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U.S. bill takes aim at banks

By COREY BOLES
AND MicCHAEL R. CRITTENDEN

WASHINGTON—U.S. Sen-
ate legislation aimed at over-
hauling regulation of finance
would cost large banks bil-
lions of dollars, prevent them
from taking certain risks and
create a new regulatory infra-
structure to oversee their ac-
tivities.

The draft bill introduced
Monday by Senate Banking
Chairman Sen. Christopher
Dodd of Connecticut is
tougher on financial compa-
nies than was expected just a
few weeks ago.

Mr. Dodd’s bill would allow
the Fed to examine any bank-
holding company with more
than $50 billion in assets, and
large financial companies that
aren’t banks could be lassoed
into the Fed’s supervisory or-
bit.

One of the most controver-
sial aspects of the plan would
see the creation of an entity
within the Fed responsible for
protecting consumers’ finan-
cial interests, such as credit
cards and mortgages. The unit
would be independent within
the central bank and would
have its own budget and rule-
making authority.

That has angered Republi-
cans who have argued the Fed
itself should retain responsi-
bility for consumer protec-
tions, and doesn’t go far
enough for many Democrats
who wanted a completely new

agency. Among the most ex-
pensive parts of the overhaul
for the largest financial firms
would be contributions to a
$50 billion fund to pay for fu-
ture financial collapses and
significantly increased capital
requirements.

The bill would implement
a form of the so-called Vol-
cker Rule that would put in
place restrictions on large
banks trading using their own
capital.

They would also be limited
from investing in or sponsor-
ing hedge funds or private-eq-
uity funds. It would give dis-
cretion to regulators to
enforce these restrictions on a
case-by-case basis.

A new systemic-risk coun-
cil would be responsible for
preventing financial firms
from becoming “too big to
fail.” That panel would be
headed by the Treasury secre-
tary and would assume re-
sponsibility for regulation of
large nonbank financial firms.

The bill includes language
giving shareholders a non-
binding “say on pay” for com-
pany executives, part of a
broader shareholder-rights
package championed last year
by Sens. Charles Schumer (D.,
N.Y.) and Maria Cantwell (D.,
Wash.).

For hedge funds, the bill
would require those that man-
age more than $100 million to
register with the Securities
and Exchange Commission

Please turn to page 8

Banking left | The potential winners and losers from the new legislation

Winners

Federal Reserve: Central bank gets new
powers to oversee the biggest financial
companies and will house a unit
dedicated to consumer financial
protection.

Community banks and credit unions:
They would be exempt from the new
consumer division’s enforcement powers
and won’t have to pay into a $50 billion
fund to clean up failed institutions.

FDIC: Regulator would get oversight of
all state-chartered banks of a certain
size and would play a central role
cleaning up the failure of large
companies.

Losers

Big Banks: They would face new fees,
new scrutiny and new rules to follow in a
bill that rhetorically and practically takes
aim at Wall Street.

Other large financial companies:
Insurers, finance companies and
brokerages could face Fed supervision
for the first time.

Mortgage brokers: They would be forced
to comply for the first time with new
federal regulations written by a new
consumer agency.

Photo: Reuters

The Quirk

Shawarma, ready-to-eat:
Arab cuisine invades U.S.
Marine base Page 29

World Watch

A comprehensive rundown
of news from around
the world Pages 30-31

Editorial
&9 Opinion
French voters’ message

for Sarkozy: less drama,
more results. Page 11

EU power centers diverge
over bailing out Greece

By CHARLES FORELLE
ANnD MARCUS WALKER

BRUSSELS—Euro-zone fi-
nance ministers meeting here
Monday are set to discuss
how Greece could be bailed
out if its financial condition
worsened, but they are un-
likely to adopt any firm mea-
sures.

The hurry-up-and-wait at-
titude reflects a growing di-
vide between Europe’s power
centers. On one side are some
other Southern European
countries, the Brussels-based
European Commission and, of
course, Greece itself, who all
fear the nation may be unable
to refinance its debt this
spring without some measure

of support—if only enough to
bring down the punishingly
high interest rates Greece
must pay to buyers of its
bonds.

On the other, principally,
are Germany and France, the
union’s two largest economies
and the de facto paymasters
for any bailout, who are reluc-
tant to pay for Greece’s long-
time profligacy. Germany,
which would have to foot the
biggest share of any bill, in-
sists that no specific promises
be made to Greece until it is
on the verge of defaulting on
its debt.

German Chancellor Angela
Merkel and Finance Minister
Wolfgang Schéiuble oppose
even reaching a European

agreement on how a bailout
would work, believing such an
accord would be a strong sig-
nal that a bailout is imminent.
European leaders’ promise in
February that they would act
to protect the euro zone’s sta-
bility if needed was a clear-
enough message to financial
markets, German officials say.
That European leaders are
moving at very different
speeds is evident in the public
postures of two of them:
economy commissioner Olli
Rehn and French Finance
Minister Christine Lagarde.
In recent weeks, officials
in Mr. Rehn’s directorate have
been working on possible
bailout plans, and “the scope
Please turn to page 6
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U.K. needs commitment to low taxes

BY PATIENCE WHEATCROFT

As European
finance ministers
gather in Brussels,
there is one phrase
unlikely to be high

s on their agenda:
“tax cuts.” Spending cuts and tax
rises will feature, as the ministers
debate, again, the sorry state of
the Greek economy.

There will be renewed criticism
of evil speculators, who use credit
default swaps to destabilize
currencies. Regulation of hedge
funds and private equity, far
beyond what is necessary, may
also keep the conversation going
over dinner. Mention of tax cuts,
however, would be greeted with
the same reaction as a surfeit of
salt in the soup.

The U.K.’s finance chief,
Alistair Darling, will certainly not
be mentioning tax cuts. His
government already has legislated
for an increase in income tax
which, from next month, will see
all those earning over £150,000 a
year paying 50%. There are
growing rumors that he is coming
under pressure from some in his
party to announce in his budget
next week that he is lowering the
threshold to £100,000.

This would be crazy for the
country. All the evidence is that,
after a level of around 40%,
higher taxes become
counterproductive. But while it
would be beneficial to Britain’s
ailing economy to lower taxes, the
government, faced with a May
election, may be pondering the
good of the party rather than the
good of the country.

Its polling has, apparently,
indicated the imminent increase
in income tax is viewed positively
by a majority of voters.

Since, according to the
Institute for Fiscal Studies, only
around 350,000 people in the
country earn more than £150,000,
most of the electorate is
unconcerned by the move. Now
some Labour party strategists are

Associated Press

Ronald Reagan and Margaret Thatcher followed similar tax strategies

arguing that a majority of voters
would be happy to see more of
what they regard as high earners
being hit. After all, there are
around 29 million people
employed in the U.K., on average
earnings of under £30,000.
Upsetting the roughly 750,000 of
them who earn more than
£100,000 would be a risk worth
taking, goes the argument.

Pandering to the politics
of envy would plunge
the country into even
deeper financial woe

There is no denying that the
politics of envy stalk the U.K. and
the recent furor over bankers’
bonuses has propelled them to a
new level. But a government that
panders to them would be
plunging the country into even
deeper financial woe.

The “Laffer Curve” provided
an academic demonstration of a
theory, which, the eponymous
economist admitted, had first
been outlined in the 14th century.
In the past century, both Ronald
Reagan in the U.S. and Margaret
Thatcher in the UK., showed it to
be a theory that was worth acting
upon. Lift taxes beyond a level
people deem acceptable, and they
will either stop earning or find
ways of avoiding the tax. Cut

taxes, and the income flows into
the government’s coffers.

Prime Minister Thatcher cut
the basic rate of tax from 33% to
25% and the top rate from a
punitive 83% to 40%.

Literally hundreds of
economists wrote to tell her that
she would further weaken a sickly
economy: Instead, she rebuilt it.
Economic migrants from the
country returned and happily paid
their share of the tax bill.

Figures from the Joint
Economic Committee of the U.S.
Congress show that President
Reagan’s Economic Recovery Tax
Act of 1981, which cut taxes by
about a quarter, and the
subsequent Tax Reform Act of
1986, which chopped them further,
resulted in top earners
contributing considerably more to
the national pie. By 1988, the top
1% were paying 51% more in real
tax payments than they had in
1981. “Lower top marginal tax
rates had encouraged these
taxpayers to generate more
taxable income,” concludes the
JEC Report.

If Britain’s Labour Party
chooses to ignore the
overwhelming evidence in the
hope that it will win a few extra
votes, that is simply to further
jeopardize an economy that, in
the course of its administration, it
already has taken to its knees.

But such a callous move should
also provide the Conservative
opposition leader, David Cameron,

to commit wholeheartedly to low
taxes.

Mr. Cameron has spent his
years as leader detoxifying the
image of the Conservative party in
a bid to make it electable again.
The gripe now being heard from
commentators, and manifesting
itself in narrowing leads in recent
opinion polls, is that they are
unclear what a Cameron
government would do.

He’s said he believes in “people
power, not state power” and that
he wants “aspiration and
opportunity for all.” And he’s said
that he would definitely get to
work on Britain’s monstrous debt.

“We’ve got to roll up our
sleeves” and get on with it, he
told a recent conference, without
really explaining what was to be
done once the sleeves had been
rolled up. He has said that he
would trim corporate taxes. Now
he needs to go further.

He and his finance spokesman,
George Osborne, have said they
would aim to do away with
Labour’s 50% tax rate, but they
have failed to convey any
conviction that this is something
that they are truly committed to,
something they absolutely believe
to be right for the country.

Labour may be right in judging
that the politics of envy have
turned Britain into a country that
welcomes high taxes.

Mr. Cameron now needs to
take the risk that this view is
wrong. Instead of trying not to
offend those who want to tax the
rich to near extinction, he needs
to make the case for a wealth-
producing economy, in which low
taxes fuel the growth to wipe out
the deficit. He needs to shout
loudly that he believes in low
taxes because they work for
everyone’s good. Many of the
voters to whom Labour is
cynically tossing a tax hike might
warm to a leader who really
seems to have a way to restore
the nation’s finances and pride.

The country has lost its
confidence and needs a confident
leader to restore it. Leaders don’t
have to be loved but they have to
be brave. No more Mr. Nice Guy.

ONLINE TODAY

Most read in Europe

1. Forbidden Fruit: Microsoft
Workers Hide Their iPhones

2. Questions Arise in Prius Case
3. Obama’s Turn Against Israel

4. China Talks Tough to U.S.

5. Greece Takes Steps to Solve Its
Problems, While Germany Gropes
to Define Its Future

Most emailed in Europe

1. Obama’s Turn Against Israel
2. Forbidden Fruit: Microsoft
Workers Hide Their iPhones
3. Rebuilding in the Holy Land
4. China Talks Tough to U.S.
5. Search for Better Diabetes
Therapy Falls Short

Reader comment

europe.wsj.com

“How will you find
out if your product is
competitive unless
you try and use the
competition?”

Reader Charlie Goodrich on the article
‘Microsoft Workers Hide Their iPhones’

Continuing coverage

r 1.-|--ﬂ

x""‘

“\‘:. Ay &

Follow the latest as EU

finance ministers meet to
discuss options for Greece
at wsj.com/greekdebt

Question of the day

Vote: Will the absence of
David Beckham make the
World Cup less appealing?

Vote online at wsj.com/dailyquestion

Previous results

Q: How does your debt
compare to a year ago?

| owe more

| B

| owe less
| owe the same
B
| don't owe
24%

What’s

News

H Investors expect to put
more money into hedge funds
than they withdraw for the
first time since 2007, shows a
Deutsche Bank survey. 17

W UBS paid more than $94.3
million in salaries and bo-
nuses for its top executives
last year, roughly 10 times
the amount in 2008. 17

M AIG held back $21 million
in bonuses to ex-employees
but paid $46 million in reten-
tion payments to staff of its
financial-products unit. 18

M U.K.’s prime minister con-
demned a planned strike by
British Airways’ cabin crew
although the workers’ union
is a contributor to Labour. 7

M Phillips-Van Heusen is
buying Tommy Hilfiger for
roughly $3 billion from Apax
Partners, adding to its stable
of apparel labels. 20

M Euro-zone employment
dropped in 2009 for the first
time in the 14-year history of
the statistic. 7

Some companies seek
inspiration by meeting
at other firms. 27

Cricket team builds
loyalty in British Asian
community. 28

THE WALL STREET JOURNAL EUROPE
(ISSN 0921-99)
Stapleton House, 29 - 33 Scrutton Street,
London, EC2A 4HU

SUBSCRIPTIONS, inquiries and address changes to:
Telephone: +44 (0) 207 309 7799. Calling time from
8am. to 5 pm. GMT. E-mail: subs.wsje@dowjones.com.
Website: www.services wsje.com

ADVERTISING SALES worldwide through Dow Jones
International. Frankfurt: 49 69 9714280; London: 44 207
842 9600; Paris: 331 40 17 17 OL.

Printed in Belgium by Concentra Media NV. Printed in
Germany by Dogan Media Group / Harriyet AS. Branch
Germany. Printed in Switzerland by Zehnder Print AG Wil.
Printed in the United Kingdom by Newsfax International
Ltd, London. Printed in Italy by Telestampa Centro Italia
srl. Printed in Spain by Bermont S.A. Printed in Ireland
by Midland Web Printing Ltd. Printed in Israel by The
Jerusalem Post Group. Printed in Turkey by GLOBUS
Diinya Baslnevi.

Registered as a newspaper at the Post Office.
Trademarks appearing herein are used under license from
Dow Jones & Co. ©2010 Dow Jones & Company. All
rights reserved. Editeur responsable: Patience Wheatcroft
M-17936-2003.

Registered address: Boulevard Brand Whitlock, 87, 1200
Brussels, Belgium




Tuesday, March 16, 2010

THE WALL STREET JOURNAL.

3

Church payouts limit

Financial damage is expected to be lower than in U.S. abuse cases

By VANESsSA FUHRMANS
AND DIONNE SEARCEY

A quickly unfolding church sexu-
al-abuse scandal in Germany could
lead to criminal prosecutions, but it
is unlikely to trigger the same level
of damages that left parts of the
U.S. Catholic Church financially crip-
pled.

Allegations of more than 100
cases of abuse in Catholic institu-
tions across Germany have emerged
since January, with more surfacing
by the day. Attorneys sorting
through the cases say most
would-be plaintiffs have little legal
recourse because most of the inci-
dents reported this year occurred
decades ago, placing them beyond
Germany’s narrow statute of limita-
tions for civil lawsuits and, in many
cases, also for criminal prosecution.

Now, German lawmakers are de-
bating whether to extend the time
period in which alleged victims
could sue for financial damages, or
whether to pressure the church to

compensate regardless.

The church can “not hide behind
statute of limitations,” German par-
liamentarian Christian Ahrendt, a
member of the Free Democrats,
Chancellor Angela Merkel’s coalition
partners, said in a statement. “Com-
pensation is much more a moral
question, not a legal one.”

Under German law, child sexual-
abuse cases must be criminally
prosecuted within 10 years of the al-
leged victim’s 18th birthday. The
statute of limitations for pursuing
civil damages is three years, giving
most victims in such cases until the
age of 21 to file suit.

A number of lawmakers have
called for introducing legislation
that would extend the time limits
for civil suits to as much as 30
years. Last week, the Archbishop of
Bamberg, Germany, Ludwig Schick,
called for the statute of limitations
for criminal prosecutions to be ex-
tended to 30 years. “Most important
are the victims,” he said. “They are
the ones who require justice.”

A spokesman for the German
Bishops Conference said the church
has provided victims and their fam-
ily members various aid in the past.
But it said that it needs to proceed
with care on future cases so that
each measure is “appropriate and
reasonable.”

Germany’s legal tradition is
likely to shield church organizations
from the extent of criminal and civil
prosecution that rocked the U.S.
Catholic Church in the wake of its
abuse scandal nearly a decade ago,
legal experts say.

The potential blow to its moral
standing could be damaging none-
theless. Since January, some 160
people in Germany have reported
stories of past abuse at the hands of
church elders, still a small number
compared with similar scandals in
the U.S., Ireland and more recently
the Netherlands.

Scores of reports, however, have
emanated from some of the church’s
most elite institutions in Germany,
including a boarding school tied to

Agence France-Presse/Getty Images
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Boarding school of the Domspatzen choir in Regensburg, one site of allegations.

the renowned Domspatzen choir in
Regensburg, which Pope Benedict’s
brother, Georg Ratzinger, directed
for 30 years.

In another allegation, which sur-
faced late last week, a priest who
was known to the church as a sex
abuser was returned in 1980 to pas-
toral work at a German archdiocese
under Archbishop Joseph Ratzinger,
now Pope Benedict XVI. The Vatican
has said the pope was unaware of
the incident. The archdiocese’s then-
administrative deputy has taken re-
sponsibility.

Though a small percentage of
Germans are regular churchgoers,

nearly 30% of Germans consider
themselves Catholic and many vol-
untarily pay a tax that supplies the
German church with the majority of
its revenues.

Individual victims are unlikely,
though, to receive the sizable dam-
ages some of their U.S. counterparts
received. Unlike Germany and most
other countries, the U.S. litigation
system offers strong incentives for
filing lawsuits, giving both victims
and lawyers little to lose in pursuing
a suit. As a result, thousands of
claims were filed in the U.S., target-
ing bishops or other high-level arch-
diocese officials.
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Supporters of United Russia celebrate regional election results at a rally in Moscow on Monday. The ruling party remains dominant but lost some support in Sunday’s vote, falling short of its own targets.

Putin’s party weakens in Russia poll

United Russia still dominates, but falls short of its goal, as voters blame local officials for rising utility costs

By RICHARD BOUDREAUX

MOSCOW—Voters protesting ris-
ing utility bills and transportation
costs gave opposition parties a
boost in Russia’s regional elections,
weakening the ruling United Russia
party’s legislative majorities and
electing a Communist-backed candi-
date mayor of the Siberian city of
Irkutsk, complete returns showed
Monday.

Sunday’s vote was a measure of
how the global financial crisis,
which ended a decade of rapid eco-
nomic growth, has eroded support
for Prime Minister Vladimir Putin’s
party.

United Russia remained domi-
nant in all eight regional parlia-
ments being elected, but fell short
of its goal of 50% of the vote in four
of the regions. Russia has a total of
83 regions.

Compared with national parlia-
mentary elections in 2007, the
party’s share of ballots fell in seven
of the eight regions that elected
lawmakers Sunday. Its biggest

slump was in Sverdlovsk, in the Ural
Mountains, where its share of the
vote slipped by 25 percentage
points.

In Irkutsk, the party’s defeat was
viewed as a rebuke of Mr. Putin’s
January decree allowing a paper
mill to resume dumping waste in
nearby Lake Baikal—a move that
prompted a rare street protest by
2,000 people last month—and of the
Kremlin-backed removal last year of
a popular elected mayor.

The elections also were a test of
President Dmitry Medvedev’s pledge
to open up the political system fol-
lowing allegations of widespread
voter fraud by United Russia in the
last round of regional voting in Oc-
tober. Those allegations prompted a
brief opposition walkout from the
federal parliament.

This time, opposition monitors
were given slightly better access to
the vote count, but reported elec-
tion-day violations “at the same
level as in October,” said Lilia Shiba-
nova, head of Golos, a leading inde-
pendent watchdog group. Violations

included abuse of absentee ballots
and participation of unidentified of-
ficials during counting, she said.

The liberal opposition Yabloko
party, a sharp critic of the Kremlin,
was stricken from Sunday’s ballots
in two regions after officials ruled it
had failed to collect the required
number of voter signatures. Yabloko
was on the ballot elsewhere, but
failed to win any parliamentary
seats.

The three opposition parties rep-
resented in the federal parlia-
ment—the Communists, the Liberal
Democrats and the Just Russia
party—gained ground in Sunday’s
voting, winning seats in the eight
regional legislatures. They offered
restrained criticism of alleged fraud.
The three parties, while presenting
themselves as alternatives to United
Russia, rarely criticize the Kremlin.

“There were clearly violations,
but nothing that would change the
overall picture,” Nikolai Levichev, a
Just Russia official, told state televi-
sion.

Masha Lipman, a political ana-

Election setback
Pro-Kremlin party won mayoral
seats in four of five Russian cities
Rostov-on-Don

United Russia 74% other

Krasnodar
67%

Omsk
65%

Ulyanovsk
39%

Irkutsk
Communist Party 62%

Source: Central Election Commission
of the Russian Federation

lyst at the Carnegie Moscow Center
in Russia, said the vote reflected
less on Messrs. Medvedev and Putin,
who have high approval ratings,
than on United Russia candidates,
who as local and regional officials

are responsible for increases in util-
ity and transport costs in areas of
high unemployment.

“They are seen as greedy bureau-
crats, distant from the people,” she
said. “They have alienated people
from the party.”

In Irkutsk, voters rebelled
against a Kremlin-backed move that
had the city’s popular mayor, Vladi-
mir Yakubovsky, reassigned to the
upper house of parliament in Mos-
cow last year. Sergei Serebrennikov
was brought in from Bratsk, another
city in the region, to run Irkutsk as
deputy mayor. As the United Russia
mayoral candidate in Sunday’s vote,
he trailed badly in pre-election
polls, behind an independent local
contender, Anton Romanov.

A court disqualified Mr. Ro-
manov’s candidacy less than two
weeks before the election, setting
off demonstrations. Public senti-
ment then shifted behind Viktor
Kondrashov, a local businessman
running on the Communist ticket.
He won 62% of the vote to Mr. Sere-
brennikov’s 27%.

Russia-invasion hoax sparks Georgia anger

J

Georgian opposition leader Nino Burdzhanadze speaks to the media on Monday.

Reuters

Associated Press

TBILISI, Georgia—Georgia’s op-
position politicians on Monday de-
nounced the government over a
hoax television broadcast that said
Russia had invaded and the Geor-
gian president had been killed.

The broadcast Saturday, which
simulated a news program, sparked
wide anxiety in Georgia, which is
still traumatized by the August
2008 war in which Russian troops
advanced deep into the country. Cel-
lular-phone networks went down as
panicked Georgians phoned one an-
other. The show was identified as
fictional only at its beginning and
end—which many viewers missed.

Imedi, the station that aired the
show, is private, but its director is a
former chief of staff for President
Mikhail Saakashvili. Opponents

characterized the broadcast as gov-
ernment propaganda, aimed at dis-
crediting them. The main opposi-
tion, the Democratic Movement for
a United Georgia, said “the leader-
ship of Georgia has shown its goal
of preserving its power by creating
a virtual reality in the country
through information terror.”

The movement is led by Nino
Burdzhanadze, a former Saakashvili
ally who led last year’s extended
protests aimed at forcing the presi-
dent to resign. The hoax report in-
cluded the claim that Ms. Burd-
zhanadze welcomed the Russian
invasion and thanked the troops.

“Saakashvili needs to have a per-
manent threat from Russia; it’s the
last argument for his staying in
power,” another onetime ally, for-
mer foreign minister Salome Zura-
bishvili, was quoted as saying in the

newspaper Mteli Kvira.

Russian Foreign Ministry spokes-
man Andrei Nesterenko called the
broadcast “irresponsible and amoral
... [it] brought concrete damage to
security and stability in the region,
substantially raising the degree of
tension.” He also criticized Mr.
Saakashvili for his “approving atti-
tude” to the broadcast. Mr. Saakash-
vili said that “of course, the film
was unpleasant, but the main thing
that is unpleasant—and that I want
everybody to understand well—was
that yesterday’s reportage was max-
imally close to reality, maximally
close to what might take place.”

Imedi director Giorgi Arveladze
apologized for causing distress.

Georgians rallied to Mr. Saakash-
vili during and after the war, but
dismay with his impetuous ways
brought weeks of protests last year.
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German exports drive a debate

Trade surpluses with southern neighbors prompt calls for nation to do more to help vulnerable euro members

By VANESSA FUHRMANS

BERLIN—The German govern-
ment’s stake in leading a potential
bailout of Greece despite popular re-
sistance at home has less to do with
saving the small country from finan-
cial collapse than protecting a key
driver of the euro-zone econ-
omy—German exports.

Germany ships 43% of its exports
to countries within the 16-member
euro zone. Shipments to countries
on Europe’s vulnerable southern
tier—a group that includes Greece,
Spain, Portugal and Italy—account
for about 12% of the total.

That means that if Greece’s
credit woes spread to larger coun-
tries within the currency area, such
as Spain, the repercussions for the
German economy would be serious.

Germany has “been funding a lot
of Europe,” says Nick Kounis, chief
European economist for Fortis
Bank, “but it also benefits a lot
from the single-currency area.”

At the same time, Germany’s
substantial trade surpluses with its
southern neighbors as a result of its
export power have prompted calls
for it to do more to help resolve vul-
nerable member states’ problems
than offer advice on austerity mea-
sures.

Many economists argue that Ger-
many’s trade imbalance with its
southern euro-zone neighbors has
contributed to their woes. German
industry has boosted the competi-
tiveness of its exports over the past
decade in part by keeping wages
flat.

That’s helped German exports,
which account for about 40% of the
country’s economy. Critics say the
wage dynamic has also depressed
German consumers’ spending, hurt-
ing other European countries’ ex-
ports to Europe’s biggest economy.

The result is one of the world’s
biggest trade surpluses, which adds
to German gross domestic product
but subtracts from its neighbors’.

“I'm not sure it is a sustainable
model for the whole of the group,”
French Finance Minister Christine
Lagarde said in an interview in the
Financial Times on Monday, refer-
ring to these stagnant wages.
“Clearly we need better conver-
gence.”

Stronger German demand could
boost economic growth in Greece,
Spain and other struggling econo-
mies, making it easier for them to
repair their public finances. “If Ger-
mans spent more, they’d import
more” from the rest of the euro

Miguel Villagran/Getty Images
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A worker checks a car on the production line at the BMW factory in Munich on Monday. Autos are among the country’s major exports.

Export driven

Germany exports to selected euro-zone countries

German trade balance in 2009, in billions
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zone, saidHoward Archer, European
economist at IHS Global Insight in
London.

Germany, like China, has come

Trade surplus,
in billions

under international pressure since
the 2008 financial crisis to rebal-
ance its economy away from reli-
ance on exports, and to contribute

more to global demand. But while
China has raised its domestic de-
mand through a massive investment
program, German policy makers
continue to reject criticism of the
country’s export focus. At a time of
economic strain, Germany has been
unwilling to take any more stimu-
lus measures because they would in-
crease its budget deficit.

German consumer spending fell
1% in the fourth quarter of last year,
while exports jumped 3%, profiting
from recovery in other countries’
demand.

“To block the export economy
now would...go against the concept
of competition in Europe,” Chris-
toph Steegmans, a spokesman for
the German government, told re-
porters in Berlin on Monday in re-
sponse to Ms. Lagarde’s comments.

Despite Germany’s heavy reliance
on the euro-zone export markets,
polls show that the vast majority of
Germans oppose a bailout of Greece.
Indeed, many Germans see their
country as Europe’s perennial res-
cuer and a paymaster that gives

much more in EU aid than it re-
ceives.

Germans fund the largest share
of the EU  budget—about
20%—much of which gets spread to
poorer countries such as Greece.

Yet such statistics ignore the
many benefits Germany has derived
from being part of both the EU and
the smaller eurozone, economists
say.

The euro has protected Germany
more from the euro zone’s economic
imbalances than poorer members,
for example.

Without a common euro, Ger-
many’s currency would likely be
stronger than its more indebted
southern neighbors’ and its goods
abroad more expensive.

The single currency also has
made pricing more predictable, said
Dirk Schlotbdller, economist at the
German Chambers of Industry and
Commerce. “It’s good for German
companies ,” he said.

H See related commentary on
Germany’s trade surplus ... 32

EU power centers divide over need for Greek bailout plan

Continued from first page

of possible options has narrowed,”
says a person familiar with the mat-
ter, adding that demonstrating the
EU is ready to step in is a “credibil-
ity test” of sorts for the bloc. Mon-
day, Mr. Rehn seemed to advance
talk of a bailout, saying the commis-
sion, the EU’s executive arm, is
“ready to develop a proposal for a
European framework of coordinated
assistance.”

Ms. Lagarde has tried to reel it
in. “There is no such thing as a bail-
out plan which would have been ap-
proved, agreed or otherwise, be-
cause there is no need for such a

thing,” she said in an interview with
The Wall Street Journal on Friday.
She said she believed Greece’s tough
budget cuts and tax increases would
be enough to persuade investors
that it can weather the storm.

Greece has about a month until
the next big moment of truth, when
it must refinance a chunk of long-
term debt coming due. To German
officials, that means there is no
emergency. Greece still has access to
bond markets; it sold €5 billion
($6.88 Dhillion) in debt earlier this
month, albeit at a 6.25% interest
rate.

Greece’s leaders, including Prime

Minister George Papandreou, have
publicly complained that the rates
are too high. Indeed, Greece’s ag-
gressive forecast that it can pare a
budget deficit equivalent to 12.7% of
gross domestic product last year to
8.7% this year are based on its pay-
ing rates more than a percentage
point lower.

Uri Dadush, an economist at the
Carnegie Endowment for Interna-
tional Peace, points out that for a
country such as Greece, whose gov-
ernment debt is higher than its an-
nual GDP, paying 6% interest, on av-
erage, means interest payments
alone add up to more than six per-

centage points of GDP on the budget
line. That creates a giant headwind
for a country trying to cut four per-
centage points from its spending.
Mr. Dadush’s conclusion: “They
are going to need a bailout. They
are under market pressure.”
Complaints about rates are fall-
ing on deaf ears in Berlin. “We have
no interest in bailing out Greece’s
spreads,” a senior German official
says. German officials say they
know they would have to act if
Greece were about to default, in or-
der to prevent a debt crisis from
spreading to larger European econo-
mies such as Spain, an important

German export market.

But acting now, when there is no
emergency, would be too risky polit-
ically for the chancellor, say people
familiar with her thinking. German
voters overwhelmingly oppose any
financial aid for Greece, which Ger-
mans widely view as a profligate
and inefficient country that should
get its own house in order. Ms.
Merkel’s center-right coalition faces
crucial regional elections in May,
which could deprive of the govern-
ment of its majority in Germany’s
upper house of parliament.

—Adam Cohen
contributed to this article.
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European employment drops

Analysts say 2009’s decline could repeat this year if economic upturn fails to gain strength

Group seeks

targeted plans
on Greek debt

By ApAM COHEN AND MATT DALTON

BRUSSELS—BusinessEurope,
which represents about 20 million
European companies, called for “tar-
geted commitments” toward more
concrete action by the European
Union to help resolve Greece’s debt
crisis.

Greece is trying to tame its
growing budget deficit. Its debt bur-
den, worth about 113% of gross do-
mestic product, has sparked fears of
default, hitting other highly-lever-
aged euro-zone countries, including
Portugal and Spain, and the euro it-
self.

EU efforts to help Greece “should
include a collective assurance to un-
dertake all necessary steps to pre-
serve fiscal and financial stability in
the euro area, and in the EU as
whole,” BusinessEurope said in a re-
port detailing its outlook for the
bloc’s economy.

EU leaders, meeting in Brussels
last Thursday, vowed to take “deter-
mined and coordinated action if
needed to safeguard stability in the
euro zone.”

BusinessEurope said the EU
and euro-zone economies
are still in a ‘tentative’
economic recovery

BusinessEurope said the EU and
euro-zone economies are still in a
“tentative” economic recovery, with
both expected to expand 1.2% this
year after shrinking 4% in 2009. The
European Commission, the EU’s ex-
ecutive arm, in November said it ex-
pects the EU and euro-zone econo-
mies to grow 0.7% this year. Its next
forecasts are due by the end of Feb-
ruary.

The group said major budget
cuts are needed to make public
spending sustainable - but govern-
ments should refrain from reducing
expenditure on areas that are key
for future growth, such as infra-
structure and education.

They said governments should
call on independent experts to pin-
point how they could shave 10% off
their spending.

Failure to reduce debt means
that nations will spend heavily on
simply paying the interest on that
debt instead of investing in the
economy.

Many European nations are plan-
ning to borrow heavily from bond
markets this year to fund their bud-
gets as tax revenues remain low and
they pay out more to stimulate
growth and extra welfare and unem-
ployment benefits.

BusinessEurope also said the Eu-
ropean Central Bank should gradu-
ally phase out measures that helped
ease the financial crisis, “while
maintaining a supportive monetary
policy stance.”

The European Central Bank
should extend its current policy of
accepting lower-rated government
debt as collateral at least through
the end of the year, BusinessEurope
said. The ECB lowered its standard
for government debt it accepts as
collateral to debt rated BBB- after
the financial crisis first hit.

“We would appreciate if the ECB
would send a clear signal about the
duration of its current collateral
policy,” Marc Stocker of BusinessEu-
rope said.

By ILONA BILLINGTON
Anp PAuL HANNON

LONDON—The number of Euro-
peans with jobs dropped in 2009 for
the first time in the 14-year history
of the statistic, and could fall again
this year if the fragile economic re-
covery fails to gain strength.

Eurostat reported that the num-
ber of people with jobs in the 16-
country euro zone declined 2.7 mil-
lion in 2009 from a year earlier to
144 million, and was down by four
million in the 27-country European
Union, leaving 221.1 million working
in the EU. Those falls follow full-year
gains of 1.7 million and 2.6 million,
respectively, in 2008.

“We believe that growth in most
countries is unlikely to be strong
enough to generate net jobs for
some time to come and businesses
will consequently be keen to keep
their work forces as tight as possi-
ble,” said Howard Archer, chief Eu-
ropean and U.K. economist for IHS
Global Insight. “Ongoing soft labor
markets in 2010 are likely to hold
down wage growth and limit the up-
side for consumer spending.”

The euro-zone economy emerged
from recession in the third quarter
of 2009, although the growth pace
slowed in the fourth quarter, when
gross domestic product grew 0.1%
from the third quarter following a
0.4% expansion in July to Septem-
ber. That slower pace of economic
growth has been reflected in various
data recently, including still-subdued
consumption, shaky business confi-
dence and weaker or unchanged em-
ployment expectations.

The employment surveys suggest
that while the pace of job cuts has
slowed, companies’ appetite to take
on staff remains limited as many
countries begin to face the prospect
of massive government stimulus
packages being slowly withdrawn
amid uneven economic growth.

Manpower’s latest global em-
ployment-outlook survey reported
that the larger European countries,

Employment slump
Euro zone’s fourth-quarter employment, .~

change from a year earlier

-1.1%

PORTUGAL -2.8%

FRANCE

specifically Germany, showed that
companies’ intention to hire in the
second quarter of 2010 is lower than
it had been in the first quarter. Plans
to add staff in Italy and Spain were
also weak, according to the survey.

This hesitation in spending by
companies adds to the concerns al-
ready shouldered by consumers,
many of whom remain thrifty and
are spending less than in more
buoyant times ahead of widely ex-
pected government spending cuts

—
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and higher taxes.

Euro-zone retail sales fell 0.3% in
January from December while con-
sumer spending as a whole stag-
nated in the fourth quarter.

While this downbeat level of ac-
tivity doesn’t bode well for GDP
growth, it suggests inflationary
pressures will remain subdued for
some time, giving the European Cen-
tral Bank room to maintain its ultra-
loose monetary policy.

ECB President Jean-Claude

Note: Ireland, Cyprus,
the Netherlands and
Luxembourg figures
not available

Source: Eurostat

-
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Trichet said at the latest monthly
policy meeting that the economic re-
covery is expected to continue at a
moderate pace and inflation should
stay in check. He did, however, urge
governments to begin planing exit
strategies from stimulus programs.
“Sectoral support schemes imple-
mented to cope with the immediate
effects of the crisis should now be
phased out,” he said.
—Nina Koeppen in Frankfurt
contributed to this article.

Brown calls BA strike dep

By KAVERI NITHTHYANANTHAN
AND JONATHAN Buck

LONDON—A planned strike by
cabin crew at British Airways PLC
has sparked opposition from the
British government, even though the
union representing the disgruntled
workers is a key contributor to the
ruling Labour Party.

The industrial action was con-
demned Monday by Prime Minister
Gordon Brown, who said the pend-
ing strike “is unjustified, it is de-
plorable.” He said the strike should
be called off, as it wasn’t in the
company’s interest, workers’ inter-
est and “certainly not in the na-
tional interest.” Mr. Brown urged
the two sides to work together to
find a resolution.

His comments echoed those of
Transport Minister Andrew Adonis,
who told BBC television in an inter-
view Sunday that the strike “will
threaten the very existence of Brit-
ish Airways.”

The strike, which will comprise a
three-day action beginning March
20 and a four-day walkout starting
March 27, comes at an awkward

time for the government. A general
election is due during the first half
of the year—possibly May 6, parlia-
mentary observers say—and opinion
polls indicate that none of the major
political parties has a clear majority.
Mr. Brown’s Labour Party has
been criticized by opponents for its
handling of the economy, which
emerged from recession in the
fourth quarter of 2009, though
growth was tepid. Gross domestic
product in the fourth quarter grew
0.3%. At the same time, the budget
deficit is set to reach 12.6% of GDP
during the current financial year.
Labour is keen to avoid any
shocks that could slow economic re-
covery or dent support for the party
ahead of polls. But Labour can’t af-
ford to alienate trade unions, which
traditionally have been an important
source of support and funding for
the party, even though the unions’
influence has waned in recent years.
Unite, which represents the cabin
crew, has donated £11 million ($16.7
million) to the Labour Party in re-
cent years and the union’s political
director, Charlie Whelan, is a former
spokesman for Mr. Brown.

That connection was seized upon
by the opposition Conservative
Party. “The public will want to know
why it took Gordon Brown so long
to come out and condemn this
strike,” Shadow Transport Secretary
Theresa Villiers said in a statement.
“People will naturally draw the con-
clusion that his delayed response is
entirely down to the fact his right
hand man, Charlie Whelan, is the
political director of the same union
orchestrating this strike.”

She added: “Gordon Brown can-
not have it both ways. Months after
the strike was first announced he
has come off the fence, but he has
refused point blank to stop taking
money from the union responsible
for this reckless and unacceptable
strike.”

Unite has avoided strikes over
Easter, a popular time for vacations
and a busy period for airlines. The
union was attacked from all quar-
ters, including politicians and the
media, for trying to strike over the
Christmas and New Year holidays,
but British Airways won an injunc-
tion to block the action due to ques-
tions over the union balloting.

orable

“I don’t blame our PM for trying
to help bring together parties to re-
solve the dispute,” said Tony Wood-
ley, joint leader of Unite. “But it is
rather unfortunate that politicians
of all parties always want to kick
the unions and kick the employees
when in actual fact it’s my members
who’ve been kicked here.”

BA welcomed the comments
from the prime minister. “We agree
with his position that the strike is
‘unjustified and deplorable,” the air-
line said, adding that it is facing
two years of record financial losses.

“Unlike other businesses, we
have avoided compulsory redundan-
cies and made changes designed to
secure a long-term future for our
company and our staff,” the com-
pany said. “Cabin crew face no pay
cut or reduction in terms and condi-
tions—and remain the best re-
warded in the UK. airline industry.”

The UK. carrier said it remains
available for further talks with Unite
at any time and will do everything
possible to protect its customers’
travel plans.

—Joe Parkinson contributed
to this article.
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Fed’s influence could be enhanced

Dodd bill would give U.S. central bank lead role in monitoring financial system, while safequarding consumers

'.I |

By SUDEEP REDDY

The Federal Reserve, battered by
the public and politicians for
months, emerged a winner in the
latest Senate draft of legislation to
remake the nation’s financial regula-
tory system.

The bill that Senate Banking
Committee Chairman Christopher
Dodd (D., Conn.) unveiled Monday
would maintain the Fed’s position as
supervisor over the nation’s biggest
financial institutions and give it a
leading role in monitoring the over-
all financial system, as Chairman
Ben Bernanke wanted. It also would
make it the home of a beefed-up reg-
ulator to protect consumers.

Mr. Dodd’s initial version would
have created new agencies to over-
see banks, over the objections of the
Fed and the Obama administration,
as well as a free-standing consumer-
protection agency.

But the new Dodd bill, which
faces an uncertain future in the full
Senate, would take oversight of
thousands smaller banks from the
Fed and give it to other federal
agencies. This would substantially
diminish the role of the 12 regional
Fed banks, which supervise banks in
their regions. Most presidents of the
regional Fed banks strenuously ob-
ject to the change.

The Dodd bill would also insti-
tute more political control over the
Fed by giving the president—instead
of the Fed—the power to name the
president of the Federal Reserve
Bank of New York, who directly su-
pervises major Wall Street firms and
serves as vice chair of the Fed’s
monetary policy committee, the Fed-
eral Open Market Committee.

“I don’t necessarily see it as pun-
ishing the Fed but rather getting
back to core functions and having
clear lines of authority,” Sen. Dodd
said Monday.

The Fed’s political standing
waned throughout last year as law-
makers attacked its handling of the
American International Group Inc.
rescue and other bailouts and its
failing as a regulator of mortgages
and other consumer loans ahead of
the crisis. Anti-Fed sentiment nearly
toppled Fed Chairman Ben Ber-
nanke’s confirmation to a second

European Pressphoto Agency

Federal Chairman Ben Bernanke, cente
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r, Sen. Christopher Dodd, left, and Sen. Richard Shelby at a hearing on Capitol Hill in February.

term as chairman. But the 70-30
vote to confirm him in January ap-
pears to have been a turning point.

“Getting confirmed, albeit by a
narrow margin, more or less ab-
solved him of his sins of the past,”
said Cornelius Hurley, a former Fed
lawyer and director of Boston Uni-
versity’s Morin Center for Banking
and Financial Law.

The Obama administration, banks
and many Republican lawmakers
fought in recent months to keep
more authority inside the Fed in-
stead of newly created agencies. And
Fed officials mounted a behind-the-
scenes lobbying effort to maintain
more of its current authority in the
regulatory rewrite.

“It looked like they were really
going to be big losers in this,” said
Brian Gardner, a Washington analyst
at the investment firm Keefe,
Bruyette & Woods, said of the Fed.
“They’ve had Treasury on their side.

They’ve had the industry on their
side. The Fed may not have won ev-
ery battle, but it was a consistent
message coming from various parts
of the banking industry that the Fed
was the regulator to handle the big-
gest and most complex issues of the
banking system.”

Lawmakers also see the Fed as
one of the least political agencies in
Washington, leading them to ques-
tion the notion of transferring its
staff and starting a new bureau-
cracy, as Mr. Dodd initially pro-
posed. “There really is no other
game in town when it comes to the
standing and the credibility to regu-
late the largest banks,” Mr. Hurley
said.

The Fed’s battered reputation—
as an institution that failed for years
on consumer regulation, yet remains
the strongest bank regulator in
Washington—yielded the awkward
arrangement for a new Consumer Fi-

nancial Protection Bureau.

Under the proposal, the Fed will
house the new bureau in its build-
ings. It will even pay the bureau’s
budget from the interest the central
bank earns on its holdings. But the
Fed won’t have any control over the
bureau’s rule-writing ability or its
authority. That would be the respon-
sibility of a independent director ap-
pointed by the president and con-
firmed by the Senate.

Mr. Dodd acknowledged Monday
that he doesn’t have the votes in the
Senate to make the bureau a stand-
alone entity, as he and the White
House originally wanted.

That could create a showdown
with the House. The bill it passed in
December would create a freestand-
ing consumer regulator, maintain
the Fed’s role in supervising state-
chartered banks and even impose
new checks on the central bank by
allowing wider congressional audits

of the Fed. The latest Senate bill in-
stitutes audits on one aspect of the
Fed’s emergency lending authority,
which would be narrowed and sub-
jected to Treasury approval as under
the House bill.

The Dodd bill would institute
other changes in the Fed’s structure.
It would create a second vice chair-
man for the Federal Reserve Board
in Washington, one charged with
overseeing bank supervision, a role
currently filled by Fed board mem-
ber Dan Tarullo.

The bill also would bar commer-
cial bankers from picking or serving
on the boards of the regional Fed
banks. The 1913 law that created the
Fed gives banks the power to name
six of the nine directors on each of
the boards.

Those private-sector boards
name the banks’ presidents, subject
to the consent of the Federal Re-
serve Board in Washington.

Sen. Dodd’s financial

Continued from first page

and to disclose financial data.
Despite months of talks, Mr. Dodd
was unable to win the backing for
his bill from Republican members of
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the banking panel, calling into doubt
whether he will be successful in
moving the legislation forward. The
move to make the legislation
tougher on the banking industry fol-
lows a push from the Obama admin-
istration, which sees a political ad-
vantage in pushing legislation
taking aim at Wall Street.

In other highlights, under the
proposed legislation the government
would have power to seize and dis-
mantle failing financial companies;
complex financial instruments such
as derivatives would face more scru-
tiny; shareholders would have more
say in the way publicly traded com-
panies operate; and the government
would have more tools to force
banks to reduce their risk.

With Mr. Dodd intent on moving
quickly, the banking industry will
have limited time to try to shape
the bill.

The Dodd bill comes nearly 18

-requlation

months after the height of the fi-
nancial crisis in 2008. Whether it
can quickly gain traction could help
determine the fate of the Obama ad-
ministration’s yearlong effort to rein
in banks. “There’s no question that
Treasury is pushing left, and that’s

The U.S. central bank would
police previously
unregulated sectors of the
economy.

what I would expect at this point,”
said Sen. Bob Corker (R., Tenn.),
who negotiated for weeks with Mr.
Dodd on parts of the bill.

The biggest winner in Mr. Dodd’s
bill appears to be the central bank.
It would police previously unregu-
lated sectors of the economy and

bill takes aim at banks

would have a new division to write
consumer-protection policy. The
biggest losers appear to be large fi-
nancial companies, who would face
a muscular, centralized regulatory
architecture for perhaps the first
time in U.S. history.

Democrats opted last week to
forge ahead and introduce a bill
without Republican support. Central
parts of the bill—especially con-
sumer protection and the role of the
Fed—could precipitate a clash, mak-
ing the bill’s prospects cloudy. Dem-
ocrats believe they can rally public
support, with many people still an-
gry at the banking industry in the
wake of the financial crisis.

Mr. Dodd hopes he can begin
holding votes in his committee
starting next week. The legislation
could come to the Senate floor by
late April. The House of Representa-
tives passed its version in Decem-
ber. Any differences would have to

be reconciled with a potential Sen-
ate version.

Republicans have said they
wanted new market rules. They have
blamed the White House for forcing
Democrats to push ahead before a
bipartisan deal could be struck. The
party hasn’t spelled out a strategy
for responding to Mr. Dodd’s bill,
and it is possible Republicans could
try to filibuster it. On Friday, the 10
Republicans on the Senate Banking
Committee urged Democrats to slow
the process down.

Mr. Dodd, in an earlier proposal,
had cut the Fed out of bank supervi-
sion. After aggressive lobbying by
Treasury Secretary Timothy Geith-
ner and Fed officials, Mr. Dodd
agreed to expand the Fed’s scope to
allow it to monitor any large finan-
cial companies.

—Damian Paletta and
Fawn Johnson
contributed to this article.
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Democrats make final pitch
to moderates on health bill

By GERALD F. SEIB

Imagine you’re
a moderate
Democrat in the
House, and you’re
wavering on health
. %/ B care. Boy, are you
in for some heat.

All that rides on your climactic
vote on the big health bill this
week is the shape of health care in
the U.S., your political future and,
quite possibly, the fate of the
Obama presidency. So you’re
about to hear a lot of impassioned
arguments about which way you
should go.

The arguments for voting no on
final passage of the health
overhaul are pretty obvious.
Republicans are pounding away in
opposition, to great effect. A
compilation of the latest health-
care polling data on the Web site
Realclearpolitics.com shows
Americans opposing it by an
average of 48.9% to 41.3%. The
drift against the legislation has
come mostly from the kind of
centrist, independent voters that
you, as a moderate Democrat,
depend on for your political life.

So what arguments can
Democratic leaders muster to push
back? Conversations with several
key Democrats suggest a handful
of the closing arguments they will
make, some about policy and some
about politics. The safe path for a
moderate Democrat would appear
to be to simply lower his or her
head and vote no. So these
counter-arguments are tougher,
and their impact is the key to the
outcome.

First, a quick look at why you,
as a moderate House Democrat,
are pivotal. The Democrats’ plan
for this week is for the House to
pass the Senate’s version of the
health overhaul—a bill that is less
costly than the House version and
unpopular with many in the
House—and then immediately pass
a separate measure tweaking that
Senate version to make it more
acceptable to House members.

Those tweaks would be passed
in the Senate under so-called
budget-reconciliation rules, which
require just 51 votes. So
Democrats should have a relatively
comfortable margin for error
there, provided senators live up to
their part of the deal; the original
bill passed with 60 votes.

The bigger question now is in
the House, where the health bill
passed with 220 votes
originally—a mere two over the
minimum—and where some
centrist Democrats who voted yes
have signaled they intend to
reverse course now. So the whole
yearlong effort rests on the ability
of House leaders, and President
Barack Obama, to hold as many of
those original centrist supporters
as possible, and turn a few no
votes into yes ones.

One essential task for
Democratic leaders is to figure out
how to defuse an abortion dispute
with moderates who seek
assurances the final bill won’t
allow federal financing of abortion
services. If that gets done—still a
big if—here are the other

arguments leaders will be making
to two dozen or so House
Democratic moderates in the
balance:

M You've won. The bill has
evolved in the way you wanted.
Moderates worried above all that
the original House bill was too big
and costly; the new version will be
trimmed down and cost less. This
is why the release of a new
Congressional Budget Office cost
analysis on Monday is so
important. Democratic leaders
need to show House centrists that
the changes being made will lower
the price tag and actually reduce
projected deficits.

In addition, Democratic leaders
will point to specific items that
moderates like in the new version.
The public option—a government-
run insurance plan to compete
with private insurers—has been
stripped out, a commission to hold
down Medicare costs is included
and a tax on so-called Cadillac
health plans, which many analysts
argue would hold down costs by
reducing over-use of the health
system, is included. Liberals hate
all of those ideas, which actually
may help convince moderates they
should be happy to have them.

H Yowll be able to tell middle-
class constituents they get
benefits right away (in time for
this year’s midterm election),
while the messier and costlier
parts of the overhaul go into
effect more slowly. This is the
argument Mr. Obama has been
stressing: As soon as the
legislation is signed into law, new
regulations on the insurance
companies that everybody loves to
hate will kick in, restricting their
ability to deny coverage for pre-
existing conditions or because
payout limits have been hit.

M This bill isn’t perfect, but it’s
better than the status quo on
health. Republicans argue the bill
will drive up insurance premiums.
The Democratic counter-argument
will be that, without change,
premium increases are certain. If
nothing is done, “it’s 40%
premium increases as far as the
eye can see,” says one senior
administration aide.

M Politically speaking, you need
an accomplishment to point to,
and something is better than
nothing. This has been Democratic
leaders’ trump-card argument all
along. The worst outcome for
Democrats, individually and
collectively, would be to have
nothing to show for waging this
epic struggle over health. Those
who hate what Democrats are
trying to do on health would still
hold it against the party, while
those who want change would
either blame the party for failing,
or judge it to be simply
incompetent. Failure, Democratic
leaders will argue, is all downside,
no upside.

M The very vehemence of
Republican opposition proves
there is political gain to be made
in getting this done. If
Republicans didn’t fear this might
actually turn into a plus, why
would they be protesting so
much?

Are those arguments enough?
Hard to say. The balance is so fine
that nobody with any sense claims
to know the outcome.

Industrial output slows

Severe weather held U.S. production to a 0.1% gain in February

By CONOR DOUGHERTY
AND DARRELL A. HUGHES

Output at U.S. factories, mines
and utilities grew a scant 0.1% in
February, as harsh winter weather
slowed the recovery in manufactur-
ing and other industries, the Federal
Reserve said. Industrial production
gained 0.9% in January.

Manufacturing production in
February fell 0.2%, compared with a
0.9% increase in the month earlier,
largely a function of a 4.4% decline
in the production of autos and
parts.

Output of business equipment
was up 0.4% in February; output of
machinery and construction sup-
plies both increased 0.3%.

A separate report Monday
showed that the winter weather and
a still-ailing housing market
weighed on the home-building sec-
tor. The National Association of
Home Builders’ Home Building In-
dex, a measure of builders’ senti-

A separate report Monday
showed that the winter
weather and a still-ailing
housing market weighed on
the home-building sector.

ment, fell to 15 in March from 17 a
month earlier, the fourth decline in
six months.

One encouraging in the Fed re-
port: Output of high-tech products
like computers and semiconductors
rose 1.2% in February and has in-
creased 11.1% from a year ago.

“It says we’re still doing well and
high-tech is out in the lead,” said
Brian Bethune, an economist at

Associated Press

{

Crews work to restore electricity last month in Bow, N.H.

forecasters IHS Global Insight.
“Manufacturing is still in recover
mode.”

The industrial recovery has given
the economy a lift in recent months.
Factories have added jobs two
months in a row, and increased pro-
duction has helped consume some
of the vast production slack left
over from the recession.

Monday’s report showed that in-
dustry operated at 72.7% of capacity
in February, up 0.2 percentage point
from the month before. That is well-
above the recession lows but still
weak by historical standards: Capac-
ity utilization averaged 80.6% be-
tween 1972 and 2008.

Economists say the slowdown in
production is likely to be temporary,
as harsh weather forced some facto-
ries to curtail shifts last month.

More than one million workers
were unable to work in the week of
Feb. 7-13 because of the weather, ac-
cording to the U.S. Labor Depart-
ment’s household employment sur-
vey. While many of those workers
were counted as employed, they

Slowed by snow

The U.S. index of industrial
production rose slightly in
February for an eighth straight
month of gains.
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Source: U.S. Federal Reserve

weren’t producing.

Utility output grew 0.5% in Feb-
ruary in part because of storm-in-
duced demand for power. Mining
output grew 2.0% in February.
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Sadr surprises in Iraq ballot

Preliminary results show anti-U.S. cleric with stronger-than-expected showing in election

By CHARLES LEVINSON

BAGHDAD—Anti-U.S. cleric
Mugtada al-Sadr appears to have
upended the traditional hierarchy of
Shiite politics in Iraq with a stron-
ger-than-expected showing in the
March 7 parliamentary vote.

The results came as a suicide car
bomber in western Iraq killed four
people and wounded 29 others
when his vehicle exploded in a busy
street Monday during the morning
rush hour in Fallujah. The city was
once at the heart of the Sunni insur-
gency in the western Anbar prov-
ince until tribal leaders turned
against al Qaeda in Iraq, a turning
point of the war.

Preliminary results for the coun-
try’s 325-seat parliament have
shown incumbent Prime Minister
Nouri al-Maliki narrowly leading his
chief rival Ayad Allawi, a secular
Shiite who has emerged as the pre-
ferred candidate for most of Iraq’s
Sunni voters. An alliance of Shiite
religious parties that includes Mr.
Sadr’s looks set for a third-place fin-
ish.

But amid that Shiite alliance,
early results show the Sadr party
emerging as the dominant player.
Though final results aren’t expected
until later this month, Sadr candi-
dates look set to pick up over half of
the seats from the Shiite slate, pre-
liminary results indicate.

That could mean a more promi-
nent role in Iraqi politics for a
leader who has vacillated between
political participation and armed
struggle against U.S. and Iraqi
forces. Mr. Sadr continues to pub-
licly support the right to attack U.S.
forces and refuses any contact with
American or British officials. An em-
powered Sadr party will likely take
a tough line on enforcing U.S. troop-
withdrawal timelines and oppose
any residual force the U.S. may want
to leave behind.

But the strong performance by

Countdown

In preliminary results from Iraq’s 18
provinces, incumbent Prime Minister
Nouri al-Maliki has a lead over main
challenger Ayad Allawi.

Provinces are shaded by the current
vote leader; percentage of votes tallied
listed after province name.

Note: Results as of Sunday

Source: Iraq’s Independent High
Electoral Commission

COUNTRY-WIDE TOTALS:
State of Law Alliance (Maliki)

822,609

Iragiya (Allawi)

631,763

Iragi National Alliance (Iran-backed Shiite slate)

615,478
Kurdish Alliance
592,547

Mr. Sadr isn’t all bad news for
Washington. Sadr followers tend to
be far less cozy with Iran than other
Shiite parties, many of whose lead-
ers sought shelter in Iran during ex-
ile from Saddam Hussein’s regime.
Mr. Sadr has been living in Iran for
most of the past three years, but
historically he has been a vocal
critic of Tehran’s meddling in Iraq.

His impoverished Shiite base
constituted the bulk of recruits who
died and suffered in the trenches
fighting Iran during the 1980s. In-
deed, many of Mr. Sadr’s current
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followers are outspoken critics of
Tehran.

In contrast, ISCI, the once-domi-
nant Shiite party and rival to Mr.
Sadr’s party, remains Iran’s closest
rival in Iraq. Party leaders acknowl-
edge the ties, but also maintain that
Tehran doesn’t dictate policy.

Coupled with the polling
strength of Mr. Allawi—who advo-
cates re-establishing close ties with
Arab rivals to Iran—MTr. Sadr’s per-
formance could be part of a broader
setback for Iran in this month’s
polls, some observers said.
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“Iran will look at these results,
they’ll see the strength of Ayad Al-
lawi ... and the relative strength of
Sadr versus ISCI, and they’ll reach
the conclusion that Iran will not
have as easy pickings in Iraq as they
used to,” a senior Western diplomat
said. “On the other hand, having a
large bloc of lawmakers who won’t
even talk to the U.S. is a definite is-
sue of concern.”

The Sadrists’ strong showing
could give the party considerable in-
fluence over negotiations to form
the next government.

Blasts rock Nigeria amnesty talks

By WiLL CONNORS

ABUJA, Nigeria—Two bombs ex-
ploded early Monday outside a gov-
ernment building in the city of
Warri, a Nigerian oil hub, officials
and witnesses said, dealing a blow
to a peace pact that aimed to pre-
vent militant attacks on the nation’s
oil infrastructure.

The attacks occurred just min-
utes before state governors were to
convene to discuss a government
peace program with Niger Delta mil-
itants. Several state governors had
already taken their seats for the
event when bombs in two nearby
vehicles were detonated, say wit-
nesses and officials. Although sev-
eral people were injured, there were
no immediate reports of deaths.

Oma Djebah, information com-
missioner of Delta State, which in-
cludes Warri, said the explosions oc-
curred about 200 meters from the
meeting and the venue was then
evacuated.

The militant group the Move-
ment for the Emancipation of the
Niger Delta claimed responsibility
for the attack. On Monday, MEND
sent an email warning to media or-
ganizations before the attack.
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“The deceit of endless dialogue
and conferences will no longer be
tolerated,” the group’s statement
read. The militant group accused oil
companies and government of steal-
ing land “with the stroke of a pen.”

The group threatened further at-
tacks against oil infrastructure in
the region, singling out facilities op-
erated by France’s Total SA. MEND
didn’t explain why it would be tar-
geting Total. Other oil companies,
such as Exxon Mobil Corp., Chevron
Corp. and Royal Dutch Shell PLC,
also operate in the Niger Delta.
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A Total spokesman, Paul Floren,
said the company is “monitoring the
situation very closely” and that the
security of personnel is the com-
pany’s “number one priority.”

The attack marks another set-
back for the government’s amnesty
program for former militants from
the oil region.

The program began in October
when several thousand militants
turned in their weapons in exchange
for avoiding arrest. The wide-rang-
ing amnesty aimed to shore up Ni-
geria’s oil production, which began

to increase late last year after three
successive years of declining pro-
duction.

But MEND—one of the biggest
militant groups—called off the
cease-fire in January because of its
dissatisfaction with the government.

The latest attack adds to the
troubles of Nigeria, Africa’s biggest
country by population and one of
the world’s biggest oil producers.
The country’s president, ill from
heart and kidney problems, hasn’t
been seen in months. His vice presi-
dent has taken the reins, but has
been grappling with deadly sectar-
ian violence and political infighting
with aides loyal to the president.

A spokesman for Nigeria’s mili-
tary task force in the Niger Delta
said the military “will certainly join
other security agencies in determin-
ing what the cause of the explosion
was and who was behind the explo-
sion.”

Shadrak Otuaro, a local business-
man, said two explosions went off
just after three state governors ar-
rived. “We heard the explosions and
everyone started running for their
lives,” he said.

W Economic jitters buffet oil ... c7

India gives
foreign schools
the greenlight
toexpandreach

By ARLENE CHANG

India’s cabinet approved a pro-
posal on Monday to allow foreign
universities to set up branches here,
potentially opening a huge market
to international educational institu-
tions.

The cabinet plans to introduce
the Foreign Education Providers
(Regulatory) Bill in parliament next
month. The bill would then have to
be passed by parliament before be-
coming law.

“This is a milestone which will
enhance choices, increase competi-
tion and benchmark quality in edu-
cation,” said Minister of Human Re-
sources and Development Minister
Kapil Sibal, who handles education.

A similar bill introduced earlier
was blocked by the government’s
former leftist coalition partner, the
Communist Party of India (Marxist).

The chances for the bill becom-
ing law this time are greater be-
cause the left is no longer a part of
the ruling coalition.

About 160,000 students a year
leave India to study abroad, accord-
ing to the National Knowledge Com-
mission, an advisory group to the
prime minister.

More than 100 foreign educa-
tional institutions offer programs in
India, but most are vocational or
technical and run for only a few
weeks or months.

Universities around the world
have been trying for years to find
ways to expand into India’s un-
tapped education market.

Analysts say the bill could help
accelerate India’s economic growth,
which has been powered in part by
its best-educated programmers, en-
gineers and managers.

“This would give stimulus to
quality education and the knowl-
edge economy,” says Anwarul Hoda,
the chair professor of trade policy
at the Indian Council for Research
on International Economic Rela-
tions, a New Delhi think tank.

According to the bill, foreign col-
leges and universities will be
granted “deemed” university status,
which will enable them to also offer
degree courses in India.

Duke University’s Fuqua School
of Business—which has a tie-up with
the Indian Institute of Management,
Ahmedabad, for a corporate pro-
gram—plans to expand its reach in
India.

Any relaxing of restrictions that
prevent foreign institutions from
running full-fledged graduate-de-
gree programs in the country, will
aid that process, says Jaivir Singh,
adviser to Duke University in India.
“There is a huge base of students
from India who travel abroad and
also a large number that are inter-
ested in coming to India. We are
trying to gain access to all those
students.”

If the foreign universities bill be-
comes law, Duke University would
like to set foot in India by establish-
ing its own business school.

“If we have the liberty to run our
own programs locally, we will most
likely start with a business school,”
Mr. Singh says.

“To become a truly global man-
ager one has to understand the di-
versity of India,” he added.

“That in itself is a very impor-
tant learning curve for us and our
students.”





