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U.K.s Darling

mulls extra tax
on bank bonuses

By ALISTAIR MACDONALD
AND LAURENCE NORMAN

HORSHAM, England—U.K.
Treasury chief Alistair Dar-
ling signaled that bankers
should expect short-term
pressure on large bonuses in
this week’s budget report to
Parliament, but stressed the
importance of the financial-
services industry to the U.K.

Two days before he will de-
liver an important “pre-bud-
get report” of tax and spend-
ing plans, however, Mr. Dar-
ling—speaking at the Wall
Street Journal Future of Fi-
nance Initiative—also hinted
that he won’t be looking to
levy a large number of taxes
or spending cuts this time.

The chancellor is due to
present his pre-budget report
Wednesday. Among measures
the U.K. Treasury is mulling
are a one-time tax on large bo-
nuses for bankers, though peo-
ple familiar with the matter
say the Treasury has aban-
doned harsher measures such
as a windfall tax for banks.

“People do need to be sensi-

German stance on troops falters

By MARcuUs WALKER

BERLIN—A row over a
deadly airstrike in Afghani-
stan threatens to rob German
Chancellor Angela Merkel’s
government of the political
backing it needs to meet aU.S.
request for more troops.

Ms. Merkel’s government

Foreign policies

M Karzai to pick new cabinet ...8
M Obama’s strategy is similar to
first President Bush’s ... 8

is being pressured by German
media and opposition politi-
cians following fresh revela-
tions about the Sept. 4 air-
strike in Kunduz, northern Af-
ghanistan, which is thought to
havekilled dozens of civilians.

Meanwhile, the Christian
Social Union, a coalition part-
ner, has come out against send-

ing more troops to Afghani-
stan. The CSU’s leader Horst
Seehofer said at the weekend
he has “little sympathy” for
adding to Germany’s nearly
4,500 soldiers in the country.

Leaks from a classified
North Atlantic Treaty Organi-
zation report on the airstrike
raised questions on why De-
fense Minister Karl-Theodor
zu Guttenberg, a rising star of
German conservatism, justi-
fied the attack until last week.

The airstrike, ordered by a
German colonel and carried
out by U.S. planes on two fuel
trucks hijacked by Taliban in-
surgents, killed roughly 100
people including 30 to 40 civil-
ians, according to NATO investi-
gators.

Mr. zu Guttenberg en-
dorsed the bombing as “mili-
tarily appropriate” when he
became defense minister in
November, but changed his

view last week after it
emerged that the German mili-
tary had known of numerous
civilian casualties, but had
hidden the information.

The resulting uproar led to
the resignation of Germany’s
most senior soldier, a deputy
defense minister, and a cabi-
net member who was defense
minister at the time of the
bombing.

Germany is the third-larg-
est source of foreign troops in
Afghanistan after the U.S. and
U.K. The public in Germany, as
in many other NATO coun-
tries, is mostly opposed to the
deployment. Around 69% of
Germans want their troops to
come home from Afghanistan
as soon as possible, while only
27% say the troops should re-
main in the country, accord-
ing to a survey last week by
opinion-polling institute In-
fratest Dimap.

tive to the views of people
who are not in the same wage
bracket,” he said.

The issue of bankers’ bo-
nuses is particularly incendi-
ary in the U.K., where the pub-
licis angry because, after hav-
ing bailed out banks with tax-
payer funds, they believe they
are now seeing these banks
making lots of money.

“The industry as a whole
does need to show some de-
gree of restraint, some sort of
acknowledgment” that things
cannot return to pre-crisis
ways, he said. Mr. Darling
added that bankers need to be
able to “look their neighbors
in the face” and justify the
work they do.

Worries of a levy on bo-
nuses drew criticism from
some banks Monday.

A spokeswoman for the
British Bankers’ Association
said, “A tax regime should en-
courage, not discourage, busi-
nesses to stay in the UK., and
overseas business to relocate
into the U.K.”

Mr. Darling said, however,
that he doesn’t want to hurt

the financial-services indus-
try in Britain, which employs
about a million people and at
its peak was responsible for
around a quarter of the coun-
try’s corporate-tax revenue.

“It is a big industry for us
and I am determined that we
donot do any thing that under-
mines that position,” Mr. Dar-
ling said.

Mr. Darling will be deliver-
ing one of the trickiest spend-
ing reviews in postwar British
history. He must balance the
need to cut the U.K’slarge defi-
cit without taking too much
money out of the economy as
it returns to growth or foster-
ing unpopular job and fund-
ing cuts ahead of an election
that is expected next May.

On Monday, he gave notice
that he won’t complete a de-
tailed review because there is
still “too much economic un-
certainty” and that taking too
much money out of the econ-
omy too early could hurt the
return to growth.

Rather, the British public
“understand that in the me-
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Awaiting assurances on ban

BY PATIENCE WHEATCROFT

Tomorrow,
Alistair Darling
will deliver his
latest plans for
running the U.K.’s

> economy. The
chancellor of the Exchequer now
has to go through this ritual twice
a year, since his predecessor in
the role, Gordon Brown, instituted
a Pre-Budget Report to
complement the annual Budget.

Yet Mr. Brown has already
stolen some of Mr. Darling’s
material. Yesterday, the prime
minister laid out plans to cut an
extra £3 billion out of government
costs and said some public-sector
pay had “lost touch” with political
reality.

“This culture of excess must
change and will change,” he
thundered, as if it had come about
without the connivance of the
government, which has been
writing the checks.

The chancellor might rightly
feel aggrieved that the PM chose
to pluck this low-hanging fruit,
leaving him to address the rather
pricklier issues such as bankers’
bonuses and the outlook for the
economy. The pitfalls entailed in
the latter have been demonstrated
amply by Mr. Brown himself, as a
quick glance at his final budget
speech in 2007 reveals.

It was a paean to the success
of his decade as chancellor,
boasting that, “The British
economy is today growing faster
than all the other G-7
economies....And that after 10
years of sustained growth,
Britain’s growth will continue into
its 59th quarter...and then into its
60th and 61st quarter and
beyond.” He favorably contrasted
Britain’s borrowing position with
that of the U.S., Japan and the
euro area, rattling off that debt as
a percentage of national income
would grow from 38.2% in
2007-08 to 38.5% the following
year and 38.8% in 2009-10. His
crystal ball even enabled him to

Reuters
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Gordon Brown said some public-sector pay had ‘lost touch’ with political reality

see a couple of years further
ahead, but we need not go that far
to see just how mistaken the
speech was, both in tone and
content. For it was delivered just
six months before the UK.’s
banking crisis hit, with the
collapse of Northern Rock.

Now, those forecasts look
ridiculous, with debt running at
close to 60% of GDP, and that
without taking into account the

Political reality points to a
strong risk of the current
British government delaying
the action that is needed

huge off-balance-sheet borrowings
that have been amassed by his
government.

Mr. Darling’s main task
tomorrow will be to try and give
some reassurance that there is a
plan for bringing down this debt.
The same problem confronts many
of the world’s finance ministers
although not, for most, on the
same scale. The OECD has been
vociferously warning that the
level of debt, and cost of servicing
it, threatens to be the biggest
damper on restoring growth in
the world’s economies.

But the risk in the U.K. is that,
whatever lip service the
government may pay to the need
to bring the public finances under

control, there may be a lack of
incentive to take action. Despite
some minor wavering in the
opinion polls, the odds still point
toward a Conservative victory at
the next election. What incentive
is there for a departing
administration to leave behind it
anything other than the most
difficult of situations for its
successors to confront?

The political reality points
toward a strong risk of the
current British government
delaying the action that is needed.
There may be loud rhetoric about
spending cuts and the need for
efficiencies in public services but
don’t expect the axe to fall hard in
the months before the election,
which must be held before the
summer. Instead, what is
inevitable is a slate of measures
that are deemed likely to win
plaudits from those who might
still be persuaded to vote Labour.
There is, after all, a streak of
optimism, or self-delusion, which
besets most politicians and is
currently persuading some
members of the government that
total defeat might be avoided at
the polls.

Top of the list here comes a
move against banks and bonuses.
This wasn’t so much leaked over
the weekend as poured out in the
direction of any available media.
Yet what was also clear was that
the mechanism to be employed
wasn’t close to being established.

Today, assembled in Sussex, is

ks’ future

a collection of experts with the
ability to offer the chancellor
some sound advice on the matter.
At the Future of Finance Initative
conference, being hosted by The
Wall Street Journal Europe, the
industry’s finest will be joining
politicians, regulators and
international business leaders to
try and map out a route by which
the financial markets may avoid
precipitating a crisis on the scale
of that which has wreaked such
havoc on economies.

They will be unable to avoid
the issue of remuneration,
although restrictions drafted by
the G-20 go a long way toward
righting the worst failings that
had undoubtedly contributed to
the recent debacle.

Yet their combined talents may
struggle to come up with a way of
giving Mr. Darling what he wants:
a way of combining his wish to
appease public anger against the
banks, no matter how
undiscriminating that reaction
may be, with a desire not to
damage the financial-services
industry in Britain, still a crucial
part of the economy and any
prospects for its recovery.

There have been windfall taxes
on the banks before, the last
instituted by a Conservative
chancellor, Sir Geoffrey Howe, in
1981. It raised just £400 million,
which doesn’t today make much of
a dent in either the banks’ coffers
or the national debt.

But now isn’t the time to take
money away from the banks. They
need to build up their capital and
be in a position to provide the
lending that still isn’t flowing
freely. It is important to the
shareholders, the pension funds
and now the taxpayer, that the
banks make sizeable profits.
Bonuses, however, are another
matter. It is not merely the man in
the street who is angry about the
swift return to bumper payments,
business leaders in other sectors
can be heard echoing that view.

A one-off claw-back might
cause yelps from the City and
would be very hard to construct
but it would win votes without
doing any real permanent damage.
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Policy makers are facing a dilemma

By DAVE KANSAS

HORSHAM, England—Alistair
Darling’s assurances at the opening
of the Future of Finance Initiative
that he won’t let financial reforms
hurt the British economy highlights
a dilemma facing many of those
gathered at The Wall Street Journal
Future of Finance Initiative.

THE WALL STREET JOURNAL.
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Policy makers are having to
weigh the future benefits of a more
stable financial system against the
immediate costs to financial firms.
An impact assessment by the Euro-
pean Parliament’s directorate gen-
eral for internal policies estimated
that tighter regulations on hedge
funds and private-equity firms
could slow economic growth in the
EU by up to 0.2 percentage points a
year. (See page 6.) Meanwhile, many
banks have returned to profitability
with plans to pay big bonuses, pro-
voking a political outcry.

Opposition Conservative Party
leader David Cameron will also ad-
dress the select group of financial in-
dustry executives and global policy-
makers meeting Monday and Tues-
day to debate financial industry re-

form. Along with U.K. politicians,
the conference will also hear from
Mario Draghi, Governor of the Bank
of Italy and Chairman of the Finan-
cial Stability Board and Paul Vol-
cker, former head of the Federal Re-
serve and current Chairman of Presi-
dent Barack Obama’s Economic Re-
covery Advisory Board.

The Future of Finance Initiative
is a conference hosted by The Wall
Street Journal, publisher of this
newspaper. The Journal hosted a
similar conference in Washington
last Spring. At that meeting, Trea-
sury Secretary Geithner defended
the Obama administration’s han-
dling of the financial crisis and dis-
cussed the Public-Private Invest-
ment Program aimed at getting
toxic assets off of bank’s balance
sheets. Participants greeted the
PPIP with some skepticism which
proved prescient.

Since last Spring, the financial
system has steadied—something
Mr. Geithner anticipated—but it
still remains fragile. Governments
are still deeply involved in the sec-
tor, owning banks, providing guaran-
tees and actively trying to sort out
how to prevent a future financial cri-
sis. During the conference, partici-
pants will debate new regulatory
frameworks, examine the suc-
cess—or lack of it—of various ef-
forts to rescue the global banking
system and discuss various finan-
cial stability proposals. Barclays
President Robert E. Diamond and
hedge fund manager George Soros
will also address participants.

Darling weighs bonus tax

Continued from first page
dium term you have to take some
tough decisions,” he said.

Mr. Darling also hit out at pro-
posed European regulation on
hedge funds and other alternative
asset managers, saying that the Eu-
ropean Commission did “not under-
stand hedge funds.” He has invited
the commission’s new financial-mar-
kets commissioner Michel Barnier
to discuss regulation in London.

Mr. Darling also played down
calls from some emerging nations
for some kind of new global reserve
currency. He said that isn’t some-
thing likely to happen for a long
time, and what must first happen is
that countries, especially large
emerging economies, start tackling
the factors that led to large global
imbalances.

“Idon’t think it’simmediate, no,”
Mr. Darling said. “I think trying to

create anew reserve currency out of
nothing is something which would
take some thought. Before you get
there you have to get some accep-
tance that you’ve got a problem in
the first place. You’ve got a problem
inrelation to these imbalances and I
think that needs to be dealt with.”

Mr. Darling said the U.K. econ-
omy is in a much better position
than it was just six months ago, and
he said the global economy had
made much better progress over the
last 12 months than many had ex-
pected. However, he said there there
was no room for complacency and
added there is “still a lot of uncer-
tainty around.”

Ahead of the pre-budget report,
he said the government’s priority is
first to “get the recovery firmly es-
tablished and then of course to take
action to reduce the amount of bor-
rowing.”

U.K. will insure loans from RBS

BY PATRICIA KOWSMANN

LONDON —The U.K. government
Monday disclosed that almost a
third of assets it will insure from
70%-owned Royal Bank of Scotland
Group PLC are loans, including a
“significant portion” that used real
estate as collateral.

RBS shareholders will vote next
week on the bank’s participationin
the so-called Asset Protection
Scheme, under which the govern-
ment will insure £282 billion
($464 billion) of loans and invest-
ments against any losses over an
initial £60 billion that would be
borne by RBS. The plan, in princi-

ple agreed on in February to ring-
fence assets that were turning
sour amid the global recession,
originally covered £325 billion of
assets. Since then, however, mar-
ket conditions improved, and that
amount was lowered.

According to plan details pub-
lished by the Treasury, among the
£282 billion in assets being pro-
tected, £80 billion are loans, while
£55 billion are related to consumer
finance, and £40 billion commercial
real estate finance.

RBS is the largest bank recipi-
ent of government aid in the
world, having received £45.5 bil-
lion from the U.K.

Mark Bourdillon for The Wall Street Journal

Chancellor of the Exchequer Alistair Darling, left, with Editor in Chief Robert Thomson at The Wall Street Journal Future of
Finance Initiative in Horsham, England. Mr. Darling said the U.K. economy is in a better position than it was six months ago
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Mixed views on U.K. economy

Businesses are optimistic about outlook and their prospects, but many consumers aren’t buying

By PAuL HANNON

LONDON—British businesses
are becoming more optimistic
about the economic outlook and
their own prospects, but consumers
are growing more cautious as they
anticipate the tax increases and
spending cuts needed to bring soar-
ing government debt under control,
surveys showed.

A mixed bag of news awaits
Chancellor of the Exchequer
Alistair Darling as he prepares to de-
liver his prebudget report Wednes-
day. Mr. Darling is expected to stick
to his March prediction that the
economy will grow by 1% to 1.5% in
2010, and not take any dramatic
steps to cut the government’s huge
budget deficit, for fear of prolong-
ing the recession.

In a speech Monday, Prime Min-
ister Gordon Brown laid out a
string of savings that he said would
help save £12 billion ($20 billion) a
year over the next four years and
help pare down the U.K.’s soaring
budget deficits, that is up from an
initial £9 billion a year in savings
identified in April. He said the gov-
ernment would slash the pay bill
for senior civil servants by 20% for
the next three years.

Other efficiencies outlined by
Mr. Brown include slashing the pub-
lic-sector consultancy and market-
ing budget—saving £650 million—
increased use of technology and the
joining-up of government back of-
fices to allow for cost savings.

A monthly survey commis-
sioned by lender Lloyds TSB found
that 67% of businesses were more
upbeat about the outlook for the
economy in November than in Au-
gust, while 16% were more down-
beat. That 51-point balance was the
highest in the survey’s seven years.

However, businesses were signif-
icantly less bullish about their own
prospects, indicating that they are
likely to remain cautious about new
investments.

Business investment in the U.K.
fell for a fifth successive quarter in
the third quarter, dropping 3% from
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Prime Minister Gordon Brown on Monday laid out a string of savings he said would help pare the UK.'s soaring budget deficits.

the previous three months and sink-
ing 21.7% from a year earlier.

The Lloyds survey found that
47% of businesses expect a higher
level of activity over the coming 12
months, while only 9% expect activ-
ity to decrease. The balance of 38
percentage points compared with a
27-point spread in October, and
was the highest since April 2008.

However, Lloyds said that mea-
sure of confidence remained weak
by historic standards. The U.K.
economy contracted in the third
quarter, and it will therefore be the
last of the Group of 20 leading econ-
omies to emerge from recession.

A survey by the British Retail
Consortium found that retail sales
rose for the third straight month in
November, but at a much slower
rate, raising doubts about the
strength of consumer spending dur-
ing the crucial holiday shopping
season.

Sales in stores that have been

open for at least a year were 1.8%
higher than in November 2008. The
increase in sales was smaller than
the 3.8% rise recorded in October,
and also below the 2.8% forecast by
economists surveyed by Dow Jones
Newswires last week.

The slowdown in retail sales re-
flects a surprise weakening of con-
sumer confidence last month as
households counted the cost of the
recession, and looked forward to
paying more tax.

“Consumer confidence is fragile
and has taken a turn for the worse,”
said Stephen Robertson, the BRC’s
director-general. “We’re the only
major economy still in recession.
Uncertainty over jobs and future
tax increases and government
spending cuts is making customers
more cautious.”

In his speech, Mr. Brown also an-
nounced areview of senior civil-ser-
vants pay and said pay will be in-
creasingly linked to performance.

Mr. Brown said that the cut in
pay will save £100 million a year
and that the package of reforms to
senior officials’ compensation will
save £500 million over three years.
He also said the government will
seek to shift some 15,000 civil ser-
vants out of London to less expen-
sive parts of the country in coming
years.

Philip Hammond, a senior mem-
ber of the opposition Conserva-
tives’ Treasury team said the gov-
ernment’s record in previous cost-
cutting campaigns had been poor.

“Labour have had repeated effi-
ciency drives over the last 12 years
which have identified billions of
pounds of potential savings. Yet
they have only achieved a fraction
of the savings claimed,” he said.
“Waste and inefficiency remain en-
demic.”

—Laurence Norman
contributed to this article.

Hung-parliament scenario weighs on U.K.

BY LAURENCE NORMAN

LONDON—Concern that nei-
ther Prime Minister Gordon
Brown’s Labour Party nor the op-
position Conservatives will be
able to win a clear majority in the
next election, set to take place by
next June, risks overshadowing
Chancellor of the Exchequer
Alistair Darling’s Wednesday re-
port that will set out government
spending and borrowing plans.

That concern is based on a shift
in opinion polls recording the
likely national vote share, which
have seen Labour’s support edge
up, narrowing the lead of David
Cameron’s center-right Conserva-
tive Party.

Long convinced the Conserva-
tives were headed for a comfort-
able win, some investors have now
started to take seriously the possi-
bility of a hung Parliament that
would be unable to pass key legisla-
tive changes. In the U.K. political
system, a government generally re-
signs when it is unable to pass ma-

jor legislation.

The concern is that a minority
or coalition government would
have a much harder time making
the tough calls on tax and spend-
ing plans needed to pare deficits
expected to top 12% of gross do-

A minority or
coalition government
would have a harder
time making calls on
taxes and spending.

mestic product this year.

“I think with a hung Parlia-
ment, the U.K. would probably not
getits fiscal position sorted out be-
fore a market crisis hits, sparking
a weak pound, higher gilt yields
and a possible ratings downgrade.
That would be ugly for sterling as-

sets,” said Michael Saunders, U.K.
economist at Citigroup.

Yet some believe worries about
a hung Parliament are premature.

In just one of the U.K.’s 16 post-
war elections—in February
1974—did an election fail to pro-
duce a majority. Also, under the
U.K. voting system, it isn’t the
overall national result that counts
but the outcome in each district.
And polls continue to show a well-
financed Conservative Party is per-
forming well in the swing seats
that will hold the key to victory.

Moreover, with the smaller Lib-
eral Democrat Party saying it
would be prepared to make “sav-
age” cuts to tackle the deficit, a co-
alition government would proba-
bly still be able to design a credi-
ble fiscal-consolidation plan.

The stakes are high for the gov-
ernment. Standard & Poor’s in
May placed the U.K.’s triple-A sov-
ereign credit rating on negative
outlook and said the fiscal plans of
the next government would be crit-
ical to whether an actual down-

grade followed. Fitch has warned
the U.K. is the major economy “po-
tentially most at risk” of a down-
grade.

A downgrade could lead to
large-scale selling of sterling and
a sharp rise in borrowing costs as
domestic and foreign investors
dump U.K. assets.

Gemma Tetlow, senior research
economist at the Institute for Fis-
cal Studies, said a politically frag-
ile government would struggle to
grapple with the U.K.’s soaring
debt, which is currently projected
to reach 80% of GDP by the middle
of the next decade.

“Even if you have a very strong
government, it is still going to face
some very tough choices on the
public finances,” she said.

She warned that, as in 1974, a
minority government could well
look to hold an early election to
win a clear mandate. In that sce-
nario, tough decisions on tax in-
creases or spending cuts could be
put off, she warned.

S&P warns

on Portugal,
Greece ratings

By MiCHAEL WILSON
AND MARK BROWN

Standard & Poor’s Corp. on Mon-
day warned on Greek and Portu-
guese sovereign-debt ratings, point-
ing to issues with government fi-
nances that could lead to down-
grades.

Debt markets have been watch-
ing for news on Greek debt ratings
as both the European Union and the
European Central Bank try to raise
the pressure on Greece to reduce its
deficit. ECB President Jean-Claude
Trichet, speaking at the European
Parliament on Monday, again urged
governments to rein in ballooning
budget deficits in a “timely man-
ner.” He described Greece’s budget
situation as “very difficult,” but
added that the Greek government is
expected to take courageous steps
to trim the deficit.

S&P put Greece’s single-A-minus
rating on negative credit watch, say-
ing the government’s fiscal consoli-
dation plans are “unlikely to secure
a sustained reduction in fiscal defi-
cits and the public debt burden.”
The move follows rival ratings firm
Moody’s Investors Service’s deci-
sion Oct. 29 to put Greece’s Al cur-
rency ratings on review for possible
downgrade.

S&P also revised its outlook on
Portugal’s sovereign-credit rating
to “negative” from “stable,” blam-
ing a deterioration in public fi-
nances. There is now increased po-
tential for a downgrade next year
for Portugal, which has a long-term
rating of single-A-plus at S&P, if defi-
cits remain wide, growth stays
weak, and the debt burden contin-
ues to climb, the agency said.

Without economic growth, the
agency thinks Portugal’s govern-
ment will be reluctant to tackle the
problem before 2011, and its stated
aim of cutting the deficit to 3% of
GDP by 2013 is “a considerable chal-
lenge.”

There was no official response
from the Greek finance ministry on
Standard & Poor’s decision, but it
doesn’t usually comment on any
moves by credit-rating firms.

Economists at Greek banks said
that the move by S&P didn’t come as
a surprise as it reflects growing in-
vestor concerns over Greece’s fiscal
outlook at a time when this year’s
budget deficit is forecast to reach
12.7% of GDP, more than four times
the 3% limit for euro-zone members,
and ballooning public debt, and fol-
lows similar moves by other leading
international credit-rating firms.

Platon Monokroussos, head of fi-
nancial markets research at Eu-
robank EFG, said the negative watch
from S&P was “anet negative for the
domestic equity and government
bond markets, reflecting rising in-
vestor worries over the country’s fis-
cal outlook.”

S&P said that while Greece’s new
government, led by Prime Minister
Georgios Papandreou, has acknowl-
edged a large 2009 budget shortfall
and announced reforms that could
bring greater transparency to the
public finances, the ratings firm con-
siders the plans for fiscal consolida-
tion to be tentative.

—Philip Pangalos
contributed to this article.



Tuesday, December 8, 2009 THE WALL STREET JOURNAL. 5

Meet the new BlackRock. The combination of BlackRock and Barclays Global Investors creates a unified global business that

includes iShares® the industry’s leading ETF platform, and BlackRock Solutions® our world-class risk management tools and
advisory services. We're in an even better position to provide innovative, effective and independent investment and risk management
solutions for institutional and retail investors worldwide. As always, we remain 100 percent focused on one thing: investing on behalf

of our clients. Welcome to a new era in investing. Welcome to the new BlackRock. For more information, go to www.blackrock.com

BLACKROCK

LI
if iSharese | BIAGKROCK,

This advertisement is not intended to constitute an offer or invitation to anyone to invest in any products, or an offer of or solicitation for services, associated with BlackRock, BlackRock Solutions or iShares.
iShares® is a registered trademark of BlackRock Institutional Trust Company, N.A. All other trademarks, service marks or registered trademarks are the property of their respective owners. All financial investments

involve an element of risk. The value of an investment and the income received from it can vary and there is no guarantee that the amount invested will be returned.

Issued by BlackRock Investment Management (UK) Limited (authorised and regulated by the Financial Services Authority). Registered office: 33 King William Street, London, EC4R 9AS. Registered in England
No. 2020394. Tel: 020 7743 3000. For your protection, telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited. Issued in Switzerland by the representative
office, BlackRock Investment Management (UK) Limited (London), Ziirich Branch, Claridenstrasse 25, Postfach 2118 CH-8022 Ziirich.



6

THE WALL STREET JOURNAL.

Tuesday, December 8, 2009

Incumbent is likely Romanian victor

With most of the vote counted, Basescu appears to have retained the presidency, but opposition will contest outcome

BY JOE PARKINSON

BUCHAREST—Romanian voters
appear to have handed center-right
President Traian Basescu a second
term by a razor-thin margin, but
the opposition was quick to allege
improprieties and contest the out-
come.

Election authorities said that
with 99.95% of the vote counted,
Mr. Basescu, 58 years old, had won
50.33% of the vote, while opposi-
tion Socialist Democratic Party
leader Mircea Geoana, a 51-year-
old former Romanian ambassador
to Washington, received 49.66%.

Analysts, however, said they ex-
pect the results to hold. Alina Mu-
ngiu-Pippidi, Democracy Studies
Chair at Berlin-based Hertie School
of Governance, said there is no
mechanism that gives recourse to
losing candidates to contest the of-
ficial results.

“Stronger claims have been
made before, but the electoral of-
fice has never accepted any,” she
said.

The narrow margin followed a
bitter campaign and raised ques-
tions about whether the next presi-
dent will have a strong-enough
mandate to push through tough
changes needed for one of the Euro-
pean Union’s newest members.

The president’s most pressing
task will be to clear away a political
vacuum and lead negotiations with
the International Monetary Fund
and the European Union over re-
starting a €20 billion ($29.7 bil-
lion) loan.

The financial markets fell on the
election results, with Romania’s
BET stock index closing down 4.5%.

Analysts said that while Mr.
Basescu isn’t against the IMF, he
will likely struggle to appoint a ne-
gotiating team to meet with the
fund, thus delaying a new agree-

Romania’s President Traian Basescu waves as he leaves his electoral campaign headquarters in Bucharest on Monday.

On edge

The tight presidential election echoes last year’s general election, which handed the two main parties almost the

same number of seats

2009 presidential vote, second-round

runoff, 99.1% of votes counted

50.4%
5.09 million

49.6%
5.00 million

Turnout: 53%

Mircea Geoana
Social
Democratic Party

Traiian Basescu
Liberal
Democratic Party

ment until well into the new year.

“If Basescu struggles to form a
government, it is the worst-case
scenario because we won’t have an
IMF loan ... and that money is re-

Nov. 30, 2008 vote for 334 seats in lower house, 5% cutoff,

Votes for Chamber of Deputies:
Liberal Democratic Party

115 seats

2.23 million votes —

Social Democratic Party

114 seats

(2.28 million votes) —

ally, really important just to keep
the economy alive,” said Alina In-
ayeh, director of the Black Sea
Trust, a policy institute.
Romania’s economy has swung

Turnout: 39% l 218,000 votes

National Liberal Party
65 seats

1.28 million votes
UDMR (ethnic

Hungarian Party)
22 seats

425,000 votes

Greater
Romania Party
0 seats

Source: Central Election Bureau

from posting the fastest growth in
the European Union last year to a
7% contraction in 2009.

Mr. Basescu, a plain-speaking
former ship’s captain, may strug-

Reuters

gle to find the 48 seats he needs
from other major parties to form a
parliamentary majority. He has re-
peatedly clashed with opposition
lawmakers during his five-year
term.

Initial exit polls broadcast Sun-
day pointed to an opposition vic-
tory, but late votes from Roma-
nians abroad overwhelmingly
backed the president, according to
the official election authority.

Mr. Basescu insisted he was the
winner, telling his supporters: “I as-
sure you that the correct polls
show that I have beaten Mircea
Geoana.”

But the Socialist Democratic
Party said it will contest the result,
with an official spokesman alleging
that the Basescu campaign had
committed widespread irregulari-
ties.

The party, also called the PSD,
said the number of voided ballots
was higher than the margin of vic-
tory.

The Vienna-based Organization
for Security and Cooperation in Eu-
rope, responsible for supervising
the poll, said its assessment of the
election was “positive” but cau-
tioned that “remaining shortcom-
ings and renewed allegations of ir-
regularities need to be addressed.”

Analysts said the outlook for
the economy and markets was
grim.

“This is not what the markets
were looking for—they wanted a
clear result and they got the oppo-
site,” said Nicolaie Alexandru-Chi-
desciuc, chief economist at ING in
Bucharest.

“But for the IMF deal the result
is a net positive, as Basescu has
said he won’t seek to renegotiate
the terms, which the Socialists
would have,” he added.

—Christopher Emsden in Milan
contributed to this article.

Hedge-fund rules to raise costs

By WiLLIAM HUTCHINGS
AND MATTHEW DALTON

The European Commission’s pro-
posal to tighten regulation on hedge
funds and private-equity funds
could cost asset managers €22 bil-
lion ($32.7 billion) in one-time
charges and almost €4 billion in an-
nual charges,according to an impact
assessment published Monday by
the European Parliament’s director-
ate general for internal policies. It
could slow economic growth in the
European Union by as much as 0.2
percentage point a year.

However, the impact assess-
ment offered a wide range for the
one-time costs of complying with
the proposed rules—from €1.1 bil-
lion to €22 billion—but said it be-
lieved the €1.1 billion figure was
“likely to represent an underesti-
mate.” It said the charges would be
driven principally by the require-
ment to make more information
available to outsiders, changes to
internal processes and revised cap-
ital requirements.

The directorate also warned
that any benefits of the proposed
directive might disappear as thein-
dustry finds ways around the
rules. It estimated that the regula-
tions would increase transaction

costs inthe industry—which it esti-
mated at 3% of the total value of
the transactions—by as much as
0.3 percentage point in the short
term and between 0.3 percentage
point and 0.75 percentage point in
the longer term.

The report said that the lower av-
erage growth rate it predicted for
the EU “would come with the side
benefit of lower volatility. We esti-
mate that the worst recessions
might involve up to 0.8% less con-
traction in gross domestic product,
with peak unemployment about
1.3% less as a consequence of busts
being smaller.”

“Not only will Europe’s economic
growth rate and employment be af-
fected but there will be long-term
consequences for Europe’s pensions
to0o,” said Andrew Baker, chief execu-
tive of the Alternative Investment
Management Association, a trade as-
sociation representing the hedge-
fund industry globally. “We believe
the directive should be substan-
tially revised so that new regulation
of the sector is proportionate.”

Jean-Paul Gauzes, the French-
man who isleading debate in the par-
liament, already has proposed ma-
jor changes to the commission’s di-
rective. The parliament and Euro-
pean national governments must ap-

prove the proposal before it can be-
come law.

The commission’s proposal
would subject most funds managing
more than €100 million to registra-
tion requirements. The commission
would have the authority to set lim-
its on the amount of borrowed
money, or leverage, these funds can
use to boost their returns.

Both the council and parlia-
ment are likely to oppose giving
the commission the power to set le-
verage levels, opting instead for
national governments and a new
EU regulator to have that author-
ity. Mr. Gauzes has proposed re-
quiring investment funds of any
size to register.

The European Commission is
the European Union’s executive
arm.

“The Impact Assessment from
the Parliament shows there is
much work still to do, and we are
hopeful that the incoming Spanish
Presidency will continue discus-
sions at Council in the same con-
structive manner [as the depart-
ing Swedish Presidency]l,” said Jav-
ier Echarri, secretary-general of
the European Private Equity and
Venture Capital Association, a
trade association representing the
private-equity industry.

Iceland GDP fell 8%
in the third quarter

By ANNA MOLIN

Iceland’s economy shrank fur-
ther in the third quarter onlower do-
mestic demand and government con-
sumption as the island still suffers
the effects of the collapse of its bank-
ing sector late last year.

Iceland’s gross domestic product
fell 5.7% on a seasonally adjusted
quarterly basis and plunged 8%
from a year ago, Statistics Iceland
said Monday.

Iceland nearly suffered a melt-
down last year when its three big-
gest banks, representing 85% of the
banking sector, were toppled by $80
billion of debt, several times the
country’s GDP.

Iceland has since been propped
up by a $4.6 billion International
Monetary Fund-led loan aimed to
support its economy and help stabi-
lize the currency as the central bank
gradually eases capital restrictions.

Iceland has also sought to re-
store normal financial relations
with foreign markets by applying
for European Union membership, re-
imbursing overseas depositors for
money lost in a failed online bank,

and partly reprivatizing two of its
three failed banks.

The national statistics agency
said total domestic expenditure de-
creased 2.1% inreal terms in the third
quarter, while gross fixed capital for-
mation fell 7.3% and government fi-
nal consumption was down 4.5%.

“The effect of this decline in do-
mestic expenditure was exacer-
bated by a decrease in the trade sur-
plus compared with the last quarter,
causing a larger decline in GDP than
in domestic expenditure,” the statis-
tics agency said. Exports rose 1.3%
inthe third quarter, while imports in-
creased 12.9% on a quarterly basis.
Household final consumption grew
2.8% on the quarter.

Iceland’s central bank said Nov. 5
that it expects the economy to
shrink 8.5% this year owing to
weaker consumer spending and in-
vestments.

The statistics agency also said
Monday that the government’s fi-
nancial deficit shrunk to 33 billion
Icelandic kronur ($270 million) in
the third quarter from 41 billion kro-
nur in the second quarter. It was 13
billion kronur in the first quarter.
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EPA rules greenhouse gases pose danger

By Ian TALLEY

WASHINGTON—The U.S. Envi-
ronmental Protection Agency said
greenhouse gases are a danger to
public health and welfare, in a deci-
sion that sets the stage for new reg-
ulations for cars and large emitters.

EPA Administrator Lisa Jackson
said large emitters, such as power
plants, crude-oil refineries and
chemical plants, would come under
new regulations next spring to limit
their output of carbon dioxide and
other gases. The so-called “endan-
germent finding” that Ms. Jackson
announced Monday also is neces-
sary to move ahead on new emis-
sion standards for cars.

The findings “cement 2009’s
place in history as the year when
the U.S. government began address-
ing the challenge of greenhouse-gas

Who wants what

pollution and seizing the opportu-
nity of clean-energy reform,” Ms.
Jackson said in a prepared state-
ment.

The controversial public-health
decision, which the Obama adminis-
tration indicated it would make ear-
lier this year, coincided with the
opening of the global climate sum-
mit in Copenhagen.

The decision has been opposed
by many business groups and law-
makers who fear it will place a bur-
den on the economy.

The new regulations for large
emitters will require companies that
are building or modifying power
plants, refineries and other indus-
trial emitters to install the “best
available” technology. The EPA will
soon begin determining what tech-
nology will be required.

Ms. Jackson said at a news con-

ference that she didn’t believe that
the agency should establish national
air-quality standards for greenhouse
gases, as at least one environmental
organization has petitioned.

Such a standard would set a total
greenhouse-gas level at, for in-
stance, 350 parts per million in the
atmosphere across the U.S., requir-
ing regions and states to meet those
levels.

Currently, the carbon dioxide in
the Earth’s atmosphere is about 390
parts per million, according to the
U.S. government.

But, experts say, because green-
house gases such as carbon dioxide
aren’t localized like other air pollut-
ants, and travel across borders and
countries, it would be nearly impos-
sible to meet such a standard if
other emitting nations didn’t also
set and meet such a target.

Reuters

Delegates attend the U.N. climate-change conference in Copenhagen Monday.

EUROPEAN UNION

POLAND

CHINA

The 27-member European

Poland and other Eastern

Climate change isn’t high on China has pledged to curb

in Copenhagen

This week, officials from 192 countries will
meet in Copenhagen to tackle global climate
change, seeking a successor to the 1997
Kyoto Protocol. Even if they can’t negotiate a
binding agreement, many countries hope at
least to work out commitments to reduce
their greenhouse-gas emissions and provide
assistance to poorer countries likely to be
hardest hit by the effects of global warming.

Each country, of course, has its own
particular priorites and concerns, which is
why an agreement is so difficult to reach.
Here’s a look at some of their agendas for
Copenhagen.

UNITED STATES

The U.S.'s failure to pass climate-
change legislation has meant a delay
in a deal at Copenhagen. But pending
bills in Congress and the Obama
administration’s authority to regulate
emissions give the country
credibility—and negotiating leverage
toward an eventual agreement. The
U.S. may still pledge to cut emissions
about 17% by 2020, while offering

Union aims to speak with one
voice in Copenhagen. Its goal:
taking action that would limit
global warming to two
degrees Celsius (3.6 degrees
Fahrenheit). The EU intends to
cut CO2 emissions 20% by
2020 from 1990 levels and is
willing to raise that target to
30% if other countries commit
to do their part. It is also
ready to help developing
countries financially, but it
hasn’t committed to specific
figures. Some Western
European countries advocate
generosity, but some newer
members from Eastern Europe
are much less willing to pay.

European nations want a deal
that isn’t too economically
burdensome. The issue is how
financial support for developing

countries should be shared by EU

members. Wealthy members
propose making contributions
proportional to a country’s
emissions. But because Eastern
members’ energy sectors rely
heavily on coal, they would pay
disproportionately more than if
shares were based on their
economic output. Poland also
wants to be able to continue
selling certain carbon credits
after the Kyoto protocol expires
in 2012. Because Poland has
reduced CO2 emissions by 30%

over the past 20 years, it can sell

Russia’s agenda; its
attention is on the massive
investments it needs to
make its aging Soviet-era
industrial infrastructure
more energy-efficient—with
a goal of a 40% improvement
in energy efficiency by 2020.
Diplomats say the country is
willing to reduce emissions
between 20% and 25% from
1990 levels. Prime Minister
Vladimir Putin says Russia
will join a post-Kyoto
agreement only if other
countries sign up for it and
if Russian forests’
contribution to reducing
global carbon dioxide is
taken into account.

funding of low-carbon initiatives for
poorer countries to draw them to an

\credits worth billions of euros.

g7
N

agreement. The U.S. also wants other
countries, mainly China and India, to

commit on when their greenhouse-
gas emissions will peak, and will
demand stringent standards for
reporting, monitoring and verification
of emissions and reductions.

ECUADOR

Ecuador, an oil producer, will come
to Copenhagen with a novel idea:
get rich countries to pay $3.5
billion to keep 850 million barrels

carbon emissions as a
percentage of gross
domestic product by 40% to
45% by 2020. These would
be voluntary cuts and
therefore unlikely to be
part of a binding climate-
change pact. But it signals
China’s interest in an
agreement at Copenhagen.
Such a deal could bring the
country benefits: more
funding and technology
transfers from developed
nations, and as an exporter
of solar-power and
wind-power equipment,
increased demand for its
products. What China
dreads most is the end of
Kyoto provisions that grant
tradable credits for
reducing emissions; China
has been the top receiver
for the credits, getting 59%
of the total.

v/

" INDONESIA

of its crude in the ground. The oil is

In Indonesia, the world’s No.
3 carbon-dioxide emitter
(after China and the U.S.),
much of the emissions
result from deforestation. It
probably will ask for

located in a natural reserve of the
Amazonian forest whose protection
will be a cornerstone of the talks. A
delegation of the Organization of
Petroleum Exporting Countries
(Ecuador gets the group’s
presidency next year) recently
visited to look at the project. The
government, which has renamed its
oil ministry the “ministry of
non-renewable resources,” has
pitched the idea to some European
governments.

BRAZIL

Brazil’s government will aim to cut
greenhouse-gas emissions between
36% and 39% by reducing deforesta-
tion in the Amazon rain forest and
increasing the use of fuel-efficient
cars and trucks that use biofuels as
well as gasoline. But the emissions
target is voluntary and depends on
the government obtaining financing
for the aggressive goals, indicating
that Brazil isn’t willing to stifle
industrial output in Latin America’s

Compiled by lan Talley, Jing Yang, Paul
Beckett, Alexander Kolyandr, Jeff Fick,
Alessandro Torello, Marek Strzelecki,
Benoit Faucon and Max Lin. They can be
reached at reports@wsj.com.

largest economy. And efforts to
reduce deforestation in the Amazon
could be stymied by lawlessness in
the poverty-stricken region.

INDIA

international technology and

countries for greenhouse-gas
sated for the impact of global
warming. But they disagree on

exactly how much) to adapt to

flooding in other regions.
Oil-producing nations, such as

expected declines in oil consump-
tion by industrialized nations.

African countries blame developed
emissions and want to be compen-
priorities. The African Union wants
billions of dollars (leaders won’t say
climate change, which is blamed for

record droughts in East Africa and

Nigeria, want compensation for the
lost revenues that could result from

funds for forest conserva-
tion. Also, it favors
self-monitoring in future
programs that give credits
for reducing emissions from
deforestation, and hints it
will oppose efforts to create
an international monitoring
body. The nation pledges to
cut emissions 26% by 2020
from “business-as-usual”
levels, but officials say
Indonesia will raise its
target to 41% if it receives
the international funding
and technology support it
needs.

India, which has long resisted the
imposition of carbon-emission caps,
says it is ready to cut emissions
intensity 20% to 25% by 2020, but
won’t accept legally binding
targets. It argues that it needs
development and economic growth
before it should consider fixed
emission caps and that the
developed world has a historic
responsibility to take more
restrictive measures because it
caused decades of atmospheric
damage. India also favors financing
and technology transfer to boost
green energy solutions.
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Afghan President Karzai has sparked concern by meeting with warlords. Above, a U.S. Army soldier meets with a village elder.

U.S. awaits Karzai’s picks

Afghan leader’s cabinet choices seen as test of corruption-cleanup effort

By ANAND GOPAL

KABUL—The U.S. willget anearly
litmus test of Afghan President Ha-
mid Karzai’s commitment toimprov-
ing governanceinhis corruption-rid-
dled country when heis scheduled to
announce a new cabinet Tuesday.

There are signs that Mr. Karzai
will replace the majority of the cabi-
net, jettisoning some ministers who
have been accused by U.S. and Af-
ghan officials of corruption. But it is
unclear if he will keep away a group
of influential warlords that could un-
dermine the cleanup effort.

With a number of current minis-
ters having been accused of graft and
inefficiency, U.S. officials view Mr.
Karzai’sgovernment asone of the fac-
tors that fueled popular disillusion-
ment and helped pave the way for the
Taliban’s resurgence in recent years.
In recent months, U.S. officials have
been pressuring Mr. Karzai to clean
up the government at all levels.

In his speech last week outlining
the new U.S. Afghan strategy, Presi-
dent Barack Obama said the Afghan
government would nolonger be given
a“blank check,” and implied that U.S.
support for Mr. Karzai’s government
would be tied to its performance.

AU.S.Embassy representative in
Kabul refrained from speaking
about the cabinet appointments un-
til an official announcement was
made by the Afghan government.

Afghan officials close to Mr. Kar-
zai said the cabinet is being “re-

vamped.” Of the 26 current minis-
ters, only at most eight will be re-
turning for the new term, they said.

These include Omar Zakhilwal,
the finance minister and prominent
economist, and Hanif Atmar, the in-
terior minister. U.S. officials have
praised these figures as competent
and effective.

The majority will be new figures
or former government officials with
good records, including a number of
Afghans with a Western background.

“It’san overhaul of the current ad-
ministration,” said Sarwar Ah-
madzai, a former presidential candi-
date who has been offered a cabinet
post. “The president ismoving in the
right direction and trying to bring in
new faces. This is a positive step.”

Officials said Ali Ahmad Jalali, the
former interior minister and cur-
rently a professor at the National De-
fense University in Washington, has
been offered a post. Mr. Jalali’s office
in Kabul said he had accepted the of-
fer but it hasn’t been decided which
portfolio he will receive. Mr. Jalali is
highly regarded in Washington.

Officials said Ashraf Ghani, a
former presidential candidate and a
highly regarded technocrat, is also
under consideration. Mr. Ghani
couldn’t be reached to comment.

At the same time, many of the min-
isters that are under suspicion of cor-
ruption won’t be part of the new gov-
ernment, officials said. These include
the minister of information and cul-
ture, the minister of hajj and pilgrim-

ageand the minister of mines, accord-
ing to senior Karzai advisers and offi-
cials from those ministries.

“We are serious about turning
things around here, and I think the
Americans will applaud that,” said a
senior Karzai adviser.

However, questions linger over
Mr. Karzai’s dalliances with war-
lords who have been widely accused
of corruption and human-rights vio-
lations. In recent weeks, Mr. Karzai
has met with anumber of controver-
sial strongmen, including Muham-
mad Mohaqgeq and Burhanuddin
Rabbani. While these men won’t get
a position, they are negotiating a
place in government for relatives
and representatives.

For instance, Mr. Karzai has met
with representatives of Rashid Dos-
tum, astrongman with ahistory ofhu-
man-rights violations, Afghan author-
ities said. U.S. officials are concerned
that such figures could be a source of
instability and hamper efforts to im-
prove governance. But Mr. Karzai
courted many of these men during his
presidential bid, offering government
posts in return for their support.
Messrs. Mohageq, Rabbani and Dos-
tum were unavailable to comment.

“He is under a lot of pressure. On
the one hand, he has all of these
promises, but on the other hand he
has to meet the demands of the
U.S.,” said Nasrullah Stanakzai, a
Kabul University professor of law
and a political analyst. “He won’t be
able to ignore these men.”

Bernanke sees U.S. rates staying low

By Luca D1 LEo

WASHINGTON—U.S. Federal
Reserve Chairman Ben Bernanke
on Monday reaffirmed plans to
keep interest rates at a record low
for “an extended period” despite a
better-than-expected jobs report
last week.

The U.S. central bank chief said
inresponse to questions following
aspeech that slack in the economy
and low inflation should keep the
federal-funds rate, at which banks
lend to each other, close to zero for
some time.

Investors had seen higher odds

that the Fed would move to raise
U.S. interest rates following Fri-
day’s unemployment report,
which showed that job losses in No-
vember dropped to their lowest
level since the recession began in
the U.S.

But Mr. Bernanke offered little
evidence Monday that the Fed was
likely to move earlier than previ-
ously anticipated. “Right now,
we’re still looking at the extended
period,” Mr. Bernanke said. A
month ago, central-bank officials
said they expected to keep rates
close to zero for some time be-
cause of low inflation and high un-

employment.

Also on Monday, the Fed said
borrowing by U.S. consumers fell a
ninth straight month in October.
Reduced borrowing is a worry be-
cause consumer spendingis sucha
big part of the U.S. economy. But
October’s decline was smaller
than analysts had expected. And
there have been other recent signs
U.S. consumers might be ready to
relax their thrift; the latest U.S. re-
tail sales report, for instance,
showed demand in October rose
higher than expected.

—Jeff Bater contributed
to this article.
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Obama views foreign policy

much like the elder Bush did

By GERALD F. SEIB

U.S. President
Barack Obama and
his aides talk a lot
about how his
approach to the
: world is different
from George W. Bush’s. What they
say less often is that his approach
has a fair amount in common with
that of another Bush—the first
president by that name, George
H.W. Bush.

Slowly but surely, in fact, Mr.
Obama is molding a foreign policy
that harkens back more to the
President Bush who managed the
end of the Cold War than to his
son, the President Bush who
managed the aftermath of a
deadly terrorist strike on the U.S.

For the elder President Bush,
the hallmarks of foreign policy
were a preference for pragmatism
and stability over idealism and
risk; an emphasis on
multilateralism over
unilateralism; and a willingness to
work with leaders the world
provides rather than the ones
America might prefer.

Many of those hallmarks can
be seen in President Obama’s
decision to send 30,000 additional
troops to Afghanistan. Mr.
Obama’s announcement had none
of the lofty rhetoric about
spreading democracy or
transforming Afghanistan that
might have come from the
younger President Bush. Instead,
the emphasis was on stabilizing
Afghanistan rather than really
fixing it—a less-idealistic
approach that might have been
expected of Bush the elder.

There also was heavy emphasis
on making the Afghan surge
international rather than
unilateral—hence, the hard push
for allies to simultaneously add to
their troop levels—another
hallmark of the first Bush’s
approach. And there was a
quick-in, quick-out, limited-goals
formula to his Afghanistan
strategy. That mirrors the first
President Bush’s decision to drive
Iraqi troops out of Kuwait in 1991
and stop the operation there,
rather than moving on to Baghdad
to oust Saddam Hussein.

It’s striking that while Mr.
Obama is often criticized for an
over-emphasis on soaring rhetoric
and an excess of ambition in his
domestic agenda, his Afghanistan
announcement was marked by the
opposite—also mirroring
foreign-policy pronouncements by
the elder President Bush.

In sum, the younger President
Bush, particularly after the 9/11
terrorist attacks, aimed to use
American power to change the
world, and was reluctant to
compromise in pursuit of that
goal. His father sought more to
use American power to stabilize
the world, and was prepared to
compromise to achieve that end.
Both approaches came in for
criticism. The younger Bush’s
approach was faulted for being
too idealistic and bombastic, the
older Bush’s for being
insufficiently idealistic and overly
cautious.

In any case, President Obama
is leaning more toward the elder
Bush’s category.

“The emphasis on foreign
policy is once again about foreign
policy rather than
transformation,” says Richard
Haass, president of the Council on
Foreign Relations, who worked for
both Presidents Bush. “It’s more a
throwback to Bush 41 than Bush
43,” he adds, using the numbers
of their presidencies often
employed to distinguish father
from son. It was no accident that
Mr. Obama said during last year’s
campaign that he admired the
elder President Bush’s approach
to foreign affairs, even as he
roundly criticized that of his son.

It’s common to view the elder
Bush’s approach to foreign policy
through the lens of the first
Persian Gulf War, yet the better
way to see his approach is to
recall his masterful handling of
the decline and fall of the Soviet
empire. On that front, the Bush
emphasis was consistently on
stability amid change rather than
speed in change, and a calculation
that the risks of reaching too far
to bring down the Soviets
outstripped the risks of not
reaching far enough.

Thus, the first President Bush
maintained his loyalty to Soviet
leader Mikhail Gorbachev long
after critics clamored for him to
shift it to the rambunctious,
self-proclaimed Russian reformer
Boris Yeltsin. In a profoundly
dangerous situation, he preferred
dealing as long as possible with
the stable, known leader rather
than the less stable, virtually
unknown rebel.

The elder President Bush also
took great pains to work with
allies to ensure that the strategy
for ending the Soviet Union and
reunifying Germany was a united
Western one. He operated in
virtually nonstop consultation
with, in particular, British Prime
Minister Margaret Thatcher and
German Chancellor Helmut Kohl.

That put the U.S. in the
awkward position of sometimes
appearing to be seeking to slow
down the disintegration of its
principal enemy. “Wouldn’t be
prudent,” in fact, became such a
widespread description of the
Bush approach that the phrase
became the butt of jokes on the
“Saturday Night Live” television
program.

President Obama hasn’t
adopted the elder Bush’s approach
in its entirety, of course. When
the first Bush administration
decided to go to war against Iraqi
forces in Kuwait, it did so with
overwhelming force, which is
hardly the approach the current
president has chosen in
Afghanistan.

And to some extent, the
current economic weakness of
America may simply demand a
less ambitious approach than
George W. Bush attempted. It’s
harder to confront China over
human rights, for instance, when
relying on China to finance
America’s ballooning debt, or to
face down Iran alone when the
American military already is
stretched thin. The elder Bush’s
approach may have been a matter
of prudence, while Mr. Obama’s
may be rooted more in necessity.
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Big banks lose in financial overhaul

Fueled by populist anger at Wall Street, House is likely to add fees and restrictions this week not sought by Obama

BY DAMIAN PALETTA

WASHINGTON—Despite a furi-
ous lobbying effort in the past six
months, the U.S.’s largest banks
will likely emerge from a House of
Representatives vote later this
week as the biggest losers in the
continuing effort to overhaul finan-
cial market rules.

Lawmakers have voted repeat-
edly during dozens of hours of com-
mittee debate to add amendments
punishing large financial companies
with fees and new restrictions that
weren’t originally envisioned by a
White House proposal in June, push-
ing the plan further to the left as poli-
ticians have deliberated.

The changes reflect the growing
chasm between Washington and
Wall Street, as voters continue to be
angry about last year’s financial cri-
sis, pushing lawmakers to act tough.

“We want to be able to go home
and tell the people who sent us here
that we are never going to let what
happened last year happen again,”
said Rep. Brad Miller (D., N.C.), a co-
author of several amendments.

The shift could have major impli-
cations for larger financial compa-
nies, particularly if the public mood
crystallizes around the notion that
too big to fail means too big at all.
The cost for large financial compa-
nies could reach well in excess of
$150 billion, industry experts said.

The White House and Treasury
Department have publicly ap-
plauded Democrats’ efforts to
move the bill through Congress,
but privately some government of-
ficials have worried certain amend-
ments could have major unin-
tended consequences. A Treasury
Department spokesman declined
to comment.

The House bill still contains sev-
eral features pushed by the White
House in June—namely, new pow-
ers to take over and break up large
companies, new rules for consumer
protection, tougher regulation of de-

Bloomberg News (Miller, Moore); Associated Press (Kanjorski)
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Democratic Reps. Brad Miller, left, Paul Kanjorski and Dennis Moore have added amendments punishing financial firms.

rivatives, and more limits on execu-
tive pay. But in the six months since
then, there has been a distinct shift
in the House away from a more mar-
ket-friendly focus to an intensely
anti-Wall Street bias.

The House plan would slap
large firms with higher fees for su-
pervision, require them to hold
more money in reserves, give the
government much more power to
seize them if they are faltering, or
even break them up if they are
healthy but pose a risk to the
broader economy.

Financial companies with more
than $10 billion in assets would have
to collectively finance a $150 billion
government fund, set aside to pay
for a future failure of a big financial
company. Large banks would have
to face examinations by both their
primary federal regulator and the
new consumer agency, subjecting
them to multiple layers of scrutiny.

The Business Roundtable, an or-
ganization of top chief executives,

sent a letter to Capitol Hill last
week complaining that giving the
government the power to pre-emp-
tively break up healthy firms
“could prove extremely harmful to
large, globally active firms and the
U.S. economy as a whole and, at a
minimum, would create a level of
uncertainty that would adversely
impact the ability of these firms to
operate effectively in a challenging
economic climate.”

Scott Talbott, a senior vice presi-
dent at the Financial Services Round-
table, said the proposals would be
“ironically counterproductive.”

“We’re talking hundreds of mil-
lions of dollars per institution of in-
creased regulatory costs,” he said.
“Those are costs that have to be
borne by the companies, and they
will unfortunately be part of the
pricing for the goods and services
they sell.”

A flurry of amendments in No-
vember appeared to overwhelm the
lobbying power of large financial in-

stitutions, and many of the amend-
ments were easily adopted.

For example, Rep. Paul Kanjorski
(D., Pa.) pushed through an amend-
ment by a 38-29 vote allowing a
council of regulators to determine
whether factors such as the size and
interconnectedness of a firm pose
“a grave threat to the United
States.” If such a threat exists, the
government can prevent the com-
pany from merging, order it to stop
certain business practices or even
break it up into smaller pieces.
Large banks lobbied aggressively to
beat back the proposal but found lit-
tle traction.

Another amendment, written by
Reps. Miller and Ed Perlmutter (D.,
Colo.), would give the government
the power to force specific compa-
nies to split apart their commercial
bank and their investment bank if
regulators felt such a divestiture
were warranted.

One amendment that has elicited
the most concern from the Obama

administration is a plan pushed by
the Federal Deposit Insurance Corp.
and advanced by Reps. Miller and
Dennis Moore (D., Kan.) that would
force any secured creditor to take a
20% loss on any claim if their coun-
terparty failed.

For example, if a company of-
fered aloan backed by collateral to a
bank, and then the bank failed, the
company would still have to take a
20% loss on the collateral. Wall
Street and Treasury officials have ar-
gued to lawmakers this could com-
pletely distort the way banks fund
themselves, pushing up the cost of
credit because lenders would have
to set aside more money for poten-
tial losses.

Supporters of the measure have
said the provision would help limit
the government’s cost of cleaning
up failed banks and would also exact
more market discipline on lenders,
who would look more closely at the
health of their counterparties.

House Financial Services Com-
mittee Chairman Barney Frank (D.,
Mass.) said the provision was “con-
tentious,” and there would likely be
an effort during the House debate to
strip it out. But Rep. Miller plans to
fightit, and said he was trying to mo-
bilize support.

Republicans have mostly op-
posed the Democrats’ plan to re-
write policies. Rep. Jeb Hensarling
(R., Texas) said the legislation
would create a “job-crushing, credit-
rationing agency married with a bail-
out fund.” Rep. Frank said his pack-
age would put an end to government
bailouts of failing companies.

Despite their opposition, Repub-
licans have successfully influenced
debate. Rep. Ron Paul (R., Texas) at-
tached an amendment giving Con-
gress the ability to more closely re-
view the Federal Reserve’s mone-
tary policy decisions. This amend-
ment has outraged Fed officials,
and Fed and Treasury officials have
so far been unable to get lawmakers
to remove it.

Abortion curbs proposed

BY JANET ADAMY
AND GREG HITT

WASHINGTON—Antiabortion
lawmakers in the Senate intro-
duced an amendment Monday to
restrict insurance coverage of
abortion in the health bill, setting
up a showdown that has no clear
path to resolution.

Both sides agree the amendment
likely doesn’t have enough votes to
pass, but antiabortion groups and
Sen. Ben Nelson (D., Neb.) say they
will continue insisting on tough lan-
guage as a condition for supporting
the overall bill.

The lack of a clear meeting point
makes abortion somewhat different
from the other top obstacle to the
bill’s passage, the publicly run insur-
ance plan that some Democrats op-
pose. There, both sides are weighing
a handful of compromises.

On abortion, said Sen. Nelson,
“it’s certainly not a lock that there’s
language in the middle.”

Without the amendment, the Sen-
ate health bill would include abor-
tion coverage in the new public plan
and would allow women who re-
ceive government tax credits for in-

surance to enroll in a plan that cov-
ers the procedure. The tax credit
would be segregated so none of it
could go toward funding abortion.

Antiabortion advocates say
that’s too lenient and want to pre-
vent any insurance plan that re-
ceives federal funding from cover-
ing the procedure, except in the case
ofrape, incest or danger to the life of
the mother.

The amendment made public
Monday bars any private insurance
company that gets federal money
from covering abortions, the Associ-
ated Press reported. A new govern-
ment insurance plan would also be
barred from covering abortion ex-
cept in limited cases.

With no signs the measure would
pass, Sen. Nelson said Friday that
“we’re going to keep talking” to
reach a compromise on the issue.
But his antiabortion allies said they
won’t accept anything less than the
language on abortion restrictions in
the House bill.

“That’s not a negotiation we’re
prepared to have,” said Richard Do-
erflinger, associate director of the
secretariat of pro-life activities for
the U.S. Conference of Catholic Bish-

ops, which pushed for the abortion
restrictions in the House bill. “I re-
ally don’t know how you compro-
mise further.”

Abortion-rights advocates are tak-
ing a similarly rigid line, saying that
such a change would represent the
biggest setback for them in decades.
“As far as I'm concerned, this bill is a
compromise,” said Cecile Richards,
president of Planned Parenthood Fed-
eration of America, which supports
the bill in its current form. “People
are really ready to move on on this is-
sue and not have a protracted debate
about legal abortion in this country.”

Both sides see the Senate bill as a
turning point in the abortion debate
and are making a big push to rally
supporters. Abortion-rights advo-
cates brought hundreds of support-
ers to the Capitol last week to meet
lawmakers and have been running
television advertisements calling
the amendment an attempt to roll
back women’s rights. The Catholic
bishops on Friday sent an alert to
parishes urging their members to
contact their lawmakers in support
of Sen. Nelson’s amendment, and
plan to oppose the bill if they don’t
win the change.

Associated Press

—

Sen. Ben Nelson introduced an amendment to tighten rules on funding for abortion.
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Chavez ally quits as leader scrambles

Venezuelan president, playing damage control, tries to spin growing banking crisis into an anticorruption campaign

By DARC¥ CRovyE
AND JOSE DE CORDOBA

CARACAS, Venezuela—Presi-
dent Hugo Chavez scrambled to dis-
tance his government from a brew-
ing banking and corruption scandal
that claimed one of his closest collab-
orators on Sunday and could claim
other top officials.

Speaking on his weekly televi-
sion show, Mr. Chavez announced
the resignation of Jesse Chacon, one
of the government’s most powerful
officials, who was serving as science
and technology minister. The an-
nouncement came a day after the ar-
rest of Mr. Chacon’s brother, Arné
Chacon, president of Banco Real and
Baninvest, two of seven small banks
takenover by the Venezuelan govern-
ment last week.

“I respect and love Jesse very
much, and I know he understands,”
said Mr. Chavez. He said Mr. Chacdn’s
resignation freed the official from
suspicion in the banking scandal.
Arné Chacén and Jesse Chacdn
couldn’t be reached to comment.

Mr. Chavez said he had spoken di-
rectlytothe government’s top prose-
cutor, Luisa Ortega, and requested

that she move quickly to punish the
people responsible for the failed
banks. Mr. Chéavez also said he told
the Venezuelan secret police to
swiftly imprison Arné Chacon.

“I'm very sorry that he is the
brother of aminister, but we’re show-
ing that no one here is untouchable,”
Mr. Chavez said.

The scandal, which broke last
weekwhenthe government took over
the banks and Mr. Chavez threatened
to nationalize all of Venezuela’s pri-
vate banks, has sparked fears of a fi-
nancial meltdown.

Venezuela was on a banking holi-
day Monday, with financial markets
closed ahead of this week’s celebra-
tion of the Immaculate Conception.

Many analysts say the bank take-
overs aren’t a reflection of a larger
banking crisis, since most of the finan-
cial system’s assetsare held by ahand-
ful of big banks that are seenas sound.
Pointing to Friday’s recovery in Vene-
zuela’s dollar-denominated bonds
and the bolivar, these analysts say in-
vestors appear to believe Mr. Chavez
is targeting a limited group of banks.

Mr. Chavez took control of be-
tween 8% and12% of the banking sys-
tem last week, according to Royal

Bankof Scotland economist Boris Se-
gura. Analysts say Mr. Chavez could
likely target as many as a dozen
banks that together represent
around 20% of the banking system.

Many Venezuelans are jittery
about the state of their financial sys-
tem. Last week, Mr. Chavez said he
would closely examine brokerage
houses as well as insurance compa-
nies. Reacting to the uncertainty,
Moody’s downgraded the ratings of
two big Venezuelan banks, privately
owned Banco Mercantil CA, and
state-owned Banco de Venezuela,
which the Venezuelan government ac-
quired for $1.05 billion this year from
Spain’s Banco Santander. The two
banks are among Venezuela’s top five
by size of deposits, and are consid-
eredtobe among themost solid finan-
cial institutions in the country. Offi-
cials at Mercantil and Banco de Vene-
zuela weren’t available for comment.

Mr. Chavez’s attempts to turn
the banking crisis into a get-
tough-on-corruption  campaign
might help him politically as reces-
sion, inflation and crime threaten to
derail support.

Mr. Chavez’s early handling of
the banking-sector shake-up,

which one of his ministers admitted
ran the risk of setting off a financial
“tsunami,” certainly didn’t garner
him praise.

But since then, Mr. Chavez has
demonstrated the political deftness
that has allowed him to maintain a
generally favorable rating among
voters during his 11 years in office.

Patrick Esteruelas, an analyst
with Eurasia Group, a political-risk
consulting group, said “Chavez is
now engaging in damage control,
spinning this as an anticorruption
drive, and that could sell politi-
cally.”

The president needs political
points as legislative elections are
nine months from now, and he
wants his socialist party to secure a
two-thirds majority. That won’t be
easy, given that the economy re-
cently fell into recession as oil in-
come—the government’s main
source of revenue—retreated on
lower global crude prices.

Also hurting the president’s
popularity has been a sharp rise in
electricity blackouts across the na-
tion. Mr. Chavez says it is the fault
of a drought that has reduced res-
ervoir levels at hydroelectric

plants, but critics say it was his na-
tionalization of the sector that left
the grid vulnerable.

Annual inflation above 30% and
sky-high crime rates don’t help, ei-
ther.

With all those problems, the
most recent polls—taken before the
banking problems erupted—
showed Mr. Chéavez’s approval rat-
ing had slipped slightly below the
crucial 50% mark.

Mr. Chavez’s support base has
long believed that he is nowhere
near as corrupt as most politicians.
But many of those same backers say
they hardly think high officials and
businessmen close to him are para-
digms of probity.

The banking crisis has given Mr.
Chavez the perfect opportunity to
clean house, although it remains to
be seen just how effective it will be.

“He’s used the event as a demon-
stration that there are no untouch-
ables, that the government is ready
and willing to send to jail the
brother of a cabinet member,” said
Luis Vicente Leon, director of poll-
ing firm Datanalisis.

—Dan Molinski
contributed to this article.

Bolivia’s Morales promlses more controls

By PAULO PRADA

Bolivians appeared to re-elect
President Evo Morales by an over-
whelming majority on Sunday, buck-
ing a recent trend away from the
left in much of Latin America and
giving Bolivia’s first indigenous
president further authority to dis-
mantle the country’s existing gov-
ernment framework.

Mr. Morales said Monday he
would increase state control over
the economy and strengthen politi-
cal power for indigenous groups,
according to Reuters. “Bolivians
have given us an enormous respon-
sibility to deepen this transforma-
tion” he said. “Bolivians have pun-
ished the people who are traitors
of this process.”

Official results aren’t expected
until late Monday, but according to
exit polls cited by Bolivia’s govern-
ment news agency Sunday, Mr. Mo-
rales was expected to win a second
five-year term with support from
more than 60% of the ballots cast
during a peaceful day of voting
across the country, historically
South America’s poorest.

More significantly, the presi-
dent’s Movement Toward Socialism
party appeared likely to take over
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the country’s Senate, giving it a cru-
cial advantage to further an agenda
that vows to reverse a history of eco-
nomic and political exclusion for Bo-
livia’s peasant, indigenous majority.

The victory comes as voters else-
where in South America, worried
about recovery from the global
downturn, are beginning to cool on
many of the leftists who rose to
power over the past decade.

Left-leaning candidates for top
offices in Uruguay and Chile re-
cently campaigned as centrists, and
approval ratings for Presidents
Hugo Chavez of Venezuela and
Rafael Correa of Ecuador, two key al-
lies of Mr. Morales, are slumping.
Polls in those two countries reflect
unease over economic and financial
woes and anger because of infra-
structure problems, from water
shortages to electricity blackouts.

Mr. Morales, a native Aymara In-
dian and the son of a llama shep-
herd, was buoyed by his popularity
with Bolivia’s poor and working
classes. After a series of presidents
were toppled through popular pro-
tests that the former coca-grower
helped orchestrate, the new presi-
dent had an explicit mandate to ac-
complish two goals: convoke a con-
stitutional assembly that would em-
power rural Bolivians, and overhaul
the country’s hydrocarbon laws to
wrest a bigger cut of energy royal-
ties from foreign companies.

He did both, first by nationalizing
the natural-gas industry and second
by pushing through a new constitu-
tion that envisions a “plurinational”
state, granting greater regional au-
tonomy and self-government to doz-
ens of native communities.

“He is seen as having fulfilled his
mandate,” said Sinclair Thomson, pro-
fessor of Latin American history at
New York University and author of sev-
eral books on native Andean politics.

Now, with even broader support,
many expect a second Morales term
to be more ambitious on economic
changes. In addition to the natural-

Reuters

-

Supporters of Bolivia’s President Evo Morales celebrate his re-election victory Sunday in Santa Cruz.

gas industry, which is responsible
for nearly half of Bolivia’s export in-
come, Mr. Morales nationalized the
telecommunications sector and has
promised to assert more govern-
ment control over others, including
the country’s mining industry, an-
other key source of export revenue.

The plans worry opponents in Bo-
livia’s business community, many of
whom believe the government
should focus on improving the coun-
try’s infrastructure and diversifying
an economy that historically has re-
lied on minerals, natural gas and
other commodities.

“A second term will define our
economic future,” said Gonzalo
Chavez, an economist at the Catholic

University of Bolivia, in La Paz, the
capital. “Will the government invest
in the economy and develop other
productive sectors, or continue to de-
pend on natural resources?”
Bolivia has weathered the slump
better than many of its neighbors.
Prices for key metals, including zinc,
gold and silver, have proved more re-
silient than those of other major
commodities in the region. In an Oc-
tober report, the International Mon-
etary Fund said Bolivia’s economy
would likely grow by about 3% this
year, faster than any other country
in Latin America, and lauded the gov-
ernment’s decision to build up mone-
tary reserves of about $8 billion.
Still, the hoarding has come at

the expense of government invest-
ments, most notably in the very sec-
tors, like natural gas, in which Mr.
Morales has sought to displace for-
eign partners.

With future demand for natural
gas and other key exports still uncer-
tain—and investments from abroad
slowing to a trickle—the administra-
tion will likely need to tap the war
chest to keep financing popular so-
cial programs. Mr. Morale may have
to make major compromises as rival
interests tug at the government.

“The very people you empower
are going to come knocking,” said
Carlos Toranzo, an economist in La
Paz. “The government will have to be
more pragmatic than ideological.”





