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Climate summit
pits U.S., China

in a showdown

BY JEFFREY BALL

COPENHAGEN—The politi-
cal script for a big climate-
change conference in this Dan-
ish city has U.S. President
Barack Obama and other world
leaders flying in later this week
to christen a new era of global
environmental cooperation. In
reality, the summit is shaping
up as a pivotal economic show-
down between the U.S. and
China.

The International Energy
Agency projects that nearly all
the growth in global green-
house-gas emissions over the
next two decades will come
from developing countries—
and that fully half that total
will come from China alone. A
central point of contention is
whether China, with its new-
found economicmight, stillde-
serves billions of dollars in an-
nual aid from the U.S. and Eu-
rope to help it shift to acleaner
pattern of growth.

China says the answer is
yes. He Yafei, China’s vice for-
eign minister, said Friday that
rich nations, which built their
prosperity on fossil fuels, are

like people who go out for a
fancy dinner and then, when a
poor guest arrives late for des-
sert, demand that he pay the
same bill for his meal as every-
one else.

“It’s not fair,” Mr. He said.
“Whoever created this prob-
lem, they’re responsible.” Al-
though he said the European
Union had largely lived up to
its emission-reduction prom-
ises, he singled out the U.S.
several times by name as a
country that hadn’t done its
share.

Mr. He is arguing that not
muchhas changed since thelate
1990s, when the basis for the
current United Nations-led in-
ternational framework de-
signed to combat global warm-
ing—a treaty called the Kyoto
Protocol—was negotiated. Ky-
oto called on industrialized
countries to cut their own emis-
sionsand help developing coun-
tries with subsidies to promote
cleanertechnologies, suchasen-
ergy-efficient cars and solar
panels.

But the U.S. argues China
no longer deserves special
treatment. Though poorer de-

veloping countries still need
Western help to nurture clean-
energy technologies, China is
different, Todd Stern, the chief
U.S. climate negotiator, told a
news conference here last
Wednesday. “I don’t envision
public funds—certainly not
from the United States—going
to China,” he said. “There is no
way to solve this problem by
giving the major developing
countries a pass.”
Environmentally speaking,
the U.S. and China, which to-
gether account for some 40% of
global greenhouse-gas emis-
sions, are the countriesthatmat-
ter most in the U.N. climate de-
bate. So far, the Copenhagen
summit has served mainly to il-
luminate their profound dis-
agreements. The arguments
over the details of climate pol-
icy reflect the broader contest
between the U.S. and China for
economic power in the decades
ahead. Many business leaders
in the U.S. worry that efforts to
dramatically cut fossil-fuel con-
sumption could raise their pro-
duction costs and put them at a
disadvantagetorivalsinaChina

Please turn to page 8

Berlusconi is attacked at Milan political rally
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Italian Prime Minister Silvio Berlusconi was rushed to the hospital Sunday with a fractured nose, two

broken teeth and bloodied face after a man struck him at the close of a political rally. See article, page 3.
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Defense firms resist fixed prices

By DANIEL MICHAELS
AND AuGUST COLE

The Airbus A400M mili-
tary transporter finally flew
for the first time on Friday,
but the delayed European air-
plane is still weighed down by
an issue burdening defense
projects on both sides of the
Atlantic: an inflexible con-
tract.

The flying truck is being de-
veloped under a type of fixed-
price deal that the U.S. and
the U.K.—two of the world’s
biggest arms buyers—largely
abandoned years ago because
of repeated cost overruns.

But the U.S. Defense De-
partment is again considering
imposing such terms in an ef-
fort to trim its bills. Military
contractors are grumbling,
and some analysts say the
A400M shows what can go
wrong.

“Everybody thought we
learned our lessons,” said
Jacques Gansler, who was the
Pentagon’s top weapons
buyer from 1997 to 2001. Mr.
Gansler calls the A400M “a
good example of the problem”
posed by fixed-price con-
tracts.

When seven countries
from the North Atlantic
Treaty Organization ordered
the four-engine A400M from
Airbusin 2003, its parent com-
pany, European Aeronautic
Defence & Space Co., agreed
to build 180 of them for €20
billion ($29 billion). EADS
promised to swallow any cost
overruns.

The project has since
blown its budget by several
billion euros and EADS wants
the seven governments to
share the burden that it had
promised to shoulder. EADS
officials say that would be fair

because the extra expense
comes partly from changes in
contract terms and designs
forced on it by the govern-
ments. The governments,
whose individual positions
vary, say they want to reach
an agreement with EADS. The
two sides are locked in heated
negotiations and hope to
strike a deal before year-end
that keeps the project alive.

“The aircraft is much more
complex and expensive than
expected,” Domingo Urena-
Raso, chief executive of Air-
bus’ military division, said in
a recent interview. “Industry
cannot bear the full burden of
the project alone.”

The complaint reminds
some industry veterans of
spats in the U.S. before the
Pentagon in the 1990s shifted
away from fixed-price con-
tracts toward deals that share

Please turn to page 4
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Underneath the frothy headlines,

Italy’s economy has substance

By IRWIN STELZER

Reports of the
recovery in the
euro zone conceal
a wide divergence
in the outlook for
the area’s
individual members, which is why
we have been examining the
prospects for individual nations,
as we have been doing in recent
weeks. This week: Italy.

The outlook for the economy
seems to be of less interest to the
news media than the legal trials
and marital tribulations of Prime
Minister Silvio Berlusconi, the to-
be-appealed murder conviction of
American Amanda Knox, and the
bribe conviction of Tessa Jowell’s
husband. Unfortunate diversions,
worth overcoming.

Start with the poor
performance of the Italian
economy, which for a decade or
more has grown at an annual rate
of around 1.5%, well below the
euro zone’s 2.2%.

A red-tape-creating
bureaucracy, powerful trade
unions, and enough changes of
government to create the sort of
policy uncertainty that isn’t
conducive to high levels of
investment, have kept Italy a
laggard in the race to grow.

Many of the Italian
businessmen with whom I speak
see things differently. The villain,
they say, is the euro. In what
many Italians regard as the good
old days of the lira, Italy could
devalue its way out of recession.
Or so the merchants and
manufacturers, or at least many of
them, fondly recall. Never mind
that the government had to add
increasing numbers of zeros to
the lire, or that in the long run
periodic devaluations didn’t do
much to fuel economic growth.

Besides, that was then and this
is now. In part because of past

Reuters

A Fiat worker assembles a car in the southern Italian town of Pomigliano

excesses, Italy is in a better, or
perhaps more accurately, less-bad
position than other countries. It
had its house-price bubble—and
its bursting—before the current
global recession began to bite. In

“The Gucci effect’ might
enable Italy to avoid
competing with China

recent years, house prices
increased at rates less than half
those of, say, Spain, so the
continuing correction is much less
severe and consequential for the
overall economy.

Italy also had its runaway
fiscal-deficit problem early on.
That prevented the government
from responding to the recession
with a major stimulus
program—not a bad thing given
the uncertain effects of the
programs adopted in the U.S., UK.
and other countries.

Then there is the employment
picture. Italy’s unemployment rate

is the lowest of all the large euro-
zone countries, a bit below
Germany’s and Britain’s, and well
below the rate in France. This
relatively good performance is
due in part to a development that
some see as a negative, others as
a positive. The fastest growing
segment of the work force
includes part-time workers and
workers employed under
temporary contracts—such
workers accounted for about 18%
of the labor force in 1995, and 27%
in 2007 (the last date for which
data are available).

Depending on your point of
view, that is either a
negative—more workers in
precarious, risky employment—or
a positive—a sign that the
traditionally rigid Italian labor
market is becoming more flexible,
and the inability to devalue is
placing pressure on employers
and workers to bring labor costs
down to more internationally
competitive levels.

All in all, the outlook for the
Italian economy is nowhere near
as bleak as it was at the start of
the century. Economists at
Goldman Sachs expect the Italian

economy to grow 1.6% next year
—*“solid by historic standards....
With a savings rate slightly above
14% and mortgage debt that is a
modest fraction of real disposable
income, Italian households remain
among the least leveraged of the
euro zone...” That should allow
the household sector to contribute
to a robust recovery.

The economists also note that
the increase in the unit value of
Italy’s exports—“the Gucci
effect”— might enable Italy to
avoid competing with China and
other low-labor-cost countries.

Believe it or not, government
policy is also seen as a plus.
Outstanding public debt is being
kept on “a manageable path,”
Goldman Sachs says. But because
annual growth is projected to be
in the modest 1.2% range, the
health of public finances will
depend heavily on reining in
spending and actually collecting
taxes, rather than on rapid
economic growth.

Another bit of good news
comes from a survey by the Janus
Capital Group. Roughly 54% of
Italians surveyed say they prefer
more income and less leisure
time, while only 8% prefer the
reverse. This compares with a
43%-t0-11% split in all of Europe.

Downside risks remain, of
course. The two main banks,
Intesa Sanpaolo SpA and
UniCredit SpA, are exposed to
Eastern Europe, and private-
sector companies are having a
hard time obtaining credit.
Perhaps even more important, it
is difficult to predict what the
effect on Italy will be when the
European Central Bank decides to
sop up the excess liquidity it has
created.

The euro zone’s one-size-fits-
all monetary policy just might be
a bit too tight a fit for Italy to
wear comfortably.

—Irwin Stelzer is a business
adviser and director of economic-
policy studies at the Hudson
Institute.
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eads to trial

Attacker sends
Berlusconi
to the hospital

By STACY MEICHTRY

Italian Prime Minister Silvio Ber-
lusconi was rushed to the hospital
Sunday evening with a fractured
nose and bloodied lip after a man
struck him in the face at the close of
a political rally in Milan.

Mr. Berlusconi had been shaking
hands with supporters in a dense
crowd when a man wielding a statu-
ette broke through the crush of peo-
pleandassaulted the premier. Mr. Ber-
lusconi’sbodyguards hustled the pre-
mierintotheback ofa car while police
detained the attacker, whowasidenti-
fied as 42-year-old Massimo Tarta-
glia. Police said Mr. Tartaglia didn’t
have a criminal record.

Mr. Berlusconi, a billionaire me-
dia mogul with a penchant for mak-
ing controversial public statements,
has long been one of the most polar-
izing figures in Europe’s political
landscape. Sunday’s attack, how-
ever, shows how tensions in Italy are
running higher than ever.

Support for Mr. Berlusconi re-
mains strong among many Italian
voters. However, there are swaths of
the Italian public that have become
increasingly angry with the premier
during the past year. Mr. Berlusco-
ni’s personal life has undergone
heavy scrutiny since last spring,
when his wife announced she
wanted a divorce. More recently,
Mr. Berlusconi has made repeated
calls for deep changes to Italy’s con-
stitution and judicial system after It-
aly’s Constitutional Court struck
down a law shielding sitting prime
ministers and other top officials
from criminal prosecution.

Defense Minister IgnazioLaRussa,
who had been standing near Mr. Ber-
lusconi whenhe was assaulted, told an
interviewer on television that the at-
tack stemmed from “all the tension
we’ve seen in this period,” adding:
“For months there’s been a campaign
of hatred against Berlusconi.”

The attack occurred moments af-
ter Mr. Berlusconi addressed a politi-
cal rally in Milan that drew a group
of protesters who repeatedly
shouted at him during his speech.
Mr. Berlusconi had interrupted his
speech to challenge the protesters,
booming: “We must oppose you, be-
cause you want you transform Italy
into a screaming piazza.”

“Shame on you! Shame on you!
Shame on you,” Mr. Berlusconi yelled,
pointing his finger at the protesters.

Police said Mr. Tartaglia had
wielded a souvenir sculpture of Mi-
lan’s spire-laden cathedral when he
assaulted Mr. Berlusconi. It was un-
clear if Mr. Tartaglia had used the ob-
ject to strike Mr. Berlusconi.

Doctors attending to Mr. Berlus-
coni planned to keep him in the hos-
pital under observation, according
to the premier’s spokesman, Paolo
Bonaiuti. Mr. Bonaiuti said the pre-
mier had suffered a cut to his lip and
damage to two teeth. He also sus-
tained a fracture of the bridge of his
nose, Mr. Bonaiuti said.

Theattackislikelytofueldebatein
acountry already highly divided over
Mr. Berlusconi’s leadership. Last
month, two of Mr. Berlusconi’s crimi-
nal trials—one for alleged tax fraud
and a second for corruption—re-
sumed. Allies of Mr. Berlusconi, who
denies the charges, have introduced
two bills—one proposing immunity
for Italian lawmakers, including Mr.
Berlusconi, and one calling for
shorter trials. Mr. Berlusconi’s critics
say both bills are tailor-made to sus-
pend or end Mr. Berlusconi’s trials.

Heiress lawsui

By CHRISTINA PASSARIELLO

PARIS—A lawsuit over L’Oréal
heiress Liliane Bettencourt’s gifts of
€1billion ($1.5 billion) to a photogra-
pher friend will go to trial mid-April.

The lawsuit was filed two years
ago by Ms. Bettencourt’s only daugh-
ter, Francoise Bettencourt-Meyers,
who accuses the photographer,
Francois-Marie Banier, 62, of exploit-
ing her mother’s mental weakness.
Over the course of several years, Ms.
Bettencourt, 87, lavished Mr. Banier
with gifts, including life-insurance
policies and paintings by artists such
as Picasso and Matisse. Through her
lawyer, Ms. Bettencourt, the daugh-
ter of the French cosmetics compa-
ny’s founder, denied that Mr. Banier
took advantage of her.

Mr. Banier’s lawyer, Herve
Temime, said his client wasn’t

afraid of prosecution. “He’s in a
hurry to be absolved of this defama-
tion,” he said.

Inthe deliberations leading up to
Friday’s decision to send the case to
trial, the debate centered on Ms.
Bettencourt’s mental health. The
court has ordered her to submit to
tests performed by three court-ap-
pointed doctors. In the past, Ms.
Bettencourt refused to comply with
mental-health exams requested by
the court. “Enough of this. 'm not a
vegetable!” she has said to past re-
quests, according to her lawyer,
Georges Kiejman.

Ms. Bettencourt has transferred
ownership of her 30% stake in
L’Oréal, worth about €13.7 billion, to
her daughter. Ms. Bettencourt and
Ms. Bettencourt-Meyers, 56, sit on
L’Oréal’s board but aren’t on speak-
ing terms, according to their lawyers.

The daughter of L'Oréal heiress Liliane Bettencourt, pictured at right in 2005,
alleges Francois-Marie Banier, left last month, took advantage of Ms. Bettencourt.
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Mobsters testify in Italian court case

Two didn’t corroborate testimony of hitman who said Berlusconi and associate had given the Mafia political reasurances

By StACcY MEICHTRY
AND MARGHERITA STANCATI

ROME—Two mobsters called to
testify in a Palermo trial didn’t cor-
roborate the testimony of a Mafia
hitman who last week said Italian
Prime Minister Silvio Berlusconi
and a close associate gave the mob
political reassurances in the early
1990s.

The mobsters appeared Friday at
the trial of an Italian senator and a
former business associate of Mr. Ber-
lusconi. Giuseppe Graviano, a Mafia
boss who, along with his brother Fil-
ippo, is serving multiple life sen-
tences for bombings and murder, de-
clined to testify.

Filippo Graviano told the court
through a video link that he had
never had any direct or indirect con-
tact with the Italian senator on trial.

Gianfranco Fini, the speaker of
the lower house of Parliament and
co-founder of Mr. Berlusconi’s Peo-
ple of Freedom Party, said the hear-
ing showed “the ability of the justice
system to get to the bottom of the
truth.” Last month, Mr. Fini had com-
pared the trial to an “atomic bomb”
that could bring down Mr. Berlusco-
ni’s government.

The case is the appeals trial of
Marcello Dell’Utri, a member of the

Italian Senate. Mr. Dell’Utri was an
employee of Mr. Berlusconi when
the Italian billionaire ran his fami-
ly’s media empire.

Prosecutors on Friday were ex-
pected to ask Giuseppe Graviano
whether he could corroborate testi-
mony given last week in the trial by
hitman Gaspare Spatuzza, who said
Mr. Graviano had told him that
Messrs. Berlusconi and Dell’Utri
had “practically put the country in
our hands” before Mr. Berlusconi
was elected to his first term as
prime minister in the spring of 1994.

But Mr. Graviano—who ad-
dressed the court through a video
link—invoked his right to remain si-
lent. Mr. Graviano said he had sent a
letter to the court explaining why he
was unable to testify because of
health reasons. He didn’t elaborate
on the letter or the health issues.

Moments earlier, a judge had
asked Filippo Graviano if he had
ever had “direct or indirect” contact
with Mr. Dell’Utri, and he re-
sponded: “No.”

Mr. Berlusconi isn’t involved in
the appeals trial, nor is he under in-
vestigation for any crime related to
the Mafia. Lawyers for Messrs. Ber-
lusconi and Dell’Utri have repeat-
edly denied any contact between
their clients and members of the Gra-
viano family.
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Two mobsters didn’t corroborate testimony by convicted hitman Gaspare Spatuzza, center, in a photo from 1997, that was
seen as harmful to Italian Premier Silvio Berlusconi and an associate, Marcello Dell’'Utri.

Inflexible contract limits Airbus’s flying truck

Continued from first page
risk. The U.S. changed its approach
because military programs take de-
cades to complete. Their require-
ments and technology evolve during
development, which increases
costs.

A more common approach now,
known as cost-plus, pays a suppli-
er’s expenses and guarantees a
fixed profit margin. Critics of cost-
plus deals say they don’t ade-
quately encourage contractors to
control outlays.

Opponents of fixed-price con-
tracting, meanwhile, say the rigid
approach also fails to control
costs and instead produces expen-
sive legal battles. The Pentagon’s
last big fixed-price contract, for
the A-12 Avenger II airplane, is
still being fought out in court, 19
years after its cancellation.

Airbus officials were aware of
these risks when they signed the
A400M contract. At that time, Brit-
ish defense giant BAE Systems
PLC owned 20% of Airbus along-
side EADS, and BAE was fighting
with the British Defense Ministry
over fixed-price contracts for a
surveillance plane and a subma-
rine. BAE’s then-Chief Executive
Mike Turner sat on the board of
Airbus.

“We would have preferred it
was not a fixed-price contract,”
Mr. Turner said of the A400M deal
before he retired from BAE last
year. BAE sold it stake in Airbus to
EADS in 2006.

Airbus officials in 2003 said
they could handle the A400M con-
tract using their experience com-
peting with Boeing Co. in the com-
mercial jetliner market. But four
years later, EADS Chief Financial
Officer Hans Peter Ring said “the
logic was wrong” behind that
thinking.

The Airbus A400M military transport plane on Friday
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Reuters

Now the Obama administration
wants to use fixed-price deals as a
tool permanently to shake up de-
fense contracting and cut its cost
of military systems. In August, the
Pentagon awarded an Army truck
contract worth billions of dollars
to Oshkosh Corp. on a fixed-price
basis. BAE, whose subsidiary had
held the contract for 17 years, and
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another bidder, Navistar Interna-
tional Corp., lodged protests with
Government Accountability Office
to challenge the Army’s pick. Osh-
kosh’s lower pricing is an issue
with the losing companies.

The biggest test of Washing-
ton’s new approach is a $40 billion
tender to buy 179 aerial refueling
jets, which the Pentagon wants to
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Cost control

The Pentagon uses a variety of contracting methods to rein-in expenses.

Contract type Key criteria

Firm Fixed Price

Fixed Price

Incentive cost and profit.
Cost-Plus

Award Fee by government.
Cost-Plus

Incentive Fee

Government pays a set price, whatever the contractor’s cost.
Government sets a maximum price, targeting contractor’s

Quality, cost-management and timeliness are benchmarked

Contractor’s profit can rise if costs are kept down.

Source: U.S. Department of Defence
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handle on a fixed-price basis.

When the Air Force issued a
draft request for proposals in Sep-
tember, Deputy Defense Secretary
Bill Lynn said the approach would
“constrain prices considerably”
and indicated a broader change in
Pentagon policy.

“It’s shifting the department
from a cost-plus world more to-

wards a fixed-price world, and we
think that that’s going to be an im-
portant element in avoiding cost
overruns,” said Mr. Lynn.

Executives at Northrop Grum-
man Corp. and Boeing—the only
potential bidders for the tanker or-
der—are balking at setting prices
for a contract that will last almost
two decades.
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) Every dollar invested in energy efficiency
today could return two dollars in energy savings.

Energy efficiency doesn't just reduce carbon emissions, it also yields
remarkable economic gains. A recent report by McKinsey & Company
concludes that investments in U.S. energy efficiency of $520 billion in
the next 10 years would generate energy savings of $1.2 trillion.*

At Chevron, we've focused on energy efficiency for decades. Since 1992,
we've improved the energy efficiency of our own global operations by
28 percent. We also design and install high-efficiency energy upgrades to
help others achieve similar results. So far, we've helped schools, colleges,
government agencies, and businesses of all sizes reduce energy costs by
over $1 billion.

Over the past 30 years, the world has made enormous strides in energy
efficiency. Today, we can accelerate the pace of improvement by resolving
to use energy more wisely.

This is the power of Human Energy.

Chevron
chevron.com Human Energy-
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*McKinsey & Company's report examined greater efficiency in the stationary uses of energy in the U.S. only. All data from this report are expressed in net-present-value terms.
CHEVRON, the CHEVRON HALLMARK, and HUMAN ENERGY are registered trademarks of Chevron Intellectual Property LLC. © 2009 Chevron Corporation. All rights reserved.
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Russia builds Abkhazia role

Mostly unrecognized breakaway Georgian region relies on big neighbor for protection and aid

BY SAMANTHA SHIELDS

SUKHUMI, Georgia—Russia is
steadily building its military and
economic presence in Abkhazia,
more than a year after the brief war
that cost Georgia the tiny-but-stra-
tegic Black Sea coastal region.

Two Russian coast-guard ships ar-
rived to keep Georgian vessels out of
the waters off the port of Ocamchire
Friday, a day before the first presi-
dential poll in Abkhazia since Russia
recognized its declaration of inde-
pendence in August 2008. The only
other countries that recognize Abk-
hazia are Nicaragua and Venezuela.
Therest of the world ignored the elec-
tion, which Georgia labeled a farce.

Abkhaz officials insist that the re-
gion, whose subtropical climate and
gorgeous coastline made it a summer
playground for the Soviet elite, isn’t
being annexed by its bigger neighbor,
and Russia says it respects Abkha-
zia’s autonomy. But both sides admit
Abkhazia couldn’t survive without
Russian money and protection.

“We’re not worried that Russia is
using us for its own geopolitical
ends. Russiais a friendly country for
us and it was our initiative to ask
them for help after they recognized
our independence,” said Sergei
Bagapsh, Abkhazia’s de facto presi-
dent, who won a second term in the
first round with 59.4% of the vote,
preliminary results showed Sunday.

Russian observers declared the
election was fair and transparent, but
opposition candidate and ex-KGB
agent Raul Khadzimba, runner up to
Mr. Bagapsh with 15.4% of the vote,
said there had been irregularities and
threatened to challenge the result.

Russia needs to keep a peaceful
Abkhazia, which borders key oil and
gas transit routes, under its wing. A
vicious ethnic war in the early
1990s, when the region first broke
away from Georgia, decimated its
tourist industry and has left crum-
bling hotels along the capital Sukhu-
mi’s once-elegant seaside prome-
nade and abandoned Georgian
houses throughout the lush country-
side. Yet its border is just 19 kilome-
ters from Sochi, the Russian Black
Sea resort that will host the 2014
Winter Olympics.

There are 3,000 Russian troops in
Abkhazia now, including 1,000 bor-
der guards and 2,000 mostly at a
tent military base in Gudauta 37 kilo-
meters northwest of Sukhumi. There
is a provision in the current defense
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Abkhazia’s de facto president, Sergei
Bagapsh, won re-election Sunday in an
election largely ignored world-wide.

cooperation agreement for around
another 1,800 to arrive within the
next year, said Garry Kupalba, Abkha-
zia’s deputy defense minister.

Another two coast-guard vessels
will arrive in Ocamchire by the end
of December and the plan is for
Gudauta to be expanded to a full-
scale Russian army base with a com-
plete infrastructure and permanent
living quarters within two or three
years, said Russia’s ambassador to
Abkhazia, Semyon Grigoriev.

“Of course, there is Russian politi-
cal and military influence and of
course, there is economic influence be-
cause of the big financial assistance
we’re giving. But we take Abkhaz inde-
pendence very seriously,” he said.

The currency in use throughout
Abkhazia is the ruble, most people
there speak Russian rather than Abk-
haz and international telephone
codes were recently changed from
Georgian to Russian prefixes.

Russia allocated two billion ru-
bles ($66.5 million) to Abkhazia’s
budget this year, 57% of the total,
and will match that figure in 2010,
said Kristina Ozgan, Abkhazia’s
economy minister. The region needs
to develop its tourist and agricul-
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ture industries and, although 80% of
current investment comes from Rus-
sia, it would welcome it from any-
where, she said.

An estimated 200,000 Georgians
fled Abkhazia during the 1992-1993
war and the most recent census in
2003 put the population at just
215,000. Of that number, around
90,000 are Abkhaz, Mr. Bagapsh
said, with the rest Armenians, Rus-
sians and Georgians.

The de facto government says
there are more than half a million
ethnic Abkhaz in Turkey, many of
whom were forced out by Russia in
the 19th century. It says it hopes se-
curity and the first signs of eco-
nomic development will lure some
of them back, but so far only around

2,000 have returned.

“Demographics are our big prob-
lem. We preserved our statehood, our
language and our ethnicity, but we
suffered great human losses,” said
Foreign Minister Sergei Shamba.

Russia’s biggest oil company,
0AO Rosneft, has signed a coopera-
tion agreement with Abkhazia and
began oil deliveries this year, said
Mr. Grigoriev. He added that Rus-
sia’s state gas monopoly, OAO Gaz-
prom, might show interest in ex-
panding to Abkhazia.

Ms. Ozgan hopes Abkhazia can
capitalize on its coastal location be-
tween East and West to become a
trade and travel hub.

“We could be a little Silk Road,”
she said.

Economists voice stimulus worry

BY BRIAN BLACKSTONE

BERLIN—Top economists from
the U.S. and Europe warned of the
danger of creating asset-price bub-
bles if central banks and govern-
ments repeat the past mistake of
keeping expansive monetary and
spending policies in place for too
long.

The financial crisis of the past
two years is blamed partly on deci-
sions by policy makers, especially
the U.S. Federal Reserve, to keep in-
terest very low after the 2001 down-
turn, despite a recovering economy.

That policy is a “breeding
ground” for asset bubbles, said
Stephen Roach, chairman of Morgan
Stanley Asia, said at a conference in

Berlin organized by Columbia Uni-
versity

The meeting echoed a hot topic
for central bankers and finance min-
istries globally: how to safely with-
draw trillions of dollars, euros and
yen they have pumped into banking
sectors, and when to rein in budget
deficits that have ballooned amid to
the worst recession in decades.

Although global growth and fi-
nancial markets are rebounding
more quickly than was expected
only this summer, the Fed and the
European Central Bank don’t appear
to be taking any chances.

Both central banks have send
strong signals that they will proba-
bly keep their key interest rates ex-
tremely low until well into 2010, al-

though they are expected to unwind
some of their other support mea-
sures to the banking sector in com-
ing months.

Many governments, meanwhile,
have talked about cutting debt and
deficits over time, but not yet.

Some analysts believe certain as-
set prices, including in emerging
markets and corporate bond mar-
kets, may already be rising unsus-
tainably, following a speedy recov-
ery in recent months.

Supporting the economic recov-
ery while avoiding new bubbles is a
tricky balance for policy makers,
participants said. One problem is
how to spot a bubble: “When it is
happening, you don’t know for
sure,” said Gylfi Zoega, a university

economics professor who joined the
board of Iceland’s central bank after
the country’s banking system col-
lapsed amid last year’s financial
chaos.

The usual warning sign of new
bubbles, rising inflation, may not
emerge for some time. The severity
of the global downturn that beganin
the U.S. at the end of 2008 opened
up a tremendous amount of slack
that will hold a lid on wages and
prices, many economists say.

Former Fed Chairman Paul Vol-
cker told the Berlin meeting that
government stimulus measures
shouldn’t be withdrawn just yet,
and that the challenge is to make pol-
icy more restrictive before the need
becomes obvious.

U.K. spending
is seen slowing
as savings rise

BY NATASHA BRERETON

LONDON—British  consumer
spending could falter in the months
ahead, as a quarter of households
said they are saving more, or plan to,
in large part because of uncertainty
about the economic outlook, a Bank
of England survey showed.

Inaddition, in a sign that the cen-
tral bank’s dramatic stimulus mea-
sures are helping, the article in its
Quarterly Bulletin found the propor-
tion of households having trouble
keeping up with bills and loan repay-
ments has fallen slightly over the
past year, in spite of the economic
downturn.

The financial crisis and the reces-
sion that followed appear to have
changed Britons’ attitude to debt
and spending. The savings ratiorose
to 5.6% in the second quarter of this
year, from 2.2% in the second quar-
ter of 2007, and the government ex-
pectsit torise further, to 8% in 2010,
before falling back to 6.5% in 2012.

The poll, conducted by NMG Finan-
cial Services Consulting on the bank’s
behalf, surveyed about 2,000 house-
holds in late September and early Oc-
tober. Household spending accounts
for about two-thirds of aggregate de-
mand, so it isimportant to the bankin
calibrating monetary policy.

The proportion of households
having trouble keeping up
with bills and loan
repayments fell slightly the
past year, a sign stimulus
measures are helping.

“The prospects for consumer
spending depend to a large extent
on household attitudes to saving,”
the BOE paper said. “Around a quar-
ter of respondents reported that
they have increased or plan to in-
crease the amount of money they
save,” it noted.

The poll also found that a further
35% of households said they defi-
nitely hadn’t or wouldn’t increase
their levels of savings.

The BOE has taken unprece-
dented action to cushion the blow to
the economy from the credit crisis.
It slashed its key interest rate to an
all-time low of 0.5% in March, and
embarked on a program of quantita-
tive easing that will see it pump a to-
tal of £200 billion ($325.5 billion) in
newly created money into the econ-
omy by early February.

Still, the U.K. remained in reces-
sion for a sixth consecutive quarter
in the three months to September,
lagging behind all other members of
the Group of 20 leading economies.

Despite that, consumer spending
has remained relatively resilient.
The British Retail Consortium said
last week that same-store retail
sales vales rose 1.8% in November
from the year-earlier month, while
total sales rose a stronger 4.1%.

The BOE poll data showed that
households increased their saving
for reasons largely connected to con-
cern about the economic outlook.
Reasons frequently cited were fear
oflosing employment, a desire tore-
duce debt, additional personal com-
mitments and extra money from
lower mortgage payments or bills,
as well as a desire to save for retire-
ment or the future, and having extra
cash from a new job or inheritance.
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Detained Americans moved to Lahore

Pakistan police search for militant operative Qari Saifullah, believed to be the main contact of the five U.S. students

BY ZAHID HUSSAIN

ISLAMABAD—The five Ameri-
can men detained last week in east-
ern Pakistan have been moved to
Lahore, the capital city of Punjab
province, for further investigation
as police stepped up their hunt for a
militant operative believed to be
their main contact.

A senior official familiar with the
investigation said the men were in
contact with Qari Saifullah, amember
of a Pakistani Jihadi group. He was
supposed to take the men to North
Wagziristan, which is an al Qaeda and
Taliban stronghold, according to Paki-
stani and Western officials.

Investigators suspect Mr. Saiful-
lah was an operative of Jaish-e-Mo-
hammed, an outlawed Pakistani mili-
tant group with links to al Qaeda that
the five men contacted over the Inter-
net. The men were believed to be in
touch with Mr. Saifullah before they
arrived in the southern Pakistani
port city of Karachi on Nov. 30.

Mr. Saifullah had instructed the
men to go to Mianwali city in north-
ern Punjab, and from there they
were to be taken to Miranshah, the
main town in North Waziristan, ac-
cording to investigators.

Police had earlier said the men
had also tried to contact some other
Pakistani militant groups.

Usman Anwar, the chief of police
in the Punjab city of Sargodha,
where the men were detained, said
they were shifted to Lahore on Satur-
day on instructions from the federal
government. He said the local police
have completed their initial investi-
gation.

“The government has formed a
joint investigation committee that
includes civil and military intelli-
gence agencies,” Mr. Anwar said.
Agents from the U.S. Federal Bureau
of Investigation also have been ques-
tioning the detained men.

Sargodha police have registered a
case of conspiracy and plotting to
carry out criminal activities against
the detained men, though no charges
have been filed. No lawyers have
been appointed for the five men.

Rehman Malik, the federal inte-
rior minister told reporters Sunday
that the arrest of the men from the
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Unidentified men arrive Friday at the Islamic Circle of North America Mosque in Alexandria, Va., where the young Americans arrested in Pakistan attended.

suburbs of Washington, D.C., had
come from information provided by
American officials. He said there was
some indication that the men could
have been planning some terrorist at-
tacks in Pakistan.

Pakistani government officials
appeared divided on whether the
men should be deported or tried in
Pakistan. Rana Sanaullah, the law
minister of Punjab province, said
Saturday the men could be deported
to the U.S. after the investigation
was concluded. He told reporters
that they were American nationals
and should face trial in their own
country. But Yasin Watoo, a federal
minister, said they could be tried in
Pakistan.

Pay curbed at four firms

BY DEBORAH SOLOMON
AND JESSICA HOLZER

The U.S. pay czar mandated re-
strictions on compensation at four
firms receiving large sums of gov-
ernment aid, a move designed to
more closely tie employee pay to
company performance.

Kenneth Feinberg’s determina-
tions, which affect roughly 300
highly compensated employees at
four firms receiving Troubled Asset
Relief Program funds, don’t dictate
exactly how much each employee can
earn but instead set guidelines gov-
erning the mix of cash and stock and
incentive compensation.

Under the ruling, at least 50%
of an employee’s compensation
must be held for three years either
in the form of long-term stock or
some other long-term compensa-
tion. Regular salaries for 2009
can’t exceed $500,000 in most
cases and total cash compensa-
tion, which can include cash bo-

nuses or other cash awards, must
be limited to 45% of total pay.

The new rules apply to the 26 to
100 most highly compensated em-
ployees at American International
Group Inc., Citigroup Inc., General
Motors Co. and GMAC. While the pol-
icy only affects 2009 compensation
that hasn’t already been paid, the
guidelines are expected to form the
basis of similar restrictions for 2010.

Mr. Feinberg also required that
the firms limit the total amount of
money available for bonuses. The
companies will be required to estab-
lish a “pool” based on a percentage of
certain earnings or “other metrics”
that have yet to be determined, the
Treasury Department said.

Mr. Feinberg said the guide-
lines are “designed to send a mes-
sage not only to these companies,
but, we hope, to the greater corpo-
rate community.”

—David Enrich
and Joann Lublin
contributed to this article.
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Russia can increase emissions from current levels while still polluting less than in Soviet times. Above, a rotary dredge fills railway cars with coal in Siberia.

Russia demands its credits

Moscow, in a bid to keep its carbon permits, threatens to block a global climate agreement

By Guy CHAZAN AND
JACOB GRONHOLT-PEDERSEN

ARussian demand that it keep its
huge surplus of emissions permits
after they expire in 2012 is overshad-
owing global climate talks now un-
der way in Copenhagen, with some
observers saying it could hamper ef-
forts to reach a deal and upset the
global carbon market.

Russia has warned it could re-
jectany deal from Copenhagen that
doesn’t allow it to carry forward
the unused carbon permits it holds
as a result of the 1997 Kyoto Proto-
col. Those who argue against let-
ting Russia keep the credits say
Moscow could end up selling them
abroad, leading to a collapse in the
price of carbon.

That in turn could hurt efforts to
green the world’s economy. One
principle behind promoting an inter-
national system of carbon credits—
the currency for buying and selling
the right to pollute—is that the

price of carbon should be high
enough to encourage investment in
nonfossil-fuel technology such as
nuclear, wind and solar.

In a bid to reassure leaders meet-
ing at Copenhagen, Alexander Bed-
ritsky,anadvisertoRussian President
Dmitry Medvedev, said Russia had no
plans to sell its unspent permits
abroad. But he stressed that Russia
wouldendorseaglobaldeal onlyifital-
lowed Moscow to bank its permits.

Observers say Moscow hasn’t de-
cided what to do about the surplus.
“There is a chance that Russia could
relinquish the permits if it will help
the talks,” says Vladimir Slivyak,
head of Ecodefense, a Russian envi-
ronmental group. “The authorities
wouldliketobeseenassaving Copen-
hagenifthetalksgetintotrouble.” He
noted that Mr. Medvedev was due to
joinworldleadersatthe summitnext
week. Previously, Mr. Medvedev had
said he would stay away.

The dispute dates to the Kyoto
Protocol of 1997, the first interna-
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tional treaty obliging countries to
cut their emissions of greenhouse
gases. Under Kyoto, a country that
has difficulty meeting its emissions
goal can buy credits from another

country that has reduced them be-
yond its target.

Russia was required by Kyoto to
maintain its carbon-dioxide output
at 1990 levels, rather than cut them.
But in the aftermath of the Soviet
breakup in 1991 and Russia’s subse-
quent economic collapse, its emis-
sions plummeted, and it easily ex-
ceeded its Kyoto targets.

That left it with a surplus of car-
bon allowances equivalent to six gi-
gatons of carbon dioxide, or
roughly the same as China’s annual
emissions. In theory, Russia could
sell the stockpile to other coun-
tries—a potential multibillion-dol-
lar bonanza.

The fate of the allowances is un-
clear once Kyoto expires in 2012.
Russia wants them carried forward,
in recognition of its achievement in
cutting its CO, volumes, which it
says have fallen by 34% since 1990.

Mr. Bedritsky said Russia wasn’t
ready to curb its economic growth
for the sake of reducing emissions.

Funding issue heightens tensions

BY ALESSANDRO TORELLO

COPENHAGEN—The United Na-
tions proposed rich countries pay to
help poor ones curb pollution, while
cutting their own emissions by at
least 75% and possibly more than
95% by 2050—a suggestion that
heightened tensions between the
U.S. and China over climate change.

It isn’t clear that the Copen-
hagen summit will yield a binding
agreement on nations’ efforts to
combat climate changes. The U.N.
document is the first official at-
tempt to outline a substantive

agreement from the summit.

On Friday, talks continued for a
fifth day of the 12-day conference,
with ministers from a number of
countries participating in the talks.
The draft proposal is vague in key ar-
eas to be discussed late next week,
when many world leaders arrive.

Meanwhile, the European Union
offered to contribute €2.4 billion
($3.53 billion) ayear until 2012 to sub-
sidize efforts by developing countries
to reduce greenhouse-gas emissions.

Anders Turesson, a European
Union negotiator said the money will
be mainly focused on the poorest na-

tions, but couldn’t exclude some funds
going to richer emerging economies.

The question of whether China
should receive subsidies for cut-
ting greenhouse-gas emissions
stirred fresh sniping between the
U.S. and China. Chinese Vice For-
eign Minister He Yafei said Friday
he was “shocked” by remarks ear-
lier this week by Todd Stern, the
chief U.S. climate negotiator, that
China—with $2 trillion in currency
reserves—shouldn’t expect climate
subsidies from the U.S. Mr. Stern
“lacks common sense when he
makes such a comment,” Mr. He said

during a news conference on Friday.

He said industrialized countries
have a responsibility to provide fi-
nancing and technology to limit the
effects of global warming and an in-
crease in greenhouse-gas emissions
in developing nations.

Mr. Stern said the $10 billion a
year the U.N. has said is necessary
in the next three years wouldn’t be
enough. The U.N., in its draft pro-
posal, calls for developed countries
to provide “adequate, predictable,
and sustainable financial resources,
technology and capacity-building”
to support the developing world.

Negotiations
will precede
heads of state

BY ALESSANDRO TORELLO

COPENHAGEN —The final stretch
of the Copenhagen begins Monday
with national ministers discussing
the text drafted following last week’s
lower-level negotiations.

The United Nations ended the first
week of negotiations Friday by pre-
senting a draft text that would push
the world to possibly halve green-
house-gas emissions by 2050. Na-
tional ministers will negotiate dis-
agreements over that text at the start
of the week—exploiting their ability
tomake more decisions on the ground
than the diplomats who represented
them last week. Finally, on Thursday
and Friday, more than 100 govern-
ment heads, including U.S. President
Barack Obama, plan to join the sum-
mit to come up with a final deal.

Still to be ironed out is some word-
ing that has industrialized countries
worried they will be putting in too
much effort to cut emissions com-
pared with developing nations, in-
cluding China. The text requires them
to make commitments to cut carbon
emissions by 2020, while poorer
countries “may undertake autono-
mous mitigation actions,” aimed at
limiting the increase of their emis-
sions. Leaders will also address fund-
ing. The U.N. estimates $10 billion a
year will be needed through 2012 to
jump-start the fight against climate
change in developing countries.

Climate summit
pits U.S., China

in a showdown

Continued from page 1
that is becoming more efficient, but
not limiting its carbon-fueled growth.

On two consecutive days last
month, Washington and Beijing an-
nounced specific emission-reduction
targets. The U.S. said it would cut emis-
sions 17% below 2005 levels by 2020,
anumber broadly in line with climate-
change legislation pending on Capitol
Hill. China said it would reduce its
“carbon intensity”—the amount of
greenhouse-gas emissions produced
per unit of economic output—40% to
45% below 2005 levels by 2020.

Even if China achieves that car-
bon-intensity cut, the country’s total
emissions still would surge more
than 75% above the 2005 level by
2020, studies project. Michael Levi, a
senior fellow specializing in energy
and climate change at the Council on
Foreign Relations, says that studies
by the IEA, the U.S. Department of En-
ergy, and the Chinese government all
suggest that China was on track to
achieve a reduction in carbon inten-
sity in the range of 40% to 45% even
before its recent announcement.

The EU and Mr. Obama have pro-
posed that the EU and the U.S. aim to
slash their total emissions on the or-
der of 80% by 2050. Mr. He said it is
easy to make such long-term prom-
ises. “I doubt the sincerity of devel-
oped countries in their commit-
ment,” he said.

Mr. He said China’s environmental
pledge, while perhaps less grandiose,
ismorereal. “Iwould happily go tode-
bate with any person to see whether
what China has committed is less or
more than another country,” he said.
“Facts speak louder than words.”
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U.S. climate diplomacy

As Obama reaches out to world leaders, challenges await at home

BY STEPHEN POWER
AND JONATHAN WEISMAN

On the same day that U.S. Presi-
dent Barack Obama decided to com-
mit 30,000 additional troops to Af-
ghanistan, he reached out to global
leaders in a series of phone calls and
aWhite House meeting. When he fin-
ished talking about his military deci-
sion, he pivoted to another issue:
the world’s climate.

In a meeting with Australian
Prime Minister Kevin Rudd, a video-
conference with British Prime Minis-
ter Gordon Brown, and phone calls
to the leaders of France, Russia,
China, Germany, India and Poland,
Mr. Obama pointed to his adminis-
tration’s efforts to use regulatory
power to cut greenhouse-gas emis-
sions, and made a pitch for action at
the global summit in Copenhagen.
After the calls, the White House de-
clared that the president expected
something meaningful could come
out of the summit.

When Mr. Obama journeys to the
Danish capital Dec. 18, he will be

hard-pressed to satisfy the desire of
other nations for the U.S. to commit
to deep cuts in the amount of coal
and petroleum it consumes, or big
new handouts to developing nations
that want subsidies to install low-
carbon energy technology or pre-
serve forests. Mr. Obama may offer
precise numbers and pledges, but he
doesn’t have the votes for legisla-
tion to put them into effect.

The president’s immediate chal-
lenge is convincing 60 senators to
support a proposal to require sharp
cuts in U.S. greenhouse-gas emis-
sions by 2050, and institute a sys-
tem that requires businesses to pay
for the right to emit such gases.
Most Republicans oppose the cap-
and-trade bill, as do some members
of Mr. Obama’s own party.

Sen. James Webb, a Virginia Dem-
ocrat whose state depends on coal
for 45% of its electricity, says legisla-
tion backed by Mr. Obama to require
companies to pay for their green-
house-gas emissions would lead to a
“huge bureaucracy.”

Climate politics are both national

and global. Mr. Obama faces chal-
lenges in both arenas. At the same
time, Mr. Obama is juggling rivalries
among other major nations in an ef-
fort to forge a climate deal that
doesn’t put the U.S. economy at risk.

China will be the key to any
world-wide climate deal. In private
meetings with Chinese President Hu
Jintao on Nov. 17, Mr. Obama won
some promises, especially on a key
issue for the U.S.: China’s willing-
ness to allow verification of its
claims to curbing greenhouse-gas
emissions. A joint statement that
day by the two presidents included
language on the issue that Mr.
Obama wanted.

A little-noticed tete-a-tete with
Premier Wen Jiabao the next day—
overshadowed by Mr. Obama’s dash
to the Great Wall—may have been
more crucial, a senior administra-
tion official said. Mr. Wen wanted
Mr. Obama to outline his proposed
commitments to cutting emissions
before China put forward a pro-
posal. The U.S. president assured
the Chinese premier that he would
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Police in Copenhagen watch over a group of protesters who were restrained after
an unauthorized demonstration Sunday against greenhouse gases.

lay his cards on the table soon.

On Nov. 24, Indian Prime Minis-
ter Manmohan Singh arrived in
Washington for the first official
state visit of the Obama presidency.
Mr. Obama told Mr. Singh that China
and the U.S. would put firm climate
targets on the table. But if India
stood on the sidelines, no progress
would be made.

Messrs. Obama and Singh signed
ajoint statement committing to co-
operation on climate change. The
next day, Mr. Obama announced spe-

cific emissions targets he would per-
sonally take to Copenhagen. The Chi-
nese put their targets on the table
the following day, and a week later,
India followed suit.

China and India aren’t offering to
cut emissions, as Mr. Obama has
done. They are proposing to make
their economies more energy-effi-
cient—which could mean their total
emissions grow as their economies
grow. That could further complicate
the task of winning over skeptics in
the U.S. Congress.

CO, EMISSIONS AREN'T JUST A
TOPIC IN COPENHAGEN. THEY

MATTER TO THE WHOLE WORLD.

Climate change doesn’t stop at national borders. That is why it is so important that binding commitments be made

in Copenhagen to protect the world’s climate. We need corporate commitment to increase energy efficiency and reduce

greenhouse gas emissions. RWE is currently involved in 120 international climate protection projects in countries

such as China, India, Vietnam and Chile. One of RWE’s current projects aims to combat deforestation in Zambia. This
involves providing 30,000 households with innovative cooking systems by the end of 2010. These systems help reduce

CO, emissions and stop deforestation caused by the charcoal-burning open hearths commonly in use there. These

projects complement the significant reductions in CO, emissions RWE has achieved in Europe by constructing modern

power plants, expanding power generation from renewables and increasing energy efficiency. In this way, we can

secure energy supply and at the same time effectively combat climate change. www.rwe.com/copenhagen
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WORLD NEWS

BY PATRICK BARTA
AND EVvAN RAMSTAD

BANGKOK—Thai authorities will
spend the next several days sifting
through a massive cache of explo-
sives, missiles and other weapons
seized from a plane from North Ko-
reain a case that could offer new de-
tails about the secretive country’s in-
volvement in the international illicit-
weapons trade.

Thai officials detained the plane
and its five crew members late Friday
after they landed at Bangkok’s Don
Muang airport for refueling. Al-
though the final destination of the
plane remained unclear, a Thai gov-
ernment spokesman said it was sched-
uled to land next in Sri Lanka for fur-

ther refueling and was possibly
headed to another location after that.
The detention of the plane and
cargo is among the first executions
of new rules created by the United
Nations Security Council in June to
try to halt Pyongyang’s ability to sell
and transport arms. The rules were
developed after North Koreatested a
nuclear explosive in late May in defi-
ance of previous U.N. sanctions.
Since then, international authori-
ties have tracked at least two vessels,
including a ship detained in the
United Arab Emirates carrying North
Korean arms and explosive powder
that was headed to nearby Iran. But
the size of the latest haul—more than
30 tons—could provide a broader
range of information about the vari-

ety and quality of weapons North Ko-
rea is capable of producing.

Thai government spokesman
Panithan Wattanayakorn said Thai
authorities had been tracking the
plane for several days in conjunc-
tion with investigative agencies
from “several countries,” though he
didn’t name them. Local media re-
ported that U.S. officials were in-
volved in the mission, but a spokes-
man for the U.S. Embassy in
Bangkok declined to comment.

The Ilyushin 76 transport plane
was registered in Georgia but flew to
Bangkok from Pyongyang, Thai offi-
cials said. Its cargo—which was later
transferred to a Thai military base—in-
cluded rocket-propelled grenades,
components for surface-to-air mis-

Associated-Press (left), European Pressphoto Agency (right)

Thai soldiers, left, surround a plane from North Korea that landed Saturday in
Bangkok. Its cargo of explosives and weapons was seized. One of the plane’s five
crew members, Capt. llyas Issakov, above, is escorted by policemen.

North Korea arms flight spurs probe

Thai authorities will look through massive cache of explosives, missiles and other weapons seized from plane in Bangkok

siles, and explosives, according to the
Associated Press, which cited Thai offi-
cials. There were no immediate indica-
tions that it included materials or
equipment related to nuclear weap-
ons, but Thai authorities said it could
take several more days to fully exam-
ine the plane’s contents.

The crew, including four citizens
of Kazakhstan and one from Belarus,
were charged with illegal possession
of arms in Thailand. A police spokes-
man said the men didn’t yet have law-
yers and that they had denied any
knowledge there were weapons on
board. They were expected to appear
before a Thai judge on Monday.

North Korea is one of the world’s
most impoverished countries and re-
lies on arms shipments for a sizable

portion of its foreign income. Some
analysts estimate it reaps several
hundred million dollars annually
from arms trading.

The country, run by an authoritar-
ianregime that grants its citizens few
freedoms, has been trying to build nu-
clear weapons since the 1970s. Other
nations, led by the U.S., have tried
since the early 1990s to persuade it to
give up its pursuit of nuclear weap-
ons by offering food and money.

North Korea has continued the
nuclear program, however, and has
prolonged diplomatic interactions
over it in a strategy that has allowed
the regime to remain in power and
wield influence in the world’s weap-
ons scene that is outsize in compari-
son with its economic strength.

Japan coalition sees

By ALisON TUDOR

TOKYO—Japan’s new coalition
government is showing strains, as
boisterous junior partners sway key
policies, from deficit spending to
U.S.-Japan relations.

The struggles by Prime Minister
Yukio Hatoyama to control his cabi-
net have started to chip away at his
still-high approval ratings.

Mr. Hatoyama’s Democratic
Party of Japan won an overwhelm-
ing majority in August parliamen-
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tary elections, but that gave him con-
trol only of the parliament’s lower
house. The DPJ, in trying to win
smooth passage of legislation
through the upper house, has been
held ransom by two smaller parties,
led by a socialist and a feminist.

It’s an awkward dynamic. The
DPJ is simultaneously focused on
winning sole control of the upper
housein elections scheduled for this
summer and having to govern in
partnership with the parties it is
seeking to oust from power.

The major domestic-policy initia-
tives, such as blocking privatization
ofthe postal service, abank-loan mor-
atorium and an $80 billion stimulus
package, have been driven by the ram-
bunctious Shizuka Kamei, head of the
People’s New Party.

The biggest foreign-policy prob-
lem has been driven by the other coa-
lition partner, the Social Democratic
Party. Mizuho Fukushima, consumer-
affairs minister and head of the SDP,
threatened Thursday to leave the co-
alition if the DPJ continues a plan ne-
gotiated by the previous govern-
ment on the location of U.S. bases in
Japan. Mr. Hatoyama’s refusal to ac-
cept the U.S. plan has sparked harsh
rhetoric between the close allies.

Mr. Hatoyama called for an emer-

strains

gency meeting Friday with Mr. Ka-
mei and Ms. Fukushima to iron out
their differences. A spokesman said
the three agreed to work together
onresolving the military-base issue.

A newspaper poll last week
showed the cabinet’s approval rating
slipped somewhat to 59% from 63%
last month. The biggest complaint
from respondents was that Mr.
Hatoyama hadn’t shown leadership.

U.S. officials have expressed frus-
tration with Mr. Hatoyama’s han-
dling of the base issue. The U.S. is
keen to finalize a deal over reloca-
tion of U.S. troops on the Japanese is-
land of Okinawa. But Mr. Kamei
warned at a news conference Friday
that the need for a consensus in the
government would delay a decision
until at least the new year.

Hesaid U.S.leaders should under-
stand Mr. Hatoyama’s grip on power
is “precarious,” adding, “So long as
the CIA does not assassinate me,
things will not go back to the way
things were before, when Japan sim-
ply followed America’s lead.”

Mr. Kamei has spearheaded the
two most controversial bills of the
new government: one calling for
banks to reschedule loans to small
companies and one halting the priva-
tization of Japan’s postal services.
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Shizuka Kamei, head of the People’s New Party, speaks at a news conference in
Tokyo Friday of the need for a government consensus on military-base issues.





