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What’s

News

Obama faces public concerns
about the U.S. budget deficit
and government intervention
in the economy as he works
to enact ambitious health
and energy legislation, a Wall
Street Journal/NBC News
poll finds. These concerns
threaten to overshadow his
personal popularity. Page 32

M A plan to tighten financial-
market regulation is pitting
the UK. against other mem-
bers of the EU. Page 10

M Sainsbury will accelerate
its store-expansion plans.
The UK. retailer posted a bet-
ter-than-expected rise in
same-store sales. Pages 5, 32

M BAT paid $494 million for
Indonesian cigarette maker
Bentoel to expand in a grow-
ing market. Page 6

B U.S. stocks were weighed
down by declines in banks
after S&P downgraded a
slew of lenders. Shares in Eu-
rope fell sharply. Page 20

B U.S. consumer prices
posted a large annual decline,
but their slight rise from the
prior month suggested defla-
tion risks have waned. Page 9

M Saab’s creditors approved
the auto maker’s plan to set-
tle its debts by paying a
quarter of the $1.34 billion it
originally owed. Page 5

M Mark Walsh, who loaded
Lehman Brothers with toxic
property investments, is part
of a group that will take
over the bankrupt firm’s real-
estate portfolio. Page 19

B MUFG hopes to make the
most of its closer ties with
Morgan Stanley to boost its
corporate-lending business
in the US. Page 24

M The euro zone’s balance
of trade with the rest of the
world increased in April to
the largest surplus since Oc-
tober 2007. Page 10

B Gunmen killed an antiterror
policeman guarding a witness
in Athens, in an escalation of
militant attacks in Greece.

M Somali forces attacked
rebel strongholds in Mogadi-
shu, triggering battles that
killed at least 17 people, includ-
ing the capital’s police chief.

M A Swiss jury convicted the
ex-mistress of French banker
Edouard Stern of murder af-
ter she admitted killing him
during a sex game. Page 31

M Pakistani police made the
first arrest in the March attack
on Sri Lanka’s cricket team.
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Putin’s bluff

The Kremlin seems to
be in no rush to join
the WTO. Page 13
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Obama turns page on oversight

President’s regulatory plan touches all sectors of financial world; mitigating booms and busts

BY DAMIAN PALETTA

WASHINGTON—Presi-
dent Barack Obama urged pol-
icy makers to rewrite the
rules that govern U.S. fi-
nance, unveiling a series of
sweeping proposals that will
affect almost every corner of
banking and markets, from
the way consumers use credit
cards to how multinational
banks compete overseas.

White House officials said
the trauma caused by the fi-
nancial crisis argued that a
more muscular government
arsenal is necessary to pro-
tect the economy from an-
other near-collapse. The pro-
posal is the latest example of
the Obama administration’s
intervention in the private
sector to set rules and urge
new behavior.

New landscape

M Big ambitions aren’t blunted 8
M The Fed as flashpoint........c.coee. 9
M Market bubbles get popped .9
M Dodd’s crowded calendar .....31

“Millions of Americans
who have worked hard and be-
haved responsibly have seen
their life dreams eroded by
the irresponsibility of others
and by the failure of their gov-
ernment to provide adequate
oversight,” Mr. Obama said
Wednesday. “Our entire econ-
omy has been undermined by
that failure.”

The administration’s vi-
sion of a new financial mar-
ketplace would offer consum-
ers more “plain vanilla” finan-
cial products and would have
regulators set rules designed
to mitigate booms and busts,

Agence France-Presse

U.S. Treasury Secretary Timothy Geithner, from left, President Barack Obama and Fed Chairman Ben Bernanke in the White House Wednesday.

agoal often sought and rarely
reached. The plan aims to
smooth the handling of crises
by giving the government
power to take over and seize
ailing financial giants.

Executive compensation
and hedge funds would face
much more scrutiny. Regula-
tion would be streamlined.
Banks would have to hold
much more capital.

On Wall Street, there was re-
liefthe rules weren’t more Dra-
conian, but a realization that
the reduced appetite for risk

that took hold after the crisis
might become apermanent fea-
ture of the landscape. Banks
started imagining a future
driven by lower profits and
lower personal compensation.

Mr. Obama made the pro-
posed overhaul, dubbed the
“New Foundation,” a central
theme of his presidential cam-
paign last year. The process
now heads to Capitol Hill,
where the president wants
the overhaul finished by De-
cember. At least one of the
plan’s main tenets has al-

Iran arrests mount
as protests heat up

BY FARNAZ FASSIHI

TEHRAN—Two rival
forces are competing for the
upper hand in Iran’s postelec-
tion dispute: the public demon-
strations in streets around the
nation and waves of quiet ar-
rests of dozens prominent re-
form and opposition figures.

Strange bedfellows

M Ahmadinejad finds an unlikely
supporter in Israel ... 2
M Election fosters a new chill in

relations with Iraq

The Iranian government,
meanwhile, accused the U.S.
for the first time of interfer-
ing in the postelection dis-
pute and protested to the
Swiss ambassador, who repre-

sents U.S. affairs in Iran be-
cause the two nations have
had no diplomatic ties since
they broke them off after the
1979 Islamic Revolution.

In Washington, White
House spokesman Robert
Gibbs said that U.S. President
Barack Obama had struck the
right tone in commenting
about the dispute. Mr. Obama
stands by his defense of princi-
ples such as the right of peo-
ple to demonstrate in peace,
Mr. Gibbs said.

On Wednesday, hundreds
of thousands of people
packed a major throughway
in central Tehran for a fifth
straight day of protests to sup-
port reformist presidential
candidate Mir Hossein
Mousavi, who has accused the

Please turn to page 31

ready made some lawmakers
uncomfortable—a push to
centralize even more power
within the Federal Reserve.
Banks, which are expected
tolobby fiercely as legislation
moves through Congress,
have pushed back against a
provision that would create a
new regulator to oversee fi-
nancial products offered to
consumers. The industry ar-
gues that such an agency
could stifle innovation and
make loans more expensive.
The plan’s scope is sure to

run into opposition this
week. Treasury Secretary
Timothy Geithner could face
tough questions Thursday
when he testifies before two
congressional committees.
“Haste is dangerous, espe-
cially when you are dealing
with comprehensive change
in our financial system,” said
Sen. Richard Shelby (R., Ala.),
a conservative on such mat-
ters. “This could be the most
important piece of legislation
that we’ve had in the banking
committee in 50 years.”

Inside

Mortgage mire

Loan modifications get
tangled in thicket of red tape
News In Depth, pages 16-17
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IRAN: ELECTION AFTERMATH

Iraq has muted reaction to Iran vote result

Lack of enthusiasm
for Ahmadinejad
reflects growing chill

By GINA CHON

BAGHDAD—A(fter the fall of Sad-
dam Hussein, Iraq mended ties with
Iran, once a nemesis where many of
Iraq’s leading Shiite Muslim politi-
cians found refuge from Mr. Hus-
sein’s repressive regime.

But Baghdad’s so-far lukewarm
reaction to the announced re-elec-
tion of Iranian President Mahmoud
Ahmadinejad over the weekend is
the latest sign of a new chill in rela-
tions between the two, mostly Shi-
ite, Middle East heavyweights.

Iragi President Jalal Talabani
publicly congratulated Mr. Ah-
madinejad on his win, a customary
diplomatic gesture. But other politi-
cians, including Prime Minister
Nouri Al-Maliki, who spent years of
exile in Iran, have remained notice-
ably silent on the contested victory.

Abdul Aziz al-Hakim, the leader
of Iraq’s largest Shia party, also

spent years in Iran and is there now,
receiving treatment for cancer. He
hailed Iranian supreme leader, Aya-
tollah Ali Khamenei, after the elec-
tion, but pointedly left out any men-
tion of Mr. Ahmadinejad.

When Shiite politicians took
charge in Baghdad after Mr. Hus-
sein’s ouster, ties warmed consider-
ably between Arab Iraq and Persian
Iran, which were at war through the

U.S. officials have
long accused Iran of
meddling in Iraqi
affairs.

1980s in a conflict that some esti-
mate claimed as many as one million
lives. Iran ratcheted up its economic
and diplomatic presence here. Ira-
nian pilgrims have flooded Shia holy
sites in southern Iragq, lifting local
economies. The two countries’ lead-
ers have visited each other.

More recently, Mr. Maliki’s govern-
ment has clashed with its neighbor

and sometime-benefactor. The dis-
puted Iranian election has triggered
fresh carping at Tehran here, even
among Shiite politicians who have
the most to gain from warmer ties.
“We hope whatever the outcome,
we can find ourselves dealing with a
more reasonable Iran that knows it
can’t bully us,” said a Shialawmaker.
U.S. officials have long accused
Iran of meddling in Iraqi affairs and
backing Shiite militias. Iraqi offi-
cials have trod carefully because of
past political ties and awareness
that Iran provides significant eco-
nomic investment. But in recent
months, Iraqi officials have been
more outspoken in complaining
about Iranian interference.
Baghdad and Tehran have ex-
changed heated letters recently over
aborder dispute, and Iranian officials
lobbied Mr. Maliki’s government
against agreeing to a bilateral secu-
rity pact with the U.S. late last year.
After months of negotiations, the
Iraqgi government approved the deal.
Iraqi businessmen and lawmak-
ers, meanwhile, have lambasted
Iran for economic encroachment, in-
cluding flooding Iraqi markets with
cheap goods.
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Iranian women casting their ballots Friday in the southern Iraqi city of Najaf.
Baghdad has so far had a lukewarm reaction to the re-election of Iran’s president.

Part of the new Iran-bashing also
isduetodomesticpolitics.Iraqgisbrac-
ing for its own elections early next
year, and many politicians are eager
to hone their nationalist credentials.

Still, Baghdad is far from making

an open break with Tehran.

“This was an unfair election,”
said a government official close to
Mr. Maliki, “but we can’t say that
publicly because we can’t afford to
affect our relationship with Iran.”

Israel prizes Ahmadinejad in uniting opposition to Iran

BY YAROSLAV TROFIMOV

JERUSALEM—President Mah-
moud Ahmadinejad has gained un-
likely boosters amid spreading un-
rest in Iran: officials in Israel, a coun-
try he wants to eliminate.

Meir Dagan, chief of Israel’s Mos-
sad intelligence agency, told a
closed Knesset committee hearing
that Mr. Ahmadinejad’s reputation
as a Holocaust-denying rabble-
rouser makes it easier for Israel to
enlist international support against
Iran’s nuclear program, according
to a committee member. A victory
for Mr. Ahmadinejad’s moderate
challenger, Mir Hossein Mousavi, in
last week’s presidential elections
would have presented Israel with “a

graver problem,” Mr. Dagan said.

Israel views a nuclear-armed
Iran as a threat to its existence. The
committee member said Mr. Dagan
estimated that Tehran—where ulti-
mate power is wielded by Supreme
Leader Ayatollah Ali Khamenei—
could produce its first nuclear bomb
by 2014. Israeli officials in the past
have raised the possibility of a pre-
emptive military strike against Ira-
nian nuclear facilities, and press for
tough international sanctions. On
Wednesday, Defense Minister Ehud
Barak told Army Radio that “Iran is
inthe midst of a very dangerous pro-
cess” and that “short-term plans
must be made” because “we don’t
have too much time.”

Tehran insists that its nuclear

program is strictly peaceful. As Ira-
nian prime minister in the 1980s,
Mr. Mousavi jump-started Iran’s nu-
clear drive, which has been acceler-
ated under Mr. Ahmadinejad, Israeli
officials say.

“Both of them pose the same
threat. But it’s better for Israel that
you have a leader [in Iran] with a
very dangerous ideology who
speaks clearly so that nobody canig-
nore him,” said Knesset deputy
speaker Danny Danon, a member of
Prime Minister Benjamin Netan-
yahu’s Likud party.

A more careful, soft-spoken Ira-
nian president who promised better
relations with the West “would have
made it harder for us to recruit the
world to our side,” Mr. Danon added.
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Mr. Mousavi and his reformist
supporters, who hold daily protests
in Iran, say Mr. Ahmadinejad stole
the election. These concerns were en-
dorsed by several Western leaders.

On this crucial point, however,
Mr. Dagan seemed to agree with
Iran’s president: In the Knesset com-
mittee presentation, Mossad’s chief
dismissed the alleged ballot-stuff-
ing in Iran as no worse than the
fraud that occurs during elections in
liberal democracies world-wide.
The Iranian protest movement, he
predicted, will fizzle in days, the
committee member said.

Israel would do well to pin no
hopes on political change in Tehran,
agreed former Mossad chief Efraim
Halevy. While the current distur-
bances in Iran might temporarily
weaken Tehran’s support for Israel’s
Arab foes, such as Hamas and
Hezbollah, he said, they will have no
effect on the strategic problem of
Iran’s nuclear weapons.

“It’s an issue of national consen-
sus” in Iran, Mr. Halevy explained.

Israeli officials’ preference for
Mr. Ahmadinejad has irked some lib-
eral commentators on Iran. They
say this policy—which ignores the

sympathy that the Tehran protest-
ers have garnered around the world
inrecent days—is simplistic and nar-
row-minded.

Mr. Ahmadinejad’s antics over
the past four years, while fueling
anti-Israeli sentiment across the
Muslim world, have failed to per-
suade European nations to accept Is-
rael’s calls for sanctions against Teh-
ran, argued Meir Litvak, senior re-
search fellow at Tel Aviv Universi-
ty’s Center for Iranian Studies.

“There is a diminishing return
from Ahmadinejad’s image. We may
need to use more nuance than a
black-and-white policy of the worse
the better,” he said.

He added that said he was encour-
aged by the extent of the continuing
antigovernment campaign in Teh-
ran.

“Even if the regime manages to
quell it, the fissures of the ruling
elite in Iran may in the long run have
some positive effect,” Mr. Litvak
said. “The popular mood is for less
adventurism, for a less radical for-
eign policy. They want Iran to be
more normal.”
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IRAN: ELECTION AFTERMATH

Tehran moves to control
spread of information

Clampdown shows
rising technical skills
of Internet censors

In the days following Iran’s elec-
tion, the government has slowed the
speed of the Internet and limited ac-
cess to Web sites in ways that show
the growing technical skills of the
country’s Web censors.

By Christopher Rhoads,
Geoffrey A. Fowler
and Chip Cummins

The government has clamped
down on traffic by apportioning less
bandwidth to so-called Internet con-
nection providers—of which there
are about 90 in Iran—that provide
Web access to the country’s hundreds
of Internet service providers.

Iranians have shared online im-
ages, video, emails and “tweets” about
the protests and spreading violence—
circumventing state-controlled me-
dia. But as the public uprising has in-
tensified, so has the government’s at-
tempt to control the flow of informa-
tion. Internet speedisreduced and cell-
phone service interrupted.

After anincrease in Internet use in
the daysleading up to the election, In-
ternet traffic over broadband connec-
tions in Iran dropped 54% in the three
days after the vote, compared with a
week earlier, based on a sample stud-
ied by Limelight Networks Inc., an In-
ternet content delivery company in
Tempe, Ariz.

The protests have coincided with
increased pressureandrestrictionson
foreign and local media, covering the
election aftermath. The government
also took unprecedented steps Tues-
day to restrict reporters’ access to
demonstrations. The Ministry of Infor-
mation and Guidance faxed a state-
ment to bureaus and representatives
of foreign media in Tehran informing
them that their press credentials
weren’t valid for conducting inter-
views outside their offices, and
banned covering any public gathering
that didn’t have a permit from the gov-
ernment.

Foreign correspondents that were
in Iran to cover the elections were in-
formed earlier in the week that their
visas wouldn’t be renewed.

On Tuesday, Iran’s Ministry of In-
formation and Guidance took further
steps, informing foreign-media bu-
reaus and representatives in Tehran
that their press credentials were not
valid for conducting interviews out-
side their offices. The ministry also
banned foreign press coverage from
any public gathering that didn’t have
a permit from the government.

The government also has put strin-
gent limits on reporters’ access to
demonstrations. The protests have
been front-page news across the Mid-
dle East, with heavy coverage on al-
Jazeera and other Arab satellite news
outlets. But the reporting ban affects
all foreign reporters—Western and
non-Western alike. Iranian state me-
dia released footage and still photos
of arally in support of President Mah-
moud Ahmadinejad, but few camera
crews appeared to brave the ban to
capture footage of supporters of chal-
lenger Mir Hossein Mousavi. Al-
Jazeera, the Arab news outlet based
in Qatar, aired footage of Mousavi
demonstrators. But it also said it had
been told to respect the media ban.

Iran’s approach to controlling the

Internet contrasts with that used in
Myanmar during the 2007 uprising
there. Myanmar, which has a much
lower rate of Internet use than Iran,
eventually severed access entirely.
China takes a more sophisticated tack,
allowing high-speed access—with ex-
tensive censorship of Web sites
deemed harmful by the government.

The Iranian government appears
to be taking a more nuanced—and
technically difficult—approach: al-
lowing the Internet to operate, albeit
at a slower speed, while using a more
centralized approach to blocking spe-
cific Web sites.

Throttling bandwidth is almost
the same as shutting off the Internet,
since it makes accessing Web sites
slow enough to discourage users, and
makes Internet phoning difficult.

“Alot of people think this isjust sav-
ing face,” said Kaveh Ranjbar, a co-
founder of one of Iran’s largest Inter-
net service providers and now an engi-
neer with a Web regulator based in Am-
sterdam. “The government can say it
didn’t disconnect the Internet, but the
reality is you can’t really use it.”

The Internet connection provid-
ers, or ICPs, on Monday filed a formal
complaint to government officials
about the reduction in bandwidth, in
some cases about 10% of what they
had bought, according to Mr. Ranjbar.

One Tehran resident, who asked to
beidentified only by his first name, Be-
hzad, said hishomebroadband connec-
tion has slowed so much in the past
fewdaysthatit’s almostunusable. Sim-
ply loading Google Inc.’s home page,
he said, takes up to a minute.

“At the moment, to a large extent,
it is stopping communication,” Be-
hzad said.

Whenhe called his Internet service
provider to inquire about the speed is-
sue, he got a recorded message saying
bandwidth restrictions enforced by
the government-run Telecommunica-
tions Co. of Iran were causing the diffi-
culty, and that engineers were doing
their best to resolve the problem.

TCI couldn’t be reached to com-
ment.

For years, the Iranian government
censored Web sites by requiring Inter-
net service providers to block sites on
a constantly updated blacklist pro-
vided by the government. Now, it no
longer needs service providers’ coop-
eration—it can block content itself
through the Internet arm of its tele-
com monopoly. That isn’t easy, Mr.
Ranjbar said, and it requires a lot of
bandwidth.

Still, the government is dealing
with a mature online population. The
Iranian blogosphere, with an esti-
mated 60,000 to 100,000 active blogs,
is something of an anomaly in the Mid-
dle East. The government estimates
about 21 million Iranians are online,
about 28% of the population.

“What the government has found
over the last few days is that blocking
Internet sites is not enough,” says Rob
Faris, research director at Harvard
University’s Berkman Center for Inter-
net and Society.

Some Web usersin Iran report hav-
ing found ways to post to services
such as Twitter via proxy servers. Cali-
fornia-based Twitter delayed Mon-
day maintenance until Tuesday so it
wouldn’t disrupt Iranian Twitter us-
ers who have bypassed blocks. The
State Department Tuesday again
asked Twitter to delay maintenance,
scheduled for 1:30 a.m. in Iran, but
the firm didn’t. Twitter said in a blog
post Tuesday that the maintenance
“took half the time we expected.”

Crisis fuels fe

At KIRN-AM, the Farsi-language
radio station that serves the large
community of Iranian expatriates in
Los Angeles, general manager John
Paley said the phones “never stopped
ringing” as callers flooded the lines
to talk about the situation in Tehran.

By Joel Millman, Tamara Audi
and Peter Sanders

In Texas, Iranian-American
groups spent Tuesday working
phones, persuading students from
Iran at universities in Austin and San
Antonio to attend a rally set for
Wednesday at the state capitol to pro-
test the results of the Iranian elec-
tion. A similar demonstration is
planned in Orange County, Calif., and
rallies are set for Friday in Portland,
Ore., and other U.S. cities.

This week, Iranian expatriates
and Iranian-Americans around the
U.S. have been riveted to cellphones,
Web sites and social networks like
Facebook as they try to glean informa-
tion about what’s going on back
home. Their moods range from appre-
hension for relatives in Iran to ela-
tion at the possibility of a regime
change.

Iranian-American groups esti-
mate Iran’s U.S. émigré community
at more than 1.5 million, making it
the largest colony of overseas Irani-
ans outside the Middle East.

Hundreds of expatriate Iranians
voted at polling centers around the
U.S. last week, with the largest turn-
outs in Texas and Los Angeles.

For organizers like Hooman He-
dayati, an Iranian citizen who re-
cently graduated from the University

ars, hopes
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Protesters in Los Angeles chant slogans in a demonstration Sunday against the

outcome of Iran’s presidential election.

of Texas, the spreading street actions
unfolding in Tehran and around the
U.S. hearken back to the mass demon-
strations that helped bring down
Iran’s monarchy in 1979, when the
parents of many of his contemporar-
ies were U.S. college students them-
selves.

“The main similarities between
the post-revolution generation and
our parents who were protesting in
the streets 0of 1978 is that we are both
hoping to create a free democratic
government where our civil rights
and liberties are respected,” said Mr.
Hedayati, who voted at a polling sta-
tion in Austin. “But the difference is
that the young people who are pro-
testing today, unlike in the ’70s, are
very educated and envision a more

secular form of government with
more personal freedoms.”

Roxanne Ganji, a 46-year-old Ira-
nian-American living in Sherman
Oaks, Calif., has been organizing pro-
tests and vigils in Los Angeles to sup-
port protesters in Iran. Ms. Ganji,
whose group supports restoring a
monarchy, said she sees the current
upheaval as an opportunity for Iran’s
many opposing religions and politi-
cal groups to unite against the cur-
rent regime.

“We all want our country to be
free and move forward economically
and politically. It’s a scary time. But
there is a possibility for that now,”
said Ms. Ganji, whose family, Shiite
Muslims who favored a secular gov-
ernment, fled the country in 1979.
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U.S. picks firms to revive nuclear power

Four energy companies are expected to split $18.5 billion in loan guarantees, have plants operating by 2015-16

BY REBECCA SMITH

Four power companies are ex-
pected to split $18.5 billion in federal
financing to build the next generation
of nuclear reactors—the biggest step
in three decades to revive the U.S. nu-
clear industry and one that could
vault the utilities ahead of some of
the sector’s strongest players.

UniStar Nuclear Energy, NRG En-
ergy Inc., Scana Corp and Southern
Co. are expected to share a set of
loan guarantees to be awarded by
the Energy Department. The guaran-
tees would enable the companies to
start building the reactors as early
as 2011, with the plants likely to
come on line by 2015 or 2016.

The four companies have selected
sites for their reactors and are at the
front of the pack to receive licenses
from the Nuclear Regulatory Commis-
sion to build and operate them. The
government has yet to formally an-
nounce its picks, but interviews with
Energy Department and NRC staff
members, as well as officials at en-
ergy companies and reactor vendors,
have identified the likely winners.

New nukes

Nuclear projects in the running
for federal assistance:

UniStar Nuclear
Calvert County, Md. =+==e=seeeeee .

South Carolina
Electric & Gas
Fairfield County, S.C.-===" :

Southern :
Burke County, Ga. ******* i

NRG Energy ﬂ

Matagorda County,
Texas

|

Seventeen companies applied for
$122 billion of federal loan guarantees
for 21 proposed reactors. In creating
their shortlist, federal officials sought
companies with strong development
teams and plans that could be imple-
mented quickly. They also wanted a
mix of traditional utilities (Scana and
Southern) and newer “merchant” gen-
erators (NRG, UniStar) that sell elec-
tricity at unregulated prices. Mer-
chant operators have reaped big pro-
ductivity gains in nuclear power in re-
cent years. Foreign partners that
might be able to contribute loans or eg-
uity were also considered a plus.

The likely launch of the next gener-
ation of nuclear reactors—a move in
the making for at least a decade—has
big implications for the economy and
the environment. Expanding the use
of nuclear power has the potential to
make a significant dent in emissions
of carbon dioxide, the most commonly
produced greenhouse gas. And En-
ergy Secretary Stephen Chu has made
nuclear power an agency priority.

The first round of building would
add about seven new reactors to the
U.S.s existing fleet of 104 at a likely
cost of more than $40 billion. But the
new plants cost so much—estimates
range from $5 billion to $12 billion—
that power companies could have
trouble coming up with the equity
they must put into the projects, typi-
cally 20% to 50% of the total. In addi-
tion, technical or regulatory prob-
lems could arise, and it isn’t certain
the plants could be run profitably.

Strong political opposition is also
possible. Nuclear-power develop-
ment in the U.S. ground to a halt
shortly after a severe core meltdown
at the Three Mile Island nuclear plant
in Pennsylvania in 1979. Facing com-
munity resistance, ballooning costs
and complaints about a looming ra-
dioactive-waste problem, power com-
panies didn’t file applications for
new plants for more than 25 years.

Meanwhile, France and Japan,

Power brokers

Share of electricity generating
capacity based on nuclear
technology in 2008
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Reactors likely to be built in the U.S. are similar in design to ones built elsewhere, such as this nuclear

plant in Olkiluoto, Finland.

among others, proceeded with newer
designs, eclipsing the U.S. in an indus-
tryit had pioneered. Currently, about
a fifth of U.S. electricity is generated
by nuclear power, compared with
more than three-quarters in France
and one-quarter in Japan. The reac-
tors likely to be built in the U.S. are
similar to ones built elsewhere, in-
cluding in Finland, Japan and China.

The federal government’s choice
of these four companies could upend
the hierarchy of the electricity indus-
try. The first companies that can build
new nuclear reactors will have a big
leg up in delivering electricity with
low carbon emissions. That could give
them a major financial advantage if
Congress passes legislation that caps
carbon-dioxide emissions.

Absent from the government’s
list are two of the current leaders in
nuclear power, Exelon Corp. and En-
tergy Corp., which have bought nu-
clear plants in recent years and now
run a quarter of the nation’s nuclear
reactors. “We can’t build without
loan guarantees,” said Craig Nesbit,
an Exelon spokesman. Entergy’s nu-

clear spokesman, Mike Bowling, con-
ceded the company may sit out the
first round. “We don’t want to be left
behind, but we think this first wave
will pave the way for others,” he said.

Some believe a nuclear revival
would provide an opportunity to re-
tool the nation’s beleaguered manufac-
turing sector. The new reactors will re-
quire thousands of specialized parts
and a skilled labor pool to make them,
but few U.S. companies are still in the
nuclear-supply business. “We’re go-
ing to bootstrap the U.S. nuclear indus-
try,” said Steve Winn, head of NRG’s
nuclear-development company.

The government’s selection also
determines which nuclear-design
companies will win lucrative con-
tracts to build the plants. Scana and
Southern want to use a design by West-
inghouse Electric Co., now controlled
by Japan’s Toshiba Corp., at sites in
South Carolina and Georgia. The West-
inghouse design has emerged as the
most popular and is one of the few al-
ready certified by the NRC for U.S. use.

NRG hopes to build two Toshiba
reactors in Texas, using a design first

developed by General Electric Co. Un-
iStar, which is jointly owned by Con-
stellation Energy Group and EDF SA,
plans to use a reactor from France’s
Areva SA at its site in Maryland.

The reactor makers unlikely to be
in the first round include GE-Hitachi
Nuclear Energy, a joint venture of
the U.S. and Japanese companies,
and Mitsubishi Heavy Industries
Ltd. Jack Fuller, chief executive of GE-
Hitachi, said the company has been
“in this business for 50 years. We’re
not overly concerned not to be in this
first wave.” The NRC has also said it
will continue to work toward certifi-
cation of other reactor designs.

George Vanderheyden, CEO of
UniStar Nuclear Energy in Balti-
more, said UniStar is involved in
“complicated negotiations” with
the French government to secure ex-
port-credit-agency financing for at
least 15% to 20% of project costs,
which could approach $10 billion.

Scana said it will seek support for
halfthe cost because it wants to limit
its debt load. NRG intends to finance
the project with 80% debt.

Subsidies fuel construction of biogas plants in Europe

BY MATTHEW DALTON

BERGHAREN, the Netherlands—
European governments are quietly
transforming the practice of turn-
ing manure into energy from a
fringe technology into a tool for
both slashing greenhouse gases
from farms and boosting domestic
energy supplies.

Plants that convert manure,
corn, grass or organic waste into
electricity were historically built by
just a few environmentally con-
scious farmers. But the European
Union now counts about 8,000 so-
called biogas plants, and—fueled by
rising subsidies—thousands more
are expected to be built over the
next decade. Farmers are building
plants to make a profit, not to pro-
tect the environment, and orders
arerising at companies that provide
the technology.

Farm emissions account for 9%
to 10% of the EU’s total greenhouse
gases—more than all industrial pro-
cesses, such as steelmaking and
chemical manufacturing, combined,
according to the European Environ-
ment Agency. Much of the emissions
come from two gases produced from
livestock manure: methane, which

has 20 times the global warming po-
tential of carbon dioxide, and ni-
trous oxide, which is 300 times as po-
tent as carbon dioxide.

Farmers usually spread manure
on their fields, where the methane
escapes into the atmosphere and
the nitrogen forms nitrous oxide.
The EU has been able to change the
behavior of some industrial and en-
ergy polluters through its emission-
credit trading scheme, but govern-
ments have largely avoided politi-
cally contentious laws that would
force farmers to cut emissions by
treating manure.

Experts say biogas plants offer a
partial solution to this problem:
Farmers can make money for captur-
ing the methane from their manure,
while governments get a renewable
energy source that achieves substan-
tial greenhouse-gas reductions and
helps toreduce the EU’s dependence
on imported natural gas.

For Pieter Theunissen, the deci-
sion to build a biogas plant on his
dairy farm in the Netherlands was
strictly business. Dairy prices fell fol-
lowing EU farm-subsidy overhauls
four years ago, sending him search-
ing for another source of revenue.

Every day since his plant started

up in December, Mr. Theunissen
feeds 70 metric tons of dairy waste,
corn and manure from cattle,
chicken and pigs into a giant tank.
The smelly mixture is stirred for sev-
eral months torelease as much meth-
ane as possible. The methane is cap-
tured and burned to power a tur-
bine, producing enough electricity
for 1,800 homes.

Mr. Theunissen says he believes
few farmers will take the trouble to
build a plant. His plans were put in
jeopardy several years ago when the
Dutch government cut renewable en-
ergy subsidies, endangering the via-
bility of his project and others like
it. (The subsidies were later rein-
stated.) Obtaining permits was a
challenge, as was convincing a bank
to finance the €2 million ($2.8 mil-
lion) construction cost.

Still, EnviTec Biogas AG, the Ger-
man company that built Mr. Theunis-
sen’s plant and owns half of it, is see-
ing strong interest in biogas plants
in many European countries, said
Jorg Fischer, EnviTec’s chief finan-
cial officer. The company has an or-
der backlog of more than €210 mil-
lion, he said, but faces obstacles to
getting permits and financing for
plants.

From farm to fuel

Natural gas produced in the
European Union from manure,
crops and other organic waste, in
millions of tons of oil equivalent

7
6
4.9 l
2006 2007 2008

Sources: EurObserv’ER 2008; Centre for
Bioenergy and Green Engineering

“The big challenge now is to turn
all these projects in the pipeline into
sales,” Mr. Fischer said.

Promoting biogas is an appeal-
ing public-policy option, experts
say.

“We see these subsidies as worth-
while for society, because biogas is a
secure supply, and it’s utilizing re-
sources that would have a negative
impact on water quality and the cli-

mate,” said Jens Bo Holm-Nielsen,
head of the Center for Bioenergy
and Green Engineering at Aalborg
University in Denmark.

The greenhouse-gas savings
from running a biogas plant are sig-
nificant—sometimes approaching
an 80% reduction—but to achieve
these higher savings levels, the
plant must use its excess heat. Mr.
Theunissen uses the heat from his
generator to heat his house, but the
plant creates enough heat for about
1,200 homes, most of which simply
escapes into the air. He and EnviTec
hope to sell the heat to his neighbors
and eventually find alarge-scale cus-
tomer.

Germany, the world leader in bio-
gas with about 4,000 plants, is ex-
pected to build 500 to 700 plants a
year over the next decade, said An-
drea Horbelt, spokeswoman for the
German Biogas Association.

Biogas production in the EU is
now about seven million metric tons
of oil equivalent—just 1.5% of the
EU’s annual natural-gas consump-
tion of 438 million tons of oil equiva-
lent—but the potential exists to pro-
duce 60 million metric tons equiva-
lent annually, said Mr. Holm-Niel-
sen.
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Sainsbury, the UK's third-largest supermarket group, plans to raise about $730
million for expansion. Above, a branch in south London

Sainsbury to raise funds
for store expansion plan

U.K. food retailer
outpaces rival Tesco
in sales growth

BY LILLY VITOROVICH

LONDON—J Sainsbury PLC said
Wednesday that it will raise about
£445 million, or roughly $730 mil-
lion, to accelerate its store-expan-
sion plans, as the U.K. supermarket
chain posted a better-than-ex-
pected rise in quarterly same-store
sales, outperforming bigger rival
Tesco PLC.

Chief Executive Justin King said
Sainsbury, taking advantage of the
recent steep drop in U.K. commer-
cial-property values, aims to add
2.5 million square feet of store
space by March 2011. That is a 15%
gain from the company’s current
store space and up from previous
plans for a 10% increase.

The company will open 50 stores
during the next two years, as well as
expand 30 to 35 stores. Sainsbury cur-
rently has 502 supermarkets and 290
convenience stores. It agreed to buy
a further six supermarkets and three
convenience stores from the Co-oper-
ative Group for £29 million, on top of
the 19 supermarkets and five conve-
nience stores it bought from the com-
pany in March for £83 million.

Sainsbury was the U.K.’s biggest
supermarket chain until 1995, but
was overtaken by Tesco and then
Asda—now owned by U.S.-based
Wal-Mart Stores Inc.—as its rivals
used the last U.K. property-market
collapse in the 1990s and acquisi-
tions to expand aggressively. Sains-

bury has had a renaissance during
the past two years as Mr. King has
modernized stores, revamped logis-
tics and improved product quality
and selection.

The grocer on Wednesday re-
ported a 7.8% rise in same-store
sales—or sales from stores open at
least ayear, excluding fuel and value-
added tax—for the 12 weeks ended
June 13. The rise in the fiscal first
quarter compares with 7% growthin
the fourth quarter and 4.9% in the
third quarter.

Sainsbury outperformed Tesco,
which Tuesday reported a 4.3% rise
in fiscal first-quarter U.K. same-
store sales, excluding fuel and VAT—
its best performance in two years.

Sainsbury’s total sales rose 3.2%
inthe quarter as it expanded two su-
permarkets and opened five stores.

Sainsbury said it will raise the
new funds via a share placing and
convertible bond offer. On Wednes-
day, Morgan Stanley and UBS AG
sold 78.1 million new Sainsbury ordi-
nary shares at 310 pence each to in-
stitutions, raising gross proceeds of
about £242 million—just shy of the
company’s target of £255 million.
The share placement represents
4.4% of Sainsbury’s ordinary-share
capital prior to the placement.

The placing weighed on the com-
pany’s share price because it dilutes
the holdings of existing sharehold-
ers, including the Qatari Investment
Authority, which holds a 27% stake,
and the Sainsbury family. Sainsbury
shares fell 18.75 pence, or 5.7%, to
313 pence, one of the biggest de-
clines on the FTSE 100, which de-
clined 1.1%. —Sonja Cheung

and Mark Brown
contributed to this article.

Boeing scores a deal at air show

A WSJ NEws Rounpup

Boeing Co. scored its first jet or-
der at the Paris Air Show but re-
mained well behind rival Airbus in
the race to sell planes to cash-
strapped airlines and governments.

Boeing won an order for two of
its updated 737-800 jets from MC
Aviation Partners, valued at $153
million at list prices. The aircraft-
leasing company is a unit of Japan’s
Mitsubishi Corp. The 737-800 is a
short- to midrange, single-aisle air-
craft that seats as many as 189 pas-
sengers. It competes with the Air-
bus A320, which has won dozens of
orders at the air show.

Airbus, a unit of European Aero-
nautic Defence & Space Co., has
made more than $6.2 billion in sales

of 57 aircraft at the show, largely
from Asian and low-cost airlines.
That is still well below the order
tally of recent years.

Philippines-based Zest Airways
Inc. placed a firm order for a new sin-
gle-aisle Airbus A320 on Wednes-
day to further its quest to expand
across Southeast Asia. The list price
of the jet is about $76 million,
though airlines often negotiate dis-
counts.

Airbus is suffering on the de-
fense front.

As delays mount for the maiden
flight of the A400M military trans-
port, Lockheed Martin Corp.and
Boeing are offering their C-130J and
C-17 models, respectively, as alterna-
tives to the European air forces.

BY GUSTAV SANDSTROM

STOCKHOLM—Saab Automo-
bile AB’s creditors Wednesday ap-
proved the auto maker’s proposal
for settling its debts by paying a
quarter of what it originally owed.

Saab proposed to settle its debts
by paying 25% of about 10.5 billion
Swedish kronor ($1.34 billion) it
owed tomore than 600 creditors, in-
cluding auto suppliers and the
Swedish government.

The vast majority of the debt, al-
most 10 billion kronor, was owed to
U.S. parent company General Mo-
tors Corp., which Tuesday said it
agreed to sell Saab to Swedish
sports-car maker Koenigsegg

Group AB for an undisclosed sum.

Court secretary Ingrid Lund at
Vanersborg District Court in Swe-
den, which is handling the Saab
case, said that all creditors apart
from the Swedish Tax Agency had
approved the plan to pay a quarter
of the company’s debts. She said the
proposal had thereby gained ap-
proval from more than 75% of the
creditors and of creditors represent-
ing at least 75% of the total debt, as
required.

“Writing down the debt has al-
ways been part of the plans” to at-
tract a buyer for the car maker, Saab
spokeswoman Gunilla Gustavs said
Tuesday.

GM’s agreement to write off

Saab creditors agree to settle debt

three-quarters of Saab’s debt im-
plies a reduction of about 7.5 billion
kronor in debt that would other-
wise have been assumed by the
buyer.

Saab had expected the plan to be
approved because GM, which sup-
ported the proposal, held over 90%
of its debt.

The Swedish auto maker, which
entered bankruptcy protection in
February, had asked creditors to
support its proposal, arguing that
they would likely end up receiving
at most 15% of what they were owed
if Saab was forced into bankruptcy.

GM itself filed for protection
from its creditors earlier this
month.

BY PABLO DOMINGUEZ

MADRID—Highly indebted con-
struction company Sacyr Valleher-
moso SA is no longer trying to sell
its 20% stake in oil company Rep-
sol YPF SA, Sacyr Chairman Luis
del Rivero said Wednesday.

Sacyr has narrowed its debt
through recent asset sales, Mr. del
Rivero said at a news conference
ahead of the company’s annual gen-
eral meeting. In the first three
months of the year, the Madrid-
based company booked close to
€1 billion ($1.38 billion) from land
and home sales at a discount of
15% to valuations, he said.

Sacyr has been struggling with
a decline in the value of its invest-
ments. At the height of the Span-
ish real-estate boom, when inter-
est rates were low and liquidity
was abundant, Sacyr embarked on
leveraged purchases, among them
the stake in Repsol. However,
when the real-estate market im-
ploded amid the global financial
crisis, financing costs jumped at
the same time as the value of many
of Sacyr’s investments fell
sharply, forcing the company to
put the Repsol stake on the block.

In 2006, Sacyr paid €6.53 bil-
lion, or €26.71 a share, for its Rep-
sol stake. The shares are now trad-

Sacyr, in shift, won’t sell Repsol stake

ing €15.71 each, valuing the stake
at about €3.84 billion.

The drop in value also forced Sa-
cyr to come up with extra collat-
eral for the loans used to buy the
Repsol shares. However, it hasn’t
been forced to seek refinancing,
nor has it breached covenants set
in the financing for the stake acqui-
sition, Mr. del Rivero said.

Sacyr wants to narrow its debt
to €11 billion by year end from
€13 billion currently, mostly using
€1.8 billion from the sale of toll-
road unit Itinere Infraestructuras
SA to a Citigroup Inc. infrastruc-
ture fund. The deal was valued at
€7.89 billion, including €5.01 bil-
lion in debt.
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BHP-Rio Deal Clears Trade Hurdle

Australia minister
sees no problem

in planned iron tie-up
By RAY BRINDAL

CANBERRA, Australia—A pro-
posed iron-ore joint venture be-
tween BHP Billiton and Rio Tinto
won’t lessen competition between
the two companies to market the
raw material, Australia’s trade min-
ister said.

The proposed merger would see
the Anglo-Australian miners, which
dominate exports from the Pilbara
region in Northwest Australia,
share iron-ore-export facilities in
Western Australia state in a bid to
gain efficiencies and cut costs,

Trade Minister Simon Crean said.

“They will still operate as sepa-
rate marketing arms, they will there-
fore be competitors and so there
won’t be any lessening of competi-
tion,” Mr. Crean said. “When the de-
tails of the proposal emerge there
will be acceptance of that.”

China has raised concerns about
an Australian export monopoly
emerging as a result of the proposal.

The proposed merger of the BHP
and Rio iron-ore operations came af-
ter the collapse in early June of a pro-
posed US$19.5 billion deal between
Rio and Aluminum Corp. of China,
or Chinalco.

Rio Chairman Jan du Plessis said
that improving market conditions
were behind the decision to termi-
nate the tie-up with Chinalco, which
had been designed to ease Rio’s
$38.7 billion debt burden.

Rio Tinto

Net profit, in billions of dollars

88 e
run [

year | j&— 1Q

0
2004 ‘05 ‘06 ‘07 ‘08 ‘09

Source: the company

Mr. Crean described the collapse
of the Rio-Chinalco deal as an “eye-
opener” for China. “It’s going to be

an important learning curve for
China” to understand the role that
shareholders have in these consider-
ations, he said. “It was the share-
holders’ reaction that fundamen-
tally saw Rio go off and cut another
set of arrangements.”

OZ Minerals Ltd.’s $1.35 billion
sale of assets to China Minmetals
Non-Ferrous Metals Co. is a good ex-
ample of how Australia can accommo-
date Chinese investment, including
by a state-owned enterprise, he said.

Separately, Rio said its first-
quarter net profit fell 45% to $1.6
billion from$2.94 billion a year ear-
lier as lower prices hit earnings
from the company’s aluminum and
copper divisions.

Rio Tinto said lower prices had
crimped earnings.

—Alex Wilson
contributed to this article.
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BAT expands

into Indonesia
with Bentoel buy

By Tom WRIGHT

JAKARTA, Indonesia—British
American Tobacco PLC paid $494 mil-
lion for an 85% stake in PT Bentoel In-
ternasional Investama, an Indone-
sian cigarette producer, as global to-
bacco companies look to offset slug-
gish sales in Western nations through
acquisitions in the developing world.

London-based BAT, the world’s
second-largest cigarette producer by
sales after Philip Morris Interna-
tional Inc. of the U.S., said Wednesday
it hopes to complete a tender offer for
theremaining shares by the end of Au-
gust. The offer is a 20% premium on
Bentoel’s stock price and values the
entire company at $580 million.

The purchase is the latest sign of
renewed investor interest in Indone-
sia, the world’s fourth-most-popu-
lous nation, which the International
Monetary Fund forecasts will
achieve between 3% and 4% eco-
nomic growth in 2009 as solid con-
sumer spending offsets lower ex-
ports to the U.S. and Europe. The
government expects foreign invest-
ment—largely in consumer and re-
sources sectors—to grow 9% this
year from $14 billion in 2008.

BAT’s purchase of Bentoel,
which has a 7% share of the Indone-
sian tobacco market, the world’s
fifth-largest by volume with 250 bil-
lion cigarettes sold annually,
brings it into competition with
Philip Morris. In 2005, Philip Mor-
ris paid $5.2 billion to take over Ben-
toelrival PT Hanjaya Mandala Sam-
poerna, and has turned the com-
pany into the market leader, with a
29% share of local cigarette sales.

Indonesia’s smoking habit

Retail volume of cigarettes, change
from previous year
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A man smokes next to a case of »
cigarettes at a store in Jakarta

BAT derives about two-thirds of
its sales from emerging markets in
Asia, Russia, Latin America and East-
ern Europe—though Western mar-
kets still deliver the bulk of profit be-
cause of higher margins.

The company, whose brands in-
clude Dunhill, Kent, Lucky Strike and
Pall Mall, has failed to build alarge fol-
lowing in Indonesia, where 90% of con-
sumers smoke pungent “kretek” ciga-
rettes, produced by companies like
Sampoerna and Bentoel from a mix-
ture of cloves and tobacco.

BAT decided the only way to
build sizable market share in Indone-
sia was to take over a kretek maker,
said Simon Millson, a Hong Kong-
based spokesman for the company.
BAT’s existing local unit in Indone-
sia, which doesn’t sell kretek ciga-
rettes, has a 2% market share.

The main seller to BAT was Ra-
jawali Group, a diversified Indonesian
concern that owned 56% of Bentoel.
Deutsche Bank AG and UBS AG ad-
vised BAT on the Bentoel deal.
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Starbuc

Coffee bars promise
fresh brew all day

to win back clientele

BY JULIE JARGON

Starbucks Corp. is making
changes to the way it grinds and
brews coffee as it tries to win back
customers amid economic weak-
ness and increased competition.

Instead of grinding coffee only in
the morning, baristas will grind
beans each time a new pot is brewed.
Timers will buzz to signal when it’s
time to make a new batch, according
to internal Starbucks documents re-
viewed by The Wall Street Journal.

The changes are part ofthe Seat-
tle-based company’s effort torein-
vigorate the “Starbucks experi-
ence” in the face of competition
from less-expensive rivals such as
McDonald’s Corp. and 7-Eleven
Inc. With Starbucks’s changes, cus-
tomers will be able to hear the whir
of grinders and smell the aroma of
fresh coffee all day.

The adjustments will begin to
roll out in Starbucks’s more than
7,000 company-operated U.S.
stores next month, a company
spokeswoman said.

Two years ago, Howard Schultz,
then chairman of the company, wrote
a memo to executives blaming the
chain’s excessive focus on growth
and efficiency for cheapening the cof-
fee-shop experience he long had
championed. Mr. Schultz wrote that
an earlier switch to preground coffee
had taken the “romance and theatre”
out of a trip to Starbucks.

ks gets back to the grind

Associated Press

Starbucks CEO Howard Schultz is leading the changes being made at the
company, which now include the way it grinds and brews coffee.

“We achieved fresh-roasted
bagged coffee, but at what cost?
The loss of aroma—perhaps the
most powerful nonverbal signal we
had in our stores,” he wrote.

Mr. Schultz last year retook the
CEO seat he had held earlier in an ef-
fort to stem slowing sales. To re-
store some of the theater, baristas
began grinding beans in the morn-
ing and scooping the ground coffee
as needed throughout the day.

Currently, baristas decide when
to brew fresh batches “based on
multiple signals ranging from de-
mand (quantity), to expiration and
timing,” the new documents say, ex-
plaining that the revamped process
“reduces this complexity by elimi-
nating many of these signals.”

Now, depending on how busy a

store is at a particular time, baris-
tas will use 24-, 12- or eight-minute
“cadences” to brew coffee so that
no variety runs out. And instead of
dedicating one coffee brewer per va-
riety, the new procedures require
that containers be rotated as neces-
sary through different varieties so
customers don’t have to wait for a
certain type to brew.

The documents say that cur-
rently, “byusing dedicated [contain-
ers] to brew coffee, our customers
may experience a coffee outage 14
minutes out of every hour, or 23% of
the time! This coffee outage occurs
for seven minutes during every
batch, making brewed coffee un-
available to our customers.” As are-
sult, customers can be forced to
wait, choose another type of coffee

or leave the store empty handed.
“To solve the brewed-coffee outage
problem, we must change the way
we brew coffee,” the documents say.

An advantage of the new grind-
ing scheme is that stores will elimi-
nate waste by using up all the beans
they grind.

In some stores, grinders will be
moved adjacent to the brewers to
ease coffee making and bean bins
will be located near grinders to “re-
duce walking and reaching. In some
cases, it may be possible to relocate
coffee beans to a countertop to re-
duce bending,” the documents say.

Some baristas said the extra
grinding and brewing might slow
service and turn off customers with
added noise.

But demonstrating to custom-
ers that coffee is ground and
brewed on the spot could help Star-
bucks maintain its premium posi-
tion, especially as rivals tout less-
expensive alternatives.

The 7-Eleven convenience-store
chain, a unit of Japan’s Seven & i
Holdings Co., recently started selling
iced coffee. Food giant Nestlé SA has
taken aim at Starbucks’s Via instant
coffee in ads for its Nescafé brand.
One ad says, “Our instant tastes rich,
not expensive (sorry Starbucks).”

And McDonald’s recently began
anational advertising campaign for
its McCafé specialty coffee drinks.

Morgan Stanley & Co. restaurant
analyst John Glass recently sur-
veyed 2,500 coffee consumers and
found that Starbucks’s traffic de-
clines might be leveling off. Only
20% of the Starbucks consumers he
surveyed said they’re cutting back
on Starbucks visits, compared with
28% last August.

FedEx reports a broader loss

BY ALEX ROTH
AND BOB SECHLER

FedEx Corp. reported a wider loss
for its latest quarter and issued a
downbeat forecast for its current one.

But the shipping company’s chief
executive said there are signs “the
worst of the recession is behind us,”
although he added that he
has no idea “how long this
bottoming out will take.”

Revenue and daily pack-
age volume were down in
the fiscal fourth quarter
from a year earlier, but
CEO Frederick W. Smith
said the “rate of decline ap-
pears to have leveled off.”
The package-delivery gi-
ant is considered a bell-
wether of the economy.

While FedEx’s quarterly
results were grim, they
weren’t as weak as analysts had ex-
pected. Excluding items, the com-
pany on Wednesday reported earn-
ings of 64 cents a share for the quar-
ter ended May 31. Analysts surveyed

Frederick W.
Smith

by Thomson Reuters had forecast 52
cents a share.

For the current quarter, FedEx
forecast earning 30 cents to 45
cents a share, compared with 71
cents a share predicted by analysts.

“I'm seeing increasing evidence
that this downturn is a blessing for a
company like FedEx,” said Edward
Jones & Co. analyst Daniel
Ortwerth. He said the com-
pany has been forced by the
recession to cut expenses
but has managed to do so
without sacrificing the qual-
ity of its service.

Cost cutting by FedEx in
the past year has ranged
from sidelining planes to
cutting the company’s
work force. It has reduced
its number of daily
U.S.-Asia flights by 30%.

Mr. Smith, FedEx’s CEO,
offered a hint of optimism for the
coming months, even as he warned
that economic conditions continue
to “throttle” the company. He said
international shipping volumes at

FedEx’s Express unit “appear to
have bottomed,” falling only 12% in
the fourth quarter after dropping
13% in the third quarter. The seg-
ment typically makes up at least
60% of FedEx’s revenue.

Mr. Smith cited a number of
other positive trends, including that
customers’ inventories are getting
back in line with sales. That should
fuel restocking by FedEx customers
and thus an uptick in the courier’s
shipments later this year, he said
during a conference call. He also
said that conditions in the stock and
credit markets have been improv-
ing, as have some economic indica-
tors of manufacturing, housing and
consumer confidence.

For the time being, however,
Mr. Smith said the weak economy
continues to hurt the company’s re-
sults. FedEx said it doesn’t expect
gross domestic product trends to
turn positive until the first calendar
quarter of next year.

FedEx posted a fourth-quarter
loss of $876 million, or $2.82 a share,
compared with a loss of $241 million,

Slow delivery
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or 78 cents a share, a year earlier.

The latest results included
$1.2 billion in write-downs, most of
which was related to the company’s
2004 acquisition of Kinko’s Inc.
The write-downs lend credence to
views that FedEx blundered with
the $2.4 billion acquisition. Com-
bined with an $891 million write-
down in the year-earlier quarter,
FedEx has taken write-downs total-
ing about 70% of the Kinko’s pur-
chase price.

Revenue fell 20% to $7.85 billion.

Thales Alenia signs contract with Orbital Sciences

BY ANDY PASZTOR

Thales Alenia Space, seeking to
carve out a bigger role in future Eu-
ropean and U.S. exploration pro-
grams, has signed contracts to
build nine cargo modules to service
the International Space Station and
to develop a separate, experimen-

tal atmospheric re-entry vehicle.

The contracts, announced at
the Paris Air Show in the past two
days, illustrate how Thales Alenia
Space is trying to expand from its
traditional satellite manufactur-
ing business.

Thales Alenia is a joint venture
between France’s Thales Group S.A.

and Italy’s Finmeccanica SpA, and
has factories and research facilities
in France, Italy, Spain and Belgium.
Thales Alenia on Wednesday an-
nounced a contract with Orbital Sci-
ences Corp. to design and provide
pressurized modules to transport
cargo, scientific experiments and
other items to the space station.

The value of the contract wasn’t
disclosed.

On Tuesday, Thales Alenia and
the European Space Agency an-
nounced an agreement to proceed
with development of an experimen-
tal atmospheric re-entry vehicle, fea-
turing advanced flight controls and
thermal protection systems.

GLOBAL
BUSINESS
BRIEFS

Hennes & Mauritz AB

Jimmy Choo collection

is planned for November

Swedish fashion retailer Hennes
& Mauritz AB said British accessory
brand Jimmy Choo Ltd. will launch
a collection in 200 H&M stores on
Nov. 14. Items will include men’s and
women’s shoes, bags and clothing.
The brand, known for sexy high-
heeled pumps, was a favorite of char-
acters on the television show “Sex
and the City.” H&M Creative De-
signer Margareta van den Bosch
said it is the first time the company
has collaborated with an accessory
brand. H&M has previously collabo-
rated with pop icons and designers
including Madonna, Kylie Minogue,
Stella McCartney, Karl Lagerfeld,
Roberto Cavalli, Viktor & Rolf and
Matthew Williamson.

Michelin SA

Faced with plummeting de-
mand, French tire maker Michelin
SA said Wednesday it will cut
about 2,900 jobs in France as it
strives to lower costs and boost
productivity. The company said
that the cuts will be made through
voluntary departures and early re-
tirement and that no workers will
belaid off. The cuts will help Miche-
lin achieve its goal of boosting pro-
ductivity in Western Europe by
15% by 2011, said a company spokes-
man. About 495 of the affected em-
ployees will be able to take advan-
tage of early-retirement measures,
while 598 are expected to take
other jobs within the company.
Michelin also is targeting 1,800 vol-
untary layoffs over the next three
years, the spokesman said.

Iberia Lineas Aéreas de Espaia

Airlines Iberia Lineas Aéreas de
Espaiia SA and British Airways PLC
should be able to decide on their
planned merger before the August
summer break, Iberia’s top share-
holder said Wednesday. However,
Miguel Blesa, chairman of Spanish
savings bank Caja Madrid, which
has a 23% stake in Iberia, said little
progress had been made in the nego-
tiations in recent months, adding
that BA’s pension deficit remains an
issue. “We’re not in a situation
that’s different from where we were
a few months ago,” he said when
asked about the talks at a confer-
ence in Santander, Spain. Mr. Blesa,
who is also the vice chairman of Ibe-
ria, said he nevertheless remains
confident that the two carriers can
reach an agreement to merge.

Arcandor AG

German travel and retail com-
pany Arcandor AG said Wednesday
that it is filing to open insolvency
proceedings for 15 additional
units. Arcandor, which filed for in-
solvency last week, said the units
affected by the latest filing prima-
rily provide services exclusively or
almost exclusively to other parts of
the Arcandor group. The newest in-
solvency filing affects 6,700 em-
ployees, bringing the total number
of employees affected to about
50,000, the company said. Arcan-
dor said that its tourism unit
Thomas Cook, home-shopping tele-
vision station HSE24 and Pri-
mondo specialty mail-order busi-
ness aren’t affected by the filings.

—Compiled from staff
and wire service reports.
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Obama sees no need to damp ambitions

Despite having to make emergency repairs, president is charging ahead with broad changes to U.S. economy

By DAvID WESSEL

One thing about Barack Obama:
He isn’t playing defense.

Much of the U.S. president’s ini-
tial economic agenda was dictated
=———————— by circumstance.

CAPITAL The implosion of

the financial sys-
tem put the government in the bank-
ing and mortgage business and led
the president to propose the big-
gest refashioning of the financial-
regulatory regime since the Great
Depression. The collapse of General
Motors and Chrysler turned the
government into the industry’s
most significant shareholder and
strategist. The worst recessionin a
generation prompted fiscal stimu-
lus that has lifted federal spending,
as a share of the economy, to levels
unseen since World War II.

“Barack Obama didn’t run for pres-
ident to recapitalize banks, bail out in-
surance companies or take over auto-
mobile manufacturers,” says
Lawrence Summers, the president’s
economic adviser. “Unfortunately,
none of this could be deferred given
the economic crisis he inherited.”

But Mr. Obama isn’t stopping at
emergency repairs. He’s out to make
the biggest changes to the American
health-care system since the advent
of Medicare in 1966. And, as if that’s
not enough, he wants to change the
way the oil- and coal-addicted U.S.
economy uses energy to lighten its
dependence on foreign oil and re-
duce carbon emissions to restrain
global climate change.

Add it up—government plus en-
ergy and transport, health and fi-
nance—and Mr. Obama is tinkering

The big fix

Sectors President Barack Obama
is reshaping, by share of total
value added in U.S. economy
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(and, in some cases, more than tink-
ering) with more than a third of the
U.S. economy, using Bureau of Eco-
nomic Analysis output-by-industry
estimates as a gauge. The changes
would touch anyone who gets a
mortgage, sees a doctor, pays an
electric bill—in short, everyone.

Most Americans don’t appear
worried about the president’s ambi-
tiousness. A new Wall Street Jour-
nal/NBC News poll asked whether
Mr. Obama is “taking on too many is-
sues and is not focused enough on
the most important ones” or is “fo-
cused and is taking on this many is-
sues because our country is facing
so many problems?” The reply: 37%
said he is doing too much and 60%
said he is doing a lot because the
problems are so many. (The other
3% weren’t sure.)

ghama Stimules
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A parking garage recently promoted ‘Obama Stimulus’ pricing in New York City

Obama fans insist all thisis neces-
sary.

“They had to do something on au-
tos. They had to do something on fi-
nancial regulation. Health is differ-
ent—except that it has been anissue
for so long and is getting worse,”
says Laura Tyson, the University of
California, Berkeley economist who
worked in Bill Clinton’s White
House. “So that leaves energy and
climate change. But there is a major
international conference coming
up. There is no answer to climate
change without international coop-
eration. And developing countries
aren’t going to get involved without
the U.S. taking leadership.”

But the president is running big
risks by tackling so much at once.

Finance, health care and energy
are complex. Yes, there are reasons

to reshape each. Yes, with the gov-
ernment already so deeply involved
setting rules or structuring incen-
tivesin each, a decision to stick with
the status quo would be a policy deci-
sion—and probably an unwise one.
But sit through a briefing on the
intricacies of changing the way hospi-
tals are paid or details of regulating
the size of financial companies’ capi-
tal cushions or formulas for allocat-
ing carbon-emission permits among
industries, and it quickly becomes
clear how many moving pieces are in
each of the president’s initiatives.
Unintended consequences are in-
evitable, no matter how much care
is taken in fashioning the ultimate
legislation and the regulations that
follow. “The risks are you will dam-
age things that weren’t broken,”
says Douglas Holtz-Eakin, a former

Associated Press

Congressional Budget Office chief
who advised Mr. Obama’s 2008 op-
ponent, Sen. John McCain.

The risks of mistakes are height-
ened because the president is expect-
ing so much so fast from people who
work for him and from the Congress.
Americans think of government as a
vast army of bureaucrats. But on any
of these major undertakings, big deci-
sions are made by relatively few peo-
ple in the White House and federal
agencies and by leaders of pivotal con-
gressional committees. None of them
are getting much rest these days.

“The danger is that you do it real
fast,” Ms. Tyson acknowledges.
“You may not have the people you
need. You may not make the deci-
sions you would have made had you
had more time.”

It may be impossible to get as
much done as quickly as Mr. Obama
wants. “All this will be difficult to
get through Congress,” says Mr.
Holtz-Eakin. “There’s not that much
bandwidth.”

But looking back at Ronald Rea-
gan, John F. Kennedy (whose 1961
promise to put a man on the moon
within a decade was achieved after his
assassination) and Lyndon Johnson
(on the domestic side, not Vietnam),
the Obama White House sees no rea-
sontobe modest inits ambitions or its
timetable. It seems to be hoping to get
health care through this year, to get fi-
nancial-regulatory legislation late
this year or early next before memo-
ries of the crisis fade and, then, to
prod the House and Senate toward a
climate-change compromise in 2010.

Makes one wonder what Mr.
Obama is planning for the second
half of his term.

He aspires to a ‘light touch, not a heavy hand, in proposal

BY GERALD F. SEIB

With the release of the most-ex-
tensive proposals to change financial
regulations since the 1930s, U.S. Pres-
ident Barack Obama is a bit anxious.

Anxious, that is, for people—and
specifically for his conservative crit-
— ics—to know he

(CAPITAL isn’t the heavy-

—————— handed meddler

JOURNAL some suspect.

“I think the
irony...is that I actually would like to
see a relatively light touch when it
comes to the government,” he said
Tuesday in a White House interview.
(For a complete interview transcript,
please see WSJ.com/Washwire.)

It is a counterintuitive case to
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make when his government is a ma-
jority shareholder of General Mo-
tors, and when he proposed Wednes-
day new oversight of big financial in-
stitutions, new capital requirements
for banks and a new consumer-pro-
tection agency for small investors.

Which is precisely why Mr.
Obamawenttogreat painsto explain
that thereis a philosophy behind the
changesheisabout to propose tothe
nation’s financial plumbing. Indeed,
hesays,itisthesamephilosophythat
appliestohisbroaderviewofthegov-
ernment’srolein the economy:

“You set up some rules of the
road, ensure transparency and open-
ness, guard against huge systemic
risk that will lead...government po-
tentially having to step in to avoid a
depression, and then let entrepre-
neurs and individual businesses
compete and do what they do.

The president and his aides have
reached a point of potential political
peril,wherethemassiveinterventions
they have made to deal with the reces-
sionandvirtual collapse of Detroit—to
befollowedsoonbyanattempttoover-
haul the U.S. health system—can be
seenastheopeningstagesofareorder-
ing of the American economy.

For his part, Mr. Obama often re-
turns to a particular set of words to
explain what he’s trying to do to the
financial system: rules of the road,
openness and transparency. If every-
body knows what’s going on in the
marketplace, Mr. Obama argues,
they will make the right decisions.
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President Barack Obama, in an interview Tuesday, said he wants a more transparent
financial system. The goal, he said, is to ensure everybody can see everything.

The goal, he saysin effect, is to make
sure that in the new economy, every-
body can see everything.

“On a whole host of these issues,
we want to do the minimum possible
toassurethateverystakeholderinthe
marketplace—consumers, workers,
investors, entrepreneurs—have a
clearsetofrulesoftheroad, theyknow
what they’re getting themselves into,
they’remaking decisionsbasedonthe
pursuitofprofits,”hesaid. “Butweare
not setting up so few rules that you
have the kind of situation that we saw
last year where we really were on the
verge of afinancial meltdown.”

The Federal Reserve gets more
power to oversee big financial insti-
tutions, large firms will have to
raise more capital and meet higher
liquidity standards, hedge funds
will face higher scrutiny, and a new
agency will be set up to protect con-
sumers and small investors.

With the plan out, though, the
president has the Goldilocks prob-
lem. Some will think his proposals
too hot, some too cold. Only some
will think them just right.

The right rules, he said, will al-
low a recovery that isn’t built on
speculative bubbles—and that don’t

stifle financial marketplace innova-
tions that have helped lots of small
guys in recent years.

“The question for us is how do we
create the foundation for a more sus-
tainable model of economic growth,
one that doesn’t impinge on the dyna-
mism of the free market, the innova-
tive products that are critical and the
entrepreneurship that creates jobs,
but also recognizes that the levels of
debt and a model that’s premised on
an endless supply of foreign dollars
is not one that is going to be sustain-
able over the long term?”

The Fed will be a big player in an-
swering that question. Mr. Obamawas
lavish in his praise of Fed Chairman
Ben Bernanke—who “has handled his
positionextraordinarilywellunderex-
traordinary circumstances”—but
wouldn’t say whether he would reap-
pointhimtoanewtermearlynextyear.

Even as he does more on the econ-
omy, Mr. Obama says his real desire
is to do less.

He intervened on behalf of GM
and Chrysler, he says, because his
only options were to continue to
send them taxpayer money without
strings attached, or see them liqui-
date. “The only real regulatory ap-
proachI’ve beeninterestedinis rais-
ing fuel-efficiency standards so we
can wean ourselves off dependency
on foreign oil,” he says. “Beyond
that, the last thing Iwant is to be run-
ning a car company...”

Or, he insists, the American econ-
omy.
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Larger Fed role stirs controversy

Critics fault handling
of financial crisis

by U.S. central bank

BY SUDEEP REDDY

The Obama administration’s finan-
cial-regulation plan envisions the Fed-
eral Reserve as the most powerful
overseer of the U.S. financial system.
But that approach is quickly becom-
ing one of the plan’s biggest flash-
points, as lawmakers and consumer
groups attack the central bank for its
handling of the financial crisis.

“How much power the Fed is going
to have is going to be probably one of
the most controversial issues about
this plan,” said Robert Litan, a senior
fellow at the Brookings Institution.
The central bank is “already knee deep
in politics,” he said, and its role in the
new regulatory framework is most
likely to be changed by lawmakers.

Under the proposal, the Fed
would become the leading regulator
to monitor risks to the financial sys-
tem. It would gain sweeping author-
ity to monitor any firm that could
threaten financial stability, even if
the central bank wouldn’t normally
supervise the institution.

President Barack Obama prom-
ised the plan would ensure “that
lines of responsibility and account-
ability are clear” by placing the au-
thority in the Fed’s hands, while also
creating an overarching council of
regulators “to solve problems in over-
sight before they can become crises.”

Critics say the Fed failed to use its
authority to address loose lending
practices and a growing housing bub-
ble that ultimately pushed the econ-
omy into crisis. While the Fed re-
sponded aggressively after the crisis
began, some say the Fed’s track record
in monitoring financial institutions to
prevent instability needs to be consid-
ered before giving it more power.

“I don’t have a lot of faith in the
Fed being able to handle that big a
universe,” said John Taylor, presi-
dent of the National Community Rein-
vestment Coalition, a group of 600
community organizations. “I think
there’s a question of capacity and per-
formance that ought to be looked at.”

The Obama plan would remove
the Fed’s responsibility for con-
sumer regulation, handing it over to
anew agency. But the attacks on the
central bank from Capitol Hill don’t
stop there. Many lawmakers con-
tinue to criticize the central bank’s
role in bailouts of major institutions—
from American International Group
to Citigroup to Bank of America—
and want its power to lend to non-
bank financial institutions reined in.

A movement is also spreading in
Congress to force the Fed to disclose
the identity of borrowers at its dis-
count window, a move that central
bank officials say would discourage
use by firms that need emergency
stabilization. A large group of House
members is pushing to audit the Fed.

Fed officials maintain they took
action throughout the crisis be-
cause the central bank often was the
only institution around with the abil-
ity to prevent deeper financial tur-

moil. The regulatory overhaul
would provide a mechanism for the
government to wind down failing
nonbank financial institutions, free-
ing the Fed of the need to act. The
central bank also has taken steps to
release more details about its lend-
ing programs, though lawmakers
still want more information.

Some lawmakers and outside
groups worry that adding sweeping
responsibility for financial stability
could conflict with the Fed’s role in
setting monetary policy. Fed offi-
cials have said they can handle multi-
ple responsibilities.

Both Senate Banking Committee
Chairman Christopher Dodd (D.,
Conn.) and House Financial Ser-
vices Committee Chairman Barney
Frank (D., Mass.) on Wednesday
said the Fed’s role is the biggest is-
sue in the plan. Mr. Dodd said there
is well-founded concern that the
Fed’s responsibility for setting mon-
etary policy and interest rates
could affect its views on systemic
risk. “There’s not alot of confidence
in the Fed at this point, and I'm stat-
ing the obvious,” Mr. Dodd said.

Mr. Frank said most of Mr.
Obama’s proposals reflect a broad
consensus on Capitol Hill. The
need for a systemic-risk regulator,
for a strong financial consumer-
protection agency, for regulating
derivatives and for the abolition of
the Office of Thrift Supervision are
all issues that won’t generate con-
troversy, he said. But, Mr. Frank
added, “the interplay between the
Fed and the rest of the regulators
on systemic risk” will be the thorni-

est problem to work through.

Some lawmakers want an inter-
agency council to have responsibil-
ity for systemic risk—along with au-
thority to act—instead of putting it
squarely at the Fed. But Obama ad-
ministration officials believe that
kind of committee approach would
allow problems at financial institu-
tions to fester without a clear regula-
tor responsible for addressing them.

The regulatory overhaul pro-
posed by the Bush administration
last year also would have given the
Fed responsibility for financial sta-
bility. But that plan would have re-
moved its bank supervision role.
Fed officials quietly objected to the
plan, saying the information
gleaned in supervision would be key
to the financial-stability mandate.
The proposal gained little traction
amid an escalating financial crisis.

The Obama administration pro-
posal includes a nod to some of the
Fed criticism. Given the central
bank’s proposed new powers, the
plan calls for the Fed to work with
the Treasury and outside experts to
review the structure and gover-
nance of the entire Federal Reserve
system, including the role of the 12
regional Fed banks in bank supervi-
sion and regulation.

The Treasury said it would use
the report resulting from that re-
view to propose changes to the Fed’s
structure “that are appropriate to
improveits accountability and its ca-
pacity to achieve its statutory re-
sponsibilities.”

—Jonathan Weisman
contributed to this article.

U.S. revamp aims to make markets less bubbly

By JoN HILSENRATH

WASHINGTON—With his pro-
posed regulatory revamp, U.S.
President Barack Obama is setting
out to do what history suggests
can’t be done easily—tame the fi-
nancial system’s tendency to drive
itself off a cliff.

The objective of “stability” is all
over Mr. Obama’s plans, literally:
The word shows up 53 times in his
88-page blueprint. His proposal, if
approved by Congress, would make
banks hold more capital in reserve
for arainy day, reducing funds avail-
able for making risky bets. It would
require mortgage originators to
hold a piece of the loans they sell,
and the plan would steer compensa-
tion for a wide range of players
away from risky practices.

The ultimate goal: rein in mar-
kets’ highs and soften the inevitable
lows.

Financial booms and busts have
become especially familiar in the
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past quarter century. But until the
credit squeeze that started in 2007,
they seemed to have become more
benign. The 1987 stock-market
crash, the savings-and-loan debacle
of the late 1980s, emerging-market
crises of the 1990s and the tech bust
early this decade came and went
leaving only two modest U.S. reces-
sions in their wake.

The current recession has empha-
sized to Mr. Obama and his eco-
nomic team the threat that unstable
financial markets pose to the
broader economy. Lawrence Sum-
mers, Mr. Obama’s chief economic
adviser, speaks often about creating
a new foundation for a less-bubble-
driven economy.

“Over the past two decades, we
have seen, time and again, cycles of
precipitous booms and busts,”
Mr. Obama said Wednesday. “In
each case, millions of people have
had their lives profoundly dis-
rupted by developments in the fi-
nancial system, most severely in
our recent crisis.”

The Federal Reserve would
stand at the center of the effort,
with new power to regulate finan-
cial institutions that threaten
broader stability. Derivatives mar-
kets that had been left to police
themselves, on the premise that
they help make the financial sys-
tem more resilient, would no
longer be left to do so. The Fed also
is examining whether it can do
more to deflate financial bubbles
before they get too big.

“The thrust of this reform pro-
posal is to insulate the system when
and if the next bubble happens and
then bursts,” said Robert Litan, a
scholar at the Brookings Institution.

“The hope is that the next time
around there will be some warnings.”
The challenge is how to do all
this without stifling Wall Street in-
novation or the economy’s growth.
Some Obama administration offi-
cials call it the “elusive frontier.”

“We must recognize that the
singular pursuit of stability, how-
ever well-intentioned, may end up
making our economy less produc-
tive, less adaptive, and less self-
correcting—and in so doing, less
able to deliver onits alluring prom-
ise,” Kevin Warsh, a Federal Re-
serve governor and former Bush
administration official, said in a
speech this week.

Another inevitable problem is
that of unintended consequences.
Regulators toughened capital re-
quirements on banks after the S&L
crisis, which encouraged the growth
of a “shadow” banking system popu-
lated by unregulated financial insti-
tutions and markets. A Great Depres-
sion restriction on the ability of
banks to pay interest on deposits,
called Regulation Q, sometimes left
them squeezed for funds and forced
them to tighten credit.

This time, tougher restrictions
on banks or insurance companies
could push money further into less-
regulated markets, such as private
equity, hedge funds or institutions
offshore.

Administration officials are con-
scious of the risk. One pillar of their
plan is improving international co-
operation on financial regulation.
They also want to force hedge funds
and other private money players to
register with the Securities and Ex-
change Commission. But the White
Houseisn’t talking about imposing
the same kinds of capital and li-

quidity requirements on many of
them that it would for banks.

There also is a risk that officials,
in responding to the last crisis, will
miss the next one. Congress re-
sponded to the tech bust and ac-
counting scandals of earlier this de-
cade by passing Sarbanes-Oxley ac-
counting regulations. But the cur-
rent crisis was already brewing in
housing, not stocks.

“The next problem is not going to
be mortgage-backed securities,”
says Raghuram Rajan, a finance pro-
fessor at the University of Chicago
Booth School of Business. “It is go-
ing to be something else.”

Mr. Rajan holds up Citigroup
Inc. and its predecessor companies
as an example of the pitfalls of regu-
lating financial institutions. Citi
“found three ways of getting itself
into trouble in the last three de-
cades,” he notes. In the 1980s, it be-
came burdened by emerging-mar-
ket debt that had gone bad. In the
1990s, it was overexposed to com-
mercial real estate. And in the last
crisis, it suffered huge losses in resi-
dential mortgages.

“You can sharpen enforcement
in one area, increase regulation, but
if the underlying incentive to take ex-
cessive risk is not mitigated in some
way, it is going to move somewhere
else,” Mr. Rajan says.

For that reason, White House offi-
cials want the Fed to be able to over-
see the compensation policies of top
executives at big financial institu-
tions, to make sure they don’t create
perverse incentives. But for every
action in Washington thereis areac-
tion on Wall Street. Clamping down
on compensation could send Wall
Street’s best and brightest to some
new area of finance nobody has yet
thought of.

U.S. inflation
remains mild
as prices rise 0.1%

BY BRIAN BLACKSTONE

WASHINGTON—Annual infla-
tioninthe U.S. slid deeper into nega-
tive territory in May as consumer
prices posted their largest annual
decline in almost 60 years.

Still, a slight rise from the prior
month and anincrease in core prices
that exclude food and energy sup-
port the growing sentiment at the
Federal Reserve that deflation risks
have waned. However, there is little
evidence that inflation is taking
hold either, a concern that has crept
into bond markets in recent weeks.

The consumer-price index rose
0.1% in May from April, the Labor De-
partment said Wednesday, below
the 0.3% increase economists in a
Dow Jones Newswires survey had ex-
pected. The core CPI, which ex-
cludes food and energy, also rose
0.1%, in line with expectations.

Consumer prices fell 1.3% from
a year earlier, the largest
12-month decline since April 1950.
That is way off the 2% annual rate
of inflation that most Fed officials
think is consistent with their dual
mandate of price stability and max-
imum employment.

Earlier this month, San Fran-
cisco Fed President Janet Yellen
said that after once favoring 1.5% as
an inflation objective, “I think if I
now had to write down a number, I'd
probably write 2%.”

Annual inflation was above 5%
as recently as August, before last
year’s energy- and commodity-
price drops kicked in and the glo-
bal recession eased pressure on im-
port prices.

But the annual CPI decline
aside, Ms. Yellen and others at the
Fed have little to worry about. An-
nual inflation rates should turn
positive later this year given the
recent rise in energy prices. And
the less-volatile core CPI index
was up 1.8% in May from a year ear-
lier, which is more in line with the
Fed’s objective.

Wednesday’s CPI report showed
that energy prices rose 0.2% in May
from April and were down 27.3%
over the past 12 months. Gasoline
prices rose 3.1% last month, while
food prices slid 0.2%.

In a separate report, the Labor
Department said the average
weekly earnings of U.S. workers, ad-
justed for inflation, fell 0.3% in May,
an indication that paychecks aren’t
keeping pace with prices, which
could threaten consumer spending.

Meanwhile, the U.S. current-ac-
count deficit shrank to $101.5 bil-
lion during January through
March, the Commerce Department
said Wednesday. The deficit was
the narrowest since the fourth
quarter of 2001.

The $101.5 billion deficit ex-
ceeded economists’ expectations
for a deficit of $85.0 billion in the
first quarter.

In the fourth quarter, the deficit
stood at $154.9 billion, wider than
an originally reported $132.8 bil-
lion.

The current account balance
combines trade of goods and ser-
vices, transfer payments, and invest-
ment income.

The first-quarter shortfall of
$101.5 billion made up 2.9% of gross
domestic product, which was last re-
ported at $14.09 trillion in current
dollars for the three months ended
March 31.

—Jeff Bater
contributed to this article.
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EU, U.K. clash on rules

Financial regulation
will top agenda
for two-day summit

By ApAM COHEN
AND ALISTAIR MACDONALD

BRUSSELS—A plan to tighten fi-
nancial-market regulation is pitting
the U.K., home of Europe’s financial
center, against other members of
the bloc.

At an EU summit starting Thurs-
day, a key issue will be how much
power should be handed to regula-
tory bodies that the EU’s executive
arm, the European Commission,
wants to esntablish and who will
head them.

The U.K., home to the region’s
largest and most lucrative finan-
cial-services market, is resistant
topan-Europeanregulators super-
vising individual banks and other
financial-system players. France
and Germany, among others, say
the financial crisis has exposed
flaws in the bloc’s patchwork of na-
tional rules and enforcement bod-
ies. They have called for a stronger
EU-wide authority.

Under a commission proposal
the leaders will debate during the
two-day summit, the president of
the European Central Bank would
head a new European Systemic Risk
Council that would broadly monitor
the stability of the financial system.
A second body would set standards

for close supervision of banks, insur-
ers and other financial institutions.

Giving the ECB a leading role on
the risk council has rankled the UK.,
which doesn’t use the euro, as well
as some Eastern European coun-
tries. EU finance ministers, meeting
in Luxembourg last week, tenta-
tively agreed that the ECB president
or another member of the risk coun-
cil could lead the supervisory group.

The ministers also tentatively
agreed that the new overseers
couldn’t force countries to pay for
bank bailouts, leaving unresolved
aquestion that has plagued EU pol-
icy makers for years before the fi-
nancial crisis: Who pays if a large-
bank operating across the bloc’s
borders fails?

“We must avoid the situation
that gave rise to this crisis,” Czech
Finance Minister Eduard Janota
told journalists last week in support
of stronger pan-European supervi-
sion. The Czech Republic currently
holds the EU’s rotating presidency.

But the U.K. likely will remain op-
posed to any deal that gives Brus-
sels more sway over its financial
markets, according to an EU diplo-
mat. For the U.K., the proposals her-
ald a further assault on what the
country has guarded for decades: its
sovereignty over financial services
and taxpayers’ cash.

Still, having battled for years
against European attempts to
tighten regulation, Britain has
been among the first countries to
ramp up its own rules after the fi-
nancial crisis. It agrees in princi-

ple with the need for broader moni-
toring of financial stability in Eu-
rope but doesn’t want a pan-Euro-
pean body supervising individual
financial firms. The U.K. believes
that only national regulators have
their ears close enough to the
ground to do that and doesn’t
want a pan-European body making
decisions that could involve Brit-
ish taxpayers’ money.

The plan under discussion at
the European summit is an early
text setting out the EU’s inten-
tions. Legislation creating the regu-
lators—which would have to be ap-
proved by EU leaders—isn’t ex-
pected until the fall.

Brussels also is skirmishing with
the UK. and in particular with its fi-
nancial industry over proposed regu-
lations of hedge funds, private-eq-
uity firms and other fund managers.
The fund industry, the majority of
which is based in the UK., has ex-
pressed opposition to legislation
proposed in late April.

The industry argues that the pro-
posal would limit the ability of U.S.
and other non-EU managers to mar-
ket in Europe.

Hedge-fund managers and even
some investors—whom the pro-
posalis designed to protect—dislike
the potential restrictions on how
much leverage, or borrowed money,
a fund manager can use to invest.

Complaints about the proposal
are echoed by the private-equity
industry.

—Cassell Bryan-Low
contributed to this article.
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Latvia’s cuts impress EU
but fray the government

BY JOEL SHERWOOD

A key government minister in
Latvia resigned Wednesday, signal-
ing how political tensions are likely
to emerge from the Baltic state’s at-
tempts to elude bankruptcy and win
international aid.

Other signals include a demon-
stration, organized by the trade
unions, set for Thursday in the capi-
tal, Riga, and the teachers’ union’s
call on education minister Tatjana
Koke to step down.

The Latvian parliament decided
Tuesday to tighten the 2009 govern-
ment budget by €700 million ($968
million), including cuts on educa-
tion, health care, pensions, and pub-
lic-sector wages. Without the cuts,
the country’s deficit was likely to
balloon as taxes fell while the
Latvian economy contracted by an
expected 20% this year.

“The cuts are terrible,” said Ari-
ana Abeltina, spokeswoman for the
Latvian Free Confederation of
Trade Unions, which is organizing
Thursday’s gathering. “No one can
survive,” she said, commenting on
the plans for 50% wage cuts for
teachers along with an expected
20% reduction to other government
workers’ salaries and a 10% de-
crease on pension payments.

Prime Minister Valdis Dom-
brovskis accepted the resignation of
his health minister, Ivars Eglitis, the
prime minister’s office said.

Mr. Eglitis was unwilling to carry

out deep cuts to Latvian health-care
services. “As a doctor and health-
care management specialist I can-
not accept that,” the Baltic News Ser-
vice reported Mr. Eglitis as saying.
Despite the cuts’ unpopularity,
Latvian lawmakers Tuesday agreed
to them at the urging of the European
Union and the International Mone-
tary Fund. The new budget is ex-
pected to satisfy the EU and IMF
enough to win more than €1 billion in
the next few weeks, the second
tranche of an €7.5 billion emergency
loan program established in Decem-
ber. The two institutions in separate
statements late Tuesday commended
Latvia for its “courageous” action.
Fears in recent weeks that Latvia
might default sent jitters through
Central and Eastern European mar-
kets, and weighed on the share prices
of Swedish banks, which are heavily
exposed in the region. Sweden’s cen-
tral bank has sought extra reserves
to safeguard against the threat of fi-
nancial instability from the Baltics.
Tuesday’s budget moves in-
creased confidence among market
watchers that the aid will stave off
national bankruptcy and the aban-
donment of Latvia’s peg to the euro.
“Although short-term uncer-
tainty surrounding the peg is likely
to ease if the second tranche is
granted, the worries aren’t expected
to disappear,” said Annika Lindblad
of Sweden’s Nordea Bank. However,
“social tensions are expected to in-
crease,” said the economist.

OECD can’t predict the end
to deep Italian recession

By LucA D1 LEo

ROME—TItaly is in a deep reces-
sion and it is hard to say when Eu-
rope’s fourth-largest economy will
recover, the Organization for Eco-
nomic Cooperation and Develop-
ment said in a report.

The OECD now expects Italian
gross domestic product to contract
5.3% in 2009 after shrinking 1% last
year, marking the deepest recession
since World War II. On March 31, the
OECD had forecast Italian GDP
would fall 4.3% this year.

Italy has Europe’s largest public
debt, which limits room for fiscal
maneuvers by the government to
counter the recession. As a result,
the OECD said, only a “slow recov-
ery” can be expected in the Italian
economy—and only in 2010.

The OECD praised Prime Minis-
ter Silvio Berlusconi’s govern-
ment’s extension of unemploy-
ment benefits and increased sup-
port for low-income families, say-
ing little more could be done given

Italy’s weak public finances.

The new OECD forecasts are
broadly in line with Italian govern-
ment predictions. Rome said in May
that the economy would shrink 4.2%
this year, but the Treasury’s chief
economist later said the 2009 GDP
forecast would be revised by the end
of June to a contraction of around 5%.

Italian banks have been less ex-
posed than their European peers to
the global financial crisis, but credit
has tightened and the export-driven
economy has been hit hard by the
slump in world trade.

In the first quarter, the Italian
economy shrank 2.6% compared
with the previous three months—
the fastest rate of decline in at least
29 years—as exports and invest-
ments decreased.

However, following recent tenta-
tive signs that the economy may
have hit bottom, the OECD lifted its
GDP forecast for 2010 slightly, pre-
dicting the Italian economy will ex-
pand 0.4%, compared with a March
forecast that it would contract 0.4%.

Euro-zone trade surplus rises

BY ILONA BILLINGTON

LONDON—The euro zone’s bal-
ance of trade with the rest of the
world increased in April to the larg-
est surplus since October 2007, data
from the European Union’s statistics
agency showed Wednesday.

In Britain, meanwhile, there was
some evidence that the worst of the
recession may be over, as the num-
ber of claimants for unemployment

rose at its slowest pace in 10
months, official data showed.

The 16 countries that use the
euro had a combined surplus in
their trade in goods of €2.7 billion
($3.7 billion), compared with a sur-
plus of €1.8 billion in March. Ex-
ports from the euro zone declined
to €102.1 billion in April from
€109.6 billion in March, while im-
ports decreased to €99.4 billion
from €107.8 billion.





