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Clock ticks on climate impasse

BY ALESSANDRO TORELLO
AND SELINA WILLIAMS

COPENHAGEN—Major na-
tions at the United Nations cli-
mate summit here remained
far apart Wednesday on key is-
sues, amid signs that the bar-
gaining process to come up
with a new agreement on how
to limit global warming was
grinding to an impasse.

“I still believe it’s possible
to reach real success, but I
must say that in that context
the next 24 hours are abso-
lutely crucial,” the top U.N. cli-
mate negotiator, Yvo de Boer,
said late Wednesday, the ninth
day of negotiations.

Mr. de Boer said the chair-
man of the conference, Den-
mark’s Prime Minister Lars
Loekke Rasmussen, was hold-
ing consultations with re-
gional representatives to see
how best to move forward in
the talks.

Connie Hedegaard, presi-
dent of the conference, re-
signed Wednesday to hand the
job to Mr. Rasmussen as more
than 100 other world leaders
head to Copenhagen for the fi-
nal stretch of the talks.

Officials expressed con-
cern that the conference will
have little to show when lead-
ers are supposed to convene
toratify a final outcome on Fri-
day.

“We have no more time to
lose,” said European Commis-
sion President José Manuel
Barroso.

China appeared to give
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Police officers face off with protesters outside the U.N. climate summit in Copenhagen Wednesday. World leaders began to arrive, raising pressure for a pact to curb global warming.

some ground on the issue of
whether it is entitled to aid
from rich nations to subsidize
its efforts to curb greenhouse-
gas emissions. China’s assis-

tant minister of finance, Zhu
Guangyao, said Beijing is will-
ing to allow poorer developing
nations take priority in receiv-
ing rich nations’ funding to

combat climate change.

But China is sticking to its
demand that rich nations pro-
vide 0.5% to 1% of their annual
gross domestic product as
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Kraft puts RBS in tough spot

By DANA CIMILLUCA
AND SARA SCHAEFER MUNOZ

LONDON—Royal Bank of
Scotland Group PLC’s role as
award of the British state cast
the bank into another uncom-
fortable situation, with some
lawmakers protesting its
backing of Kraft Foods Inc.’s
hostile bid for British candy
icon Cadbury PLC.

On Wednesday, members
of Parliament and trade union
leaders met with Britain’s
business secretary and
sought to block RBS’s plan to
make a loan to Kraft as part of
its proposed bid. They claim
the deal is contrary to Brit-
ain’s national interest. Mean-
while, RBS also is seeking
credit for advising Kraft,
which would deepen its in-
volvement in the deal.

Business Secretary Peter
Mandelson said in a state-

Major players

Kraft advisers Cadbury advisers

Lazard Goldman Sachs
Centerview UBS

Partners Morgan Stanley
Citigroup

Deutsche Bank

Banks financing Kraft

The Royal Bank of Scotland Group,
Citigroup, Deutsche Bank,

HSBC Holdings, BNP Paribas,
Barclays, Credit Suisse,

Société Générale,

Banco Bilbao Vizcaya Argentaria

Source: the companies

ment after the meeting that
he was aware of the “strength
of feelings generated by the
takeover bid.”

Echoing earlier warnings,
he said it is important that
any acquirer of Cadbury’s re-
spect the company’s heritage

and work force, according to a
spokesman. But he also said
he has no statutory power to
intervene.

Lord Mandelson’s com-
ments, as well as similar ones
recently from Prime Minister
Gordon Brown, come as many
in Britain bemoan lax take-
over rules in the country,
which are among the most le-
nient in the world when it
comes to foreign suitors for
its companies.

While countries like
France and the U.S. are known
to block takeovers that aren’t
in the national interest, the
U.K. is much less likely to do
SO.

These people are con-
cerned that a takeover by
Kraft will jeopardize jobs at
Cadbury and its tradition as
an upstanding U.K. corporate
citizen.

Please turn to page 3

funding to help developing na-
tions for the period to 2020
and beyond, Mr. Zhu said in an
interview. He didn’t provide in-
formation on whether Beijing

would insist on some of the
funding going to China.

Mr. Zhu reiterated China’s
opposition to efforts by some

Please turn to page 6
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Common sense and private equity

BY PATIENCE WHEATCROFT

Private equity
has long lost its
mantle as the
enemy at large in
the capital

> markets. Banks
now have become the focus for
public opprobrium, to such an
extent that there is little ire left
to be expended on other corners
of the financial world. The
European Union, belatedly, seems
to be acknowledging this as it
moves in the direction of common
sense in shaping the regulation of
private equity.

Yesterday’s news that the
European Council had put forward
a compromise text that was in line
with the European Parliament’s
prevailing position was
encouraging. That private equity
should be lumped into the
Alternative Investment Fund
Management Directive seems
anyhow to be unnecessary, but,
since its inclusion appears to be
inescapable, the drive has to be to
achieve a regime that is at least
workable. The European Venture
Capital Association has greeted
the latest development
enthusiastically, saying it shows
the Swedish presidency to be
“clearly cognizant of the unique
contribution venture capital can
make to European innovation and
long-term economic growth.”

The EVCA is hardly an
unbiased judge here. While private
equity and venture capital
undoubtedly can make such a
valuable contribution—and should
be encouraged to do so—the
industry should be wary of being
overzealous in its own defence.
The record isn’t unblemished. It
took too much money from rash
lenders and didn’t always spend it
wisely.

Banks now faced with defaults
on their loans to private-equity-
owned businesses are having to
confront the unenticing prospect
of taking ownership of
overstretched pub operators or

Press Association

Private-equity boss Jon Moulton of Better Capital

retailers. The owners borrowed
too heavily against the slender
equity they had put into the
company and when the downturn
hit, making revenue harder to
find, were ill-placed to meet their
interest commitments.

But while the borrowers were
guilty of over-leveraging, those

Burdening a business with
overwhelming debt isn’t the
most obvious way to
strengthen an economy

who lent were equally at fault for
their cavalier policies. When
private equity was in its infancy,
banks demanded “belt and braces”
security for their backing. As the
boom years rolled, however,
competition to dole out cash
overruled caution, and the
concept of “covenant-lite” loans
took hold.

Private equity funds couldn’t
believe their luck and took full
advantage of the new friendly
environment.

Hence, there is a strong
argument for saying that if
regulators want to curb excessive
leverage in private equity, it is the
lenders rather than the borrowers
on whom they should focus.

The private-equity funds,
however, cannot be absolved from
blame. Although their industry
has been on a charm offensive
since 2007, when the very
mention of a private-equity
takeover sent shareholders of and
trade unions at U.K. supermarket
group J Sainsbury into paroxysms
of anger and fear, its argument
still isn’t unequivocal.

The numbers do show that
private equity increases
productivity. Although averages
disguise some horrors, the latest
survey for the British Venture
Capital Association found that the
47 private-equity-owned
companies it examined had
increased productivity by an
annual average of 7.7% against a
national average of only 1%.
Income growth had been close to
the norm but the more active
management of the private-equity
owners ensured better
efficiencies. And the trend from
the most recent returns provided
further evidence of that: Private-
equity-owned companies were
faster to shed jobs.

But on profitability, it is harder
to judge the relative performance
of the sector, since the survey
resorts to a single measure of
profit: Ebitda. Businesses bought
for an enterprise value of £82
billion, £26 billion of it in equity
and £56 billion in third-party

debt, produced an Ebitda of £8.6
billion. Investors in private-equity
funds, many of whom have been
deeply disappointed with their
returns of late, will see the
disingenuousness here.

To look at profits before
nasties such as tax, amortisation
and, most critical in this context,
interest charges doesn’t give the
most relevant view of private-
equity ownership. Burdening a
business with overwhelming debt
isn’t the most obvious way to
strengthen an economy.

The industry may have escaped
the worst strictures with which
the EU might have bound it, but it
will continue to be crippled by a
chronic shortage of funds unless it
assumes a different attitude
toward leverage. During the first
nine months of this year, just €6
billion was raised for European
private-equity funds against €69
billion in 2008. Banks have gone
from lavishing cash upon the
sector to being parsimonious in
the extreme. Hence, potentially
attractive deals remain undone.
The volume of U.K. buyouts during
the third quarter was the lowest
in 25 years.

Against that background, Jon
Moulton should be relieved to
have raised more than £140
million for his new vehicle, Better
Capital, which lists on the U.K.’s
AIM stock market this week. The
former Alchemy boss had hoped
for more but the environment
wasn’t in his favor, his fund-
raising being conducted as Dubai
was putting the frighteners on the
market. He believes there are
plenty of turnaround situations
just crying out for his attention,
and a handful of investors have
been prepared to back his
judgment.

Mr. Moulton was one of the
few within the industry who dared
to criticize the perilous leveraging
and myriad levels of debt involved
before the deals went sour. Now
many in the industry will be
watching to see whether he is able
to make his optimistically named
Better Capital work in the new,
and much more restrained,
environment.
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Americans souring on Democrats

Public’s malaise and insecurity translate into significant shift in political landscape since start of the Obama era

BY PETER WALLSTEN

WASHINGTON—The Democratic
Party is slumping amid a growing
sense of malaise and insecurity
among Americans at the end of Presi-
dent Barack Obama’s first year in of-
fice, according to a new Wall Street
Journal/NBC News poll.

The findings underscore how sig-
nificantly the political landscape has
changed since the start of the Obama
erainJanuary, when voters were opti-
mistic about the future, the new pres-
ident enjoyed soaring approval rat-
ings and congressional leaders were
set to pass his ambitious agenda and
hoping to expand their majorities in
future elections.

Now, the public is souring on Mr.
Obama and his party, and Americans
are unusually grim about their coun-
try’s future prospects. A plurality

Shrinking popularity
How Americans feel about the
job Barack Obama is doing as

president?

60% Approve

0 [T T T T 1T T 17T T T T
2009
Source: WSJ/NBC News telephone poll

of 1,008 adults conducted Dec. 11-14;
margin of error: +/- 3.1 percentage points

now believes the U.S. is in decline and
in 20 years time will be surpassed by
China as the world’s top power.

The survey, conducted Dec. 11-14,
found for the first time that fewer
than half of Americans approve of
the job that Mr. Obama is doing,
marking a steeper first-year fall for
this president than his recent prede-
Cessors.

In addition, for the first time a
plurality preferred Congress did
nothing on health care rather than
pass the overhaul plan that would be
Mr. Obama’s signature achievement
so far.

Also for the first time this year,
the electorate was split when asked
which party they wanted in charge af-
ter 2010. For months, a clear plural-
ity has favored Democratic control.

“For Democrats, the red flags are
flying at full mast,” said Democratic
pollster Peter Hart, who conducted
the survey with Republican pollster
Bill McInturff. “What we don’t know
for certain is: have we reached a bot-
toming out point.”

The survey, with a margin of error
of 3.1 percentage points, suggested
possible big gains by Republican can-
didates in next year’s elections. Vot-
ers intending to back Republicans,
for example, expressed far more in-
terest in the 2010 races than those
planning to vote for Democrats.

But public displeasure with Dem-
ocrats wasn’t translating into
warmth for Republicans. Twenty-
eight percent of voters expressed
positive feelings about the GOP—a
number that has remained constant
through the Democrats’ decline over
the summer and fall. Only 5% said
their feelings toward the Republi-
cans were “very positive.”

Still, the survey paints a decid-
edly gloomy picture for Democrats,

RBS isin a tough spot

Continued from first page

But even as politicians give voice
to such concerns, RBS, soon to be
84%-owned by the U.K. government,
has thrown its support behind Kraft.
RBS is one of nine banks, including
Citigroup Inc., Deutsche Bank AG,
HSBC Holdings PLC, Barclays PLC
and Credit Suisse Group, pledging
£5.5 billion ($8.95 billion) to fund
Kraft’s cash-and-stock bid.

Last month, RBS appealed to
Thomson Reuters, the keeper of
league tables tallying banks’ involve-
ment in advising on merger deals,
asking to be added to a list of four
other advisers to Kraft. Its status as
a possible adviser is in limbo after
an unknown rival challenged the le-
gitimacy of that role Monday, accord-
ing to a Thomson spokeswoman.

Credit Suisse also claimed credit
and was similarly challenged; Thom-
son is reviewing both cases. An RBS
spokesman declined to comment,
and a Credit Suisse spokeswoman
couldn’t be reached.

A person close to RBS said the
firm considered the possible politi-
cal ramifications of advising Kraft,
but decided it made business sense
to move ahead. Others close to the
bank said the government hasn’t
meddled in its decision on Kraft.

Political criticism of the move is
the latest example of the bank being
used as a pawn by policy makers, the
person said, increasing concerns
that such attention could drive off

future clients or harm its ability to
retain top talent. A spokesman for
the U.K. Treasury said only “it is im-
portant that RBS operate commer-
cially so they can generate agood re-
turn for the taxpayer.”

The controversy over RBS’s role
with Kraft provides a reminder of
how perilous it is to operate as a
state-owned bank in a mostly free-
market environment. It also has put
the U.K. government in an awkward
position, especially as it seeks to jus-
tify its £45.5 billion bailout of the Ed-
inburgh bank ahead of a national
election next year. Loans to foreign
companies are especially sensitive
at a time when many businesses in
the U.K. are complaining of a lack of
access to credit and as the country’s
economy continues to struggle.

Tensions over RBS’s role come
just weeks after the bank clashed
with the government over its bonus
pot and a day after RBS Chief Execu-
tive Stephen Hester criticized the
“politicization” of RBS by European
Union and U.K. authorities.

Kraft, of Northfield, Ill., has of-
fered Cadbury shareholders about
$16.3 billion, a substantial premium
to Cadbury’s market value shortly
before the offer was made, but Cad-
bury has rejected Kraft’s advance.

Kraft has said it will keep open a
factory that Cadbury had planned to
close and increase investment at an-
other. Cadbury declined to com-
ment.

AP

—

Agence France-Presse/GAetty Images

U.S. President Barack Obama met with senators Tuesday to discuss health care. Public opinion on the overhaul plan is souring.

who appear to be bearing the brunt
of public unease over rising jobless-
ness and uncertainty over Washing-
ton’s economic policies. Just more
than one in three voters said they felt
positive about the Democratic Party,

a 14-point slide since February.
“Overall, it’s just like a depress-
ing time right now,” said Mike Ash-
more, 23, of Lansdale, Pa., an indepen-
dent who supported Mr. Obama last
year but now complains about the

president’slack of activity on jobs. “A

lot of my friends are either employed

and hate it, or are unemployed,” Mr.
Ashmore said.

—Nomaan Merchant

contributed to this article.
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French bonuses taxed

Bank employees will pay 50% next year on payments above $40,000

BY DAVID GAUTHIER-VILLARS

PARIS—The French government
plans to tax bonuses awarded to
bank employees next year at 50%,
taking its cue from Britain in a move
aimed at soothing public outcry
over excessive remuneration in the
financial industry.

If approved by Parliament, the
levy will apply to bonuses above
€27,500 ($40,000), French Finance
Minister Christine Lagarde said
Wednesday. The proceeds will help
fund the extension of state guaran-
tees on bank deposits. The govern-
ment said last week that it planned a
one-time tax on bonuses, but hadn’t
announced the details.

An aide to Ms. Lagarde said the
levy would affect between 2,000
and 3,000 bankers working in
France, but that it was too early to
say how much the government
might raise via the tax.

The French banking federation
condemned the tax, saying it would
weaken Paris as a financial center
and that such a tax should be ap-
plied across all financial hubs in or-
der to be effective.

“French banks regret the unilat-
eral imposition of an exceptional tax
on bonuses,” the federation saidin a
statement.

Last week, U.K. Prime Minister
Gordon Brown and French President
Nicolas Sarkozy urged other nations
to imitate their bonus taxes, saying

they aimed to “show the way.” Reac-
tion has been muted thus far: Only
Germany has said it will consider
tightening bonus rules next year.

The U.S. banking presence in
France is small, and the new mea-
sure will mainly affect French retail
banks. Morgan Stanley, which has
had an office in Paris since 1967, de-
clined to comment.

In the U.K., the government’s lat-
est budget plan calls for a one-time
50% tax on some City bonuses ex-
ceeding £25,000 ($40,600).

The British tax will be levied only
on one-time payments—the bo-
nuses that aren’t part of employees’
contracts. France also has discre-
tionary and contractual bonuses,
and—in line with new regulation—
the bonus payments are spread over
three years. The French government
hasn’t yet given details about
whether the new tax will apply to
contractual or discretionary bo-
nuses or both, or about whether the
tax will be spread over three years
or paid in one go.

In London and Paris, the logic be-
hind the tax is that governments
ought to get a cut from bank bo-
nuses, because a large part of the
payouts stem from activity that
wouldn’t have occurred if the gov-
ernments hadn’t bailed out the bank-
ing industry.

The pay guidelines issued by the
Financial Stability Board, which was
created by the Group of 20 nations

to coordinate regulatory reform, fo-
cus primarily on responsibly reward-
ing risk and paying careful attention
tohow compensation affects capital
levels. Little attention has been di-
rected at the size or timing of bonus
payments, where the U.K. and
French taxes are aimed.

Ms. Lagarde said the tax was pri-
marily aimed at persuading bank ex-
ecutives to refrain from paying high
bonuses on 2009 earnings and, in-
stead, to beef up their capital re-
serves. The tax will be an “incentive
to apply discipline and moderation
in the payment of 2010 bonuses,”
she said.

French politicians said the tax
would also convey a message to peo-
ple angered at what they perceive as
bankers’ disproportionate pay.

“I doubt we will collect much
money through this bonus tax,” said
Chantal Brunel, a lawmaker affili-
ated with France’s conservative rul-
ing party, the UMP. “But it’s an im-
portant political symbol of fair-
ness.”

France was among the first coun-
tries to call for tougher regulation
on banking-industry remuneration.
Mr. Sarkozy has repeatedly voiced
concerns that pay scandals would
fuel voter resentment. But he has
been reluctant to adopt any mea-
sure that could put Paris—Europe’s
second-largest financial center af-
ter London by number of bank-
ers—at a competitive disadvantage.

Finance Minister Christine Lagarde said that one aim of France’s bonus tax is to
persuade banks to beef up their reserves instead of paying high bonuses.

S&P lowers Gree

BY BRIAN BLACKSTONE
AND JOHN KELL

A second ratings agency down-
graded Greece’s sovereign debt,
dealing the country a fresh blow as
its new Socialist government tries
to calm fears over its large deficits
by pledging to bring them within Eu-
ropean budget rules by 2013.

Standard & Poor’s Corp., which put
Greece on a negative watch last week,
lowered its rating one notch to tri-
ple-B-plus and warned of future down-
grades. Last week, Fitch Ratings cut
Greece to a below-A rating. Greece is
the only member of the 16-country
euro zone to have such a low rating.
Moody’s still has Greece at Al, but it
has the country on a negative watch.

“We believe that the govern-
ment’s efforts to reform the public fi-
nances face domestic obstacles that
wouldlikelyrequire sustained efforts
over anumber of years to overcome,”

said S&P analyst Marko Mrsnik.

Greece’s Prime Minister George
Papandreou on Monday said Greece
will bring its deficit down to 3% of
gross domestic product in 2013, the
maximum allowed under European
Union rules, from nearly 13% this
year. But analysts say Greece has
put few concrete proposals on the ta-
ble.

The S&P move “is hardly a ring-
ing endorsement of the additional
measures to reduce the budget defi-
cit,” said Jonathan Loynes, chief Eu-
ropean economist at the consul-
tancy Capital Economics in London,
in a note to clients.

S&P said due to higher revisions
to its projections of Greece’s debt
and deficit levels, and the antici-
pated cost to the government of ser-
vicing those obligations, it saw
Greece’s fiscal flexibility “diminish-
ing more than we had previously ex-
pected.” S&P expects double-digit

sovereign-debt rating

general government deficits as a per-
centage of GDP this year and next to
raise the debt burden sharply.

The news comes as the Markit eco-
nomic-research firm, which com-
piles a survey of purchasing man-
agers from the euro zone, said busi-
ness activity rose again in December,
but policy makers and economists
continuedto citeconcernsthat there-
covery could slow in coming months.

Still, the European Central Bank
and EU remain cautious about un-
winding stimulus packages. Al-
though it is beginning to dismantle
its monetary stimulus this week, the
ECBhas warned of a slow and bumpy
comeback for economic activity.

The U.K.’s Office for National Sta-
tistics, meanwhile, said the number
of jobless claims fell for the first
time since February 2008.

Also, Chancellor of the Exche-
quer Alistair Darling said Britain
could cut its deficits faster than

planned if economic growth tops ex-
pectations. Last week, he set out a
plantoreduce the U.K.’s budget defi-
cit to 5.5% of gross domestic prod-
uct in the 2013 financial year from
12.6% in the current year.

Mr. Darling said the jobs data are
“very encouraging.” but added that
“we still think unemployment is go-
ing to increase into next year.”

Like other small euro-zone coun-
tries in Southern Europe, along with
Ireland, Greece thrived after adopt-
ing the euro in 2001. The low inter-
est rates that came with joining the
common-currency zone fueled
booming domestic demand. But
those countries didn’t make needed
improvements to their economies
that would have helped them with-
stand financial crisis and recession,
economists say.

The S&P move highlights a di-
lemma for the ECB. Under its old col-
lateral rules, government debt

needed to be single-A-minus-rated
by at least one agency to be eligible
as collateral for ECB loans. During
the crisis, officials relaxed those
rules through 2010, meaning Greek
debt is safe as collateral even if it
gets downgraded further. But if its
problems continue much into next
year, investors may start to ques-
tion whether Greek bonds will be
welcome at the ECB in 2011.

“We doubt that the ECB will sim-
ply pull the plug” on Greece, said Mr.
Loynes, but the latest downgrade
“further underlines Greece’s precari-
ous position.”

The ECB on Wednesday wrapped
up its program of long-term lending
to euro-zone banks, injecting
€96.94 billion ($141.43 billion) at a
12-month lending operation.

—Geoffrey T. Smith,
Laurence Norman

and Ilona Billington
contributed to this article.

Germany pledges funding for Auschwitz endowment

BY PATRICK MCGROARTY

BERLIN—Germany will contrib-
ute €60 million ($87.2 million) to a
new endowment for the Auschwitz
memorial in Poland, half the money
preservationists say they need for
upkeep and repairs at the site of the
Nazi’s most notorious concentra-
tion camp.

The agreement, which comes af-
ter 10 months of talks between repre-
sentatives for the Auschwitz founda-
tion and German officials, signifi-
cantly eases concerns about the me-

morial’s future funding.

Germany is the first country to
commit to the project. Its commit-
ment was crucial because the more
than 40 countries asked to contribute—
including the other European Union
nations, the U.S., Israel and Russia—
were waiting on Germany before final-
izing their own commitments.

“It is an expression of our his-
toric responsibility,” Foreign Minis-
ter Guido Westerwelle of Germany’s
endowment contribution.

Since the end of the war, the Pol-
ish government has paid for much of

the upkeep at the nearly 500-acre
compound west of Krakow. Aus-
chwitz was the largest camp the Na-
zis built to intern and murder Jews
and other prisoners during World
War II.

Jacek Kastelaniec, managing direc-
tor of the foundation established in
January to build the endowment, said
it will provide an additional €3.5 mil-
lion to €5.5 million in interest annu-
ally to protect Auschwitz-Birkenau’s
complex of buildings, ruins, and ex-
pansive archive of documents and
prisoners’ belongings.

“If we achieve this goal, it will
mean the safety, the authenticity of
this placeis secure,” Mr. Kastelaniec
said.

German Chancellor Angela Mer-
kel and governors from the country’s
16 states agreed to the pledge in a
meeting Wednesday in Berlin. The
federal government and states will
each provide half of the money,
which the foundation has asked to be
paid in installments over five years.

Mr. Westerwelle, whose office
led the negotiations, has taken
strides to improve relations with Po-

land since he assumed office with
the new German government in Oc-
tober.

German and Polish leaders still
spar occasionally over proper com-
pensation and remembrance of the
war that ended more than 60 years
ago. Mr. Westerwelle has struck ano-
tably conciliatory tone in Polish rela-
tions.

More than one million people,
mostly Jews, were killed in gas
chambers or worked to death at Aus-
chwitz, which the Nazis built after
invading Poland in 1939.
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Russian reformer dies

BY GREGORY L. WHITE

Yegor Gaidar, the architect of
Russia’s wrenching shift to capital-
ism in the early 1990s, was reviled
by millions of Russians for the hyper-
inflation and hardship the economic
transformation brought.

Mr. Gaidar, who aides said died
suddenly of a blood clot Wednesday
at the age of 53, helped to lift state
controls and create a market in the
early 1990s, laying the foundations
of the prosperity Russia has enjoyed
in the past decade.

“Just as Mikhail Gorbachev did in
politics, he played the same role in
economic matters,” said Andrei Bu-
grov, managing director of Interros,
a large Russian business group.

Mr. Gaidar’s efforts to build a lib-
eral, promarket political movement
weren’t as successful as his eco-
nomic transformations, however,
and he faded from the political stage
in recent years as the Kremlin tight-
ened control. But he remained a
prominent economist and adviser to
top government officials, many of
whom had been his allies since his
days in government.

“In the early 1990s, he saved the
country from hunger, civil war and
collapse,” longtime ally and former
privatization chief Anatoly Chubais
wrote in his blog Wednesday. “In re-
cent years he was the intellectual
and moral leader for us all.”

Ordinary Russians, however,
blamed the bookish Mr. Gaidar for
the explosion of inflation that fol-
lowed his decision to lift price con-
trols in January 1992.

“He was a symbol of the colossal
problems that the people of our
country faced in the early 1990s,”
said Ivan Melnikov, a top Commu-
nist Party official. “I think it’s hard
not just for Communists, but for the
majority of citizens to find the neces-
sary tactful words to say about his
death.”

Although the Kremlin in recent
years has sought to paint the 1990s
as a period of chaos and depriva-
tion—in contrast to the relative sta-

With president
set, Romania
hopes for loan

BY CHRISTOPHER EMSDEN
AND JOE PARKINSON

Romanian President Traian
Basescu was inaugurated for a sec-
ond term Wednesday and began
working with political parties to
form a government that can enforce
the tough budget changes required
by the International Monetary
Fund.

The inauguration put to rest a bit-
ter dispute over electoral fraud, mak-
ing it likely the conservative Demo-
cratic Liberal Party, which is closely
affiliated with Mr. Basescu, can
form a government backed by a par-
liamentary majority and able to tap
another installment of an IMF-led
€20 billion ($29.2 billion) loan,
which stalled amid a political crisis.

“Romania is passing through a
difficult period,” Mr. Basescu said in
his speech. “We need solidarity
more than ever.”

The IMF said it is likely to dis-
burse the next tranche of its loan in
February, given that an agreement
has been reached on policy changes.

bility and prosperity of the past de-
cade—state media Wednesday pro-
vided heavy and positive coverage
of his legacy.

First Channel, the country’s
main newscast, called him “the au-
thor of the unpopular but unavoid-
able reforms that saved Russia.”

Both  President Dmitry
Medvedev and Prime Minister
Vladimir Putin issued statements
praising Mr. Gaidar for his bravery
and honor.

Mr. Gaidar was born in 1956 in
Moscow into a privileged family; his
two grandfathers were prominent

children’s authors. A graduate of
Moscow State University, he be-
came economics editor at the Com-
munist Party journal Kommunist in
the late 1980s, as Mr. Gorbachev, the
Soviet leader, sought advice from
leading economists on how to gradu-
ally reform the creaking Soviet
planned economy.

Concerning the current global
crisis, in an article published in a
Russian newspaper in June, he
warned that the global financial
problems would undermine the
prosperity that has been key to pub-
lic support for the Kremlin.

Yegor Gaidar, seen in a 2002 photo, ‘saved [Russia] from hunger, civil war and
collapse,’ longtime ally and former privatization chief Anatoly Chubais wrote.

Associated Press
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EU’s touted CO, target rankles rivals

Some nations and environmentalists argue Europe’s pledged greenhouse-gas cuts are less ambitious than backers say

By CHARLES FORELLE

BRUSSELS—The European Union,
which has led the charge among rich
countries to reduce greenhouse-gas
emissions, frequently casts its goal of
a 20% cut by 2020 as a guiding light
for the rest of the developed world. If
others go far enough, the bloc says, it
will even stretch to 30%.

But some argue the EU’s pledges
are far less ambitious than they seem,
and that has become a source of fric-
tion at the Copenhagen climate sum-
mit. Tuesday, the top American cli-
mate envoy pointed out that the EU
counts its 20% cut from 1990, when its
emissions were higher than they are
today. The U.S. pledge, figured from
2005, is actually steeper going for-
ward, he said.

To get to the 20% cut, the EU
takes out its wallet and buys credits
on a global carbon market. That
means it doesn’t have to cut emis-
sions as sharply within the EU. By
some reckonings, half of the EU’s fu-
ture cuts could come from credits
bought from outside the EU.

On top of that, slower economic
growth will make the target easier to
reach. Recession means less indus-
trial output and fewer emissions.

European leaders retort that the
bloc has put in substantial effort in
past years toreduce its emissions—in-
cluding establishing the world’s lead-
ing cap-and-trade regime—while the
U.S. has sat back and let its emissions
rise. Barbara Helfferich, the environ-
ment spokeswoman for the EU’s exec-
utive arm, says the U.S.’s pledge to cut
emissions 17% from 2005 amounts to
just a 4% reduction since 1990. “Com-
pare that to our 20%,” she says.

Still, the soft spots in the EU’s
pledge have drawn sharp criticism

from environmentalists. While exas-
perated with the U.S. for not doing
more, they also make the case that Eu-
rope isn’t doing as much as it claims.

Getting to 20% by 2020 requires
“minimal effort,” says Jason Ander-
son of the World Wildlife Fund. He
says the EU should push as far as
40%. “Clearly, the EU needs to im-
prove its pledge,” says Rebecca
Harms, a German member of the Eu-
ropean Parliament who is president
of its Green Party.

In1990, the 27 countries that now
make up the EU emitted greenhouse
gases equivalent to 5.56 billion met-
ric tons of carbon dioxide. By 2007,
that number had fallen 9.3%, or 519
million tons, to 5.05 billion tons. (All
the figures exclude emissions from
deforestation or changing use of
land.) Provisional estimates for 2008
are for an additional 1.5% drop,
largely stemming from the recession.
In other words, the EU is already
more than halfway to its 2020 target.

EU leaders credit environmental
initiatives and the cap-and-trade
system for curbing big polluters.
But another factor is at work: In
2004 and 2007, the EU admitted a to-
tal of 12 new countries, 10 of them ex-
communist states. By counting emis-
sions from 1990—generally before
communism’s collapse ravaged in-
dustrial output—all but one of those
countries (tiny Slovenia) register
substantial declines that the EU
counts toward the 2020 pledge.

The 10 Eastern bloc countries ac-
count for two-thirds of the decline in
the EU since 1990. Among the 15 West-
ern EU countries, emissions have
fallen just 4.3% since 1990.

However, some argue that, con-
versely, a 2005 baseline favors the
Obama administration in interna-

Carbon cuts

The EU pledged to cut greenhouse gases 20% from 1990 levels by
2020, but some of this goal could be met by buying emissions credits.
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tional talks, partly because it leaves
out the entire first term of George W.
Bush. Mr. Bush, as president, resisted
imposing economywide emissions
caps on the grounds that it would
damage the U.S. economy.

The EU gets a fillip from count-
ing “offset” credits toward the
pledge. They come largely from a
United Nations program called the
Clean Development Mechanism.
Poor countries don’t have to reduce
their emissions under the Kyoto Pro-
tocol. But if individual businesses in
those countries do anyway, they can
get one CDM credit for each ton of
carbon dioxide avoided.

EU companies are the major buyer
of these credits, which can be used
ton-for-ton in the European cap-and-
trade scheme in place of actual cuts.

Last year, EU companies bought
CDM credits for about 82 million

08 20

tons, according to EU statistics. That
ismore than has been cut from smoke-
stacks in a typical year. From 2006 to
2007, the most recent years for which
final data are available, the actual
cuts in the EU amounted to 59 million
tons.

In addition to European compa-
nies, EU governments—like those in
other rich nations—can buy CDM
credits to meet national Kyoto tar-
gets. The European Environment
Agency estimates they will buy 77
million credits annually from CDM
and a related program.

Still another source of credits,
fiercely debated at Copenhagen, is
so-called hot air. Under the Kyoto
Protocol, developed nations have
targets they need to meet by 2012.
For many, that means cuts. But some—
particularly Poland, Russia and the
Ukraine—have targets measured

from the communist period, when
emissions were generally higher.

They will have little problem
meeting their Kyoto targets and in
fact will be left with a surplus of
credits to sell. The numbers are
vast. Poland, the EU’s sixth-biggest
emitter, can pump out 2.65 billion
metric tons of carbon dioxide from
2008 to 2012, or 530 million tons a
year. But that is based mostly on Po-
land’s emissions in1988.In 2007, Po-
land emitted 399 million tons.

Poland wants to take advantage
of the gap. It plans to sell as much as
€600 million ($872 million) in cred-
its over the next three years, a gov-
ernment spokesman says.

Several Western European coun-
tries are trying to scale back hot air
after 2012, when the Kyoto Protocol
ends. But Poland and Russia, with
others in similar circumstances, are
pushing hard to continue current ar-
rangements so that they can keep
selling credits.

All told, estimates Claude Tur-
mes, a Green Party European Parlia-
ment member from Luxembourg ac-
tive in climate issues, as much as 12
percentage points of the EU’s 20%
cut could be satisfied by various pur-
chased credits.

“De facto, what the EU has de-
cided on is only an 8% in-house re-
duction,” he says.

Ms. Helfferich, the EU environ-
ment spokesman, says credits play an
important role. “Climate change is glo-
bal,” she says. “It does not really mat-
ter where you emit and for that mat-
ter where you make the reductions.”

Mr. Anderson of the WWF says the
offset cuts skirt the real problem: In
the end, “countries need to decarbon-
ize,” he says. “Anything you do over-
seas reduces the changes you do to
your domestic industry.”

Clock ticks on impasse over key climate issues

Continued from first page
nations to impose carbon tariffs to
protect their industries. Such tariffs
are a form of trade protectionism
that would ultimately hurt the na-
tions that impose them, he said.

The U.S. has rejected the pro-
posal that rich nations contribute as
much as 1% of GDP as unrealistic.

The conference was again sur-
rounded by raucous demonstra-
tions. Police used pepper spray and
batons to subdue protesters who
tried to disrupt proceedings.

Developing countries and indus-
trialized nations diverged once
more in a plenary session Wednes-
day. Developing nations reiterated
that they want to stick to an update
of the Kyoto Protocol, which im-
poses obligations to reduce CO,
emissions only on rich countries—
but not the U.S.—for after 2012.

The European Unionis pushing for
one single and more comprehensive
document, while the U.S. wants some
large emerging economies, such as
China, toalsobebound tosome green-
house-gas reduction target.

British Prime Minister Gordon
Brown said he was upbeat about reach-
ing a deal in Copenhagen. Mr. Brown,
who came a day early to Copenhagen
to try to help break the deadlock, said
there had been movement behind the
scenes, a Downing Street spokesman
said. Mr. Brown also said he saw a way
through, although he didn’t elaborate
what that was.

Venezuelan President Hugo Chavez told Copenhagen delegates that 'If the climate was a bank, a capitalist bank, [rich countries] would have saved it’

Mr. Brown met in Copenhagen
with U.S. Senator John Kerry, co-au-
thor of a climate bill in the Senate.
Mr. Brown also met with leaders of
island states, who are already being

hit by the effects of climate change,
and forestry states.

Meanwhile, Venezuelan President
Hugo Chavez held court in Copen-
hagen on Wednesday, criticizing the

polluting ways of wealthy nations,
such as the U.S.

“The rich are destroying the
world,” he told delegates. Venezue-
la’seconomy dependsheavily oncom-

paratively dirty heavy oil, much of
which it sells to the U.S.

—Jing Yang

and Spencer Swartz

contributed to this article.

Getty Images
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Nation sets ambitious emissions cuts, but cleaner power proves elusive

By Guy CHAZAN

How to balance cheap power and
low emissions is a crucial question in
talks at the United Nations climate
summit. The U.K. is a test case for in-
dustrialized nations, because it has
adopted one of the most ambitious
plans in the world for reducing green-
house-gas emissions—targeting a
34% reduction from 1990 levels by
2020 and 80% by 2050.

It’s still cheaper for U.K. power
providers to entice consumers with in-
expensive energy generated by dirt-
ier technologies such as gas-fired
power plants than through cleaner
means such as nuclear or wind power.
Critics of the government say Britain
hasn’t yet come up with a financial
framework that adequately encour-
ages construction of cleaner plants.

For years, many Western govern-
ments have championed energy de-
regulation—even as they face doubts
about whether de-carbonizing an
economy can be left to the market. A
recent report by the U.K.’s Committee
on Climate Change, or CCC, an inde-
pendent body advising the govern-
ment, said it was unsure the market in
its current form “will deliver required
investments in low-carbon [power]
generation through the 2020s.”

“You can’t be confident that ar-
rangements designed to deliver the
efficient dispatch of a fossil-fuel fired
plant can deliver a totally different
objective” of big investment in nu-
clear and renewables, says David
Kennedy, the CCC’s chief executive.

The U.Ks record in reducing emis-
sions leaves room for improvement.
The CCC says they fell at less than 1%
annually from 2003 to 2007, and will
need to fall at 2% a year for the UK. to
meet its targets. The government says
Britain’s greenhouse gases have come
down by more than 20% against 1990
levels and that it is on track to meet its
goal of a 34% reduction by 2020.

The UK. broke up and privatized
its electricity monopoly in the 1980s
and ’90s, and removed controls on
prices. Consumers can choose from
competing suppliers, many of them
units of big European utilities.

Abig chunk of the U.K. power sec-
tors’s electricity generation capac-
ity will disappear over the next de-
cade as high-emitting coal-fired
power stations and older nuclear re-
actors are shut. What they are re-
placed with will have huge implica-
tions for the U.K.’s ability to keep to
its carbon targets.

In theory, the price of carbon
should dictate decisions on such in-
vestments. The European Union’s
emissions-trading plan sets an over-
all cap on the output of greenhouse
gases. The price of permits to emit
CO2 then creates incentives to cut
emissions and invest in low-carbon
technology.

But the recession triggered a steep
fall in the price of carbon in the EU
trading system, and it has languished
at about €13 ($18.90) a ton for months,
down from around €30 in the summer
of 2008. The result: the economics of
capital-intensive projects like off-
shore wind farms still don’t add up.

“It’s not because businesses are
withholding their investments delib-
erately,” says John Browne, former
CEO of BP PLC and now president of
the Royal Academy of Engineering.
“It’s because there’s not enough incen-
tive to encourage the investment.”

Instead, companies are tending
to opt for gas-fired power stations,
which are cheap, quick and easy to

build. But burning more of the fossil
fuel means the U.K. may miss its
emissions target. It could also hurt
its energy security as Britain’s gas
reserves are declining.

Lord Browne has suggested big
banks taken into public ownership
amid the financial crisis be directed to
invest in renewable energy projects.

Sam Laidlaw, head of utility Cen-
trica PLC, has called for a support
mechanism that would be activated if
the price of carbon in the emission-
trading system fell below a certain
“price floor.” This would provide the
certainty companies need to make in-
vestment decisions, he says.

Mr. Kennedy of the CCC proposes
a new body that would be a “single
buyer” of power, which it would

then sell to consumers: It would de-
cide what investments were re-
quired in low-carbon energy and
hold tenders where successful bid-
ders were offered long-term con-
tracts free of commodity price risks.

The government says it is already
streamlining procedures for projects
such as nuclear power stations and
wind farms with anew Infrastructure
Planning Commission that should
speed up planning approvals.

But others advocate tougher state
intervention. Even the opposition
Conservatives say they are looking at
ways of supporting the carbon price.
That, from the party that drove
through the privatization of the UK.’s
energy sector, is a big—and some-
what surprising—change.

Press Association

Protesters and police squared off in October near Ratcliffe-on-Soar in the U.K.—
one of Britain’s largest coal-fired power stations.
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Fed keeps rates near zero

Central bank cites high unemployment, low inflation for continuing policy

By HENRY J. PULI1ZZI

The Federal Reserve said the U.S.
economy is recovering from its
worst recessionin decades, but reaf-
firmed its plan to keep short-termin-
terest rates near zero for at least sev-
eral more months.

Following a two-day policy-set-
ting meeting, the central bank reiter-
ated its stance that interest rates
should stay in their current range as
long as unemployment and other
forms of economic slack are very
high and inflation is low.

The Fed’s assessment of the eco-
nomic landscape was more upbeat
than a month ago, suggesting it is
edging closer to withdrawing some
of its support for the economy after
a stronger-than-expected Novem-
ber jobs report and other positive
data. Fed officials also emphasized
that many of the emergency lending
programs devised in the heat of the
financial crisis—such as special
lending in commercial-paper mar-
kets and to investment banks—are
in the process of being scaled back.

“Information received since the
Federal Open Market Committee
met in November suggests that eco-
nomic activity has continued to pick
up and that the deterioration in the
labor market is abating,” the central
bank said in a statement, altering
slightly the words that it had used in
early November.

The FOMC voted 10-0 to main-
tain the target federal-funds rate for
interbank lending at between zero
and 0.25%.

The panel’s decision isn’t a sur-
prise to financial markets, which
don’t expect the Fed to begin raising
interest rates until the recovery is
entrenched next year. Fed Chairman
Ben Bernanke cemented those ex-
pectations last week, when he said
slackin the economy and subdued in-
flation would keep the central bank
from lifting interest rates soon.
“Though we have begun to see some
improvement in economic activity,
we still have some way to go before
we can be assured that the recovery
will be self-sustaining,” Mr. Ber-
nanke said.

While Mr. Bernanke has come un-
der fire from some on Capitol Hill
for his precrisis management of the
economy, Time magazine named

Time

Proexar Rasesye
CHABINMAN
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Time magazine named Fed Chairman Ben Bernanke its person of the year.

him its person of the year earlier
Wednesday, largely for the role he
played in keeping the U.S. from slid-
ing into a depression this year.

Recent data hint that the recov-
ery is taking hold. The U.S. unem-
ployment rate declined to 10% in No-
vember, an unexpected drop that
bolstered hopes the labor market
has turned the corner. Robust retail
sales and rising consumer confi-
dence, meanwhile, have raised ex-
pectations for strong economic
growth in the fourth quarter.

At the same time, inflation has
been tame, giving policy makers room
to wait before beginning to push upin-
terest rates. Core consumer prices
were unchanged last month.

The FOMC statement provided
little fresh insight into the path of
monetary policy in the months
ahead. The federal-funds rate has
been near zero for a year, part of the
Fed’s response to the financial cri-
sis, a strategy that also includes
emergency measures to buoy credit
markets and lending.

The FOMC said it will “maintain
the target range for the federal
funds rate at zero to 0.25% and con-
tinues to anticipate that economic
conditions, including low rates of re-
source utilization, subdued infla-
tion trends, and stable inflation ex-
pectations, are likely to warrant ex-
ceptionally low levels of the federal
funds rate for an extended period.

New angle on Bernanke hearing

BY SUDEEP REDDY

WASHINGTON—Ben Bernanke is
widely expected to win Senate ap-
proval for a second term as U.S. Fed-
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eral Reserve chairman, but oppo-
nents are hoping to use the debate
on his nomination to curtail his au-
tonomy at the central bank.

The Senate Banking Committee
is poised to clear Mr. Bernanke’s
nomination on Thursday, sending
it to the full Senate for a vote. Sev-
eral lawmakers plan to use the pro-
ceedings to gain momentum for a
bill that aims to subject the Fed’s
monetary-policy making to con-
gressional audits.

The measure, crafted by Sen.
Bernie Sanders (I., Vt.), mirrors one
written by Rep. Ron Paul (R., Texas)
that was included in the House’s
overhaul of financial-industry regu-
lations passed last week.

Republican Sens. Jim DeMint of
South Carolina and David Vitter of
Louisiana have vowed to block Mr.
Bernanke’s confirmation until the
full Senate considers the audit legis-
lation, which has been co-sponsored

by about a third of the Senate.

Mr. DeMint said Tuesday that he
thought the measure, which has
steadily gained support among law-
makers, would pass if it came to a
full Senate vote.

The top Republican on the Bank-
ing Committee, Sen. Richard Shelby
of Alabama, declined to disclose
whether he will back Mr. Bernanke
for another term. But he said he
would “absolutely” support the au-
dit provision. “I’'m for an indepen-
dent Fed on monetary policy,” Mr.
Shelby said, “but they should have
nothing to hide.”

Mr. Bernanke has fought the au-
dit bill for months, contending that
it would constitute a congressional
takeover of monetary policy. Most
of the Fed’s other operations, such
as bank supervision and consumer
protection, are already subject to au-
dits by the Government Accountabil-
ity Office, an arm of Congress.

A calmer prosperity vs.
a less prosperous calm

By DAvID WESSEL

A tantalizing
question arises in
profound debates
about the nature
of the human
mind: If Van Gogh
or Mozart had been on Prozac,
would they have been spared the
agony of depression or would the
world have been denied their
great art?

The financial crisis and
ensuing deep recession raise an
analogous question. Do we face a
choice: A dynamic, volatile
economy with painful episodes
like the recent one to get faster
long-run growth in living
standards versus a more stable
economy with fewer crises but
also slower growth over time?

If we could find the economic
equivalent of Prozac—a cocktail
of “financial stability” overseers,
tighter restraints on banks, wise
government rule to prevent
market excesses—would it bring a
calmer prosperity or a less
prosperous calm?

In a sense, this is a new
chapter in a long-running debate
between Europe and the U.S. “In
the past 20 years, a very
extensive political system was
built on preserving stability in
Europe,” Andrzej Rapaczynski, a
Columbia University law
professor said at a conference
last weekend in Berlin convened
by Columbia’s Center on
Capitalism and Society. “It fell
under attack by the American
risk-loving system. There is now a
certain feeling that the world has
been victimized by the U.S.,” he
observed. As a result, he
suggested, “a correction of a
fundamental ideological kind is
under way.” It seems to prize
stability over risk even at the cost
of less innovation.

All this provokes (at least)
three responses.

One says: It’s a false choice.
Peter Kramer, a psychiatrist and
author, decries those who see
treating depression as somehow
different than treating syphilis
or epilepsy, both of which once
were associated with bursts of
creativity. Depression is an
illness to be conquered, he
insists. Some economists look at
the economy the same way. We
shouldn’t tolerate the panics and
depressions that plagued earlier
generations, they say. “We want
high prosperity but we want it
without crisis because crises
hurt prosperity,” Edmund
Phelps, the Nobel laureate, said
in Berlin.

Stephen Roach, the Morgan
Stanley economist, argued that
the boom was a mirage, false
prosperity driven by excessive
leverage. Surrendering such
euphoria denies us nothing in
terms of long-run economic
growth, only the pain of deep
depression. The ups of the 2000s
were smaller than the downs; it
was a lost decade.

A second says: This is a bad
choice. Overemphasizing stability
in the wake of the crisis will
mean less wealth for the next
generation. Standing not far from

where the Berlin Wall once
towered, German entrepreneur
Peter Jungen said, “Without the
dynamic growth since the fall of
the Wall, we probably wouldn’t be
where we are today. Would we be
happier?” His answer: No!
Capitalism, he said, means
lurching from crisis to crisis and
getting stronger over time. “We
need more capitalism than we
have,” he insisted.

A third says: This tension must
be managed, not denied. “We can
acknowledge capitalism is not
stable, and deal with it,” said New
York University economist Roman
Frydman. “We no longer have to
defend capitalism against
communism.” He argues not for
aiming at “stability,” but instead
at what’s been dubbed in other
contexts “bounded instability” or
the “edge of chaos.” Accept the
ups and down, but strive to avoid
the very highest peaks and very
deepest troughs, he said.
“Markets ultimately self-correct.
They just do it too late.”

Until a few years ago, the U.S.
implicitly accepted the view that
stability was overrated. The Asian
financial crisis was their problem,
not ours. The tech-stock bubble of
the late 1990s burst, but did no
lasting harm. Bankruptcies,
layoffs and worthless stock
options were the price of
entrepreneurial risk-taking that
also produced the likes of Google.
And all that Wall Street financial
innovation, well, it seemed to
make people rich without making
anyone else poor.

That view is now being
challenged. The painful recession
has provoked discussion inside
the U.S. Federal Reserve, which
once shrugged off bubbles in
stocks and house prices, about
when and how to pre-empt
bubbles before they burst. A
similar reconsideration lurks
behind the debates in
Washington and other capitals
about what financial innovation
should be banned, how much
bankers should be restrained,
when government should
interfere with markets.

Fundamentally, this is not a
technical question, but a bigger
one. “The regulation we are going
to get will be much more a matter
of politics than economics,” said
Mr. Rapaczynski. “Economists are
prone to forget this. They believe
in markets and believe in
philosopher-kings with
economists as the philosophers.”

If we could be sure that
economic and financial stability
can coincide or even produce
faster growth over time, the
choice would be easy. We can’t be
sure. So ultimately, this is going
to be a political—in the best
sense of the word—decision. If
we’re lucky, the political system
and central banks will devise
ways to get more stability
without stifling innovation and
dynamism. We might not be
lucky.

Clumsy, ill-conceived and
hot-headed efforts advertised as
avoiding a repeat of the current
crisis could yield neither more
stability nor more growth. That
would be unwelcome.

Write to me at capital @wsj.com.
Discuss at wsj.com/capital.
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Fostering new responsibility

India’s Salman Khurshid aims to bridge a gap between ‘corporate India and the rest of India’

India’s Corporate Affairs Minis-
ter Salman Khurshid is New Delhi’s
manin charge of regulating the coun-
try’s vibrant companies.

He took the position in May in the
wake of the Satyam Computer Ser-
vices Ltd.’s book-cooking scandal
with the aim of promoting better cor-
porate governance and ethics. Soon
he hopes to see the Companies Bill be-
come law. The bill replaces a 1956
law on how companies are run and
revamps regulations on everything
from mergers and acquisitions to in-
sider trading to class-action suits.

Encouraging corporate social re-
sponsibility is another important
Job of the minister. Mr. Khurshid has
been in the news lately for suggest-
ing India could have an exchange for
corporate social responsibility cred-
its along the lines of carbon credits.
The 56-year old Mr. Khurshid said in
an interview with The Wall Street
Journal’s Krishna Pokharel that he
aims to bridge the gap between “cor-
porate India and the rest of India.”

Edited excerpts:

WSJ: You have been encouraging in-
clusive growth and social responsi-
bility in the corporate sector. What
is the ministry doing to help compa-
nies work toward these goals?

Mr. Khurshid: Corporate social re-
sponsibility has to come both from
within and from without. From
within because it has to become
part of corporate culture, espe-
cially in our country where we need
growth with equity, growth which
isinclusive and growth that lifts ev-
eryone together.

From the outside, we can create
special incentives: fiscal advantage,
special opportunities, benefits,
state support and market support. I
think a new generation of incentives
could be provided for the right kind
of growth, growth which is inclu-
sive, growth which is responsible.

WSJ: What role do you envision for
the corporate sector in India which
is largely poor and rural?

Mr. Khurshid: Today, we have a huge
number of people involved in agricul-
ture but thereis very little corporate
involvement in the sector. Some 18%
of our GDP comes from the agricul-
ture sector whereas it involves 80%
of our population. Obviously, that
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‘We need growth with equity,’ says Salman Khurshid, India’s minister for corporate affairs.

needs to be corrected. Our GDP from
agriculture has to grow. Value addi-
tion in agriculture has to grow. If
that is to happen—with better remu-
neration for agriculturalists with-
out backbreaking costs to consum-
ers—then we need to involve the cor-
porate sector.

How that can be done is again a
very big challenge. We have the co-
operative sector, which is in sugar,
for instance, doing a massively im-
portant job in states like Maharash-
tra and so on. But can we extend
that to other areas as well, other
states and other sectors, other than
sugar cane? Then we should think
of what kind of interface we can pro-
vide between the small Indian
farmer and the corporate sector.

WSJ: How would you define the
ideal Indian corporation?

Mr. Khurshid: Well, there are lots of
models available. I think it would be
unfair for me to say which is the
right one. Periodically, among them-
selves, companies recognize lead-
ers. Certainly, through business or-

ganizations there is a periodic inter-
face between us and them. We
asked Mr. J.J. Irani [director of Tata
Sons Ltd.] to head the committee
on reform of the Companies Law
that wrote the report that became
the basis of the legislation that is
now before Parliament so you can
see where our recognition lies.

Gradually, systems will develop
by which we can start selecting role
models. I can tell you that we areim-
pressed when someone like ITC
Ltd. sets up triple bottom line insti-
tutions. When somebody commits
to Millennium Development Goals,
when somebody commits to the
best practices in CSR, when some-
body goes out and does something
which is directly leading to a better
profile as far as climate change is
concerned, these would be very sig-
nificant things.

WSJ: Do you think India needs legis-
lation on business ethics?

Mr. Khurshid: Whether we need to
have legislation or not, it’s too
early to say. We are now talking

about greater disclosure, greater
participation of shareholders, bet-
ter structures, higher responsibil-
ity, awareness about your responsi-
bility, etc. This is what the Compa-
nies Bill will do but the bill is not
the last step. There will be other
steps to be taken, but let’s take the
first step.

WSJ: How do you think the Satyam
fiasco changed the corporate cul-
ture in India?

Mr. Khurshid: It was a wake-up call
on certain issues but I don’t think
that we were in such a deep sleep
that we didn’t know what could go
wrong. The Companies Bill already
provides for many things that we
have discovered from Satyam cri-
sis. But chronologically, the bill was
drafted but not enacted. If it had
been enacted at that time, then we
might have prevented Satyam.

WSJ: By when will the new Compa-
nies Bill be enacted?

Mr. Khurshid: Hopefully in the com-
ing year.

New Zealand pro

New Zealand officials are investi-
gating whether an Auckland-based
company has links to a weapons-
filled plane from North Korea that
was detained in Bangkok last week.

By Patrick Barta,
Daniel Michaels
and Simon Louisson

Investigators are still unsure
where the plane—carrying 35 tons
of missiles, explosives and other ar-
maments—was heading or who coor-
dinated the flight plan. Its five-mem-
ber crew, from Kazakhstan and Be-
larus, remains in detention in
Bangkok and all five have denied
knowledge there were weapons on-
board.

Officials in Kazakhstan and the
Republic of Georgia have said the air-
craft, which is managed by Georgia-
registered carrier Air West Ltd., was

leased to carry the cargo by SP Trad-
ing Ltd., a New Zealand-registered
company with offices in Auckland.

Air West director Nodar Kaka-
badze said he had no information
about SP Trading.

“We signed a contract with SP
Trading Nov. 4 this year to carry out
some flights. That’s it,” Mr. Kaka-
badze said by phone from the
freight company’s base in the Black
Sea port city of Batumi, Georgia. “I
know nothing more about the com-
pany, and we’d never worked with
them before,” he said.

A copy of the lease agreement
between Air West and SP Trading,
obtained by Georgian aviation offi-
cials and viewed by The Wall Street
Journal, lists a person named Lu
Zhang as SP Trading’s director.
New Zealand government records
indicate SP Trading was incorpo-
rated there in July of this year and
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also list Lu Zhang as its director.

“We are indeed aware of this is-
sue and the alleged link to New
Zealand,” said a spokesman for New
Zealand’s Foreign Ministry. “We are
urgently seeking more informa-
tion,” the spokesman said.

Attempts to locate Lu Zhang and
contact SP Trading were unsuccess-
ful Wednesday. A reporter who vis-
ited SP Trading’s registered offices
was unable to obtain access to the
floor listed on the records.

The weapons shipment is among
the first detained under new United
Nations Security Council rules cre-
ated in June to curb North Korea’s
ability to sell and transport weap-
ons. Security experts believe the
country reaps hundreds of millions
of dollars a year from arms trading.

Thai government spokesman
Panitan Wattanayagorn said late
Wednesday that Thai officials had

link

finished opening the 140 or more
crates from the plane’s cargo bay
and would release a report within a
few days on what they found. Some
boxes included surface-to-air mis-
siles and 50 or so tube launchers
with computerized weapon-con-
trols, but there was no immediate ev-
idence of weapons of mass destruc-
tion, he said.

According to New Zealand
records, SP Trading has a single
New Zealand shareholder, which in
turn has one shareholder, a com-
pany with offices in the South Pa-
cific island nation of Vanuatu. Ac-
cording to its Web site, the Vanuatu
company provides offshore com-
pany incorporation and nominee
services. Attempts to reach that
company by phone over two days
were unsuccessful.

—Samantha Shields
contributed to this article.

Iran test-fires
missile, defying
sanctions push

By CHIP CUMMINS

Iranian state media reported
Wednesday that Tehran success-
fully test-fired an enhanced ver-
sion of a solid-fuel medium-range
missile, as U.S. and Western pow-
ers prepare to push for new eco-
nomic sanctions against Iran over
its nuclear program.

Iran said it fired an “opti-
mized” version of its Sajjil-2, ame-
dium-range missile capable of hit-
ting Israel, according to Iranian
media. Tehran first tested the
weaponin May, claiming it marked
a significant milestone in its mis-
sile-technology efforts.

At the time, Iran said the Sa-
jjil-2 had a range of 2,000 kilome-
ters. That would make it capable
of reaching Israel and the Black
Sea coast of European Union mem-
bers Romania and Bulgaria,
though that isn’t different than
range capabilities claimed in previ-
ous missile launches.

Iran said, however, the missile
was more sophisticated than ear-
lier models, and propelled by a
solid-fuel system, which would
make it easier to deploy than lig-
uid-fuel missiles.

Iran’s state media reported
Wednesday the updated version is
faster, harder to shoot down and
quicker to launch.

Brig. Gen. Ahmad Vahidi, Iran’s
defense minister, said in com-
ments to state media the new
weapon was defensive in nature.

“Iran’s missile capabilities are
strictly defensive and at the service
of regional peace and stability,”
Gen. Vahidi said. “They will never
be [used] against any country.”

Iran has a history of conducting
war games and unveiling what is
says are military innovations dur-
ing times of international pres-
sure. U.S. President Barack Obama
has given an end-of-year deadline
for progressin talks with Iran over
its alleged nuclear ambitions.
Washington and other capitals
have ratcheted up threats of fresh
sanctions as that deadline ap-
proaches.

In October, the U.S., France,
Russia and the International
Atomic Energy Agency hammered
out a tentative deal to exchange
uranium with Iran. The pact envi-
sioned Iran shipping out the bulk
of its low-enriched uranium. Rus-
sia would further enrich it before
sending it back to Iran for use in a
medical research reactor.

But Iran never agreed to the
deal. Over the weekend, Iran’s for-
eign minister offered Tehran’s
clearest counterproposal: to swap
alimited amount of its own low-en-
riched fuel for higher-enriched
uranium on the Iranian island of
Kish. Western officials dismissed
the offer.

The U.S. has threatened to un-
veil fresh, unilateral sanctions if it
can’t get broader support for
United Nations-backed measures.

In response to the missile test
Wednesday, Israeli Deputy Prime
Minister Silvan Shalom said there
was no need for the U.S. and Europe
to wait for a decision in the U.N. Se-
curity Council to impose sanctions
on Iran, according to Israeli radio.
Mr. Shalom called for sanctions to
be imposed immediately.

—Charles Levinson
contributed to this article.
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Critical coal

China’s total coal production,
in billions of tons
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A worker takes a break as he
searches for usable coal at a
cinder dump site in Changzhi,
Shanxi province.

By DAvID WINNING

BEIJING—China sought to ad-
dress a problem of transporting coal
around the vast country, in a sign of
growing concern over low coal
stocks as winter weather sets in.

The government also sought to
end a standoff between miners and
generators over the prices of annual
coal supplies that had the potential
to worsen existing bottlenecks in
the system. The National Develop-
ment and Reform Commission said
generators should now negotiate

tries to ease coal shipments

Winter heightens the fault lines in China’s energy infrastructure: distrust of suppliers, poor delivery and bottlenecks

prices of coal deliveries directly
with miners rather than at an an-
nual coal conference supervised by
the government. Generators and
miners have a month to conclude
talks on deliveries in 2010, the
NDRC said.

Power generators and other coal
consumers have been reluctant to
sign contracts with miners for deliv-
eries several years ahead, as suppli-
ers haven’t been able to guarantee
enough spare capacity on China’s
rail network. Easing buyers’ con-
cerns that they would receive con-

tracted coal in full and on time, the
government separately said
Wednesday that all registered term
contracts would in the future be
guaranteed space on the crowded
rail network.

The NDRC also said that thermal
coal for use in electricity generation
should have priority access to the
rail network. It said rail cars should
carry thermal coal before other
grades, such as coking coal, a key in-
gredient in steelmaking.

Cold weather in November cut
into supplies of coal, and the latest

move signals top-level concerns
over the possibility of blackouts. A
drop in hydropower output also con-
tributed to falling stocks, as did Chi-
na’s continuing economic recovery.
State media have reported some
power plants in central China have
only enough coal in reserve to cover
little more than a week’s demand.
Coal accounts for around half of
all goods transported by rail in
China, and rail bottlenecks have
been a factor in preventing coal
from being moved between regions
easily, highlighting how massive

amounts of stimulus funds to im-
prove infrastructure still haven’t
solved the issue of how to move en-
ergy efficiently around the coun-
try’s rural center.

The NDRC said it would now pro-
hibit railway operators from allocat-
ing transportation quotas before
coal contracts have been signed.
Middlemen such as brokers, who
have bought these quotasin the past
to secure spot coal sales, are now
banned from trading.

—Wan Xu
contributed to this article.

An antiporn campaign that hits free speech

BY LORETTA CHAO

BEIJING—China’s government
is stepping up a campaign against
pornography on the Internet that al-
ready has closed thousands of Web
sites, raising concerns among some
free-speech advocates that the ef-
fort also is being used to further
limit expression.

Among the latest measuresinthe
crackdown, the China Internet Net-
work Information Center, known as
CNNIC, a semiofficial office that ad-
ministers China’s domain names,
said it will tighten oversight of Chi-
nese domain-name registrations. Be-
ginning this week, all new regis-
trants of domain-names with Chi-
na’s “.cn” suffix are required to show
proof they are a government-regis-
tered business or organization—ef-
fectively making it harder for indi-
viduals to set up domestic Web sites.

China’s antiporn campaign, initi-

ated in August, has involved multi-
ple government bodies and state-
owned companies including China
Mobile Ltd., the country’s biggest
telecommunications carrier. The
crackdown has shuttered thousands
of Chinese Internet sites and hun-
dreds more mobile Web sites
viewed by cellphone. Authorities
also have begun offering rewards
for tips leading to more closures.

Big sites, including Google Inc.’s
Chinese site and Alibaba Group’s Ya-
hoo China site have been publicly ac-
cused by authorities of facilitating
the spread of vulgar content. Both
companies made adjustments to
their sites after the allegations, with-
out admitting any wrongdoing.

On Wednesday, China’s state-run
Xinhua news agency reported that
the clampdown on pornography will
last until May for mobile sites, and
willinclude an effort to “crack the in-
terest chain behind pornographic

What'’s in a name?
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[mobile sites], which might impli-
cate telecom firms, access provid-
ers, advertisement agencies and
third-party payment providers.”

Chinese officials, in their move
against sexual content, often end up in-
cluding a wide range of material
deemed harmful to its desired form of
society, including political critique.
Regulators also frequently block ac-
cess to overseas Web sites, such as
Facebook, Twitter and YouTube,
which have been inaccessible for most
Chinese users since earlier this year.

Xiao Qiang, a Chinese-Internet
scholar at the University of Califor-
nia at Berkeley, said the latest
moves are an example of political
censorship “disguised as an anti-
porn campaign.” Mr. Xiao says part
of the impetus for such measures, be-
yond simple government desire for
control, is that different govern-
ment agencies are vying for bureau-
cratic turf to oversee the increas-
ingly lucrative online media busi-
ness in China, which has more Inter-
net users than any other nation.

The “cn” suffix was originally

meant for company Web sites, but
that was loosely enforced, leading
independent blogs and other non-
commercial sites to use the suffix.
According to CNNIC, this led to the
registration of sites that purvey ob-
scenity and “false information.”

It is still possible to register
other suffixes from within China,
such as“.com” and “.net.” Many indi-
viduals, including prominent blog-
gers, have done that to avoid having
their sites deleted by Chinese gov-
ernment censors. Those domains
can be blocked in China, but are not
administered by Beijing.

Jieshibaobao for example, a site
for parents of children affected last
year by China’s tainted-milk scandal,
was set up by one parent with a.com
suffix after his blog about the scan-
dal, and his other Web sites, were de-
leted or blocked in China. That site is
still online, but as of Wednesday
night appeared to be blocked.



