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Pressure grows on Pakistani Ieadership

Pakistani flood survivors gather at a medical camp in Mehmood Kot, Wednesday. The country’s
president, Asif Ali Zardari, has come under pressure for his slow response to the disaster which
has so far killed about 1,500 people and affected 20 million others. Related article on page 9
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BHP Billiton
makes big bet

on agriculture

Australian mining giant
BHP Billiton Ltd. made an un-
solicited $38.6 billion offer for
the world’s largest fertilizer
maker, Potash Corp. of
Saskatchewan Inc., in an ag-
gressive wager that develop-
ing economies will drive up
demand for the world’s food
supply.

By Anupreeta Das,
Scott Kilman
and Liam Pleven

Potash, along with nitro-
gen and phosphate, are key
crop nutrients that replenish
soil and increases the amount
of crops produced on farm-
land. The world’s potash sup-
plies are relatively limited and
Potash Corp., based in central
Canada, controls 20% of the
globe’s supply.

BHP Billiton’s offer will
likely set off a months-long
struggle for the fate of the
company, regarded as one of
the jewels of Canada’s natu-
ral-resources-based economy.
On Tuesday, Potash Chief Ex-
ecutive Bill Doyle said the
company’s board isn’t op-
posed to a sale. “We just don’t
expect someone to come steal
the company,” he said.

In an Aug. 12 letter, BHP
offered to buy Potash for $130

a share, a 16% premium to
Potash’s Monday closing
price. The offer did little to
persuade Potash’s board,
which disclosed the approach
and rejected it, calling it
“grossly inadequate.”

In trading Monday after-
noon, Potash shares were up
27% at $142.67 each, a sign
traders expect that BHP Billi-
ton will raise its offer or that
Potash migh attract other
suitors.

People familiar with the
matter said BHP will decide
during the next few days
whether to take its offer di-
rectly to Potash shareholders,
a move that would make BHP
Billiton’s unsolicited offer a
hostile one.

“They’re big boys and they
have to pay big-boy prices,”
Mr. Doyle said. He refused to
discuss what might be a more
suitable offer. People close to
the company said that for
Potash to enter into negotia-
tions, the offer needs to factor
in Potash’s record-high price
of about $240. That price
came at the market peak in
2008, before the recession cut
into demand.

Looming over any negotia-
tions is a national debate in
Canada about open markets
and foreign takeovers. Over

the past decade, Canada has
seen most of its big natural-
resources companies and
many industrial ones taken
over by buyers from the U.S.,
Europe and South America.

Those include sales of
Canada’s biggest aluminum
and nickel mines to Brazil’s
Vale and Switzerland’s Xtrata
PLC, the purchase of Canada’s
biggest steel producer by
United States Steel Corp. and
the piecemeal sale of technol-
ogy giant Nortel Networks
Corp. to buyers from the U.S.
and Europe.

While the demand for
commodities has fueled Can-
ada’s economic growth, there
is a lingering worry the coun-
try is losing its corporate
mettle. Columns and editori-
als in the Globe and Mail,
Canada’s national newspaper,
described Vale and Xstrata in
2006 as “predatory raiders”
who had “carved the heart out
of the Canadian mining indus-
try,” and decried government
“indifference” to the deals.

In 2009, the country
amended its foreign takeover
code, raising the bar for scru-
tiny of some investments but
allowing the government ex-
plicit power to veto deals that
pose a danger to national se-

Please turn to page 3

France clamps down on Gypsy settlements

French President Nicolas
Sarkozy flexed his muscles on
immigration Tuesday, as his
interior minister announced a
clampdown on Roma, or Gyp-
sies, who have been making
their homes in illegal camps
around the country.

Interior Minister Brice
Hortefeux announced that de-
portations of foreign Roma
are to begin Thursday. About
700 people expelled from
their camps will be flown
back home to Eastern Europe,
Mr. Hortefeux said.

The move follows several

70\ scuffles involving groups of

Gypsies this summer, perhaps

most notably riots in central
France after police shot and
killed a 22-year-old Roma for
failing to stop at a checkpoint.

The drive to make people
leave the camps comes as Mr.
Sarkozy’s ratings in the polls
have tanked in the wake of
several stumbles. Prosecutors
are investigating an alleged
link between Mr. Sarkozy and
Liliane Bettencourt, France’s
richest woman and heiress to
the I’Oréal SA fortune, and
his UMP party didn’t fare well
in regional elections this
spring.

Earlier this summer, Mr.
Sarkozy had announced a plan

to dismantle camping sites
used by Gypsies and others,
as well as take away the
French citizenship of people
of foreign origin who attempt
to kill police or other offi-
cials—a tough stance that
played well with the French
public.

The issue with the camp
sites is complicated by the
fact that many of the people
who have been ousted are
French, sometimes descended
from Roma, an ethnic group.

About 15,000 of France’s
Gypsies are Roma from East-
ern Europe, in particular from
Romania. As European Union

citizens, they are legally al-
lowed to move to France and
settle down—if they can
prove they are able to support
themselves.

The French government
will offer the people it is ex-
pelling a few hundred euros
as “aid for a humanitarian re-
turn” to their home countries.

Though the move to send
people packing may be play-
ing well with Mr. Sarkozy’s
constituency, the action could
backfire if the public tires of
the harsh tone of the cam-
paign against traveler camps,
observers say.

One lawmaker from Mr.

Sarkozy’s UMP party, Jean-
Pierre Grand, described the
Gypsy expulsions as rafles, a
French word for “roundup.”
The word has links to the
World War II roundup of Jews
by French police on behalf of
the occupying Nazis.

Mr. Sarkozy’s immigration
minister, Eric Besson, called
the implied comparison un-
fair, saying the current cam-
paign to send foreign Gypsies
to their home countries was
nothing like the roundups of
World War II.

M Issue complicated by lack of
data on camp dwellers .......... 5
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Obama’s troop-withdrawal plans

could suddenly turn into a m

By IAaIN MARTIN

The clock is
ticking on the end
of U.S. combat
missions in Iraq.
But with a
£ @ fortnight to go
until that deadline, violence is
escalating again. On Tuesday, a
suicide bomber killed at least 46
Iraqis, and injured more than 60,
in a queue outside a recruiting
center for the Iragi army. Al
Qaeda, or groups inspired by its
leader Osama bin Laden, are being
blamed.

The rise in the number of
bombings and murders by
extremists in Iraq in recent
months hasn’t attracted quite as
much attention as it should have.
It cuts across what has been for
some time a widely accepted
version of events that runs as
follows: The famous “surge” of
U.S. troops cleared the way for
huge improvements in the
situation on the ground (which it
did). Responsibility is now being
handed over to the Iragi army and
security services. While that hand-
over will not be without its
difficulties, the direction of travel
is the right one.

According to this dominant
analysis, what Barack Obama
promised when he won the
presidency—a steady
disengagement from George W.
Bush’s war in Irag—is being
delivered, albeit with a few
problems along the way. A conflict
that has been broiling for seven
years—longer than the entire span
of World War II—is finally cooling
down.

Instead, much of the focus is
on Afghanistan. American
withdrawals will supposedly begin
there next year once the Afghan
surge, involving an increase in
troop numbers and operations,
reaches its high-water mark.

Getty Images
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President Barack Obama has heard straight talking from Gen. David Petraeus.

In Britain, the preoccupation is
also departure from
Afghanistan—with Iraq an
increasingly distant memory,
except for those who lost loved
ones in the conflict or were
injured fighting in a war their
fellow countrymen would
seemingly much rather forget.

By the time of the next U.S.
presidential election in 2012,
combat operations in Iraq will be
long ended and the drift to the
exits in Afghanistan should be
well under way. That’s the theory

anyway.

Anyone can design a
timetable, but when it
comes to war it can easily
be rendered irrelevant.

It is becoming apparent that
there are several problems with
all of this. First, the political
reality appears increasingly at
odds with the military reality. In
Iraq, the most senior Iraqi
general, Lt. Gen. Babakir Zebari,
caused a minor sensation recently
when he said that Iraqi forces
would be unable to cope without

American help until 2020. He
noted that the American
withdrawal of combat troops was
going well “because they are still
here.”

As many as 50,000 troops will
stay on to help with training and
logistics, although they will be
combat ready and capable of
intervening in an emergency. But
a full drawdown of troops is then
scheduled for next year. Gen.
Zebari, who seems to have a gift
for straight-talking, put it well:
“The problem will start after
2011—the politicians must find
other ways to fill the void after
2011.”

Also indulging in some straight
talking in recent days has been
Gen. David Petraeus, the
commander of U.S. and NATO
forces in Afghanistan. He has
indicated that he will not be held
to President Obama’s commitment
to start shipping out U.S. troops
in July 2011. Against a backdrop
of rising U.S. casualty numbers, he
wants more time to gain the trust
of local populations and apply
pressure to the extremists.

From Washington emerge
various statements by the
administration, designed to
suggest that all of this is entirely
consistent. Iraq is on track and in

rage

Afghanistan Gen. Petraeus is not
diverging from his commander-in-
chief’s line.

These contradictions risk
sending conflicting signals to
allies. And the West’s enemies will
have noticed, too.

As the recent bombings in Iraq
suggest, al Qaeda and its allies
love a vacuum. Extremists
engaged in global jihad are
unlikely to abide by any timetable
announced by a U.S. president
keen to get out of two wars. They
are determined to exploit it all
they can.

At this highly dangerous point,
the weather has intervened and
Afghanistan’s neighbor Pakistan—
deeply troubled country and
security headache before the
floods—is becoming even more of
a problem.

Millions are suffering in the
northwest of the country where al
Qaeda and related groups are
based. The international aid
response, with a few countries
providing the exception, has been
woeful. Extremists thrive where
conditions of poverty combine
with the failure of central
government institutions and
international neglect.

Swift action, ideally U.S.-led to
support the relief effort, looks
sensible. If Pakistan becomes even
less stable, the implications are
hardly positive for Afghanistan.

It illustrates that anyone can
design a timetable, but when it
comes to war or defeating
terrorists it can easily be rendered
irrelevant by events.

Of course one can understand,
with U.S. domestic opinion in the
condition it is and most of Europe
looking the other way, why
President Obama wants to stay
the course with his policy.

But the big potential difficulty
here is that a clear impression is
being created by the president, of
problems on their way to being
solved. Instead, that clear
impression could easily turn out
to have been a mirage.
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Egypt steps up effort to ban smoking

Campaign sees one of the world’s most tobacco-friendly countries increase taxes and prohibit lighting up indoors

By ASHRAF KHALIL

CAIRO—In a city where bumming
a smoke from a stranger used to be
as easy as asking for directions,
Sami Amar no longer shares his cig-
arettes.

“It used to be at work or with
friends, you would pull out your
pack and pass them around,” the 32-
year-old fire-alarm technician says.
But in the past few weeks, he has
cut back from two packs a day of his
favorite L&M brand to just one.
“Now, all 20 cigarettes are for me.”

Long one of the most tobacco-
friendly countries in the world,
Egypt has launched an ambitious,
multipronged antismoking cam-
paign. It combines drastic new taxes
with plans to ban all indoor smok-
ing, in phases, in Egypt’s big cities.

Egypt is joining a long list of to-
bacco-infused countries that are
clamping down on smoking. France
and Italy moved to curb their smok-
ers’ habits years ago. Antismoking
laws have also cleared the air in
British pubs.

More recently, the trend is waft-
ing across the Middle East. Earlier
this year, Syria banned smoking in
most public places, including parks,
and outlawed advertising for to-
bacco products. Jordan recently
banned cigarette-vending machines
and billboards in the capital, Am-
man. For Egypt, the Arab world’s
most populous country, the cam-
paign is an especially tall order. The
country is ranked one of the top 10
per capita tobacco consumers by the
World Lung Foundation, a six-year-
old organization affiliated with New
York Mayor Michael Bloomberg,
who has clamped down on smoking
in that city during his time in office.

To a new Western visitor, Cairo
can resemble an Islamic version of
the hit television show “Mad
Men”—a place where doctors, phar-
macists and even some senior Min-
istry of Health officials commonly
smoke on the job. The ministry esti-
mates that 20% of adult Egyptians
smoke, consuming about 80 billion
cigarettes a year.

To combat the trend, on July 1,
the government raised taxes on cig-
arettes to 40%—and to 100% for the
molasses-soaked tobacco that fills
the city’s bubbling hookah pipes, a
fixture of the city’s restaurants and
sidewalk cafés. And in the Mediter-
ranean coastal city of Alexandria,

authorities are about to ban smok-
ing in all closed public spaces.

Critics question the authorities’
resolve in actually enforcing the
ban, and other Arab cities—includ-
ing the more regulated city-state of
Dubai— have had mixed success en-
forcing similar bans. Still, it is one
of the most draconian antismoking
statutes in the Arab world.

It is unlikely that the smoking
measures will give rise to a black
market in Egypt. Even with higher
taxes, cigarettes and tobacco are
cheaper in Egypt than they would
be coming from overseas. Egypt’s
limited land borders also pose barri-
ers to an underground market.

“The government wants people
to regard smoking as undesirable
and unacceptable,” says Ehab Attia,
head of the environmental health
department at the Egyptian Minis-
try of Health. “The stage we want to
reach is where the people them-
selves ban smoking and refuse to be
around it.”

Officials acknowledge enforce-
ment will be tough. Smoking in all
government buildings was banned in
2007, but most government offices
are still smoke-filled warrens.

DO8 (estimate)

A man smokes a
waterpipeina
coffee shop in
Cairo’s Khan
el-Khalili market

Dr. Attia said the Alexandria
Governorate and the Ministry of
Justice are on board, and ministry
officials expect better results.
“There’s more focus and awareness
in the government and in society in
general about the dangers,” he says.

Apart from the health risks,
smoking here is a drag on income
already strained by inflation and
high joblessness. The World Lung

To a Western visitor, Cairo
can resemble an Islamic
version of the TV show
‘Mad Men’—a place where
even doctors commonly
smoke on the job.

Foundation estimates that the aver-
age smoker here spends more than
15% of monthly income on tobacco.

By pushing prices out of reach,
authorities hope to force people to
quit, and eventually save some cash.
The new taxes have boosted the cost
of Cleopatra, the cheapest local
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brand, to 75 cents a pack from about
50 cents. Marlboro imports now
cost nearly $2, up from $1.50.

Compared with prices in the U.S.
and Europe, that is still extremely
cheap. But it is a significant cost in
a country where the average citizen
makes less than $500 a month. Min-
istry of Health officials say the in-
creased tax revenue will be funneled
into the national health-care system.

Ahmed Yassin, who sells chips,
candy, soda and cigarettes from his
roadside kiosk in the Giza district,
home to Cairo’s famous pyramids,
said he has already noticed a change
in buying habits. A Marlboro supply
truck stops by three times per week.
He used to restock each time. Now,
he only needs to replenish his sup-
ply once a week.

Despite the loss of income, Mr.
Yassin, a devout nonsmoker, ap-
plauds the new taxes. “It’s a good
thing,” he says. “My income will be
there either way. If it’s not ciga-
rettes, it will be chips and sodas.”

Emad Hamdy, an employee at a
Toyota dealership, defiantly says he
is keeping up his habit. But he
knows not everyone will be able to
shrug off the taxes.

“I'm still able to afford it. But
someone smoking Cleopatra, that
price change could hurt a lot,” he
said.

In Alexandria, which has a popu-
lation of about four million, authori-
ties say they are serious about a to-
tal indoor-smoking ban that takes
effect in September. Violators will
be subject to fine of about $9, a
princely sum there.

The indoor-smoking ban will
eventually be expanded to other
Egyptian cities, said Dr. Attia at the
Ministry of Health, who added that
he hopes to have it in place in every
city within four years.

Back in Cairo, at the First Coffee
Shop in Giza, customers puff con-
tentedly on midday water pipes.
Coffee Shop employee Nader Morsi
says the café hasn’t raised its prices
because it is relying on its old stock
of sticky molasses- and apple-fla-
vored tobacco.

However, the regulars can expect
to pay double in the future, and that
might mean gut-wrenching deci-
sions for some of his customers, he
says. “There are people,” Mr. Morsi
says, “who won’t be able to sleep
without their smoke.”

Potash rejects $38.6 billion takeover bid by BHP Billiton

Continued from first page
curity. The government hasn’t de-
fined what “national security” is,
but it has resisted invoking that au-
thority with regard to recent oil in-
vestments by China.

Tuesday, Canadian Prime Minis-
ter Stephen Harper said the govern-
ment would review any transaction
but otherwise declined to comment
on the takeover approach.

As the world’s largest mining
company, BHP Billiton has remained
unbowed by a costly and ultimately
unsuccessful acquisition attempt of
Australian mining giant Rio Tinto
in 2008.

For BHP’s chief executive, South
African Marius Kloppers, a play for
Potash fits into a broader theme of
economic development, particularly

in China and India.

“World GDP and GDP develop-
ment is being driven by...new people
entering the modern industrial
age...by massive urbanization pro-
cesses,” Mr. Kloppers said during an
interview in 2008, as he sought to
cinch a $150 billion bid for Rio
Tinto. This, he said, is “having a
huge knock-on effect in demand for
our products.”

For Mr. Kloppers’s approach to
pay off, fertilizer prices will need to
increase significantly in the years
ahead, perhaps 40% to 50% more
from current levels, according to
Tony Robson, an analyst at BMO
Capital Markets. A deal would also
represent a significant shift for BHP
Billiton, which specializes in miner-
als and metals and has only limited

experience with customers who buy
potash.

There are certainly plenty of rea-
sons to believe the world needs
more fertilizer. Between 2000 and
2050, the world is projected to add
57 million people a year annually on
average, leading to an expected glo-
bal population of 8.9 billion by
2050, according to the United Na-
tions. Rising incomes in growing
economies will also push up demand
for diverse diets, and fertilizer is a
clear way to increase production.

Potash is often found a mile un-
derground and is energy-intensive
to produce. Developing potash
mines is so costly and time-consum-
ing that supplies tend to grow
slowly. BHP has been trying to
build its own potash mines from

scratch in recent years, acquiring
exploration rights in Saskatchewan.

BHP is expecting China, India and
other rapidly growing nations to put
a premium on producing more of
their own food to gain independence
from foreign suppliers. This can be
critical to preventing civil unrest, as
the world learned in 2008, when a
sharp rise in the cost of food kicked
off riots around the world. This
summer’s scare over wheat supplies
amid a Russian drought provided a
vivid reminder, too.

“It’s just a bet that food is going
to continue to be precious,,” said
Emerson Nafziger, a professor of
agronomy at the University of Illi-
nois at Urbana-Champaign.
—Robert Guy Matthews and Phred
Dvorak contributed to this article.

Rising from the ashes

BHP Billiton offered $130 per share,
a 16% premium over Potash'’s
Monday closing price.

Per-share offer

120

Potash
share price

Source: WSJ Market Data Group
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U.K. inflation edges lower,

but still tops its target rate

By NicHoLAS WINNING
AND LAURENCE NORMAN

LONDON—U.K. inflation slowed
in July, but not by enough to pre-
vent Bank of England Governor
Mervyn King from having to write
another open letter to the govern-
ment explaining the above-target
rate of price growth.

The Office for National Statistics
said Tuesday that the U.K.’s annual
inflation rate dropped to 3.1% in July
from 3.2% in June—in line with
economists’ expectations. On a
monthly basis, the consumer price
index fell 0.2% in July after rising
0.1% in June.

In his letter to the government,
Mr. King said there was a “signifi-
cant probability” he would need to
write further explanatory letters in
coming months as inflation is ex-
pected to remain above the 2% tar-
get until the end of 2011. However,
he also said that over the medium
term, inflation would be close to or
below target because of the spare
capacity in the economy.

UK. inflation remains much
higher than in the U.S. and euro
zone, but economists said there was
little risk the BOE would threaten
the economic recovery by tightening
policy in the near term.

“With fiscal austerity set to
weigh on activity and medium-term
inflation pressures, we continue to
doubt that the BOE will look to
tighten monetary policy before [the
second half of] 2011,” said James
Knightley, an economist at ING NV.

The U.K. statistics office said the
main downward pressure on infla-
tion in July came from prices for
clothing and footwear, as well as
furniture, household equipment and
maintenance. The main upward
pressures were from transportation
and a sharp rise in the prices of food
and nonalcoholic beverages.

However, core inflation—which
excludes volatile energy, food, alco-
hol and tobacco prices—slowed to
2.6% in July from a year earlier,
compared with 3.1% in June. That’s
the lowest level since November.

Earlier this month, the BOE kept

Agence France-Presse/Getty Images
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its benchmark interest rate at a re-
cord low of 0.5% and left its bond-
buying program unchanged at £200
billion ($313 billion).

The BOE chief is obliged to write
to the chancellor of the exchequer

Chancellor of the Exchequer George Osborne arrives to give a speech in London
on Tuesday. Mr. Osborne said he is cautiously optimistic about the economy.

every three months that annual in-
flation is more than one percentage
point above or below the central
bank’s 2% target.

“We stand ready either to expand
or reduce the extent of monetary
stimulus as needed,” Mr. King said
in his latest letter. In response,
Chancellor of the Exchequer George
Osborne said, “I welcome the Com-
mittee’s flexibility and commitment
to move policy in either direction
depending on how the outlook
evolves.” In a speech later Tuesday,
Mr. Osborne said he was cautiously
optimistic about the economy and
stressed that the government
wouldn’t budge from its tough fiscal
consolidation plan.

Separately, a twice-yearly survey
by Lloyds TSB Commercial Wednes-
day showed that U.K. business confi-
dence has risen to its highest level
since 2007 thanks to increased opti-
mism on export growth.

The balance of companies with a
positive outlook rose to 18 in June
from 16 in the previous. The balance
is the difference between the per-
centage of respondents with a posi-
tive outlook and those with a nega-
tive outlook. In December 2008, the
survey recorded its lowest net bal-
ance of -32. The renewed business
confidence is being driven by the
promise of growing exports, the sur-
vey found, with 42% of the 2,300
companies surveyed expecting a rise
in foreign sales as a result of the re-
bound in world demand and a sus-
tained fall in sterling.

The optimism surrounding over-
seas sales comes as UK. Prime Min-
ister David Cameron places in-
creased emphasis on export growth
and the rebalancing of the economy
as a central policy goal for the
government.

—Ainsley Thomson
contributed to this article.

German

By GEOFFREY T. SMITH

MANNHEIM, Germany—Expecta-
tions for Germany’s economy fell in
August, according to a closely
watched survey published Tuesday
by the ZEW economic research in-
stitute.

ZEW said its economic expecta-
tions index fell to 14 in August, from
21.2 points in July. The outcome was
well below economists’ forecasts of
an unchanged reading.

The euro was little changed after
the data.

“The current decrease of the
economic sentiment indicates that
the enormous growth observed in
the second quarter is unlikely to
continue,” ZEW said.

The think tank said that the ex-
port-heavy structure of the German
economy leaves it exposed to a
slowdown in the global economy,
where evidence of weakness

investor morale declines

mounted in recent weeks, especially
in the U.S. and China, which account
for nearly half of global economic
output.

However, senior researcher Peter
Westerheide said the indicator still
suggests modest growth in the sec-
ond half, consistent with growth of
3% or more for the full year.

Tuesday’s report is in line with
other forecasts showing that Ger-
many, the largest economy in Eu-
rope, will slow down in the second
half of the year after posting its
fastest rate of growth in 20 years in
the second quarter.

The Federal Statistics Office
Destatis reported on Friday that
German gross domestic product,
which measures the total value of
goods and services in an economy,
grew by 2.2% in the second quarter,
fueled by a boom in export orders,
and also supported by business in-
vestment.

The extremely buoyant spring
and summer were reflected in the
strongest-ever monthly rise in the
subindex that tracks current condi-
tions. This rose to 44.3 from 14.6 in
July.

“German GDP should post a very
healthy expansion of at least 3% this
year, thanks to a surge in exports,”
Jennifer McKeown, an analyst with
Capital Economics, said in a re-
search note. “But as global demand
growth slows further and consum-
ers remain reluctant to spend, the
recovery is likely to be fairly short-
lived.”

Separately, the European Central
Bank said the euro zone’s current-
account deficit narrowed slightly in
June amid a rise in exports. The
current account deficit fell to €4.6
billion ($5.9 billion) from a €74 bil-
lion deficit in May, as exports rose
1.4% from May to €134 billion.

Over the 12 months to the end of

Slowdown ahead

Germany'’s red-hot economic
growth is expected to fizzle
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June, the cumulative current-ac-

count deficit was €45.1 billion, or
some 0.5%, of euro-zone GDP.

—Andrea Thomas

contributed to this article.

Irish ease
worries on
successful
bond sale

By NEIL SHAH

Ireland pulled off an impressive
performance on Tuesday, selling the
maximum intended €1.5 billion ($1.9
billion) of bonds in a sale that was
closely watched for signs of trouble,
given resurfacing worries about fi-
nancial problems in the euro zone.

Signaling the confidence that in-
vestors still have in Ireland, the
country sold €500 million of bonds
maturing in 2014, paying an average
interest rate of 3.627%.

Investor demand was more than
five times the amount of new bonds
on offer. That compares with a “bid-
to-offer” ratio of only three times in
May, when Ireland last sold a simi-
lar bond, then at a yield of 3.11%.

Ireland’s sale of 10-year bonds
was arguably even more impressive:
The average interest rate paid was
5.386%, lower than the 5.537% paid
in an auction last month, and the
yield fell after the sale, underscor-
ing the solid demand.

Despite growing fears that Ire-
land might turn into the next Greece
as the euro zone’s fiscal crisis drags
on and one of its biggest banks taps
the government for more aid, Ire-
land again has proved the strength
of its financial position. As many
analysts have noted, it is nearly
done with its funding activities for
the year, which puts it in a better
position than Spain.

Despite growing fears that
Ireland might turn into the
next Greece, the country
again proved its strength.

Markets responded positively.

After the sale, prices of Irish
bonds rose further, pushing the
yield on the 10-year Irish bond
down to 5.34% from 5.41% on Mon-
day.

The premium over German
bonds, a key measure of risk, fell
sharply, to 2.97 percentage point,
from 3.09 percentage point on Mon-
day. Credit-default swaps tied to
Ireland also rallied, along with oth-
ers in the euro zone, and the euro
strengthened.

Ireland’s sale saw “solid de-
mand,” noted Brian Devine, an econ-
omist at NCB Stockbrokers in Dub-
lin. “Market positioning rather than
new news was driving the perform-
ance” of Irish bonds and pushing
prices lower ahead of the auction,
he said.

Elsewhere, Spain and Hungary
sold more Treasury bills than
planned at lower yields than at pre-
vious sales, while Belgium’s short-
term debt sale also eased through.
Bid-to-coverage ratios for all sales
signaled strong investor interest.

Both Spain and Belgium are part
of the euro zone. Hungary, which
isn’t, has had to turn to the Inter-
national Monetary Fund for help in
2008 but its recent talks with the
joint delegation of the IMF/Euro-
pean Union came to an abrupt halt
mid-July as Hungary refused to take
further austerity steps.

—Emese Bartha
contributed to this article.
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France set to deport foreign Gypsies

By SEBASTIAN MOFFETT
AND MAX COLCHESTER

PARIS—France is preparing to
deport hundreds of foreign Gypsies
as part of a drive to clamp down on
law-breaking by Roma, Interior Min-
ister Brice Hortefeux said Tuesday.

The deportations, scheduled to
start Thursday, follow the disman-
tling of 51 illegal camps—set up by
Roma of eastern origin and by other
Gypsies, some of them French citi-
zens—over the past three weeks.
Around 700 of the people expelled
from their camps will be flown
home to Central and Eastern Eu-
rope, he said.

“We are not stigmatizing a com-
munity, but making people respect
the law,” Mr. Hortefeux said in a
speech in Toulon, southern France.

Around 15,000 Gypsies in France
are Roma from Eastern Europe, in
particular Romania. Because the Eu-
ropean Union guarantees freedom of
movement, they can travel to
France—but can settle there only if
they can support themselves. After
three months in France, they must
leave unless they can prove that
they are working or studying and
that they have sufficient funds and
health care.

The French government is inter-
viewing the Roma to determine
where they are from, and plans to
put those who can’t legally remain
in France on flights home. It is of-
fering them €300 (about $390) per
adult and €100 per child as “aid for
a humanitarian return.” To prevent
them from coming back and claim-
ing the payments again, the govern-
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A Roma family on Tuesday at their makeshift shelter, built after French police seized their trailer two weeks ago from an illegal camp in Roubaix, northern France.

ment plans to collect biometric data
on those who are deported.

Officials at the Romanian Em-
bassy in Paris couldn’t immediately
be reached to comment.

Dismantling the illegal camps is
part of a wider law-and-order push
by President Nicolas Sarkozy follow-
ing a number of skirmishes this
summer. The campaign has led to
charges that he is engaging in a cyn-
ical populist ploy to distract from a
number of political setbacks.

Mr. Sarkozy’s ruling UMP party
did badly in regional elections in
March. In July, a prosecutor
launched a probe into links between
Mr. Sarkozy and Liliane Bettencourt,
heiress to the founder of French
cosmetics group L’Oréal SA. Mr.
Sarkozy denied that Ms. Bettencourt
had illegally financed his 2007 pres-
idential election campaign—but he
was hurt by the perception of links
to Europe’s richest woman, who has
also admitted evading taxes. And al-
though France’s economy improved,
growing 0.6% in the second quarter,
the latest unemployment figure re-

mained stubbornly high at 9.5%.

In July, after police in Saint-Aig-
nan, in central France, shot dead a
22-year-old Gypsy for failing to stop
at a roadblock, Gypsies armed with
hatchets and iron bars felled trees
and traffic lights, torched cars and
attacked a bakery and a police sta-
tion.

Two weeks later, on July 28, Mr.
Sarkozy said the government would
dismantle illegal sites used by Gyp-
sies. He also proposed stripping
French citizenship from people of
foreign origin who were convicted
of trying to kill police or other pub-
lic officials. Separately, a member of
Mr. Sarkozy’s ruling UMP party has
proposed that parents of delinquent
children be imprisoned for up to
two years.

The campaign has played well in
opinion polls. Mr. Sarkozy’s ap-
proval rating was up two percentage
points at 34% in early August, ac-
cording to pollster CSA. In a sepa-
rate survey, 80% of respondents said
they were in favor of the proposal
to strip people of French nationality

if they were convicted of attempts
on the lives of French officials,
while 79% agreed with dismantling
illegal Gypsy camps.

Mr. Sarkozy launched the law-
and-order drive “to hide his political
weakness,” said Daniel Cohn-Bendlit,
co-leader of the European Parlia-
ment’s Green grouping, in an inter-
view in Monday’s Le Monde news-
paper.

The moves could backfire if the
French public tires of Mr. Sarkozy’s
harsh tone. One UMP lawmaker,
Jean-Pierre Grand, described the
Gypsy expulsions as rafles, a French
word for “roundup.” The word is as-
sociated with the World War II
roundup of Jews by French police
on behalf of the occupying Nazis.

Immigration Minister Eric Bes-
son, also of the UMP, said the com-
parison was unfair. “People are in-
terviewed, their identity is verified
and we offer them money to go back
to their country of origin,” he told
radio station RTL on Tuesday. “I
would like someone to explain the
link with the roundups of World

War I1.”

The issue is complicated by a
lack of reliable information about
the various Gypsy groups. Many of
those whose campsites have been
closed are French, sometimes de-
scended from Roma, a distinctive
ethnic group. Since 1990, larger
French municipalities have been
obliged to provide them with camp-
sites equipped with electricity and
water supply.

However, some cities don’t pro-
vide adequate accommodation, the
Gypsies say. Last weekend Gypsies
blocked a bridge in Bordeaux after
they were refused the right to settle
on a local sports field. Spokesmen
for the group said two other options
offered to them weren’t suitable.

The decision to shut down camps
and expel Gypsies who aren’t French
citizens is the first time the French
government has pursued such a
hard-line policy, says Robert
Kushen, executive director of the
European Roma Rights Center. “It’s
a very draconian measure,” he says.
“It’s not going to solve much.”

Bulgaria wants more

By NICK SKREKAS
Anp Tom Mubp

VARNA, Bulgaria—For decades
the beach holiday of choice for stu-
dents and budget package tours,
Bulgaria still struggles to get higher
up the quality ladder.

Bulgaria’s tourism sector ac-
counts for 8.7% of gross domestic
product in this former Soviet bloc
country. But people in the industry
complain about the heavy depen-
dence on all-inclusive mega resorts,
an underdeveloped service mentality
among employees and a rundown in-
frastructure.

The past 10 years have seen
plenty of talk about Bulgaria’s value-
added tourism centered on hunting,
golf, skiing, nature and cultural at-
tractions, but mass tourism is likely
to remain the staple because other

forms of tourism are hamstrung by
a lack of state organization, poor
management of cultural sites and a
lack of marketing.

Juergen Buettner, a German re-
tiree who lives in Plovdiv, Bulgaria’s
second-largest city after the capital,
Sofia, complained of his difficulty in
finding “anyone who speaks a sem-
blance of English, let alone German,
even though they supposedly have
degrees in tourism and languages.”

“The country is still not able to
take advantage in full of its natural
gifts,” he said.

Finding experienced, multilingual
staff is still difficult, said Sonya
Alexieva, associate professor at the
New Bulgarian University and an au-
thority on the country’s tourist in-
dustry. Value-added tourism will re-
quire even further skills, she said.

“Introducing quality standards

tourists

for specialized tourism is particu-
larly important as it is going to help
Bulgaria diversify its tourism,” Ms.
Alexieva said.

A total of 2.1 million tourists vis-
ited the Eastern European country
in the first half of 2010, an increase
of 1.9% from the year-earlier period.
But nine out of 10 visitors come dur-
ing the summer, something Prime
Minister Boyko Borisov is hoping to
change.

Last week, Mr. Borisov ordered
his ministers to develop a strategy
for developing cultural tourism after
archaeologists found what are be-
lieved to be relics of John the Bap-
tist in the Black Sea town of Sozo-
pol.

Other signs of action are popping
up. In Sofia, long-neglected neoclas-
sical buildings are getting a facelift
similar to the one that rejuvenated
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Shoppers are reflected in a mirror at a street stall in Sofia.

Prague in the 1990s.

A 290-kilometer, €3 billion ($3.85
billion) high-speed rail line will con-
nect Sofia with Plovdiv and the city
of Burgas on the Black Sea. Comple-

tion is set for 2012.

Meanwhile, budget airline Rya-
nair Holdings PLC will begin twice-
weekly scheduled flights from Lon-
don to Plovdiv.
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Pentagon suspends key

missile-defense contract

By NATHAN HODGE

A top Pentagon official has said
he is withholding a contract from
Lockheed Martin Corp. over con-
cerns about reliability problems
with a missile interceptor that is a
centerpiece of the Obama adminis-
tration’s missile-defense strategy.

Lt. Gen. Patrick O’Reilly, the di-
rector of the Missile Defense Agency,
told reporters on Tuesday that a
safety switch on the missile had
failed qualification testing, forcing a
delay in fielding the system, called
Terminal High Altitude Area De-
fense, or THAAD. The switch is sup-
posed to prevent accidental launch.

Production of the missile, Gen.
O’Reilly said, is “badly needed” so
the Army’s first THAAD unit, sta-
tioned at Fort Bliss, Texas, can fully
train on its equipment.

But he said he would not approve
a $400 million-plus production con-
tract unless the company fixed the
flaws and the safety device passed

new qualification tests within the
next 30 days.

“I am holding their [the contrac-
tor’s] feet to the fire,” Gen. O’Reilly
said. “I will not move forward until
they satisfy all the quality require-
ments and all the production start-
up requirements.”

According to Gen. O’Reilly, Lock-
heed offered a warranty over the
part, called an optical block switch.
If production is approved and new
problems are discovered, the com-
pany will be liable for any extra
costs stemming from production de-
lays, he said.

Lockheed did not directly com-
ment on the general’s statement
about the warranty. In a statement,
Lockheed spokeswoman Cheryl Am-
erine said the company “is working
closely with the MDA to complete
qualification testing of an optical
block switch for the THAAD inter-
ceptor. We are confident a solution
is in place that will allow production
to begin next month.”

Along with Raytheon’s ship-
launched Standard Missile-3, THAAD
is a key piece of a strategy that calls
for defending forward-deployed U.S.
forces and allied nations against
short- and medium-range missiles
from North Korea and Iran. The sys-
tem, which includes a truck-
mounted launcher, interceptors, X-
band radar and fire-control systems,
is supposed to be capable of shoot-
ing down ballistic missiles both in-
side and just outside the atmo-
sphere. It is also rapidly deployable.
Gen. O’Reilly said it could be air-
lifted on short notice to defend a
city-sized area.

“These are defensive systems,
and if the missile fails, you have very
little time to put a second missile up
there,” Gen. O’Reilly said. “And be-
cause of the nature of the systems,
quality has to be extremely high.”

The system is also the subject of
government-to-government negotia-
tions between the United States and
the United Arab Emirates. The Per-
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Lt. Gen. Patrick O'Reilly, director of the Missile Defense Agency, on Capitol Hill.

sian Gulf state wants to be the first
foreign buyer to acquire THAAD, and
Gen. O’Reilly said his counterparts in
the UAE had been fully informed
about the technical delays.

Investment in THAAD is part of
an emphasis on what Secretary of
Defense Robert Gates has termed
“our most capable theater missile
defense systems.” But the military
has not entirely shed its interest in
more technologically ambitious mis-
sile defenses.

Gen. O’Reilly said the Missile De-

fense Agency was planning a test
Tuesday night of the Airborne Laser
test platform, a high-powered chem-
ical laser aboard a modified Boeing
747. In February, the aircraft suc-
cessfully shot down a short-range
missile in a test off the coast of Cali-
fornia.

Tuesday night’s test is supposed
to be much more challenging. While
the exact range is classified, Gen.
O’Reilly said the flying laser would
be firing at a target over 100 miles
away.
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Safety warning
preceded rig blast

By BEN CASSELMAN

Weeks before the Deepwater Ho-
rizon drilling rig exploded in the
Gulf of Mexico, the crew was
warned not to let down its guard in
a sternly worded memo from the
rig’s owner.

“Do not be complacent...Remain
focused on well control,” drilling
company Transocean Ltd. wrote in
a 10-page “operations advisory” on
April 5.

The memo was prompted by a
frightening spectacle on another
Transocean drilling rig two days be-
fore Christmas the previous year.
Workers aboard the drilling rig
Sedco 711, operating in Britain’s
North Sea, heard a loud noise and
looked up to see dark liquid shoot-
ing out of the well and spraying
across the deck.

As the rig’s drillers tried to bring
the well under control, co-workers
scrambled to lifeboats and prepared
to evacuate, according to internal
Transocean documents reviewed by
The Wall Street Journal. Explosive
gas began to surround the rig.

Workers managed to regain con-
trol of the well before the gas ig-
nited, and no one was injured. Envi-
ronmental damage was
minimal—just three barrels of heavy
drilling fluid spilled overboard.

But executives from Transocean,
the Swiss-based contractor that
owned the rig, were sufficiently
concerned by the near miss that
they held conference calls with
managers aboard the company’s
fleet of nearly 150 rigs to discuss
the lessons from the incident and is-
sued two operations advisory
memos.

The bottom line: Workers on the
North Sea rig put too much faith in
tests that showed the well was se-
cure and stopped watching for signs
of trouble.

Later that month, the Deepwater
Horizon explosion killed 11 workers
and set off the worst offshore oil

spill in U.S. history. Investigators
looking into the disaster are probing
how workers from Transocean and
BP PLC, which owned the well,
could have missed signals that the
well was in trouble.

One possibility, according to ex-
perts and public testimony from rig
workers, is that some members of
the Deepwater Horizon crew, like
the workers in the North Sea, let
their guard down after running
tests.

Workers aboard the Deepwater
Horizon likely believed tests had
shown the well was secure, said
John Rogers Smith, a petroleum-en-
gineering professor at Louisiana
State University who was hired by
federal investigators to study what
happened on the Deepwater Hori-
zon. “They think they’ve already
proven that the well is safe,” he
said.

A Transocean spokesman said
the memos illustrate its commit-
ment to safety and denied that its
workers on the Deepwater Horizon
were inattentive.

Investigators are still trying to
determine what caused the Deepwa-
ter Horizon disaster and who is to
blame.

BP has said Transocean failed to
control the well, while Transocean
has said it was following BP’s in-
structions and that BP had final re-
sponsibility for decisions.

Experts have questioned whether
the Deepwater Horizon’s workers
were sufficiently vigilant. Workers
on that rig, too, were removing
heavy mud when the well they were
drilling went out of control. They
had sealed off the well with cement
and had run a series of tests that
they believed showed the well was
secure.

Workers on the Deepwater Hori-
zon have testified before federal in-
vestigators that they believed their
work was done.

—Russell Gold
contributed to this article.
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Geithner sees mortgage role for U.S.
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By Nick TIMIRAOS

The U.S. government will likely
continue to play a role in guarantee-
ing mortgages, but policy makers
must design a system that doesn’t
lead to a rerun of the collapse of
mortgage-finance giants Fannie
Mae and Freddie Mac, Treasury
Secretary Timothy Geithner told a
housing summit Tuesday.

While the Obama administration
won’t put out a detailed proposal
until January, Tuesday’s sessions in
Washington offered clues about
where policy makers are headed.

Without some government back-
stop, Mr. Geithner said, “the risk is
that future recessions could be more
severe because the financial system
would not have the capital to sup-
port mortgage lending on an ade-
quate scale.” That could lead to big-
ger price declines and wealth
destruction, he said, pointing to the
recent crisis as proof.

The challenge facing policy mak-
ers and the industry, he said, “is to
make sure that any government
guarantee is priced to cover the risk
of losses, and structured to mini-
mize taxpayer exposure.”

The summit comes nearly two
years after the government took
control of Fannie and Freddie
through a legal process known as
conservatorship. So far, it has in-
jected $148 billion to keep the com-
panies afloat.

The debate over the future of the
companies promises to be heated,
with many critics calling on the gov-
ernment to end any subsidies for
mortgages to avoid larger taxpayer-
funded losses in the future.

Mr. Geithner called the effort to
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Treasury Secretary Timothy Geithner speaks Tuesday at the Conference on the Future of Housing Finance in Washington.

rebuild the U.S.’s broken housing-fi-
nance system a test for Washington,
and he called on Republicans and
Democrats to work together. “The
failures that produced the system
we have today were bipartisan. The
solution must be as well,” Mr. Geith-
ner said.

Fannie and Freddie failed, he
said, due to a “toxic combination” of
a perceived government guarantee
and ineffective oversight. While they
weren’t the sole causes of the hous-
ing bust, “they made the financial
crisis worse,” he said.

The problem facing policy mak-

ers: how to bring private capital
back to its traditional role in taking
credit risk on mortgages. Between
Fannie, Freddie and government
agencies such as the Federal Hous-
ing Administration, the U.S. backs
nearly nine in 10 new loans today.
“The government’s footprint in

the housing market needs to be
smaller than it is today,” said Shaun
Donovan, secretary of the Depart-
ment of Housing and Urban Develop-
ment.

Mr. Geithner called the debate
over how to remake the $10 trillion
mortgage market “one of the most
consequential and complicated eco-
nomic policy problems we face as a
country.” He said the administration
wouldn’t support any return of Fan-
nie and Freddie to their previous
role, “where they took market share
from private competitors while en-
joying the perception of government
support.”

Tuesday’s sessions promised to
be part college seminar and part po-
litical theater. They could help offer
the administration a shield against
partisan recriminations of foot-drag-
ging on the issue and could help
build broader support for the road
map that the White House has
promised to deliver by early next
year.

Mr. Geithner said it was a “myth”
to suggest that by delaying action on
Fannie and Freddie, the U.S. is run-
ning up a larger tab.

“There is nothing we can do to
decrease the significant losses Fan-
nie and Freddie incurred ahead of
this crisis. All we can do is to mini-
mize the risk that they get worse,”
said Mr. Geithner.

Panelists included capital mar-
kets veterans Lewis Ranieri, the co-
inventor of the mortgage-backed se-
curity, and Pacific Investment Man-
agement’s Bill Gross; the heads of
mortgage banking divisions at Wells
Fargo & Co. and Bank of America
Corp.; and leading academics and
economists.

Debate on mosque builds

By MICHAEL SAUL
AND PETER WALLSTEN

PHILADELPHIA—Politicians be-
yond New York City continued to
stake out positions Tuesday on the
controversy over plans to build an
Islamic center and mosque near the
site of the World Trade Center, but
divisions emerged within each polit-
ical party over what has become a
surprise issue in the 2010 elections.

Days after several Republican
congressional candidates and politi-
cal leaders began highlighting their
opposition to the mosque plan, sev-
eral prominent GOP figures ex-
pressed concern that the issue was a
distraction that risked alienating
some voters.

Divisions also emerged among
Democrats. In Pennsylvania’s closely
contested Senate race, the Demo-
cratic candidate, Rep. Joe Sestak,
appeared with New York Mayor
Michael Bloomberg and endorsed

the rights of project organizers to
construct the Islamic center at its
proposed location.

Mr. Sestak’s position put him in
line with President Barack Obama
but left him at odds with several
other candidates in his own party,
including Senate Majority Leader
Harry Reid, who on Monday an-
nounced his opposition to the
mosque being built near the de-
stroyed towers in Manhattan.

The issue dominated a news con-
ference Tuesday in which Mr.
Bloomberg endorsed Mr. Sestak’s
Senate bid. Mr. Sestak, who had won
the Democratic nomination over the
opposition of Senate leaders and the
White House, appeared pleased to
once again highlight a difference be-
tween himself and Mr. Reid.

“I'm proud to be endorsed by
someone who speaks what he be-
lieves ... and speaks about the princi-
ples and the ideals and the constitu-
tional rights of America,” he said.

The discussions within each
party underscored how the mosque
debate has emerged as a national
political flashpoint in the wake of
Mr. Obama’s initial comments at a
Ramadan dinner Friday in which he
seemed to fully back the project. The
president over the weekend ap-
peared to step back, saying he was
defending religious freedom, not
commenting on the project

The president “injected some-
thing into the debate that everyone
has to take a stand on,” said Demo-
cratic pollster David Beattie. “It’s
something that I would rather my
campaigns not have had to comment
on, but the president has the right
and responsibility to talk about the
things that he thinks should be ad-
dressed.”

White House officials have tried
to explain Mr. Obama’s position
since Saturday. On Tuesday, spokes-
man Bill Burton told reporters the
president “feels completely fine”
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People walk by 45 Park Place in New York City, the mosque’s proposed site.

that Mr. Reid might disagree with
him on the issue. He said the
mosque wasn’t “something that the
president viewed through a political
lens.”

Still, the issue has surged to the
forefront this week in a number of
political battlegrounds, fueled in
part by leading conservatives such
as former House Speaker Newt Ging-
rich, former Alaska Gov. Sarah Palin

and Minnesota Gov. Tim Pawlenty.
All are potential 2012 presidential
contenders who argue that the
mosque’s proximity to Ground Zero
is an affront to victims of 9/11.
“It’s about being sensitive, being
respectful and having good judg-
ment about not putting a mosque
within two blocks of Ground Zero,”
Mr. Pawlenty told Fox News Chan-
nel’s Sean Hannity Monday night.

Fed rules take aim at mortgage-lending abuses

By MEENA THIRUVENGADAM

The Federal Reserve unveiled a
slew of rules aimed at protecting
consumers from abusive lending
practices blamed for luring millions
into unaffordable home loans.

The rules, which will take effect
April 1, include a ban on yield-
spread premiums—controversial
payments that mortgage brokers

have historically received from lend-
ers in exchange for guiding consum-
ers toward mortgages with higher
interest rates.

“This will prevent loan origina-
tors from increasing their own com-
pensation by raising the consumers’
loan costs, such as by increasing the
interest rate or points,” the Fed said.

The ban will apply to both mort-
gage brokers and the companies em-

ploying them.

Loan originators will be able to
continue receiving compensation
based on a percentage of the loan
amount.

Since the financial crisis began,
the Fed has been criticized for fail-
ing to enact sufficiently stringent
mortgage-lending standards and for
moving too slowly in curbing the
practice of paying yield-spread pre-

miums.

The rules announced Monday
were being formulated long before
the overhaul of financial-sector reg-
ulation was passed last month.

That legislation included provi-
sions similar to the Fed’s ban on
yield-spread premiums but also cov-
ered some loan-origination practices
that the Fed’s rules don’t address.

The Fed also said it would re-

quire borrowers whose mortgages
are sold or transferred to be notified
of the changes.

In addition, it said it would re-
quire lenders to tell borrowers when
balloon payments or minimum-pay-
ment options could increase loan
amounts, and to disclose how pay-
ments could fluctuate for borrowers
who have adjustable- or step-rate
loans.
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Attack kills 46 Iraqis

at army recruitment site

By SAM DAGHER

BAGHDAD—A suicide bomber
killed at least 46 people and
wounded more than 60 others Tues-
day after detonating his explosives
amid a crowd of young men congre-
gating for the last day of an army-
recruitment drive in Baghdad, the
latest in a series of attacks targeting
Iraqi security forces.

Police checkpoints, patrols and
traffic cops have been targeted in
brazen attacks over the past month
in and around Baghdad, underscor-
ing the vulnerability of both the
Iragi government and its security
forces just weeks before the end of
the U.S. combat mission on Aug. 31.

The early morning carnage was
reminiscent of similar attacks
against army and police recruits in
2004 and 2005, during some of the
worst of Iraq’s postinvasion blood-
shed. Analysts said the latest attacks
appear to be a calculated message
from insurgents that they are still
capable of striking at will despite
the major blows dealt to their net-
works in recent years.

“The country has become like a
carcass,” said a man who gave his
name as Abu Hassan as he walked
under blazing sun to the city’s main
morgue to collect the body of a
nephew killed in the attack. “Every-
one wants a bite out of it,” he added.

The attack occurred on Midan
Square in historic Baghdad, where
hundreds of unemployed young men
have converged daily since the Aug.
7 start of an army recruitment drive.
Many have spent the night in the
square to hold their place in line.

According to security officers
and witnesses, a man strapped with
explosives passed through the con-
certina wire and army checkpoints
that ringed the square and then in-
filtrated a secure area in front of the
headquarters of the 43rd Brigade of
the Iraqi Army’s 11th Division, which
is barricaded with giant blast walls.

Shortly after 7 a.m., a brigadier
general started collecting the IDs of
assembled men preselected as candi-
dates. The bomber then cut through

Reuters

A woman mourns outside a Baghdad morgue after Tuesday’s suicide bombing.

the line and detonated his explo-
sives, according to witnesses. The
general was among the dead.

An official at Baghdad’s Medical
City, which includes the main
morgue, said at least 46 people were
killed and 62 wounded. Later, Mo-
hammed al-Askari, spokesman for
the Ministry of Defense, gave a toll
of 48 dead and 80 wounded.

The bloodshed comes after more
than five months of struggle among
Iraqi political leaders over forming
the next government, following

March polls. Prime Minister Nouri
al-Maliki’s caretaker government has
defended the security forces and has
blamed attacks on insurgents eager
to take advantage of Iraq’s political
wrangling and the imminent depar-
ture of U.S. fighting forces. But at a
meeting last week of Iraq’s top mili-
tary brass to discuss plans ahead of
the U.S. withdrawal, Mr. Maliki also
warned about partisanship and di-
vided loyalties inside the army.
—Munaf Ammar and Ben Lando
contributed to this article.

Australia’s Gillard says ‘end royal ties’

Associated Press

CANBERRA, Australia—Australia
should drop its ties to the British
monarchy after Queen Elizabeth II’s
reign, the prime minister said Tues-
day, raising the contentious issue of
a republic just days before tightly
contested national elections.
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Prime Minister Julia Gillard,
whose center-left Labor Party has
long held that the country should
dump the British monarch as its
head of state and become a republic,
said Australians have “deep affec-
tion” for Queen Elizabeth II but that
she should be Australia’s final mon-
arch.

“What I would like to see as
prime minister is that we work our
way through to an agreement on a
model for the republic,” Ms. Gillard
told reporters.

“I think the appropriate time for
this nation to move to be a republic
is when we see the monarch change.
Obviously I'm hoping for Queen
Elizabeth that she lives a long and
happy life, and having watched her
mother I think there’s every chance
that she will.”

The queen is 84, and her mother
lived to age 101.

Many Australians are British im-
migrants or descendants who feel
strong loyalty to the queen, but
many younger Australians view the
idea of a foreign royal being the

country’s highest power as anachro-
nistic. The British monarch is for-
mally Australia’s head of state, and
its representative, the governor gen-
eral, swears in the government and
signs legislation into law. Governing
power resides with the elected gov-
ernment.

Many members of the opposition
Liberal Party are monarchists, and
its leader, Tony Abbott, said he sees
no need to change the status quo.

“I think that our existing consti-
tutional arrangements have worked
well in the past and I see no reason
whatsoever why they can’t continue
to work well in the future,” Mr. Ab-
bott told the National Press Club. “I
am far from certain—at least in our
lifetimes—that there is likely to be
any significant change.”

The comments by Ms. Gillard
and Mr. Abbott are likely to influ-
ence some voters ahead of Satur-
day’s election. Ms. Gillard’s party
wants to replace the governor gen-
eral with a president. Parliament
would retain its power, with the
president a largely symbolic figure.

Lebanon eases ban
on refugee workers

Associated Press

BEIRUT, Lebanon—Lebanon’s
Parliament passed a law on Tuesday
allowing the country’s Palestinian
refugees the right to work in the
same professions as other foreign-
ers, lifting a ban that has relegated
the refugees to only the most me-
nial jobs.

The bill was the most serious ef-
fort yet by Lebanon to transform its
policies toward the 400,000 refu-
gees, although Palestinian leaders in
Lebanon and human rights workers
say it is only a first step with signif-
icant stumbling blocks.

The Palestinians living in Leba-
non are isolated in their camps to a
higher degree than in any other
Arab country.

“I was born in Lebanon and I
have never known Palestine,” said
Ahmed al-Mehdawi, 45 years old, a
taxi driver who lives in the Ein el-
Hilweh refugee camp, which is noto-
rious for its lawlessness. “What we
want is to live like Lebanese. We are
human beings and we need civil
rights.”

Some 4.7 million Palestinian ref-
ugees—who fled or were driven
from their homes during the 1948
and 1967 Israeli-Arab wars—and
their descendants are scattered
across the Middle East. They live
mostly in the West Bank, Gaza, Leb-
anon, Jordan and Syria, according to
United Nations figures.

Their fate is one of the most
emotionally charged issues in the Is-
raeli-Palestinian peace process. Pal-
estinian negotiators have demanded
at least partial repatriation, but Is-
rael has refused, saying an influx of
refugees would dilute its Jewish ma-
jority and threaten the existence of
the state.

Unlike in neighboring Arab coun-
tries Syria and Jordan, where Pales-
tinians enjoy more rights, the refu-
gees in Lebanon live mostly on U.N.
agencies’ handouts and payments
from the rival Palestinian factions.
Those who do work are generally ei-
ther employed by the United Na-
tions Relief and Works Agency or as
laborers at menial jobs such as con-
struction.

Parliament lifted restrictions
that kept Palestinians almost en-
tirely out of the formal labor mar-
ket, although even with the vote
they are still subject to Lebanese la-
bor law like other foreign workers.

Lebanon’s National News agency
said the lawmakers amended a seg-
ment of the existing labor law that

dates back to 1946.

But the laws governing foreign
workers in Lebanon pose a unique
problem for Palestinians, who are
stateless.

Lebanese law restricts some pro-
fessions only to Lebanese, while
other professions—such as law,
medicine and engineering—require
the employees to be members in a
relevant syndicate. But most syndi-
cates say foreign membership de-
pends on reciprocity in their home
country, which effectively bars Pal-
estinians.

“If you’re a Palestinian born and
raised in Lebanon and your dream is
to become a doctor, you’re out of
luck,” said Nadim Houry, the Beirut
director at Human Rights Watch.

The bill was the most serious
effort yet by Lebanon to
transform its policies toward
its 400,000 Palestinian
refugees, though stumbling
blocks still remain.

Mr. Houry said Tuesday’s vote
was a welcome step, but more needs
to be done.

Ali Hamdan, an aide to Lebanon’s
parliament speaker, said Tuesday’s
vote will legalize much of the work
that many Palestinians already are
doing and open up positions in
fields such as insurance and bank-
ing.
“For the first time, Lebanon,
which is a small country, is trying to
solve a historic crisis for the Pales-
tinian refugees,” Mr. Hamdan said.

Beyond the legal restrictions on
them, Palestinians also face deep
prejudice from many Lebanese.

The bitterness dates back to the
early years of the Palestinian-Israeli
conflict when Lebanon was flooded
with tens of thousands of refugees,
upsetting its delicate religious and
sectarian balance.

The situation worsened when the
late Palestinian leader Yasser Arafat
moved his base here in 1970 after he
was expelled from Jordan in a
bloody crackdown because his
forces tried to form a rival govern-
ment.

Many Lebanese haven’t forgiven
Arafat’s fighters for attacking Israel
repeatedly from southern Lebanon,
giving Israel a pretext to attack vil-
lages and twice invade.

Agence France-Presse/Getty Images

Palestinians in the refugee camp of Beddawi, north of Beirut, on Tuesday.
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Slow Pakistan response hurts leader

The Pakistani government’s slow
response to the worst floods in de-
cades has further eroded President
Asif Ali Zardari’s standing in Islama-
bad’s power structure, said U.S. offi-
cials, entrenching perceptions of
him as an ineffectual leader and
frustrating American efforts to ex-
pand civilian control in a country
still dominated by the military.

By Adam Entous and Jay
Solomon in Washington and
Tom Wright in Islamabad

So slow was Mr. Zardari’s initial
response to the crisis, said these of-
ficials, that the White House’s point
man on Pakistan, Richard Hol-
brooke, twice called the Pakistani
leader in Europe to press him to
head home.

The floods are so far known to
have killed about 1,500 people and
affected about 20 million others.
The World Bank stepped in with a
$900 million loan from other proj-
ects as the United Nations warned
that the country wasn’t receiving
enough assistance. People have be-
gun to protest the lack of aid, espe-
cially in Punjab and Sindh provinces.

U.S. officials regarded the flood
as an opportunity for the civilian
government to respond quickly and
restore its flagging popularity with
Pakistanis. But Mr. Zardari’s absence
and the relative inaction of the civil-
ian government have only led to
more criticism being heaped on his
administration.

By contrast, Pakistan’s military
has been active in flood response,
with 60,000 troops involved in the
relief effort. That visibility has
helped deepen the impression many
Pakistanis have that the military is
the real power in Pakistan.

The country has been ruled by
military governments for more than
half the 63 years since its indepen-
dence, most recently for almost a
decade until 2008. The military con-
tinues to run many areas it has re-
cently taken over from Pakistani
Taliban militants—such as the Swat
Valley—saying the civilian govern-
ment in those regions is too weak to
assume control.

Gen. Ashfaq Kayani, the powerful
head of the Pakistan military, has
shown no signs of wanting to seize
power. But he remains an omnipres-
ent figure who earlier this year ap-
peared to lead a delegation of Paki-
stan ministers to a strategic
dialogue with the Obama adminis-
tration in Washington.

The U.S. believes a strong civil-
ian government would lead to a

Associated Press (2)

A Pakistani family make their way through flooded streets in Muzaffargarh, near Multan, Tuesday. The government’s

slow response to the worst floods in decades has further eroded support for President Asif Ali Zardari, above right.

more stable Pakistan and allow the
military to focus on attacking Tali-
ban militants on its border with Af-
ghanistan.

The Obama administration has
invested heavily in promoting Paki-
stan’s civilian government, pledging
$7.5 billion in aid to help it provide
basic services in order to counter Is-
lamist influences.

But instead of improving the
standing of the government, the
floods have confirmed the pre-emi-
nent role of military.

Mr. Zardari is increasingly seen
as a figurehead. Changes in Paki-
stan’s constitution have largely
shifted official power to Prime Min-
ister Yousuf Raza Gilani. But Mr.
Zardari still carries weight as head
of PPP, the largest party in parlia-
ment.

Even before the floods struck,
Mr. Zardari’s approval ratings had
been falling. A poll by the U.S.-based
Pew Research Center found that

only one in five Pakistanis viewed
him positively.

Mr. Holbrooke voiced frustration
last week that “international recog-
nition of this disaster hasn’t yet
been sufficient to its dimensions.”

Mr. Zardari’s 10-day absence dur-
ing flooding fueled protests at home
and struck a nerve in the Obama ad-
ministration as it sought to high-
light the importance of the crisis.

Islamic charities, some of which
have links to terrorist organizations,
are active in the flood zone, distrib-
uting aid and competing with the
Pakistani government for the popu-
lation’s goodwill, worrying some
U.S. officials.

Mr. Zardari was in France when
he got his first phone call from Mr.
Holbrooke, who urged the president
to fly back to Pakistan as soon as
possible to oversee the flood re-
sponse. Mr. Zardari was dismissive
of the idea, according to officials fa-
miliar with the conversation.

Mr. Holbrooke called for a sec-
ond time when Mr. Zardari was in
London. The Pakistani leader then
returned to Islamabad. But U.S. offi-
cials don’t know whether it was be-
cause of American pressure or the
protests Mr. Zardari faced while in
Europe. One expatriate Pakistani
threw a shoe at Mr. Zardari, accord-
ing to Pakistani media reports.

Mr. Zardari has defended his de-
cision to travel abroad, saying he
helped focus international attention
on the crisis.

A spokesman for Mr. Zardari said
the president had decided to go
ahead with the European visit in the
long-term interests of good rela-
tions with the U.K. and France. Re-
turning would have given him only
a short-term popularity boost, he
said.

U.S. officials are reluctant to
criticize the Pakistani government
publicly. “It’s a crisis; they need
support,” a senior U.S. official in the

Pakistan’s toll
M Dead: About 1,500

M Affected by flooding: 20 million
B Under water: A fifth of country

M Children at risk of disease: 3.5
million

M UN. appeal: $460 million, only
35% of which has been raised

W US. response: $75 million in aid
and the loan of 19 helicopters to
ferry aid

Source: United Nations

region said.

It took days for Pakistan to pres-
ent the U.S. with an initial list of
what supplies it needed.

“The delay is understandable be-
cause the Pakistani military couldn’t
get up in the air to do a thorough
assessment. The monsoon is con-
tinuing,” a U.S. defense official said.

U.S. Secretary of State Hillary
Clinton will be in New York Thurs-
day to attend a special U.N. session
on the floods in Pakistan. Washing-
ton has so far pledged $75 million in
aid, the most of any country, and
plans to send teams from the U.S.
Army Corps of Engineers to help
Pakistan make more detailed assess-
ments.

Deployment of U.S. military per-
sonnel is complicated by Islama-
bad’s insistence on minimizing the
U.S. footprint, officials said. “Every-
thing we’re doing is at the express
invitation of the government of Pak-
istan,” a defense official said.

South A

By PETER WONACOTT

JOHANNESBURG—South Africa’s
business community, which rarely
confronts the powerful ruling politi-
cal party, took aim at the African
National Congress-controlled gov-
ernment and proposals to clamp
down on the print media, saying
such efforts threatened to tarnish
the country’s image and undermine
a wave of investor interest after
hosting the World Cup.

“We just dispelled so many stu-
pid ideas about our country,” said
Bobby Godsell, chairman of Business
Leadership South Africa, a group
made up of chief executives of the
nation’s 80 largest companies. “Now

rica businesses slam media curbs

we’ve got people raising questions
about whether our government be-
lieves in press freedom,” he told re-
porters at a media briefing on Tues-
day.

Business Leadership South Africa
called press freedom “the lifeblood
of both markets and democracies.”
And while the group said the quality
of the country’s journalism needed
to improve, it criticized a proposed
parliamentary watchdog for the me-
dia and a separate bill that casts a
wide net over what information is
classified.

The comments from the business
group follow a statement Friday
from President Jacob Zuma, who
also leads the ANC. President Zuma

expressed support for steps to reel
in print media, including a tribunal
overseen by Parliament, which his
party controls.

“The media has put itself on the
pedestal of being the guardian,” he
said. “We therefore have the right to
ask, who is guarding the guardian?”

Proponents of a tribunal say
print media has veered into sensa-
tionalist and sometimes defamatory
coverage—with little or no correc-
tive punishment from an existing
press ombudsman for inaccurate
stories. Critics say that, in trying to
muzzle the press, the ANC is hoping
to conceal government corruption
and failures to deliver reliable elec-
tricity, drinkable water and paved

roads to the poor.

Newspapers have also dived into
the personal life of South Africa’s
polygamous president. Mr. Zuma ac-
knowledged this year he fathered a
20th child with a woman who wasn’t
one of his three wives. The disclo-
sure followed intensive press cover-
age.
In Friday’s statement, Mr. Zuma
said the media should allow the ANC
and the public the same constitu-
tional right to express views in favor
of a press tribunal.

“We will use our right to express
what we think. And we should not
be silenced by claims of ‘threats to
press freedom,”” Mr. Zuma said.
“Let the real debate begin.”

In wading into the debate, the
typically cautious business commu-
nity is taking a bold step—and one
that may not be without risk.

In South Africa, the ANC-domi-
nated government hovers over al-
most all areas of the economy. It
supports big state-owned compa-
nies, awards lucrative infrastructure
contracts and keeps scorecards on
how well companies comply with
“black empowerment” policies. But
the desire to “say something”
trumped any worries about govern-
ment repercussions for speaking
out, said Michael Spicer, chief exec-
utive of Business Leadership South
Africa. “Some may have felt we
waited too long,” he said.
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China’s military growth worries U.S.

By Apam ENTOUS

WASHINGTON—The Pentagon
voiced alarm over China’s military
buildup, saying it was expanding its
advantage over Taiwan and invest-
ing heavily in ballistic and cruise
missile capabilities that could one
day pose a challenge to U.S. domi-
nance in the western Pacific.

In its annual report to Congress
on Chinese military capabilities, the
Pentagon also cited China’s ad-
vances in electronic warfare. The
U.S. government has been the target
of cyber intrusions the report says
appear to have originated in China
and aimed to steal military secrets.
“These intrusions focused on exfil-
trating information, some of which
could be of strategic or military util-
ity,” the report said.

Though their two countries are
increasingly interlinked economi-
cally, ties between the U.S. military
and the People’s Liberation Army of
China have deteriorated since Janu-
ary, when the Obama administration
notified Congress of a plan to sell
Taiwan up to $6.4 billion in arms.

Defense Secretary Robert Gates
has appealed to the Chinese to re-
engage to reduce the risk of any mil-
itary miscommunications. But U.S.
officials say they have seen few
signs of a thaw.

Washington has long voiced
alarm over China’s military buildup
opposite Taiwan. In this year’s re-

Zuma Press

A Pentagon report highlighted a new antiship missile. Above, North China Sea Fleet soldiers parade on Aug. 1.

port, which was delayed from its
typical spring release, the Pentagon
said China’s military edge over Tai-
wan was continuing to “shift in the
mainland’s favor,” the main argu-
ment used by the Obama adminis-
tration in approving the arms deal.

A particular concern for the U.S.
is China’s development of an anti-
ship ballistic missile with a pro-

jected range of nearly 1,000 miles.
The missile is meant to give the PLA
the capability of attacking ships, in-
cluding aircraft carriers, in the
western Pacific, the report said.
Some experts say the missile
could herald the end of U.S. naval
domination. Others say the PLA has
yet to conduct any realistic tests of
the conventionally armed ballistic

missile and has no reliable way of
targeting U.S. carrier task forces
when they are at sea because China
doesn’t have enough low-earth-orbit
reconnaissance satellites.

A senior defense official called
the antiship ballistic missile a “great
concern,” but added: “They still
have a long way to go.”

The new missile is part of what

the Pentagon described as “the most
active land-based ballistic and
cruise missile program in the
world.”

The report said China’s military
has established information-warfare
units to develop viruses to attack
computer systems of its adversaries
as well as tactics to protect its own
networks. The goal of the computer
attack tools, the report said, is “to
deny an adversary access to infor-
mation essential to conduct combat
operations.” The ability to conduct
cyberattacks fits within China’s
broader goal of conducting asym-
metric warfare to exploit weak-
nesses in stronger enemies like the
U.S. By seeking to harvest huge vol-
umes of data from U.S. computer
networks and building up cyber-
warfare capabilities, China is posi-
tioning itself to leverage some of the
weak links in U.S. military systems.

The report referenced cyber in-
trusions it says appear to have orig-
inated within China. It is unclear
whether these were conducted by or
at the behest of the Chinese mili-
tary.

The Wall Street Journal reported
last year, and U.S. officials recently
acknowledged publicly, that the Pen-
tagon’s largest weapons program,
the Joint Strike Fighter, had been
infiltrated. Investigators believe at-
tackers in China were behind the ef-
fort to siphon off engineering de-
signs and other information.

Singapore’s growth
in exports eased in July

By GAURAV RAGHUVANSHI

Singapore’s exports grew less
than expected in July on a drop in
pharmaceuticals shipments, and an-
alysts say the slowdown will likely
continue into the rest of the year as
concerns over the global economy
linger and the benefits of a favorable
base of comparison wear off.

Nonoil domestic exports from
Singapore grew 18.2% from a year
earlier in July, slowing sharply from
a downwardly revised 28.5% expan-
sion in June, trade promotion
agency International Enterprise Sin-
gapore said. The growth pace was
also below the median forecast of
20% in a Dow Jones Newswires poll
of six economists.

“We could yet see more signifi-
cant moderation in exports growth
in the second half of this year. ... It
is likely the export recovery may
have reached a plateau in the first
half, and going forward the recovery
momentum will slow and even look
anemic for some months,” said Alvin
Liew, an economist at Standard
Chartered Bank.

Mr. Liew pointed to concerns
about the sustainability of the global
economy’s recovery, stubbornly high
unemployment in the U.S. and euro
zone, and lingering worries about a
possible Europe sovereign-debt cri-
sis possibly hurting global trade.

Measured in seasonally adjusted
terms, exports declined 3.9% from
June, steeper than the expected 2.7%
fall. The July reading marked the
third straight month of decline, a
fall that is sharper than the contrac-
tion of 0.1% in June and 0.3% in May.

While the export figures were
weaker than expected, many analysts
say the trend was largely expected.

“I wouldn’t be too upset with the

Weaker demand

Singapore’s non-oil exports,
change from previous year
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data as the series can be quite vola-
tile month to month. Markets have
been weighed in by weaker growth
data from the U.S. and Japan, but at
the same time exports from China,
South Korea and Taiwan held up
well,” said David Cohen, the director
of Asian economic forecasting at Ac-
tion Economics.

Exports to the U.S. rose 30.1%
from a year earlier, after staying flat
in June.

Shipments to the European Union
rose 26.1% after June’s 75.1% rise.
Exports to China grew 34.6% on
year, after gaining 38.3% in June.

Among sectors, electronics ex-
ports logged 25.7% growth on year,
slowing from 43.9% in June.

Nonelectronic shipments rose
14.1%, slower than 20.8% in June.
Pharmaceuticals fell 23.5% on year,
after rising 29.7% in June.

The extremely volatile pharma-
ceuticals exports will remain the
“wild card” for Singapore, magnify-
ing the peaks and troughs for trade
performance, Mr. Liew said.

BOJ sees no threat from yen

By MEGumM1 FuJikawA
AnD ToMOYUKI TACHIKAWA

TOKYO—Japan’s central bank
has come under a spotlight amid
speculation that it could act to slow
the surging yen, but people familiar
with its thinking say officials there
aren’t alarmed as much by the in-
crease and aren’t yet ready to move.

The Bank of Japan, however, is
ready to consider additional steps
should the currency climb further or
political pressure to act increases,
these people said. And while any
move the BOJ makes could have a
limited effect, analysts say the cen-
tral bank still has some tools to
counteract a sudden currency jump.

The currency’s climb to 15-year
highs has alarmed Japan’s govern-
ment, which worries that the stron-
ger currency could throttle a fragile
recovery by reducing exporters’
competitiveness and intensifying
deflation. The government last week
reiterated it will work closely with
the BOJ to fight the yen’s strength,
and BOJ Gov. Masaaki Shirakawa is-
sued a rare statement expressing
concern about volatility in the yen
and Japanese share prices.

The yen traded as low as 85.54
to the U.S. dollar in Asian trading
Tuesday amid reports that Japanese
Prime Minister Naoto Kan and Mr.
Shirakawa would meet to discuss
the currency’s strength. Last week
the U.S. dollar fell to 84.72 yen, the
lowest since July 1995.

The BOJ pre-empted a similar
meeting between Mr. Shirakawa and
Mr. Kan’s predecessor, Yukio
Hatoyama, in December by unveiling
a three-month emergency-loan pro-
gram amid pressure to curb the yen.

Scrutiny has turned to the BOJ
because Japan’s government—which
in past years has directly intervened
in currency markets—could face
some awkward moments if it moves.

Tokyo would have a hard time justi-
fying intervention when it has ex-
pressed its displeasure with China’s
bid to depress the yuan.

Japanese officials have ratcheted
up their rhetoric against the yen’s
relentless ascent. Finance Minister
Yoshihiko Noda threatened Thurs-
day to take “appropriate steps” in
the foreign exchange market—code
for yen-selling intervention. The
ministry, which runs Japan’s cur-
rency policy, hasn’t ordered the BOJ
to intervene since March 2004.

Even if the BOJ doesn’t act di-
rectly in currency markets, the cen-
tral bank could take steps to add li-
quidity to the market, which could
push down market rates, pressuring
the yen lower. One person familiar
with the situation said if political
pressure on the central bank to curb
the yen should rise, the BOJ might
have to take some additional steps.

Still, the BOJ considers the yen’s
recent gains relatively mild com-
pared with its sharp moves late last
year, said half-a-dozen people famil-
iar with the central bank’s thinking.
The threat to the overall econ-
omy—so far—appears limited, as
the yen’s rise hasn’t been exces-
sively fast or dealt a significant
blow to business sentiment, they
said. “The current yen appreciation
is different in terms of speed, sub-
stance and degree” from last year’s
surge, said one of the people. Still,
“it would be regarded as risky if
[the yen started to rise] rapidly and
in an erratic manner.”

For starters, the yen’s real,
trade-weighted exchange rate is sig-
nificantly weaker than when the
currency was at current levels
against the dollar 15 years ago,
given years of consumer price defla-
tion in Japan and a change in the
composition of its trading partners.

The potential limited effect also
plays a role. The yen’s rise is due

largely to the U.S. dollar’s drop,
driven by the U.S. Federal Reserve’s
super-loose monetary policy. That
policy would likely overpower any
effort by Japan to weaken the yen.

Few BOJ watchers expect the
central bank to take anything other
than token measures if it does act.

One possibility, would be to ex-
pand December’s emergency loans.
The BOJ initially set up a 10 trillion
yen (about $117 billion) facility, dou-
bling that in March. It offers three-
month loans at 0.1% with govern-
ment bonds and corporate debt as
collateral.

“Although it may not have real
effects on stimulating economic ac-
tivity, it would likely help push
down the Japanese currency by low-
ering longer term-fund rates” such
as interbank offered rates, said Mari
Iwashita, chief market economist at
Nikko Cordial Securities. She ex-
pects the BOJ to add a further 10
trillion yen to that program if either
the yen surges more or political
pressure intensifies.

Five of nine BOJ watchers in a
Dow Jones Newswires survey last
week forecast that the central bank
would loosen policy if the yen rises
further, either by increasing the
amount of cheap three-month loans
or extending their duration to six
months. A more aggressive step
would be for the BOJ to increase the
amount of Japanese government
bonds it buys outright from the cur-
rent pace of 1.8 trillion yen a
month, said Susumu Kato, chief Ja-
pan economist at Credit Agricole.

He expects the central bank to
increase the size of government-
bond buying operations to 2.6 tril-
lion yen a month in October. Doing
so would have a greater impact than
expanding the loan facility as it
would push down bond yields and
improve funding conditions for
banks.





