 
hurricane energy emergencies, experts 
wonder whether the U.S. will remain 
unable to mitigate the price of oil with 
alternative fuels or hydrogen. Moderate 
U.S. commitment to alternative energy 
encourages fossil fuel suppliers like OPEC 
to keep oil prices where they are, or to 
even drive them up, say experts. Many 
commodity market observers and analysts 
maintain that the world is on a path toward 
$80 per barrel oil, or higher, by the next 
decade. DOE's Energy Information 
Administration has already dramatically 
revised its long-term forecast for oil from 
the low-30 dollars per barrel to about $57 
per barrel. The Saudi government 
understands that the U.S. will not have a 
viable alternative fuel economy for some 
time and sees no risk in its maintenance of 
high oil prices for its customers, especially 
as growing energy demands from China 
have caused an oil tug-of-war between the 
East and West.  
Sustained sixty dollar a barrel oil may push 
gasoline prices back up to $3 a gallon, but 
some automakers like Toyota believe it 
would take $4 per gallon gasoline to make 
it cost effective to ramp-up production of 
the next generation of fuel-efficient 
vehicles. This should encourage OPEC to 
consider higher benchmark prices for 
crude, but to never tip the scales in favor of 
new fuel efficient technologies. 
 
Over the past few years since the 
announcement of President Bush's 
hydrogen initiative, the Saudi government 
has probed the potential for such 
alternative fuel programs displacing oil in 
the near future. Sources close to the Saudi 
government have told Inside Washington 
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Publishers that although the hydrogen 
initiative was once considered a concern 
by Aramco [the state owned oil company], 
it is now regarded as something far more 
insignificant. Over the last decade, the 
Saudis have maintained a conciliatory 
policy with the U.S., keeping the price per 
barrel low with the kingdom's unique 
capacity to tap its reserves whenever a 
substantial spike in the price of oil was 
imminent. But with a virtual population 
explosion in the Gulf, and a majority of the 
population under fifteen years of age, the 
need to bolster the welfare state has 
encouraged a policy where cash-flow, 
driven by higher prices, is tantamount. Oil 
analysts also say the Kingdom's capacity to 
moderate prices by increasing production 
is more limited because oil fields are 
nearing full production. 
 
This policy shift away from maintenance 
of relatively cheap oil is also driven by 
what Saudi officials refer to as the 
destabilizing effect of the ongoing war in 
Iraq. Regional governments feel that the 
U.S.-led war to oust Saddam Hussein is far 
from resolved and has lead them to 
consider the prospect of more conflicts. 
This has incurred costs in developing new 
defensive strategies and the accumulation 
of expertise and increased defensive 
capability. 
The recently crowned King Abdullah of 
Saudi Arabia has seen his country's 
cooperation with the U.S. in fighting the 
war on terrorism as being a one-sided 
affair, where they have lost more than they 
have gained. This has lead to the 
dissolving of contract negotiations with oil 
companies like ExxonMobil in recent 
years, replacing U.S.-led commercial 
interest in the oil-rich kingdom with those 
led by China and Russia. 

 
The ouster of Prince Bandar bin Sultan 
from his post in Washington, a long-time 
Saudi ambassador to the U.S. and Bush 
confidante, was a telling sign that the old 
way of doing business with Washington is 
over. The special relationship shared 
between Bandar and the Bush family has 
been reassessed as more a liability than a 
blessing by Abdullah. In some cases, King 
Abdullah has felt deceived by President 
Bush, according to a well placed source. 
This feeling of deception has lead to a 
reassessment in recent years of how far 
Riyadh is willing to go in its efforts to 
please the U.S. administration, and if in the 
past it had undermined its own state 
interests in doing so. This has lead to 
reassertion of Saudi sovereignty in its 
dealings with the United States. 
 
What will happen in 2006 
 
OPEC will generate $522 billion in oil 
export revenue this year, a 10-per-cent gain 
from last year, as the producers benefit 
from surging world demand and limited 
spare output capacity, the U.S. Energy 
Department said. Saudi Arabia, the biggest 
producer in the 11-nation Organization of 
Petroleum Exporting Countries, will earn 
$162 billion this year, up from $153 billion 
last year, according to the forecast from the 
U.S. department's Energy Information 
Administration. "Increased oil prices tend 
to result in improvements in OPEC 
countries' economic situations, budgets and 
trade balances," the report said. "Higher oil 
export revenues also tend to lessen  
pressures for economic reforms and make 
it easier for OPEC countries to increase 
their spending," it added. Most OPEC 
nations are already pumping as much oil as 
they can to take advantage of high prices, 
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benefiting from a surging demand from 
consumers such as China and a lack of  
spare refining and oil-production capacity.  

Measured in 2005 dollars, OPEC's export 
revenue is expected to reach $512.5 billion 
this year, compared with $571.8 billion in 
1980, the department said. 
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The year 2005 marked a sustained economic 
growth in Latin America for the third year 
running (even if at a worse rate if compared 
to other developing countries). Estimations 
of the U.N. Economic Commission for Latin 
America and the Caribbean indicate that 
regional economic growth reached 4.3%, 
unemployment fell from 10.3% in 2004 to 
9.3% last year and poverty fell from 44% in 
2002 to 40.6% in 2005. ECLAC forecasts a 
regional growth rate of 4.1% in 2006. The 
most important performances have been 
reached by few South American countries 
lead by Venezuela (9%) and Argentina 
(8,6%), followed by Uruguay, Peru and Chile (6%).  

Riccardo Gefter Wondrich

THE GROWING 
INFLUENCE OF 

VENEZUELA
HUGO CHÁVEZ’S USE OF THE 

NATIONAL OIL WEALTH
 

These good economic performances and recuperation from the 2001 – 2002 crisis are strictly 
related to the boom in the energy and commodity industry. It all took place under the 
direction of a group of nationalist leaders that strongly reaffirmed  their independence from 
both the Multilateral Financial Institutions (especially the International Monetary Fund) and 
the government of the United States. In fact, in 2005 the U.S. Administration showed 
persisting difficulties in excercising its leadership at hemispheric level, as it appeared evident 
during the Americas’ Heads of State Summit in Mar del Plata in early November. Among 
these leaders, one figure emerged with great strength, that of the President of Venezuela, 
Hugo Chávez Frias, whose regional influence has been growing in parallel with the oil price.  
 
In power since January 1999, Mr. Chávez recently triumphed in the legislative election on 
December 4, 2005, after the last minute withdrawal of all opposition forces denouncing 
procedural irregularities. After having assured the control of the Supreme Tribunal of Justice, 
the Armed Forces, the National Electoral Council and the so called “citizen power” (the 
attorney general, the ombudsman, and the comptroller general), now he will face no 
opposition even in the National Assembly.  
He masters a reserve of 77 billion oil barrels and has been directing a deep process of 
political and social reforms. But it is just recently that he has surged as a charismatic leader 
also on the international scene. There are few doubts on the fact that the international weight 
of Mr. Chávez is based on the progressive rise in oil prices, gone from $10 per barrel in 1998 
to the current stable quotation above $50. Should crude oil maintain its present value, Chávez 
leading role is bound to grow even stronger. This article intends to examine the situation and 
future expectations of the local oil industry,  
propellent of the so-called “Bolivarian Revolution” and “21st Century Socialism” and the 
strong influence that Chávez has been playing on the regional scene. 
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Venezuela: a new regional power in 
Latin America An “oil-driven” economy 
and diplomacy  
 
Today Venezuela is the fifth major oil 
exporter in the world. It holds the largest 
reserve in the Western hemisphere (77 
billion barrels, not including deposits of 
heavy oils which could be quantified in 
further 270 billion barrels). The current oil 
boom is pushing not only international oil 
companies but also many countries -Italy 
included- to adopt a pragmatic attitude 
towards Venezuela. Chávez government is 
taking advantage of the favourable 
economic situation to set up a complex 
network of industrial agreements. These 
would grant immunity from possible 
international isolation and, as a 
consequence, the chance to retain power 
for many years to come. 
The national oil company Petroleo de 
Venezuela S.A. (PDVSA) represents the 
country’s main source of income and the 
first source of work for the population. It 
provides one third of the Gross Domestic 
Product (about $110 billion), 50% of state 
income and 80% of income from exports. 
Thanks to oil, for the past three years the 
national economy has been growing at the 
annual rate of 9%. 
At the end of 2002 the internal opposition 
to Chávez organized a strike that paralysed 
activity in the oil sector, causing a very 
deep impact on the whole national 
economy with losses quantified in more 
than $13 billion. Crude oil production 
dropped from 3.3 million barrels per day 
(bpd)  in November 2002 to about 700,000 
bpd in January 2003, most of which 
produced by foreign companies. As a 
consequence of the strike, the government 
regained total control of PDVSA, firing 
18,000 qualified workers and taking a 

series of steps to accelerate resumption of 
productivity. One of the strike leaders, 
Carlos Ortega, President of the Venezuelan 
Workers Confederation (opposition), has 
recently been sentenced to 16 years’ 
imprisonment for civil rebellion. 
The valuations of the present production of 
crude oil vary between 3.1 million bpd 
estimated by the government for 2004 and 
2.5-2.6 mbpd calculated by the 
International Energy Agency. 
Both the relationships with the 
neighbouring South American and 
Caribbean countries and the complex 
relationship with the United States strictly 
depend upon Venezuela’s available funds 
and oil wealth. Venezuela sells the United 
States 68% of its whole exports (2003 
figures). In 2004 1.53 mbpd of oil were 
shipped to the United States (covering 
11.8% of U.S. oil imports). In addition, 
most of the oil exported by Caracas to the 
Caribbean countries is then shipped to the 
United States as refined products. 
Venezuela and Mexico together supply 
eleven Central American and Caribbean 
countries with oil at preferential prices. 
Besides, according to the Caracas 
Agreement of 2000,  
Venezuela sells Cuba 80-90,000 bpd at 
favourable financing conditions (15 years’ 
term payment at a price between $15 and 
$30 per barrel).  
In addition to oil exports, last June the 
Venezuelan government launched a series 
of projects of regional-hemispheric power 
integration, called “Petrocaribe”, 
“Petroandina” and “Petroamerica”. These 
plans also include assistance in projects for 
power development and an investment 
program meant to increase the volume of 
oil refining at preferential prices. 
In order to diversify the destination market, 
last October PDVSA started to consider 
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the placement of between 200,000 and 
300,000 oil bpd also in Spain, Italy and 
Portugal.  
On November 11, 2005 PDVSA and China 
National Petroleum Corporation (CNPC) 
signed two agreements for selling China 
160,000 bpd of crude and fuel oil in two 
years. In prospects Venezuela aspires to 
supply 15/20% of Chinese oil imports and 

to include China as an investor and partner 
in PDVSA’s strategic development plan 
for 2006-2012. The two countries have 
also started contacts for the joint building 
of oil tankers. In 2004 PDVSA completed 
the construction of a new terminal for 
crude oil exports in the port of José, which 
now has reached the export volume of 
230,000 bpd.  

 
Investments for maintaining and 
expanding production 
 
In order to guarantee and increase the oil 
volume for export, PDVSA announced the 
investment of $26 billion in the expansion 
of production and reserves of oil between 
2004 and 2009. The aim is to reach a daily 
production of 5 million barrels in 2009. 
Plans until 2012 foresee investments up to 
$56 billion, 70% of which to be paid by 
PDVSA and the rest by the private sector. 
Some analysts doubt that the production 
volumes could spiral upward to those 
levels: in fact it is estimated that, with an 
annual reduction rate of about 25% for 
most of the Venezuelan oil fields, the oil 
industry will need investments for $3 
billion a year just to keep the present 
production level. Investment targets 
threaten to be jeopardized also by the rise 
of government taxes on PDVSA, by the 
special $2 billion-a-year fund set up in 
2004 for the development of infrastructure 
projects, by income taxes, royalties and 
dividends and by a compulsory 
disbursement between 2 and 3 billion 
dollars set aside for the development of 
social programs.  
For these reasons at the end of November 
PDVSA allowed Shell, Chevron and 
British Petroleum to buy minority shares of 
its capital. Italian ENI and French Total are 
expected to do likewise. These are the 

most important among the 22 international 
companies present in Venezuela today and 
the operation is bound to bring PDVSA 
resources and technology. In the 90’s 
Venezuela opened its doors to international 
operators, signing 32 contracts to allow 
them to operate in national oil fields. 
Wordings vary from joint venture to 
exploration with shared risks and gains, 
from “strategic association” to operative 
meetings. 
In 2001 a new Hydrocarbons Law was 
passed, rising the royalties imposed on 
foreign companies from 1-17% to 20-30%. 
The new law guarantees PDVSA the share 
majority in any project and provides for the 
future investments to be concluded only 
through joint ventures. No more of the 
above-mentioned kinds of agreements. In 
August 2003 the government transferred 
the administration of the contracts with 
foreign operators to the Corporación 
Venezolana de Petróleo (CVP), so that 
PDVSA would deal only with production 
activities. Within this new normative 
setting PDVSA aims at developing oil 
exploration in areas adjacent to the present 
fields; granting concessions for exploration 
both on the mainland and offshore; 
increasing heavy-oil extraction and value; 
diversifying exports. 
While from one side PDVSA’s ambitious 
development plans imply a large flow in 
international investments, from the other 
the same investments are struck by the new 
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rules recently enforced by the government. 
However, international companies are 
likely to continue to accept the new 
conditions and work with PDVSA, as long 
as oil prices keep the present level. 
PDVSA is responsible for 50-60% of the 
whole national production of 
hydrocarbons, mainly situated in the fields 
of Maracaibo, Falcon Apure and Oriental. 
The Maracaibo deposits contain almost 
half of Venezuelan crude oil production. 
Being these oil fields long exploited, they 
require large investments to keep the 
present level of production. At the end of 
2004 PDVSA completed a process of 
expansion in the Tomoporo field that 
raised production to 116,000 bpd, meaning 
to reach 250,000 bpd in 2008 (the area is 
estimated to hold reserves for more than 1 
billion barrels). 
The Orinoco belt, subdivided by PDVSA 
into 27 blocks, is subjected to undergoing 
an aggressive development strategy. In 
August 2005 Spanish Repsol won the 
concession for the Junin 7 block, while 
Chinese CNPC signed an agreement to 
exploit Junin 4, estimated to hold 20 
billion heavy-oil barrels. In October 2005 
the Russian oil company Lukoil signed an 
agreement for geographical valuation on 
the existing reserves in the Junin 6 block. 
More companies as Russian GazProm, 
Brazilian Petrobras, Indian ONGC and 
Iranian Petropars will have to prospect 
other areas in the Orinoco belt. Shell is 
negotiating with PDVSA about a new 
project of heavy oil refining with an 
investment between 4 and 8 billion dollars. 
In April 2005 Chevron signed a 
memorandum to invest 5 billion dollars in 
a new field with a potential production of 
200,000/400,000 bpd (Hamaca project). 
Finally, last March France’s Total, 
Norwegian Statoil and PDVSA started 

negotiations for the second stage of 
SINCOR plant, which at present produces 
180,000 bpd of lighter synthetic crude 
(Venezuela's extra heavy crude reserves, 
mostly in the Orinoco hydrocarbons 
deposit, are too heavy to be refined in 
normal plants and must be upgraded into 
synthetic crude or blended with lighter 
grades for export). 
In spite of the disputes regarding tax 
arrears or royalty rise, all operators today 
are showing a clear interest in expanding 
their projects. 
 
External routes: oil and gas pipelines 
 
While relations with international oil 
companies are an important diplomatic 
means of contact with many foreign 
governments (including Iran), at 
continental level Venezuelan oil diplomacy 
rests on a number of projects for the 
construction of gas and oil pipelines. At 
the moment some of them are rather 
unlikely, as the 8,000 km gas pipeline 
bound to carry 150 million cubic metres of 
gas from Venezuela to Argentina through 
Brazil and Uruguay, a project signed last 
Dec. 9 by Presidents Hugo Chávez of 
Venezuela, Néstor Kirchner of Argentina e 
Luis Inácio Lula da Silva of Brazil. The 
pipeline estimated investment is between 
$10-17 billion and could take 5 years to 
construct. The proposal caused quite a stir 
in the involved countries. It was discussed 
at the Mercosur conference held in 
Montevideo at the beginning of December. 
Here the summit talks confirmed 
Venezuela’s formal entrance into the 
Southern Cone commercial bloc 
(MERCOSUR). It is a fact that Venezuela 
is staking a lot on the development of gas 
national industry, whose reserves amount 
to 146 trillion cubic feet. Gas demand is 
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growing rapidly in many South American 
countries, and especially in Brazil, where 
consumption of gas has been growing at 
more than 10%/year. The new Venezuelan 
pipeline could end damaging Bolivia’s gas 
exports (which would result more 
expensive than Venezuela’s) to Brazil and 
Argentina.  
Contacts with the Colombian government 
for the construction of a pipeline up to the 
Pacific Ocean have greater chance of 
succeeding. This work would allow easier 
and cheaper access to rich Asian markets 
bypassing the Panama Canal or 
circumnavigation of the South American 
continent. The construction of such oil 
pipeline could take place through direct 
Chinese investments. At the moment, 
though, this remains a possibility. 
 
The new face of anti-Americanism 
 
The strategic planning of investments in 
the hydrocarbon field proceeds together 
with the progressive control of all national 
institutions by President Chávez and his 
Movimiento Quinta República. Many 
regional leaders are beginning to realize 
that Chávez is very likely to be confirmed 
in power in the presidential elections of 
2006 and probably also in the next ones of 
2012. They likewise understand that the 
investments planned during these months 
are bound to mark Venezuela’s economic 
relationships with the neighboring 
countries for the next decades. In particular 
the Brazilian, Argentinean and Chilean 
governments are worried about how 
Venezuela’s power supply will adapt to the 
growing internal demand. 
Regional leaders respect both Chávez’s 
political talent and the formal legitimacy of 
his government. They also acknowledge 
the appeal his populist program has to 

large sectors of the public opinion in many 
South American countries. Consequently, 
the Venezuelan leader has become the 
representative and instigator of anti-U.S. 
feelings in all Latin America. This role is 
not limited to political and electoral 
aspects but it gives body to concrete 
economic operations. In the last months 
Venezuela has bought an ingent amount ot 
public debt of Argentina and Ecuador and 
signed several agreements offering oil and 
gas in exchange for manufactured goods 
(especially farming machinery) and 
products from agriculture and cattle 
breeding. On Jan. 4, 2006 Mr. Chávez 
offered the Bolivian president-elected Evo 
Morales a $30 M grant for financing social 
programs and $150 M in fuel oil per year 
to fulfil Bolivian agricultural fuel needs. 
The oil should be repaid with Bolivian 
agricultural goods. Both the strongly anti-
imperialist discourse of Evo Morales and 
the same diplomatic tour he made in early 
January in Europe, Asia and Latin America 
would have hardly been possible without 
the financial help of Mr. Chávez. At the 
present conditions, Venezuela has come to 
be a financing alternative option to 
multilateral credit organizations and 
international markets. 
The international role that Mr. Chávez is 
likely to play in the future became clear at 
the fourth Summit of the Americas held at 
Mar del Plata last November. On that 
occasion Hugo Chávez and former soccer 
player Diego Maradona gave life to an 
alternative summit, contributing to the 
failure of the re-launching of the Free 
Trade Area of the Americas, strongly 
pursued by the United States 
Administration. The Heads of State and 
Government summit has made clear the 
existing cleavage between Mexico, Central 
America and the Caribbean, economically 
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tied to the United States, and South 
America, where Venezuela is taking one of 
the leading positions, after Brazil. The 
decision of President Luis Inácio Lula Da 
Silva of Brazil and Néstor Kirchner of 
Argentina to accept Venezuela’s request to 
enter Mercosur seals an alliance that will 
show its effects in the future. Even if it will 
take years for Venezuela really to join 
Mercosur aligning with its Common 
External Tariff, the political message is 
clear. It is the answer to a community of  

national interests and a new international 
climate. 
Mr. Chávez’s irruption into the 
international scene is likely to switch 
attention from trade to politics, from 
pragmatism to ideology. During the next 
months electoral appointments in many 
countries of the region will help to 
understand the degree of influence 
exercised by Mr. Chávez’s political talk 
and economic power on the weaker Latin 
American political systems. 
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In 2006, Afghanistan, which is emerging 
from a quarter of a century of wars,  will 
face many important challenges, starting 
with the expansion of the Nato mission to the 
south, the stablisation of the security 
situation, and the fight against opium 
production, which is turning the country into 
a “narco-economy”. The political 
challenges will be equally vital and will test 
the new Afghan institutions, and the newly 
elected parliament in primis.   
The phase involving the institutional 
formation of the new Afghanistan, which was 
decided in Bonn following the defeat of the Talebans, has been brought to a reasonably 
successful conclusion. However, beginning at the international conference to be held in 
London in January ,  structural problems such as the rebuilding of the country, its economic 
relaunch and the new role of the international troops, all  need to be tackled. In addition, it is 
essential to keep an eye an the regional situation, with the endemic problem of the Pasthun 
tribal zones in Pakistan where the remaining Talebani and the supporters of Al Qaida and the 
warlord, Gulbuddin Hekmatyar, continue to find refuge.   

Fausto Biloslavo

AFGHANISTAN AND 
PAKISTAN

THE REAL POLITICAL 
CHALLENGE BEGINS IN 2006

Restless Iran, which is locked in a stand-off with the international community over the 
question of nuclear energy, also needs to be kept under observation. This situation could have 
a negative knock-on effect on Afghan stability.  
  
Afghanistan 1/The expansion of the Nato 
mission  
 
In 2006, Nato’s mission will be enlarged to 
include southern Afghanistan and, 
following that, the eastern parts of the 
country.  The ISAF mission, which 
currently has around nine thousand troops, 
will need a further five-six thousand. The 
first phase of the expansion into the 
provinces of Nimroz, Helmand, Uuzgan, 
Day Kundi and Zabul will be carried out 
by English, Canadian and Dutch soldiers. 
The participating non-Nato forces will be 
from Australia and New Zealand. They 
already have experience in Afghanistan as 
part of the special forces. Initially the 
American troops from the Enduring 
Freedom mission will be in charge of the 
eastern zone on the border with Pakistan. 

American soldiers will continue to be 
employed in the anti-guerrila actions and 
in the fight against terrorism. The Nato 
troops, on the other hand, will be mainly 
involved in peace keeping and peace 
enforcing activities and will work side by 
side with the newly forced Afghan army 
(ANA) and the local police (ANP). A Nato 
officer will be in charge of the operations 
but he will have an American assistant in 
charge of specific anti-guerrila operations 
and the fight against terrorism. Nato’s rules 
of engagement will have to be changed 
because the southern area is considered a 
“red zone” as it has a far greater guerrila 
and terrorist presence than the other areas 
under Isaf control in the rest of the country. 
The expansion which will eventually see 
all of Afghanistan come under Nato 
control, will involve a radical change of 
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approach and of mentality compared to the 
actual models which are largely based on 
the strong contingent in Kabul that 
guarantees the security of Afghanistan’s 
new institutions and on the Provincial 
reconstruction teams (Prt) working in the 
north and west with the support of small 
contingents located in advance bases. 
Nato’s role in the battle against narcotics 
trafficking, one of the major threats to 
Afghan security, will also have to be 
clarified. 
The Afghan authorities, from President 
Hamid Karzai down, greeted the Nato 
expansion plan with enthusiasm because 
they believe that the substitution of or 
better the placing of other troops beside the 
rough Americans will be a positive change, 
especially in the eyes of those Afghans 
living in the “Red zones”. It offers the 
Americans the long desired chance to 
reduce their twenty thousand strong 
contingent by at least four thousand.  
Nato will be a key player at the London 
conference organised for January by the 
G8 and the United Nations, particularly in 
the light of its expanding role. The process, 
initiated in Bonn in 2001, in the immediate 
aftermath of the fall of the Taleban regime 
which led to the establishment of the new 
Afghan institutions, the last of which was 
the election of a national assembly, will be 
officially brought to a conclusion in 
London. The new model for the 
development of an international presence 
will no longer be based on the idea of a 
lead nation but on that of key partners. 
This is a model which merges perfectly 
with the structure and the Nato mission in 
Afghanistan, which, in the future, should 
relegate the US troops to an increasingly 
marginal role.  
 

Afghanistan 2/ Security will remain a 
priority 
 
In 2005, more than 1000 hostile actions 
against the western presence, including 
those acts linked to organised crime, were 
registered. The Americans, in the front line 
in the anti-guerrila and anti-terrorist 
offenstives, lost more men than in any year 
since the fall of the Taleban regime in 
2001. 
In the past six months and above all 
following the September parliamentary 
elections, there has been a rise in the 
number of suicide attacks, which are 
usually only sporadic in Afghanistan. The 
hostile forces, among them what remains 
of the Talebani, of Al Qaeda’s followers, 
and of the extremists loyal to warlord 
Gulbuddin Hekmatyar are using 
increasingly sophisticated and lethal 
explosive devices, following the tactics 
adopted in Iraq. Defence  
Minister Abdul Rahim Wardak has 
denounced the fact that the Talebans have 
received massive financial support from 
abroad to allow them re-arm but he has not 
named the country’s involved.  
On the one hand it is evident, from the 
sequence of suicide attacks and from the 
new bombs being used, that foreign 
elements, probably linked to Al Qaeda, and 
with great experience in the field of 
guerrila warfare and terrorism, are training 
the Taleban rump. On the other hand, there 
are links to Iraq, in the name of the 
international holy war. These answer to Al 
Qaeda’s strategy, to appeals for a Jihad 
made by mullah Mohammed Omar, the 
warlike leader of the Talebans, mullah 
Dadullah, former Defence minister and 
today military commander of the guerrila 
war. 
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It is probable that the “internationalist” line 
will be developed in 2006 and that there 
will be a continuation in the suicide attacks 
inspired by foreign elements close to Al 
Qaeda. The risk of kamikaze attacks, 
similar to those in Kabul, Kunduz and 
Mazar i Sharif, and taking place outside of 
the usual “red zones” of northern and 
eastern Afghanistan should not be 
underestimated. Zones where the risk of 
terrorist attacks was considered “low”, 
such as Herat, where the Italian Prt 
command is based, could also be in danger 
(20 December 2005 a suicide bomber 
exploded while overtaking an Italian ISAF 
convoy. Three Italian soldiers were lightly 
wounded). The situation is in some ways 
similar to that of Nassiryah in 2003, when 
it seemed the quietest ciy in Iraq. It was 
precisely for this reason that the terrorists 
attacked it with relative ease although the 
were working in a zone that was “hostile” 
to them and outside their usual 
strongholds. Al Qaeda might realise that 
the climate is the same in Herat and the 
Italian Prt, or the people working for it, 
could become the extremely soft target of a 
spectatular attack.  
The Pakistani tribal hinterlands that border 
with Afghanistan and where the hostile 
forces still  use as a reasonably safe base 
remain a real problem to be tackled.  
Finally, the fact that the average Afghan 
considers the level security in the country 
to be too low should not be forgotten. The 
Afghani are particularly critical of the role 
of the police and the army and believe their 
forces are incapable of guaranteeing the 
country’s safety. This negative perception 
is a result of the regular clashes between 
the army and the police, each of which 
fights for control of particular zones or 
wants to free prisoners arrested by the 
other.  The Afghans, deeply aware of the 

problems of the guerrila war and terrorism, 
are even more concerned about the dangers 
posed by organised crime and the rise in 
murders, robberies, kidnappings, also of 
children and young girls who are sold as 
“slaves” in Pakistan and Iran.  
 
Afgh 3/ The opium threat  
 
Opium production is one of the biggest 
destablising factors in Afghanistan. Rather 
than a  
“narcostate”, this country on the Asian 
crossroads possesses a “narcoeconomy”. 
Latest estimates show that poppy 
production is 87% of the world total, 
amounting to four thousand tons per 
annum. This business is worth 2.8 billion 
dollars, 560 million of which go to the 
peasant producers. The income from 
narcotics sales comes to 60% of the gross 
internal product.  
 
Planting fell by 21% in 2005 but 
favourable climactic conditions allowed 
for a rich harvest in the poppy zones which 
are spread over northern Afghanistan. As a 
result there was only a modest fall in 
production, from 4,200 to 4,100 tons. In 
addition there was an increase in the 
number of laboratories in Afghanistan 
where opium is refined into heroin. 
 
The problem is that narco trafficking 
enriches organised crime which is, as we 
have seen, one of the principle worries of 
the Afghani. The “narcoeconomy” allows 
the warlords to maintain their militias and 
the power and these are endemic factors in 
creating instability in the central 
government. The passage of opium 
convoys to Pakistan is made possible by 
the payment of a tax to the hostile forces 
hidden in southern and northern 
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Afghanistan. Sometimes the guerrila 
fighters themselves transport the opium to 
exchange it for arms and munitions. 
 
Another destablising factor should not be 
underestimated: the easy earnings from 
drugs trafficking make it easy to corrupt 
the security forces that are trying to bring it 
to a halt. The intelligence security chief in 
Kandahar, spiritual capital of the Talebans, 
was removed from office because he was 
found to be involved in the trafficking. 
Former Internal Affairs minister, Ali 
Ahmad Jalali, resigned when he realised 
that he was unable to stop the collusion 
between employees of his ministry and 
other officials and the opium dealers.  
 
On the other hand, it should not be 
forgotten that opium farming is an 
important way for Afghan peasants to 
make a living and that it sustains, however 
illegally, the country’s non-existent 
economy. The problem is that the farmers 
often accept government incentives only to 
then use them to increase the opium 
plantations. 
 
The more honest among them, who decide 
to grow something else, are sometimes not 
sufficiently supported by the authorities 
and have no choice but to return to poppy 
farming. Only in 2005 did the Afghan anti-
drugs units begin to carry out operations 
against the drugs traffickers, and, in some 
cases, to uproot and destroy the plants. 
This is only a drop in the ocean, however, 
and the issue remains delicate because a 
heavy hand against the farmers will only 
fervent revolt. The English and the 
Americans are investing a billion dollars to 
contrast opium production. They aim to 
reduce poppy production by 75% by 2008. 
This is an  

unattainable target at present. What is 
needed, beginning next year, is a clearer 
definition of Nato’s role in the fight against 
opium and a reliable study of the 
possibility of using Afghan poppy to 
produce analgesics, in particular morphine, 
for western medical use. 
 
Afg 4/ The real political challenge begins 
in 2006 
 
Following the historic elections for 
Afghanistan’s first real parliament, the 
political challenge facing the newly born 
democracy will emerge in 2006. The new 
assembly reflects the contradictions within 
Afghan society. It is made up of warlords, 
former communists, former Talebans, the 
Mujaheddin who now are part of the 
opposition, hardline Islamists, but also a 
consistent group of women in a country 
where the Burqa remains the norm. 
Parliament not only has the power to 
introduce motions of no-confidence in the 
ministers, but as the final institutional 
element provided for by the Bonn accords 
in the context of a balance of power, will 
keep President Karzai’s executive under 
close scrutiny. Early analysis shows that 
Karzai should be able to count on a relative 
majority of 85 parliamentarians, while the 
opposition has won 64 seats. The problem 
is that the elections took place without 
political parties  and as result one hundred 
candidates are classified as independents 
who could support one side or the other, as 
best suits their own interests. Thus the 
balance of power could shift. For this 
reason, 2006 will be decisive political year 
and there is a risk that parliament, because 
of its fragmentary composition, will be 
paralysed by mutual vetoes and personal 
disagreements which have always coloured 
Afghanistan’s politics.  
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The push for federalism could intensify in 
the new parliament, which is divided on 
ethnic, tribal, and geographical lines, 
should not be underestimated. The 
provincial councils, which were elected 
along with the national assembly, are often 
influenced by the warlords who, in turn, 
could find themselves at odds with 
provincial governors appointed by the 
central powers.  
Karzai will attempt to take advantage of 
the political confusion to continue to put 
himself forward as saviour of the country. 
He still has a strong public image among 
the afghan public but it is beginning to 
decline as a result of electoral promises 
that have not been kept. It is true, for 
example, that public employees have had 
salary increases but these have only been 
of 7 dollars. Karzai had unrealistically 
promised to raise the average income of 
Afghani families from 40 dollars a month 
to 500. Another example is that despite the 
big presidential campaign to “bring light” 
to all of Afghanistan, only 6% of the 
country has electricity. Supply is irregular 
even in Kabul.  
 
Afgh 5/ Reconstruction and the non-
existent economy 
 
It is vital that reconstruction and the rebirth 
of the economy become priorities if the  
country is to emerge definitively from a 
quarter of a century of war. Afghanistan is 
totally dependent on international aid. The 
authorities in Kabul and public opinion are 
increasingly critical of how this money is 
being spent. The Americans have invested 
1.3 billion dollars towards the 
reconstruction of Afghanistan, but last 
July’s financial report to Congress was 
highly critical of the results obtained from 
this major investment. Space does not 

allow us to discuss this at length but it is 
probable that in 2006 criticism of the use 
of international aid, in particular of the 
non-government agencies that manage 
most of the aid, will increase and intensify. 
Economy minister, Amin Farhang, who, 
like his predecessor, Ramazan Bashardost, 
was elected with a huge vote to parliament,  
has attacked the NGOs and their plans. 
In reality, the government too is guilty of 
error in the allocation of funds. The result 
is that the average Afghan citizen is up in 
arms about the inadequate road network, 
despite the major works which have been 
carried out in this area, such as the Kabul-
Kandahar, about the supply of drinking 
water and the terrible condition of the 
health services where out of date 
medicines from abroad are regularly in use 
along with inadequate equipment. 
Education, which was one of the priorities 
in the post Taleban period, with its 6.5 
million studies, is showing serious 
structural problems. The high number of 
students means that there are not enough 
classes, desks, or even books.  
In addition, Afghan annoyance at foreign 
products present in the name of a 
liberalisation of the market, should not be 
underestimated in the light of the possible 
rebirth of the economy. Widespread price 
rises have further worsened the situation. 
With a salary of 2,500 Afghani per month 
(40-50 dollars), a litre of diesel costs 35 
afghani, a kilo of meat has risen to cost 
200 afghani. Not to mention business. It 
costs 350 dollars per month to rent a 
family apartment in Makroroyan, the area 
built by the Soviets in Kabul, compared to 
70 in Peshawar, the province capital of the 
Pakistani tribal zone. For this reason many 
refugees who returned home from Pakistan 
and Iran have gone back to live in exile 
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All of these issues will continue to create 
problems in 2006, but if they are to be 
tackled effectively, there must be a lucid, 
concrete medium and long term plan. It is 
to be hoped that the London conference 
will provide it. The European Union, one 
of the the leading financiers of the new 
Afghanistan, should play a major role in 
this.  
 
Afgh 6/ The regional theatre 
 
As we have already seen, the main regional 
worry comes from the Pakistani tribal 
areas where the remaining followers of the 
Talebans, Al Qaida, and Hekmatyar still 
find refuge despite the arrests and 
Islamabad’s military offensive. It is no 
suprise that a recent survey showed that 
85% of Afghanis see Pakistan as the most 
dangerous country while 22% chose Iran 
and 11% Russia. In order to contain 
Pakistan’s role, the historical Indian 
presence in Afghanistan is being enlarged, 
especially in the area of reconstruction.  
If Pakistan has a destablising role, some 
analysts see Iran as a stablising element 
within the Afghan situation. This is 
perhaps a realistic vision at present, but 
one must not forget that Iran feels 
surrounded by the Americans to the east, in 
Afghanistan, and to the west, in Iraq. 
Afghan stability will continue as long as 
the stand-off between the Ayatollahs’s 
regime and the international community 
over nuclear energy does not reach danger 
level or even cause targeted military 
intervention. In the event of an 
international crisis of this type, it is 
possible that Iranian secret services will 
work to promote attacks against western 
troops in Afghanistan or to destablise 
Karzai’s government in the name of anti-
Americanism. Teheran intelligence is 

already heavily infiltrated in Afghanistan 
and can count on important allies such as 
Ismail Khan ad Herat and Haji 
Mohammmad Mohaqiq, the powerful 
leader of the Sciite community (the hazara 
make up 10% of the population), who was 
the first to be elected to parliament for 
Kabul.  
Finally, the American presence in central 
Asia will continue to be opposed by China 
and Russia, who consider it a serious 
strategic worry.  
 
In 2006 Pakistan will have to recover from 
the effects of the devastating earthquake 
that hit Azad Kashmir and some zones of 
the North west frontier province and 
caused ninety thousand deaths and left 
more than three million homeless. The 
earthquake was not just a natural disaster 
but a real blow to Pakistan’s President 
Pervez Musharraf. 2006 is a pre- election 
year, decisive for Musharraf’s more than 
probable recandidacy for the presidency. 
This time, however, the head of state who 
took power in a coup in 1999, will have to 
seek nomination from the new parliament 
that will be elected in 2007. It is important, 
finally, that the constant threat posed by Al 
Qaida’s remaining followers, be kept in 
mind. Although they have been weakened 
by attacks against them and by arrests, they 
continue to have sanctuaries in the 
Pakistani tribal zones on the border with 
Afghanistan and ever closer links with 
local terrorist groups. 
 
Pak 1/ Earthquake: from emerency to 
rebuilding 
 
The earthquake emergency will last all 
winter, which is usually harsh. The biggest 
problem for the authorities will be to pass 
from the emergency to reconstruction. 
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They must offer the country an organised 
and positive image of the effort being 
made to contrast the disastrous effects of 
the quake. It should be noted that the 
families of the victims have already 
criticised the authorities, and were often 
right to do so, for having allowed buildings 
to be constructed with inadequate materials 
which crumbled as soon as the first tremors 
were felt. Harshest criticism was focussed 
on the schools in which thousands of 
children were killed. The use of poor 
materials, it is alleged, hides a system of 
bribes taken from public funds and 
pocketed by local officials.  
And not only: the failed initial 
management of the crisis, in addition to the 
slow and often inefficient reaction of the 
armed forces, whom the population 
identify with Musharraf, commander in 
chief, sparked the protests of the religious 
parties and of the non-religious opposition.  
The intervention of the Nato troops, 
including an Italian contingent, in the 
humanitarian operations, also provoked 
harsh protests from the opposition 
Muttahida Majlis-e-Amal (Mma, Forum di 
Azione Unitario), a group made up of the 
six strictly anti-western religious parties.  
The poor initial reaction on the part of the 
armed forces and the Pakistani emergency 
services left space for the radical Islamic 
groups that fight for the independence of 
Kashmir to mobilize. In addition to 
providing efficient humanitarian aid to the 
population, the aid teams from these 
formations obviously also engage in 
propaganda and proselytism. 
International support, particularly in terms 
of economic reconstruction aid, will be 
crucial for the Pakistani government. After 
an initially weak response the international 
community understood what was at stake, 
that is the stability of Pakistan itself, and, 

as a result, organised itself by collecting 
adequate funds. 
The leading secular opposition party, the 
Popular Party (Ppp) was also critical of 
how Musharraf’s government handled the 
earthquake emergency. Now there is a risk 
that endemic Pakistani corruption will 
reemerge and cause scandals during the 
phase of rebuilding, with the millions of 
euros that will be allocated and the 
inevitable delays that will be caused by the 
difficulties posed by the mountainous 
features of the affected areas. This would 
be another blow to Musharraf’s image 
especially as he must lay the foundations 
for his candidacy for President in the 
coming year 
 
Pak 2/ Musharraf’s political battle to 
win the presidency again 
 
Musharraf’s political survival will 
dependent on the parliamentary majority 
that emergces from the 2007 elections. 
Following the coup that brought him to 
power in 1999, the general-president 
consolidated his power in a referendum in 
2002. The head of state will be nominated 
by parliament for five years. Musharraf 
will  face a real problem in 2007 and so 
will attempt, in the coming months, to lay 
the base for  a good performance by the 
Pml-Q, the Muslim League, which 
supports him.  He must obtain a two-thirds 
majority in parliament in order to be 
elected president and in order to push 
through the constitutional changes 
concerned with the question of the balance 
of power which he is in favour of. He will, 
as his spokesman has already announced, 
have no choice but to up his military office 
in order to run for president. . The 
nomination of his successor as head of the 
armed forces is also problematic. It has 
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been made worse by his standoff with the 
religious parties and his failure to keep to 
an agreement by which he should already 
have left the forces. The leaders of the 
religious parties are hoping to increase 
their influence over the upper echelons of 
the army  
and the secret services. Following 11 
September, Musharraf has, since 2001,  
been  removing officers considered close 
to the fundamentalists and the Taleban 
regime in Afghanistan. 
Musharraf’s political battle of next year 
will not only involve the riotous religious 
alliance but also Pakistan’s historical 
parties such as the Ppp and the Muslim 
League which is still loyal to Nawaz 
Sharif, the premier who was deposed by 
Musharraf in ’99. The leaders of both these 
movements are forced to live in exile: 
Sharif in Gedda, in Saudia Arabia, and 
Benazir Bhutto, head of the Ppp, between 
London and the United Arab Emirates. 
Over the past few months, Musharraf has 
tried to reach an agreement with the 
secular Popular party which could be help 
him make the transition from coup-leader 
and general, however “enlightened” to 
civil leader of the country. The powerful 
presence of Bhutto remains an obstacle. 
Musharraf’s most recent offer would allow 
Bhutto return home and would see the real 
or presumed corruption charges against her 
being dropped. In return, the former prime-
minister should undertake not to run in the 
next elections. Bhutto refused to do this 
but the negotiations are continuing. 
In 2006 Musharraf and his closest 
collaborators will continue to attempt to 
allign themselves more closely with the 
major secular force in the country in order 
to win a parliamentary majority in 2007 
which includes the Popular party.  
 

Pak 3/ The continuing threat of Al 
Qaeda’s supporters 
 
Although the remaining supporters of Al 
Qaeda have been weakened by arrests and 
by offensives carried out by the Pakistani 
military in Waziristan, a part of the tribal 
area on the border with Afghanistan is still 
home to a network of terror that remains a 
threat not only to the West but to Pakistan 
itself and the safety of its president. 
Al Qaeda and the extreme Sunni terrorist 
formations in Pakistan have vowed 
revenge against Musharraf for his alliance 
with the United States and have made 
several attempts to murder him. There is a 
real danger that he will meet the same end 
as the Eygptian leader, Anwar Sadat, who 
was killed by young fundamentalist 
officers because he sought to improve 
relations with Israel. According to the 
American ambassador in Pakistan, Ryan 
Crocker, Osama bin Laden, the founder of 
Al Qaeda, is no longer in charge of the 
organisation. He has been forced to hide in 
a remote zone between Pakistan and 
Afghanistan and is unable to communicate 
with the various cells for fear of being 
tracked down and arrested. Other Nato 
officals in Afghanistan believe he is dead 
even if his “myth” continues to live. 
Ayman al Zawahiri, the Egyptian doctor 
who was Bin Laden’s right hand man, is 
seriously weakened and only manages to 
make propagandistic speeches in favour of 
the holy war which are broadcast on video 
or cassette.  
None of this means that Al Qaeda has been 
defeated and that Musharraf can sleep easy 
in his bed.  The terror network, though 
undoubtedly weakened, is adapting to the 
new situation  
and continues to find refuge in the 
Pakistani tribal zone. The speed with 
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which it manages to replace operational 
leaders who have been arrested or killed is 
astonishing.  
This can be seen from the announced 
killing by the Pakistans (which they 
Americans doubt, however), of Al Qaeda’s 
number three, after Bin Laden e Al 
Zawahiri, the young “colonel” Abu Hamza 
Rabia. He is said to have been killed in 
Waziristan in early december, by a remote 
controlled missile. A reward of 5 million 
dollars was offered for him and according 
to the CIA he learned his trade with the 
Libyan Abu Faraj al Libby, who took the 
place of Khalid sheik Mohammed as  
commander of Al Qaida’s operations. It 
was Khalid who masterminded the 11 
September terrorist attack for Bin Laden  

and he was captured close to Islamabad in 
March 2003. Al Libby, along with Rabia, 
his right-hand man, twice attempted to 
assassinate Musharraf. Last March, Al 
Libby was arrested and his place was taken 
by Rabia. Whether the operational head of 
Al Qaeda is dead or alive, it is significant 
that the terror network looks more and 
more like a hundred-headed monster. 
Every time one is cut off, another seems to 
grow. In 2006 Al Qaeda’s remaining 
followers will continue to pose a threat 
which is made more serious by their 
increasingly close ties to the Pakistani 
terrorist groups that were outlawed by 
Musharraf and who consider him as their 
number one enemy.  
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Speaking of a “2006 perspective” for the 
African continent remains to be a challenge 
and a serious bet. 

Egizia Gattamorta

2006 
PERSPECTIVE

 FOR THE 
AFRICAN

CONTINENT

A challenge because the year 2005 ended with 
the perception that the African continent 
reacted passively to internal and external 
events and thus preserved the usual rhetoric 
image. The horizon of the immediate future 
might have nothing new to offer. A bet, because 
the future remains uncertain despite doubts 
and multiple conquers (multi-party elections, 
activation of pan-African organs, dynamism of an efficient continental diplomacy, percentage 
growth of some economies reaching 5-6%). Peace, democracy and development are elements 
that are still quite far to reach. When can they be achieved? The wait and see concept is not 
acceptable any longer. 
Both local and international players can not any longer continue to ignore thousands of 
refugees (particularly those from Sudan, but also from other areas like those in the Republic 
of Central Africa, Ivory Coast and the Democratic Republic of Congo), victims of cruel tribal 
violence and other factors (to mention a few: Darfur, Ituri, Niger Delta, or even the area 
bordering Ethiopia and Eritrea in addition to the territory between Somaliland and 
Puntland). 
The year 2005 will be remembered for the Report of the Commission for Africa (quite 
disappointing), for the “apparent” normalization of Togo, Guinea Bissau, Burundi and 
Liberia, for the peace efforts between the North and Southern Sudan, for the planning and 
activation of the brigades which constituted the African Standby Force (ASF), for the 
certification of the African Peer Review Mechanism (APRM) about the first countries to have 
accepted such an exam (Rwanda, Ghana, Kenya, Mauritius Islands), for the “more or less” 
transparent electoral consultations in Togo (presidential elections in April 2005), the two 
rounds elections in the Republic of Central Africa (March and May 2005), parliamentary 
elections in Zimbabwe (March and November 2005), parliamentary elections in Ethiopia 
(May 2005), presidential elections in Guinea Bissau ( held in two phases, June 2005), 
elections in Burundi (administrative, parliamentary and presidential held between July and 
August 2005), parliamentary elections in Somaliland (September 2005), two round 
parliamentary and presidential elections in Liberia (October-November 2005), presidential 
elections in Burkina Faso and Gabon (November 2005), presidential and parliamentary 
elections in Tanzania (December 2005). 
If under regular deadlines, the occurrence of such elections other than being a complete 
assimilation of a multiparty logic can also mean an automatic synonymous of democracy and 
nevertheless a proof of transparency and good governance, the African Continent could have 
obtained enormous goals! 
 
Unfortunately this is not the case. Shadows 
over the Continent continue to be 
numerous and unsettling with more being 

created, both for the strategic evaluation of 
the resources (mines and others) which on 
the long run will obtain more value and 
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will become subjects to American, French 
and Asian partition, and for the risk of a 
possible flourishing of Islamic terrorism. 
The exchange of political classes hardly 
exists in Africa, the oppositions (wherever 
it is possible for them to emerge) find it 
difficult to concentrate their forces or even 
to purpose convincing programs (as seen in 
Togo, Gabon and Zimbabwe); concrete 
plans to boost shaky economies remain 
difficult to individualize; corruption is ever 
strong and suffocating; the percentage of 
inflation and unemployment have reached 
worrying levels (Zimbabwe represents the 
worst case). 
 
A quick analysis of the situation shows that 
the high risks areas are concentrated on the 
Western and Eastern parts of the continent 
together with the Horn of Africa, while the 
Great Lakes region always stays in the 
back ground. 
The situation in Ivory Coast, Liberia, Chad 
and Nigeria might be hiding unpleasant 
surprises for the upcoming months, as that 
in Ethiopia and Eritrea. 
 
The economist Charles Konan Banny 
(nominated early December 2005 as the 
Head of the transitional Ivorian 
government) will have to manage an 
uneasy co-habitation with President 
Laurent Gbagbo and nonetheless control 
the Forces Nouvelles rebels who did not 
appreciate the choice of the African Union 
to elect a Prime Minister who was not 
proposed by them (the opposition leader 
Guillaume Soro). 
It will not be easy for the army forces to 
complete the disarming process or prepare 
the elections by the month of October 2006 
(as stated by the UN resolution n. 1633 of 
the Security Council of the last October). 
A “light” intervention by Mali and Burkina 

Faso ( as been often denounced) could put 
at high risk the normalization efforts 
thrown on the front line by the former 
governor of the Western Central Bank 
(Banque Centrale des Etats de l’Afrique de 
l’Ouest, BCEAO) and thus making 
effortless all interventions by the UN 
troops and the Licorne operation (both 
heavily criticized since the beginning of 
their missions). 
 
The two round presidential elections in 
Liberia (October–November 2005) 
demonstrated that the country continues to 
be deeply divided. The first round victory 
of Gorge Weah and successively the 
second round victory of Ellen Johnson-
Sirleaf have showed an irreparable 
fracture. 
The country is still haunted by the shadows 
of 14 years of civil strife, by Charles 
Taylor, by illegal weapons that were never 
handled to UN peacekeepers. The current 
Presidents’ new program should take into 
consideration the necessity of creating a 
Commission for the control of light 
weapons still in circulation in addition to 
economic reforms and the fight against 
corruption. 
Johnson-Sirleaf can certainly count on 
American support (confirmed during her 
first abroad mission on mid December 
2005), but should strongly operate 
internally to ease all protests by Weah’s 
supporters who denounced electoral frauds 
and asked for the cancellation of the 
electoral votes. However, the entrance of 
the former soccer player into the 
government might not have fully satisfied 
his supporters. An element which could 
spark a new civil war in the country. 
Chad has been feeling the weight of two 
years and half conflict in Darfur and 
“suffers” (certainly not economically) from 
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the launch of the construction project of 
one of the biggest African oil pipelines that 
should connect the country with 
Cameroon. 
During the last couple of months Chad’s 
weak Eastern and Southern borders have 
highly jeopardized the country’s stability 
forcing the government to erect diverse 
refugee camps on its borders with 
neighboring Sudan and the Republic of 
Central Africa. President Idriss Deby, of 
the Zaghawa ethnic group (the same of the 
members of the Sudan Liberation Army, 
one of the Darfurian rebel groups), 
embraced over 200.000 refugees on the 
Eastern border, offering mediation between 
the various fractions, but however, recently 
many accusations were made by the 
Sudanese authorities against the executives 
of N’Djamena in that they directly gave 
support to rebels. On the other hand the 
entourage of President Deby saw in the 
Sudanese support an attempt to destabilize 
the country, particularly through the 
recruitment and training of 3000 
insurgents, let alone the complicity with a 
group of national army deserters.  
At the moment in which the historic 
opposition in the Southern region (this has 
gained power since Deby’s raise to power 
in 1990) will be joined by the faithful 
army, little are the chances for an 
anchorage to power…but for the American 
support interested by local oil and by the 
completion of launched projects. 
Thanks to the discovery of the basin of 
Doba, the country became part of the 
petroliferous club in 2003 and it 
automatically became an object of interest 
by some companies in the sector: an 
investment of nearly 4 billion dollars by an 
America-Malaysian consortium (Exxon 
Mobil-Chevron-Petronas) projected Chad 
into the “energetic universe” by 

guaranteeing it 12,5% of royalties on a 
predictable earnings of a billion 
dollars/year. 
It is easy to comprehend internal and 
international interests for the maintenance 
of the status quo, that could justify 
repressive measures and an escalation of 
violence if there were to be new attempts 
of gulps that might threaten today’s’ 
equilibrium. 
Nigerian President Obasanjo faces 
accusations of corruption and bad 
governance. The subdivision of oil 
revenues does not any longer satisfy the 
producer regions (particularly Delta of 
Niger) and the rebellion of the Movement 
for the Actualization of the Sovereign State 
of Biafra (MASSOB), recalls a bloody 
conflict for the succession of the Eastern 
territory towards the end of the 60’s (the 
civil war lasted 1967-1970 and caused a 
million of casualties). 
OBJ (as the President is often called) 
enjoys international support , particularly 
American and British; he continues his 
effort to reunify the Nation, by not 
excluding violent methods against 
opponents and without letting go of the 
hypothesis of his candidacy for a third 
mandate ( eventually unconstitutional) for 
the electoral campaign in  May 2007. 
His diplomatic activism made him become 
one of the protagonists of African foreign 
politics; at the same time he is disliked and 
appreciated by many of his continental and 
international partners: as a fact he is a 
charismatic African leader “who holds 
together” his country.  
Any subversion of power in Nigeria would 
put in serious danger the supply of oil for 
Western allies and will give an opportunity 
for Northern Islamic States to emerge and 
thus favor the effervescence of ethnic 
contrasts (this is quite significant 
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considering the presence of over 200 
groups within the Nigerian territory). 
The Nigerian vase of Pandora should 
therefore remain carefully sealed, despite 
of centrifugal and centripetal pushes, even 
if a high toll is paid by renouncing on some 
democratic terms and more human rights 
limitations. 
If these are the hot spots of Western 
Africa, the Eastern part does not seem to 
be in a better shape. 
Sudan continues to be the absolute 
protagonist of the African events. The 
agreement with the South (arduously 
concluded in January 9th 2005) could have 
a short life. The death of John Garang, the 
succession of Salva Kiir, but also the 
dissatisfaction for the agreement signed by 
the Sudanese People’s Liberation 
Movement/Army (SPLM/A) expressed 
more than once by other Southern rebel 
movements, could result in the re-
explosion of the various fractures/ethnic 
groups. There are already worrying signals 
coming from the continuous rebellions by 
the Beja in the East. 
Garang’s capacity has precisely been his 
ability to coagulate the energies, to govern 
in an egocentric way, certainly despotic but 
unitary. A fracture on the line of his 
succession is already surfacing just a few 
months following his death.  
The seventh contractual round, on the 
Darfurian front, is not bringing great 
results. With the return of the rebel groups 
(Justice and Equality Movement, JEM e 
Sudan Liberation Army, SLA) to the 
negotiation table while the prejudicial of 
the next turn of the Presidency of the 
African Union is still open. How can a 
satisfying result be obtained within the 
upcoming months, at the moment when 
Sudan will assume (as is seems to) the 
presidency of the continental organization? 

For now the Janjaweed continue their 
attacks, slaughtering occurs everywhere, 
non governmental organizations 
systematically denounce the deterioration 
of the situation and total lack of security. 
The actions of the UN peacekeepers 
(United Nations Mission in Sudan, 
UNMIS) and that of the African Union 
(African Mission in Sudan, AMIS) in the 
most compromised regions of the country 
are not sufficient to bring back political 
stability. 
The situation will only deteriorate within 
the upcoming months in both fronts unless 
the African Union decides to act with 
determination (for now this hypothesis 
seems to be unreal). Even in this case, oil 
could be the other determining and 
deterrent factor to prevent the resumption 
of direct hostilities, but this aspect only 
regards the Northern-Southern relations. 
The recent displacement of troops to the 
borders between Ethiopia and Eritrea, the 
prohibition of UN airplanes from flying 
over Eritrea and the removal of 180 of the 
3000 peacekeepers (as requested by the 
government of Asmara) are all signs of 
reprisal of hostilities. 
However, what mostly worries the 
international observers is that such 
operations are just a cover up by the 
government of Addis Ababa in order to 
distract foreign attention from internal 
issues. Even though the political elections 
held in May 2005 guaranteed a solid 
majority to the Ethiopian People’s 
Revolutionary Democratic Front (the party 
of Zenawi), had however highlighted a 
weak but decisive opposition party. 
If the Afewerki government calls for the 
respect of the International commission 
decision and claim it rights on Badme, 
Tsorona-Zalambessa and Bure, the Zenawi 
executive continue to refuse to apply that 
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disposition (confident of international 
support).   
The arrest and the assassination of 
numerous demonstrators in recent months 
that simply claimed more rights and 
freedom make us believe that the regime is 
pushing the country towards an escalation 
of the conflict. Additionally the possession 
of weapons, the personal documentation 
signed with the mention of ethnic 
background brings back the fear of a 
possible new edition of the Rwandan 
genocide. 
The extension of the ONU mission (United 
Nations Mission in Ethiopia and Eritrea, 
UNMEE) is of little help and even in this 
case the African Union could demonstrate 
its inefficiency and its inadequacy.  
The delicate situation in the Great Lakes 
area remains on the background: the 
regional approach invoked by international 
donors, should solidify through the second 
edition of the regional conference (the first 
conference held in Dar Es Salaam on 
November 2004 with the participation of 
the foreign ministers of Angola, Burundi, 
Kenya, the Republic of Central Africa, the 
Democratic Republic of Congo Rwanda, 
Sudan, Tanzania, Uganda and Zambia). 
On that regard Tanzania proposed a special 
meeting to be held at the end of January 
with the adherence of eleven African 
States (Central and Eastern) to highlight all 
commitments taken and maintained by 
each country to assure peace, security, 
democracy and local development. 
How could such a design ever become 
feasible, in a moment in which Uganda and 
Rwanda control the weaknesses of Congo 
Kinshasa to complete a design remained 
suspended for a few years?  Is it really 
possible to have a peace treaty and 
stability? 

A wishful thought, but certainly not 
realizable. 
The political events in the Democratic 
Republic of Congo and Uganda appear to 
be increasingly complex. 
The transition of Joseph Kabila barely 
survived the last couple of years. Problems 
regarding the North-Eastern part of the 
country continued to weigh on the 
population and a recurrence of operations 
in Ituri before the upcoming elections next 
spring.  
Fighting also proceed in the South-Eastern 
Area (in the Katanga region) between the 
national army and the Mayi Mayi militia. 
The country seems to be a “giant with clay 
feet”, too weakened by internal feuds and 
external fluxes (Rwanda and Uganda), in 
order to assume a continental leadership, 
which by tradition and natural resources 
could be its own. 
In Uganda, the upcoming elections without 
any doubt should confirm Yoweri 
Museveni, even though the key opposition 
candidate Kizza Besigye (under arrest for 
terrorism and weapon possession) will 
definitely claim a proper space (for the 
affirmation of democratic principles). The 
country today is a “laboratory” with multi–
party façade, derived from a one- party 
democracy. Its major sponsors remain to 
be the United States and Great Britain, but 
it is however licit to wonder how long this 
support will last for or will it be shifted 
towards other more available and useful 
neighboring areas. 
In a case like this: how would the 
Museveni government react? There is also 
the mysterious Lord’s Resistance Army 
lead by Joseph Kony: the idea to create an 
axis with the Forum for Democratic 
Change of Besiye, the Democratic Party, 
the Uganda Peoples Party remains to be 
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unthinkable of; but if this occurs? It will be 
a civil war. 
“False” certainties are added to potential 
risks.  
Yet again, Africans will be called to 
express their preferences, even if “guided” 
and “justified” by the logic of essential 
equilibrium which correspond to internal 
and external necessities. The 2006 
elections should not result in major 
surprises. The presidential consultations in 
Benin (march 2006), presidential elections 
in the Democratic Republic of Congo 
(between March and April 2006), 
presidential and parliamentary elections in 
Uganda (march 2006), legislative elections 
in Chad (April 2006), in Angola 
(September 2006), presidential elections in 
Gambia (October 2006), presidential and 
parliamentary elections in Ivory Coast (by 
October 2006), according to several 
sources will only confirm the current 
regimes in power. 
If this is Africa, according to the 
perspective of the Africans themselves, it 
will be difficult to exempt from a close 
exam and the perception and the actions of 
international players. 
France and the United Kingdom will very 
carefully follow the developments of the 
above processes. Particularly France which 
is loosing its “centenarian feuds” and -as 
demonstrated at the 23rd France-Africa 
summit held in December 3-4 in Bamako- 
do not seem to be able  
to give a new impulse to what remains of 
the old collaboration.  

Recent years have highlighted the flaws 
and weaknesses of the Françafrique 
system, unfortunately the Elyseo does not 
offer an alternative political 
approach…probably too taken by internal 
problems with the Africans (…..). 
The United States has understood the 
importance of relating to the continent, 
both for security reasons following 
September 11th 2001, as for energetic 
provisioning (in the year 2015 Africa could 
satisfy ¼ of global oil demand), will 
continue to promote a pragmatic approach 
with the African Growth Opportunity Act 
(AGOA) and, at the same time, will favor 
conjoined training programs in the Sahel 
area of and in the Horn of Africa (where 
the Pan-Sahel Initiative, the Trans-Sahara 
Counter-terrorism initiative and the East 
African Counter-terrorism Initiative have 
been active for some time) 
China, India and Japan will opt for a more 
factual approach: throughout the last 
decade  a solid understanding has been 
developed based on technical, medical and 
educational cooperation, in particularly 
with Gabon, Zimbabwe, Senegal, South 
Africa and Algeria. 
All this could be Africa of the year 
2006…even more when all revenues of oil, 
uranium, magnesium, diamonds and 
precious stones will be fully applied… In 
this case the future will have in task may 
surprises for the African continent and for 
other international players, which will 
make it difficult to hypothesize any 
developments and strategic alliances…! 
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In 2005 giant steps have been taken in the field of defence, in spite of the difficulties 
encountered by the constitutional treaty and the resulting institutional paralysis of the 
European Union. Defence might even have become the new engine of European integration, a 
process that could include a restructuring and consolidation of the European defence 
industry, the creation of a European defence equipment market, a better coordination of R&T 
efforts, and the elaboration of a common industrial policy – each being a step towards a truly 
political and sovereign European Union, although the six LoI/FA signatory countries will 
initially have to take the lead and show the way to the other EU Member States. The following 
analysis will take into consideration two closely related elements – the defence industry and 
defence technologies – both of which are essential ingredients for a strong and meaningful 
European defence. 
 
Let us begin with the industrial situation in Italy: today Finmeccanica is worth three times its 
value of two years ago, when it was negotiating cross transactions with BAE Systems in the 
fields of avionics and radar. Such agreement was never concluded, in great part because of 
the British group’s decision to focus on the American market and to increase its investments 
on the other side of the Atlantic. Nevertheless, the Italian group managed to scrape some gain 
out of these negotiations, taking control of some military and protected communications 
assets, but also of all British air traffic management and control activities, and of the entirety 
of UK-based assets in the sector of defence avionics – thus increasing its participation in the 
Eurofighter programme. 

Corinne Asti

THE ITALIAN DEFENSE 
INDUSTRY IN A 

EUROPEAN CONTEXT, 
AND THE ROLE OF 

TECHNOLOGY
 

 
After this episode, a new phase opened up 
for the Italian defence industry: the days of 
Alberto Lina’s management, characterized 
by a myriad of inter-company investments 
and joint ventures, are long gone. Thanks 
to its courageous acquisition policy, 
Finmeccanica – leader in a process that 
might very well become the second major 
industrial consolidation of the decade – is 
increasingly seen as the “rising star” of the 
European defence market1, and is turning 
into a potential competitor to EADS. 
Finmeccanica’s most spectacular and most 
recent move was the acquisition from the 
British group GKN of the remaining 50% 
in the Anglo-Italian helicopter joint 
venture AugustaWestland, which 
transformed the helicopter company into 
an entirely Italian group. In 2005 the new 
AugustaWestland obtained its first success 
when it defeated Sikorsky in an American 
competitive tender to supply 23 helicopters 

to the US Government. In the space sector, 
Finmeccanica – following the purchase of 
Telespazio from Telecom – opted at the 
beginning of 2005 for a strategic alliance 
with the French group Alcatel, and for a 
merger of their respective activities in the 
manufacturing and services sectors. Two 
companies have emerged from this 
agreement: Alcatel Alenia Space2, which 
regroups the industrial activities of Alcatel 
Space and Alenia Spazio (owned 67% by 
Alcatel and 33% by Finmeccanica), and 
Telespazio Holding3, which combines the 
operational activities and services 
businesses of Telespazio and Alcatel Space 
(with Finmeccanica having the majority 
67% share). In addition to the acquisition 
of Marconi Mobile and Ote, and the 
absorption of trainer-maker Aermacchi (in 
which it only had a 25% share in the past), 
the Italian group has recently purchased 
52% of Datamat. Moreover, Finmeccanica 
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has remodelled Elsag’s mission, placing 
the emphasis on “homeland security” and 
on military logistics, and has obtained 
impressive results4. In May 2005, a series 
of agreements between Finmeccanica and 
BAE Systems gave birth to a new pole in 
the field of defence electronics, called 
Selex5. This turned Finmeccanica into 
Europe's second biggest operator in the 
defence and security electronics sector, and 
the world's sixth biggest. On the 
international scene, the Italian group has 
reached agreements with Sukhoi in Russia, 
and with Hellenic Aerospace Industries 
Group in Greece. Finally, Finmeccanica 
has expressed interest in the German 
company Atlas Electronik6, a branch of 
BAE Systems operating in the naval 
electronics business, and it has even 
opened negotiations with Thales, in an 
attempt to forge an alliance with the 
French defence electronics giant7.  
 
The Italian group has thus undergone 
profound changes: in June 2000, there had 
already been a major reshuffling in the 
total shareholding, after the State-owned 
Istituto per la Ricostruzione Industriale 
(IRI) sold 3.3 billion Finmeccanica SpA 
shares on the market – with 32.4% going to 
the Ministry of Treasury, 5% to IRI and 
62,6% floating on the market. Today, 
Finmeccanica remains a holding, but it has 
evolved from a loose amalgam of largely 
independent units into a more tightly 
structured corporate operating entity. The 
Italian group is thus more compact and 
more focused on its core business 
(aerospace, defence and security), and it 
now has the ability to increase its weight in 
international deals and to push up its 
market value8. This represents a major 
shift for the former State-controlled 
industrial conglomerate – a change that has 

allowed Finmeccanica to assert itself in a 
high technology sector essentially 
dominated by giants such as Lockheed 
Martin, Raytheon and EADS. The recent 
transfer of STMicroelectronics – the 
semiconductor giant which represented 
over 50% of Finmeccanica’s assets9 – to 
the Cassa Depositi e Prestiti helped to 
fund a series of focused investments in 
recent years, and the proceeds could also 
be used to finance future acquisitions in 
Italy and abroad. Against a backdrop of 
ever-shrinking defence budgets and of 
forced restructuring of the European 
defence industry, and in a context of ever 
fiercer competition from American defence 
giants, the Italian group – which draws 
circa 60% of its revenue out of the defence 
sector – has thus clearly chosen an attack 
strategy. However, even though 
Finmeccanica’s forecasts in terms of future 
orders and debt reduction are quite 
optimistic10, ultimately the success of the 
group cannot be taken for granted, and it is 
safe to predict that it will inevitably have 
to face a vast array of challenges and 
difficulties – to begin with, for instance, 
the preannounced difficulties Italy will 
encounter to continue financing the 
Eurofighter programme in 2006 and 
beyond, which in turn could seriously 
damage this programme. As a reminder, it 
is important to note that the Typhoon 
represents four fifths of Alenia 
Aeronautica’s profits. 
 
As far as the shipbuilding sector is 
concerned, a French-Italian programme to 
build multimission European frigates 
(FREMM) has been launched in extremis 
in spite of many vicissitudes and financing 
difficulties on the Italian side. The 
agreement, signed on 16 November 2005, 
marked the birth of the biggest naval 
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programme to ever see the light in Europe, 
and should guarantee a leading role for 
Fincantieri in the future restructuring 
process of the European naval sector11. 
 
Let us consider the current trends and 
forces at work in the European defence 
industrial sector. In October 2005, during 
its annual convention held in Berlin, the 
AeroSpace and Defence Industries 
Association of Europe (ASD) released an 
impressive set of data: the association 
represents an industrial sector directly 
employing 600,000 staff, and providing an 
equal amount of jobs in related industries, 
with a turnover of €104 billion, a level of 
investment in R&D reaching 15%, and a 
trade surplus towards non-European 
countries worth €2 billion (in a context of 
export amounting to 47%) [2004 figures]. 
This conglomerate is therefore the most 
noteworthy industrial complex of the 
common market, especially from a 
technological point of view. In addition to 
its considerable strength in the military 
sector, it has acquired a status of world 
leader in the civil aviation sector and it is 
becoming a leader in the commercial space 
sector as well; however, it is also facing 
numerous difficulties – such as, for 
instance, a generalized contraction of the 
resources that European Union Member 
States devote to defence (with some 
exceptions), a deep fragmentation of the 
European defence equipment market, a 
European procurement still too oriented 
towards the United States12, a paucity of 
efficient and structured cooperation 
programmes, and the 
“compartmentalization” and under-
financing of applied research. In Berlin, 
the ASD not only emphasized the 
importance of applied research, but it 
focused above all on the urgent need to 

rationalize the industry as much as possible 
– so as to cope with the leaner defence 
budgets of the future, the absence of a 
Europe-wide defence market, and the 
tough competition from gigantic American 
groups. In addition, it is important to note 
that one of the gravest problems facing the 
European industry in the future will stem 
from a resurgence in American 
protectionism, accompanied by a new 
phenomenon that could be called 
“technological McCarthyism”13, and by an 
ever fiercer technological and commercial 
competition from the American industry – 
itself faced with a reduction in military 
budgets. 
 
Let us now consider the tentative solutions 
that have been put forward to cope with 
these numerous difficulties: parallel to 
recent attempts by European governments 
to encourage the integration of defence 
policy and of its industrial sector, and to 
preserve the Defence Technological and 
Industrial Base (DTIB) of the EU14, the 
pursuit of economies of scale has, in recent 
years, forced European companies to 
regroup into larger industrial complexes. 
Such complexes have emerged essentially 
in the aeronautics and electronics sectors, 
taking the form of global mergers (eg, 
EADS) or of regroupings by trade or by 
sector (eg, MBDA or Astrium). Thales, on 
the other hand, has pursued a strategy of 
what could be called “multidomestic 
settlement”, with a special emphasis on the 
UK where it purchased the electronics 
company Racal. And as we have seen 
above, Finmeccanica seems to be adopting 
the same kind of strategy. 
 
What is the current state of affairs 
concerning the industrial restructuring 
process in Europe? The naval sector is still 
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highly fragmented – unlike the aeronautics 
sector where civil activities and higher 
fixed costs had a driving effect and led to 
greater consolidation (eg, Airbus). 
However, the naval industry does offer 
significant consolidation opportunities 
through vertical integration, within the 
large European groups operating in the 
defence electronics field. Consequently, 
there is a high probability that major 
industrial reshufflings will occur in this 
particular sector in coming years, and it is 
also very likely that France and Italy will 
play a leading role in this reorganization. 
As far as the European land armaments 
industry is concerned, it also presents a 
high degree of fragmentation and it is 
progressively falling under American 
control15. In addition to the strenuous 
efforts of certain European States (like 
France and Germany) to oppose this 
trend16, the European Defence Agency 
(EDA) is also addressing the issue; 
however, it is very unlikely that such 
efforts will succeed in halting the process, 
let alone in repairing the damages. In any 
event, neither political will – assuming 
there is one in this case – nor “market 
forces” alone will ever be sufficient. 
Ultimately, the achievement of a true 
consolidation and reinforcement of the 
European DTIB also depends on the 
industry, which – encouraged by strong 
and unequivocal political measures – will 
need to give proof of goodwill, coupled 
with a certain amount of European 
patriotism, and to make considerable 
efforts in order to become more 
competitive and more compact. 
 
In order to facilitate the consolidation of 
three or four key defence industry sectors 
and to strengthen its DTIB, Europe 
probably ought to follow in the footsteps of 

the United States and adopt within the 
European Union a set of measures similar 
to “Buy American” laws and regulations, 
or at least some sort of “European 
preference” – be it only to redress the 
balance in terms of sales on the European 
market and to allow the European industry 
to reconquer its domestic market. This all 
the more necessary if one considers the 
fact that the United States seem to have 
chosen a protectionist path after the 
terrorist attack of 11 September 2001 – as 
demonstrated by Congress’s multiple 
attempts to reinforce existing “Buy 
American” legislation, by the recent failure 
of a five-year negotiation between the 
United States and the United Kingdom 
(and Australia) to obtain a waiver from the 
severe American regulations on arms 
export and import control (ITAR), and by 
the failure on the part of the US to transfer 
key technologies to its partners within the 
framework of the JSF cooperation 
programme (– a transfer upon which will 
depend the partner countries’ operational 
autonomy on the purchased combat 
aircraft).  
 
But ultimately, the success of the European 
defence industry will depend on its 
excellence, on its capacity to launch more 
efficient cooperation programs and on its 
ability to export more of its products. This 
in turn will essentially depend upon the 
development and the integration of 
leading-edge technologies, upon Europe’s 
ability to rationalize its investments in 
R&T and upon its capacity to innovate. 
Commenting on the industrial strategy 
adopted by BAE Systems, and more 
recently by Finmeccanica, EDA director 
Nick Witney recently stated that 
“purchasing US firms may bring profit, but 
not technology17”. Instead, Europe will 
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need to focus on the elaboration of an 
industrial policy for its defence sector (a 
policy that ought to include a better 
coordination and increased cooperation in 
the R&T field, be it between the various 
Member States or between the private and 
public sectors), as well as on the 
rationalization and more efficient use of 
European investments in key and critical 
technologies (jointly selected by all the 
European States) – in various “centres of 
excellence” spread throughout the EU18. 
 
Many analysts speak of an irremediable 
technological gap between the United 
States and Europe, placing the emphasis on 
the abysmal difference that exists between 
the level of European and American 
investments in defence research. 
Nevertheless, it is important to underline 
that, out of 23 key/critical technologies 
identified and more or less mastered by the 
United States, France masters 17 of those19 
and the United Kingdom is approximately 
at the same level. For example, no actual 
gap exists between the EU and the USA in 

the sphere of terrain digitalization, 
precision navigation, observation satellites 
and drones, precision-guided standoff 
weapons, air mobility or logistics. On the 
other hand, in the sphere of Network-
Enabled Capabilities (NEC) for instance, 
Europe still has a long way to go. If one 
considers the relatively low level of R&T 
investment in Europe, it is tempting to sink 
into pessimism as far as the future of the 
technological base is concerned. However, 
a recent report published by the English 
group Jane’s does cast a brighter light on 
the future of technology in the European 
Union: apparently, “R&D investments in 
the defence field in Europe are much more 
efficient in terms of profitability than 
American investments. It must be 
considered that one European dollar 
produces as much as 14 American dollars 
in terms of creativity and innovation”20. 
Based on these encouraging 
considerations, the European defence 
industry can therefore seriously get down 
to work, with the prospect of a brilliant 
future. 

 
                                                 
1 Cf. article in Financial Times, 24 August 2005. 
2 Alcatel Alenia Space’s headquarters are located in France. The company deals with design, development and 
production of space systems, satellites, equipment, miscellaneous instruments and relevant ground components. 
Its turnover is supposed to be around €1.8 billion, with a staff of circa 7,200 staff. The new company stands as a 
European leader in the satellite production  sector. 
3 The new Telespazio’s headquarters are in Italy. The company focuses on activities and services for satellite 
solutions that include spatial systems control and exploitation. It offers an array of services such as the provision 
of networks, high value-added services, multimedia applications and earth observation. Its estimated turnover 
revolved around €350 million in 2004, and it employs 1,400 staff. This new company is amongst the world 
leaders in space services. 
4 Elsag’s returns have increased by 21% and there has been a 71% jump in orders, to reach €651.5 million (as 
compared to €381.7 million during the previous fiscal year). On both sides of the Atlantic and in Eastern Europe, 
Elsag has initiated a process of commercial penetration. It has been reinforcing its position in countries that it 
considers as having a high strategic value due to the dimension of their market (eg, Russia and USA), but it is 
also focusing on other countries (eg, North Africa, Middle East and Far East), which have a need for high tech 
solutions in the field of security. 
5 Finmeccanica has regrouped in a single department various companies that already operated in this sector – like 
the former AMS and Selenia Communications –, as well as a new company (Selex Sensors and Airborne 
Systems, in which it holds 75% of the shares, while the remaining 25% is held by BAE Systems) that constitutes 

 85



Quarterly 

                                                                                                                                                         
the pillar of the operation, with 14,000 staff and a €3 billion turnover. SELEX includes Selex Sistemi Integrati, 
Selex Communications and Selex Sensors and Airborne Systems. 
6 In addition to Finmeccanica, many European and American groups have publically shown interest in Atlas 
Electronik: EADS first of all, but also the French electronics group Thales, the Swedish aeronautics group Saab, 
the German industrial conglomerate Thyssenkrupp, the German aeronautics and telematics company OHB and, 
last but not least, the American group L3 Communications. In the end, Atlas Electronik was sold by BAE on 30 
December 2005 to a German consortium composed of Thyssenkrupp Marine Systems (which owns a 60% share) 
and EADS Deutschland (which holds the remaining 40%). This consortium will become the maritime electronics 
house for the German shipyards. 
7 According to AFP and to the business daily Handelsblatt of 11 october 2005, Thales has excluded the 
possibility of any merger with another group for the time being. Moreover, Thales’s management has denied 
rumours that the group could be broken up. Thales’s CEO Denis Ranque is said to be in favour of an agreement 
with the Italians, since it could protect his group from a takeover by EADS – which, in  recent months, has 
expressed a certain interest in buying Thales. The French Government, which holds 30% of Thales, would 
apparently prefer an agreement with a French company, like for instance an alliance with shipbuilder DCN. 
Dassault, on his part, would like to give up its participation in Thales and to obtain the radar sector in exchange, 
which is of no interest to EADS. EADS, instead, would be interested in all the remaining parts, excluding the 
commercial avionics sector. According to Andrea Nativi, director of RID, Finmeccanica – if it sticks to the plan 
of merging with Thales – will be forced to play a long and complex game, without any guarantee of success. In 
his view, any scenario is possible on the European scene at the moment, especially considering the enormous 
quantity of factors and forces at play (from agreements between governments to stakeholders’ demands). 
8 According to Patrizio Pazzaglia, who is in charge of investment within the financial division of the Insinger de 
Beaufort bank, quoted in Affari & Finanza of 26 September 2005. 
9 In the past, Finmeccanica used to hold 21% of ST Microelectronics shares. Today the group is left with a 6.6% 
share and it hardly has any influence in the company any more. Finmeccanica’s value on the stock exchange no 
longer reflects the value of its participation in STM, but the actual value of its industrial activity. 
10 In the next three fiscal years, Finmeccanica expects an increase of up to €14-16 billion, 80% of which will 
occur in the aeronautics, defence and space sectors. The Italian group is counting on an increased number of 
orders from the United States, from €1.6 billion in 2002-2004 to €5.2 billion in the coming two years period. It 
expects an overall increase in the number of contracts obtained in the group’s three key markets: Italy, Great 
Britain and the United States, but it is also conducting an aggressive business policy offensive towards emerging 
markets, as well as towards countries like Egypt and Turkey. Finally, the group is forecasting a substantial 
reduction in its debt, which should be down to 1.7-1.8 billion at the end of 2005 (from €1.95 billion recorded at 
the end of the second semester 2005, and from €6 billion when Finmeccanica still was a State-controlled 
conglomerate!). 
11 This contract is legally-binding and compels the two countries to build 27 European multimission frigates 
(FREMM) – 10 of which will go to the Italian navy – for an overall budget of €8.2 billion. After the success of 
the cooperation programme to build four large Orizzonte-class ships (two for each Navy, the recently launched 
Andrea Doria being the first Italian ship) – a project from which Britain had decided to withdraw –, France and 
Italy have once again sealed a political agreement and an industrial cooperation that, according to Italian 
Defence Minister Martino, “shall strengthen and expand Italian productive capabilities in the field of advanced 
technologies applied to shipbuilding, a sector that employs thousands of personnel”.  
12 In financial terms the overall procurement volume of American equipment in Europe (combat and transport 
aircraft, advanced missiles, and telematic command and control) is higher that total intra-European transactions. 
30% of European purchases are “made in the USA”, as opposed to a meager 1% of equipment purchased by the 
DoD in the EU. 
13 This phenomenon translates into constant fear and a complete refusal to transfer leading-edge and critical 
defence technologies to other countries, in the name of the United States’ national interest. It is characterized by 
a total lack of confidence in allies and partners, even within the framework of international cooperation 
programmes (such as the F-35 / JSF programme), but also by a great amount of interference in partner countries’ 
internal affairs (for instance, the adoption by Congress of the East Asia Security Act in July 2005) and by a 
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reinforcement of existing export control legislation on the transfer of American technologies (for example, the 
recent block by the US government of the C-295 sale by Spain to Venezuela, or the radical American opposition 
to the upgrade of the Chinese drone “Harpy” by Israel – and subsequent cancellation of the contract). 
14 Examples of recent initiatives taken by the national governments and by the European Union to encourage the 
integration of European defence and of its industrial complex: signature of the LoI and the subsequent 
Framework Agreement by 6 European countries, creation of OCCAR to improve the management of joint 
armaments programmes, creation of a European Defence Agency (EDA), numerous attempts to encourage both 
the creation of a EDEM and the rationalization and the consolidation of the defence industry, and last but not 
least, agreement among EDA members on a voluntary “Code of Conduct” (although not legally binding), which 
should encourage the 24 countries to open national tenders for military equipment to competition within the EU. 
15 For example: see ongoing discussions between Siemens and the Americans to sell the 49% share Siemens 
owns in the Krauss-Maffei-Wegmann group. See also the takeovers by General Dynamics of Santa Barbara in 
Spain, of Steyr-Daimler-Puch in Austria, of Mowag in Switzerland and of Alvis in the UK (moreover, through 
Alvis, General Dynamics now controls certain land military equipment production facilities belonging to Rolls 
Royce and to other companies in Sweden and Norway). 
16 Some countries are beginning to tackle the issue of foreign investments in key national industries that have a 
high strategic value, through the adoption of laws that limit or prohibit such investments. They are also gradually 
becoming aware of the fundamental importance of “economic intelligence”, and they are attempting to reinforce 
the activities of the State in this sphere. 
17 Quote from a speech given at a conference on defence matters held in Lecce, Italy on 2 July 2005 [Cf. 
“Finmeccanica Sees Value in Thales Tie-up”, by Tom Kington, Defense News, 11-7-2005].  
18 It is important to emphasize that over 98% of European efforts in the field of defence research is carried out by 
the 6 LoI/FA signatory countries (France, Germany, Italy, Spain, Sweden, and United Kingdom). 
19 Acording to the French DGA. On this subject, see also Diplomatie – Affaires Stratégiques et Relations 
Internationales, “Indépendance de l’Europe et Souveraineté Technologique”, Hors-série n. 1, 2005. 
20 On this subject, the following articles and reports can be consulted: an article by Philippe Grasset, “Dans le 
catalogue des idées reçues: la fable des dépenses R&D”, in De Defensa, 26 November 2005; an article by Michel 
Ktitareff published in Les Echos, 22 November 2005; a recent report by Booz Allen & Hamilton on the matter of 
R&D investments in large American transnational companies; and an article of Michael Schrage (research  
director at the Massachussets Institute of Technology) in the Wall Street Journal, 7 November 2005. 
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