£1.50

Bahrain BD 150 - Eqypt $1.75 (C/V)
Jordan JD 2 - Kuwait KD 1 - Oman OR 2

Qatar QR14 - Saudi Arabia SR 14

THE WALL STREET JOURNAL.

04

55

21919869

9

4

7

9

Agence France-Presse/Getty Images

DJIA 10120.46 ¥ 113%

Nasdaq 2179.00 V¥ 191%

DJ Stoxx 244.61 ¥ 1.09%

FTSE100 514574 'V 137%

DAX 554033 ¥ 1.82%

Discreet luxury: special edition

VOL. XXVII NO. 253

DOW

A NEWS CORPORATION COMPANY

EUROPE

on how to enjoy travel in 2010

WEEKEND JOURNAL

THE WALL STREET

CAC40 368879 ¥ 189%

JOURNAL.

Euro 13959 ¥ 0.58%

Pound 16140 V¥ 0.31%

Friday - Sunday, January 29 - 31, 2010

europe.WSJ.com

Greeks beg market’s support

By STEPHEN FIDLER
AND JOE PARKINSON

Pressure on Greek debt in-
tensified in the financial mar-
kets, and countries across Eu-
rope raced to announce
budget measures to avoid be-
ing submitted to the same
skepticism as Greece.

In an interview in Davos,
Greek Finance  Minister
George Papaconstantinou said
the key to resolving his coun-
try’s debt problems was a
government austerity package
that would cut the budget
deficit by 4 percentage points

this year alone. Debt would
peak at 120% of gross domes-
tic product in 2011, he said.

Despite a successful €8
billion ($11.2 billion) bond
auction earlier this week,
Greek bonds traded sharply
lower Thursday, and the cost
to insure against a possible
Greek default hit a new record
high.

Greek Prime Minister
George Papandreou said in an
interview with The Wall
Street Journal in Davos on
Thursday that Greece had
made itself vulnerable to mar-
ket speculation by failing to

reform its economy in the
past. The markets “are not re-
ally sure that we are credible.
All I say is: Give us a chance.”

European countries with
similarly large deficits are
rushing to ensure they don’t
suffer from the same credibil-
ity gap. Spain said it will de-
tail on Friday €50 billion in
cuts through 2013 to deal
with a budget deficit esti-
mated at close to 10% of gross
domestic product, more than
triple the euro-zone ceiling.
Portugal announced plans
earlier in the week to reduce
its deficit of 9% of GDP. Last

DAV«S 2010
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H David Cameron on the
challenge facing the UK. 2
M China’s vice premier makes a

rare appearance ... 5
B Central banks face a nasty
dilemma in 2010 ... 6

month, Ireland released a
budget that cut spending
more than 6%, the toughest
fiscal plan in more than a
generation, and includes steep
salary cuts for public-sector
workers.

European Union countries
outside the euro-zone also an-
nounced austerity measures.
Poland said it will announce
budget cuts Friday and the
Czech Republic outlined plans
to slash its own fiscal deficit
to 3% by 2014 from 9% this
year. On the EU’s eastern
flank, Romania announced an
austerity budget in January to
reduce its deficit by almost
2% of GDP this year, while
Bulgaria has slashed spending
15% since a center-right gov-
ernment swept to power in
elections in July.

The myriad cost-cutting

plans come as Greece grap-
ples with its yawning deficit
of more than 12%—a figure
that could even be higher, ac-
cording to economists who
doubt the veracity of Greece’s
data.

European Central Bank ex-
ecutive board member Ger-
trude Tumpel-Gugerell backed
the moves, saying govern-
ments must begin to prepare
credible and sustainable exits
from stimulus programs.
“Otherwise public debt in the
euro zone could quickly top
100% of GDP,” she said. “That

Please turn to page 4

_-‘..

Haitian teen
survives

for 15 days

A 16-year-old girl Wednes-
day was pulled out of the rub-
ble in the Haitian capital,
Port-au-Prince, 15 days after
the earthquake struck.

Rescuers say Darlene Eti-
enne had survived by drinking
water from a bath. She was
said to be happy but dehy-
drated. Neighbors had been
searching in the rubble of
their homes when they heard
a weak voice and called rescue
teams to help.

She is being treated on a
French naval hospital ship
where she is in a stable condi-
tion. Her rescue came five
days after Haitian government
officially ended the search and
rescue operation.

M Funeral directors find few
Haitians can afford burials 13
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Bernanke wins confirmation for second term at Fed

By SuDEEP REDDY

The Senate voted to reap-
point Ben Bernanke for a sec-
ond four-year term as chair-
man of the Federal Reserve.

Earlier, senators voted
77-23 to end debate, clearing
the way for a final vote. Dur-
ing more than two hours of
debate on the Senate floor,
Bernanke backers warned that
voting him down risked
sparking turmoil in U.S. and
foreign markets and thwart-
ing a budding economic re-
covery. They said the Fed
chairman deserved an oppor-
tunity to finish what he
started.

“To vote against confirma-
tion could unnerve investors
and exacerbate economic un-
certainty in the marketplace,
which is exactly what we do
not need at this time,” said
Sen. Robert Menendez (D.,
N.J.). “We need the wisdom of
patience,” he said. “Let us not
judge the man or the work
prematurely.”

Critics assailed him for his
record ahead of the crisis,
from bank supervision to
mortgage regulation to the fi-
nancial rescue. “Bernanke fid-
dled while our markets
burned,” said Republican Sen.
Richard Shelby of Alabama,
the senior Republican on the

Senate Banking Committee. “I
believe that it is the duty of
this body to hold accountable
those regulators whose poor
oversight of our financial in-
stitutions and markets helped
produce the greatest eco-
nomic crisis this country has
experienced in 80 years.”

Republican Sen. Jim Bun-
ning, one of Mr. Bernanke’s
fiercest critics, said “a vote
for Ben Bernanke is a vote for
bailouts.”

Mr. Bernanke was nomi-
nated for another term as Fed
chairman by President Barack
Obama last year. He came to
Washington from Princeton
University in 2002 to serve as

member of the Fed’s Board of
Governors under the chair-
manship of Alan Greenspan,
left the Fed briefly to serve as
chairman of President George
W. Bush’s Council of Eco-
nomic Advisers and succeeded
Mr. Greenspan in 2006. As
Fed chairman, he presided
over the response to what he
has termed the worst finan-
cial crisis in modern history.

The reluctance of many to
support Mr. Bernanke sug-
gests more lawmakers could
step up to support other pro-
visions that the Fed opposes,

such as auditing the central -

bank’s monetary policy or
scaling back its authorities.

Fed Chairman Ben Bernanke
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My plan to rebuild Britain’s economy

By Davip CAMERON

In the modern, globalized
world, no country is automatically
entitled to economic goodwill.
Each nation must work
continually to earn a solid
reputation, to help attract
investment and secure lending on
reasonable terms. That has never
been more true than today. The
economic crisis has created a
global atmosphere of caution in
which a reliable reputation is
crucial. And I believe there are
three key steps that nations must
take to build their
reputation—and so strengthen
their recovery.

First, they must demonstrate
that they have a credible,
responsible fiscal plan for the
future, in order to reassure the
markets and keep interest rates
low. Second, they must ensure
that their system of banking
regulation is strong, with proper
oversight to minimize the risk of
future financial crises. Third, they
must have a comprehensive plan
for balanced growth in the
decades ahead, founded not on
the sands of debt but on stable,
sustainable sources of wealth
creation. I have consistently
argued for these three things to
happen in Britain.

Our first and most urgent task
is to show that we have the will to
reduce our deficit. According to
the latest OECD forecasts, the U.K.
will have a budget deficit of 13.3%
of GDP this year—the worst in the
developed world. There are some
who argue that starting to address
the deficit now will damage the
recovery. Our analysis is that the
greater danger lies not in dealing
with the problem, but in delaying
the start of what everyone knows
has to be done. Delay risks losing
the confidence of investors,
pushing up interest rates and
putting a drag anchor on recovery.
As former chief economist at the
IMF Kenneth Rogoff has warned:
“There’s no question that the
most significant vulnerability as

Getty Images

Put the Bank of England in overall charge of prudential regulation

we emerge from recession is the
soaring government debt. It’s very
likely that will trigger the next
crisis as governments have been
stretched so wide.” This isn’t
some wild dystopian vision. The
people of Greece are already
suffering an extra 3% on the
interest rates they pay to borrow.

Of course, fiscal policy and
monetary policy must be
coordinated; the right fiscal policy
can help interest rates stay lower
for longer. But while the precise
pace of consolidation must be
determined in coordination with
the independent Bank of England,
the case for starting early to
establish credibility is
overwhelming. That is why if the
Conservative Party wins the next
general election in Britain—which
must be held in the next four
months—we will make a start on
cutting the deficit in 2010. We
have set out some examples of
where spending needs to be cut,
such as reducing government
benefits for better-off families. By
being clear about the need to
eliminate a large part of the
structural deficit over a
Parliament, and about the need to
make an early start, we can
reassure the markets and start to
restore our reputation on the
world stage.

Our second task is to reform
Britain’s system of banking
regulation so that it commands

confidence at home and abroad.
As Nobel Prize winning economist
Joseph Stiglitz observed recently,
“the U.K. financial system was
even more overblown than that of
the United States.” To help
prevent that happening again, we
need a regulator with muscle,
authority and proper oversight. In
America and Germany—two of the
largest financial markets—there
are plans to give central banks a
far greater role in supervision. We
would do the same, by putting the
Bank of England in overall charge
of prudential regulation. As well
as reforming the structures of
regulation, we must reform its
substance. Right now we have a
situation in which banks that have
been bailed out by the taxpayer
are awarding themselves colossal
bonuses and failing to supply
credit to all parts of the real
economy. We need to take steps to
make sure this never happens
again. President Obama has taken
a bold step in the right direction
by calling for limits on the riskiest
activities of retail banks. It’s a
move that chimes with our own
ideas and we’ll now work for
international agreement on this in
the G-20. And as we have also set
out, we would work for a new
international levy on banks—one
of the ideas being considered by
the IMF—to protect the taxpayer
from footing the bill for banking
crises.

The third vital step to
restoring our reputation is having
a comprehensive plan for
sustainable growth. I want to turn
Britain’s discredited model of
growth over the last decade
upside down, changing from an
economy fueled by excessive
public spending and consumer
debt to one founded on saving and
private-sector investment. Getting
there means government and
individuals playing their part by
spending and saving more
responsibly. And to compensate
for that, it requires more business
investment and more exports. In
other words, the only sustainable
driver of recovery is enterprise. A
new Conservative government
would be unashamedly pro-
enterprise across a range of public
policy. We would simplify and cut
corporation tax rates, lighten the
burden of regulation, start linking
British cities with a new high-
speed rail network, open up new
sources of credit to help small
businesses and radically reform
schools to educate the skilled
work force of the future. Through
every single policy area, we will
send the clearest signal that
Britain is back open for business:
ready to trade, ready to sell, ready
for investment. I passionately
believe that Britain can have an
economic future as prosperous as
our past. We have always been an
open, trading nation. We have a
proud history of inventing the
goods and services the world
wants to buy. We boast world-
beating industries not just in
finance but in the arts, in media,
in pharmaceuticals, in hi-tech
engineering. But these strengths
alone are not enough. We need to
show that we are a sound
business prospect now and for the
future. If we show discipline in
reducing the deficit, if we bring
wholesale reform to banking
regulation, and if we build a new
model of economic growth led by
enterprise and exports, I am
confident we can achieve
that—and I am determined to lead
that change.

—David Cameron is leader of the
U.K.’s Conservative Party
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Court clears Villepin

Former prime minister’s acquittal is political setback for Sarkozy

By SEBASTIAN MOFFETT
AND DAVID GAUTHIER-VILLARS

PARIS—Dominique de Villepin, a
former prime minister, was acquit-
ted in a high-profile slander case
that could backfire on French Presi-
dent Nicolas Sarkozy.

A Paris court on Thursday found
Mr. de Villepin not guilty of com-
plicity in slander or in forgery, the
two charges leveled against him.

“After several testing years, my
innocence has been recognized,” Mr.
de Villepin said as he left the court.

The trial has prompted a revival
in the public profile of Mr. de Ville-
pin, 56, a longtime rival of Mr.
Sarkozy. Though Mr. de Villepin has
kept a low profile for much of Mr.
Sarkozy’s presidency, he has said re-
cently that he would consider run-
ning for president in the 2012 elec-
tion if acquitted.

“From today, Mr. de Villepin rep-
resents a danger for Mr. Sarkozy be-
cause, within the ruling party, he
appears as the only alternative to
the president,” Stéphane Rozés,
head of French political consultancy
CAP. “Mr. Sarkozy gave Mr. de Ville-
pin a chance to appear as a victim.”

The case followed libel com-
plaints filed in 2006 by dozens of
businesspeople, lawyers and politi-
cians, including Mr. Sarkozy, who
became president in 2007. The
plaintiffs said they wanted to find
out who had falsified and dissemi-
nated a list of banking records
claiming they held secret bank ac-
counts in Luxembourg. Investigators
said Mr. de Villepin knew of the ex-
istence of a list of bank records
pointing to the alleged secret ac-
counts.

The accusations were made
while Mr. Sarkozy and Mr. de Ville-
pin were fighting to become the
presidential candidate of the center-
right Union pour un Mouvement
Populaire, or UMP, and succeed
Jacques Chirac as president.

The ensuing four-year war of
words over the complex
case—which involved secret docu-
ments, secret agents and allegations
of secret bank accounts—could end
up hurting Mr. Sarkozy.

His current term ends in 2012,
and his traditional left-wing opposi-
tion has fragmented into rival
groupings. In recent months, Mr. de
Villepin has made televised
speeches to supporters and visits to
housing projects. In November, 8%
of respondents to a survey by mar-
ket-research firm Ifop said they
would vote for Mr. de Villepin if he
ran in the 2012 presidential elec-
tion, compared with 28% who said
they would vote for Mr. Sarkozy.

Mr. Sarkozy said in a statement
that he wouldn’t appeal against the
verdict, and that Mr. de Villepin had
been found not guilty.

Leaving court on Thursday, Mr.
de Villepin said: “I have no bitter-
ness, no bitterness. ... I will look to
the future and serve the French peo-
ple.”

Mr. de Villepin’s posh, intellec-
tual image contrasts with that of the
hard-nosed Mr. Sarkozy. Mr. de
Villepin started his career as a dip-
lomat before moving into politics. In
his spare time he writes books, in-
cluding works on Napoleon. He
sometimes gives poetry readings.

He has never been elected to of-
fice, but was directly appointed to
cabinet positions. He is known for a
speech to the United Nations in

2003, when he was foreign minister,
calling on the U.S. not to invade
Iraq.

He was named prime minister by
President Chirac in 2005, but lost
popularity after a bungled proposal
aimed at reducing France’s high un-
employment. The Contrat Premiére
Embauche was supposed to make it
easier for employers to hire and fire
young workers. Students took to the
streets to protest the measure.

After Mr. Sarkozy was elected
president, Mr. de Villepin made
thinly veiled attacks on his com-
portment.

Mr. Sarkozy attracted attention
early in his tenure for a lifestyle
criticized as “bling-bling.” He wore
an expensive watch, married a for-

mer supermodel and partied on
yachts and in Michelin-starred res-
taurants.

“He took liberties with style,”
Mr. de Villepin said recently. “The
French didn’t like this much.”

Mr. de Villepin was charged with
complicity in slander and complicity
in forgery. Prosecutors called for a
suspended prison sentence and a
fine of €45,000 ($63,000). Mr. de
Villepin said that only after the case
became public did he know that Mr.
Sarkozy’s name was on the list and
that the document was actually a
fake.

Three other defendants were
found guilty of similar charges, and
were made to pay Mr. Sarkozy sym-
bolic compensation of one euro.

Reuters

Former Prime Minister Dominique de Villepin leaves a Paris court Thursday.
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Greece will be make-or-break test for the euro

By STEPHEN FIDLER

A test of fire
for the euro zone
and Greece, the
common
currency’s weakest
= § link, is playing out
in the financial markets.

Greece is facing a debt crunch:
it must raise €54 billion (about
$75 billion) this year or face
default. Athens says it can cut its
giant budget deficit and raise the
money. But the markets are
testing its claims to destruction.

“These six months are going to
be crucial. They will be the test
for us and, internationally, for our
credibility,” Greek Prime Minister
George Papandreou said in an
interview with The Wall Street
Journal Thursday.

His government’s race against
the clock began the week well. An
international bond issue to raise
€5 billion was oversubscribed five
times, allowing the government to
expand the issue to €8 billion. The
debt was expensive, but the
government got the money in the
bag.

Then the government became
embroiled in what Greek officials
are calling the China syndrome.

Greece was reported to have
mandated an approach to China
for money, which was interpreted
in the markets as a sign of
desperation.

Subsequent reports from
China, denying any approach from
Greece, were then interpreted as a
vote of no confidence from
Beijing.

In an interview Thursday,
finance minister George
Papaconstantinou repeated his
government’s denials of the
stories. “We have not talked to
China and no investment bank has
a mandate from us to talk to
China,” he said. Nonetheless,
prices for Greek bonds have
continued to sink.

They fell further Thursday on

Greece’s Prime Minister George Papandreou at session at the World Economic Forum.

new reports that France and
Germany were preparing a bail-
out for Greece. Again the
government responded with
strong denials.

“There is no plan B in terms of
bailouts,” Mr. Papaconstantinou
said, adding that if the
government needed to take
additional austerity measures, it
will.

The bailout reports hit the
euro, which fell to a seven-month
low against the dollar Thursday.
Greek bonds were also hurt, with
interest rate spreads over the
benchmark German bonds
widening at one point beyond four
percentage points, a record.

In fact, the markets are
sending contradictory signals. If a
bailout is being prepared—and
many European officials assume
that if Greece can’t raise enough

Greeks beg market support

Continued from first page
could damage public trust in the
sustainability of public finances
[and] exert upward pressure on in-
terest rates in the area over the me-
dium to longer term.”

The austerity moves, however,
raise fears that countries are mov-
ing prematurely to rein in costs. Go-
ing into 2010, the International
Monetary Fund advised govern-
ments to keep their stimulus plans
in place to ensure the global recov-
ery takes root.

“There’s a clear danger that
countries are being forced by the
markets and ratings agencies into
tightening fiscal policy too quickly,”
said Jonathan Loynes, an economist
at Capital Economics in London.
“They’ll have to strike a careful bal-
ance between keeping the markets
happy, keeping the cost of borrow-
ing down and avoiding aggravating
their recessions.”

Not all European governments
are removing fiscal stimulus.

U.K. Chancellor Alistair Darling
insists that bearing down on the
U.K.s budget deficit—predicted to
reach 12.6% of GDP in 2010—too

Greek concerns

Does the state of the economy
justify taking hard measures?

No
29.1%

Yes
60.9%

Not sure/
No answer: 10%

Source: ALCO telephone poll of 1,000 adults
conducted Jan. 11-13

early would hinder Britain’s eco-
nomic recovery.

But economists caution that a
gulf is likely to widen between
countries that can afford to keep
stimulus measures in place and
those that need to act immediately
to counter market perceptions of
credit risk.

—Jonathan House
contributed to this article.

money in the markets one will
be—then the euro’s fall in value
makes sense. That’s because a
bailout would send a signal of
lower fiscal discipline and would
emphasize the critical weakness of
the euro as a currency with a
single central bank but no unified
fiscal authority.

But if there is a bailout in the
works, Greek bond spreads should
narrow, not widen. With the big
economies of the euro zone
putting their financial muscle
behind Greece, what would justify
a four-percentage-point spread?

Faced by such contradictions
from the financial markets, Mr.
Papandreou let his guard drop
Thursday in a public forum in
Davos, where the Greek
government was out in force.
“This is an attack on the euro
zone by certain other interests,

political or financial, and often
countries are being used as the
weak link, if you like, of the euro
zone.”

Later, in his interview, Mr.
Papandreou declined to elaborate
on his claim, saying he saw no
conspiracy. He returned to his
central message: The blame for
Greece’s predicament lies with
Greece and the key to emerging
from it also lies within the
country.

The government is embarking
on measures to cut a full four
percentage points from the budget
deficit, estimated at 12.7% last
year, with a raft of changes
including cutting two layers out of
five layers of government.

“These are major changes. In
any other country, this is a small
revolution,” Mr. Papandreou said.

While the government embarks

on efforts to rebuild the country’s
shattered credibility through
action at home, his finance
minister must also work on the
debt markets. Mr.
Papaconstantinou is planning trips
to financial centers in Europe, U.S.
and Asia, including possibly
China, in February and March.

In the absence of a fully-
fledged debt crisis, the crunch
time comes in April. Half of the
€54 billion it needs to raise this
year must be raised in the second
quarter in order for it to pay off
maturing debt. It needs to raise
roughly €12 billion in each of
April and May. By June, 70% of its
fund raising requirements should,
if things go according to play, be
in place, Greek officials say.

Yet the austerity measures
being prepared elsewhere across
the 16 euro zone nations,
including Spain, show Greece’s
problems are a symbol of the euro
zone’s wider difficulties.

Jean-Claude Trichet, the
president of the European Central
Bank, insisted in Davos Thursday
that the currency union’s
problems are no worse than those
faced by other big economies in
the financial crisis.

But the fact remains that much
of the cost of the post-crisis
adjustment will not be paid
equally across the euro zone, and
will be felt most harshly in a few
countries, such as Greece, Spain
and Portugal.

There, in the absence of the
option of devaluation,
governments must embark on the
deeply unpopular task of cutting
real wages.

Unsurprisingly, the message
from governments in Davos
Thursday was that this was a
price worth paying for the
stability of staying in the euro.

“Nobody is going to leave the
euro zone, just as nobody is going
to leave the European Union,” said
Jose Luis Zapatero, Spain’s prime
minister. But the fact that he felt
it necessary to repeat that
message led some in his audience
to wonder why.

Osborne reassures bankers

By AINSLEY THOMSON

DAVOS, Switzerland—The U.K.
Conservative Party’s shadow Trea-
sury chief, George Osborne, Thurs-
day moved to reassure bankers that
his party had no plans to break up
universal banks.

In an interview at the World
Economic Forum annual meeting in
Davos, Mr. Osborne said he didn’t
advocate a return to the Depression-
era Glass-Steagall Act, which sepa-
rated investment and commercial
banking.

“I fully understand that modern
universal banks need to offer their
customers investment-banking ser-
vices,” he said.

Last week, Mr. Osborne voiced
support for U.S. President Barack
Obama’s plan to place limits on the
size and activities of commercial
banks, but with the caveat that the
plan should be adopted internation-
ally.

Since last summer, Mr. Osborne
has said several times that his party
would support stopping commercial
banks engaging in the riskiest types

of activities, such as proprietary
trading, in a bid to prevent another
financial crisis. But he has made it
clear that a Conservative govern-
ment wouldn’t seek to reimpose a
strict division between retail and in-
vestment banks.

Mr. Obama’s proposals, which
would prevent banks from owning
and investing in hedge funds and
private-equity firms and would limit
the trading they do for their own
accounts, known as proprietary
trading, have angered many bank-
ers.
On Wednesday at the World Eco-
nomic Forum, Barclays PLC Presi-
dent Robert Diamond publicly criti-
cized the plan, saying there was no
evidence that shrinking banks or
narrowing banks’ activities would
help the global financial system.

At Davos, Mr. Osborne will be
rubbing shoulders with Mr. Diamond
and a large number of the world’s
top bankers, most of whom are lob-
bying hard against the Obama plan.

Mr. Osborne said he had had
“good discussions” with “lots of
bankers” over the past week and

said he was reassuring them he
wanted the UK. to be a leading cen-
ter for wholesale finance. “But being
competitive means being well regu-
lated, where the British taxpayer is
protected if things go wrong,” he
said.

Mr. Osborne, who is joined in Da-
vos by Conservative party leader
David Cameron and the party’s for-
eign-policy spokesman William
Hague, said the message they were
giving the world’s business elite
who have gathered at the Swiss ski
resort, was that “Britain can be
open for business.”

“There will hopefully be a new
government in Britain in the space
of two or three months that is pro
enterprise, and pro properly regu-
lated financial services,” Mr. Os-
borne said, adding that a Conserva-
tive government would “live within
its means” and get on top of the
budget deficit. The Conservatives
are the current favorites to win the
election, which must be held by
June 3.

—Laurence Norman in London
contributed to this article.
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China to keep to economic course

By SHEN HoNG

DAVOS, Switzerland—Chinese
Vice Premier Li Keqiang said China
will maintain its existing economic
policies this year but will increase
policy flexibility to manage inflation
expectations.

Speaking Thursday at the World
Economic Forum here, Mr. Li said
that while China’s economy faces a
complex environment this year, its
long-term upward trajectory re-
mains intact despite the recent glo-
bal crisis.

The speech marked the highest-
profile international appearance for
Mr. Li, who is widely considered to
be in line to succeed Premier Wen
Jiabao. While he addressed issues
ranging from domestic economic re-
forms to global governance, Mr. Li
avoided sensitive topics such as the

yuan’s value and growing trade fric-
tions between China and the U.S.
Mr. Li said that to achieve more
sustainable economic growth, his
government needs to strike a bal-
ance among promoting fast growth,
readjusting economic structure and
properly managing inflation risks.
Mr. Li noted that China’s con-
sumer prices have started rising
again but said Beijing will continue
its proactive fiscal policy and mod-
erately easy monetary policy, the
government’s standard language for
its efforts to pump the economy
with generous lending. Mr. Li said
Beijing needs to make such policies
“better targeted and more flexible
in response to new circumstances.”
Mr. Li’s comments are mostly a
reiteration of Beijing’s current as-
sessment of its economy, but the
reference to inflation and policy

Agence France-Presse/Getty Images

Vice Premier Li Kegiang in Davos

flexibility highlights the authorities’
subtle shift toward a slightly tighter
monetary policy.

China’s resurgent growth is in
part a product of the government’s
massive stimulus package, mainly
supported by record levels of lend-
ing by state banks last year that
stoked domestic construction and
consumption. China’s gross domes-
tic product expanded 10.7% in the
fourth quarter from a year earlier,
bringing full-year growth to 8.7%.
That came in above the govern-
ment’s targeted 8% growth and well
above many economists’ estimates.

Underscoring the inflation risks
posed by last year’s credit surge,
consumer prices in December rose
1.9% from a year earlier, accelerat-
ing sharply from the 0.6% rise in
November, which followed nine
months of declines.

Showing growing concerns over
rising inflation pressure, China has
in recent weeks moved to withdraw

liquidity from the financial system.
In recent days, state-owned banks
have been instructed to temporarily
suspend lending. The moves have
sent jitters around international
markets since China has become the
engine of growth for a still-strug-
gling global economy.

Commenting on China’s growth
model, Mr. Li suggested the country
needs to look inward. “China’s do-
mestic market has huge potential,”
Mr. Li said. “We will strive to ex-
pand domestic demand, especially
consumer demand.”

Addressing a largely Western au-
dience, Mr. Li also said China will
remain committed to further open-
ing up its economy and market, de-
scribing different nations as “pas-
sengers on the same boat.” Mr. Li
also urged the promotion of a more
open global market.
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Central bankers differ on what to do

The emergence of economies from the financial crisis at very different speeds leads to a wide diversity of attitudes

By BRIAN BLACKSTONE

Central bankers around the
world are increasingly at odds over
what steps to take next as econo-
mies emerge from the financial cri-
sis at vastly different speeds, accen-
tuating differences in attitudes
about growth, inflation and the risk
of future crises.

The trans-Atlantic divide stands
in contrast to the situation in 2009
when policy makers faced the immi-
nent threat of a global depression.
The task of returning economies to
growth was daunting, but the re-
sponse was clear: Throw every fiscal
and monetary weapon at the prob-
lem and clean up later.

At issue for central banks now is
when to raise rates and how far to
go in dialing back the extraordinary
measures taken last year. Some pol-
icy makers, particularly in Europe,
fear that heavy government spend-
ing and the easy money that central
banks have put into the banking sys-
tem—Dby pushing key rates to near
zero, among other steps—could cre-
ate a new crisis.

That, and disagreement over
how well economies can absorb
hundreds of billions of dollars, euros
and pounds in stimulus without in-
flation, could lead to central-bank
moves that trigger volatile swings in
exchange rates and bond yields in
coming months.

Adding to uncertainty is that
some central banks face political

challenges at home, including in-
tense criticism of U.S. Federal Re-
serve Chairman Ben Bernanke in the
U.S. and the timing of elections in
the UK., which some analysts worry
could complicate central-bank deci-
sions.

This year’s meeting in Davos
provides “a unique occasion to com-
pare notes” on how to make the glo-
bal economy more resilient, Euro-
pean Central Bank President
Jean-Claude Trichet said in a recent
interview.

Already, fast-growing China has
tightened its monetary policy, while
countries buoyed by rising commod-
ity prices have raised interest rates.
India is expected to follow in re-
straining credit soon, thanks to
strong growth. At the other ex-
treme, Denmark cut rates this
month and is expected to do so
again to bring its short-term rates
more in line with those in the euro
zone. In deflation-saddled Japan,
the central-bank governor said last
week that the bank would maintain
its accommodative monetary stance.

A bigger issue is what central
banks will do in the U.S., the UK.
and the euro zone, given the sizes of
the economies and their effect on fi-
nancial markets. Differences among
the three over their economies’
long-term prospects and the risk of
asset bubbles will affect the timing
of rate increases and other credit-
restraint measures—and serve as a
source of instability in financial

Exit strategies

Central banks are debating when to pull back on financial-system
support measures in light of how fast their economies are expected
to recover. Projected GDP for nations with varying monetary policies.
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Many economists say Europe will
act before the U.S. in raising rates
and scaling back other support mea-
sures. Goldman Sachs sees the UK.
raising interest rates, now at 0.5%,
around midyear, with the ECB fol-
lowing to increase its 1% level in
late 2010 and the Fed keeping offi-
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cial rates near zero through 2011.
Those economists who see a differ-
ent scenario still expect the ECB’s
rates to be higher than those in the
U.S. and U.K. by year-end.

The UK. faces a particular di-
lemma. It recovered from recession
later than the U.S. and the euro
zone, but inflation has already

jumped higher.

ECB officials worry that main-
taining easy credit for too long may
spur excessive risk-taking and sow
the seeds of another crisis. Commit-
ting to low rates for a long time “is
risky,” Lorenzo Bini Smaghi, of the
ECB’s executive council, said last
week, and may create “a bubble.”
His ECB colleague Ewald Nowotny,
of Austria, says excessive risk-taking
is a worry, especially in the U.S.

Bundesbank President Axel We-
ber, a member of the ECB’s policy-
setting council, said in Davos this
week that the central bank would
discuss phasing out support mea-
sures in an orderly manner and that
the policy would be set for the mon-
etary union as a whole and not just
for a few troubled members.

Imbalances such as overspending
and borrowing in some countries
and oversaving in others can lead to
asset-market bubbles, especially if
they are amplified by easy credit.
When those bubbles burst—as they
did in tech stocks a decade ago and
housing more recently—they can
lead to deep downturns.

Bank of England Gov. Mervin
King said last week that unless im-
balances around the world are ad-
dressed, another crisis “is only too
likely.”

U.S. officials appear more san-
guine, for now. Fed officials say they
see some signs of froth in Asia.

—John Hilsenrath
contributed to this article.

orld’s beleaguered
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From Russia with love

They might have left the
conference hall with President
Nicolas Sarkozy’s chastisement
ringing in their ears, but Davos’s
beleaguered banker brigade still
has some cheerleaders.

Take Alexander Izosimov,
longtime CEO of Russian mobile-
phone giant Vimpelcom, who is
due to take charge of a new,
expanded company merging
Vimpelcom’s operations from
Ukraine and Russia to Central Asia
and Indochina. It was bankers
who got Vimpelcom’s shares listed
on the New York Stock Exchange,
and bankers who enabled it to
borrow billions of dollars for
continuous upgrades and
expansions of its mobile networks
across 11 time zones (all serviced
from a balance sheet of exemplary
strength). Moreover, those
independent shareholders and
bondholders created an external
discipline on Vimpelcom’s two
warring core shareholders,
ultimately pressuring them to
reach a settlement that—
according to many Russian
precedents—could have been far
less civil and far more destructive,
had there been only private
interests at stake.

“I would be petrified by more
regulation, I think there’s a huge
chance of it backfiring,” he says.
“People have to understand that

excessive regulation is going to
lead to far higher costs of capital
and slower growth. One day the
world will return to growth and
will need the banking system—
and it won’t be there.”

Now if that’s not worth a few
basis points for a loyalty bonus
when the new Vimpelcom returns
to the bond markets, then bankers
really do deserve Mr. Sarkozy’s
fire and brimstone to be visited
on them.

—Geoffrey Smith

Down but not out

Spinning through the halls of
the Davos conference center
there’s a persistent question:
What’s the mood?

Ross Perot Jr. asked the
question, then answered it:
“Better than last year.”

“Everyone has become
conditioned to the environment,”
Mr. Perot says. “They have their
game face on.”

And any bankers who beg to
differ could probably do with
some time with Mr. Perot—he
readily jumped to the defense
(perhaps not so surprisingly) of
the world’s financiers.

The technology executive and
son of former presidential
candidate Ross Perot Sr. points
out that J.P. Morgan Chase’s
Jamie Dimon and Goldman Sachs
Group’s Lloyd Blankfein (both
notable absentees this year) did
an admirable job of steering their
way around the crisis.

“I would not punish the
bankers like J.P. Morgan and

Reuters
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Former U.S. President Bill Clinton

Goldman,” Mr. Perot says. “Both
J.P. Morgan and Goldman have
paid the government back so they
shouldn’t be punished.”

And there is a simple solution
for shareholders angry about any
excess. “If shareholders don’t like
the salaries, don’t buy the stock.”

—Emma Moody

Clinton seeks Haiti help

Addressing the annual meeting,
former U.S. President Bill Clinton
gave business leaders an update
of conditions in earthquake-
ravaged Haiti. Serious food, water
and shelter needs remain in Haiti,
he said.

The airport has become the de
facto operations center of the
relief effort. About 100 planes
land daily, about 10 times as many
as before the earthquake. Safe
and sanitary shelters are needed,
and more food and water has to
be distributed, Mr. Clinton said.
“We have to get temporary
schools opened” and Haitian
students back in school, he said.

More food distribution points
are needed and the only way to do
this is via trucks, Mr. Clinton said.
There are only about 15 food
distribution sites now in Haiti. Mr.
Clinton said more than 100 sites
are needed. “If anyone here
knows where I can get pickup
trucks or slightly bigger [trucks],
I need 100 yesterday,” Mr. Clinton
said.

He expressed confidence that
once the severe problems created
by the earthquake were
successfully dealt with, Haiti
could have a brighter economic
future than before the earthquake.
Mr. Clinton and other leaders
were working on plans for Haiti’s
economy before the earthquake.

—Neal Lipschutz

Watching the watchers

With all the talk of financial
regulation at Davos, the name of
the Financial Stability Board
comes up a lot. This institution,
headed by Mario Draghi, Bank of
Italy governor, is like a college of
regulatory cardinals meant to set
guidelines to better avoid crisis in
the financial markets.

One item on its agenda is the

bankers get some support

question of transparency as a way
of improving investors’
understanding of complex
financial instruments and
preventing future disasters of the
subprime variety.

An international pressure
group called Transparency
International, which campaigns
against global corruption, is
calling for a bit of transparency
from the FSB itself. Who makes up
this body that is charged by the
(self-appointed) Group of 20
nations to set guidelines for
global financial regulation? How
does it arrive at its decisions?

Huguette Labelle, a Canadian
who runs TI’s board of directors,
says the FSB and its fellow
international bodies such as the
Basel Committee of Banking
Supervisors have significant work
to do.

“These institutions are very
important. Their work has to be
transparent so they don’t become
centers for secret decision-making
in a way that’s not always publicly
accountable,” she said.

Asked about this, one member
of the FSB said Wednesday night
that he didn’t think questions had
yet been raised the FSB’s
legitimacy. But he said over time
such issues were likely to emerge.
The eventual solution, he said,
might be to merge the FSB into
the existing International
Monetary and Financial
Committee of the International
Monetary Fund, which has similar
though not identical membership.

—Stephen Fidler
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Davos security chief took own life

By GOrAN M1juk

ZURICH—The security chief of
the World Economic Forum, who
was found dead in his hotel room on
Monday, committed suicide, the
prosecutor for the canton of Grison
said Thursday.

The prosecutor said Markus
Reinhardt, who was also the head of
the cantonal police of Grison, killed
himself with his own gun.

Successors for Mr. Reinhardt’s
positions as head of the forum’s se-
curity and as head of the cantonal
police were installed on Monday.
The jobs safeguard the security of
the more than 2,000 participants of
the annual business gathering.

During the World Economic Fo-
rum, several hundred Swiss police
officers and about 4,000 Swiss army
troops protect the Alpine village and
its surroundings.

Grison Justice Minister Barbara
Janom Steiner said the security for
the forum’s more than 2,000 partici-
pants was intact at all times.

Meanwhile, she rebutted Swiss
media reports that linked Mr. Rein-
hardt’s suicide with heavy drinking
habits, calling those reports un-
founded. However, she confirmed
that Mr. Reinhardt had showed up
drunk at a security checkpoint be-
fore this year’s forum started.

Ms. Steiner acknowledged that
she was aware the 61-year-old Mr.
Reinhardt had an alcohol problem
and that she had asked him to take
up therapy, which she said she had
been closely monitoring ever since
she took up her post as justice min-
ister in 2008. Mr. Reinhardt had
been head of the cantonal police of
Grison since 1984.

The 2010 forum runs through
Sunday.

>
S
c
@
S
<<
o
2
S
=
=
o
a
<4
[y
c
]
@
2
e
S
i

e —

R e - | .—

e

- ——

AT

o

] Y e g
e . L

—

i I.!

i

| IJL-* }

¥

Scan QR-Code
with your
mobile and learn
more about our
environmental
portfolio.

With sustainable infrastructure solutions, Siemens helps big cities
; become even greener.
h

Ask any big city resident how to improve everyday life and you'll hear plenty of ideas: cleaner air, purer water, better public
transport, crime-free streets, reliable power supply, affordable and efficient healthcare. Our answer: an extensive range of
innovative products and solutions that help to make city life a greener, healthier and a more enjoyable experience.

SIEMENS

‘Peak oil’
debate hits
the slopes
of Davos

By ANDREW CRITCHLOW

DAVOS, Switzerland—How
quickly is the world running out of
oil?

This was the question some of
the world’s most powerful energy
executives failed to agree upon on
at a panel here.

Khalid Al Falih, chief executive of
Middle East oil giant Saudi Arabia
0il Co., or Saudi Aramco, reassured
delegates that fears over dwindling
energy supplies are overstated.

“There is too much rhetoric in
the public domain about moving
away from oil,” said Mr. Al Falih,
who oversees a company that, when
all its spigots are open, can pump in
excess of 12 million barrels a day of
crude. “There are plenty of re-
sources out there.”

Matthew R. Simmons, chairman
of Houston-based Simmons & Co. In-
ternational, stoked concerns of a
looming shortfall in the kingdom’s
oil supplies in his controversial
2005 book: “Twilight in the Desert:
The Coming Saudi Oil Shock and the
World Economy.”

Fears over supply helped send oil
prices to a record $147 a barrel in

Fears over supply helped
send oil prices to a record

$147 a barrel in July 2008.

July 2008, only to fall back to $36 a
barrel at the beginning of last year
as the global financial crisis hit de-
mand. Light, sweet crude futures for
March delivery fell three cents
Thursday to $73.64 a barrel on the
New York Mercantile Exchange, the
third consecutive drop.

Mr. Falih’s bullish outlook,
backed up by his own country’s
bountiful oil reserves of about 264
billion barrels underground, wasn’t
unanimously shared by his counter-
parts from some of Europe’s largest
oil majors sitting on the panel,
hosted by guru Daniel Yergin.

Total SA Chairman Thierry Des-
marest was more sanguine on the
prospects of boosting global output
of oil. Mr. Desmarest said it will be
difficult to increase global output
beyond 95 million barrels a day of
oil in the near future, up from about
85 million barrels a day currently
estimated by the U.S. Energy Infor-
mation Administration.

Tony Hayward, chief executive of
BP PLC, said that future world sup-
ply could pivot on the ability of in-
ternational oil companies to tap the
vast reserves held in war-torn Iraq.
Mr. Hayward said that Baghdad can
boost oil output to 10 million bar-
rels a day in a decade, making an
“important contribution” to filling
gaps in global supply. Iraq exported
about 1.9 million barrels a day of oil
on average last year.

BP is one of a number of interna-
tional oil majors signed up by the
Baghdad government to develop
Iraq’s dilapidated oil fields.

But the final word in the debate
went to Aramco’s Mr. Al Falih. “We
don’t believe in peak oil, not in the
foreseeable future,” he said.
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U.K. says university
broke law on data
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The sales are still on around Europe—like this one in Frankfurt, Germany—as economies fight off recession

Euro-zone confidence up

January figures better than expected, but recovery is two-speed

By ILoNA BILLINGTON
AnD NINA KOEPPEN

LONDON — Economic confidence
in the 16 countries that use the euro
rose more than expected in January,
but the survey revealed growing di-
vergence in mood between consum-
ers and businesses and a two-speed
recovery among member nations.

The euro-zone economy returned
to quarterly growth in the three
months to the end of September af-
ter five quarters of contraction, but
the outlook remains uncertain.

Although many economists ex-
pect the currency bloc’s economy to
have grown again in the final quar-
ter of 2009, there is concern about
how sustainable the recovery will
be, given that it has been fueled by
ultra-loose monetary policy and a
variety of government stimulus
measures.

On Thursday, the European Com-
mission reported that the Economic
Sentiment Indicator for the euro
zone rose for a tenth straight month
to 95.7 in January, from an upwardly
revised reading of 94.1 for Decem-
ber.

But a breakdown of the confi-
dence data by country showed a di-
vergence. Italy recorded a strong
rise of 4.2 points in its ESI to 101.4
from 97.2 in January. France and
Germany also saw further improve-
ment with ESI readings climbing
closer to their historical averages of
100.

Economic sentiment remained

Consumers still cautious

Monthly balance® of euro-zone
economic confidence

— Consumer confidence
— Industry confidence

“The figures are designed to reflect the balance
between consumers and industrial companies
who say that the economy is getting better and
those who say it is getting worse

Source: The European Commission

noticeably weaker elsewhere. In
Spain, the index rose to 89.0; in Por-
tugal, it was higher at 92.6; in
Greece, it was 76.1. All were well be-
low the historical average of 100.
Consumer confidence across the
bloc stagnated in January from De-
cember at -16, reflecting concerns
about the strength of the economic
recovery and the impact on earnings
and savings. But industrial confi-
dence strengthened to -14 in Janu-
ary from -16 in December as the glo-
bal economic recovery improved the
outlook for total orders and export
orders. “Today’s indicators will be

an important part of the ECB’s
briefing files for next week as it de-
livers two comforting main mes-
sages: the recovery continues and
inflation expectations remain more
than well-anchored,” said Carsten
Brzeski, European economist for
ING Bank.

“However, the two-speeded re-
covery could give European central
bankers a painful headache once
they start considering rate hikes.”

The European Central Bank is
currently considering when and how
to increase interest rates from their
current level of 1%, though any
moves are thought to be far off.

Also Thursday, Germany’s jobs
market fared better than expected
in January as the number of jobless
rose by 6,000 people, data from the
country’s labor office showed.

The increase brought the ad-
justed jobless rate up to 8.2% from
8.1% in December.

“The financial crisis has had a
smaller impact on the jobs market
than previously feared,” said the
head of the office, Frank-Juergen
Weise.

But it’s too early to give the “all
clear” and unemployment may
briefly rise above 4 million later
this year, or in early 2011, he cau-
tioned.

A total of 3.617 million people
were registered as unemployed, up
from 3.276 million in December. The
increase pushed up the unadjusted
jobless rate to 8.6% in January from
7.8% the previous month.

By Guy CHAZAN

U.K. authorities said the British
university at the center of a contro-
versy over hacked emails on cli-
mate-change research broke the law
by failing to comply with requests
for raw data about global warming,
but that too much time has elapsed
for the institution to be prosecuted.

The U.K.’s Information Commis-
sioner’s Office said breaches of the
Freedom of Information Act require
action by the authorities within six
months of an offense taking place.

The requests for information by
climate researchers were submitted
in 2007 and 2008, and the alleged
efforts to thwart them came to light
only recently.

The university, not individuals
who may have held back informa-
tion, would have been subject to
prosecution.

The university, which hasn’t ad-
mitted to any wrongdoing, said the
ICO’s opinion that it had breached
the law was a “source of grave con-
cern to the University.”

The university’s vice chancellor,
Edward Acton, said it was scrutiniz-
ing its handling of Freedom of Infor-
mation Act requests as part of the
independent review.

The ICO said it was gathering ev-
idence from this and other cases to
support efforts to change the law
and extend the statute of limita-
tions.

Many of the thousands of hacked
email exchanges centered on climate
researchers’ requests for access to
data used by British scientists to
reach conclusions about global tem-
peratures.

The exposure of the emails by
unidentified hackers led to allega-
tions by scientists who are climate-
change skeptics that researchers at
the University of East Anglia had
manipulated data to bolster the ar-

gument for global warming and
squelching the views of such skep-
tics.

The affair blew up just days be-
fore the Copenhagen climate-change
summit and cast a pall over interna-
tional efforts to curb carbon-dioxide
emissions.

Some messages between re-
searchers discussed ways to decline
such requests for data, on the
grounds that they were confidential
or were intellectual property.

The ICO said the hacked emails
show requests made to the univer-
sity under the Freedom of Informa-
tion Act were “not dealt with as
they should have been under the
legislation.”

It referred to a section of the act
that makes it an offense for public
authorities, in this case the univer-
sity, to deliberately prevent the dis-
closure of information requested by
the public.

Phil Jones, the director of the
university’s Climatic Research Unit,
stepped aside last month pending
the outcome of an independent re-
view into the leaked email affair.

Mr. Jones has said he stands by
the university’s research and said
the hacked emails had been taken
“completely out of context.”

The CRU is one of a number of
institutes around the world that
have provided data on historical
surface temperatures used to bol-
ster the argument that the planet is
warming.

The review, led by a former civil
servant, Sir Muir Russell, is examin-
ing all of the hacked email ex-
changes to check for evidence that
data were handled in ways that are
“at odds with acceptable scientific
practice and may therefore call into
question any of the research out-
comes.” Separately, local police are
also investigating how the emails
became public.

Associated Press

The University of East Anglia was implicated for not complying with

information requests.
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BERLIN—Several students at one
of Germany’s most prestigious high
schools were allegedly sexually
abused for many years by their
teachers, the school’s director said
Thursday.

Father Klaus Mertes says he has
sent out 500 letters to alumni of
Berlin’s private, Catholic Canisius
Kolleg to determine the extent of
the case after seven ex-students re-
cently said they were abused in the
1970s and 1980s.

school reveals sex allegations

The ex-students first got in touch
with the school after discussing the
abuse with each other, Father
Mertes said. It was unclear whether
they planned to take legal action.

Canisius Kolleg is one of Ger-
many’s pre-eminent schools, alma
mater of many politicians, business-
people and scientists.

Father Mertes said that the
seven, and likely many more, were
allegedly abused by two ex-teachers
who were members of the Jesuit or-
der.

“'m deeply

shocked and

ashamed about these appalling as-
saults, which are not just single in-
cidents, but took place systemati-
cally and over several years,” Father
Mertes wrote in his letter to the
school’s alumni.

At a news conference at the local
archdiocese’s office, Father Mertes
said the school had been guilty of
looking the other way when the al-
leged abuse cases happened. He said
the letter was an apology and a sig-
nal to other possible victims to
come forward.

Father Mertes said the two Je-

suit fathers taught at the school for
eight years before leaving in the late
1980s. They are no longer members
of the Jesuit order, but after the al-
legations surfaced this month, they
were contacted by its independent
counselor for sexual-abuse victims.

“We are currently communicat-
ing with them,” counselor Ursula
Raue said. She declined to elaborate.

Ms. Raue also said several other
alumni responded to the letter and
told her they had also been victims
of sexual abuse, but she didn’t want
to specify how many more cases

that involved.

All of the victims were male and
most were about 13 when the al-
leged abuse started, Father Mertes
said. They are around 40 now.

He added that he had promised
the victims not to make public de-
tails of the alleged abuse.

Canisius Kolleg was founded as
an all-boys school and turned co-ed
in the late 1970s.

Germany, unlike the U.S. and Ire-
land in particular, hasn’t seen major
abuse scandals in its Roman Catho-
lic church.
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In Washington, little hope

By GERALD F. SEIB

In perhaps the
most memorable
line from his State
of the Union
address
: A Wednesday night,
President Barack Obama told the
assembled members of Congress
that Washington suffers from a
“deficit of trust” with voters.

He understated the case.
“Crisis of confidence” would be
closer to the truth.

It’s becoming increasingly clear
that one of the results of the
economic meltdown has been a
parallel meltdown in the public’s
confidence that their bickering,
partisan leaders in Washington
can come together to deal with it,
or with much of anything. When
Americans were asked in a Wall
Street Journal/NBC News poll this
week to describe their view of the
federal government, a whopping
70% agreed the government is
either unhealthy or in need of
large reform. That’s up from 43%
who felt that way just after the
election of President George W.
Bush.

Worse yet, there is a real
possibility—despite Mr. Obama’s
pleas Wednesday night for
bipartisanship, his subtle
suggestions that Republicans will
share the blame if things turn out
badly, or his offer to meet
Republican leaders regularly—that
this year won’t bring a big change
in the situation.

Indeed, it’s at least possible
that dysfunction will grow, not
shrink, in 2010.

The message Americans are
sending “is a big one, and the
message is we hate what’s going
on in Washington,” says Peter
Hart, the veteran Democratic
pollster who conducts the
Journal/NBC News survey with
Republican Bill McInturff.

In fact, Mr. Hart thinks that’s
how most American interpreted
the outcome of the recent
Massachusetts special Senate
election, in which voters took the
late Ted Kennedy’s seat away from
Democrats and handed it to Scott
Brown, a fresh Republican face. In
the new poll, Americans around
the country were asked what
message that vote sent, and half
said they saw it as a message to
the capital city.

“To the degree they could send
a message out of Massachusetts,”
Mr. Hart notes, “it wasn’t a
message to Obama. It was a
message about what’s going on in
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President Obama, greeting members of Congress before delivering the State of the Union address, said in the speech Washington suffers from a “deficit of trust.”

What the president said

act  afford americans banks

clean

college

companies

bill

businesses
congress continue COUNtrYy create

change
cut decade

deficit daerenx: €CONOIMY €NEYEY face families .financial give

government he.alth home increase insurance il’lvestmel’lt JO S law lives

market Mmillion natlon passed problem recovery I‘efOI‘l’n republican Security single
spending start states steps SUPPOIT system taX tonlght tOOk united ValueS war washington workers

HOW SELECTED WORDS COMPARE TO HIS FIRST ADDRESS TO CONGRESS LAST YEAR

BANKS

ECONOMY

2(6(9 ‘ - ‘ ‘
12 9 13 5 30 17 20 11 19 29 11

BUDGET

HEALTH

Note: Analysis generated using Daniel Steinbock’s tagcrowd.com; certain words were excluded or combined with similar words

Washington.”

Mr. Obama, of course, came to
office famously promising to
change how Washington works. On
Wednesday night, he ruefully
acknowledged he’s failed to make
that happen.

In finest Washington fashion,
it’s possible to spend a lot of time
dwelling on who is to blame for
this failure—Mr. Obama for not
trying hard enough, or House
Democrats for pushing policies too
far to the left, or Republicans for
being the party of no.

The better answer lies in the
very culture of the capital, where
every problem is seen less as an
issue to be resolved than a tool to
improve political position; in
which every position taken by a
political leader of either party is
automatically and mindlessly
assailed by the other side’s 24-7
political-attack machines; and in
which lawmakers willing to
negotiate a compromise are
assailed by their own party’s
activists as spineless or lacking in
conviction.

This culture makes a retreat to
partisan corners the safest route
in any controversy.

Two examples: Last fall, Mr.
Obama, in a nod toward a top
Republican priority, opened the
door to including in the big

The culture makes a
retreat to partisan
corners the safest
route in controversy.

health-overhaul plan some steps
toward stemming the rash of
medical-malpractice suits that
drive up health costs. His party
conspicuously closed the door.
Second example: This week the
Senate defeated a bill to create a
bipartisan commission that would
compose a plan to reduce the
mammoth budget deficit, which
the full Congress would have to

accept or reject in a simple vote.
Six Republican Senators who
actually co-sponsored the bill
initially reversed course and
actually voted against it on the
Senate floor. They were under
pressure from party leaders not to
support anything that might lead
to a tax increase in an election
year.

But all that may be less
important than the question of
whether there’s any chance the arc
of Washington’s dysfunction will
change this year. On that front,
the grounds for optimism are
decidedly limited.

The two best routes for getting
something done in Washington are
power and persuasion: Accumulate
enough power to push solutions
into place, or be persuasive
enough to win over wavering
lawmakers and the American
public.

On the power front, despite big
Democratic majorities in both
houses, the party didn’t have
enough power to simply push
through its highest priority in
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2009, which was that big health
bill.

Now, the loss of that
Massachusetts Senate seat means
Democrats have lost their super-
majority of 60 Senate seats
needed to stop filibusters. The
party in power suffers from a
power shortage.

Moreover, this erosion of
Democratic power may leave
Republicans even less motivated
to compromise. They will be
tempted to simply sit tight until
they see whether they can win
back control of at least one house
of Congress in this fall’s elections.

That leaves persuasion. Some
thought Mr. Obama was
sufficiently eloquent and
persuasive to bridge partisan
divides and convince each side to
make the compromises necessary
for progress. And while he is
indeed eloquent, that clearly isn’t
enough.

Ultimately, voters themselves
may need to figure out how to
send a stronger message that they
do, indeed, want change.





