£1.50

Bahrain BD 150 - Egypt $1.75 (C(/V)
Jordan JD 2 - Kuwait KD 1 - Oman OR 2

Qatar QR14 - Saudi Arabia SR 14

THE WALL STREET JOURNAL.

‘l 50

5

219119869

9

7

4

9

DJIA 1040583 A 0.67%

THE WALL STREET

VOL. XXVII NO. 220

Nasdaq 2190.86 A 0.33%

DJ Stoxx 24389 A 1.02%

Magical Marrakech: an allure

FTSE100 524437 A 0.78%

DAX 5709.02 A 108%

that attracts European travelers

WEEKEND JOURNAL

DOWJONES

A NEWS CORPORATION COMPANY

France and U.K.

find few allies
for bonus taxes

The British special tax on
banker bonuses unveiled this
week received crucial backing
from France, but other impor-
tant countries have so far de-
clined to follow the U.K.’s bid
to curtail banker compensa-
tion.

By Sara Schaefer Mufioz
in London, David
Gauthier-Villars in Paris
and Martin Vaughan in
Washington

Reaction to the U.K.s
move underscored how diffi-
cult it is to coordinate reform
efforts globally. While France
said it would likely enact
something similar, Germany
expressed support for the con-
cept but had no immediate
plans to do anything similar.
On the other side of the Atlan-
tic, the U.S. showed no signs
of following suit.

Germany’s chancellor, An-
gela Merkel, called the special
tax “charming”—but more for
London than Frankfurt. “The
step might assist learning in
the City of London.”

France, which was among
the first countries to call for

international rules aimed at
capping bonuses, said Thurs-
day that the U.K. move made
it easier to consider a French
tax. But French officials had
made clear they wouldn’t act
single-handedly for fear of
prompting a trader exodus.
“With Europe’s largest fi-
nancial center planning a bo-
nus tax, we can shift from com-
petition to cooperation on
this matter,” said a spokes-
man for French President
Nicolas Sarkozy.
Compensation has
emerged as a key issue in the
debate about financial-sector
reform. The Financial Stabil-
ity Board, created by the
Group of 20 nations in order
to coordinate regulatory re-
form, has issued pay guide-
lines and says it will work ag-
gressively to see that they are
followed starting in 2010.
These rules, however, fo-
cus primarily on responsibly
rewarding risk and paying
careful attention to how com-
pensation affects capital lev-
els. There is scant attention
paid to the size or timing of bo-
nus payments, which is what
the U.K. special tax is aimed

at.

Inthe U.S,, thereislittlein-
dication that politicians will
follow the U.K.s lead. Con-
gress briefly considered im-
posing a special tax on bo-
nuses earlier this year amid a
pay flap at government-con-
trolled insurer American In-
ternational Group Inc. But
Congress dropped the idea af-
ter the furor about pay qui-
eted down.

Paul Miller, managing di-
rector of midsize investment
bank FBR Capital Markets in
Washington, D.C., said there
seems to be a lack of political
will to push ahead with a bo-
nus taxin the U.S., possibly be-
cause it could be more diffi-
cult to enforce in a place like
the U.S. compared with the
smaller financial-services sec-
tor of the UK.

“Youw’ll see politicians talk
about it, but they won’t actu-
ally do it,” he said.

The White House has
talked about getting Wall
Street to pay for cleaning up
after the financial crisis,
though without providing spe-
cifics. A bill moving through

Please turn to page 3
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A Nobel laureate and his prize
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Having delivered a speech reconciling his status as a war-time leader with his Nobel Peace Prize,
Barack Obama planned to leave Norway Friday, skipping some usual ceremonies. See article, page 3.

Goldman bows to pay pressure

By JOE BEL BRUNO

NEW YORK—Goldman
Sachs Group Inc. on Thursday
said its top 30 executives
won’t receive a cash bonus for
2009 as the Wall Street bank
responds to public pressure
about runaway compensation
packages.

The move approved by
Goldman’s board is an at-
tempt to quell public criticism
about multimillion-dollar bo-
nus packages expected to be
doled out this year. The firm’s
31,000 employees are on track
to earn an average of more
than $700,000 apiece this
year, the most in its history.

Investors will also get a
say on pay: Goldman granted
shareholders an advisory
vote on the company’s com-
pensation policies. The firm
has been in private discus-

sions with major investors
during the past several weeks
in an effort to ward off back-
lash over its high-flying com-
pensation pool.

One complaint is that
bankers shouldn’t reap
record compensation pack-
ages just a year after a finan-
cial crisis that required a mas-
sive government rescue of
Wall Street. Goldman has set
aside about $17 billion so far
this year for pay and bo-
nuses.

Lloyd Blankfein, Gold-
man’s chairman and chief ex-
ecutive, has given anumber of
speeches this year to assuage
critics about high compensa-
tion packages. He said the
changes made for its 30-per-
son management committee
will align payouts with long-
term performance and the in-
terests of the firm.

“We believe our compensa-
tion policies are the strongest
in our industry and ensure
that compensation accurately
reflects the firm’s perform-
ance and incentivize behavior
that is in the public’s and our
shareholders’ best interests,”
said Mr. Blankfein, who didn’t
take a bonus last year.

The new compensation
plan won’t affect a majority of
Goldman’s staff, allowing top-
earning bankers to again reap
massive cash-and-stock
plans.

Goldman’s board voted to
make all discretionary com-
pensation for the manage-
ment committee, which com-
prises all global divisional
and regional leadership, in
the form of “shares at risk”
that must be held for five
years, a longer term than is
normal on Wall Street.

The Quirk

SN

U.S. immigration caseworker
AA0089 has some thoughts
about what is art. Page 29

World Watch

A comprehensive rundown
of news from around
the world. Pages 30-31

Editorial
&3 Opinion
Obama, Oslo, and a

world without nukes.
Page 12

Oracle attacks EU
on flaws in Sun bid

BY CHARLES FORELLE

BRUSSELS—Oracle Corp.
is digging in against the Euro-
pean Union’s objections to its
bid for Sun Microsystems Inc.

In a closed-door hearing
that began Thursday and is to
continue Friday, and in legal
papers that haven’t been
made public, the U.S.-based
database giant is mounting a
broad attack on the EU’s prop-
osition that Sun’s MySQLis an
important competitive force
in the database industry that
market-leader Oracle
shouldn’t be allowed to own.

Oracle contends that the
EU’s executive arm, the Euro-
pean Commission, misrepre-
sented the opinions of data-
base users and gave a “dis-

torted view” of the market by
“selectively” quoting from sur-
veys as it put together its case.

U.S. authorities have
cleared the $7.4 billion bid,
but the EU’s concerns have de-
layed it.

Complaints that the EU is
selectiveinits use of evidence
are common fare from compa-
nies that find themselves in
theregulator’s cross hairs. Re-
cently, Intel Corp. claimed the
EUignored exculpatory mate-
rialinits antitrust finding and
€1.06 billion ($1.56 billion)
fine against the chip maker.

Inalegal filing reviewed by
The Wall Street Journal, Ora-
cle cites two customers whose
survey responses were used
by the EU as evidence against

Please turn to page 4
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Grreek troubles could boost euro zone

By JOHN STEVENS

Like the wind that drives
Odysseus toward the Underworld,
the Dubai debacle has raised the
specter of a Greek government
default.

Is the moment of truth—when
the euro’s flimsy fiscal
architecture is finally exposed, or
addressed, after so many false
alarms—approaching? And not
just for Greece: What of the single
currency’s other overborrowed
existing members? What of, even
more, those countries outside the
zone, but that are committed to
eventual membership, such as
Hungary? And what of the
principal European Union nation
with an open-ended opt-out from
participation, the U.K., with a
current fiscal deficit greater even
than that of Greece? Finally, what
of the impact beyond Europe, on
the dollar, on Asian currencies,
perhaps even on the very
principle of fiat money itself?

Fortunately, given so much is
at stake, the prospects that the
Greeks’ current difficulties will
lead to a strengthening of the
euro system are good. It is easy to
see the sources of domestic
opposition to Athens making the
necessary draconian cuts in public
expenditure. But equally, it is
possible to discern a growing
political and, more to the point,
popular, recognition that painful
measures have become
imperative. The European Central
Bank, the European Commission
and the ad hoc council of the euro
zone, above all the French and
German finance ministers acting
together, are unanimous in taking
an admirably aggressive line. Talk
of ring-fencing Greece and forcing
it onto the tender mercies of the
International Monetary Fund is
now commonplace in Frankfurt,
Brussels, Paris and Berlin.

What would ensure, this time,
the desired effect, not just with
regard to the Greeks, but also
more widely, is a renewed effort
to give the euro zone a fully

Bloomberg News

Greece’s central bank in Athens

integrated identity in
international capital markets. The
biggest brake on the European
single currency’s reserve status is
that member states continue to
borrow in their own names,
thereby denying euro-
denominated sovereign debt the
maximum possible trading depth.
Creating a common issuing
authority—the control of which

It is possible to discern a
growing recognition that
painful measures have
become imperative

would be on principles analogous
to those of the ECB, and the
obligations of which could be
shared between member states
according to a fixed formula, such
as their portion of the total
outstanding euro-zone debt for
the conversion of historic
liabilities, and, perhaps, their
portion of euro-zone GDP at the
date of maturity, for new paper—
would address this problem and
transform the fiscal rigor of the

entire system.

Such a notion has obviously
been resisted, by countries such
as France and Germany, as it
certainly would increase their
financing costs and could
compromise the no bailout rules
of the Maastricht Treaty.

The premium of diluting their
creditworthiness with Greece and
others, has plainly exceeded any
discount from enhanced market
liquidity, while there has been no
political will for what would
amount to Franco-German
direction of Greek and other
national fiscal policies. However,
with interest rates now very low,
this differential has never been
more modest, and the political
barriers to supranational direction
of government borrowing, which
would go far beyond mere peer
pressure, are falling away fast. Of
course, France and Germany
might not always agree as to how
to use the greatly enhanced
powers over the European
economy such a system would
grant them, but institutionalizing
their debate, in Europe’s time-
honored tradition of integration,
would be plainly preferable to the
status quo.

It would also make it much
easier for them to resolve the
problems posed by eastern
European countries like Hungary.
Given the exposure of western
euro-zone, and especially German,
banks to Hungarian debt, it is a
fine judgment whether setting
now a definitive timetable for
replacing the forint with the
euro—even if this meant some
loosening of the Maastricht
criteria—wouldn’t be a sounder
strategy than bailing out these
institutions directly and hiding
behind the IMF. The idea that this
would set a poor precedent may
be irrelevant, given that further
enlargement of the EU, apart from
the Balkans, seems off the agenda
for the foreseeable future. But the
crucial point is that a reinforced
framework of euro-zone fiscal
discipline, through a single
government-funding mechanism,
would clearly offset any fears that
such a solution was a soft option.

This could mean that British
entry into the euro zone would be
easier nominally, as regard to the
initial fiscal criteria, if not
politically, as regard to the
commitment to continuing
supranational supervision. It
should mean that, five years from
now, Britain could be the only EU
nation not in the euro zone.

Would such a situation be
sustainable within the spirit, as
opposed to the letter, of the
Single Market? I doubt it.

Moreover, if the real sovereign
debt and currency crisis in
waiting is not Greece and the
euro, or Hungary and the forint,
or even Britain and sterling, but
the U.S. and the dollar, then a
greater reserve role for the
European single currency, which
the co-ordination of European
public-sector borrowing would
undoubtedly ensure, must greatly
ease the necessary moves from a
unipolar to a multipolar world
monetary system. Odysseus makes
it to Ithaca in the end.

—John Stevens is a former
investment banker and politician
who writes extensively on
European affairs, principally the
politics and economics of the euro.

ONLINE TODAY

Most read in Europe

1. Firms Face New Curbs on Pay

2. Opinion: For Global Finance,
Global Regulation

3. U.S. Helps Fliers Make a Mint

4. Gambler Who Blew $127 Million
5. Apple Plots Reboot of iTunes

Most emailed in Europe

1. Opinion: For Global Finance,
Global Regulation

2. Opinion: Amir Taheri: Iran’s
Democratic Moment

3. Dubai World Loses W Hotel
Auction

4. American Dream 2: Default,
Then Rent

5. Firms Face New Curbs on Pay

Reader comment

europe.wsj.com/community

“Reagan ends the
Cold War and gets
nothing. Obama does
nothing and gets a
Nobel Peace Prize?”

Reader David Reller on Barack Obama
receiving the Nobel Peace Prize in Oslo

Continuing coverage

T &

Get full coverage of the
holiday shopping season
and see our gift guide at
wsj.com/holidayshopping

Question of the day

Vote and discuss: How
would you grade Obama’s
Nobel Peace Prize
acceptance speech?

Vote online at wsj.com/dailyquestion

Yesterday's results

Q: Is a one-time tax on
U.K. bankers’ bonuses the
right move?

Yes
No

Not sure
| 2.2%

30.5%

What’s

News

B Goldman Sachs Group’s
top 30 executives won’t re-
ceive cash bonuses for 2009
as the Wall Street firm ap-
peared to bow to public pres-
sure about compensation
packages. 1

M Oracle is fighting EU ob-
jections to its bid for Sun. It
says the European Commis-
sion gave a “distorted” view
of the database market. 1

M British Airways is keeping
full ownership of its Open-
Skies subsidiary, as the in-
dustry continues to show in-
terest in value-oriented
airlines amid the economic
downturn. 17

M Merkel indicated healthier
euro-zone countries aren’t
ready to abandon Greece and
other heavily indebted mem-
bers of the currency bloc. 4

H George Soros proposed
that rich nations tap into IMF
special-currency reserves to
finance efforts by poor coun-
tries to combat climate
change. 6

Inside
i)

0 L
A guide to confirming
safety of international
airlines. 27

Summer tournament
holds fate of UK.
basketball dreams. 28

THE WALL STREET JOURNAL EUROPE
(ISSN 0921-99)
Stapleton House, 29 - 33 Scrutton Street,
London, EC2A 4HU

SUBSCRIPTIONS, inquiries and address changes to:
Telephone: +44 (0) 207 309 7799. Calling time from
8am. to 5 pm. GMT. E-mail: subs.wsje@dowjones.com.
Website: www.services wsje.com

ADVERTISING SALES worldwide through Dow Jones
International. Frankfurt: 49 69 9714280; London: 44 207
842 9600; Paris: 331 40 17 17 OL.

Printed in Belgium by Concentra Media NV. Printed in
Germany by Dogan Media Group / Harriyet AS. Branch
Germany. Printed in Switzerland by Zehnder Print AG Wil.
Printed in the United Kingdom by Newsfax International
Ltd, London. Printed in Italy by Telestampa Centro Italia
srl. Printed in Spain by Bermont S.A. Printed in Ireland
by Midland Web Printing Ltd. Printed in Israel by The
Jerusalem Post Group. Printed in Turkey by GLOBUS
Diinya Baslnevi.

Registered as a newspaper at the Post Office.
Trademarks appearing herein are used under license from
Dow Jones & Co. ©2009 Dow Jones & Company. All
rights reserved. Editeur responsable: Patience Wheatcroft
M-17936-2003.

Registered address: Boulevard Brand Whitlock, 87, 1200
Brussels, Belgium




Friday - Sunday, December 11 - 13, 2009

THE WALL STREET JOURNAL. 3

NEWS

Obama accepts prize

U.S. President outlines the limits of nonviolence in Oslo speech

BY EL1ZABETH WILLIAMSON

OSLO—President Barack Obama
accepted the Nobel Peace Prize on
Thursday, defending his ability to
seek peace while fighting two wars
abroad.

“We must begin by acknowledg-
ing the hard truth that we will not
eradicate violent conflict in our life-
times. There will be times when na-
tions—acting individually or in con-
cert—will find the use of force not
only necessary but morally justi-
fied,” he said.

While espousing the moral stan-
dard of nonviolence as practiced by
1964 Nobel laureate Martin Luther
King, Jr., Mr. Obama described its
limits.

“As a head of state sworn to pro-
tect and defend my nation, I cannot
be guided by their examples alone,”
he said, speaking in the cavernous
marble Oslo City Hall.

“I face the world as it is, and can-
not stand idle in the face of threats to
the American people. For make no
mistake: Evil does exist in the world.
A nonviolent movement could not
have halted Hitler’s armies. Negotia-
tions cannot convince al Qaeda’slead-
ers to lay down their arms. To say
that force is sometimes necessary is
not a call to cynicism—it is arecogni-
tion of history; the imperfections of
man and the limits of reason.”

Underscoring the difficulty in-
herent in accepting the world’s high-

est honor for peacemaking while at
war, Mr. Obama told reporters
Thursday before accepting the prize
that U.S. withdrawal of troops from
Afghanistan beginning in July 2011
wouldn’t be steep, but gradual. He
stressed that the U.S. would main-
tain a presence in Afghanistan,
likely for years to come.

The pace, scope and tactics of a
withdrawal, he said, “are all going to
be conditions-based...it’s very impor-
tant to understand we’re not going to
see some sharp cliff,” meaning a rapid
reduction in forces, he said during a
news conference with Norwegian
Prime Minister Jens Stoltenberg.

The Afghan government “is still
going to need our support” so that
2011 “will signal a shift in our mis-
sion.”

In presenting the prize, Nobel
Committee Chair Thorbjorn Jagland
justified the selection of Mr. Obama,
saying that over its centurylong his-
tory the prize has gone to those who
have spent their lives struggling for
peace, as well as those who display
world leadership toward that goal.

“Who has done most for peace in
the past year? If the question is put
in Nobel’s terms...it had to be U.S.
President Barack Obama,” Mr. Jag-
land said. “Political leaders must be
able to think beyond the confines of
realpolitik.”

In awarding Mr. Obama the prize
in October, the committee praised his
expressed commitment to nuclear

Cool reaction to bonus tax

Continued from first page
Congress would levy fees on big fi-
nancial firms to pay for unwinding
collapsing institutions. And some
lawmakers continue to push the
idea of a tax on financial transac-
tions, anotion backed by France and
Germany, but not the UK.

Instead of imposing special
taxes, the administration has
curbed pay and bonuses for execu-
tives at the firms receiving the most
taxpayer funding, such as AIG and
Citigroup Inc. Further action is
likely to come from regulators, not
lawmakers, led by the Federal Re-
serve.

Despite the cool reception to the
bonus tax from the U.S. and Ger-
many, U.K. Treasury officials as-
sured U.K. banks that they are trying
to get other governments to adopt
similar measures to ensure a level
playing field when it comes to hir-
ing, a person close to the matter
said.

In the U.K., Treasury officials
slapped on the tax after banks found
creative ways to skirt initial bonus
restrictions. It is a 50% tax that
banks must pay on any portion of a
discretionary bonus above £25,000,
or around $40,000, through April 5,
2010. Bonuses that are guaranteed
by contract are exempt. Those are
usually a small portion of a bank’s
bonuses, compensation experts say.

The move comes as Britain’s La-
bour Party faces an election next
year and is aiming to tap into public
anger over what is seen as bankers’
culture of excessive pay.

The move affects this year’s com-
pensation structure at banks such
as Royal Bank of Scotland Group
PLC, which is 70%-owned by the U.K.
government after a multibillion-
pound bailout. The troubled bank

A bite from bonuses
Basics of the U.K.’s bonus tax

A 50% tax on individual
bonuses, paid by the banks.

First £25,000 of bonus will be
exempt.

Applies to noncash rewards
like shares.

Does not apply to bonuses
that are guaranteed by contract.

A one-off tax, ending April 5.

Banks will be closely watched
for compliance by Treasury and
tax officials.

U.K. expects to raise £500
million with this tax.

was the first to implement signifi-
cant overhaul of its pay policies, cur-
tailing most cash bonuses and defer-
ring large portions of awards. But as
a bone to employees, the bank of-
fered loans against deferred
awards, according to people close to
the matter. This will now be subject
to tax under the new U.K. rule.

AnRBS spokesman said the same
option had been offered last year
and few employees took advantage
of it.

Other banks have figured a way
around the issue by raising salaries.
Barclays PLC is planning to raise its
base salaries for managing direc-
tors and others in order to make up
for lower bonuses, in some cases
doubling them, people familiar with
the matter said. U.S. banks such as
Morgan Stanley and Citigroup have
also raised some base salaries this
year.

—David Crawford in Berlin con-

tributed to this article.

disarmament. The committee recog-
nized what it said was Mr. Obama’s
advocacy for “a global response to
global challenges,” and efforts to en-
hance communication with other na-
tions and the Muslim world.

Political observers on both the
right and left say the award this year
was in part meant as a repudiation
by the left-leaning Nobel committee
of the unilateral approach some-
times favored by the George W. Bush
administration.

Mr. Obama saluted the Iran dem-
onstrators in his speech.

“We will bear witness to the
quiet dignity of reformers like Aung
Sang Suu Kyi; to the bravery of Zim-
babweans who cast their ballots in
the face of beatings; to the hundreds
of thousands who have marched si-
lently through the streets of Iran. It
is telling that the leaders of these
governments fear the aspirations of
their own people more than the
power of any other nation. And it is
the responsibility of all free people
and free nations to make clear to
these movements that hope and his-
tory are on their side,” he said.

It is not unheard-of for a wartime
leader to be nominated: In 1953, the
American laureate George Marshall,
General of the Army during World
War II and architect of the post-
World War II Marshall Plan, was
jeered during the ceremony for his
role in guiding the war.

U.S. President and Nobel Peace Prize laureate Barack Obama speaks with his
wife, Michelle Obama, after delivering his Nobel lecture in Oslo on Thursday.
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While pledging support for Greece, German leader Angela Merkel, seen here with Swedish Prime Minister Fredrik Reinfeldt, faces a difficult budget of her own.

Merkel says EU backs Greece

German leader’s comments assuage some unease about how Athens will resolve its debt crisis

BY GEOFFREY T. SMITH

FRANKFURT—German Chancel-
lor Angela Merkel indicated Thurs-
day that healthier members of the
euro zone aren’t prepared to aban-
don Greece and other heavily in-
debted countries in the currency
bloc.

Ms. Merkel’s comments were the
first by a senior European figure in
recent days to focus on shared obli-
gations among members of Eu-
rope’s monetary union, after a
flurry of statements by European
politicians and ECB officials empha-
sizing Greece’s need to act.

“What happens in a member
country influences all the others,
particularly when you have a com-
mon currency,” Mrs. Merkel said.

The chancellor’s comments
countered a growing sense of un-
ease in the bond market that
Greece, which angered its partners
in the European Union with a mas-
sive upward revision to its budget

deficit only a few weeks ago, might
be left to default by an EU no longer
prepared to tolerate the country’s
chronic deficits. Similar concerns
had spread to other countries with
weak public finances, such as Ire-
land and Spain.

Earlier Thursday, the European
Central Bank warned that the over-
all direction of euro-zone public-
debt levels is unsustainable and dis-
avowed any responsibility for sup-
porting profligate member states.

“The high deficits of countries
such as Greece, Ireland and Spain
are areason for concern to us,” said
ECB governing council member
Ewald Nowotny. “It’s not the ECB’s
job to help defuse these situa-
tions.”

The comments were a reminder
of longstanding worries about Eu-
rope’s ability to service a large debt
burden amid a future that looks
likely to be characterized by low
growth and aging or declining popu-
lations.

Ratings firms Fitch and Standard
& Poor’s have downgraded Greek
debt. S&P cut its outlook for Spain’s
debt to negative.

But as EU heads of government
gathered for a summit meeting in
Brussels, Luxembourg’s Prime Min-
ister Jean-Claude Juncker, who
heads the group of euro-zone fi-
nance ministers, said he can “totally
exclude a state bankruptcy in
Greece.” Belgian Finance Minister
Didier Reynders said at the group’s
next monthly meeting, on Jan. 19, it
will have to consider how to help
Greece.

Bond markets across the region
recovered after their initial setback,
on signs of political support for
weaker member states.

By midafternoon, the yield
spread for Greece’s 10-year bonds
over similar German debt had nar-
rowed to 232 basis points, from
nearly 250 basis points at Wednes-
day’s close. A basis point is one-hun-
dredth of a percentage point.

Analyst concerns over the Greek
situation revolve to a degree around
the apparent unwillingness of the
population to accept the kind of aus-
terity that Ireland unveiled Wednes-
day, when it announced €4 billion
($6billion) of spending cuts, equiva-
lent to nearly 2.5% of GDP.

In Ireland, there appears to be
widespread acceptance that the
cuts are necessary.

Prime Minister Brian Cowen’s
Irish government “can’t get any
more unpopular, but they have until
[the next general election in] 2012
to turn things around,” said John
FitzGerald, an economist with the
Dublin-based Economic and Social
Research Institute. “A lot of senior
politicians have been through this
before and they know they can’t
duck it.”

—~Quentin Fottrell in Dublin,
Adam Cohen in Brussels,
Flemming Emil Hansen in Vienna
and Emese Bartha in Frankfurt
contributed to this article.

German budget
sees spending
rising by 11%

By ANDREA THOMAS

BERLIN—German Finance Minis-
ter Wolfgang Schauble is set to final-
ize the new government’s first bud-
get, which will be based on record
debt levels and a gloomy outlook for
public finances.

In a meeting with his counter-
parts from Germany’s 16 states, Mr.
Schiuble presented figures that put
his government’s net debt require-
ment at €86 billion ($126.6 billion)
for next year—more than twice the
€37.5 billion predicted for this year.
Government spending will rise 11%
to €325.5 billion from €294.5 bil-
lion, according to a document seen
by The Wall Street Journal.

The strained budget situation
has added to criticism over Chancel-
lor Angela Merkel’s planned tax cuts
for 2010 and 2011. The tax cuts also
come as the government expects
Germany’s budget deficit to widen
to 3% of gross domestic product this
year and to 6% in 2010, violating Eu-
ropean budget limits.

Some German states have threat-
ened to veto the €8.5 billion in tax
cuts planned for 2010 and the €19 bil-
lion from 2011, saying they can’t
deal with an additional fall in tax rev-
enue. The upper house of parlia-
ment will vote on the 2010 tax cuts
next week.

The government says the cuts
are necessary despite high deficits.
“Public finances are in a extremely
strained state due to the dramatic
weakening of overall economic ac-
tivity,” said a draft conclusion to the
meeting between the finance minis-
ters, which was seen by The Wall
Street Journal.

There is “no alternative” to stim-
ulating the economy and letting the
deficit rise without cutting spend-
ing, the document said. A forecast is-
sued Thursday by German research
institute RWI predicts Germany’s
economy will recover more strongly
in 2010 than previously expected be-
cause of growing overseas demand
for German goods and the govern-
ment’s fiscal-stimulus measures.
But it warned the fundamental situa-
tion remains “fragile.”

Oracle fights EU’s opposition to bid for Sun

Continued from first page
the deal, though they wrote letters
to the commission to support it.

Another database user, Deutsche
Borse Group, told two commission
staffers inlate November that it was
“concerned by the implication that
Deutsche Borse’s views on the trans-
action, generally, are negative.” Ac-
cording to Deutsche Borse’s min-
utes of the conversation, cited in the
Oracle filing, it said “we do not see a
negative impact of the Sun/Oracle
transaction” so long as Oracle keeps
developing MySQL. (Deutsche
Borse didn’t respond to a request
for comment.)

The Oracle filing also cites sev-
eral other customers who told the
EU in market surveys they don’t be-
lieve the deal is a problem, or that
they would have other choices if Ora-
cle manages to kill MySQL. A “great
majority of customers do not in fact
oppose” the deal, Oracle says. It
brought eight to Thursday’s hearing
to back its view, and it says more
than 200 are writing letters.

Of course, the Oracle filing isn’t a
dispassionate assessment of the
data in the EU’s analysis. It doesn’t
present complete, aggregate figures
of survey responses, nor does it
make the underlying surveys avail-
able. Oracle’s quotations of the sur-
vey responses couldn’t be verified.

The commission’s antitrust
spokesman, Jonathan Todd, didn’t
address Oracle’s claims but said,
“The whole point of the commis-
sion’s investigative process is to al-
low parties ample opportunity to ex-
plain their positions.”

In reviewing transactions, the
commission sends out question-
naires and solicits inputs from as-
sorted competitors in the market.
From those responses, and other
data, it determines whether a deal
threatens competition.

In September, the commission
said it was worried that Oracle’s bid
could squelch MySQL; last month, it
filed a so-called statement of objec-
tions, which isn’t made public, that
laid out its arguments.

The EU has until late January to
make a final decision. Blocking a
deal is rare; more commonly, the
two sides negotiate concessions
that lead to a green light. But there
haven’t been fruitful talks on a possi-
ble remedy.

Thomas Vinje, a lawyer for Ora-
cle at Clifford Chance LLP, said he
was “extremely happy” with the
progress of Thursday’s hearing ses-
sion.

The hearing is to continue Friday
with presentations from Microsoft
Corp. and SAP AG, both of whom op-
pose the deal, and Michael “Monty”
Widenius, one of MySQL’s founders.
Mr. Widenius has warned that Ora-
cle would starve MySQL of the re-
sources needed to develop the prod-
uct as a competitor to Oracle’s own
database.

MySQL began life as an open-
source database in the 1990s, devel-
oped by a Swedish company. Sun
bought it last year for $1Dbillion. The
database was initially geared to
lower-end uses such as supporting

Web sites, though its abilities have
expanded. Facebook, for instance,
stores users’ pagesin a MySQL data-
base. Oracle’s namesake database is
heavy-duty software intended for
applications such as processing pay-
roll or bank transactions.

Akey piece of the antitrust equa-
tion is whether MySQL, which can
be downloaded free of charge , has
become—or will become—robust
enough to compete against Oracle.

In one of its few public state-
ments about the deal, the commis-
sion said it determined that Oracle
and MySQL “compete directly in
many sectors of the database mar-
ket.”

But the Oracle filing quotes sev-
eral customers who said practically
the opposite in response to the EU’s
market survey. Vodafone Group
PLC said it “does not consider that
Oracle’s database offerings consti-
tute direct substitutes to Sun’s offer-
ings.” McAfee Inc. also said the two
don’t “constitute direct substi-
tutes.” As did General Electric Co.,

which added that while “both par-
ties’ offerings may on the face of it
share some functionality, they are
qualitatively different.” Said
Fujitsu Services Ltd.: “They operate
in different markets.”

Representatives for those cus-
tomers either declined to comment
or didn’t immediately respond to re-
quests for comment.

Another question is whether, if Or-
acle kills off MySQL, other products
could move in as substitutes and thus
alleviate anticompetitive effects.

In its statement of objections,
the commission says two possible
MySQL alternatives, Ingres and
PostgreSQL “are not currently seen
as able to fully replace the competi-
tive constraints posed by MySQL.”
But the Oracle filing cites five cus-
tomers from the EU’s survey who
say PostgreSQL is acceptable. “We
would most likely have chosen Post-
greSQL if MySQL was not available,”
said one, Nasdagq OMX Group Inc.

—Peppi Kiviniemi contributed
to this article.
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» 12 reasons to celebrate
World AIDS Day.

Today, thousands of HIV-positive mothers will give birth to HIV-negative babies.

It's all thanks to simple outreach and a short course of antiretrovirals.

We run programs like these for our employees and families in Angola, Nigeria,
Indonesia, and other places we work and live.

We're also working with nonprofits like the Global Fund to develop innovative,
on-the-ground ways to stop the spread of AIDS.

The most important work is done by the unfunded, unsponsored, and unrecognized
millions who help their friends and families through impossibly hard times.

They're showing the world that everyone can make a difference.

And today we have the living, breathing, newborn proof.
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Financier George Soros, shown giving a TV interview in Copenhagen Thursday, proposed a solution in a key emissions debate.

Soros’s climate plan

Financier proposes use of IMF currency to pay for emissions reduction

BY ALESSANDRO TORELLO

COPENHAGEN—TFinancier George
Soros proposed that rich nations tap
into special currency reserves issued
by the International Monetary Fund
to finance efforts by poor countries to
combat climate change.

Making the proposal, Mr. Soros,
who has said he will invest up to $1
billion in low-carbon energy technol-
ogy, waded into the key dispute be-
tween developed and developing na-
tions at the United Nations climate
summit here.

Mr. Soros suggested that rich na-
tions finance climate subsidies for
developing nations by tapping into
some of the $283 billion in special
drawing rights that the IMF issued
to respond to the global financial cri-
sis earlier this year. More than $150
billion of those rights went to the 15
biggest developed economies, he
said. Special drawing rights, or
SDRs, are a form of composite cur-
rency issued by the IMF to its mem-
bers.

Developing countries expressed
support for the idea, while Euro-
pean Union negotiators responded
with skepticism and the IMF de-
clined to comment.

Mr. Soros is one of a cadre of busi-
ness and political figures in Copen-
hagen hoping to sway the bargaining
among 190 nations over what should
be done to cut the emissions linked to
a trend of rising temperatures, and

who should pay the price. The confer-
enceis scheduled to end Dec.18 with a
gathering of world leaders.

The U.N.’s chief climate negotia-
tor said “some progress” is being
made toward deals that leaders can
consider next week. “There is real se-
riousness now to negotiate, good
progress is being made in a number
of areas, especially in the area of tech-
nology,” said Yvo de Boer, the execu-
tive secretary of the U.N. Framework
Convention on Climate Change.

Countries agreed that a new exec-
utive body should be set up and
would be responsible “for accelerat-
ing action on technology develop-
ment and transfer.”

The transfer of technology to de-
veloping countries to help them
limit their greenhouse-gas emis-
sions is a delicate matter in the talks
because of issues such as intellectual-
property rights and patents. Technol-
ogy transfer could be a profit oppor-
tunity for investors and companies
with solar panels, wind turbines, car-
bon scrubbers and other technology.

Mr. Soros said in October he
would invest up to $1billion in clean-
energy technology, and announced
the formation of a policy initiative
to address global warming, which
he would fund with $10 million a
year over 10 years.

Without action to put limits on
consumption of fossil fuels, however,
some clean-energy bets may not pay
out, because fuels such as coal and oil

are cheap, abundant, and don’t re-
quire expensive new technology.

Poor countries are calling on the
U.S. and the European Union to sub-
sidize investments in clean-energy
technology.

“Rich countries could double
available funding to combat climate
change by donating recently issued
special drawing rights to a new
green fund,” Mr. Soros said. “This
fund would jump-start investment
inlow-carbon energy sources, refor-
estation efforts, rainforest protec-
tion, land-use reform, and adapta-
tion programs.”

Developing countries, backed by
some nongovernmental organiza-
tions, embraced Mr. Soros’s idea. “As
we are sitting now, the IMF is sitting
with more than $200 billion of SDRs
that are not being used,” said Lu-
mumba Stanislaus Di-Aping, Sudan’s
ambassador to the U.N. and chairman
of the Group of 77 developing nations,
in a news conference Thursday. Issu-
ing that money wouldn’t create infla-
tion, just “effective demand,” he said.

EU representatives were cautious.
“We have to be very careful in the way
we use the special drawing rights. It is
an instrument which can be used in
very specific situations,” said Artur
Runge-Metzger, a lead EU negotiator.
“There is no way we can just print
money in order to make sure there is
sufficient finance on the table.”

—Devon Maylie in London
contributed to this article.

Bank of England stands pat on rates

BY NATASHA BRERETON
AND MARTIN GELNAR

LONDON—The Bank of England
held rates steady at 0.5% Thursday
and maintained its current level of
bond purchases, awaiting confirma-
tion that the British economy is fi-
nally emerging from recession.

Also Thursday, Iceland’s central
bank trimmed its key interest rate to
10% from 11%. Switzerland’s central
bankleft its rate unchanged at 0.25%
but took its first tentative step to-
ward tightening monetary policy.

The Bank of England’s monetary
policy committee, as expected by
many economists, held the key inter-
est rate at 0.5% for a tenth consecu-
tive month. The committee also met
expectations by keeping the £200
billion ($325.14 billion) target for its
policy of buying bonds with freshly
created central bank money.

The focus now turns to February,
when the Bank of England will up-
date its forecasts for growth and in-
flation. The monetary policy com-
mittee could still act before then.

In announcing the decision, the

bank said only that its planned bond
purchases are likely to take another
two months to complete and that it
would keep the amount of stimulus
under review.

The Swiss National Bank
adopted a more upbeat view on eco-
nomic growth, saying it would
phase out purchases of bonds issued
by private-sector borrowers—one
of several liquidity-boosting mea-
sures it started this year. It expected
the Swiss economy to grow 0.5% to
1% next year, following a contrac-
tion of 1.5% this year.

EUROPE NEWS

Accounting gets harder
as politics color the rules

BY STEPHEN FIDLER

When it comes
to broad principles
about how to
extract the world
from an economic
crisis, the Group of
20 leading economies has come a
long way in just over a year.

Now comes the hard part:
putting the principles into
practice. Talking about this at The
Wall Street Journal’s Future of
Finance conference this week,
Shriti Vadera, the former British
official now advising South Korea,
the new G-20 chair, hardly seemed
brimming with confidence.

“It is fair to say that, right
now, the G-20 process is like
herding cats, because the issue of
sovereignty ... is not something
that people give up very easily,”
she said.

Principles aplenty emerged in
Pittsburgh in September, as the
G-20 leaders delved deep into the
financial weeds in ways that
would have seemed improbable a
few years ago. Among other
things, they called on
international accounting bodies
“to redouble their efforts to
achieve a single set of high
quality, global accounting
standards ... and complete their
convergence project by June
2011.” The trouble with that
statement, says Nicolas Véron of
the Brussels-based think tank
Bruegel, is “nobody in the
accountancy profession believes
that this is realistic.”

The result, he predicts, will be
that the deadline is missed or that
poor quality standards will be put
into place or that big differences
in standards will remain from one
country to another. Most likely, he
says, all three.

Deadlines on the road to 2011
already are being missed—even
within Europe. In the wake of the
financial crisis, the European
Commission led efforts to
accelerate implementation of a key
international accounting standard
on the valuation of financial
instruments, called IFRS 9.

It was supposed to happen at
the end of this year. But in a letter
last month to the International
Accounting Standards Board,
Ireland’s Charlie McCreevy, the
commissioner for internal
markets, said that the standard
wouldn’t be implemented as
planned after all. Instead, the
commission would await the
IASB’s proposed rules on related
issues: the valuation of financial
liabilities (IFRS 9 deals with
assets) and hedge accounting,
which covers the effectiveness of
financial hedges.

Mr. McCreevy said the delay
was fine because it “reflects the
changed market outlook and
market improvements.” This was
widely regarded as a rather lame
excuse, not least because the
commission itself has no greater
insight into the path of financial
markets in 2010 than the rest of
us. The decision on
implementation thus is pushed to
Mr. McCreevy’s successor, Michel
Barnier of France.

But why did it happen? In
simplified form, IFRS 9 divided

financial instruments into two
buckets: in one you could put bank
loans and other assets that you
could value using more or less
traditional “amortized cost”
methodology. The rest would be
assessed according to “fair value”
and marked to market.

Among some accountants,
particularly in the U.S. where fair
value holds sway, this was seen as
already leaning heavily to
continental Europe’s views. But
not enough to satisfy many
continental Europeans, who are
worried that the need to mark to
market intensified the financial
crisis. It is a theme to which
Christine Lagarde, the French
finance minister, has frequently
returned.

There is, however, more to it
than that. In some countries
—Germany, in particular—there
are widespread concerns that IFRS
9 and its fair-value provisions
would make the balance sheets of
many banks, particularly the
financially precarious state-owned
Landesbanks, look worse even
than they do now.

The big French banks don’t
seem to like IFRS 9, either. But
there is a larger political agenda
in Paris, which may be seen,
depending on your point of view,
as typical national politicking or
important political principle.
France has never enjoyed the
domination of the accountancy
profession by the big
Anglo-American firms, and the
IASB, as currently fashioned,
seems to Paris only to further
entrench this.

But there is a wider point, says
Mr. Véron. He argues that the
IASB has a “legitimacy deficit” in
the way it is governed. Here are
people from the private sector,
with only modest government
oversight, making decisions that
have huge economic consequences
for people across Europe and
beyond. The IASB does have an
oversight board, but the EU has
withheld its approval of a recent
effort to overhaul it.

Some of the issue stems from a
division in opinion over what
accountants are for: an
Anglo-American view that sees
them as a tool for investors to
take a snapshot of a company’s
performance, and a view in
continental Europe that sees them
as the proper target for
government policy and political
intervention.

However this tension is
resolved, it shows how the
financial crisis has elevated
accountants, who until now have
largely considered themselves as
technicians, into a role with high
political sensitivity. And it is
another example, for some, of how
the crisis has exposed deficiencies
in global financial governance.

Yet, one repeated theme of the
Future of Finance conference was
how a “level playing field” of
capital, liquidity, compensation
and accounting rules will be
necessary to preserve a global
financial system and to prevent it
from atomizing into its national
components. While the G-20’s
agreement on broad principles
may have provided grounds for
optimism here, the EU’s
discussions about one detail
provide ample ammunition for
pessimists.
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Mobster rattles Berlusconi’s camp

Political allies fear impact of convicted killer’s scheduled testimony at appeals trial of premier’s former employee

By STACY MEICHTRY
AND MARGHERITA STANCATI

A top mobster serving multiple
life sentences for ordering a series
of deadly bombings is expected to
testify Friday in a trial that has
stirred up anxiety among the politi-
cal allies of Italian Prime Minister
Silvio Berlusconi.

Giuseppe Graviano is due to be
called to the stand in the appeals
trial of a former employee of one of
Mr. Berlusconi’s companies who is
challenging a nine-year prison sen-
tence for colluding with the Mafia.

Prosecutors in Palermo, where
the trial is taking place, are ex-
pected to ask Mr. Graviano whether
he can corroborate and elaborate on
comments made last week by a
former Mafia hitman, Gasparre
Spatuzza, people familiar with the
trial say. Mr. Spatuzza testified to
prosecutors that Mr. Graviano told
him that that Mr. Berlusconi “practi-
cally put the country in our hands”
before he was elected to his first
term as prime minister in the spring
of 1994.

Gianfranco Fini, a co-founder of
Mr. Berlusconi’s People of Freedom
Party and Speaker of Italy’s Lower
House of Parliament, on Nov. 6 de-
scribed the trial as an “atomic
bomb” that could rip apart Mr. Ber-
lusconi’s coalition government. Mr.
Fini’s spokesman confirmed his com-
ment, which was heard over an open
microphone at a ceremony com-
memorating a prosecutor killed by
the Mafia.

Umberto Bossi, the leader of the
Northern League, an influential
party in Mr. Berlusconi’s coalition,
told reporters on Thursday that he
was “certainly” worried Mr. Gravi-
ano’s court appearance could tar-
nish the government’s image.

Mr. Berlusconi isn’t involved in
the appeals trial, nor is he under in-
vestigation for any crime related to
the Mafia. It is possible, Mafia ex-
perts say, that Mr. Graviano might
not answer any of the prosecutors’
questions, since the Mafia’s code of

Gasparre Spatuzza, center, testified that Giuseppe Graviano told him Silvio Berlusconi ‘practically put the country in our hands.’

conduct forbids members from dis-
cussing business with outsiders. Mr.
Graviano’s failure to answer ques-
tions would weaken the impact of
the Mr. Spatuzza’s testimony.

That two of the premier’s closest
allies are voicing pre-emptive con-
cern underscores the quandary Mr.
Berlusconi’s government faces.

Italy’s billionaire premier is pop-
ular with Italian voters, and his gov-
erning coalition of center-right po-
litical parties has a comfortable ma-
jority in Parliament.

Still, six months of heightened
scrutiny of Mr. Berlusconi’s busi-
ness and personal life—including
the resumption of two criminal tri-
als, one for tax fraud, the other cor-
ruption, and the premier’s high-pro-
file divorce—have bred internal
strife among coalition members,
who fear their own political futures
could be at risk. Mr. Berlusconi has
maintained his innocence at both tri-
als.

The government has also been
distracted from urgent political mat-
ters, such as reining in Italy’s mas-
sive public debt and kick-starting
theItalian economy, which is emerg-
ing from one of its deepest reces-
sions in decades. Last week, tens of
thousands of people gathered in
Rome to protest against Mr. Berlus-
coni. Newspapers have brimmed
with coverage of the Palermo ap-
peals trial.

“These testimonies risk casting a
really sinister and dangerous
shadow on the image of the Berlus-
coni government, especially on the
international stage,” said Alessan-
dro Campi, director of the conserva-
tive think tank Fare Futuro.

Mr. Berlusconi’s lawyer, Piero
Longo, scoffed at the coming Gravi-
ano trial appearance. If the mobster
were to testify and implicate Mr. Ber-
lusconi in the trial in any way, “no
one would believe it,” said Mr.
Longo, who is also a member of Ita-

ly’s Senate. Mr. Longo added that
the premier would never resign.

Mr. Graviano’s forthcoming testi-
mony is part of the Italian judicia-
ry’s long-running struggle to ex-
tract information from top mob-
sters who have been locked up for
life. Top mafiosi are reservoirs of
sensitive information, and prosecu-
tors have in the past agreed to
lighten prison sentences or transfer
mobsters into witness-protection
programs in exchange for their testi-
mony in court.

Mr. Spatuzza, the hitman who ap-
peared in court last week, has been
temporarily placed in witness pro-
tection in exchange for his coopera-
tion with prosecutors. As part of
this new status, Mr. Spatuzza, who
had been serving multiple life
terms, appeared last week in the ap-
peals trial of Marcello Dell’Utri, an
Italian senator and former em-
ployee of Mr. Berlusconi’s media em-
pire whois appealing a 2004 convic-
tion for colluding with the Mafia.
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During last week’s testimony,
Mr. Spatuzza appeared while wear-
ing a hunting cap and a face-conceal-
ing bandana. He recounted a conver-
sation he had with Mr. Graviano at a
café on Rome’s chic Via Veneto. Dur-
ing that meeting, Mr. Graviano told
Mr. Spatuzza that the crime syndi-
cate had received the blessing of
Messrs. Berlusconi and Dell’Utri, ac-
cording to Mr. Spatuzza’s testi-
mony. Mr. Graviano didn’t elabo-
rate, Mr. Spatuzza testified.

Lawyers for Messrs. Berlusconi
and Dell’Utri deny the two politi-
cians had any contact with any mem-
bers of the Mafia. Mr. Dell’Utri has
criticized the trial for glorifying a
group of men who have been con-
victed of committing heinous
crimes.

“Spatuzza gets sanctified for his
testimony while I get treated like a
vicious butcher,” Mr. Dell’Utri said
on late-night television talk show
earlier this week.

Lawyers for Mr. Berlusconi have
challenged the credibility of Mr.
Spatuzza’s testimony, noting that
his statements were based on hear-
say, not a direct encounter. The law-
yers have also questioned whether
someone with Mr. Spatuzza’s crimi-
nal record—the hitman has testified
to murdering “40 or so” people, in-
cluding a priest—made a credible
witness.

Mr. Graviano, who is known
within his crime family as “Mother
Nature,” isn’t under witness protec-
tion. Since his arrest in 1994 on
charges of ordering a series of bomb-
ings in response to a crackdown on
the Mafia, the mob boss has re-
mained in quasi-solitary confine-
ment under a special prison regime
designed to prevent convicted mob-
sters, terrorists and other threats to
national security from sending mes-
sages to people on the outside.

Mr. Graviano is expected to tes-
tify via video conference with his
face concealed for security reasons.
His brother, Filippo, is also due to
testify Friday via video conference.
Filippo, who is also serving multiple
life sentences for murder, is sec-
ond-in-command to his brother.

Marijuana is now a personal

DISPATCHES FROM CENTRAL
AND EASTERN EUROPE

The interim Czech government,
led by chief statistician-turned-
Prime Minister Jan Fischer, early
this week took a step towards
making casual marijuana smoking
a less worrisome affair.

Mr. Fischer’s cabinet defined
on Monday what constitutes
“small amounts” of cannabis for
personal use, clarifying the
country’s new penal code that
from next year decriminalizes
cultivation and possession of the
plant by individuals, according to
Czech news agency CTK.

As of Jan. 1 ordinary Czechs
can grow up to five marijuana
plants or have several marijuana
cigarettes in their pockets without
fear of criminal prosecution.
Previously what constituted a

small amount wasn’t specified.

The government’s approval of a
table specifying what amounts of
drugs are permissible is a vital
part of the country’s new penal
code that was last year approved
by both houses of parliament and
in January of this year was signed
into law by President Vaclav Klaus.
Without the just-approved table of
amounts that will be used by
Czech police, the January
decriminalization of the drug
would be difficult to judge by
courts and investigators.

The plant still remains illegal,
however, though from the new
year possession of five or less
plants is merely a misdemeanour,
and fines for possession will be on
par with penalties for parking
violations.

There is also an interesting
lifestyle footnote: Czechs are
Europe’s biggest drinkers of
hops-infused beer and are also the
continent’s leaders in smoking

pot. Czechs consume 320 pints of
the golden brew per person
annually. Also 22% of Czechs
between the age of 16 and 34
smoke cannabis at least once a
year, according to a recent report
by the European Monitoring
Centre for Drugs and Drug
Addiction.

Czech decriminalization of
small amounts of cannabis
possession does not, however
provide greater clarity to the
country’s policy on medical
marijuana. “Konopi Je Lek,” a
Czech non-profit organization
promoting medical marijuana
recently co-founded the country’s
first marijuana dispensary in
Prague despite there being no
medical marijuana laws on the
country’s books. The grand
opening of the dispensary on Sept.
28 was attended by Prague’s
Mayor Dr. Pavel Bem, who is also a
physician and proponent of
sensible use of the herb. Since

matter for Czechs

then, however, Prague police have
raided it, hauling away the
cannabis meant for patients, and
the dispensary is now looking for
growers to help restock its supply.
—Sean Carney

What should a democratic state
do with an ex-dictator who a
document reveals 20 years after
the collapse of his regime to have
committed treason?

Defenders of former Polish
dictator Wojciech Jaruzelski have
often portrayed him as a tragic
figure who introduced martial law
in 1981 that led to imprisonments
and deaths to prevent a greater
evil: a Soviet military intervention.
But an archived document that
was released by a state-financed
historical institute on Tuesday
shows that Mr. Jaruzelski had a
long conversation with a Soviet
military leader just days before
introducing martial law, in which
he begged for that very

intervention if the situation gets
out of hand.

“Strikes are the best option for
us,” he tells Viktor Kulikov, the
Soviet marshal and the Warsaw
Pact’s commander-in-chief at the
time. “Workers will stay in place.
It will be worse when they leave
their workplaces and start
devastating the party committees
[of the communist party],
organize street demonstrations
etc. If this spreads to the entire
country, you will have to help us.
We can’t handle this alone.”

Mr. Jaruzelski’s archrival in the
communist era, Solidarity leader
Lech Walesa — who has previously
described the ex-dictator as a
complicated figure who shouldn’t
necessarily be faulted for his
actions—said shortly after the
document was published that the
communist general and
apparatchik should be tried for
treason.

—Marcin Sobczyk
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A tricky Afeghan vote

U.S. seeks to delay an election that could undercut counterinsurgency

BY YAROSLAV TROFIMOV

KABUL—Afghanistan’s Western
backers increasingly favor postpon-
ing the nation’s parliamentary elec-
tion, scheduled for May, fearing that
another traumatic—and potentially
fraud-marred—campaign will un-
dermine the coalition’s counterin-
surgency strategy and create a new
round of political turmoil.

The decision on when to hold the
parliamentary poll rests with Presi-
dent Hamid Karzai’s administration
and the Independent Election Com-
mission he has appointed. However,
the U.S. and its allies have a crucial
say: holding the vote will be virtually
impossible without international
funding and the security assistance
provided by U.S.-led coalition forces.

Afghanistan’s presidential elec-
tion in August ended up undermining
Western efforts to stabilize the coun-
try: Almost a million votes cast for
Mr. Karzai were thrown out as fraudu-
lent, and his challenger, Abdullah Ab-
dullah, refused to participate in the
runoff, accusing election officials of
bias in favor of the incumbent. The
Taliban described that election’s out-
come as a victory for the insurgents,
due to the controversial process and
low turnout. Parliamentary elections,
with hundreds of candidates, are
likely to be even more contentious.

“The question now is—should

Sipa Press

Gen. David Petraeus has said Afghan
violence will rise in the months ahead.

we go first for reforms, or carry on
with another election that will prob-
ably turn out to be even more prob-
lematic than the presidential one?”
a senior Western diplomat said.
“And can we afford to divert troops
to provide security for the election
instead of conducting operations?”

Mr. Karzai, in his inauguration
speech last month, said Afghanistan
will hold both the parliamentary
vote and the elections for district
councils next year, “in order to
strengthen the supervision of gov-
ernment decisions as an everlasting
principle in the country.” To con-
duct parliamentary elections by

May, as required by Afghanistan’s
constitution, the electoral process
must kick off in about two weeks.

The discussions among the U.S.,
European nations and other part-
ners about postponing the Afghan
vote are still in a preliminary stage,
with the broad consensus emerging
that the May date is unrealistic, dip-
lomats say.

The minimum delay, if it occurs, is
likely to be until August 2010. Many
Western diplomats, however, favor
pushing the parliamentary vote until
mid-2011, when a military surge re-
cently ordered by U.S. President
Barack Obama is expected to produce
a more secure environment in areas
of southern and eastern Afghanistan
where the Taliban managed to dis-
rupt the voting last August.

This, however, would present a
constitutional problem as the coun-
try will remain without a valid legis-
lature for more than a year. Coun-
tries such as Russia, India and Tur-
key have privately indicated that
they oppose such a long delay, a
Western diplomat involved in the ne-
gotiations said. How to proceed
with the election is likely to become
akey issue at the international con-
ference on Afghanistan scheduled
for January in London. A U.S. Em-
bassy spokesman in Kabul, John
Groch, said that “the entire nature
and timing of the election is an Af-
ghan matter.”
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Door to diplomacy on Iran
won’t stay open for long

By GERALD F. SEIB

Gen. James
Jones has the
ramrod-straight
demeanor and
no-frills speaking

: style befitting
someone who once was the
commandant of the Marine Corps.
And so it is with matter-of-fact
precision that President Barack
Obama’s national security adviser
describes where things stand in
the U.S. quest to walk back Iran’s
nuclear program.

“Iran still controls its destiny
on this issue,” he says in an
interview in his West Wing office.
The door to diplomatic discussion
with the Iranians remains ajar,
“but it’s not going to stay open
much longer.”

If Iran doesn’t show it’s
serious about addressing
international concerns that it is
pursuing nuclear weapons, the
action will shift in January to
imposing sanctions at the United
Nations Security Council. The
effort to pass a sanctions
resolution will take perhaps a
month. And steps to penalize Iran
may not stop there.

That, then, is the road just
ahead on the U.S. foreign-policy
problem most likely to dominate
2010. Washington is obsessed
right now with Afghanistan and
the tortured process of deciding
on a new dose of troops for that
troubled land. But Iran is moving
to the front burner, and soon.

The Obama administration has,
of course, tried the diplomatic
track with Iran that the president
championed in last year’s
presidential campaign, by
attending a high-profile October
meeting in Geneva. That produced
high drama, followed by great
promise, followed by frustration.

The drama came when, just
before the Geneva meeting, Mr.
Obama and his British and French
counterparts announced that Iran
was building a secret
uranium-enrichment facility,
undisclosed to U.N. watchdogs.
The promise came when, at the
meeting, Iran promised to open
that facility to inspectors and
seemed to agree to ship more
than half its low-enriched
uranium abroad to be refined into
fuel for a research reactor—a
step that would have removed a
big chunk of Iran’s potential
bomb-making material.

The frustration has come in the
weeks since, as Tehran has backed
away from that nuclear swap. It
hasn’t exactly said yes or no, and
tried to offer alternatives. So the
International Atomic Energy
Agency’s board of
governors—made up of 35
countries from around the
world—has formally censured Iran,
which responded by declaring,
with more bombast than realism,
that it would build 10 more
uranium-enrichment plants.

Meanwhile, Iran’s own internal
woes intensified this week, when
students and dissidents again
poured into Tehran’s streets to
protest the dubious summer
election that gave President

Mahmoud Ahmadinejad a second
term. Iran’s rulers appear both
distracted and imperiled, and
maybe not in a great position to
make tough international
decisions.

So now there is just uncertainty.
Gen. Jones says the diplomatic
track hasn’t yet reached a dead
end, nor the turn toward punitive
measures made. The administration
always intended that the door to
diplomacy would “stay open as
long as we could leave it open,” he
says. In reality, he adds, that means
“the end of this calendar year,
which is rapidly approaching.”

Then the game shifts to
sanctions. The point of
diplomacy and sanctions is the
same, Gen. Jones says: “The goal
very simply is to give Iran a
chance, without sanctions or
with sanctions, to give a clear
statement of policy with regard
to their future ambitions
concerning the development of
nuclear weapons and the delivery
means to go with them. As long
as there’s an open question on
both of those issues, then Iran is
just asking the world to trust
them. And Iran hasn’t reached
that status in the world where
people will just trust them.”

More bluntly, he says: “Our
goal is to get 1,200 kilograms of
low-enriched uranium out of Iran.”
Perhaps, he acknowledges, Iran
hasn’t agreed to consummate the
Geneva deal because, in the
tradition of the Middle Eastern
bazaar, it’s simply bargaining until
the last minute to get the best
deal it can. Hence, Tehran
suggested at one point that the
world simply bring in the fuel rods
before it lets go of any of its
uranium.

So maybe an Iranian turn to
the positive is still coming. “If Iran
pivots and does the right thing,
whether it’s Dec. 30 or Jan. 20,
that’s what everybody wants,” the
general says.

But in any case, the American
focus will be on sanctions next
month, and Gen. Jones seems
confident Russia and China are
moving Washington’s way on the
subject.

Turkey, though, is a potential
problem. Ankara is a traditional
bridge between Iran and the West,
and happens to hold a rotating
seat right now on the U.N.
Security Council. Turkish Prime
Minister Recep Tayyip Erdogan
visited Washington this week, and
Mr. Obama asked him to “use his
good offices to convey the
seriousness of the situation to
Iran,” Gen. Jones says. Yet Mr.
Erdogan made clear that he
disapproved of sanctions.

Gen. Jones says merely that
there’s “hope” Turkey will come
along. Meanwhile, Israel, source of
many a veiled threat of military
action against Iran, is being
“thoughtful” and working on
sanctions planning.

A Security Council agreement
on sanctions might be followed by
tougher sanctions agreed upon by
the U.S. and its allies outside U.N.
channels. Gen. Jones can only
guess at the Iranians’ attitude, but
surmises: “They think they can
withstand anything the U.N. or the
coalition of like-minded nations
can put together. They might be
right. They might be wrong.”
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Economists urge more action on jobs

U.S. government needs to do more to help business expand employment in a dim labor market, analysts say in a survey

By PHIL IZZo

The U.S. government should do
more to help businesses create
jobs amid a continuing bleak out-
look for the labor market, accord-
ing to the majority of economists
in the latest Wall Street Journal
forecasting survey.

Twenty-seven of the 51 econo-
mists, not all of whom answered
every question, said the govern-
ment should pursue policies that
encourage hiring, though they
were divided on what actions law-
makers should take. Sixteen econo-
mists backed some form of tax cut
or credit, while eight called for
more aid to state and local govern-
ments. The rest were split among
other options.

“The cost of joblessness is
huge, both economically and soci-
etally,” said Allen Sinai of Decision
Economics.

The survey was conducted prior
to President Barack Obama’s speech
this week, when he outlined a broad
plan for jobs creation. His proposals
include putting an additional $50
billion toward infrastructure spend-
ing, ramping up Treasury Depart-
ment lending to small businesses
through the Troubled Asset Relief
Program, a hiring tax credit, extend-
ing tax credits for business invest-
ment and offering state and local
governments a fresh lifeline.

Though most of the surveyed
economists supported government
intervention, a sizable number
said lawmakers shouldn’t do any-
thing more to stimulate the jobs
market. “There are no silver bul-
lets and we would probably all do
better if the repaid and unused

Hiring decision

Do you agree or disagree:

The government should pursue
policies to spur hiring.

Agree ENEEEN
27 economists HIHHEHENR
HEEEEEE
AENEEEE
HEN
Disagree EEEEER
18 economists N EE NN
EEEEEN

Source: WSJ survey of economists
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An unemployed research scientist at a job fair in New York Wednesday. Economists in a survey broadly agreed that there is a slow recovery in the U.S. jobs market.

TARP funds were used to minimize
the deficit and hold interest on the
debt down,” said Diane Swonk of
Mesirow Financial.

Indeed, 14 economists echoed Re-
publican complaints that the
Obama administration’s agenda is
creating an atmosphere of uncer-
tainty that is keeping companies
from hiring.

“Uncertainty on health and cli-
mate taxes far outweighs any pro-
posed policies,” said Stephen Stan-
ley of RBS.

IThe economists may be di-
vided on the government’s role in
spurring hiring, but there is broad
agreement that there is a slow re-
covery in the jobs market. Just
four respondents expected the un-

employment rate to drop below 9%
by December of next year, and the
average forecast remained at 9.6%
despite a much better than ex-
pected Commerce Department re-
port on employment in November
that showed a decline in the job-
less rate to 10%.

The economists, on average, ex-
pect the economy to start adding
about 100,000 jobs amonth over the
next year, but that figure, which ba-
sically represents the number of
jobs that need to be created in order
to make up for new entrants into the
work force, won’t do much to bring
down the unemployment rate.

Though the jobless rate has sur-
passed even some of the most pessi-
mistic forecasts from earlier this

year, the economists said it would
have been worse without the $787
billion stimulus package. On aver-
age, respondents said that without
government intervention, the unem-
ployment rate would have been at
10.5% in November and the package
added 1.3 percentage points to the
2.8% seasonally adjusted annual-
ized rate of growth recorded in the
third quarter. The stimulus is seen
adding 1.1 percentage points to
growth in the fourth quarter.

One area on which the econo-
mists want the government to focus
is regulation. A resolution program
for too-big-to-fail institutions was
chosen as the top priority by 12, the
plurality of respondents who an-
swered the question, while banks’

capital requirements came in a
close second with 11 supporters.
Nine are seeking more clarity on the
Federal Reserve’s role as regulator.
But amid competing and disparate
proposals from Rep. Barney Frank
(D., Mass.) in the House of Represen-
tatives and Sen. Chris Dodd (D.,
Conn.) in the Senate, the econo-
mists weren’t optimistic that regula-
tion would be effective. On average,
they put just a 1-in-3 chance that
any overhaul passed by Congress
would make the financial system sig-
nificantly safer.

“Better regulation is necessary,
but many legislators appear more in-
terested in retribution than in fu-
ture stability,” said Lou Crandall at
Wrightson ICAP.

Americans’ net worth rises

BY SUDEEP REDDY

The net worth of U.S. households
rose 5% in the third quarter as stock
markets continued rebounding, the
Federal Reserve said Thursday.

The gain in the July-September
period to $53.4 trillion marked the
second straight quarterly increase
after Americans’ wealth declined
sharply during the financial crisis.

The figures were included in the
central bank’s quarterly flow-of-
funds report, acomprehensive snap-
shot of the financial position of con-
sumers and businesses. The data
showed households and firms con-
tinuing to reshape their balance
sheets—paying down debt even as
assets regain value—as they re-
cover from the deep recession.

Rising equity prices were key to

raising household wealth, which
peaked at about $65 trillion in 2007.
The Fed data showed financial as-
sets overall rising 5.6% during the
latest quarter. The Dow Jones Indus-
trial Average rose 15% during that
July-September period and has con-
tinued climbing, suggesting net
worth in the fourth quarter could
continue climbing. That likely
would spur Americans to boost
their spending, raising growth pros-
pects into 2010.

Household debt contracted at a
2.6% annual rate, the largest decline
on record, as mortgage and credit-
card borrowing fell. Nonfinancial
business debt also declined at a
2.6% pace, the central bank said.

The exception came in the public
sector, where government borrow-
ing rose. Federal debt increased at

an annual rate of nearly 21%—the
fifth straight increase of more than
20%—as the U.S. ramped up borrow-
ing and spending to boost the econ-
omy. Debt held by local and state
governments climbed at a 5.1% pace.

Household mortgage debt con-
tracted at a 3.6% annual rate, reflect-
ing continuing adjustments in the
real-estate market.

Businesses increasingly looked
to internal funds to finance invest-
ments. The corporate financing gap,
which reflects how much firms must
raise externally, hit a negative-$189
billion from a negative-$153 billion
in the April-June period. The wide
gap “indicates that firms have am-
ple resources to finance expansion
without having to tap credit markets
or bank relationships,” said T. Rowe
Price economist Alan Levenson.

A call to rethink bribes

BY DIONNE SEARCEY

The U.S. has been cracking down
on bribery by American companies
seeking a business advantage
abroad, but it still permits small-
scale bribes to speed a phone hookup
or otherwise grease the wheels of
overseas commerce. Now the Organi-
zation for Economic Cooperation
and Development is calling for a ban
on those payments as well. The OECD
said Wednesday that such so-called
facilitation payments are “corrosive...
particularly on sustainable economic
development and the rule of law.”

Some antibribery experts say
U.S. policy on the matter is inconsis-
tent. The Justice Department is ag-
gressively enforcing bans on over-
seas bribery with record fines and
prosecutions under the Foreign Cor-
rupt Practices Act, which prohibits

companies that trade on U.S. stock
exchanges from bribing govern-
ment officials abroad to gain a busi-
ness edge. The FCPA doesn’t include
adollar limit, but the Justice Depart-
ment has typically targeted compa-
nies that have paid along trail of high-
dollar bribes over several years.

The facilitation payments, nick-
named “grease payments,” are an ex-
ception to the FCPA and include
bribes to obtain mail service or un-
load cargo at customs, according to
the Justice Department Web site.
Such payments must be recorded.
Besides the U.S., only a handful of
countries permit companies to make
such payments, including South Ko-
rea, Canada and New Zealand, accord-
ing to lawyers who specialize in
FCPA cases. Justice Department offi-
cials declined to comment on the
OECD’s recommendation.
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Supporters of India’s opposition Bharatiya Janata Party, in Hyderabad Thursday, celebrate a government decision top support the creation of a new state sought by separatists from territory in Andhra Pradesh.

India agrees to support a new state

Violent protests by Telangana separatists spurred the move, which now faces local and national political hurdles

BY VIBHUTI AGARWAL

NEW DELHI—The Indian govern-
ment agreed to carve a separate state
out of the southern Indian province
of Andhra Pradesh, which includes
the information-technology capital
of Hyderabad, following days of vio-
lent protests.

The government’s unexpected de-
cision, which could spur social unrest
and separatist demands in other re-
gions, prompted 83 of Andhra
Pradesh’s 295 legislators to say they
would resign in protest.

Hyderabad has been hit by pro-
tests from supporters of K. Chan-
drashekar Rao, who heads the Telan-
gana Rashtra Samithi political party
dedicated to establishing a separate
state for the Telangana region of
Andhra Pradesh, which includes Hy-
derabad.

Mr. Rao ended a hunger strike to
force the national government to sup-

port statehood for Telangana, after
the government decision.

Late Wednesday, Home Minister
P. Chidambaram announced an “ap-
propriate resolution” for a Telangana
state would be put forth in the
Andhra Pradesh assembly soon.

“The aim is to bring an end to the
agitation,” Mr. Chidambaram said in
national Parliament Thursday. “The
process of Telangana would be initi-
ated soon,” he added, but he didn’t
give a time frame.

It was unclear whether the
Andhra Pradesh legislators’ resigna-
tions would be accepted. The speaker
of the local assembly said they
wouldn’t.

With the assembly in limbo, it was
uncertain how the effort to create a
new state would move forward. A key
battle will likely be whether the new
state includes Hyderabad, a prosper-
ing city of four million.

Supporters of the Telangana

party met Prime Minister Manmohan
Singh and Sonia Gandhi, leader of the
ruling Congress party, Thursday to
discuss details for forming a new
state. Mr. Chidambaram, the home
minister, invited Mr. Rao to New
Delhi for talks with the government.

The Congress party, which main-
tains its relatively strong governing
position despite some recent set-
backs, is viewed as sympathetic to
the Telangana cause. In 2004, the Te-
langana party formed an alliance
with the Congress party at the state
and national levels, but in 2006 Telan-
gana withdrew its support, saying
the government hadn’t fulfilled its
“electoral promise” to create a Telan-
gana state.

Mr. Rao’s son, K.T. Rama Rao, wel-
coming the government’s assurance
for a separate state, but said the “real
effort” was to introduce a bill in Par-
liament. He also said the party
wouldn’t accept a state without the in-

clusion of Hyderabad.

India is peppered with regions
seeking statehood. The federal gov-
ernment’s nod for Telangana state-
hood could raise similar demands
from supporters of the formation of a
Gorkhaland in West Bengal and Harit
Pradesh in Uttar Pradesh.

The turmoil in the Andhra
Pradesh assembly Thursday pre-
vented the introduction of a resolu-
tion for a separate Telangana state.
Andhra Pradesh Chief Minister K. Ro-
saiah said no bill would be put for-
ward without “consensus.”

If the state assembly approves a
statehood resolution, a bill for the for-
mation of a new state would then be
placed in the Parliament by the fed-
eral government. Parliament needs
to pass the bill by a two-thirds major-
ity and have the president’s approval
before the creation of the new state.

The Telangana region is spread
over 10 of the 23 districts that make

up Andhra Pradesh. Its separatist
movement dates to 1956, when the re-
gion was merged with the state of
Andhra Pradesh as part of areorgani-
zation of states along linguistic lines
formulated by Prime Minister Jawa-
harlal Nehru after India gained inde-
pendence in 1947.

The Telangana Rashtra Samithi
party, formed in April 2001 to sup-
port the cause, argues that the region
has been neglected by the govern-
ment, with high poverty and unem-
ployment rates and lack of proper irri-
gation facilities.

Mr. Rao, head of the Telangana
party, apparently decided to push his
statehood cause after the death of
Andhra Pradesh Chief Minister Y.S.R.
Reddyin ahelicopter crash in Septem-
ber.

The formation of a Telangana
state would bring the total tally of In-
dian states to 29. The newest states
were formed nine years ago.
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China exits detlation amid recovery

BY ANDREW BATSON
AND SHAI OSTER

BEIJING—China is moving out of
deflation after nearly a year of fall-
ing consumer prices, a turnaround
driven in part by changes in govern-
ment policies that kept costs for oil,
water and electricity artificially low.

China’s consumer price index
likely climbed 0.5% from a year ear-
lier in November, according to the me-
dian forecast of economists polled by

Dow Jones Newswires, after declin-
ing every month since February. The
government is scheduled to an-
nounce its CPI reading early Friday.

The return of inflation—still
mild at this point—reflects both the
recovering economy and efforts to
raise state-set prices for key re-
sources to better reflect market sup-
ply and demand.

Prices are rising for a range of
goods, from food to property. The
change in resource prices is note-

worthy because the government
had kept prices insulated from mar-
ket forces even as it dismantled the
planned economy in other sectors.

The effects of controlled energy
and resource prices have been
broad. Some of China’s trading part-
ners complain that its low prices for
raw materials are, in effect, govern-
ment subsidies to Chinese compa-
nies. Many economists say they
think these prices send the wrong
signals to Chinese corporate man-

agers, encouraging them to overuse
scarce resources and invest too
much, risking overcapacity. At the
same time, resource companies un-
derinvested, leading to periodic elec-
tricity and fuel shortages.

“By keeping all these resources
underpriced, they encourage overca-
pacity, which is a drag on overall eco-
nomic performance,” said Yolanda
Fernandez Lommen, an economist
for the Asian Development Bank in
Beijing.





