£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.

10

6917

8

21919

9

7

7

9

DJIA 10566.20 A 117%

VOL. XXVIII NO. 26

Nasdaq 232635 A 148%

Stoxx Eur 600 257.09 A 1.62%

FTSE100 5599.76 A 131%

Nothing is certain in the race

DAX 587736 A 142%

for a cleaner energy system

JOURNAL REPORT: ENVIRONMENT

THE WALL STREET

DOW

A NEWS CORPORATION COMPANY

EUROPE

CAC40 391042 A 214%

Euro 13609 A 0.01%

Pound 15103 A 0.32%

An Afghanistan ally’s past
creates tensions for NATO

THE BIG READ 16-17

JOURNAL.

Monday, March 8, 2010

Iraqls turn out to vote

By CHARLES LEVINSON

BAGHDAD—Despite a
spasm of violence early Sun-
day, Iraqis flocked to the polls
in what appeared to be large
numbers, marking the coun-
try’s first parliamentary elec-
tions since 2005.

Polls were scheduled to
close at 5 p.m. local time, but
some voting stations re-
mained open to accommodate
lines of voters. Party officials
said they might release their
own preliminary results later
Sunday evening, but no offi-
cial results are expected for
several days.

A series of morning at-
tacks cast an early pall over
voting, seeming to confirm
fears that insurgents would
disrupt the process. At least
31 Iraqis died in dozens of at-
tacks around the country as
the voting began. The death
toll is likely to rise in the af-
termath of the bombings.

The violence subsided by
the afternoon, and didn’t ap-
proach the level of recent at-
tacks in the capital of Bagh-
dad, marking a victory of
sorts for Iraq’s security ser-
vices.

Mortar attacks in the res-
tive northern city of Mosul
and its surroundings forced
five polling stations there to
close temporarily. By midday
Sunday, officials appeared to
be ramping up appeals to vot-
ers to go to the polls despite
the scattered unrest.

Mosque loudspeakers in
the city of Fallujah in Anbar
province blared urgent calls
for voters to go out and cast
ballots. The government also
lifted a ban on small vehicles
to make it easier for voters to
get to voting stations.

Across Baghdad, mortar
attacks, bombings and the col-
lapse of two buildings from
explosions marred the early
hours of voting. But in the
late morning, the violence
subsided in most places, and
many Iraqis shrugged off the
attacks and cast their ballots.

“The Iragi people have
seen much worse than this,”
said Ibtihal Khaled, a 51-year-
old housewife waiting to vote
in Baghdad’s predominantly
Shiite  neighborhood  of
Utaifiya. “A few bombs won’t
keep them away from the
polls.”

Some 10,000 polling sta-
tions opened for voting, the
government said.

U.S. President Barack
Obama praised the Iraqi peo-
ple for braving the violence to
cast their ballots, describing
the event as an advance for
Iraq’s democracy.

“I have great respect for
the millions of Iragis who re-
fused to be deterred by acts
of violence, and who exercised
their right to vote today,” Mr.
Obama said in a statement
Sunday. “Their participation

demonstrates that the Iraqi -

people have chosen to shape
Please turn to page 11
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Iragis show their inked fingers Sunday as signs they cast their vote in parliamentary elections.
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New tax
will cut
appeal

of Britain

By MATT TURNER

Senior bankers and hedge-
fund managers in London will
pay more in income tax than
they would in any other major
financial center when the new
50% rate of tax is introduced
next month, according to data
prepared by KPMG.

London will go from being
one of the most competitive
financial centers in terms of
employee income tax to being
one of the most expensive, ac-
cording to various scenarios
modeled by the accountancy
firm. It calculated employee
tax and social-security pay-
ments for four cases studies
based in eight different finan-
cial centers—London, New
York, Paris, Frankfurt, Geneva,
Zurich, Dubai and Hong Kong.
The data also compare London
today with London after April
6, when a new 50% income
tax for income over £150,000
comes into effect.

London is at present rela-
tively competitive, but from
April 6 onward, the city be-
comes the most expensive lo-
cation by employee tax and
social security for three of the
four KPMG case studies.

M Details on London’s high tax
for financial workers ............... 5
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Europe fund gains favor

By MARcus WALKER
Anp BoB Davis

Germany expressed sup-
port for creating a “European
Monetary Fund” that could
bail out indebted nations in
the euro zone, showing how
Greece’s debt crisis is forcing
Europe to rethink the institu-
tional design of its common-
currency area.

German Finance Minister
Wolfgang Schéuble said he
would “present proposals
soon” for a new euro-zone in-
stitution that has “comparable
powers of intervention” to the
International Monetary Fund.

In an interview with Ger-
man newspaper Welt am
Sonntag, Mr. Schiuble said
the euro zone should draw
lessons from the Greek crisis,
which has exposed the re-
gion’s lack of tools for dealing

with a member country at risk
of defaulting.

Any European Monetary
Fund would take too long to
create to be of use in the cur-
rent crisis in Greece, Euro-
pean officials say. But the pro-
posal is part of a wider debate
taking place in Europe about
how to make the common-
currency bloc function better
in the wake of the Greek
drama.

The European Union’s
treaties prevent existing EU
institutions from bailing out a
struggling country, and na-
tional governments such as
Germany’s, fearing voter ire,
don’t want to risk their tax-
payers’ money directly on na-
tions such as Greece.

At the same time, most eu-
ro-zone governments are op-
posed to letting a euro mem-
ber turn to the IMF, which has

both the financial firepower
and experience in negotiating
economic-adjustment  pro-
grams with countries with
heavily strained finances.

“Accepting financial aid
through the International
Monetary Fund would in my
opinion be an admission that
the euro countries can’t solve
their problems through their
own efforts,” Mr. Schauble
said.

Divisions over the issue
have emerged even within the
German government, since
Chancellor Angela Merkel is
more open than her finance
minister to letting the IMF
play a greater role in Greece,
according to people familiar
with her thinking.

The IMF is likely to be
wary of any new regional fi-
nancing mechanism in Eu-
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So Greece has cleared some obstacles,

but will Spain overcome its hurdles?

By IRWIN STELZER

Before waxing
ecstatic over
Greece’s ability to
flog some bonds,
remember this:
Greece is a
sideshow. Spain is the main event.

Spain’s economy, the euro
zone’s fourth largest, is five times
the size of Greece’s, and almost
twice the size of those of other
financially struggling countries—
Greece, Ireland and Portugal—
combined.

So it matters that Spain’s
socialist prime minister, José Luis
Rodriguez Zapatero, seems to be
an admirer of Charles Dickens’s
Mr. Micawber. Ask him what he
plans to do about his country’s
11.4% fiscal deficit, and he first
promises to extend his country’s
retirement age, and then says he
won’t. He promises a public-sector
wage freeze, but his finance
minister, Elena Salgado, says he
really doesn’t mean it. But
somehow he will cut the deficit to
3% by 2013.

“We have a plan,” says Spain’s
deputy prime minister, Maria
Teresa Fernandez de la Vega. To
most observers, that plan seems
to be Mr. Micawber’s: “something
will turn up.”

Or two somethings. The first is
a return to economic growth that
will increase tax revenues. Never
mind that after 16 years of growth
the economy plunged into
recession last year (GDP: -3.7%),
and according to the International
Monetary Fund is likely to shrink
further this year; or that the
unemployment rate is crowding
20% (double the euro-zone
average) and is headed toward
22%, some forecasters say; or,
most important, that after a
decade in which labor costs rose
at an annual rate of about 4%,

Reuters

People in Madrid pass a Web-site ad that reads, “We can only fix this together”

Spanish goods are uncompetitive
in major export markets.

The second “something” is an
EU bailout: Call it “support.” If the
rating agencies get stroppy, and
the markets turn on Spanish
bonds, even Germany won’t be
able to allow the euro zone’s
fourth-largest economy to default
on its bonds.

Or so Mr. Zapatero might hope.

No one anticipates that the
construction industry will
recover very soon.

Mr. Zapatero is also relying on
two facts. First, Spain isn’t nearly
as indebted as is Greece. Or Italy,
or Portugal, or France, or even
Germany. It’s debt-to-GDP ratio is
comfortably below those of other
countries, a result of the prudent
fiscal policies of predecessor
governments. Second, Spain has
never overcooked its books in the
manner of Greece. So it enters
negotiations with the rating
agencies and the bond market
with credibility that Greece’s
serial book-cookers can’t muster,

and expectations that it won’t
have to pay over three percentage
points more than Germany, as
Greece did last week, to tap bond
markets.

But Spain’s advantages pale
into insignificance in comparison
with the disadvantages of a huge
budget deficit, the absence of a
credible plan to reduce it, a
continued if moderating declines
in economic activity, and the
structural defects in its economy.
These will count for a lot in the
overloaded debt market of the
next year or so.

The country’s apparent
prosperity was based on cheap
credit that fueled a construction
boom. No one anticipates that the
construction industry will recover
very soon, not with all those
unsold houses on the market. Nor
is there much hope for another
tourism boom: Fun in the sun is a
low priority for strapped
consumers, and the overbuilt
Spanish resort areas are less
appealing than they once were, at
least to tourists able to spend
freely. Finally, the government has
little money available to provide
seed capital for 21st century
industries.

Which will put the burden of
long-term recovery on the private

sector. Not a bad place. Spain’s
entrepreneurs have proved that
they can do business on a global
basis, witness the fact that Spain
is Latin America’s largest foreign
investor. Indeed, a few slipups
aside, Spanish companies have
been so successful that there are
mutterings of a second generation
of Conquistadores descending on
South America.

Another plus is that the
Spanish banking system “has been
relatively insulated from the
global financial crisis,” according
to the U.S. Central Intelligence
Agency rundown on the Spanish
economy. The key word is
“relatively.” The nation’s smaller,
regional banks, the cajas de
ahorros that account for about
half of all lending in Spain, are
overcommitted to the property
market, but are resisting calls
from Miguel Angel Fernandez
Ordonez, governor of the Bank of
Spain, to merge with larger, better
capitalized institutions. Still, the
banking system is indeed
relatively strong. Think Santander.

Against those longer-run
strengths must be weighed two
important negatives. The
government has resisted
reforming a rigid labor market in
which most workers have
contracts that prevent their
employers from adjusting their
work forces, combined with a
benefits system that seriously
reduces incentives to move off the
couch and into work.

Second, the rating agencies
don’t believe the government’s
growth forecasts, and the markets
want firmer and more specific
promises of frugality, especially
since some 75% of all expenditures
are controlled by autonomous
regional governments and the
social-security system. But
something might turn up.

—Irwin Stelzer is a business
adviser and director of economic-
policy studies at the Hudson
Institute.
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No animal defenders

Swiss voters say no to mandating state lawyers for abused pets

By DEBORAH BALL

ZURICH — Swiss voters over-
whelmingly rejected a referendum
that would have compelled all can-
tons to hire lawyers to defend the
rights of animals, a setback to ani-
mal-rights organizations.

According to preliminary results,
71% of Swiss voters rejected the
proposal on Sunday, with the rest
voting in favor of the measure.

The referendum was hotly de-
bated in a country that has some of
the toughest animal-welfare laws in
the world. If it had passed, each of
the country’s 26 cantons would have
had to hire official animal lawyers
—a sort of public defender—to rep-
resent pets, farm animals and wild-
life in court.

Animal-welfare groups had ar-
gued that if people accused of mis-
treating animals can hire lawyers,
the victims of such abuse are also
entitled to representation.

The Swiss generally take civil lib-
erties very seriously, whether ani-
mal, vegetable or human. Scientists
must consider the dignity of plants
before embarking on experiments.
The country is also known for its
right-to-die laws that draw hun-
dreds of foreigners each year to
Switzerland to kill themselves.

Yet for all the existing protec-
tions, Swiss Animal Protection, the
group behind the referendum, says
officials rarely prosecute animal-
welfare infractions and the average
fine—just 439 Swiss francs ($409)
in 2008—is hardly a deterrent.

“We do have very, very tough
laws,” says Mark Rissi, spokesman
for the organization. “But in some
cantons, judges aren’t applying the
law to the fullest.”

Several cantons had just two ani-
mal-mistreatment cases in 2008. In
a statement released Sunday, Swiss
Animal Protection said it was disap-
pointed by the vote, and urged au-
thorities to step up their enforce-
ment of animal-welfare laws.

Instead, the Swiss government
had urged voters to reject the refer-
endum, arguing the money should
go to extra veterinary resources to
uncover animal abuse. Switzerland’s
powerful farming lobby also op-
posed it, arguing animals are closely
monitored by state vets.

Since the 1970s, Swiss animals
have enjoyed greater protection
than their brethren in most coun-
tries. In 2008, a 160-page law tight-
ened animal-welfare laws even fur-
ther, requiring, for instance, that
prospective dog owners take a four-
hour course and that social species
such as birds, fish and yaks must
have companionship.

The run-up to the vote threw the
spotlight on Zurich, the only canton
that has an official animal lawyer.
Antoine Goetschel, the canton’s ani-
mal defender, has recently become a
media darling in Switzerland thanks
to his high-profile defense of the
referendum.

Mr. Goetschel, 51 years old, is a
vegetarian who has no pets and
avoids taking medication because of
his opposition to research on lab an-
imals. He became interested in ani-
mal rights at 23, when an accident
left him unable to speak for 10 days,
helping him understand the plight
of animals who can’t express them-
selves. He was a major advocate of
a 2003 Swiss law under which ani-
mals are to be treated as sentient
beings, not personal property.

Last month, Mr. Goetschel went
to court in defense of a pike that
had fought a fisherman for 10 min-
utes before surrendering, after ani-
mal-welfare groups filed a com-
plaint alleging animal cruelty.

The case emerged after a local
newspaper photo showed the fisher-
man proudly showing off the 10-ki-
logram (22-pound) fish—a scene
that, to Mr. Goetschel, was reminis-
cent of a safari hunter with his foot
perched on the head of a dead lion.
“It is this Hemingway thinking,” he
says. “Why should this be legal
when other animals have to be
slaughtered in a humane way?”

Juggling a private practice with
his cantonal job, Mr. Goetschel han-
dles about 180 animal cases a year.

He points to stiff fines he has
won—such as an 8,800-franc fine
for a farmer who kept a dozen
sheep underfed and without water.

Mr. Goetschel lost the pike case
last month, but is considering an
appeal. Any further court action
would come too late for the fish,
which has been eaten.

It is unclear whether Zurich will
be forced to abolish the animal-law-
yer job in the wake of the vote. In
recent weeks, Zurich officials have
said they are happy with the ani-
mal-defender role. If forced to abol-
ish the post, officials have indicated
they may find a way to keep the role
by transforming it into an adminis-
trative job, perhaps within the can-
ton’s veterinary office.

Associated Press

An animal shelter in Switzerland, already home to tough animal-protection laws.
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ECB President Jean-Claude Trichet, left, French President Nicolas Sarkozy, center, and IMF Managing Director Dominique Strauss-Kahn at times have been at odds over how to address Greece’s debt crisis

Frenchmen are leads in Greek drama

Sarkozy and his fellow countrymen Trichet and Strauss-Kahn juggle different priorities and public roles

Three Frenchmen are among the
key actors pulling the strings behind
the Greek crisis, but they frequently
pull in different directions.

By Alessandra Galloni
in Paris, Bob Davis
in Washington
and Brian Blackstone
in Frankfurt

European Central Bank President
Jean-Claude Trichet, French Presi-
dent Nicolas Sarkozy and Interna-
tional Monetary Fund chief Domin-
ique Strauss-Kahn all have a hand in
trying to prevent a default that
would send shockwaves through the
world economy.

But each is also trying to do so
in a way that bolsters the institu-
tion he heads.

This has revealed differences
that could affect not only Greek res-
cue policies, but also other issues
including how to boost growth and
value currencies.

“Ultimately, all three are inter-
ested in Greece emerging from this
in the best way possible,” says
Michel Camdessus, a former IMF
managing director and honorary
governor of the French central bank.
“But they also have their different
roles to play.”

In discussions about Greece,
Messrs. Sarkozy and Trichet say the
European Union should run negotia-
tions with Athens and that the IMF
should stick to the lesser role of
providing technical assistance.

The two men have somewhat dif-
ferent concerns.

Mr. Trichet’s primary focus is the
credibility of the euro and the 16-
nation currency bloc. At a news con-
ference Thursday, the ECB chief
closed the door to any IMF partici-
pation in an eventual Greek bailout,
saying it wouldn’t be “appropriate.”

Mr. Sarkozy, like other European
government leaders, shares that
view. But the 55-year-old president
has an additional reason for keeping
the IMF at bay: Mr. Strauss-Kahn,
60, could be a rival in France’s 2012
presidential elections.

When Mr. Sarkozy lobbied for
Mr. Strauss-Kahn to get the IMF job
in 2007, it was widely considered a
way to exile a political rival.

At the time, the IMF was an in-
stitution without a clear mission:
The global economy was booming
and few countries needed its loans.
One of Mr. Strauss-Kahn’s early
tasks was to put in place the Fund’s
first large-scale layoffs.

But two years in Washington
have raised Mr. Strauss-Kahn’s in-
ternational profile—and his ratings
among voters in France, where he
already had credibility for preparing
the country’s entry into Europe’s
single currency in 1999.

Mr. Strauss-Kahn recently indi-
cated he might return to France to
run for president before the end of
his IMF term, which runs through
2012.

Mr. Strauss-Kahn “has built a
reputation that he wouldn’t have

had in normal times,” because of the
IMF’s prominent role in fighting the
global economic crisis, says Jean
Pisani-Ferry, director of Bruegel, an
economic think tank in Brussels.
“He’s also seen as the one who
speaks and works with the mighty
heads of state.”

A spokesman for Mr. Sarkozy, as
well as one of his advisers, didn’t
return calls requesting comment.

A spokeswoman for Mr. Strauss-
Kahn said the IMF chief’s political
ambitions were “just speculation,
perhaps natural when you have
someone of the managing director’s
stature.”

Mr. Strauss-Kahn has taken posi-
tions at odds with the Sarkozy gov-

Greek officials are trying to
use differences among the
three men to the country’s
advantage.

ernment. During the global down-
turn, he pushed France and other
European countries to expand stim-
ulus spending, while Mr. Sarkozy
sought to focus more on updating
regulations and reining in hedge
funds.

On other economic issues,
though, they may not be that far

apart. Mr. Sarkozy has railed about
the strength of the euro against
other currencies, which has made it
harder for French companies to sell
their goods abroad.

Mr. Strauss-Kahn has tried nu-
merous tactics—so far unsuccess-
fully—to get China to revalue its
currency, which would help produc-
ers in wealthy countries such as
France.

Both men are proponents of a
European “economic government”
to balance the role of the ECB.

Officials in Mr. Sarkozy’s govern-
ment have accelerated calls for such
an institution to oversee tax-and-
spending policies amid the Greek
crisis.

The economic policies pursued
by both men have, in turn, put them
on a collision course with Mr.
Trichet, 67, whose mandate as ECB
president is to control inflation in
the euro zone, without interference
from governments eager to stimu-
late domestic growth.

Since the euro zone doesn’t have
a finance ministry, Mr. Trichet is of-
ten a de facto economic diplomat
for Europe.

But on Thursday, Mr. Sarkozy re-
iterated his call for a new global
monetary system to prevent the loss
of industrial competitiveness from
foreign-exchange imbalances.

“If the U.S. dollar loses 50% of its
value to the euro, how can it be pos-
sible to make up the loss of compet-
itiveness?” Mr. Sarkozy said in a
speech.

Mr. Trichet, at the ECB news
conference a few hours later, said,
“You know, my call is for the euro
area, which has a single currency, to
speak with one voice.”

An ECB spokeswoman said the
bank had nothing to add to Mr.
Trichet’s comments.

Under Mr. Strauss-Kahn, the IMF
has also gotten under Mr. Trichet’s
skin, most recently when his hand-
picked chief economist—Olivier
Blanchard, another Frenchman—
suggested central banks should con-
sider aiming for a higher inflation
level than in the past, giving gov-
ernments the ability to cut rates
more deeply in a crisis.

The suggestion had ECB officials
apoplectic.

“It’s plain wrong; plain wrong,”
Mr. Trichet said at the Thursday
news conference.

Greek officials, meanwhile, are
trying to use differences among the
three men to their advantage.

For example, officials in Athens
say they are still considering the
possibility of appealing directly for
loans from the IMF, in which Greece
is a member.

While that is a possibility, Mr.
Sarkozy and other European leaders
have the upper hand.

Any Greek loan would have to be
approved by the IMF’s governing
board, where they have outsize
power.

Mr. Strauss-Kahn, like IMF direc-
tors before him, strives for board
consensus.

Germany

Continued from first page
rope, even though Mr. Schéauble said
any new financing mechanism
shouldn’t compete with the IMF. The
Washington-based fund sees itself
as the world’s main economic-re-
sponse unit and worries that re-
gional funds could detract from its
mission. The IMF declined to com-
ment on the proposal.

The euro zone is the second re-
gion to view itself as off-limits to
the IMF, following developing Asia.
After the tough conditions the IMF
insisted on to bail out Asian nations
during the financial crisis there in
1997 and 1998, a number of coun-

backs creating Europe monetary fund

tries—especially Japan—proposed
an Asian monetary fund.

The IMF and the U.S. government
were able to quash that proposal,
which they saw as a go-it-alone
strategy by the world’s fastest-
growing countries. In practice, Asian
nations reduced the IMF’s influence
by bulking up their reserves, and
through a loose pooling of reserves
called the Chiang Mai Initiative.

Greek Prime Minister George Pa-
pandreou, who announced stiff aus-
terity measures last week, won ver-
bal support from French President
Nicolas Sarkozy on a visit to Paris
Sunday. But Greece has been unable

to secure concrete promises of fi-
nancial assistance from other euro-
zone governments if it can’t borrow
enough funds on bond markets.
Greece faces debt repayments of
around €22 billion ($30 billion) in
April and May.

Ms. Merkel has led the resistance
to bilateral aid from other European
governments, fearing a voter back-
lash ahead of key regional elections
in Germany in May. Last week, Ms.
Merkel extended warm words to Mr.
Papandreou on a visit to Berlin, but
no offer of financing guarantees, for
which Greek officials had been hop-
ing.

On Monday, Mr. Papandreou is
due to visit U.S. President Barack
Obama in Washington, a trip Greek
officials say signals that Greece has
friends beyond Europe.

Mr. Papandreou has said Euro-
pean governments’ reluctance to
help could force his country to turn
to the IMF.

The idea for a European Mone-
tary Fund has been championed by
two European economists, Daniel
Gros of the Centre for European Pol-
icy Studies and Thomas Mayer of
Deutsche Bank, who argue the fund
could make the euro zone’s crisis
management and its commitment to

fiscal discipline more credible.

Their idea was for the fund to
borrow in financial markets, backed
by European governments.

It would also be financed by gov-
ernments that would pay money
into the fund based on how much
their budget deficits exceeded the
annual ceiling of 3% of gross domes-
tic product and how much their to-
tal government debt exceeded the
60% of GDP limit. This would dis-
courage governments from running
excessive debt and deficits, they
suggest.

—Stephen Fidler
contributed to this article.
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Single person, British,
salary £100,000, bonus £150,000

Employee tax and

Married banker, two kids, British,
salary £150,000, bonus £350,000

The new rates | How a new income-tax band in the U.K. will alter London'’s ranking among financial centers

Employee tax and

City social security ~ Rank® City social security ~ Rank*
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London tax hit on financiers

Highly paid bankers to face bigger levies in City than other locations after April changes

By MATT TURNER

Senior bankers and hedge-fund
professionals will pay more in per-
sonal tax and social security should
they be based in London from April
6 onward than they would if they
were located in any other major fi-
nancial center, according to an anal-
ysis of various scenarios by KPMG.

The accountancy firm prepared
data for employee tax and social-
-security payments in four case
studies, basing them in eight differ-
ent financial centers: London, New
York, Paris, Frankfurt, Geneva, Zur-
ich, Dubai and Hong Kong. The data
also compare London today with
London after April 6, when a new
50% tax on income over £150,000
($225,480) comes into effect.

The tax payments were calcu-
lated for British professionals earn-
ing a combined salary and bonus of
£250,000, £500,000 and £1 million
in the eight financial centers. KPMG
also prepared the data for a U.S. cit-
izen earning £1 million, as U.S. citi-
zens face different tax treatment
from the U.S. tax authorities de-
pending on what country they work
in.

London’s tax regime is at present
relatively competitive compared
with other financial centers. A Brit-
ish banker working in London who
earns a £100,000 salary and a
£150,000 bonus pays less in taxes
than a banker on the same package
based in Frankfurt, New York or
Geneva.

For those earning a basic salary
of £250,000 and a bonus of
£750,000, London is even more com-
petitive. Only those based in Dubai
and Hong Kong paid less in tax and
social security, according to KPMG.

However, after April 6, when the
new tax rate in the U.K. comes into
effect, KPMG ranks London as the
most expensive financial center by
employee tax and social security for

combined bonus and salary over
£500,000. For a professional earning
combined bonus and salary of
£250,000, it rises to become third-
most expensive, after Frankfurt and
Paris.

Beyond taxes focused on income,
KPMG estimates that London is al-
ready the second-most-expensive lo-
cation to base an executive in terms
of employer tax and social-security
payments, behind Paris. In addition,
KPMG’s calculations for employer
tax and social security don’t take
into account this year’s one-time
bonus levy, where banks, rather
than the recipients of the bonus,
pay the equivalent of 50% of all bo-
nus payments above £25,000.

Ian Hopkinson, head of people-
-services tax at KPMG UK, who
helped prepare the statistics, said:
“You can see from the calculations
that for those earning significant
bonuses London has moved from
being highly competitive to being
the most expensive location.“

Of course, the financial sector
chooses its locations according to
more criteria than income taxes.

“The U.K. has been a world
leader in banking for centuries,”
said City Minister Paul Mpyners.
“Competitiveness cannot be ex-
plained only by tax rates—you have
to look at the full range of reasons it
makes sense to do business in Lon-
don, from our financial infrastruc-
ture, to our world-class professional
services, highly educated popula-
tion, quality of life, and geographi-
cal advantages.”

He added that at 28%, the U.K.’s
corporation-tax rate is now at its
lowest-rate ever, and is the lowest
of the Group of Seven leading coun-
tries.

“But we will not be complacent
about our competitive edge—the
chancellor has been clear that the
increase in personal tax was a mea-
sure he wishes could have been

avoided,” Lord Myners said, ”but
one that was required to repair the
fiscal position following the finan-
cial crisis.”

The calculations involve a num-
ber of assumptions based on the cir-
cumstances of the case studies and
don’t take various tax deductions
available into account. The figures
only take into account employment
income, and not investment income,
and assume that professionals work-
ing in a foreign city don’t qualify as
a nondomiciled and therefore get
reduced tax rates. In addition, KPMG
assumes its hypothetical U.S. hedge-
fund manager based in London isn’t
liable to pay state or federal taxes in
the U.S.

The calculations also omit some
national taxes, which although not
based on income, add to the tax bur-
den of living there, such as France’s
wealth tax on assets over €790,000.

Nevertheless, the figures shed
light on the difference the U.K.s
50% income-tax rate will have on
high earners. Bankers, fund man-
agers and policy makers have
warned that the tax regime could
seriously damage London’s competi-
tiveness as a financial center, poten-
tially driving highly paid executives
abroad and making it more difficult
to attract talent to the U.K. capital.

Barry Bateman, vice chairman of
fund manager Fidelity International,
said in a report in January that Brit-
ain was going from being “pretty
competitive on a global scale to be-
ing pretty uncompetitive.” He
added: “People can see that [with
the new 50% income tax] the gov-
ernment is now taking more than
half of any extra income they earn.
We’ve seen a number of our people
asking can they work in other coun-
tries—and of course they could.”

The City of London Corporation
has also warned that the tax regime
was driving bankers and fund man-
agers abroad. “Of course we’re los-

ing people,” said Stuart Fraser, pol-
icy chairman at the organization.
“Not vast numbers, but it is a trend,
and anyone who claims otherwise is
naive. The problem is of course that
apart from those that are in the pa-
pers, it is difficult to get that infor-
mation, because they go quietly.”

In addition, there is also a
chance that uncertainty over the
U.K. tax regime could make it more
difficult to attract talent to London,
or influence where banks look to
build operations in future.

In December, Tullett Prebon said
that it would help its staff move
abroad because of the U.K. tax re-
gime. The interdealer broker said it
would help staff move to Switzer-
land, Bahrain and Singapore, though
desks have to move en masse to
qualify for the relocation assistance.
London  hedge-fund manager
BlueCrest has already decided to re-
locate 50 of its 340 staff.

However, there have been no de-
partures yet, according to a person
familiar with the matter, though the
offer remains open and conversa-
tions are still taking place on pro-
spective moves.

Rival broker ICAP hasn’t seen
any staff asking to relocate yet ei-
ther, said a person familiar with the
situation.

Mr. Fraser said there had been a
hiatus of international banks placing
people in London, while Jonathan
Moulds, president for Europe, Mid-
dle East and Africa at Bank of Amer-
ica Merrill Lynch and one of the U.S.
bank’s key employees in London,
said the income-tax increase had
caused uncertainty.

However, others argue that the
U.K. capital’s attraction as a finan-
cial center goes beyond the tax re-
gime, and that the lifestyle, and
family ties, were likely to keep the
majority of professionals in London.

—For more, visit
efinancialnews.com

Taxing times

Some of the assumptions
accountancy firm KPMG made in
assessing the personal-tax burden
in various financial centers.

General assumptions

M Tax and social-security rates
calculated for Jan. 1 to Dec. 31, 2010,
with the exception of the UK.
calculations, which have been done for
the year ended April 6, 2010 and the
following year.

Bl Home country set as UALE. for
British and French scenarios.

M Home country set as U.S. for
American scenarios.

M All host locations assume the
individual is considered a local
employee and the analysis doesn’t
take into account any beneficial
expatriate regimes that may be
available.

M All calculations assume all
workdays are spent in the host
location and no consideration is given
for workdays in other countries and/or
associated foreign tax credits (with
the exception of the U.S. as the home
location).

U.K.-specific assumptions

M UK. resident, ordinary resident

B The new bank-payroll tax is
disregarded.

M National insurance contributions
have been calculated at the
“Contracted In” rates.

Assumptions related to New
York as a host

M Assume the individual is a
resident of New York State and New
York City

B State taxes accrued as itemized
deduction

Assumptions related to New
York as a person’s original
home

B The calculations assume that a
worker who lived in New York is no
longer liable for tax in New York State
or New York City.

Paris assumptions

I ASSEDIC calculation applies

B Headquarters tax not applicable

B The calculations assume that
the employer isn't subject to wages
tax.

B France issues its tax rates a
year late so the system is actually
using 2008 rates.

Frankfurt

B Frankfurt (Hesse) Church tax
included

B The calculations assume that
the employee isn’t enrolled in their
home statutory pension scheme.

Geneva/Zurich

B Mandatory pension contributions
by employer may be higher.

B System is using 2009 rates, but
these should also apply to 2010.

Dubai

B The calculations don’t consider
any municipal tax calculated on the
rental value of any residence.

M The calculations assume that
individuals won’'t maintain any home-
country social security.

Hong Kong

M Mandatory provident fund
applicable

M System is using the 2009/10
fiscal rates.
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Protesters outside Iceland’s Parliament in Reykjavik on Saturday demand the government do more to improve conditions. Their protest came amid a vote that
rejected a plan agreed by the country’s Parliament in December under which Iceland would repay the UK. and the Netherlands $5.3 billion over 15 years.

Iceland votes down debt plan

Big ‘no’ vote on repaying U.K., Netherlands to complicate bid to access international aid

By CHARLES FORELLE

Icelanders roundly rejected a
deal to repay the UK. and the Neth-
erlands €3.9 billion ($5.3 billion)
lost in the collapse of an Icelandic
Internet bank, complicating the is-
land’s bid to access badly needed in-
ternational aid funding and render
normal its relations with the rest of
the world.

More than 93% of Icelanders
voted “no” in a national referendum
Saturday, according to preliminary
figures from the government Sun-
day with 98% of ballots counted. It
was Iceland’s first plebiscite since
the island’s independence from Den-
mark in 1944.

The huge margin of defeat—pre-
election polls had suggested a loud
rejection by around three-quarters
of voters, but not a thrashing of
more than 90%—will make it harder
for Iceland’s politicians to cede
ground in continuing negotiations
with the British and the Dutch.

The government of Prime Minis-
ter Johanna Sigurdardoéttir has la-
bored for the better part of a year
to get a bill through a hesitant par-
liament, arguing that Iceland des-

perately needs money from an Inter-
national Monetary Fund-led bailout
program. Much of those funds are
effectively on hold until a payback
deal is reached, as is Iceland’s appli-
cation to join the European Union.

Seeing early the signs of impend-
ing defeat, Ms. Sigurdardottir and
other political leaders—all the polit-
ical parties back some form of re-
payment—had pushed to reach a
new accord with Britain and the
Netherlands in recent weeks, hoping
to make the referendum pointless.
After those talks ended Friday with
no resolution, Ms. Sigurdardottir
even encouraged citizens not to
vote, hoping to blunt the referen-
dum’s effect with low turnout.

“This result is no surprise,” Ms.
Sigurdarddttir said Saturday, ac-
cording to the Associated Press.
“Now we need to get on with the
task in front of us, namely to finish
the negotiations with the Dutch and
the British.”

A deal agreed by Iceland’s parlia-
ment last December—under which
Iceland would pay back the money
over 15 years but wouldn’t have to
make payments for the first seven
—was vetoed by the island’s presi-

dent, Olafur Ragnar Grimsson.

In a rare display of power from a
normally ceremonial post, Mr.
Grimsson cited mass dissatisfaction
for his veto, which led to the refer-
endum.

Mr. Grimsson appears to have ac-
curately taken the public pulse.
Many Icelanders hold a seething an-
ger at the giant burden placed on
them to clean up a mess widely seen
as the fault of greedy, high-flying
bankers. They are also sore at the
U.K. for using a law generally lev-
eled against terrorists to freeze Ice-
landic assets in Britain as Iceland’s
banks spiraled toward collapse.

On Sunday, Mr. Grimsson said on
state radio that the referendum
went “very well,” according to
Agence France-Presse, and that it is
up to Britain to forge a better deal
for Iceland. “Gordon Brown should
now step forward and ensure the
next steps to guarantee a solution
that everyone can accept,” he said.
A British government spokesman
said the U.K. “remains committed”
to reaching a deal.

The crisis has profoundly re-
shaped Iceland, which in recent
years had been a Nordic idyll of mi-

croscopic unemployment, hefty
economy growth and heady displays
of wealth from a burgeoning finan-
cial industry. Reykjavik, once a
quaint seaport, hummed with fancy
cars, upscale shopping and a rau-
cous party scene. Now, Iceland’s
krona barely functions off the is-
land, unemployment is 6.7% and
gross domestic product fell 6.5% last
year—the biggest drop on record.

The bill from the failed bank
known as Icesave is one of the most
lasting hangovers of Iceland’s spec-
tacular banking meltdown in late
2008. All the island’s major banks
failed, including Landsbanki hf,
which had taken deposits over the
Internet in the UK. and the Nether-
lands through Icesave.

Iceland’s tiny deposit-insurance
plan couldn’t pay the claims of Brit-
ish and Dutch savers, and the two
governments stepped in to do so.
But they quickly asked Iceland for
their money back. The sum to be re-
paid—€3.9 billion—is staggering for
such small nation, equivalent to
nearly half Iceland’s entire economic
output last year.

—Laurence Norman
contributed to this article.

Berlin poker robbers

Associated Press

BERLIN—Four heavily armed
robbers who stormed a poker tour-
nament in a luxury hotel and es-
caped with a hefty cut of the jack-
pot are still on the run, German
police said.

Officers questioned more wit-
nesses and analyzed surveillance
footage on Sunday as the search ef-
fort intensified. “We are confident
we will catch them,” police spokes-
man Guido Busch said.

The men, armed with machetes
and guns, stormed the downtown
Berlin Grand Hyatt hotel on Satur-
day afternoon, forcing hotel employ-
ees to hand them at least part of the
tournament’s jackpot money, which
stood at €1 million ($1.36 million).

Inside the poker room, at least
seven people were injured while try-
ing to escape, Mr. Busch said.

Security guards tried to keep the
attackers from escaping. One of the
robbers was pulled down by a guard
and lost a bag with a substantial

are still on the run

part of the money in the ensuing
battle, police said.

The total amount of stolen
money is a “low six-digit-figure,”
Mr. Busch said. Local media previ-
ously reported the robbers managed
to escape with €200,000.

Following the brazen daylight
heist, the robbers escaped on foot
through a nearby shopping
mall—not wearing black masks any
longer—and finally fled in a getaway
car. Police were evaluating the pos-
sibility of using some of the surveil-

lance footage for a public search ap-
peal, Mr. Busch said.

The five-day-tournament was or-
ganized by the European Poker
Tour, which calls it the biggest such
event in Germany. About 400 partic-
ipants started into the five-day-long
competition on Wednesday, though
most had dropped out of the game
by Saturday.

The poker games in the hotel,
where only a few weeks ago celebri-
ties showed up for the Berlin film
festival, continued on Sunday.

Women remain
scarce at top
at major firms

By WiLLiIAM LYons

Women still are struggling to at-
tain senior-management positions at
some of the world’s biggest corpora-
tions, according to a new survey
that warns that among the compa-
nies surveyed, less than 5% of
women on average manage to rise
to the level of chief executive.

The findings from the World
Economic Forum’s Corporate Gender
Gap Report 2010 show that female
employees tend to be concentrated
in entry- or midlevel positions and
remain scarce in senior manage-
ment or board positions in most
countries and industries.

The report, which surveyed 600
leading companies across 16 indus-
tries in 20 countries, found the big-
gest barriers to women’s access to
leadership positions were a “mascu-
line or patriarchal corporate cul-
ture” and “lack of role models.” It
warns that although wage gaps be-
tween women and men are a univer-
sally recognized problem, 72% of the
companies surveyed don’t attempt
to track salary gaps.

But a more positive revelation is
that almost 40% of the companies
surveyed claim to be setting speci-
fied targets, quotas or other affir-
mative policies to improve women’s
participation in their structures.

Saadia Zahidi, co-author of the
report, described the findings as an
“alarm bell” that showed that the
“corporate world is not doing
enough to achieve gender equality.”

Ms. Zahidi said: “While a certain
set of companies in Scandinavia, the
U.S. and the UK. are indeed leaders
in integrating women, the idea that
most corporations have become
gender-balanced or women-friendly
is still a myth. With this study, we
are giving businesses a one-stop
guide on what they need to do to
close the corporate gender gap.”

Among the responding compa-
nies, the countries with the highest
percentage of women employees at
all levels were the U.S. (52%), Spain
(48%), Canada (46%) and Finland
(44%). India had the lowest percent-
age of women employees (23%), fol-
lowed by Japan (24%), Turkey (26%)
and Austria (29%).

The report is based on a survey
of 600 heads of human resources.

Big disparities

Average percentage of women
holding CEO-level positions in
various countries, from a sample of
the world’s biggest employers that
answered the WEF's survey.

Finland 13%
Norway
Turkey
Italy

Brazil

Average
Belgium
Canada

Czech Republic
France
Switzerland
U.K.

u.s.
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Source: The World Economic Forum'’s corporate
gender gap report 2010
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Policy ‘nudge’ turns into a ‘shove’

Behavior economics touted by Obama administration in its early days gives way to more heavy-handed measures

By JONATHAN WEISMAN

A little more than a year into its
ascendancy at the White House, be-
havioral economics as a key policy-
making tool may be on the wane.

The opening weeks of the Obama
administration were a coming-out
—— party for econo-
THE mists who hold that
OUTLOOK incomplete informa-
tion, subtle obsta-
cles to participation and confusion
tend to make people act in economi-
cally irrational ways. Economic pol-
icy can “nudge” people and institu-
tions into  more efficient,
economically beneficial behavior
without heavy-handed command-
and-control measures in regulation
and legislation, they argue.

Cass Sunstein, co-author of the
behavioralist bible, “Nudge,” took up
residence at the White House Office
of Information and Regulatory Af-
fairs, while behavioral economist
Jeff Liebman has become deputy di-
rector of the Office of Management
and Budget. Yet another true be-
liever, Austan Goolsbee, took a seat
on the Council of Economic Advis-
ers.

At this time a year ago, the order

of the day was disclosure, transpar-
ency and light-
touch policy pro-
posals, such as
automatically en-
rolling workers
into 401(k) plans
and simplifying
student-loan
y forms.
: But in recent
weeks, President
Barack Obama
has  proposed
regulating
health-insurance rate increases, sep-
arating commercial banking from in-
vestment banking and prohibiting
commercial banks from owning or
investing in private-equity firms or
hedge funds.

Late last month, Vice President
Joe Biden eschewed mere transpar-
ency requirements for investment
advisers and announced new regula-
tions that would require retirement
counselors to base their advice on
computer models that have been
certified as independent. Otherwise,
the advisers would be prohibited
from suggesting that workers invest
in funds they are affiliated with or
receive commissions from. In short,
“nudge” has come to shove.

White House budget director Pe-
ter Orszag said administration econ-
omists haven’t given up on behav-
ioral economics. The president’s
budget for fiscal 2011 again pro-
poses legislation to make it easier
for employers to make 401(k) enroll-
ment the default option, since work-
ers tend to take the easiest path on
such matters; when employees
aren’t automatically enrolled in
401(k) plans, many don’t sign up.

Work is almost complete on a
simplified, online federal student-
loan application that allows stu-
dents to fill in income data from in-
formation the Internal Revenue Ser-
vice has on file from tax returns
with the click of a mouse. A study
by H&R Block showed such advances
could increase completion of stu-
dent-aid applications by 30%.

And late last year, the Occupa-
tional Safety and Health Administra-
tion began publishing the names of
workplaces where deaths have oc-

Austan Goolsbee

curred, with a link from the OSHA
home page. Shame, the thinking
goes, can be a powerful motivator.

But some of the biggest propos-
als of last year have disappeared
without a trace. When the White
House turned last spring to finan-
cial-industry regulations, it pressed
the concept of the “plain vanilla” fi-
nancial product, believing that over-
worked, harried Americans do not
read the fine print and compare the
bewildering choices on offer. Credit-

card companies could offer their ar-
ray of sometimes-baffling products,
but they also would have to offer a
simple card with a fixed interest
rate and unchanging penalty. Mort-
gage lenders wouldn’t be prevented
from selling adjustable-rate or inter-
est-only mortgages, but they would
always have to offer up a simple,
30-year fixed-rate loan upfront.
Those “plan vanilla” offerings
aren’t included in the financial-regu-
lation legislation making its way

through Congress.

“ ‘Plain vanilla,” however, was a
subjective term,” said Steven Adam-
ske, a spokesman for the House Fi-
nancial Services Committee. A prod-
uct the White House would consider
stripped of its bells and whistles
wasn’t necessarily what others
thought the term meant. It wasn’t
worth the fight, he said.

Even some of the White House’s
biggest proponents of behavioralism
say they have become more pre-

scriptive, in part because they have
found the limits of behavioral eco-
nomics. When Mr. Obama rejected
calls to limit executive pay, he be-
lieved excesses could be reined in
through transparency. A public air-
ing of salaries and compensation
would shame corporations into
trimming them back.

But so far, executives—especially
on Wall Street—haven’t been partic-
ularly influenced by the public out-
cry.

For more information, please

on www.investinfrance.org
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Despite winter weather that depressed hiring in February, the unemployment rate was unchanged at 9.7% and employers shed only 36,000 jobs.

Unemployment and underemployment Monthly change in jobs, in thousands Average hourly earnings February unemployment rates
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“Discouraged workers, those working part-time because they can’t find full-time work, and the unemployed, measured as a percentage of the civilian labor force plus discouraged workers
Note: All data are seasonally adjusted except unemployment rate for Asians

Source: U.S. Labor Department; Photo: UPI

Outlook brightens for unemployed

There remain deep problems in the labor market, but report offers a glimmer of hope to demoralized workers

By CONOR DOUGHERTY

The job market is beginning to
thaw. The U.S. Labor Department’s
closely watched employment report,
released Friday, suggests the na-
tion’s unemployment rate, which
peaked at 10.1% in October, has hit a
plateau as employers gain confi-
dence in the economic recovery.

Employers still shed 36,000 jobs
last month. But many economists
say the U.S. would have added jobs
if not for the snowstorms that kept
people from working and potential
employers from hiring. The unem-
ployment rate was flat at 9.7% last
month, while a steady rise in tempo-
rary workers and job gains across a
spectrum of private-sector indus-
tries showed companies are growing
more willing to hire.

The report suggests January’s
drop in the jobless rate wasn’t a
fluke. Indeed, the new report also
showed that the number of workers
facing long-term unemployment fell.

“There’s a good chance we’re at
the turning point for unemploy-
ment,” said Bruce Meyer, an eco-
nomics professor at the University
of Chicago.

Mr. Meyer said Friday’s report
was doubly encouraging because it
showed that a steady drop in the
unemployment rate since October
was real. “It appears that last
month’s decline was not a statistical
anomaly,” he said.

There remain deep problems in
the labor market, with 14.9 million
still looking for full-time work, 8.8
million forced into part-time jobs
and 1.2 million too discouraged to
look for a job. But the report offers
a glimmer of hope to demoralized
workers who have suffered through
the Great Recession.

The House of Representatives,
concerned the economy isn’t pro-
ducing enough jobs, passed a $15
billion bill Thursday with tax cuts
and credits to prod employers into
hiring.

TD Bank, a unit of Toronto’s TD
Bank Financial Group, is among
those hiring. The bank aims to take
on about 4,600 U.S. workers this
year, a combination of new hires
and replacements for employees
who have left, said Chief Executive
Bharat Masrani. “Yes, the economy
is tough, and some of our clients are
suffering, and when our clients suf-
fer, we suffer,” said Mr. Masrani.
“But we are growing.” TD Bank,
which employs 23,000 in the U.S.,
plans to add around 32 U.S. retail
locations in 2010, hiring customer-
service representatives, bank tellers
and call-center operators.

Ninety-two percent of U.S. com-
panies plan to hire in 2010, but half
plan to do so more slowly than in
pre-recession years, according to a
January study by human resources
consultancy Towers Watson.

Many companies that are hiring

are doing so cautiously. Encouraged
by the signs of recovery, two weeks
ago, Baxter Miller, owner of BMLA
Landscape Architecture in Corona,
Calif., hired a business-development
manager to find new customers for
the firm. It is a single job out of mil-
lions still needed, but a big step for
Mr. Miller, who had slashed his
work force to six employees from 20
in the past three years. “Going from
laying off 50% of my staff to hiring
someone—that’s a  significant
change,” he said. “We’re taking a
calculated gamble that we can take
advantage of the little things pop-
ping up.”

Another report Friday
showed U.S. consumers
increased their borrowing
for the first time in a year

Last month’s snowstorms likely
kept the economy from adding jobs.
Some of the most severe storms
struck parts of the Northeast and
Midwest during the pay period
when the Labor Department collects
its data. Weather was almost cer-
tainly behind a fall in the average
workweek to 33.8 hours from 33.9 in
January. About 1.1 million people
were unable to work last month due
to weather, compared with 300,000

in January. Despite the weather,
several industries showed job gains.
Manufacturing added 1,000 jobs, fol-
lowing a 20,000 increase in January.
The professional and busine-
ss-services sector, a broad category
that includes legal work and con-
sulting, added 51,000 jobs. Another
encouraging sign: The temporary-
help services sector added 47,500
jobs and has added 284,000 since
September 2009, a sign employers
need workers and may eventually
add permanent positions.

Meanwhile, some of the heaviest
job losses were in construction,
which continues to suffer from de-
pressed homebuilding and a slow-
down in commercial real estate,
such as office and industrial build-
ings. The construction industry shed
64,000 jobs in February. Without
the losses in construction jobs, the
private sector actually added jobs in
February.

Another encouraging sign was
that the number of people unem-
ployed for 27 weeks or more—the
long-term unemployed—fell to 6.1
million from 6.3 million in January.

Things are starting to look up for
people like Valerie Kinman. In mid-
February, Ms. Kinman, 45 years old,
got a full-time position at a com-
pany that charges people a fee to
settle their credit-card balances and
other debt, where she does clerical
tasks such as data entry and light
accounting. For two years, Ms. Kin-

man, a single mother in Plainfield,
Ill., has been getting by on unem-
ployment checks, food stamps and
temporary jobs that never lasted
more than a few months. “I'm so
happy,” she said.

About a year and a half ago, Ms.
Kinman was at a food bank set up at
a local school, where she and her
daughter were collecting free bags
filled with items such as laundry de-
tergent, boxed potatoes and pud-
ding. “I don’t care what job it is, call
me back and I’ll go to work,” she
said at the time.

Today, Ms. Kinman still has al-
most $6,000 in credit-card debt. For
the next few months, she said she
would continue to lean on food
banks so she could use more of her
paycheck to work down her debts. “I
have to start living in the real
world, but I'm excited.”

Another report Friday showed
U.S. consumers increased their bor-
rowing for the first time in a year,
indicating that Americans may be
starting to feel more comfortable
about spending amid signs the econ-
omy is improving.

Consumer credit outstanding
rose at a seasonally adjusted annual
rate of 2.4% in January, up $4.96
billion to $2.456 trillion, the Federal
Reserve said.

The last time consumer credit
rose was January 2009.

—Dana Mattioli and Luca Di Leo
contributed to this article.
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Data offer look at hiring trends

By JENNIFER MERRITT

Payroll and unemployment data
released Friday offered a snapshot
of the labor market’s health last
month.

But some researchers say they
can get a read on such trends days
or weeks ahead of the official num-
bers by studying Google searches,
tweets and even queries at an online
phone directory.

Economists painted a mostly

positive picture of the latest govern-
ment data, which showed the econ-
omy shed fewer jobs than expected
in February and the jobless rate
held steady. For people who look at
early-warning indicators, the figures
were no surprise. The Web-based
data have been telling a similar
story for at least a month: The job
market is getting better—very
slowly.

Development of the new tech-
niques is still in its early stages, but

researchers say the data could be-
come a part of the traditional fore-
casting models—or replace some
outdated predictive surveys and sta-
tistics.

Economists who analyze the job
market using more conventional
techniques are already paying atten-
tion. “The great benefit is that these
[data] show people actually doing
something,” said Ed Leamer, direc-
tor of Anderson Forecast, an inde-
pendent economic-forecasting group

at the University of California, Los
Angeles.

Still, Mr. Leamer and others
don’t yet use such indicators in
their official forecasts because the
tools haven’t been around long
enough to prove their worth.

Beyond that, the habits and
makeup of people who use the In-
ternet are in flux, which can make it
difficult to isolate the economic
message sent by searches and com-
ments.
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PrOteCtionism dGClineS Under control?

A new report by the World Trade Organization uses statistics to argue
that protectionism has started to decline.

i1 ] ] ] Total initiations of new antidumping measures Share of trade affected
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A copy of the document—co- mining products whose prices protectionism has not abated since &
written by officials from the WTO, plunged during the crisis,” accord- the beginning of the financial cri- - I 4
the Organization for Economic Co- ing to the report. The situation is sis,” says Simon Evenett, director of China 19

operation and Development and the
United Nations and will be sent
Monday to the governments of the
Group of 20 leading nations—was
reviewed by The Wall Street Jour-
nal.

The 85-page paper is an attempt
by the Geneva-based WTO to temper
what its officials say are overly pes-
simistic reports in the media of a
rising tide of tariffs, import restric-
tions, subsidies and other protec-
tionist measures. At the same time,
the WTO continues to warn that
protectionism is still a risk that
could prevent trade from rebound-
ing after it fell 12% in 2009, the
sharpest drop since World War II.

The WTO argues that trade in
goods remains relatively unencum-
bered. The share of world imports
between September 2009 and Feb-
ruary 2010 affected by protectionist
measures was only 0.4%, down from
0.8% between October 2008 and Oc-
tober 2009, the report found.

In 2009, there were fewer
antidumping investigations
than there were a year
earlier.

More good news: Countries
didn’t impose any direct new mea-
sures to restrict trade in services.
The total number of antidumping in-
vestigations, which often lead to im-
port tariff increases, fell to 152 in
2009 from 193 in 2008.

The WTO said that a G-20 goal
of making available $250 billion in
trade finance has been accom-
plished, mostly through national ex-
port-credit agencies. The average
price for letters of credit in larger
emerging economies such as Brazil,
China and India has come down to
0.7%-1.5% from 1.5%-2.5% a year ago.

Some governments wrote new
legislation that encourages foreign
investment. Australia, for example,
agreed to allow foreign ownership
of domestic airlines. China issued a
decree making it easier for foreign-
ers to invest and allowing some for-
eign law firms to set up shop. Indo-
nesia abolished the monopoly of its
state electricity company.

However, there is plenty in the
report to dispel complacency. Twen-
ty-seven million people lost their
jobs in 2009, the report notes,
bringing the total number of unem-
ployed to 200 million, a record high.
“Past experience shows that pro-
longed periods of job losses and un-
employment are one of the main
catalysts for more restrictive policy
making,” the report says.

Inflows of foreign direct invest-
ment fell to around $1 trillion from
$1.7 trillion in 2008.

The number of nontariff trade
barriers notified to the WTO in-
creased to 1,489 in 2009, up from
1,272 in 2008. China stood out, im-
posing 80 new safety restrictions,
mostly on food, between September
2009 and February 2010, compared

unlikely to improve. According to
the report, banks are charging 20%
to 32% interest to endorse a letter

Global Trade Alert, a monitoring
service funded by different govern-
ments.

Source: World Trade Organization
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Central bank Gov. Zhou Xiaochuan in Beijing on Saturday. China has signaled more flexibility in its currency policy in the long term, but a change isn’t likely soon.

China is defiant on U.S. ties

Beijing moderates stance on yuan, but says Washington must move to repair relations

BEIJING—China offered its first
real sign of flexibility in years over
the exchange rate of its currency, a
growing source of friction with the
U.S., but gave little hope that it
would accommodate Washington on
Iran and other thorny foreign-policy
issues.

By Andrew Batson,
Terence Poon
and Shai Oster

Central bank Gov. Zhou Xiaoch-
uan said China will eventually move
away from its current exchange-rate
policies, which he described as a
temporary response to the global fi-
nancial crisis, but played down the
idea that a move could come in the
near future.

Mr. Zhou’s comments Saturday
at a news conference during the an-
nual session of China’s legislature,
the National People’s Congress,
could fuel optimism in the U.S. and
other countries upset over China’s
currency policy that Beijing may
start letting the yuan appreciate, al-
though not as quickly as many for-
eign governments desire. Critics
complain that the yuan’s suppressed
value makes China’s exports unfairly
inexpensive, putting other countries
at a disadvantage.

China’s foreign minister sounded
a defiant note on other sensitive is-
sues with the U.S. in a separate
briefing Sunday. Yang Jiechi told re-
porters it is up to the U.S. to mend
frayed relations, which he said had
been hurt by American arms sales
to Taiwan and by President Barack
Obama’s meeting with exiled Ti-
betan spiritual leader the Dalai
Lama. “The responsibility for the
difficulties in China-U.S. relations
does not lie with China,” the foreign
minister said.

Mr. Yang reiterated China’s op-
position to sanctions on Iran over
its nuclear program, despite intensi-

fying efforts by the Obama adminis-
tration to win Beijing’s support. Last
week, the White House sent two se-
nior China hands, Deputy Secretary
of State James Steinberg and the
National Security Council’s Asia di-
rector, Jeffrey Bader, to Beijing to
discuss Iran. Israel also sent a high-
level delegation late last month, led
by its strategic-affairs minister,
Moshe Yaalon, and its central-bank
chief, Stanley Fischer, to seek Chi-
nese backing for stronger sanctions
against Iran.

On Sunday, Mr. Yang repeated
Beijing’s longstanding position that
“pressure and sanctions can’t solve
the fundamental problem,” and
again urged continued diplomacy
with Tehran. “We don’t think diplo-
matic efforts have been exhausted,”
he said.

Mr. Zhow’s comments on the cur-
rency Saturday were the most direct
suggestion to date by a Chinese offi-
cial that the yuan’s current de facto
peg to the dollar won’t be main-
tained indefinitely. Previously, gov-
ernment officials have stressed cur-
rency stability without much
qualification, and have rejected for-
eign pressure to allow the yuan to
strengthen.

Mr. Zhou said the current pol-
icy—which has kept the yuan’s value
basically unchanged against the dol-
lar since July 2008—was a “special
measure” adopted in unusual cir-
cumstances. “This is a part of our
package of policies for dealing with
the global financial crisis,” he said.
“These kinds of policies sooner or
later will be withdrawn.”

Economists and currency-market
participants increasingly expect that
China will at some point this year
allow its currency, which is formally
known as the renminbi, to rise
against the U.S. dollar. Inflation in
China is picking up as the economy
recovers, a problem many econo-
mists say a stronger currency could

Keeping it steady
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address.

Trade frictions are also on the
rise. The currency peg has helped
the country’s exporters take advan-
tage of the recent recovery in world
trade, but has drawn increasing crit-
icism from the U.S. and Europe as
well as China’s Asian neighbors. For
those critical of Chinese currency
policy, Mr. Zhouw’s indication that he
is considering an exit from the peg
was welcome.

“It is encouraging that Gov.
Zhou’s statement suggests that the
move to a managed float of the ren-
minbi will be resumed once the glo-
bal recovery firms up,” said Eswar
Prasad, a professor at Cornell Uni-
versity who previously headed the
International Monetary Fund’s
China desk. “Maintaining an under-
valued exchange rate certainly bene-
fits China, but at the expense of
other countries that lose their rela-
tive competitiveness in foreign
trade.”

Mr. Zhou’s remarks don’t neces-
sarily mean a change in the cur-
rency is imminent. China’s Ministry
of Commerce has stressed the need
to continue present policy, espe-
cially as the recovery in the export
sector remains fragile. On Friday,
Premier Wen Jiabao reaffirmed that

China will continue to keep the yuan
“basically stable”’—though that lan-
guage is vague enough to allow the
leadership some flexibility. Mr. Zhou
himself said prospects will depend
on how the global economy evolves.

“If we are to withdraw from un-
conventional policies and return to
conventional economic policies, we
need to choose the time very care-
fully. This includes the exchange-
rate policy for the renminbi,” Mr.
Zhou said.

In addition to assessing the un-
certain global economic outlook,
Beijing also has to decide the tricky
issue of exactly how to lift the cur-
rent peg to the dollar. A gradual
strengthening of the yuan would be
easier on exporters but would at-
tract foreign funds seeking to profit
from further appreciation. A one-
time revaluation, on the other hand,
could stem such inflows but would
hit exporters hard.

The political climate abroad is
becoming less and less receptive to
such nuances. Mr. Obama told Dem-
ocratic senators earlier this year
that he will “get much tougher”
with China on trade issues, includ-
ing the currency. The U.S. Treasury
in April also faces its annual deci-
sion on whether to formally label
China a “currency manipulator.”

Chinese officials have long bris-
tled at outside criticism of the cur-
rency, and Mr. Zhou said he is op-
posed to what he called
“politicizing” exchange-rate policy.
But he indicated a willingness to ad-
dress currency issues in the context
of the Group of 20 nations’ discus-
sions on maintaining balanced glo-
bal economic growth.

Mr. Zhou emphasized that
China’s exchange-rate policies aren’t
set in stone for the long term, be-
cause they need to adapt to changes
over time in the structure of the
Chinese economy.

—Liu Li contributed to this article.

IMF chief says

Africa will top
growth outlook

By SARAH CHILDRESS

NAIROBI, Kenya—Africa’s eco-
nomic engines are emerging quickly
from a global recession, powering
better-than-expected growth for the
bulk of the continent, said the Inter-
national Monetary Fund’s managing
director.

Dominique Strauss-Kahn pre-
dicted growth for sub-Saharan Af-
rica will hit 4.5% this year. That esti-
mate topped an earlier IMF
projection of 4% growth for the re-
gion. The IMF attributed the im-
proved forecast to the positive per-
formance of South Africa and
Nigeria, two of the continent’s big-
gest economies.

Mr. Strauss-Kahn also praised the
fiscal policies many countries imple-
mented ahead of the slump, as they
largely avoided the financial wreck-
age that derailed the U.S. and Euro-
pean economies.

“African economies are recover-
ing faster than expected,” Mr.
Strauss-Kahn told reporters on Sun-
day at the start of his three-nation
visit to the continent, including
stops in Zambia and South Africa.
“Certainly some Asian countries are
leading the move, but African econo-
mies are recovering at the same
speed, sometimes faster than many
others.”

Still, the sub-Saharan region
is growing at slower rates
than before the global slump,
and the IMF fears that
efforts to reduce poverty will
be undermined.

Still, the sub-Saharan region is
growing at slower rates than before
the global slump, and the IMF fears
that efforts to reduce poverty will be
undermined. For the first time in a
decade, per-capita incomes declined
on average across the region in
2009, said Antoinette Sayeh, direc-
tor of the IMF’s Africa department.

Before the slump, sub-Saharan
Africa was enjoying its strongest
and longest period of growth in
three decades, due to high commodi-
ties prices and a burst of foreign in-
vestment from the West, China, In-
dia and the Persian Gulf.

The economic growth also coin-
cided with fledgling democracy in a
handful of countries, which saw im-
proved transparency and better fis-
cal policies. Many countries built up
fiscal surpluses and were able to
keep inflation under control.

The IMF estimates that the sub-
Saharan region’s growth was just
under 2% last year, not the 1% it had
initially predicted. That is largely
because South Africa, which last
year entered its first recession since
apartheid ended in the early 1990s,
experienced a more muted down-
turn. Meanwhile, Nigeria saw a
boost in oil production and exports
after the government declared am-
nesty for rebels in its Delta region.

The region also had financial
help. The IMF lent $5 billion to sub-
Saharan African countries last year
to help shore up finances in assorted
countries. The amount included $3.6
billion in subsidized loans, the high-
est amount with those conditions in
more than a decade. In January, the
IMF adjusted those terms to zero-in-
terest rates.





