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Devastation spreads in Haiti

International aid groups
scrambled to deliver food,
medicine and other supplies
to Haiti, where the strongest
earthquake in more than two
centuries has toppled build-
ings and raised fears that
thousands are dead.

U.S. ships and disaster-re-
lief teams prepared to deploy
to the Caribbean nation, as a
range of governments, includ-
ing the UK., France and China
pledged relief, officials said.

United Nations workers
readied supply planes, and the
International Red Cross mobi-
lized emergency stocks kept in
the region.

The partial collapse of
communications and other in-
frastructure has hindered ef-
forts to assess the damage of
the magnitude-7 earthquake.
But terrifying reports, includ-
ing photos, of collapsed build-
ings and buried bodies have
heightened concern the de-
struction is extensive.

An estimated 1.8 million
people live within the area
where the magnitude-7 quake
was most intense, John Bell-
ini, a geophysicist at the
USGS, told The Wall Street
Journal.

“With a strong and shallow
earthquake like this in such a
populated area, it could really
cause substantial damage,” he
said.

B Aid workers are confronted
with a rising death toll

Agence France-Presse/Getty Images
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6-7 Buildings in Port-au-Prince were reduced to rubble. The port itself collapsed, making it hard for large shipping vessels to dock
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Google clicks into China crisis

Industry executives and
analysts tried to gauge the po-
tential fallout from Google
Inc’s threat to walk away
from China.

The U.S. Internet-search
giant said Tuesday that it will
stop censoring its Chinese
search site, Google.cn, and
may withdraw from the coun-
try altogether.

Google’s threat to with-
draw from China over censor-
ship and cyberspying is a sign
of a growing willingness
among foreign companies and
governments to overturn the
conventional wisdom that has
defined decades of engage-
ment by the West: that China
is so big that it must be ac-
commodated.

While Google’s move isn’t
likely to be emulated by other
big foreign companies, its un-
expected defiance is certain to
fuel debate over business rela-
tions with China.
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Googles Beulng headquarters

Google revealed it had dis-
covered massive cyber attacks
against itself and numerous
other foreign companies that
it said emanated from China.
The company’s statement
jolted foreign businesses that
operate in the country and
prompted quick response from

human-rights advocates and
from U.S. Secretary of State
Hillary Clinton, who expressed
concerns over the allegations.

In addition to its search
service, which analysts say
has an audience of more than
40 million loyal users, Google
has a range of other business
initiatives and partnerships in
China that could be affected
by its decision.

The decision also affects
local competitors who could
benefit from any retreat.
Shares of Google’s biggest
Chinese rival, Baidu Inc.,
surged after the news.

The Google statement was
widely followed on China’s In-
ternet, and was initially
treated as a major story by lo-
cal Web sites until news por-
tals were ordered to play
down coverage of it.

H Google’s China dispute
upends business norms
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Well-trod path doesn’t lead to reform

BY PATIENCE WHEATCROFT

What do Tony
Blair and Robert
Rubin have in
common? Or
Arthur Levitt and
John Tiner? What
links Rachel Lomax and Lord
(Terry) Burns?

Banking is the answer, but
banking coupled with a prior
involvement in government or
regulation. Tony Blair—formerly
the U.K.s prime minister and first
lord of the Treasury, to give the
role its full title—is now a senior
adviser to J.P. Morgan. Robert
Rubin, a Goldman Sachs man
before he was appointed as
President Clinton’s Treasury
secretary, joined the board of
Citigroup after leaving the
administration.

Arthur Levitt was chairman of
the U.S. Securities and Exchange
Commission between 1993 and
2001, and, since last year, he has
been an adviser to Goldman
Sachs. The extraordinary links
between Goldman and the various
seats of power have been the
subject of much comment, but
there is no need for us to get
bogged down in “great vampire
squid” territory here, for
Goldman isn’t the only bank to
foster such links. Rachel Lomax is
on the board of HSBC, a role she
took on five months after stepping
down as deputy governor of the
Bank of England. Lord Burns went
on from being the top official in
the U.K. Treasury to chair Abbey,
a bank that was taken over by
Santander, where Lord Burns now
has a directorship.

These are but a few examples
of a common trend: Those who
have had powerful positions in the
public sector tend to move on to a
later, and often more lucrative,
role in banking. And it is easy to
argue that they should, for their
experience may well be beneficial
to the bank and thus its
shareholders. Yet there is concern
in some quarters that this well-

Agence France-Presse

Would ‘limited purpose’ banking be a step toward a wonderful life?

trod path may be proving a subtle
block to the reforms that many
want to see in the banking sector.
This is no reflection on those who
have made the transition from
ruling and regulating to banking
but on those who may wish to
follow. Might the thought of their
own futures lead to a reluctance
to alienate banks, and bankers too
much, now?

Appetite for serious debate
about how drastic bank
reform should be already
seems to be diminished

The question is being asked
because, despite much
pontificating about the need for
change, the banks have rapidly
returned to business as usual.
President Obama has said he
would like to collect a little more
of the cash that banks are raking
in and Alistair Darling, the U.K.’s
chancellor of the Exchequer, has
made a one-off grab related to
bonuses, supposed to encourage
banks to shore up their capital
rather than their staff’s finances
but a predictable failure in that
regard. It has, nevertheless, had
the serendipitous effect of
bringing in rather more for the
Treasury’s very needy offers than
had been anticipated.

But, despite the fact we have

been through a banking crisis that
threatened to decimate
economies, the pressure for
drastic reform seems to have
cooled. In the mind of the general
public, bankers remain public
enemy No. 1, an indiscriminate
condemnation of the entire breed
with no concern for the
distinction between the solid and
sound and those who run
gambling houses.

Ordinary people who must now
pay for the damage inflicted on
their economies will struggle to
understand why the banking
industry hasn’t been subject to
the most radical of reforms.

More informed voices suggest
reform is best not rushed but
carefully thought through: Knee
jerks can cause dangerous
dislocations. Yet appetite for
serious debate about how drastic
the reform should be already
seems to be diminished.
Politicians and regulators opine
on capital ratios but seem
reluctant to go much further in
envisaging potential change.
People with the power to drive
dramatic change to the sector
seem to regard those few souls
who venture to mention the Glass
Steagall Act, let alone suggest
that it was a force for good, as
being dinosaurs who don’t
understand the world has moved
on and cannot return to a
prehistoric age when investment
banks didn’t exist.

It may be true, as the

investment banks contend, that
their corporate clients like them
as they are, one stop financial
shops, but, if this is the case, the
corporates are being rather less
than vocal on the subject. They
are more vociferous in their
moaning about the hefty fees
these organizations charge them.

Anyhow, politicians and
regulators surely shouldn’t take
the banks’ word for their
indispensability. There needs to be
a proper examination of the issues
and the risks involved. Those who
believe the current structure is
untenable need to be heard. They
include Mervyn King, the governor
of the Bank of England. An
academic economist, Mr. King’s
unequivocal espousal of the view
that “too big to fail” is simply too
big has ensured he won’t be
showered with invitations to
become a banker when he leaves
the central bank. That won’t
worry him, but, as he has made
clear, the risk of a repeat of the
recent financial disaster does
cause him concern. He has
proposed “limited purpose” banks
to deal with deposits and avoid
any contamination by the racier
kinds of investment bank.

A book to be published in
March goes further. Laurence J
Kotlikoff, an economist from
Boston University, is the author of
“Jimmy Stewart Is Dead.” The less
punchy subtitle is clearer: “Ending
the World’s Ongoing Financial
Plague with Limited Purpose
Banking.” His limited purpose
banks would operate as mutual
funds, which would make them
100% capitalized.

The financial plague hasn’t
been eradicated. Politicians are
nervous about tackling it, because
they see tax revenue leaving their
country and heading elsewhere:
Hence, no country wishes to be
first mover in tackling the
problem. More independent
analysts might produce braver
reactions. A British Royal
Commission on banking, and
perhaps U.S. and European
equivalents might ensure
cowardice doesn’t jeopardize
essential reform.
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Snowfall almost became a windfall

A U.K. man’s wager on a White Christmas nearly netted him $27.5 million, but the accumulator bet was invalid

By CARL BIALIK

For Cliff Bryant, it was very
nearly a perfect storm.

As snow enveloped much of the
northern UK. over Christmas, the
52-year-old graphic designer found
the weather outside delightful—and
profitable. Mr. Bryant wagered that
—— snow would fall in
NUMBERS various regions of
GUY the country, and he
placed what is
known as accumulator bets, which
can pile up winnings like the wind-
driven snow. Mr. Bryant believed his
bets had netted him about $27.5
million in winnings.

Yet the winning bets so far have
gone mostly unrewarded. Lad-
brokes, a major British bookmaker,
says its employees took Mr. Bryant’s
so-called accumulator bets in error,
and has declined to honor them in
full.

Accumulator bets allow gamblers
to turn ordinary wagers into a lu-
crative lottery. They work like this:
The bettor places simultaneous bets.
If the first comes through, the ini-
tial stake plus the winnings are
placed on the second bet. If that
comes through, the entire pile is
placed on the third bet, and so on. If
all parts of the wager are won, the
winnings accumulate quickly. If even
one part of the bet loses, though,
there are no winnings.

“I thought this was it, that some-
thing had gone right for me this
time,” says Mr. Bryant, a longtime
Christmas-snow bettor who guesses
he is slightly in the hock over his
years of snow bets. “Apparently not,
but it was nice to have that dream.”

But a bookmaker that takes such
bets on the weather of neighboring
regions is asking for a fleecing.

White Christmas

Associated Press

F e A e et

A boy delivers Christmas presents by sled on Christmas Day following heavy snowfall in Scotland. Snow enveloped much of the UK. over Christmas.

To understand why, it helps to
first consider scenarios when accu-
mulator bets make sense for both
parties.

For the odds to be fair, each indi-
vidual wager must cover an inde-
pendent event. That way, the win-
nings multiply at the same rate that
the cumulative probability of win-
ning all bets declines.

For instance, multiple sports
bets are allowed to be bundled when
the score of one game shouldn’t af-
fect the score of another.

Mr. Bryant hoped that the same
mathematical approach would lead

When it snows in one UK. QQ?
i

region, there is often

snowfall in nearby areas, o
making bets of widespread
accumulation smart.

Where it snowed on Dec.
25, by UK. postcode area

[ Data not available

Note: Postcode area is marked white if snow
was observed in at least one location in the area.
Source: British Weather Services
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to an accumulation of winnings as
snow piled up across the U.K. His
strategy was to play off of a long-
standing yuletide tradition: betting
on whether it would snow on
Christmas in specific U.K. cities or
postcode areas. Mr. Bryant’s innova-
tion was to bundle these so-called
White Christmas bets and set him-
self up for big payouts.

As he tells it, he went to a local
shop of Ladbrokes and placed nine
accumulator bets on a White Christ-
mas, choosing groups of neighbor-
ing areas. “In Britain, if you’ve got a
shower coming across, it’s going to
go across lots of postcodes,” Mr.
Bryant says.

Ladbrokes spokesman Ciaran
O’Brien says the bets shouldn’t have
been accepted in the first place, be-
cause “if it snows in one city, it’s
likely to snow in another city.” In
other words, these weren’t indepen-
dent events. Snow in Leeds suggests
a greater chance of a dusting over
nearby York from the same storm.
The probability of neighboring areas
both getting snow is particularly
high in the densest parts of the
country, where postcode areas are
so close together—such as in and
around London.

As it happened, snow skipped
London but fell in at least some part
of nearly every northern postcode
area. Ladbrokes and its competitor,
William Hill, knew they had taken a
hit from the annual White Christ-
mas bets. But the scope of their po-
tential losses wasn’t apparent until
three or four days after Christmas,
once Ladbrokes had posted the offi-
cial list of postcodes that saw snow.

Mr. Bryant recalls going into his lo-
cal shop and producing one of his
two winning accumulator betting
slips. He recalls that the manager
“started doing the math, and turned
a bit white.” Then he placed a phone
call to headquarters and reported
that the ticket was invalid.

Why? Ladbrokes did indeed have
rules against such betting, but they
were hard to find. On a Web page
Ladbrokes hosts for White Christ-
mas bets, there was no mention of
accumulator bets. But deeper in the
Ladbrokes Web site, a page of terms
and conditions bars accumulator
betting on novelty wagers.

Such wagers, on everything from
snow to reality-television develop-
ments to proof of alien life, are a
longstanding fixture of the British
bookmaking culture.

“A guy walked into one of our
shops in the mid-’60s and said he
wanted to bet someone will walk on
the moon by the end of the decade,”
says Rupert Adams, a spokesman for
William Hill, which gave the man
1,000-to-1 odds; he won about
$24,000. “We realized, Christ, we
can bet on anything.”

(Not so in the U.S., where only
certain forms of gambling are legal-
ized, and only in certain jurisdic-
tions.)

The poor choice of odds on the
moon bet wasn’t unusual. The prob-
ability of such events are hard to
quantify. And exposure to obscure
events can be meddlesome in other
ways. Mr. Adams says William Hill’s
potential losses of more than $8
million, should Elvis Presley be
found alive, was a stumbling block

in the ultimately successful acquisi-
tion of rival Stanley Leisure’s bet-
ting shops.

Combine the wide range of bet-
table events with the possibility of
accumulator bets, and what results
is a complex system that defies
modernization. “There are so many
options, it’s very, very difficult to
computerize it entirely,” says Lad-
brokes spokesman Mr. O’Brien.

Had Mr. Bryant’s bets been en-
tered into a computer, software
might have flagged the invalid snow
bets. The bets would have been dis-
qualified in any case because each
of his two winning tickets stood to
yield payouts far greater than the
£10,000 maximum set for snow bets.

Instead, Mr. Bryant’s proof of
winnings is a pair of handwritten
betting slips. The odds for York
were omitted from one of them,
which led to erroneously low esti-
mates of his potential winnings in
initial media reports.

If the York odds were 2 to 1, as
they were for neighboring regions,
then Mr. Bryant stood to win $27.5
million.

Instead Ladbrokes offered to di-
vide the £5 placed on each winning
bet into individual bets for each re-
gion, and pay each one out individu-
ally—which would add up to barely
£30, or about $50. Mr. Bryant didn’t
like the offer and says he has filed a
complaint with the Independent
Betting Arbitration Service.

Ladbrokes’s Mr. O’Brien says,
“We’re happy to continue a dialogue
about what we can do to address
the error. What’s been done to date
is not necessarily the final chapter.”

More snow hits Britain, grounding flights and shutting schools

A Wall Street Journal Roundup

Fresh snowfall wreaked havoc on
the U.K. Wednesday, shutting air-
ports and schools and disrupting
rail and road travel across large
parts of the country.

As much as 15 centimeters (6
inches) of snow fell in Wales and
the southern half of England, areas
still recovering from heavy snow-

falls last week. Scores of flights
were delayed or canceled as Gat-
wick, Southampton, Birmingham,
Cardiff and London City airports
shut runways to clear the snow.
Hundreds of schools were closed.
The wintry weather in the U.K.
added to the challenge of quickly
delivering aid to Haiti after a devas-
tating earthquake there, with snow
temporarily delaying a British aid

flight with 64 firefighters and res-
cue dogs at Gatwick airport.

The fresh snow showers across
the country Wednesday also led to
further problems in train services.
First Capital Connect said its
Thameslink commuter-rail services
serving London were being dis-
rupted by “snow and freezing condi-
tions with delays, short notice alter-
ations and cancellations.”

Eurostar, the train service link-
ing the U.K. to France and Belgium,
said it would be running a “near-
normal service” on Wednesday,
“with a small number of cancella-
tions”—a relief to passengers after
recent problems. Last month Euro-
star came to a standstill for days
because of train breakdowns that
left passengers stranded in the tun-
nel. The company said the problem

was unusually dry, powdery snow
that got into the trains’ engines.

Britain is experiencing its lon-
gest cold spell in 30 years. Wednes-
day is St. Hilary’s Day—according to
folklore, the coldest day of the year.

However, forecasters say the
freeze is coming to an end. Snow
was expected to turn to rain in
many areas as temperatures rose
above freezing.
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German economy shrank 5% in 09

Record postwar GDP decline, along with U.K., Italian industrial data, raises concerns about European recovery

By MARcUS WALKER

BERLIN-Germany said its econ-
omy shrank 5% in 2009 and proba-
bly stagnated in the fourth quarter,
compounding concerns that Eu-
rope’s recovery will be rocky.

Germany’s federal statistics of-
fice said gross domestic product in
Europe’s largest economy and the
fourth-largest in the world, fell by a
record amount for the postwar era,
due in large part to a slump in ex-
ports and business investment.

The data, coupled with other Eu-
ropean indicators released Wednes-
day, could make the European Cen-
tral Bank and the Bank of England
more cautious about the health of
the region’s economies, as they con-
sider when to start reducing their
monetary-stimulus measures.

The 5% drop in German GDP was
slightly worse than economists ex-
pected after Germany’s economy re-
turned to growth in the second and
third quarters. Germany won’t re-
lease a number for the fourth quar-
ter until Feb. 12, but the annual fig-
ure implies little or no growth in
the past three months.

The latest growth data are hard
to reconcile with monthly indica-
tors, including export figures that
suggested Germany’s recovery re-
mained on track, economists said. A
weak overall reading for GDP last
quarter might largely reflect compa-
nies cutting inventories at a faster
pace, some analysts believe.

“Inventory changes are leading
to volatile quarterly numbers, but
we expect the recovery to continue
in early 2010,” said Andreas Rees,
economist at UniCredit in Munich.

Household spending has slipped
since the end of Germany’s car-
scrapping incentives last fall, said
Jennifer McKeown, European econo-
mist at Capital Economics in Lon-
don.

Other European data published
on Wednesday also suggested the
region’s recovery slowed in the
fourth quarter. Italian industrial

Getty Images

Workers assemble a gas turbine at a Siemens factory in Berlin last week..

output rose by only 0.2% in Novem-
ber, less than expected, leading
some economists to predict stagna-
tion for the overall Italian economy
last quarter.

U.K. industrial production rose
by 0.4% in November, thanks to
higher oil and gas extraction, but
British manufacturing stagnated for
the second straight month.

The ECB is widely expected to
leave its key interest rate at a re-
cord-low 1% on Thursday, in light of
a fragile economic outlook and
mounting concerns about high gov-
ernment debt in the euro zone. ECB
President Jean-Claude Trichet is ex-
pected to stress that the worst of
the economic crisis is behind the
euro zone, but also to caution
against excessive optimism.

A big challenge for Germany
could be how to sustain recovery in
late 2010, when fiscal- and mone-
tary-stimulus measures around the

world fade away. Germany’s export-
dependence means its growth tends
to correlate strongly with overall
demand in the world economy. So
far, Germany has done little to re-
balance its economy toward stron-
ger domestic demand, as many
economists say it needs to.

The deep drop in German eco-
nomic activity means its industries
have ample spare capacity. Employ-
ment was surprisingly stable last
year-40.2 million Germans had a
job, down 0.1% from 2008.

But layoffs could spread this
year as companies cut back produc-
tion capacity, in the expectation that
output levels from before the finan-
cial crisis won’t be reached for sev-
eral years.

Meanwhile Germany’s govern-
ment had a budget deficit of 3.2%
last year, one of the smaller deficits
in Europe despite spending more on
fiscal stimulus than other European
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Germany’s slump

Annual change in real gross domestic product
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Source: German government

countries.

Economists expect Germany’s
government to face a much bigger
fiscal shortfall this year, however,

which could limit its ability to cut
income taxes as promised.

—Nina Koeppen

contributed to this article.

Manufacturing stalls in U.K.

By NicHoLAS WINNING

LONDON—British manufacturing
failed to grow for a second straight
month in November, damping hopes
that the economy staged a strong
recovery from recession in the
fourth quarter, data from the Office
for National Statistics showed.

Industrial production as a whole,
which also includes quarrying and
mining and output of electricity, gas
and water, did rise in the month,
but that was because of a pickup in
output of oil and gas as that sector
ended a period of maintenance.

“Overall industrial production
should register a small increase in
Q4 overall. ... This should add about
0.2% to gross domestic product
growth and hence help the economy
to emerge from recession,” said Jon-
athan Loynes, chief European econ-
omist at Capital Economics. He
added, though, that “there are few
signs that the industrial sector is
about to drive the overall economy
back to strong and sustained rates
of expansion.”

Also Wednesday, the National In-
stitute of Economic and Social Re-

search estimated that U.K. gross do-
mestic product grew 0.3% in the
fourth quarter following a record six
consecutive quarters of contraction,
but the economy still shrank 4.8%
over 2009 as a whole.

“This is a bigger [annual] fall
than in any year of the great de-
pression and is Britain’s biggest
contraction since 1921,” the research
institute said in a statement. It esti-
mated the economy grew 0.2% in
the three months to the end of
November.

The U.K. economy contracted for
six straight quarters in the three
months to the end of September,
marking the longest recession since
records began in the mid-1950s.

But many economists expect
gross domestic product to have re-
turned to growth in the fourth quar-
ter of 2009.

The government of Prime Minis-
ter Gordon Brown, which is trailing
in the polls and must call an elec-
tion by early June, has said it ex-
pects the economy to return to
growth by the start of this year.

The ONS said manufacturing out-
put, which accounts for about 80%

of industrial production, was un-
changed from October and was 5.4%
weaker than in  November
2008—marking the 19th consecutive
year-on-year decline.

Economists said they were disap-
pointed to see the lack of manufac-
turing growth despite support of
the weaker pound, the Bank of Eng-
land’s ultraloose monetary policy, a
lack of stock, and signs of stronger
overseas demand.

“It is somewhat worrying how
output will look six to 12 months
down the road when the stimulus
has faded and headwinds have
started to build,” said Alan Clarke,
an economist at BNP Paribas.

Industrial production as a whole
rose 04% in November from
October.

Increases in mining and quarry-
ing output, particularly oil and gas,
outweighed a drop in electricity,
gas, and water.

Oil and natural-gas output
jumped 7.2% in November, the stron-
gest monthly increase since Septem-
ber 2008, as production picked up
following a period of maintenance,
the ONS said.

BOE’s Posen pushes

bank loan competition

By NATASHA BRERETON

LONDON—The U.K. government
must take action to increase compe-
tition among banks that lend to
businesses, and ensure that small
and medium-size companies in need
of credit have an alternative to
those banks, a Bank of England pol-
icy maker said.

Adam Posen, a member of the
BOE’s Monetary Policy Committee,
expressed support for steps by the
U.K. Treasury to address the stran-
glehold that a small number of
banks have over business lending,
describing them as an “important
recognition” of the need for greater
choice in corporate finance.

Mr. Posen said in an interview
that such measures, if implemented,
wouldn’t solve the U.K.’s problems
overnight, but they should stand the
economy in good stead over the
long term.

The Treasury published a draft
consultation document Tuesday, fol-
lowing an initiative announced by
chancellor of the Exchequer Alistair

Darling in December’s prebudget re-
port, in which the government will
explore steps to encourage greater
variety in the sources of business fi-
nance.

“I am supportive, viewing this
both as an important recognition by
the chancellor of the need to pro-
vide more robust and varied corpo-
rate-finance mechanisms here in the
UK. and a good first step in getting
the discussion moving,” Mr. Posen
said.

Tuesday’s Treasury paper ques-
tioned whether the packaging of
various services by banks makes it
hard for firms to compare the fund-
ing costs of banks and nonbank
lenders.

It also said authorities should
look at ways to reduce the disclo-
sure burden on midsize firms seek-
ing capital-market funding.

The U.K. banking system has be-
come concentrated over the past de-
cade, with a handful of dominant in-
stitutions tightening their grip on
the consumer- and business-lending
market.
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A ‘symbolic’ slap rather than a serious beating

European Pressphoto Agency

Princess Caroline of Monaco, 52, told a court her husband slapped a hotel owner in Kenya but didn’t beat him. Prince

Ernst August of Hannover is trying to reduce his 2004 sentence for assault after a noisy disco annoyed him.

France pressures Renault

By DAvID PEARSON

PARIS—Alarmed by reports that
Renault SA may make a new model
of the subcompact Clio on a Turkish
assembly line, the French govern-
ment went on the offensive Wednes-
day, putting pressure on the com-
pany to assemble more cars in
France and saying it wants a louder
voice on Renault’s board.

Renault Chief Operating Officer
Patrick Pelata, who was summoned
to a meeting with Industry Minister
Christian Estrosi, told reporters af-
ter the meeting that the plan to
make some of the next-generation
Clio cars at a plant at Bursa, Turkey,
starting in 2013 is just one of sev-
eral options being considered. The
present third generation of the hot-
selling Clio is made at Renault’s
plant at Flins, west of Paris, as well
as at Bursa and in Spain.

The government fears that Re-
nault will transfer production of the
Clio 4 to Turkey to benefit from
lower manufacturing costs and im-
proved margins.

Mr. Pelata said Renault may halt
Clio 3 production in Spain as well as
that of a previous-generation Clio at
a plant in Slovenia.

A spokeswoman for Renault said
that these are only possibilities. “A
decision won’t be made for several
months,” she said.

Mr. Pelata said the company has
no plans to stop Clio production at
the Flins facility. “Whatever hap-
pens, Clios will continue to be made
at Flins,” he said. Renault plans to
make Flins the center for its €4 bil-
lion ($5.8 billion) investment in
electric-powered vehicles, the first
of which, called the Zoe, will start
rolling off production lines at the
end of 2011. The Flins facility built
140,000 Clios in 2009.

The Spanish facility at Valladolid
makes about 25,000 Clio 3s, while
the Slovenian plant at Novo Mesto
makes 30,000 Clio 2s. Annual pro-
duction at the Bursa plant is about
180,000 vehicles.

The news that Renault is consid-
ering shifting production of the new
model outside France after receiving
state aid in 2008 and 2009 has pro-
voked protests by several govern-
ment ministers and parliamentari-
ans. However, some observers say

Renault operating chief Patrick Pelata leaves a Paris meeting Wednesday.

the outcry may be electioneering
ahead of regional polls in March.
Renault and local rival PSA Peu-
geot-Citroén each received a €3 bil-
lion loan a year ago to ease their fi-
nancial pain amid a global slump in
demand for automobiles. In return
for the loans, Renault and Peugeot-
Citroén agreed not to close any of
their French plants and said they
wouldn’t impose layoffs. Other gov-

Renault Chief Operating
Officer Patrick Pelata says
the auto maker is considering
a plan to make subcompact
cars at a plant at Bursa,
Turkey, starting in 2013.

ernment measures designed to keep
assembly lines moving included a
car-scrappage initiative that has
cost taxpayers nearly €600 million
and has boosted sales of both manu-
facturers. Renault and Peugeot-Cit-
roén also have benefited from indi-
rect aid measures.

Mr. Estrosi said Mr. Pelata had
promised him that there would be
no reduction in head count at Flins.
President Nicolas Sarkozy has sum-
moned Renault Chief Executive Car-
los Ghosn to a meeting in coming
days to discuss the company’s in-
dustrial plans, and Mr. Estrosi said

the topic of state representation on
Renault’s board of directors will be
on the agenda.

The French state owns 15% of
Renault and, under a decree dating
to 1935 that sets out the terms of
proportional representation on Re-
nault’s board, is allowed to appoint
two board members out of a total of
17. Renault was privatized in 1996;
the company had been nationalized
after World War II.

“The question can be asked
whether, with a 15% shareholding,
the state shouldn’t have more mem-
bers on Renault’s board,” Mr. Es-
trosi said.

The meeting between Messrs.
Ghosn and Sarkozy is likely to pro-
duce important decisions, Mr. Es-
trosi said. The government has been
instrumental in getting the finance
industry and some industrial sectors
to reverse their courses of action in
2009, he said.

“We will get the Renault group
to reverse a certain number of its
courses of action, too,” he said, add-
ing: “I told Mr. Pelata courteously
but firmly that we do not favor the
future Clio 4 being produced
abroad, at least as regards vehicles
that will be sold in France.”

As part of the plan to make elec-
tric vehicles at Flins, Renault in-
tends to build a plant nearby to
make batteries for the vehicles, as
well as a battery-recycling facility.
Both units will benefit from govern-
ment funding.

Barnier pledges EU

to toughen its rules

By MATTHEW DALTON

BRUSSELS—The European Com-
mission will move quickly this year
to tighten rules on bank capital, de-
rivatives and possibly on short-sell-
ing and raw-materials speculation,
as part of the European Union’s re-
sponse to the financial crisis, Michel
Barnier, the French politician named
as head of financial-services policy
making, said Wednesday.

Mr. Barnier will have one of the
most closely watched portfolios at
the commission, with the responsi-
bility for implementing a financial
regime in Europe aimed at softening
future financial crises.

His nomination to the post
sparked concerns from some in the
U.K., who feared that Mr. Barnier’s
previous positions in the French
government, which has called for
particularly tough financial reforms,
might take actions to jeopardize
London’s status as the financial cap-
ital of Europe. The fears were
heightened after French President
Nicolas Sarkozy called Mr. Barnier’s
nomination a victory for France and
a loss for Britain.

“I'm not going to be taking or-
ders from Paris or London or any-
where else,” Mr. Barnier said in tes-
timony before lawmakers at the
European Parliament. “I can give
you a cast-iron guarantee.”

But he promised to carry out the
far-reaching financial reforms al-
ready begun, including requirements
for banks to keep more capital on
their books, rules to reduce risk in
the derivatives markets and a new

system of financial supervision
throughout the EU.

He also condemned speculation
in food commodities, calling it scan-
dalous when derivatives trading
leads to wild fluctuations in the
price of food and hunger in poor
countries.

“We have to do something about
that,” he said.

Mr. Barnier said he would press
ahead with legislation that would
require hedge funds and private-eq-
uity firms to register with the EU,
disclose more information to regula-
tors and possibly limit the amount
of borrowed money they can use to
boost returns. That proposal has
drawn heated criticism from the
U.K. and elsewhere in the EU, be-
cause it would make rules on these
investment funds among the tough-
est in the world.

“Those who manage hedge funds
shouldn’t be afraid of this legisla-
tion,” he said. “It’s in their inter-
ests.”

Mr. Barnier also said that “dark
pools”—securities markets operated
by financial firms without over-
sight—should face scrutiny.

“We’ve seen dark pools multiply-
ing. We’ll have to look into it.”

The commission will largely fol-
low the agreement among the Group
of 20 leading economies on financial
reforms, Mr. Barnier said, though
many of the details are still being
worked out.

Mr. Barnier also hinted he might
support a new agency to protect
consumers from unsound financial
products

Greece commits to euro
amid growing criticism

By BRiAN Greek Prime Minis-
BrLacksTONE ter George Papan-
dreou said there was
“no chance” Greece would exit the
euro zone, as the country’s reform
plans came under renewed criticism
from the European Central Bank.

The prospect that Greece’s fiscal
crisis could force it to default on its
sovereign debt has prompted specu-
lation that it may eventually be
pressured to depart the 16-member
euro zone. In an effort to end such
talk, Mr. Papandreou said in a na-
tionally televised appearance that
the country was committed to the
common currency.

His comments came as the ECB
warned Greece that a proposed law
to restructure private-sector debt
could do more harm than good, say-
ing key parts of the law were “not
consistent with the principle of an
open market economy” and might
squeeze off the flow of credit.

The rebuke reflects the skeptical
eye that European officials are cast-
ing on Greece as the troubled coun-
try tries to convince the European
Union, credit-ratings firms and in-
vestors that it will take politically
unpopular steps to rein in a deficit
that accounts for nearly 13% of its
gross domestic product.

The ECB opinion comes just a
day after the European Commission
castigated Greece for the “lack of
quality” in its fiscal statistics and
suggested Greece’s deficits up to
2008 may need to be revised fur-
ther. Moody’s Investors Service,

which last month joined the other
two major agencies in cutting
Greece’s debt rating, warned
Wednesday that Greece, along with
high-debt Portugal, risk a “slow
death” from low competitiveness as
a rising share of their countries’
wealth goes to debt repayment.

Investors Service, which last
month joined the other two major
agencies in cutting Greece’s debt
rating, warned that Greece, along
with Portugal, risk a “slow death”
from low competitiveness as a ris-
ing share of their nations’ wealth
goes to debt repayment.

The proposed law, which would
ease debt repayments by households
and small businesses affected by the
financial crisis, was one of the key
campaign promises of Greece’s re-
cently-elected Socialist government.

Greece’s hope, the ECB said, is
that the “one-off temporary mea-
sures” will improve the flow of
credit. But warned of unintended
consequences on credit availability,
especially given Greece’s dismal eco-
nomic condition. The draft bill
would allow for the restructuring of
certain business and agricultural
debts that became overdue starting
the beginning of 2008 or, in some
cases, 2005. It gives debtors the
ability to revise repayment terms of
loans that aren’t overdue, and
makes it easier for entrepreneurs to
delete bad credit history data.

—Mark Brown and
Alkman Granitsas
contributed to this article.
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Governments, relief groups set aid

A dozen EU countries send money and teams, while Commission prepares to do more after evaluating situation

By Cory DADE AND CHRIS HERRING

Governments, international relief
organizations and other aid groups
mobilized to deliver food, medicine,
generators and other supplies to
Haiti, amid massive destruction
wrought by the powerful earthquake
that slowed their efforts.

The U.S. government prepared to
send ships and emergency assis-
tance, while France, the U.K., Brazil
and other countries also said they
would send aid. As they scrambled
to assess the scope of the devasta-
tion and figure out how to overcome
logistics problems to deliver aid
quickly, relief workers on the
ground reported being over-
whelmed. Thousands of people were
believed dead, while workers raced
to try to free an unknown number of
people trapped under mounds of
rubble.

A dozen individual European
Union countries sent money and aid
teams on Wednesday, while the Eu-
ropean Commission, the EU’s execu-
tive office based in Brussels, offered
cash, and promised to do more after
conducting an evaluation of the sit-
uation on the ground.

Spain, which holds the EU’s ro-
tating presidency until June 30, is
coordinating the effort among indi-
vidual members of the 27-nation
bloc. It sent 15 rescue workers, in-
cluding a quad of firefighting ex-
perts. The UK. also said it was
sending firefighters.

Belgium dispatched 58 aid work-
ers, including nurses, doctors and
handymen, as part of an urgent re-
sponse team carrying medical and
water-purification equipment.
“They’re ready to go anywhere in
the world on six hours’s notice,”
said Valentine Delwart, a spokes-
woman for the Belgian government.

Sweden said it would send $1
million, as well as family tents, wa-
ter purifiers and medical units. Ice-
land offered up a team that special-
izes in Dbuildings that have
collapsed.

Germany gave €1.5 million ($2.2
million). Luxembourg said it was
sending a search-and-rescue squad.

The European Commission, the
executive bloc for the 27-nation
bloc, immediately sent €3 million
and promised to speed up €28 mil-
lion that has already been budgeted
as aid for Haiti.

Aid experts from the European
Commission flew into Port-au-
Prince from the Dominican Republic.
They will report back to Brussels
immediately before the Commission
decides what further steps to take,
said Lutz Guellner, a spokesman for
the European Commission. “We’re
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USAID search-and-rescue officials and canine units from Fairfax, Va., prepare to board a plane to Haiti on Wednesday at Washington Dulles International Airport.

also offering political, as well as lo-
gistical help, the whole package,” he
said.

But efforts to deliver aid quickly
were hindered by partly downed
communications networks that ham-
pered operations Wednesday at the
Toussaint Louverture International
Airport in Port-au-Prince.

U.S. airlines suspended flights
following the earthquake, and lim-
ited communications with the air-
port caused hesitation among some
groups to resume flights. On the
ground, blocked roads, a lack of
supplies and equipment, erratic sup-
plies of water and electricity, and
other problems slowed efforts to
rescue people who were trapped
and treat the wounded.

All three health-care facilities
run by the humanitarian group Doc-
tors Without Borders were knocked
out of commission by the earth-
quake.

The group was treating patients
in temporary outdoor facilities, but
“the best we can offer...is first-aid
care and stabilization,” said Paul
McPhun, the humanitarian group’s
project manager for Haiti. Many pa-
tients had crushed limbs and other
severe injuries that “cannot be dealt
with” in the temporary facilities, he
said.

“Everywhere we go, there is
massive demand from people to
help them with trapped family
members, to help them with people
who are suffering major injuries,”
Mr. McPhun said. “On the streets,
you’re getting mobbed.”

The International Red Cross
planned to deliver 40 tons of medi-
cal supplies and body bags to Port-
au-Prince Thursday morning. Unicef
had a supply-filled plane en route to
Haiti on Wednesday with 4,600 wa-
ter containers, more than five mil-
lion water-purification tablets and
10,000-tent like structures, said
spokesman Patrick McCormick. He
said he was concerned about poten-
tial violence upon the supplies being
delivered to the devastated areas.

“I just remember a couple years
ago seeing the level of desperation
they had in the wake of the storms,”
he said, referring to the 2008 hurri-
canes that killed more than 800.
“Convoys with supplies had to be
escorted by U.N. peacekeepers to
ensure things would be distributed
in an orderly fashion.”

“We need to reach them as soon
as possible, so the desperation level
doesn’t heighten even more. Haiti
was desperate enough before this
earthquake happened,” he said.

The World Health Organization
said some of its 90 staff on the
ground were busy delivering medi-
cines on foot from local repositories
to health facilities that were operat-
ing, because roads were blocked.
The United Nations agency also said
it would deploy a 12-member team
of disaster experts.

French Foreign Minister Bernard
Kouchner said he hoped France
would be in a position to open a
makeshift hospital in the garden of
the French Embassy in Haiti as early
as Friday.

Humanitarian group Oxfam In-
ternational accounted for all but one
of its 100 staffers in Haiti Wednes-
day after its office in Port-au-Prince
collapsed. The organization says the
missing worker was in the building
during the quake, along with others
who escaped.

“They are searching the rubble
right now,” said Oxfam spokesman
Louis Belanger, speaking on a cell-
phone from the Dominican Republic,

Reuters (after); Agence-France Presse/Getty IRIal_ges (before)

where he was planning to drive to
Port-au-Prince with Oxfam col-
leagues. “It’s very difficult. We as-
sume that several are injured. Peo-
ple were in the office working.”
Oxfam, which focuses on improv-
ing Haiti’s drinking water and sani-
tation, said it was awaiting approval
from Haitian officials to ship sup-
plies from Panama.
—Jacob Goldstein and Doug Belkin
contributed to this article.

Brazilian soldiers, above, in front of the now-devastated presidential palace, top.
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EARTHQUAKE IN HAITI

Residents search for survivors and survey the destruction in Port-au-Prince, Haiti, on Wednesday after a devastating earthquake that left untold numbers dead and injured.

Haitians dig through the rubble

Death toll could top 100,000 after magnitude 7.0 earthquake; U.N., countries scramble to send aid

By PooJa BHATIA

PORT-AU-PRINCE, Haiti—Hai-
tians tried digging through rubble
with their bare hands on Wednesday
to rescue countless people trapped
under collapsed buildings in Haiti a
day after the impoverished Carib-
bean nation was hit by its biggest
earthquake in two centuries. Coun-
tries around the world, meanwhile,
scrambled to send in help.

Cries from people trapped under
concrete debris could be heard on
virtually every street in the crowded
capital, where shocked residents
carried the injured and dead, tried
to find missing loved ones and
searched in vain for aid. Telephone
service was knocked out, thousands
of buildings from shanties to the
presidential palace were destroyed,
and streets were blocked by debris.

Florence Devereaux, a paraplegic
often found sitting outside her
house in the Bois Verna neighbor-
hood of Port-au-Prince, pointed out
that the house next to hers had col-
lapsed, burying at least four chil-
dren under the rubble. “We heard
them asking for water, asking to get
them out. But we can’t. We have no
tools. Where are the rescue teams?”

A rescue team from China ar-
rived at midday on Wednesday, and
two teams from the U.S. were ex-
pected in the afternoon, said John
Holmes, the United Nations relief
coordinator. France, Dominican Re-
public, Guadeloupe and other na-
tions were also sending help to the
Haitian capital, Mr. Holmes said. A
U.N. disaster assessment team was
to arrive later in the day, he said.

Haitian Prime Minister Jean-Max
Bellerive told CNN and Reuters that
the death toll could top 100,000.

“I don’t think that’s an exaggera-
tion,” said Alice Blanchet, a special
adviser to the Haitian prime minis-
ter who lives in Brooklyn. She said
Haiti’s Justice Minister Paul Denis
was unaccounted for. “To give you
an idea of the damage, I don’t know
of a single friend or family member
of mine in Haiti who hasn’t lost
their home. They are all sleeping on
the street. I have two cousins who

are unaccounted for,” she said,
pausing for a moment. “I don’t think
I can understand what a big tragedy
this is.”

Matthew Marek, country director
for the American Red Cross, said he
expected a very high death toll.
“This will make the hurricanes looks
like child’s play,” he said, referring
to a series of storms that swept
through Haiti in 2008.

A large Haitian diaspora in the
U.S. and elsewhere frantically tried
to reach loved ones on Tuesday. Mo-
nique Cenecharles, a Haitian expa-
triate in Montreal, was trying to get
in touch with her husband, Niken-
son, an engineer in Port-au-Prince.
The two last spoke Tuesday evening
over an instant-messaging service,
just minutes before the earthquake
hit. “He said he had to go to his
English class,” she said. “I said
goodbye and I love you.”

Ms. Cenecharles hasn’t been able
to reach him since, either online, by
phone or through relatives. She says
she is also searching for three aunts
and two uncles in the capital city.
Early Wednesday, she received a
photo of an injured nephew in Port-
au-Prince. “I am looking at the pic-
ture of my nephew lying down,” she
said. “He’s cut deadly. It looks like
he’s cut from his chest to his belly
and it looks like a big ‘V’ ” Ms.
Cenecharles said she didn’t know
whether the nephew would receive
medical attention.

On a Facebook page, “Earthquake
Haiti,” hundreds of users searched
for loved ones they couldn’t reach in
Port-au-Prince, posting photos and
asking for information. “Looking for
Al and Ev Hromek,” wrote Julie
Thiessen. “They were at 33 Delmas
Port-au-Prince.”

Photographs posted on the Inter-
net showed jarring scenes, such as
dust-covered men and women with
horrific red gashes. In one, a woman
buried to her chest in rubble pleads
desperately; a blood-drenched man,
also buried, is by her side.

Throughout the night following
the quake and into the early hours
of Wednesday, the rolling thunder of
building collapses could be heard

Powerful tremor

Buildings collapse in nation’s
capital from magnitude 7 quake.
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throughout the city. Aftershocks
caused moments of renewed panic.

Even as the bodies of the dead
were being piled up on city streets,
residents began worrying about how
to survive the coming days. Outside
the collapsed Twins Market on Ave-
nue Jean Paul II, people were carry-
ing five-gallon water containers,
boxes of Cornflakes, Coca-Cola, and
other provisions. A minor skirmish
ensued as people fought over sup-
plies. A man on the street hollered
to this reporter: “Hey, foreigner.
We’re dying.”

From hills around the city, once
the proud seat of the world’s first
black republic, one could see a
changed cityscape. The white domes
of the National Palace had collapsed
on the walls below, the roof of the
National Cathedral was gone, and, in
the distance, the slum of Bel Air
looked flattened.

Citigroup Inc.’s three-story office
building in Port-au-Prince was de-
stroyed, and the New York company
was trying to account for all of its
40 employees. In a memo to em-
ployees, Chief Executive Vikram

Pandit wrote “Our top priority is to
ensure that our colleagues are safe
and accounted for, and we are doing
everything we can to do so as
quickly as possible.”

Six of the seven stories crumbled
at the headquarters for the U.N.
peacekeeping operation in the coun-
try collapsed. Officials at the U.N.,
which had thousands of peacekeep-
ers and other relief workers sta-
tioned in Haiti, reported that more
than 150 workers remained missing
in Port-au-Prince, including as many
as 100 trapped in the rubble of its
headquarters at the Christopher Ho-
tel. The mission’s head, Hedi An-
nabi, was feared dead. Brazil’s army
said at least 11 Brazilian members of
the 9,000-strong U.N. peacekeeping
mission in Haiti were killed.

In a country deeply divided be-
tween rich and poor, people at all
socioeconomic levels suffered.
Grand houses in bourgeois neigh-
borhoods such as Pacot and Petion-
ville were leveled. The capital’s
most prominent hotel, the Hotel
Montana, was damaged, trapping
scores of guests, according to eye-
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witnesses.

Crucially for the wounded, sev-
eral hospitals around the capital
were badly damaged, limiting op-
tions for treatment. Medical aid
group Doctors Without Borders said
its three hospitals in Haiti were un-
usable. Mr. Marek and other Red
Cross members provided first aid to
hundreds of injured residents of the
shantytowns built into the hillside
behind the Red Cross office, in the
Croix de Prez neighborhood.

With only a few bottles of anti-
septic, gauze and tape, Mr. Marek
and several staff members at-
tempted to treat deep wounds, in-
cluding people who were missing
parts of their heads or limbs.

“People were beginning to feel
that if Haiti was going to have a
chance, this was it,” said Johanna
Mendelson Forman, who follows
Haiti at the Center for Strategic and
International Studies in Washington.
“I hope now people will be more de-
termined to do something.”

—Nicholas Casey in Mexico City

and John Lyons in Sdo Paulo
contributed to this article.
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Bernanke persistsin denying
interest rates’role in bubble

Alan Greenspan, right, talks with Ben Bernanke after Mr. Bernanke was sworn in as Federal Reserve chairman in 2006.

Bernanke’s view doubted

Many economists disagree with Fed chief on rate’s role in bust

By JoN HILSENRATH

U.S. Federal Reserve Chairman
Ben Bernanke says low interest
rates engineered by the Fed in the
early 2000s aren’t to blame for the
housing boom and bust. But he
hasn’t convinced fellow economists.

Two surveys conducted by The
Wall Street Journal this week found
many economists believe low rates
did contribute to the bubble.

In a monthly survey of mainly
Wall Street and other business
economists, 42 said low interest
rates were partly to blame for the
housing boom while 12 sided with
Mr. Bernanke and said they weren’t.
Academic economists who specialize
in monetary policy were split in a
separate survey: 13 said low interest
rates helped cause the housing bub-
ble; 14 said they didn’t.

It is more than an academic ar-
gument. Fed officials have been try-
ing to understand what went wrong
last decade to avoid repeating it. In
addition, lawmakers are weighing
whether to give Mr. Bernanke a sec-
ond term and whether to bolster or
restrain the Fed’s power as a finan-
cial regulator.

The Fed pushed its benchmark
federal funds interest rate—at which
banks lend to each other over-
night—to 1% in 2003 when Alan
Greenspan was Fed chairman and
Mr. Bernanke was a member of the
Fed board. With the economy weak
and deflation a concern, the Fed
pushed rates up gradually beginning
in 2004. Mr. Bernanke became
chairman in 2006.

Mr. Bernanke laid out his defense
of Fed policy in a speech to the
American Economic Association last

Doubting Ben

week, acknowledging that interest
rates were very low but adding that
policy “does not appear to have
been inappropriate.”

Other factors—notably an explo-
sion of exotic mortgages and a flood
of cash coming into the U.S. from
abroad—were the crucial drivers of
the housing bubble, he said. “Regu-
latory and supervisory policies,
rather than monetary policies,
would have been more effective
means of addressing the run-up in
house prices,” he said.

The “basic problem” was “the
mistake” of raising short-term inter-
est rates too slowly from 2004
through 2006, said Miles Kimball of
the University of Michigan. “Going
up quicker would have been better.”

“The appreciation of house
prices was but one of many indica-
tors which called for a somewhat
more restrictive interest-rate pol-
icy” in 2004 and 2005, said Marvin
Goodfriend of Carnegie Mellon’s
Tepper School of Business. He was
an economist at the Federal Reserve
Bank of Richmond, Va., during much
of that time.

Many economists met Mr. Ber-
nanke halfway—arguing that low
rates played a role in fueling the
housing boom, though they may not
have been the key force. Some noted
that low rates encouraged banks to
write the riskier loans that Mr. Ber-
nanke puts at the center of the cri-
sis.

“There is plenty of blame to go
all around,” said Martin Eichenbaum
of Northwestern University, express-
ing a commonly expressed view.
“Loose monetary policy certainly
contributed to easy financing, which
was one element of the bubble.”

Number of economists who agreed with the following statement in surveys
conducted by The Wall Street Journal this week. ‘Excessively easy Fed policy
in the first half of the decade helped cause a bubble in house prices’

Monthly survey of Wall Street
and business economists
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“WSJ survey of professors in the National Bureau of Economics monetary policy program

In both surveys, The Wall Street
Journal asked economists whether
they agreed or disagreed with the
following statement used by Mr.
Bernanke in his speech to describe
the position of Fed critics: “Exces-
sively easy monetary policy by the
Federal Reserve in the first part of
the decade helped cause a bubble in
house prices in the United States, a
bubble whose inevitable collapse
proved a major source of the finan-
cial and economic stresses of the
past two years.”

Most of the economists in the
Wall Street forecasters’ survey,
which polls Wall Street, corporate
and a few academic economists each
month, agreed with the statement.

Allen Sinai, chief economist at
Decision Economics Inc., included it
on a long list of culprits: “Low inter-
est rates, financial innovations in
mortgages, lax regulation, and spec-
ulative euphoria.”

The Wall Street Journal sepa-
rately sent emails to 68 members of
the National Bureau of Economic
Research’s monetary economics pro-
gram, a group Mr. Bernanke led
from 2000 through 2002. Twenty-
seven of them responded. (Seven
members of the group are in public
office and weren’t included in the
survey.)

Many academics who responded
to the survey were sympathetic to
Mr. Bernanke.

“The ‘bubble’ didn’t really get
going until 2005-2006, by which
time the Fed had raised rates to
more or less normal levels,” said
Kenneth Kuttner of Williams Col-
lege. “Second, there are lots of in-
stances in which bubbles occurred
in the absence of loose monetary
policy, and instances in which policy
was loose and there was no bubble.”

As Mr. Bernanke noted in his
speech, monetary policy was tighter
than the U.S. in places like Australia
and the UK. last decade, but they
still experienced bigger housing
booms.

In a separate question, econo-
mists in the two surveys agreed—58
to 22—with Mr. Bernanke that
stronger regulation—as opposed to
higher interest rates—would have
been the most effective way to stop
the bubble.

“If we could go back in history
and make one policy change, I'd go
after sub-prime lending,” said Mark
Gertler of New York University, a
former co-author of Mr. Bernanke’s.

By Davip WESSEL

Ben Bernanke
3 sounds like a

learned anything.
. / In a speech to

=" 7 the American
Economic Association, the U.S.
Federal Reserve chairman argued
that the ultra-low interest rates
that he and Alan Greenspan
pursued in the 2000s didn’t cause
the housing bubble that produced
what Mr. Bernanke calls “the
worst financial crisis in modern
history.”

Mr. Bernanke isn’t arguing the
Fed is blameless. He said
“regulators” and
“supervisors”—that would include
the Fed—and “the private sector”
screwed up by permitting so many
mortgages to be made to people
who couldn’t afford them and
then allowing the banks to build a
financial house of cards on the
assumption that house prices in
the U.S. would never fall.

But even with the luxury of
hindsight, Mr. Bernanke insisted
that cutting key interest rates
from 6% in late 2000 to 1% in
2003, and then lifting them very
gradually from 2004 to 2006, was
the right prescription amid a
jobless recovery and a deflation
scare—despite the housing bubble
that ensued. “Only a small portion
of the increase in house prices
earlier this decade can be
attributed to stance of U.S.
monetary policy,” he said.

Mr. Bernanke is politically
vulnerable. The U.S.
Congress is weighing his
future and the Fed’s.

This defies common sense.
When interest rates are really low,
people tend to borrow a lot. When
people borrow a lot, they tend to
bid up the price of assets such as
houses and stocks. If the Fed
decides the prices are going up
too fast and too far, it could
surely restrain that rise by raising
interest rates to make borrowing
more expensive.

But Mr. Bernanke is a smart
guy. He has been thinking about
this speech for months, and had a
seven-member team of Fed
economists laboring on a
background paper with 100
references. So what the heck was
he thinking?

Mr. Bernanke remains an
academic at heart. He studied the
Great Depression, concluded that
letting the banks collapse made a
bad situation worse and vowed
the Fed wouldn’t make that
mistake again. That scholarship
served the world well. In
subsequent work, distilled in a
2002 speech, Mr. Bernanke said:
“The Fed should use monetary
policy to target the economy, not
the asset market,” and should
“use its regulatory, supervisory,
and lender-of-last-resort powers
to protect and defend the
financial system.”

Only data will change his mind,
and he doesn’t see any convincing
data that higher interest rates
would have made a huge
difference in housing prices. If
rates were too low, they weren’t
off by much, he argued. Had the
Fed followed a 1993 rule for
setting interest rates devised by
Stanford University’s John Taylor,
monthly payments on an
adjustable-rate mortgage would
have been only $75 higher. Higher
rates wouldn’t have prevented the
housing bubble, he insisted, and
he has the equations to prove it.

But such equations failed to
predict what just happened. Mr.
Bernanke’s most cogent critics
argue that by keeping rates low
and, importantly, loudly promising
to keep them low, the Greenspan-
Bernanke strategy triggered a
global search for higher yielding
investments. Geniuses on Wall
Street met that demand by
turning subprime mortgages into
ersatz safe short-term securities.
The global demand was almost
insatiable, and the fees irresistible
to Wall Street and mortgage
originators. When they ran out of
worthy borrowers, these outfits
made mortgages to anyone who
could sign his or her name
because Wall Street was eager for
product to sell to hungry
investors.

“Clearly, no one is saying that
monetary policy was the only
culprit,” said economist Raghuram
Rajan of the University of Chicago.
“But in an environment where
there was a ‘savings glut’
elsewhere, low returns on safe
assets pushed foreign investors
into riskier assets. Was this
search for yield not part of the
problem?”

“Monetary economists will
applaud [the speech] because it
says everything they have been
doing for years is fine,” he said.
“The rest of us should worry.”

Mr. Bernanke is politically
vulnerable. The U.S. Congress is
weighing his future and the Fed’s.
So at a time when the public
wants contrition, why give a
speech so easily caricatured as “It
wasn’t my fault”? It’s not that he
is unwilling to be contrite: “We
were slow on some aspects of
consumer protection...We should
have required more capital, more
liquidity...tougher risk-
management controls,” he told a
Senate committee last month.

Indeed, Mr. Bernanke’s speech
was motivated by fears that
Congress may dilute the Fed’s
ability to regulate. He was trying
to lay an intellectual foundation
for a plea to Congress: We didn’t
do enough last time, but we’ve
learned the lesson. Don’t weaken
our authority over big banks. If
you do, the only weapon the Fed
will have to respond to a bubble
will be sharply higher interest
rates, and that would force us to
punish consumers, workers and
businesses, not just the bubble. It
would be like telling the president
his only choices are nuclear
weapons or nothing.

But Mr. Bernanke didn’t put it
that way. As he has occasionally in
the past, he spoke as if he were in
a Princeton University seminar
room instead of in the public
arena. He wasn’t.
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From left to right, Goldman Sachs CEO Lloyd Blankfein, J.P. Morgan Chase CEO Jamie Dimon, Morgan Stanley Chairman John Mack, and Bank of America Chief Brian Moynihan are sworn in.

U.S. bank chiefs admit missteps

Goldman’s Blankfein spars with Angelides amid tough grilling; ‘selling a used car with faulty brakes’

By JoHN D. McKiNNON
AND MiCHAEL R. CRITTENDEN

WASHINGTON—A congressional
committee set up to investigate the
causes of the financial crisis excori-
ated a panel of Wall Street bankers
Wednesday, a grilling emblematic of
how Washington is increasingly tar-
geting the finance industry as the
U.S. slogs through a deep recession.

During one contentious ex-
change, former California state trea-
surer Phil Angelides, who is chair-
man of the Financial Crisis Inquiry
Commission, compared Goldman
Sachs Group Inc.’s chief to a used-
car salesman. Bank CEOs did their
best to acknowledge some culpabil-
ity for their role in the crisis.

Beyond the theatrics, the hear-
ings could bolster legislation being
considered by Congress to rewrite
financial regulations. Already, the
rules were targeting big banks. Ef-
forts to put new taxes on financial
institutions and curb compensation
also could get a boost.

President Barack Obama is ex-
pected Thursday to propose a new
Wall Street tax to compensate the
U.S. for its bailout-related losses.

Banks and their allies in Wash-
ington worry the hearings could
produce evidence that will help
plaintiffs in securities litigation. On
Wednesday, commissioners asked
probing questions about the banks’
acts of negligence, their duties to
securities buyers and other issues

that could be important in such
cases.

At Wednesday’s dramatic first
hearing of the commission, which
was created last year with little fan-
fare, the confrontation between Wall
Street and Washington quickly
turned personal.

Mr. Angelides noted Goldman’s
practice of betting that the mort-
gage securities it sold to investors
would drop in value. He accused the
firm of “selling a used car with
faulty brakes, and then buying an
insurance policy” on the driver.
Goldman CEO Lloyd Blankfein ap-
peared caught off guard, interrupt-
ing Mr. Angelides to clarify Gold-
man’s duties and responsibilities.

Noting that “people are angry”
over Wall Street’s bailout-boosted
profits, Mr. Angelides vowed that
the commission would become “a
proxy for the American peo-
ple—their eyes, their ears, and pos-
sibly also their voice....If we ignore
history, we’re doomed to bail it out
again.”

He also warned CEOs the com-
mission could refer evidence of
criminal wrongdoing to law enforce-
ment.

The hearings, which are expected
to last the remainder of the year,
could raise the profile of its mem-
bers, in particular Mr. Angelides, a
veteran of California’s rough-and-
tumble politics.

Republicans on the bipartisan
panel expressed sympathy for bank-

White House to propose
tax on bank liabilities

By DAMIAN PALETTA
AND DEBORAH SOLOMON

WASHINGTON—The White
House intends to propose taxing a
portion of banks’ liabilities as a way
to recover losses from the taxpayer
bailout in 2008, people familiar with
the matter said.

The government would likely cal-
culate liabilities by subtracting the
total of a bank’s equity and insured
deposits from its assets, these peo-
ple said. A more precise calculation
couldn’t be learned, and some de-

tails of the proposal are in flux.
President Barack Obama is sched-
uled to provide more information
Thursday.

It was previously known the ad-
ministration has been considering
how to tax financial firms. It wasn’t
previously clear which route it
would pick. The administration con-
sidered other avenues, including an
additional tax on profits.

A tax on liabilities could also
have the effect of making financial
institutions more cautious, which is
another administration goal.

ing-industry leaders. Panel member
Keith Hennessey, a former economic
adviser to President George W.
Bush, said it might be “more inter-
esting” to talk to executives of the
firms that didn’t survive. He also
suggested the government played a
role by allowing the largest banks to
take on too much risk.

Among banks, the stakes could

be highest for Goldman and Mr.
Blankfein. Mr. Blankfein has had a
rough go of it in recent months act-
ing as the pitchman for Goldman.
His bank has been under intense
public fire for its decision to pay out
billions in bonuses just a year after
it and other firms accepted govern-
ment money.

Top Wall Street executives

started Wednesday’s testimony on a
conciliatory note. But they warned
in testimony that policy makers
shouldn’t limit the size of financial
entities.

J.P. Morgan Chase & Co. Chair-
man and CEO James Dimon said
Wall Street and policy makers need
to be “brutally honest” about the
causes of the financial crisis.
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Quirky judge in gay-marriage case

Walker, known for novel sentences and unpredictable decisions, riles some by allowing wide range of evidence

By JUSTIN SCHECK
AND GEOFFREY A. FOWLER

SAN FRANCISCO—The judge pre-
siding over the first serious chal-
lenge in U.S. federal court of a state
gay-marriage ban has defined his
career with an unconventional ap-
proach.

Two days into the trial over the
constitutionality of California’s
Proposition 8 gay-marriage ban,
Judge Vaughn Walker had upset
some opponents of gay marriage by
allowing gay couples to testify on
the meaning of marriage.

The 65-year-old judge has tried
to breach the longtime ban on TV
cameras in federal court by ordering
the trial to be posted on You-
Tube—though the U.S. Supreme
Court temporarily stayed that deci-
sion.

On Monday, the first day of the
trial, he repeatedly asked the law-
yers: Why don’t states “get out of
the marriage business? It would
solve the problem.”

Judge Walker has been open to
testimony that was “totally irrele-
vant to the issues of the case,” said
former U.S. Attorney General Edwin
Meese III. He wrote in Sunday’s New
York Times that Judge Walker has
tilted the case in favor of gay-mar-
riage proponents.

Judge Walker, through a clerk,
declined to comment. He has a
mainstream Republic pedigree. He
was nominated for a judgeship by
President Ronald Reagan in 1987,
when Mr. Meese was attorney gen-
eral.

Democrats assailed the nomina-
tion because Judge Walker was
member of an all-male private club.
(He resigned his membership during
the nomination process.) Gay-rights
activists protested his appointment
because, as a private lawyer, he had
represented the U.S. Olympic Com-
mittee in a copyright suit against an
organization called the Gay Olym-
pics.

But since Judge Walker was ap-
pointed to the bench in 1989, he has
proved to be “unpredictable, both
politically and judicially,” said Rory
Little, a professor at Hastings Col-
lege of the Law who has handled

Associated Press

Judge Vaughn Walker, in a 2006 file photo.

cases in front of Judge Walker.

In 1994, for example, the liber-
tarian-leaning judge surprised many
conservatives by saying he favored
decriminalizing drugs.

Inside the San Francisco federal
court, Judge Walker has tried to
build camaraderie among jurists and
attorneys. At the court’s annual con-
ference, he hosts a dinner where he
makes a speech in his deep baritone
and often invites a magician to per-
form.

He has shown a quirky side on
the bench, too, coming up with
novel solutions to legal problems.

The judge tried to auction off
lead-counsel status in securities
class actions to the plaintiff lawyer
demanding the lowest fees (a deci-
sion overturned on appeal). In 2003
he ordered a mail thief to wear a
sign reading “I have stolen mail.
This is my punishment.”

He frustrated Republicans in the
years after Sept. 11, 2001, by not im-
mediately dismissing lawsuits relat-
ing to government wiretaps.

“He’s not concerned with politi-
cal correctness,” said Arthur Wach-
tel, who represented the mail thief,
Shawn Gementera. At the time of

sociated Press
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Same-sex couple Kris Perry, left, and Sandy Stier in San Francisco Monday.

the case, Mr. Wachtel criticized the
judge and unsuccessfully tried to get
an appeals court and the U.S. Su-
preme Court to overturn the sen-
tence, which he compared to Na-
thaniel Hawthorne’s “The Scarlet
Letter.” But now, he said, he has
come to respect Judge Walker’s
willingness to come up with “inno-
vative” rulings.

In the Proposition 8 case, Judge
Walker has ordered the disclosure
of private records from the cam-
paigns for and against the gay-mar-
riage ban in an effort to determine
the intent of supporters. The order
was overturned on appeal. Mr.
Meese called the order an “invasion
of privacy.”

The judge has also allowed gay
and nongay experts to discuss the
meaning of marriage, and he per-
mitted testimony about how Propo-
sition 8 supporters feel about gay

people.

Last year, Judge Walker was
skeptical of the argument by sup-
porters of a gay-marriage ban that
marriage was for procreation, say-
ing in a pretrial hearing that he had
officiated over the recent wedding
of a 95-year-old to an 83-year-old. “I
did not demand that they prove
they intended to engage in procre-
ation,” he said.

While many of the judge’s deci-
sions to include far-reaching evi-
dence in the case may seem odd, Mr.
Little said, they could increase the
likelihood that the court’s decision
stands the long run. By allowing so
much testimony, the judge is creat-
ing “as big a factual record as possi-
ble,” therefore minimizing the
chances that, once the trial is over,
an appeals court will overturn the
verdict for a lack of evidence, he
said.

Poachers arrive at egg farms

By LAUREN ETTER

A year after Californians ap-
proved stricter rules on the treat-
ment of farm animals, Idaho and
other states are trying to lure away
the Golden State’s poultry and egg
farmers with promises of friendlier
regulations and lower costs.

In Idaho, as lawmakers convened
Monday, Republican state Sen. Tim
Corder said he would introduce leg-
islation designed to attract Califor-
nia chicken farmers who might con-
sider relocating. In Nevada,
Pershing County is aggressively re-
cruiting poultry farmers in Califor-
nia, the U.S.’s fifth-largest producer
of eggs. Georgia’s poultry industry
also has reached out to some Cali-
fornia farmers in a bid to woo them
eastward, California egg-industry
officials say.

The movement comes after Cali-
fornia voters in November 2008
passed a Dballot initiative called

Proposition 2 designed to prevent
“cruel confinement” of farm animals
in cramped conditions, like small
“battery cages” for egg-laying chick-
ens, or “gestation crates” for preg-
nant pigs.

Such measures have grown more
popular nationwide as the Humane
Society of the United States and
other groups have pushed to raise
awareness of how animals are
treated in the food-production sys-
tem. Since 2002, similar provisions
have passed in Florida, Arizona, Or-
egon and Colorado.

On Sunday, Bob Stallman, presi-
dent of the American Farm Bureau
Federation, one of the nation’s larg-
est farm groups, implored farmers
at an annual convention in Seattle
to “aggressively respond to extrem-
ists who want to drag agriculture
back to the day of 40 acres and a
mule.”

The California initiative prohibits
confinement of hogs, veal calves and

poultry “in a manner that does not
allow them to turn around freely, lie
down, stand up, and fully extend
their limbs.” The law doesn’t take
effect until Jan. 1, 2015, but farmers
already are worried it will drive up
costs, because many cages com-
monly used now probably will have
to be scrapped for bigger cages or
no cages at all.

“I’ve got guys saying they’re un-
willing to make an investment or try
to raise capital, because they don’t
know how to comply” with the mea-
sure, said Fiona Hutton, a spokes-
woman for the Association of Cali-
fornia Egg Farmers.

Of course, moving to another
state could be costly, too. Moreover,
Wayne Pacelle, president and chief
executive of the Humane Society,
said farmers who flee California
may wind up facing tougher rules
anyway, because more retailers are
seeking food raised under strict ani-
mal-welfare standards.

Zuma Press

Chicken farmer David Demler tours Demler Enterprise’s ranch in Wasco, Calif.
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