
Empty hotel rooms, idle tour boats and shuttered
travel agencies reveal widening fissures in the tiny
Pacific nation of Palau, which is caught in an escalat-

ing diplomatic tug-of-war between China and Taiwan.
Late last year, China effectively banned tour groups to the
idyllic tropical archipelago, branding it an illegal destina-
tion due to its lack of diplomatic status. As China extends
its influence across the Pacific, Palau is one of Taipei’s 18
remaining allies worldwide and is under pressure to switch
allegiances, officials and business people there say.

“There is an ongoing discussion about China
weaponizing tourism,” said Jeffrey Barabe, owner of Palau
Central Hotel and Palau Carolines Resort in Koror. “Some
believe that the dollars were allowed to flow in and now
they are pulling it back to try and get Palau to establish
ties diplomatically.” In the commercial center of Koror, the
Chinese pullback is obvious. Hotel blocks and restaurants
stand empty, travel agencies are boarded and boats which
take tourists to Palau’s green, mushroom shaped Rock
Islands are docked at the piers. Prior to the ban, Chinese
tourists accounted for about half the visitors to Palau. Of
the 122,000 visitors in 2017, 55,000 were from China and
9,000 from Taiwan, official data showed. Chinese
investors had also gone on a buying frenzy, building
hotels, opening businesses and securing large swathes of
prime coastal real estate. The decline since the ban was
announced has been so sharp, charter airline Palau Pacific
Airways announced in July it would terminate flights to
China, four hours away, from the end of this month.

The Chinese government was “putting an effort to
slow or stop tourists going to Palau”, said the Taiwanese-
controlled airline, which has experienced a 50 percent fall
in bookings since the China restrictions began. China has
previously used its tourism clout as a diplomatic tool, last
year halting tours to South Korea after Seoul installed a
controversial US missile defense system. Asked if desig-
nating Palau an illegal destination was a way of putting
pressure on it to move away from Taiwan, China’s Foreign
Ministry said relations with other countries had to hap-
pen under the framework of the “one China” principle.

“The one China principle is the pre-condition and
political foundation for China to maintain and develop
friendly cooperative relations with all countries around
the world,” it said in a statement to Reuters, without
specifically addressing the Palau issue. The “one China”
principle is a core government policy that states Taiwan
is an inseparable part of China. Taiwan’s Ministry of
Foreign Affairs says China has lured four countries to
switch diplomatic recognition from Taipei to Beijing in
the past two years by offering generous aid packages

and investment. “While Taiwan faces serious diplomatic
challenges, the government will not bow down to pres-
sure from Beijing,” the ministry said on its website.
“Taiwan will work with friendly nations to uphold
regional peace and stability and ensure our rightful place
in the international community.”

Shift in Focus
Palau President Tommy Remengesau Jr said there had

been no official communication from Beijing on the
tourism restrictions. “It is not a secret that China would
like us and the diplomatic friends of Taiwan to switch to
them, but for Palau it is not our choosing to decide the
one China policy,” he told Reuters in an interview in
Palau’s second biggest city, Meyuns. Remengesau, whose

second and final term as president ends in Jan 2021, said
Palau welcomed investment and tourism from China but
the current administration’s principles and democratic
ideals aligned more closely with Taiwan.

Palau was adapting to the China pullback by focusing
on higher spending visitors rather than mass tourism,
which had taken a toll on the environment, said
Remengesau, dressed in a lemon coloured shirt and white
shell necklace. One of Palau’s key tourist attractions, the
saltwater Jellyfish Lake, was shut in 2017 after large num-
bers of swimmers were blamed for contributing to plum-
meting jellyfish numbers. “The reality is that numbers did
not mean big revenues for Palau. It actually made us more
determined to seek the policy of quality versus quantity,”
said Remengesau, who in 2015 declared most of Palau’s
territorial waters a marine sanctuary the size of California.

Cementing influence
Former Palau government officials say Beijing is try-

ing to cement its influence in the region ahead of the
expiry of the Compact Funding agreements between the
United States, the Federated States of Micronesia, the

Marshall Islands and Palau in 2023 and 2024. The United
States provides around $200 million a year on average
to the Compact states and is responsible for the defense
of the three countries, which each hold a seat at the
United Nations.

Last December, the US belatedly approved $124 mil-
lion in assistance for Palau through till 2024, but has not
announced any plans to extend the Compact agreements.
“The United States and China are not zero-sum competi-
tors,” a US State Department spokesperson told Reuters.
“However, we have concerns about the sustainability of
debt loads for countries highly indebted to China, as well
as the environmental, social, or labor conditions that often
come along with Chinese-financed projects.”

A June Security report from the US-China Economic
and Security Review Commission said Beijing’s increasing
economic engagement in the Pacific was driven by its
diplomatic and strategic priorities, including reducing
Taiwan’s international presence, gaining access to natural
resources and developing a blue water navy. Former
Micronesian government officials said Beijing also wants
to extend its Belt and Road Initiative to Palau, and could
provide an important source of investment once the
Compact agreement expires. “China is making overtures,”
said former Palau President Johnson Toribiong. “We
should be bringing in investors and that is a big factor in
our Palau-Chinese relationship.” Toribiong, who served
until 2013, told Reuters Palau should not isolate itself. “I
like Taiwan. But even Taiwanese want China now. The
businessmen, they also want China. They don’t care about
political consequence. Think about the economics,”
Toribiong said. Palau receives $10 million annually from
Taiwan, as well as education and medical scholarships.
Remengesau said Palau has not had any official talks with
China for funding after the Compact expires but the gov-
ernment was discussing the issue internally.

Chinese money
China has quickly become one of the dominant eco-

nomic players in the Pacific, spending billions of dollars in
trade, investment, aid and tourism across Micronesia and
the broader region. China’s total goods trade with the
Pacific Island Forum member countries reached $8.2 bil-
lion in 2017 versus $1.6 billion for the United States,
according to the US security report. Chinese concession-
al loans to Pacific islands have also risen sharply. In con-
trast, Washington’s efforts to strengthen its position in
Palau have been largely superficial, according to locals
who cite examples of bigger US flags on their official
vehicles and increased public signage. — Reuters 
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The crash in the Turkish lira sparked by US
sanctions has left President Recep Tayyip
Erdogan facing the biggest economic chal-

lenge of his one-and-a-half decades in power. The
lira has recently clawed back some of its losses,
but economists say Turkey still urgently needs to
address imbalances in its economy and avert a
full-blown crisis. The fragility of the currency was
highlighted again on Friday when Standard and
Poor’s and Moody’s both downgraded Turkey’s
debt ratings within hours of each other.

The lira closed a volatile week of trading at just
over six to the dollar, off the lows of over seven
earlier in the week, but still sharply down from the
start of the month, when it had been changing
hands at under five to the dollar. Economists say
Turkey must act to prevent risks spreading to the
European and even global economies. Erdogan has
a number of mechanisms at his disposal. But they
could prove bitter pills for the Turkish strongman
to swallow.

Interest rate hike 
Even before the crisis broke, economists were

urging Turkey to raise interest rates sharply to
prop up the lira and rein in inflation. But Erdogan
- who sees his overriding priority as boosting
growth - adamantly refuses, with economists
worried that the nominally independent central
bank is firmly under his control. With its hands
apparently tied when it comes to raising the
headline borrowing rate, the central bank has
provided banks with more liquidity, while also
quietly using a mechanism that allows de-facto
rate increases on a day-to-day basis. William
Jackson, economist at Capital Economics in
London, said that while “the sense of acute crisis”
had faded, “policymakers only really seem to have
done the minimum needed”.

Regain confidence 
Financial markets are also sceptical about

Erdogan’s ability to resolve the current crisis,
especially after he named his son-in-law Berat
Albayrak as finance minister last month. Erdogan’s
unorthodox beliefs have not helped, with the pres-
ident repeatedly baffling markets by suggesting
that low interest rates are needed to bring down
inflation. Moody’s said Turkey lacked a “clear and
credible plan” to deal with the challenges while
S&P said the response from Ankara so far had
been “limited” despite the mounting risks.

Albayrak on Friday insisted that bringing down
inflation was a priority for Turkey. But markets
want to see actions rather than words. “Turkey’s
economic crisis is far from over,” said Mujtaba
Rahman, managing director for Europe at Eurasia
Group, calling for a “credible program of fiscal
consolidation and economic reform”.

Ease tensions
Economists have long warned that Turkey’s high

inflation, widening current account deficit and vul-
nerable banking sector harbored risks.
Nevertheless, the immediate cause of the current
crisis is the detention for almost two years of US
pastor Andrew Brunson and the ensuing sanctions
from Washington that have sent the lira into a tail-
spin. One immediate way out of the crisis would be
to release Brunson from his house arrest. But this
is far from certain, with Turkey noisily asserting
the independence of its judiciary.

Another way could be to defuse the tensions
with Europe that have mounted since the failed
2016 coup, and focus instead on the joint opposi-
tion to Washington’s unilateral trade measures. The
last week saw the surprise releases of two Greek
soldiers held for around six months and the Turkey
chair of Amnesty International held for over a year,
moves bound to gladden Brussels. These releases
“were not a coincidence”, commented a European
diplomat, asking not to be named.

Ask for help 
In such a situation, the logical move for many

countries would be to turn to the International
Monetary Fund (IMF) for help. But Washington
may not be too keen. And this also appears to be a
red line for Erdogan, too, who has repeatedly
boasted that Turkey managed to clear all of its
debts to the IMF by 2013. Albayrak said Thursday
that Turkey was not in contact with the IMF over a
bailout and said Ankara was looking to attract new
investments instead.

After hosting his ally the amir of Qatar earlier
this week, Erdogan secured a pledge for some $15
billion of investment from the gas-rich emirate. But
according to Berenberg Bank economist, Holger
Schmieding, the Turkish economy, the world’s 17th
biggest, is far too important to be kept afloat with
relatively small amounts of foreign money. — AFP 

What happens when an island upsets China

Embattled Tsipras
seeks to steady ship 
after fire tragedy 

The summer was meant to have been a chance for
Prime Minister Alexis Tsipras to bask in the suc-
cess of Greece finally turning the page on the

bailout era. But the wildfires outside the capital Athens
that killed nearly one hundred people also laid waste to
a hoped-for political rebound ahead of elections due
next year. As recently as June, Tsipras was tapping into
a sense of optimism about Greece putting behind it
nearly a decade of economic crisis as its third interna-
tional bailout ends on August 20.

“Day by day, uncertainty will be replaced by stabili-
ty. Danger will be replaced by security and safety,” a
beaming Tsipras told political allies and friends at a
reception at the majestic Zappeio pavilion in Athens.
But within a month, jubilation came crashing down as
scores died in wildfires near Athens, torching both
Tsipras’ boyish appeal and possibly his government’s
legacy too. “(This) is the most difficult moment from the
time we took over the government,” Tsipras’ telecoms
minister and close advisor Nikos Pappas acknowledged
earlier this month.

Anger at Greece’s deadliest fire disaster has mixed
with disbelief as a combination of tactical errors by the

fire brigade and police on July 23 trapped hundreds of
vacationers at the coastal resort of Mati near the capital.
The blow came just as Tsipras was trying to bounce back
from months of poor ratings. While polls have not always
proved reliable in recent electoral contests, Tsipras’ Syriza
party was trailing the conservative New Democracy party
by up to 14 points even before the fire tragedy.

‘Time to go’ 
Tsipras’ “government is worn out, it is morally dis-

credited and its managerial shortcomings have been
exposed,” says Thanassis Diamantopoulos, politics pro-
fessor at Panteion University in Athens. “I think we’re
reaching the point where people who were kind of mid-
dle-of-the-road and had an open mind are very angry
with Syriza now,” added Nikos Konstandaras, a veteran
columnist for liberal daily Kathimerini. “And I think
you’re going to be getting a lot of people saying ‘any-
body but them, let’s get them out,” Konstandaras said.

The opposition has also stepped up its attacks on
Tsipras. “It’s time for him to go,” New Democracy
leader Kyriakos Mitsotakis told the Athens Voice portal
earlier this month. But elections are not due until
September 2019, although Tsipras could call them early,
possibly to coincide with European and local elections
in May. But the government might not last that long in
office. His coalition partner Panos Kammenos, head of
the nationalist Independent Greeks party, has threat-
ened to leave the government over a disputed name
deal with neighbouring Macedonia.

Highly controversial, particularly in Greece’s north-
ern region of Macedonia, the deal foresees the neigh-

boring state renaming itself North Macedonia after 27
years of diplomatic deadlock. If the Macedonians
approve the deal in a September referendum, Greece’s
parliament must ratify it in early 2019. How Tsipras will
continue to govern at that point if Kammenos defects is
anyone’s guess.

Skills to fight back 
The premier is likely to stick to the issues which

helped him to office, the economy and corruption.
Tsipras insists he has done more than any recent leader
to combat poverty, and is expected to announce a fresh
batch of low-income benefits in September. “Tsipras
has the skills to articulate a vision and to present the
work of his government in a way that can win him
votes,” said Vassilis Monastiriotis, associate professor
of political economy at the London School of
Economics’ European Institute. “The fact that the
adjustment program was concluded should be seen a
great achievement in itself: many previous governments
tried and failed, so whoever managed to close the pro-
gram deserves credit,” he said.

Tsipras has also consistently hammered New
Democracy - which ruled the country for 15 out of the
last 30 years - on corruption and economic misman-
agement issues. Earlier this month, the health ministry
said it had found a 90-million-euro ($100 million) hole
at the state disease watchdog during a seven-year
period of conservative and socialist governments. “It is
possible that Tsipras may be able to turn it around,
although this remains the least likely scenario,” said
Monastiriotis. — Reuters 
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