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federalism, which should focus upon 
methods of coping with the pressure of 
an increasing population on ecologically 
sensitive regions. Demands for ethnic 
homelands have been raised in the fed-
eral debate here. Unfortunately, there is 
little mention of how a federal system 
could cope with climate and population 
issues in the debate on federalism in the 
mid-mountains.

The mountains – the Himalayan 
region of the country – have received 
more political attention mainly for three 
reasons. First, the impact of climate 
change in the Himalayas reaches far 
beyond the borders of Nepal – river sys-
tems originating in these mountains 
affect the lives and livelihood of more 
than one billion people in China and in 
southern and southeast Asia. Second, 
the signs are alarming – glaciers are melt-
ing and Everest climbers notice the 
snowline is receding whenever they 
return from a climb. Third – and also 
alarming – was the sighting of housefl ies 

at the Everest base camp. Previously, the 
existence of such insects at 5,360 metres 
was unimaginable.

But, with their low population density, 
the Himalayan regions do not have 
much clout in the debate on federalism. 

Maintaining fragile ecology
A combination of provinces composed of 
areas in the mid-mountains and the high 
Himalayas would perhaps off er the best 
chance of maintaining the fragile ecol-
ogy of these regions and easing the 
hardship of people living there.

Seasonal river fl ooding – which starts 
in glacial lakes, many of them in Tibet – 
makes much of the southern plains of 
Nepal impassable during the summer 
monsoon months. Although this has 
always been the case, the floods today 
are more frequent and severe because of 
climate change.

Like federalism, climate change is the 
focus of considerable public debate. Th e 
Intergovernmental Panel on Climate 

Change has described the Himalayan 
region as a “white spot,” or an area for 
which scientifi c information is very low 
at best – and this must change. The 
prime minister of Bangladesh, Sheikh 
Hasina, said recently her country, 
Bhutan, Nepal and the Maldives are the 
most aff ected by climate change through 
no fault of their own. Compared with 
China, which emits 21.5 per cent of global 
greenhouse gases, Nepal’s share is a min-
iscule 0.025 per cent. Yet it faces more 
risks of fl oods related to glacial lake out-
bursts than any other country in the 
region.

Nepal is at a crossroads. The kind of 
federal structure it adopts will affect its 
political stability, poverty reduction 
strategies and ways of meeting the chal-
lenges of climate change. It has been said 
that crisis is an opportunity in disguise 
for the wise. Members of the Constituent 
Assembly, leaders of political parties and 
civil society must aim to guide Nepal’s 
future ecological balance – in one of the 
most sensitive parts of the world.  

Members of Nepal’s Constituent Assembly, whose task is to write a new federal constitution, must decide on the powers, borders and 
makeup of Nepal’s new provinces, a choice that will affect how well Nepal handles climate change.

ASIA SPECIAL SECTION :FEDERAL COUNTRIES TAKE ON CLIMATE CHANGE
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THE FORUM INTERVIEWED ALEXANDER ALVARO 
about his job and about the Lisbon 
Treaty. The treaty is a new agreement 
among the 27 member states of the 
European Union that was recently 
approved after a referendum on the 
treaty held in Ireland in October and by 
the Czech government in November. 
The treaty implements many of the 
changes that were included in the draft 
constitution for the European Union, a 
project that was abandoned after the 
constitution was defeated in referen-
dums in France and the Netherlands. 
Th e Lisbon Treaty entered into force on 
Dec. 1, 2009.

FEDERATIONS: What are the major 
changes that the Lisbon Treaty will bring 
to Europe?

ALEXANDER ALVARO: Th e Lisbon Treaty 
will certainly make the EU much more 
democratic. Until now, there has been a 
division of certain policy areas in which 
the European Parliament had only con-
sultation rights. Major change is on the 
way as most areas, except for EU foreign 
and security policy, will operate under a 
co-decision procedure: that is, the EU 
Council and the European Parliament 
must agree. The European Parliament 
will always have a say on the issues that 
are on the table.

Th e treaty also changes the voting sys-
tem within the Council. For example, in 
the area of police and judicial co-opera-
tion, unanimous consent by the member 
states used to be necessary. Now they 
will vote by the qualifi ed majority system 
[which requires 255 votes out of 345 and 
gives weighted votes to each country, 
from 3 votes for Malta to 29 votes each for 
the UK, France, Germany and Italy.] Th is 
makes the EU more comparable to the 
way a national state works.

From my point of view, there are two 
other important changes: the Charter of 
Fundamental Rights will become legally 
binding in the member states and, for 
the fi rst time, we will have an instrument 

called the “citizens’ initiative”: the signa-
tures of one million citizens can trigger 
legislation in the EU.

FEDERATIONS: How will the treaty aff ect 
EU leadership?

ALEXANDER ALVARO: One, there will be 
an EU Council president, elected for a 
term of two-and-a-half years by the 
member states’ representatives, and two, 
there will be a High Representative on 
Foreign Policy, in effect, an EU Foreign 
Secretary.

The EU will now have a face. Henry 
Kissinger, the former U.S. Secretary of 
State, once said that he didn’t know who 
to call when he wanted to contact the EU. 
Th is will change. Th ere will be a foreign 
secretary who will actually speak for the 
European member states on foreign-
aff airs issues and so will the president of 
the Council. We’ll see how the balance of 
power between those two will work, but 
the president of the EU Council is also 
considered to be the representative of 
the EU.

FEDERATIONS: Does the treaty make the 
EU more federal?

ALEXANDER ALVARO: The treaty will 
probably make the EU a bit more federal. 
Because of the decision-making process, 
there is now true co-operation between 
the EU Parliament and the member 
states, and, in many areas, no decisions 
can be made only by the member states.

Th ey will always have another body to 
discuss legislation with. There will be 
much more interaction among the dif-
ferent layers of EU government, and the 
national, regional and local parliaments. 
Th e EU Parliament’s political role may be 
growing in importance, but there has 
always been a federal  structure 
imprinted in the design of the EU.

The Lisbon Treaty takes the federal 
structure a step further. The EU is not 
going to be a copy of a federal state, but it 
will come close because there are 

Alexander Alvaro, member of the 
European Parliament (EU) from 
Germany, was first elected in 2004 
and re-elected in July 2009. In par-
liament, he is Vice-Chairman of the 
Committee on Budgets and a substi-
tute member of the Committee on 
Civil Liberties, Justice and Home 
Affairs. He is a member of the Free 
Democratic Party in Germany and 
the Al l iance of  Liberals  and 
Democrats for Europe group in the 
European Parliament. He is the 
founder of EU40, a network of all 
m e m b e r s  o f  t h e  E u r o p e a n 
Parliament, the EU Commission and 
the EU Council who are under 40 
years old. He was recently named to 
the board of directors of the Forum 
of Federations as the representative 
for Young Professionals.

ALEXANDER ALVARO

How the Lisbon Treaty will change the European Union
INTERVIEW BY CARL STIEREN
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divided competences and also shared 
ones – where they will have to agree on 
how to deal with issues.

FEDERATIONS: Will voters in Europe now 
take more notice of what’s happening in 
the European Parliament?

ALEXANDER ALVARO: I would hope so. It 
will depend on the way the EU commu-
nicates and how the media convey that 
information to the capitals and cities of 
the member states. We would hope the 
co-operation among the different insti-
tutions will also be reflected in media 
reports. It is difficult to predict, but cer-
tainly the communication output will be 
higher due to the enhanced relevance of 
the EU Parliament.

FEDERATIONS: How will the Lisbon 
Treaty affect the member countries of 
the EU?

ALEXANDER ALVARO: I think quite 
deeply. The member states will have to 
communicate much more among them-
selves and with the European Parliament 
than before because basically everything 
except foreign and security policy is now 
within a co-decision process, which 
requires approval by both the Parliament 
and the European Council, and is subject 
to a qualified majority vote at the 
European Council.

It could easily happen that, for exam-
ple, a big member state like my own 
country, Germany, could be overruled 
by the others in a majority decision, and 
on certain issues, which was just not pos-
sible before. Member states will keep a 
closer eye on what’s happening, espe-
cially in fi elds that have been shifted into 
the co-decision procedure, and that 
means more interaction between mem-
ber states, the EU Parliament and 
national parliaments.

[After legislation is passed by the 
European Parliament, the member 
states] have a certain amount of time to 
examine the EU proposals, and then 
either approve or veto them. The 
national parliaments have the right, 
under the subsidiarity clause, to veto a 
certain issue if they believe the principle 
of subsidiarity [that is, that the work 
should be done by the order of govern-
ment closest to the citizen] is being 
violated.

This will mean that certain parlia-
ments will have to be much more 
focused on what’s happening. I believe 
that particular interactions will be 
enhanced, but it will be more work for 
member states.

FEDERATIONS: Will the treaty shift some 
responsibilities to Brussels from the cap-
itals of the member states?

ALEXANDER ALVARO: Yes. There is one 
responsibility, judicial and police co-
operation in criminal matters, in which 
member states previously could make 
their own decisions - they needed only to 
consult the EU Parliament. Now that 
area, formerly under national sover-
eignty, is being placed into co-decision, 
meaning that Brussels will have a greater 
say.

FEDERATIONS: How will the treaty aff ect 
the man or woman in the street in EU 
countries?

ALEXANDER ALVARO: I believe that the 
treaty will affect the man or woman in 
the street because their elected represen-
tatives to the EU Parliament will now be 
more accountable. Europeans will know 
that their vote has an impact. In the past, 
on certain policy issues, people could 
have said, “Well, it doesn’t matter whom 
I vote for, what I actually do with my vote, 
because the parliament doesn’t have a 
say on it anyway.”

Now they can see that it would actu-
ally make a diff erence who they vote for, 
what political party or direction they 
choose, because the people they elect 
have a direct impact on the policy that is 
being made in Brussels.

The man or woman in the street will 
also see the application of the Charter of 
Fundamental Rights in their own coun-
try and have a citizen’s initiative to bring 
legislation forward if one million citizens 
in different countries sign a petition to 
do so.

FEDERATIONS: Will the EU practise co-
operative federalism, that is member 
states acting in concert with the EU 
Parliament’s and other bodies’ decisions 
rather than in opposition to them?

ALEXANDER ALVARO: Yes, I believe it will 
likely practise co-operative federalism 

for several reasons. First of all, it’s a 
necessity. Member states and regions of 
member states and local governments 
will see the need for stronger co-opera-
tion because the treaty also gives them 
powers in terms of the subsidiarity 
check : they will be able to decide 
whether it is a local issue that they 
should be able to handle themselves, or 
if it is right that it should be dealt with at 
the European level.

Also the fact that it’s a [qualified] 
majority voting system in a lot of fields 
means that there will have to be more 
collaboration because, in the political 
process, you have to ensure that you 
have enough votes to sustain a majority.

Furthermore, the Committee of the 
Regions has an enhanced role in the 
treaty, which involves regional parlia-
ments in the decision-making processes. 
And secondly, for a purely practical rea-
son, because in the last two years, we 
have had “joint parliamentary meetings” 
where we actually invite parliamentari-
ans from the member states’ national 
parliaments, to hold joint meetings with 
us in the European Parliament.

FEDERATIONS: Tell us about your own 
experience in the European Parliament. 
Have members co-operated across 
national and party boundaries?

ALEXANDER ALVARO: Definitely. 
Co-operation takes place throughout the 
political spectrum. For example, if we 
have a joint parliamentary meeting on 
Justice and Home Aff airs, we address the 
Home Affairs Committees in the 
national parliaments of the member 
states and they then send delegations 
that are usually cross-party.

The interesting thing about the EU 
Parliament is that we do not have a 
European government. There is no con-
stellation like the one you would have in 
a national parliament, where there are 
governing parties and an opposition.

I’ve been working in plenary commit-
tees on a cross-country basis because we 
do represent only [our own] member 
states. Of course, you always have in 
mind, “What would be good for all of 
Europe?” You also have to work on a 
cross-party basis because, after all, more 
than 100 different political parties are 
represented in the European Parliament. 
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BY MARGARET HECKEL

HE 2009 FEDERAL ELECTION 
changed the way federalism 
is practised in Germany. 
Chancellor Angela Merkel 
has started her second term 
as head of government with 

what she calls her “dream coalition,” but 
as in a dream, the person dreaming is not 
always in control.

Me rke l ’s  p a r t y ,  t h e  C h r i s t i a n 
Democratic Union (CDU), leads the 
coalition with its Bavarian sister party, 
the Christian Social Union and the lib-
eral Free Democratic Party. In the 

German news media, this grouping is 
usually called the black-yellow coalition, 
after the colours of the parties –black for 
the conservative Christian Democrats, 
and yellow for the more right-wing Free 
Democrats - or the bourgeois coalition, 
after its politics. Th e same coalition gov-
erned Germany from 1982 to 1998 under 
former chancellor Helmut Kohl.

During her fi rst term in power, Merkel 
governed with the left-leaning Social 
Democrats in the so-called Grand 

Margaret Heckel has served as political editor of several national daily newspapers in 
Germany and wrote a bestselling book on Angela Merkel, So regiert die Kanzlerin (In English: 
So Governs the Chancellor).  She is also founder of two websites: www.das-tut-man-nicht.de 
and www.starke-meinungen.de.

T

Post-election Germany: More power for 
the states in a new era for federalism
Successful German coalition in Berlin will be hard to reproduce in the states

State premier of Saar land, Peter Mueller, takes his seat in Germany’s second house, the Bundesrat.  Premier Mueller - coincidentally a former 
board member of the Forum of Federations - now leads a new coalition in Saarland, uniting the Christian Democrats (his party), the Free 
Democrats, and the Greens - a lineup that may be copied  in other states as support falls for the two largest parties.
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Coalition. Her majority in the lower 
house of parliament, with the support of 
the Social Democrats, was much larger 
than today. But what really stood out in 
that legislature was the relative unimpor-
tance of the upper house of parliament, 
the Bundesrat, which is made up of rep-
r e s e n t a t i v e s  o f  G e r m a n  s t a t e 
governments.

Th e lesser relevance of the Bundesrat 
in that period was a consequence of the 
Grand Coalition’s strong majority, which 
was so large that the dissent of a few 
states in the Bundesrat did not make a 
real diff erence. Also, the Grand Coalition 
pushed through a far-reaching reform of 
federalism that gave states much more 
power over some areas, such as schools 
and education, but decreased their 
power in others. The result is there are 
now fewer laws that need Bundesrat 
approval – according to some estimates, 
up to 60 per cent fewer than before.

Shifting balance of power
After the federal election and several 
state elections in the fall of 2009, 
Germany’s balance of power clearly 
shifted in favour of the states. The seats 
held by the black-yellow coalition shrank 
to 37 votes in the Bundesrat, with 35 
votes needed for a majority. The coali-
tion held 46 or more at the highest point 
during Merkel’s first term from 2005-
2009. The makeup of the Bundesrat 
changes after every state election 
because each state government sends 
between 3 and 6 of its cabinet ministers 
to the Bundesrat, depending on the pop-
ulation. On May 9, the upcoming state 
election in North Rhine-Westfalia could 
topple the black-yellow coalition there, 
and if it does, Merkel’s government could 
be in trouble.

As the makeup of the state coalitions 
varies widely, the makeup of the 
Bundesrat also changes. If there is con-
flict among partners within a state 
coalition, the usual rule in the Bundesrat 
is for the entire delegation from that state 
to abstain from voting. An abstention 
counts as a “no” vote in the Bundesrat 
because only the “yes” votes are counted, 
and for a law to pass, it needs the major-
ity of the total number of votes in the 
second chamber, not just a majority of 
the members present. This means 
Merkel has to negotiate with state pre-
miers more often than before because 

crucial votes, such as on tax legislation, 
still need majorities in the Bundestag 
and the Bundesrat.

This situation arose because of inter-
esting election results in Germany’s 
states, which in some cases have led to 
new coalitions that might later be 
reflected on the federal level. For exam-
ple, an election last September in 
Saarland brought in a so-called “Jamaica” 
coalition, named after the black, yellow 
and green colours of the flag of that 
Caribbean country, uniting Greens, Free 
Democrats and Christian Democrats. It 
also brought in a red-red coalition in 
Brandenburg of Social Democrats and 
the Left Party (former communists and 
left-wing socialists). It was the fi rst time 
any state government had been made up 
of either of these coalitions.

Votes no longer secure
However important these new alliances 
are for future coalition-building in 
Germany, Merkel can no longer count 
on the formerly secure votes of Saarland. 
If the Greens in the Saar say “no,” then 
state premier Peter Müller will have to 
vote accordingly or abstain in the 
Bundesrat – although in reality he is as 
much a Christian Democrat as the 
chancellor.

Let us take a short tour through 
Germany’s 16 states (called Länder in 
German) as reflected in the current 
Bundesrat. Among state premiers, the 
Christian Democrats and Christian 
Social Union have a clear majority – 
there are 11 of them to five Social 
Democrats. As for votes in the Bundesrat, 
the situation is markedly diff erent. Th ere 
are a total of 69 votes in the upper house 
with 37 held by states governed by 
Christian Democrats or Christian Social 
Union and members of  the Free 
Democratic Party.

Th e large states with six votes each in 
t h e  u p p e r  c h a m b e r  a re  B a d e n -
W ü r t t e m b e r g ,  B a v a r i a ,  N o r t h 
Rhine-Westphalia, and Lower Saxony. 
Hesse has five votes, Saxony and 
Schleswig-Holstein four each. Th at’s the 
good news for Merkel and her govern-
ment. And North Rhine-Westphalia is to 
vote in May 2010. At this point, it appears 
the CDU’s hold on power there is not in 
jeopardy as the coalition partners have 
taken special care not to endanger the 
state premier of North Rhine-Westphalia, 

Jürgen Rüttgers of the CDU, with deci-
sions that his opposition might use 
against him.

Coalitions covering broad 
spectrum
The rest of the votes in the Bundesrat 
belong to a broad spectrum of coalitions 
that echo the dramatic movements of the 
German political stage. The Social 
Democrats are in coalitions with the 
Christian Democrats in the state of 
Thuringia and with the Left Party in the 
state of Brandenburg – partners at the 
two extremes of the political spectrum. 
The Greens are in coalitions with the 
Christian Democrats in Saarland and the 
city of Hamburg and with the Social 
Democrats in the city of Bremen. They 
were close to joining a potential red-red-
green coalition in Th uringia which later 
fell through. The red-red coalition in 
Brandenburg was a reaction to this, as 
the Social Democrats had to demon-
strate in one state – and not only in the 
city of Berlin – that red-red coalitions 
work and produce reasonably sound 
policies, fi nancial and otherwise. In the 
long run – 2013 and thereafter – red-red 
formations might be the only way for the 
Social Democrats to return to power at 
the federal level, with or without the 
Green Party.

Th e Social Democrats, whose share of 
the vote has been falling, need coalition 
partners to return to power. Because a 
coalition with the Free Democrats would 
be politically impossible, two of the three 
alternatives are a coalition with the 
Greens, as in Chancellor Gerhard 
Schroeder’s day or a Grand Coalition 
with the Christian Democrats, which 
seems unlikely. The Greens, who for-
merly leaned toward the left, are now 
tilting to the right. Th at leaves one possi-
bility: a coalition with the Left Party, 
whose share of the vote has also been ris-
ing. However, to do so, the much stronger 
Social Democrats would have to over-
come negative public opinion about 
their prospective coalition partner, the 
other “red” party, the Left Party – made 
up in part of former communists from 
the former East Germany.

There is almost a dizzying array of 
coalition arrangements in the German 
states. As some say, “anything goes.” 
Many political analysts see this as neces-
sary because old political affiliations 
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break down and party 
loyalty is decreasing dra-
matically. Thus, parties 
have to be open to a wide 
variety of potential part-
ners. Chancellor Merkel 
is clearly open to the 
possibility of a coalition 
with the Greens at the 
federal level as well after 
the 2013 elections – with 
or  without the Free 
Democrats. This can be 
seen in her choice of 
new federal ministers 
and state secretaries for 
key posts. Most of them 
have excellent relations 
with the Greens.

Liberals riding high
The Free Democratic 
Party is riding high, with 
members in eight of 
the 16 state govern-
ments. On the federal 
level, their party leader, 
Guido Wester welle, 
holds the powerful 
posts of vice-chancel-
lor and foreign minister.

With only one of these coalitions 
involving the Social Democrats (a left-
over from olden times in Rhine- 
land-Palatinate), the Free Democrats see 
smooth sailing ahead at the side of the 
Christian Democrats and the Christian 
Social Union. Thus, when Peter-Harry 
Carstensen, state premier of Schleswig-
Holstein, decided to break up his grand 
coalition with the Social Democrats in 
mid-2009, his hope was clearly to ride to 
re-election on the coattails of support for 
the right-leaning coalition in the whole 
country. His gamble narrowly paid off 
and his coastal state is sitting in the 
majority section of the Bundesrat.

Carstensen is more powerful than 
ever – along with his other colleagues 
from the states with rightist coalitions. If 
Carstensen and his government in Kiel 
were to say no, Merkel would have no 
major i ty  in  the upper  house.  I f 
Carstensen and his then black-red coali-
tion had said no the last time around, the 
black-red federal coalition would not 
have batted an eye. As for Carstensen, if 
there is ever a revolt against Merkel, he 
will not be the ringleader. But some of 

the far more powerful state premiers 
might play this role.

Some of the state premiers have 
already announced their opposition to 
tax cuts promised in the federal coalition 
agreement. As the states would have to 
co-fi nance such cuts, their premiers are 
very afraid of how this would increase 
their already substantial budget defi cits. 
Th is is only one of several areas of poten-
tial dissent. Others that are high on the 
agenda include more money for educa-
tion and job legislation.

Key players gather weekly
The chancellor meets each week with  
the Christian Democrat and Christian 
Social Union state premiers in one of the 
Länder embassies for what are called 

“Kaminrunden” (fireside chats), before 
the Bundesrat meeting the next day. 
These meetings are likely to become 
more important than the coalition talks 
in the Chancellery. Merkel might have to 
do some political horse trading with at 
least one state premier to get her laws 
through the Bundesrat. The Bundestag 
will not be a problem because of the 
strong pro-Merkel majority there. Th ere 
likely will be some sweet deals and 

behind-the-scenes manoeuvring with 
the state premiers – far more than in the 
previous four years.

The states and their premiers can be 
expected to show renewed vigour and 
exercise greater power in the current leg-
islature. Th ey will have fewer new laws to 
support because of the recent reforms in 
federalism. But in key financial areas, 
they have more power than ever to block 
the federal government because of the 
voting situation of the right-leaning 
coalition. Th us, more eyes will be on the 
Bundesrat and the state premiers than in 
the previous four years. More scrutiny 
will also be placed on how they govern 
their states. This could result in more 
competition on the state level to achieve 
the best performance and garner the 
best benefits from the current federal 
system.

As for future reforms of the federal 
system, they depend on how these 
power shifts play out – especially if one or 
two state premiers provide genuine 
inner-party opposition to Merkel, poten-
tially helping her likely successor to 
emerge should she decide not to seek re-
election.  

Kerstin Kaiser, right, leader of the Left party in the state of Brandenburg, votes in the state election. She later 
joined in a coalition with the Social Democrats, whose leader  became the state premier. For the Social 
Democrats, such ‘red-red’ coalitions could become  their best hope: state governments of the left.
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that set out standards for HarmoS. This 
treaty standardized the number of years 
for each level of schooling – pre-school, 
elementary and lower secondary. It also 
set out major educational objectives for 
each level. Th e age for starting school is 
set at four and all children attend two 
years of school preparation (kindergar-
ten). Elementary school lasts six years 
followed by three years of lower second-
ary school.

The agreement does not specify the 
number of hours to be devoted to the 
various subjects, but it does define the 
knowledge that each student must 

acquire during his or her education. Th e 
Conference of  Public  Education 
Directors set the standards to be 
achieved by the end of the second, sixth 
and ninth grades in four areas: language 
of education, foreign languages, mathe-
matics and natural sciences.

School system faces strengths and 
weaknesses
 Based on these requirements, each lin-
guistic region is to develop a study plan. 
To verify the learning gains, the confer-
e n c e  w i l l  p e r i o d i c a l l y  c o n d u c t 
evaluations using an anonymous sample 
of students.

In several cantons, training was at the 

heart of major battles. Parents, especially, 
demanded a return to the practice of giv-
ing students marks for their per-
formance in the subjects they study and 
an education system that features what 
they describe as a “less lax approach.”

Overall, the people of Switzerland 
have confi dence in the education system 
and 95 per cent of children attend public 
schools. In April 2009, an OECD report 
gave its stamp of approval stating that 
the education system met its objectives.  

After having argued in favour of main-
taining higher prices approved by the 
government, the Petroleum Ministry 
recently became aware that RIL had also 
committed to supplying gas at the same 
lower price to NTPC. Thus, the govern-
ment had to reverse its contradictory 
stance to support its public sector com-
pany, which has argued that RIL must 
abie by its commitment, and sell the gas 
at the lower price of $2.34 per unit.

Off  to the courthouse
Among the questions the Supreme Court 
must answer are:

• Was the contract between RIL and 
RNRL valid under Indian contract laws?

• Was the settlement valid between 
Mukesh and Anil that led to the reorgani-
zation of RIL’s assets?

• Should the price of the gas be set at 
U.S. $2.34 or $4.20 per unit?

Replacing the old concept of co-oper-
ation among India’s states to promote 
stability and security, the new approach 
stresses the benefits of state-vs-state 
competition. Experts also emphasize the 
importance of “market-preserving feder-
alism,” which limits the government’s 
power to control the functioning of mar-
kets. But unrestricted competition 
among the states could have unintended 
consequences. As two leading scholars 
of India’s fiscal federalism, M. Govinda 
Rao and Tapas Sen forcefully argue, with-
out competitive equality among the 
regions, “market-determined resource 
allocation may create serious imbal-
ances that could generate social 
tensions.” The confrontational politics 
between the central government and the 
states and between the federal govern-
ment and major conglomerates will only 
further intensify in the wake of this 
dispute.

However, it is against the federal gov-
ernment’s economic interests to give up 

much ground to the states in terms of 
intergovernmental fiscal arrangements, 
tax transfers or decentralization of eco-
nomic powers. It is expected to capitalize 
o n  t h i s  c a s e  t o  re t a i n  i t s  f i s c a l 
stranglehold.

Th e judiciary in India plays a key role 
in determining the nature of intergov-
ernmental relations. A protector of 
federalism, the Supreme Court is the 
central arbiter in deciding between 
claims of the federal government and 
those of sub-national units, as well as 
between the state and the market.

This situation is likley to fester 
because courts in India are not known 
for rendering prompt legal decisions.

In this case, the high court will decide 
primarily if the federal government is 
acting as a custodian of national 
resources or playing a partisan role. Th e 
court’s ruling could set important prece-
dents for the role of the government and 
private entities in controlling India’s nat-
ural resources.  

SWITZERLAND  [ FROM PAGE 7] 

INDIA  [ FROM PAGE 5] 

deal with the federal government to 
increase the country’s mandatory 
renewable energy target to 20 per cent. 
They are also working with the federal 
government to develop a national energy 
effi  ciency policy. 

In the future, the looming climate pol-
icy challenge for the states is the eff ect of 
rising sea levels on costal communities. 
More than 5.5 million Australians live 
just three kilometres from the coast. A 

recent federal government report found 
in a worst-case scenario – 1.1 metre sea-
level rises with storm surges – 247,000 
Australian homes would be flooded, 
causing about U.S. $55 billion worth of 
damage. The states and the federal gov-
ernment are now desperately trying to 
hammer out a national approach to 
planning and insurance laws to limit 
such a disaster.

Coastal destruction is just one of the 
impending natural disasters Australia 
faces from climate change. Since 2006, 
the drought has continued and is now 

regarded as Australia’s worst. While cli-
matologists argue that global warming is 
not the sole cause of extreme weather 
events – droughts, bush fi res and fl oods - 
are a constant factor in Australian life 

– climate change will make these events 
severe, frequent and devastating. 

Climate change is an enormous chal-
lenge, perhaps the biggest the world has 
faced. With a problem this serious noth-
ing less than the full eff ort of all levels of 
Australian government will do. 

AUSTRALIA  [ FROM PAGE 15] 
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claimant must have had at least six 
months of employment in the last three 
years. Payouts and duration vary, based 
on the wage rate that was earned and 
the workers’ seniority. In general, this 
program provides a much smaller com-
p o n e n t  o f  i n s u r a n c e  t h a n  t h e 
Guarantee Fund does.

Brazil’s unemployment rate soared 
early in 2009 and by March, claims for 
unemployment insurance were run-
ning 34 per cent ahead of their pace a 
year earlier, threatening to swamp the 
fund. But claims dropped in the follow-
ing months and the formal labour 
market has since returned to levels 
experienced before the recession, with 
an unemployment rate of about 7.5 per 
cent.

Declining role of the state
The country’s economy has been on a 
liberalization course and the role of the 
state has been reduced in many sectors. 
Even so, officials say broad public sup-

port remains for such safety-net 
programs. Brazil’s business community, 
however, has complained about the 
fixed-cost burden of unemployment 
insurance and other social programs. 
Even if wage rates are relatively low 
compared with those in Canada or 
Germany, the cost of hiring workers 
adds up when levies for social programs 
are taken into account.

Germany’s experience with unem-
ployment insurance diff ers from that of 
Canada and Brazil in one key respect. 
While it has a conventional insurance 
program financed jointly by workers 
and employers that replaces up to 67 
per cent of lost income, Germany also 
relies heavily on active labour market 
programs to hold down the jobless rate. 
The main example is the so-called 
Kurzarbeit, or short-week program, 
which was ramped up after the eco-
nomic crisis began.

Instead of letting some workers go, 
employers that face the need to cut staff  
because of falling demand can choose 
to reduce the hours worked by all 

employees. If hours and wages are 
reduced by 10 per cent or more, the gov-
ernment replaces up to 67 per cent of 
the lost income. If a worker is cut back 
to 25 hours a week from 35, the govern-
ment in effect pays an unemployment 
insurance benefit for the 10 hours lost. 
Th e maximum duration of the benefi t is 
24 months, the same as for regular 
unemployment insurance.

Helped by short week
The short week has worked well and 
partly explains why Germany’s jobless 
r a t e  i s  b e l o w  t h e  a v e r a g e  f o r 
O r g a n i z a t i o n  f o r  E c o n o m i c 
Co-operation and Development coun-
tries, despite a severe economic 
contraction. It was at 7.7 per cent in 
October 2009 vs. 7.5 per cent a year ear-
lier. (The EU unemployment rate was 
9.3 per cent in October 2009 and 7.7 per 
cent in October 2008.) According to the 
OECD, more than 1.4 million workers 
now participate in the German scheme, 
with an average reduction in hours 
worked of nearly one-third. Current 
unemployment rates are close to one 
half a million lower than they would be 
without the plan. Even so, economists 
are divided on whether this is a good 
policy.

Supporters argue there is no point in 
letting skilled employees go during a 
recession, only to be forced to rehire 
workers once the economy recovers, 
because that can be costly and time-
consuming. And for the workers, 
maintaining part-time employment 
keeps them active and less likely to drop 
out of the job market.

Critics make the counter-argument 
that the short week props up declining 
firms and delays German companies 
from taking necessary steps to become 
more productive. Keeping a higher 
number of employees on payroll than 
necessary requires greater fixed costs 
and postpones necessary restructuring 
at many fi rms. It also makes it harder for 
new and expanding companies to hire 
the workers they need.

Expenditures rise
The short week also comes at a consid-
erable cost. The Federal Employment 
Agency, which operates the program 
along with the conventional unemploy-
ment insurance plan, is facing rising 

UNEMPLOYMENT [ FROM PAGE 9] 

ADDITIONAL PROGRAMS: What three federations do 
besides their unemployment insurance

Brazil Canada Germany

Guarantee Fund Work-Sharing Short Work Week

Purpose
supplements main 

insurance plan

saves jobs for 
companies in danger 

of layoffs

saves jobs for companies 
in danger of layoffs

Funded by employers 
federal Employment 

Insurance
Federal Employment 

Agency

Program benefi t 
as % of wages

100 % 
100 % for days worked

55 % for days idle
60 %  – 67 %  of lost 

income

Program benefi t 
period

1 month per year 
worked

6 weeks to 26 weeks 
(52 weeks up to 
March 31, 2010)

6 months 
(24 months during crisis)

Premium paid by 
worker

1 month salary/year NONE NONE 

Premium paid by 
others

 EI fund pays all federal gov’t pays all

Minimum period 
worked 

1 year

Workers must be year-
round permanent staff; 
qualifying period same 

as for EI

Covers all permanent 
workers

Coverage for self-
employed

NO NO NO

Conditions:
This is also the 
retirement fund

Workers on job 2 – 4 
days per week. Other 

conditions apply.

Workers on job part-time 
or sometimes not at all. 
Other conditions apply.
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expenditures and a projected defi cit of as 
much as 16 billion euros. A few years ago, 
contribution rates were reduced to 2.8 
per cent of gross pay. Th is amount could 
prove to be insuffi  cient to pay for mount-
ing program costs. Fewer employed 
workers are making contributions, while 
more benefi ts are being drawn. Th e fed-
eral government might have to make up 
the diff erence or raise contribution rates.

Government safety nets have helped 

ease the impact of the recession on mil-
lions of jobless people. But the fi nancial 
foundation of these programs is under 
stress and must be reinforced. For 
Canada, Brazil and Germany, what 
would help more than anything else is a 
robust economic recovery that reduces 
jobless rates and puts money back into 
the pockets of workers, employers and 
taxpayers that finance unemployment 
insurance plans.

A social safety net is one side of the 
coin, but re-entry into the work force is 
the other. As the world economy contin-
ues its recovery, governments are 
struggling to motivate the maximum 
number of jobless workers to find new 
employment in as short a time as possi-
ble.  

Yucatan, Tabasco, Chiapas and Veracruz 
were hard hit by Hurricane Ida, which, 
combined with a cold front, caused 
major fl ooding and the loss of two thou-
sand hectares of rice crops, 90,000 head 
of cattle, and the personal belongings of 
200,000 people; damage to roads and 
bridges cut off  at least 20 towns.

The federal environment ministry’s 
National Strategy on Climate Change 
(Estrategia Nacional  de  Cambio 
Climático or ENACC), estab-
lished in 2007, stated that close to 
20 million people live in areas 
that could be affected by hurri-
canes. In contrast, states to the 
north, such as Baja California Sur, 
Chihuahua and Coahuila can 
expect to be hurt by drought and 
heat waves that generate a higher 
demand for water in areas where 
it is hardest to fi nd.

Mexican states strike out on 
their own
In 1990, Mexico City imple-
mented Hoy No Circula (No 
Driving Day) a program to 
reduce pollution as well and 
lighten traffic. Almost 20 years 
later, these measures have been 
copied by seven states through a 
series of collaboration agree-
ments, resulting in emissions 
control of motor vehicles in the 
country’s central zone. 

In most states, they have done 
studies on regional vulnerability, as well 
as other studies on the effects of the 
increase in temperature on human 
health and some renewable energy and 
sustainable foresting projects. In the 
country’s north, in Baja California Sur, 
there is a program for the experimental 
use of solar and wind energy carried out 

by the city of San Juanico.
In the neighbouring state of Baja 

California, a 100-Megawatt wind farm 
has just been built for the State Energy 
Commission and the electricity gener-
ated there will be used for public lighting 
and export to the United States, where 
demand is high for green energy. In the 
Mexican Southeast, the indigenous com-
munities of  Chiapas,  which own 
thousands of hectares of jungle and for-
est, are creating carbon-sequestration 
projects.

Setting the bar high
The government intends to spend $9.12 
billion on building a new oil refinery 
instead of investing in renewable energy 
sources. Although Petróleos Mexicanos, 
a government-owned company, had 
committed to reduce the level of sulphur 
in its fuel by 2009, this has not happened. 

Th e reason given is the lack of infrastruc-
t u r e  a n d  r e s o u r c e s  f o r  t h e 
transformation of the energy sector.

Th e Mexican government’s budgeted 
expenditures on environmental issues 
for 2010 are lower than in previous years. 
Mexico City warned that by cutting state 
budgets, the federal government was 
jeopardizing projects that would help 
reduce greenhouse gas emissions.

At Copenhagen in December 2009, 
Mexico City’s delegation urged regional 
governments to negotiate together for 

international funding for state gov-
ernments to combat climate 
change if their national govern-
ments do not provide it. The 
delegation also urged other world 
cities to demand a seat at the next 
climate change summit in Mexico 
in November.

Mexico’s stance in Copenhagen 
was to press for the creation of an 
international financing mecha-
nism that would include the 
transfer of technologies from 
developed to developing nations. 
Industrialized countries would 
need to be accountable for the pol-
lution they have caused over the 
years and contribute financing for 
developing countries to implement 
projects to reduce emissions.

The financing mechanism has 
become Calderón’s focal point. In 
Davos, he returned to it saying: “If 
we can find an economic mecha-
nism with the right incentives in 
order to stimulate, in order to (pro-

vide an) incentive (for) actions, coming 
out of developed or developing countries, 
we will be on track to fi nd what we want 
to fi nd in Cancun.”

And what the Mexican leader is 
shooting for, he said, is “a robust, com-
prehensive and substantial agreement.”  

MEXICO [ FROM PAGE 20] 

Mexico City and 

two states in 

Baja California 

have active 

climate change 

programs
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Canadian premiers engage U.S. counterparts
PREMIERS OF SEVEN CANADIAN PROVINCES MET WITH GOVERNORS OF 20 
American states during a three-day visit to Washington, D.C. in 
February.

The premiers are members of Canada’s Council of the 
Federation (CoF), the official organization of provincial and 
territorial leaders, which organized the visit, a fi rst for the group.

The Canadian premiers joined a meeting of the National 
Governors Association in a round table titled “Common Border, 
Common Ground.”

Th e CoF, according to its website, “was created by Premiers 
because they believe it is important for provinces and territo-
ries to play a leadership role in revitalizing the Canadian 
federation and building a more constructive and cooperative 
federal system.”

Th e premiers had some diffi  cult issues to discuss with their 
U.S. counterparts, including concerns about the two-year mea-
sure by the U.S. requiring so-called country-of-origin labels on 
pork products, which has hurt Canadian farmers’ exports.

Th e provinces also met with the head of the Environmental 
Protection Agency (EPA), Lisa Jackson.

Th e EPA may soon act to limit carbon emissions in the U.S., 
and the Canadian provinces wanted to hear Ms. Jackson’s 
thinking on that issue and others such as provinces like Alberta 
that generate high levels of greenhouse of gases, and those like 
Quebec that generate hydro-electric power which it sells in 
large quantities to eastern U.S. states.

In Canada, the federal government has jurisdiction over 
international trade, particularly over treaties, but nothing pre-
vents the provincial premiers from meeting with their 
American counterparts and having face-to-face discussions 
over economic issues that are key to the interests of both 
parties.         

The premiers’ visit had its moments of camaraderie as 
Pennsylvania Governor Edward Rendell was persuaded to sing 
the Canadian national anthem “O Canada” from memory. 
Canadian Ambassador Gary Doer, a former premier of 
Manitoba, held a reception at the Canadian Embassy where 
governors, premiers and their staff watched the first Canada-
U.S. Olympic hockey game: the U.S. won (leading to the final 
gold-medal game between the U.S. and Canada, which Canada 
won on Feb. 28). 

Swiss minaret ban going to European Court
THE LEGALITY OF A SWISS CONSTITUTIONAL BAN ON MUSLIM MINARETS 
may ultimately be decided by the European Court of Human 
Rights. 

A minaret is a tower in a Muslim mosque with a balcony 
from which the faithful are called to prayer. Swiss citizens voted 
to ban the religious architecture in a Nov. 29, 2009 referendum.

Within weeks of the referendum, an appeal to the European 
Court was lodged by Hafi d Ouardiri, an Algerian-born Muslim 
who was formerly a spokesman for the Geneva Mosque.  Mr. 

Ouardiri’s appeal is based on the claim that the ban is incom-

patible with the European Convention on Human Rights, to 

which Switzerland is a signatory. 

Th e controversial ban was approved by 57.5 per cent of Swiss 

voters. Several of Switzerland’s neighbouring countries 

expressed regret that the Swiss had voted to marginalize its 

Muslim population.   

In Switzerland, there are 310,000 Muslims out of a popula-

tion of 7.3 million. Of its 160 mosques, only four have minarets.  

Opposition to the minarets came in response to applications to 

build three new mosques with minarets – one in a proposed 

multi-million dollar Islamic centre in Bern.

Opponents of minarets, many from the rightist Swiss 

People’s Party, started a petition for the referendum in 2007.  

Despite opposition to the measure from the Swiss government, 

Catholic bishops and Protestant churches, Swiss voters ulti-

mately approved the ban. Four of Switzerland’s 26 cantons 

opposed the measure: Basel-City – a German-speaking canton 

with the largest Muslim population in Switzerland - plus the 

French-speaking cantons of Geneva, Vaud and Neuchâtel.

Nigerians face leadership woes
FOR ALMOST THREE MONTHS IN EARLY 2010, NIGERIAN PRESIDENT UMARU 

Yar’ Adua was too ill to rule his country of 150 million while he 

was treated for severe heart and kidney ailments in a Saudi 

Arabian hospital.

President Adua’s absence created a leadership void until the 

National Assembly voted on Feb. 10 that Vice-president 

Goodluck Jonathan could act as president while Adua 

recovered.

Upon his reported Feb. 24 return to Nigeria, President Yar’ 

Adua  did not meet the press or other elected offi  cials, prompt-

ing some to wonder if he had indeed come back from Saudi. On 

March 17 acting president Jonathan dissolved Yar’ Adua’s 

cabinet.

The New York Times carried an Associated Press article 

which reported that President Yar’ Adua’s mysterious return to 

Nigeria “sparked new worries whether the president will ever 

resume power or just came home to die.”

An aide to President Yar’ Adua said that Vice-president 

Jonathan would continue overseeing the country while Yar’ 

Adua recuperated.

Nigerians may have to become accustomed to leadership 

uncertainties.  

Th e next presidential election in Nigeria is to be held in April, 

2011, prompting Th e Economist magazine to comment that “few 

think Mr. Yar’Adua well enough to run for a second term, but 

few think Mr. Jonathan has enough support to run for a fi rst.”
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E  N O R M A L LY  T H I N K  O F 
federations as being 
composed of two tiers of 
government: one at the 

centre – the “federal government” – and 
others in the constituent units – such as 
states or provinces. But life is a good deal 
more complicated in many cases and 
getting progressively more so.

This two-tier arrangement is the real-
ity in many federations because only 
those two orders of government are 
established by their constitutions.  In 
countries such as Canada, Germany and 
the United States there is, of course, a 
third order of government at the munici-
pal level, but it has no independent 
existence in the federal constitution. In 
these countries, the powers and bound-
aries of municipalities can be changed by 
the “senior” government under whose 
jurisdiction they fall.

There is a logic to this. Towns and cit-
ies are in constant mutation, so it makes 
sense that the government of the constit-
uent unit  where they reside can 
periodically review arrangements, 
including mergers of communities which 
have grown together or expanding the 
boundaries of large cities. Many govern-
ments give different powers to larger, 
middle-sized and small municipalities.

Against this argument, such practice 
off ends many advocates of local democ-
racy – which they see as the government 
closest to the people – that municipal 
governments can be reordered or even 
abolished without the consent of the 
local population. In Canada, the two larg-
est provinces of Ontario and Quebec 
have put through drastic revisions of the 
municipal maps, with signifi cant consol-
idation of municipalities, often over stiff  
local opposition. In the United States, by 
contrast, state governments, which have 
the legal power, almost never succeed in 
making major revisions to municipal 
boundaries unless they are voted for by 
the local populations. As a consequence, 
many US metropolitan areas remain 

fractured and even ghettoized.
A number of  federations have 

addressed the claims of local democracy 
by giving constitutional status to local or 
district governments. Nigeria’s constitu-
tion defines 774 local government areas 
within 36 states and specifi es the powers 
and responsibilities of the local govern-
ments. Th e constitutions of Brazil, India 
and South Africa also recognize local 
governments. Brazil and India leave 
more discretion to constituent units on 
issues such as boundaries and some pre-
cise functions, while in South Africa the 
independent Municipal Demarcation 
Board has responsibility for local govern-
ment boundar y demarcation and 
assessment of capacity.

As countries become more urban, big 
cities are changing the dynamics of poli-
tics in federations. They want direct 
relations with the central government –  
which is often seen as holding the purse 
strings – while the constituent unit gov-
ernments may resist losing their control. 
Not surprisingly, traditional competition 
between the central and constituent unit 
government is increasingly giving way to 
another type of competition. This is the 
competition for political space and 
resources between local governments 
and constituent units on the one hand, 
and between urban and rural local gov-
ernments on the other.

The picture is becoming even more 
complicated in some federations, such as 
the European Union. Spain and Italy  – 
historically unitary countries – are 
federalizing and in doing so they have 
added a layer of regional government 
without abolishing the old provinces. At 
the same time, Spain and Italy, like 
Belgium, Germany and Austria, are fed-
erations within the European Union, so 
that the ever more important European 
institutions are now layered on top of the 
heavily layered domestic arrangements.

It is a fair question whether these 
heavily layered systems –  the European 
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SPECIAL SECTION :FEDERAL COUNTRIES TAKE ON CLIMATE CHANGE

federations are just an extreme example – 
are providing effective and efficient 
government. Also, voters may no longer 
know which government to hold 
accountable for what. Th e cases for both 
devolution and Europeanization are 
compelling. Th e case for rationalization 
seems to have been lost in many federal 
regimes, at least for the time being.  
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Finance and Governance 
of Capital Cities in 
Federal Systems

Fiscal Federalism: 
A Comparative Introduction

“An indispensible guide for 
practitioners and politicians.”
SMANGALISO MKHATSHWA
President of United Cities and Local Governments of Africa, and 
former executive mayor of the City of Tshwane

“A landmark contributiuon”
ANWAR SHAH,
World Bank Institute, Washington, DC

Capital cities are unique because they are not only 
the seat of the national governments, but also serve 
as the host of national institutions – legislative 
buildings, museums, arts centres – for which federal 
governments are responsible. (Available in English)

A concise introduction to the ways in which the 
world's federations manage their finances. Topics  
include the distribution of taxation powers among 
different levels of government; regional equalization 
schemes; authority over natural resource revenues; 
and the impact of federal systems of government on 
pension, welfare, and income assistance programs. 
The book targets second-, third-, and fourth-year 
courses in Federalism and Comparative Politics at the 
university level, and will also be useful for practitio-
ners and civil servants.  (Available in English)


