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= Republicans
hope to ride
gains to 2012

By LAURA MEECKLER
AND JONATHAN WEISMAN

WASHINGTON—Republi-
cans were on the verge Tues-
day of capturing the House of
Representatives and making
deep inroads into the Demo-
crats’ Senate majority follow-
ing months of voter discon-
tent over the economy and
government policy.

At the halfway point in
President Barack Obama’s
term, as voters went to the
polls across the country, even
Democrats feared they would
be dealt a sizable, possibly
history-making rebuke.

Energized Republicans,
fueled by a conservative tea-
party movement and polling
that showed the party ahead
of Democrats, were looking
for gains across the country,
the only question being how
high the so-called Republican
Wave would go. GOP candi-
dates are hoping to surf that
wave into 2012’s presidential

g u.s. ELECTIONR ]

M Republicans make clean
break from Bush years .......... 6

M Big Read: Tea party rebels
take center stage ... 16

M Updates and state-by-state
results graphics at
WSJ.com/campaign2010

election and are already lining
up for a campaign that will
start virtually the moment the
polls close.

“This is going to be a big
day,” House Republican leader
John Boehner said after vot-
ing at a church near his West
Chester, Ohio, home. Mr.
Boehner is likely to become
speaker of the House if Re-
publicans win control of the
chamber. He said that, for
voters who want to reduce
government spending, “this is
their opportunity to be
heard.”

Mr. Obama closed out his

campaigning today by phon-
ing in to radio shows that
reach African-American and
young voters. Mr. Obama also
scheduled a news conference
for Wednesday, during which
he is expected to signal where
his administration heads pos-
telection.

“It is time to get out the
vote,” he told talk radio host
Michael Baisden. “My name
may not be on the ballot, but
the future of the country in
terms of us being able to
move forward, create jobs,
grow the economy, make sure
young people get a good edu-
cation, all that is going to be
dependent on me having some
folks in Congress who are
ready and willing to cooper-
ate.”

In the House, Republicans
need to increase the seats
they hold by 39 to regain con-
trol of the chamber. That
number once seemed insur-
mountable. Now, with 100

Please turn to page 6
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Australia, India raise
rates to fight inflation

India and Australia raised
interest rates Tuesday to fight
inflationary pressure, under-
scoring the delicate balancing
act Asia’s fast-growing econo-
mies face as the U.S. Federal

By Subhadip Sircar
in New Delhi
and Enda Curranfin
Sydney

Reserve is expected to add to
the global money supply.

India’s move to tighten
monetary policy was expected
amid rising food prices and a
surge in economic growth
driven by rising domestic de-
mand.

Australia’s move—which
surprised markets, sending its
currency soaring to a 27-year

high against the U.S. dol-
lar—was the result in part of
a China-driven mining boom
that has boosted sales of its
iron ore, coal and other min-
erals.

The actions come as cen-
tral bankers in the U.S. and
Japan move in the opposite
direction, trying to jump-start
their sluggish economies.
Short-term interest rates are
near zero in both countries
and likely to remain there for
a long time.

On Wednesday, at the end
of a two-day meeting, the U.S.
Federal Reserve is expected to
announce a plan to print hun-
dreds of billions of dollars to
buy long-term U.S. Treasury
debt, injecting more money
into the economy in an effort

to push down long-term inter-
est rates and push money into
riskier assets, such as stocks.

That stance is prompting
global investors to shift
money to emerging markets
with higher interest rates and
more robust growth, a devel-
opment that is pushing up
their currencies and assets
markets and prompting warn-
ings of incipient bubbles.

India’s and Australia’s cen-
tral bank moves follow China
and Singapore, which also
tightened policy in recent
weeks.

Others in the region, such
as South Korea and New
Zealand, have postponed rate
increases after earlier moves
amid uncertainty over the
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Entente Frugal: there has to be more

to defense policy than saving money

By IaiN MARTIN

When David
Cameron and
Nicolas Sarkozy
marked the signing
of their new
£ ¥ defense
partnership with a celebratory
lunch on Tuesday, the roast beef
was British and the red wine was
French. Thank goodness it wasn’t
the other way round—a full-blown
diplomatic incident, if not an
exchange of fire, could have been
the result. Downing Street
officials were reluctant to reveal
the precise vintage or exact
provenance of the wine, but this
being the age of austerity it is
safe to presume that it wasn’t
Chateau Margaux 1989.

These are difficult times for
Britain and France. The two old
powers have plenty of experience
of the long withdrawal from
empire and the diminution that
comes with postimperial status.

Both now have aging
populations, with sky-high social
costs attached, and are under
pressure to control spending.

But they are still the two
largest military powers in Europe,
accounting for almost 50% of
defense spending in the EU. The
pair wants to continue to project
a degree of power. The British
want to be serious players, even if
their ambitions are being scaled
back substantially compared with
what they were a few years ago
under Tony Blair.

In such circumstances, working
together and constructing what
the Daily Mail in London termed
“The Entente Frugal” makes a
good deal of practical sense and is
welcome.

Britain and France retain
operational independence but the
framework for a combined Joint
Expeditionary Force will be
created, which could potentially

European Pressphoto Agency
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A computer-generated image of the future design of U.K. aircraft carriers.

involve up to 5,000 troops from
either side if required. That’s tiny,
when one considers that the
British deployed more than
40,000 troops to the war in Iraqg.
But the agreement is just a start,
according to Prime Minister
Cameron.

There will be shared use of
aircraft carriers, with vessels
adapted to ensure both countries
can use them. On other issues
such as security, nuclear safety,
nuclear testing and cyberwarfare,

Almost everyone involved
seems convinced they are
getting something different
out of these arrangements.

there will also be much increased
cooperation.

In Britain there was inevitable
concern as the agreements were
signed. Bernard Jenkin, a Tory
MP, questioned the deal and said
that history proved the French
could be duplicitous. There are
those on the French side of the
channel who think the charge
applies equally to Britain.

Would the British contemplate
the famed SAS operating under
French command? Cue outrage,

until it becomes clear that those
elite forces, along with the rest of
their colleagues, have long
operated under a variety of
commands in Afghanistan and
elsewhere. Said a senior Ministry
of Defence source in London: “It’s
rubbish. Do people think that
when we were in the Balkans with
NATO that we didn’t have any
British special forces there? Of
course we did. We fight alongside
our partners and under NATO
command, but we retain our
independent capability.”

In the case of aircraft carriers,
it’s substantially less clear-cut.
Thanks to deep defense cuts, for
almost 10 years the British will
have a carrier, but no planes to fly
from it. The French have their
own problems, with the country’s
sole aircraft carrier requiring
lengthy periods of maintenance.

Now the two countries will be
able to patch together what
President Sarkozy termed “fully
integrated aircraft carrier
capability.” That all sounds fine,
as long as both countries agree to
a particular deployment. Mr.
Sarkozy said that it is impossible
to imagine a scenario in which
Britain and France’s interests do
not coincide. Both would support
the use of the “shared” carriers.
Really? That wasn’t true in
relation to Iraq, and it is

impossible to know what different
governments on either side of the
channel might make of a
particular future threat or
international crisis.

And that is where it is worth
adding a note of caution amid all
the cross-channel bonhomie.
Almost everyone involved seems
convinced they are getting
something different out of these
arrangements.

For a domestic audience, Mr.
Sarkozy gets proof that his return
last year to NATO’s military
command after a 40-year de
Gaulle-orchestrated huff is paying
dividends. He has pulled Britain a
few steps further away from the
United States

Mr. Cameron can save money,
suggest his defense cuts have a
strategic logic because of this
increased cooperation and prove
to his Europhile coalition
partners, the Liberal Democrats,
that he is working with partners
in Europe.

Euroskeptics, such as the UK.
Defence Secretary Liam Fox, are
pleased that this is an agreement
made direct between the two
countries. They hope it distracts
France from pursuing military co-
operation at an EU level.

Yet, truly great partnerships
that work and endure—such as
NATO, or the Western alliance in
the 1940s from which it grew—
have at their heart a set of values
or a determination to achieve a
particular goal. Ideally, it is both.
In these terms, defense co-
operation is only the most obvious
expression of a sustained and
much deeper shared commitment.

Mr. Cameron spoke of the
pragmatic, hard-headed pursuit of
the national interest. That is fine
as a formula, as far as it goes. But
it has its limitations. Britain and
France want to work together on
defense to achieve what—and to
counter which potential
threat—beyond pooling some of
their costs? Rather worryingly,
neither ally seems to know.
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Jailed Russian tycoon closes case

Associated Press

MOSCOW—Imprisoned oil ty-
coon Mikhail Khodorkovsky gave an
impassioned final address to a Mos-
cow court on Tuesday, telling the
judge that the fate of the nation
rests on the verdict he is to issue by
the end of the year.

In his last words to the court be-
fore proceedings were adjourned
until Dec. 15, Mr. Khodorkovsky said
he was ready to spend the rest of
his life in prison, insisting that the
principles he believed in were
“worth my life.”

Mr. Khodorkovsky, 47 years old,
was Russia’s richest man and the
owner of its largest and fastest-
growing oil company when he was
arrested in 2003 on charges of tax
evasion. The eight-year sentence he
received and the state’s takeover of
his Yukos oil company were widely
seen as punishment for his decision
to challenge the authority of the
Russian leader, Vladimir Putin.

He is now a year from release
but is being tried on a second raft of
charges that could keep him behind
bars until 2017.

“Here and now, the fate of every
citizen of our country is being de-
cided,” Mr. Khodorkovsky, dressed
in a black polo shirt and worn-out
black suede jacket, said to Judge
Viktor Danilkin.

He asked the judge to think of
people all over the country who “are
not counting on becoming victims of
police lawlessness, who have set up
a business, built a house, achieved
success and want to pass it on to
their children, not to raiders in ep-
aulets.”

Before his arrest, the oil tycoon
financed opposition parties, which
gave him clout in parliament and
the power to oppose Kremlin legis-
lation. He pursued his own energy
policies independent of the Kremlin
and at the time of his arrest was on
the verge of selling a chunk of Yukos
to a major Western oil company.

Mr. Khodorkovsky’s imprison-
ment heralded Mr. Putin’s determi-
nation to reassert Kremlin control
over politics and the economy, in
particular Russia’s energy sector.
Yukos was largely absorbed by state
oil company Rosneft, which is con-
trolled by one of Mr. Putin’s closest
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Mikhail Khodorkovsky, left, and Platon Lebedev in a Moscow court Tuesday.

lieutenants.

Other wealthy businessmen
quickly learned the new rules of the
game, though one of the few billion-
aires who stayed in politics, Alexan-
der Lebedev, came under pressure
Tuesday when masked Moscow city
policemen raided his National Re-
serve Bank.

Mr. Lebedev, who owns two ma-
jor British newspapers, is the finan-
cial backer of a Russian opposition
paper, but he isn’t known to be in
conflict with the Kremlin. His fierc-
est political and business rival in re-
cent years has been Yuri Luzhkov,
the Moscow mayor who was ousted
in September.

Raids on offices in which com-
puters and documents are seized are
commonplace in Russia, and in
many cases corrupt police officers
are said to act on behalf of rival
businesses.

Mr. Khodorkovsky and his busi-
ness partner Platon Lebedev are ac-
cused of stealing more than 218 mil-
lion tons of oil—valued at some $27
billion—produced by Yukos from
1998 to 2003.

Prosecutors accused them of
stealing the oil from Yukos’ own
production units and then selling
the oil abroad at higher prices. The
defense called the charges ridicu-
lous, arguing that prosecutors didn’t
understand the oil business, includ-
ing the payment of transit fees and
export duties.

Mr. Khodorkovsky told Judge Da-
nilkin on Tuesday that he held the
fate of more than two people in his
hands.

“This is not about me and Platon,
or at least not only about us. It is
about hope for many citizens of
Russia. About hope that tomorrow
the court will be able to protect
their rights,” he said.
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Europe’s debt worries return

By NEIL SHAH
AnD DAVE KANSAS

Borrowing costs of weaker euro-
zone countries like Ireland and
Greece are rising again as fears
grow of debt restructurings that
could saddle global investors with
hefty losses.

Several factors are contributing
to the misery of bond markets in
countries on the geographic periph-
ery of the 16-nation euro bloc. Ire-
land’s bank bailout is getting ever
more costly, and it now looks like
taxpayers may have to take control
of another large bank. Officials in
heavily indebted Greece are talking
more openly about potential debt
restructuring, and Portugal’s politi-
cal opponents have had a tough
time hammering out a convincing
budget compromise.

Their struggles contrast with re-
covery in some of Europe’s larger
economies. Germany has reported a
string of strong economic figures
and its stock market closed Tuesday
at its highest point in more than 28
months. Outside the euro zone, the
U.K. recently reported stronger-
than-expected preliminary third-
quarter growth figures.

Investors intensified their focus
on the economic fringe of the euro
zone in part after European Union
leaders late last week debated a
permanent post-2013 emergency
bailout system that could force gov-

ernment bondholders to take losses
in future Greek-style rescues. The
Germans, along with France, back
that approach, but there’s no agree-
ment yet on a plan that would re-
place the current €750 billion ($1.04
trillion) government bailout fund
whose mandate expires in 2013.

European officials said there is
no unanimity among governments
on the tougher post-2013 proposal.
Officials said Jean-Claude Trichet,
president of the European Central
Bank, made clear during the summit
his own misgivings about the idea,
saying it could unsettle already jit-
tery bond markets and increase bor-
rowing costs for ailing governments
at a difficult time. An ECB spokes-
woman declined to comment.

The unresolved EU debate, along
with the more local problems in Ire-
land, Greece and Portugal, have
pushed euro-zone borrowing costs
sharply higher in the past week. Ac-
cording to data provider Markit, the
cost to insure $10 million in Irish
government debt for five years has
risen to a record $525,000 a year,
up $27,000 on Tuesday alone. By
comparison, Greek insurance is
$851,000. Portugal is at $403,000
and Spain is at $227,000. Those
costs also rose Tuesday.

To borrow money for 10 years,
Ireland would probably have to pay
investors an interest rate of 7.42%,
based on market prices, a premium
of 4.95 percentage points over Euro-

pean benchmark Germany, and more
than one percentage point higher
than a week ago, according to
Thomson Reuters. But it doesn’t
need cash soon: The government is
fully funded to the middle of next
year and has more than €20 billion
in liquid reserves.

Greek 10-year bonds yield
10.94%, or 8.47 percentage points
more than similar German debt, and
the gap, or spread, has widened 1.2
percentage points in just one week.
Portugal and Spain have seen simi-
lar, albeit smaller, widening of
spreads in the past week.

Yield premiums did narrow mod-
estly toward the end of Tuesday’s
European trading day on talk that
the European Central Bank was buy-
ing Irish government bonds.

“This issue is far from over,”
says Jamie Stuttard, head of Euro-
pean and UK. fixed income at
Schroders PLC, which manages
some £164 billion ($263 billion) in
assets. “The burden of ‘bailer-out of
last resort’ is shifting from German
taxpayers to holders of debt.”

There are some signs of hope on
the economic front. On Tuesday,
Markit reported that euro-zone
manufacturing output in October ac-
celerated, with even laggards Spain
and Ireland returning to expansion,
though Greece was still mired in re-
cession. Still, the manufacturing
gains were driven by a solid pickup
in Germany, Europe’s biggest econ-

omy.

In Ireland, consumer sentiment
for October fell to its lowest level in
17 months, separate data showed, as
the country braces for large budget
cuts aimed at tackling the nation’s
soaring deficit, which at an esti-
mated 32% of gross domestic prod-
uct this year is by far the highest in
euro-zone history. Eurostat, the Eu-
ropean Union statistics agency, is
likely to revise Greece’s budget defi-
cit for last year even higher from
the current estimate of 15% of GDP.

While Greek yields remain the
highest, Ireland is fast catching up.
The nation’s bank bailout is now es-
timated at €50 billion in a worst-
case scenario. On Monday, Allied
Irish Banks PLC put the proposed
sale of its U.K. business on ice, due
to insufficient interest from buyers,
making it more likely the Irish tax-
payer will end up owning the bank.
Taxpayers already own Anglo Irish
Bank Corp. PLC.

In addition, an Irish newspaper
article last weekend revived talk of
Ireland eventually needing assis-
tance from the International Mone-
tary Fund.

Ireland-based banks are growing
more reliant on emergency funding
from the European Central Bank, re-
cent data show.

—Quentin Fottrell, Nicholas
Winning, Frances Robinson
and Mark Brown
contributed to this article.

Package

Associated Press

BERLIN—German police dis-
armed a potentially harmful package
from Greece at German Chancellor
Angela Merkel’s office Tuesday,
hours after similar small mail
bombs exploded outside the Russian
and Swiss embassies in Athens in
attacks blamed on Greek far-left ex-
tremists.

Greek police destroyed at least
three more suspected bombs in Ath-
ens, and two local men have been
charged with mailing bombs.

Ms. Merkel’s spokesman said the
package, intercepted in the mail-
room of her office, was personally
addressed to the German chancellor
and “would have been able to harm
people.”

Steffen Seibert said police were
able to disarm the package that ar-
rived at the chancellory midday
Tuesday. He declined to give further
details. A German official said the
package came from Greece.

Late Tuesday, Greek authorities

sent to Merkel is disarmed

Agence France-Presse/Getty Images

Ms. Merkel arrives at the chancellery Tuesday after the bomb was disarmed.

charged two local men with terror-
ist acts in connection with the wave
of mail bombs in Greece. Court offi-
cials said the suspects, whose
names weren’t released, were

charged with belonging to a terror-
ist group, acts of terrorism and
causing explosions that endangered
human lives. The men, both in their
twenties, were arrested Monday.

They were allegedly carrying mail
bombs addressed to French Presi-
dent Nicolas Sarkozy and the Bel-
gian Embassy, along with handguns
and bullets. One wore body armor, a
wig and a baseball cap. One of the
suspects was wanted in connection
with an investigation into a radical
anarchist group known as Conspir-
acy Nuclei of Fire, which has
claimed responsibility for a spate of
small bomb and arson attacks over
the past two years.

No group claimed responsibility
for Tuesday’s attacks in Greece,
which caused no injuries. No warn-
ing was given and no link has been
made with the recently discovered
Yemen-based mail-bomb plot, which
used much more powerful devices.

Greece has a vocal anarchist po-
litical fringe that opposes most
forms of state authority as well as
capitalism and globalization.

Ms. Merkel was in Belgium when
the package arrived in the mail
room of her office. The chancellery
wasn’t evacuated.

U.K. pact
with France
is praised
by leaders

By LAURENCE NORMAN
Anp WiLLIAM HOROBIN

LONDON—British Prime Minister
David Cameron hailed the opening
of a new chapter in U.K.-French de-
fense and security cooperation as
the two governments signed treaties
aimed at deepening military and nu-
clear coordination.

In a news conference alongside
France’s President Nicolas Sarkozy
in London on Tuesday, Mr. Cameron
said the new level of cooperation
between the two countries will be
“big, bold and radical.”

“Today we open a new chapter in
a long history of cooperation on de-
fense and security between Britain
and France,” he said. Mr. Sarkozy
said the agreement is “unprece-
dented and shows a level of trust
never equaled in our history.”

The agreements signed range
from nuclear testing to the sharing
of aircraft carriers and the potential
deployment of a joint expeditionary
force. Mr. Cameron said the treaties
won’t affect either country’s inde-
pendent nuclear deterrent or lead to
a European army, but that coopera-
tion in the nuclear field could save
Britain and France “millions” at a
time of tight domestic budgets.

Under the accords, the two coun-
tries announced that for 50 years
beginning in 2015, they will share
resources on the testing of nuclear
warheads. The UK. will use a French
facility to test its nuclear capability
and a U.K. site will be used to build
testing technology. The agreements
also said the two countries will de-
velop a combined expeditionary
force “for a wide range of scenarios,
up to and including high-intensity
operations.”

The U.K. will adapt the new air-
craft carriers it is building to allow
French aircraft to use them. The two
countries will aim to have, by the
early part of next decade, “the abil-
ity to deploy a U.K.-French inte-
grated carrier strike group.”

On the European A400M mili-
tary-transport aircraft, the two gov-
ernments said they are “in the final
stages of negotiations with industry
to agree a single contract with Air-
bus Military” that could see inte-
grated support in place for the ar-
rival of the first French A400M in
2013.

The two governments also said
they had reached a 10-year strategic
plan for the U.K. and French com-
plex-weapons sector, where the two
sides “will work towards a single
European prime contractor” and
generate efficiency savings of up to
30%. Mr. Cameron insisted the close
coordination between the two coun-
tries is something that the U.S. will
warmly welcome.

Asked about a recent attempted
terrorist attack involving explosives
placed on cargo planes, originating
in Yemen, Mr. Cameron said the UK.
is “already at a level where we be-
lieve attacks are likely.” Alongside
Britain’s economic challenges, the
terrorism threat is “the issue I'm
confronting every day in this job,”
he said. Mr Sarkozy said the terror-
ism threat was very serious. “Our
vigilance is total, we are working
with allies on an hour-by-hour ba-
sis,” he said.
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Tokyo recalls ambassador to Russia

A territorial spat between Japan
and Russia intensified Tuesday as
Tokyo said it would call home its
ambassador to Moscow a day after
Russian President Dmitry Medvedev
visited a disputed island in the Rus-
sian Far East.

By Yuka Hayashi in Tokyo
and Gregory L. White
in Moscow

The visit, the first one by a Rus-
sian or Soviet leader, has rocked the
five-month-old government of Prime
Minister Naoto Kan, already strug-
gling to manage Japan’s bilateral re-
lationship with China and the U.S.

Japanese Foreign Minister Seiji
Maehara said Tokyo’s decision to or-
der Ambassador Masaharu Kono to
return home on a temporarily basis
is aimed at information gathering.
He didn’t say whether it was in-
tended as a protest against the
president’s visit.

Reigniting a long-simmering dis-
pute between the two nations, Mr.
Medvedev paid a visit Monday to
one of the group of small islands
just north of Hokkaido, known as
the Northern Territories in Japan
and as the Southern Kurils in Rus-
sia. Russian Foreign Minister Sergei
Lavrov said Tuesday that he spoke
with Mr. Medvedev, who said he
plans to visit other islands in the
group, though he didn’t say when
that might happen.

The row comes at a particularly
inconvenient time for Mr. Kan, as he
prepares to host next week his first

major international gathering since
taking office: a summit meeting for
the Asia-Pacific Economic Coopera-
tion nations. Mr. Medvedev is ex-
pected to attend the meeting sched-
uled for Nov. 13-14 in Yokohama.

“It was extremely regrettable
that the visit took place despite our
previous warning,” Mr. Maehara
said at a news conference. He
added, however, that the ambassa-
dor’s trip was meant strictly as “a
temporary return so we can hear
more about the situation.” He didn’t
say how long Mr. Kono will stay in
Tokyo.

The two sides have been careful
not to escalate the dispute to the
point reached in Tokyo’s recent
standoff with Beijing. In the tiff
with China, bilateral government
and cultural exchanges have been
canceled, China has slowed exports
of key materials and both countries
have seen popular protests. On the
other hand, Japan hasn’t recalled its
ambassador to China in that tussle.

While Mr. Maehara said a meet-
ing between Messrs. Kan and Med-
vedev during the president’s trip to
Japan hasn’t been set up, he said he
intended to meet with his Russian
counterpart, Mr. Lavrov. The Krem-
lin aide told reporters that Russia
had no plans to recall its ambassa-
dor to Japan, and that Mr. Medve-
dev’s pending Japan trip remained
on track.

Russian officials brushed off the
Japanese ambassador recall, blam-
ing Tokyo for escalating the conflict.
“All of our previous signals that we
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are interested in normal neighborly
relations with Japan weren’t recog-
nized by Tokyo,” Konstantin Kosa-
chev, chairman of the International
Affairs Committee in the lower
house of parliament, told Russian
news agencies. “Moreover, they
were wrongly interpreted and seen
almost as signs of Russian weak-
ness.”

Mr. Kosachev said the impact of
the conflict on Russo-Japanese rela-
tions shouldn’t be dramatized, not-
ing that parliament isn’t planning to
make any official statement on the
issue and that President Medvedev
plans to go ahead with his visit to
Japan for the APEC summit this
month.

Senior Russian officials dropped
plans to travel to Tokyo this month
for a business forum, but officials
denied the moves were linked to the

island dispute.

Still, signs of strain are emerg-
ing. Chief Cabinet Secretary Yoshito
Sengoku said Tuesday, for example,
Japan is considering what measures
it could take in response to the
president’s visit, and suggested that
one area that could be affected are
the current joint efforts to develop
the economy of the disputed islands.
Thousands of residents left in the
1990s amid economic decline, but
Russian officials said the population
now has stabilized around 18,000 as
the Kremlin has boosted funding for
development on the islands, where
fish processing is the base of the
economy.

Many in Japan are watching how
Mr. Kan handles the spat over the
next several days as he gears up for
the APEC meeting. The prime minis-
ter has seen his approval ratings fall

sharply in recent weeks due in large
part to what many saw as the gov-
ernment’s mishandling of the recent
territorial dispute with China.

Regarding its bilateral relation-
ship with the U.S., Tokyo already
has said Mr. Kan and U.S. President
Barack Obama won’t be able to de-
liver a much-anticipated statement
calling for strengthening the bilat-
eral security agreement during the
president’s visit to the APEC meet-
ing.

A stubborn opposition in Oki-
nawa to the two nations’ plan to re-
locate a U.S. military base delayed
efforts to make headway in their
broader security cooperation.

One factor that might ease the
pressure on Mr. Kan is the relatively
small economic bond between Japan
and Russia. Japan’s exports to Rus-
sia amounted to 306 billion yen
($3.8 billion) in 2009, compared
with 10.2 trillion yen to China and
8.7 trillion yen to the U.SS.

“In the past year, the diplomatic
and national-security environment
surrounding Japan has deteriorated
rapidly and become very unstable,”
said Takeshi Iwaya, a parliamentar-
ian from the opposition Liberal
Democratic Party of Japan.

Mr. Iwaya, known for his exper-
tise in defense issues, said the gov-
ernment must come up with appro-
priate measures against Russia in
the latest spat while trying to pre-
vent it from blocking long-term bi-
lateral efforts to normalize ties by
solving the territorial dispute in the
Russian Far East.

Belgian spokesman
for church resigns

By Joun W. MILLER

BRUSSELS—Jiirgen Mettepennin-
gen resigned as the top spokesman
for the Catholic Church in Belgium
to protest recent comments about
homosexuality and abuse scandals
made by his boss, Archbishop An-
dre-Joseph Leonard.

A senior Vatican official said
support for Archbishop Leonard re-
mained strong in Rome, adding that
his comments had been widely “mis-
interpreted.” The Vatican typically
ousts bishops only for acts such as
committing abuse themselves or
publicly defying the pope’s author-
ity by consecrating priests as new
bishops.

Still, Mr. Mettepenningen’s de-
parture on Tuesday is a rare act of
rebellion for a Catholic theologian,
and exposes divisions within the
church as it tries to face up to de-
cades of widespread unpunished
sexual abuse by its priests.

Bishop Leonard, Belgium’s top
Catholic leader, recently answered a
reporter’s question about whether
AIDS is God’s punishment for homo-
sexuality by comparing sexual pro-
miscuity to mistreating the environ-
ment, and the disease to pollution.
He also said that pedophile priests
should be forgiven and that punish-
ing them long after the facts was
akin to “revenge.”

His comment caused a stir in a
country hit hard by the abuse scan-
dal. Bishop Roger Vangheluwe of
Bruges, a once-respected leader, ad-
mitted this spring to raping his
nephew for years. He resigned and

currently is in hiding, but because
the crime occurred two decades ago,
he has escaped punishment from the
law or the Vatican.

A recent study commissioned by
the church highlighted 497 cases of
previously undocumented abuse.
The church has said it won’t com-
pensate those victims, agreeing only
to pay some therapy costs.

In June, Belgian federal investi-
gators raided church headquarters,
seeking documents showing cover-
ups of abuse. A judge ruled the raid
illegal and the documents had to be
returned. The special commission
appointed by the church to investi-
gate abuse resigned in protest.

Bishop Leonard has been called
insensitive, and even criminal, by
politicians, liberal Catholics and vic-
tims’ rights groups. On Tuesday,
Jean-Marie de Meester, a socialist
member of the Belgian Parliament,
filed a charge alleging that Bishop
Leonard had broken the law with his
antigay remarks.

The archbishop’s comments ulti-
mately pushed his spokesman to
quit. “He thinks everybody else is
wrong,” said Mr. Mettepenningen
during a news conference in Grim-
bergen, a suburb north of Brussels.
“I was his GPS for three months. But
it is the driver who has his hands on
the wheel and sets the course.”

Mr. Mettepenningen said his
boss had promised to abstain from
excessively controversial state-
ments. He called the archbishop a
“loose cannon.”

—Stacy Meichtry
contributed to this article.
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ELECTION DAY: Clockwise from top left: Republican Senate candidate Christine O’'Donnell of Delaware walks out of a voting booth; Republican Senate candidate Carly Fiorina votes in California; Gary Dzik
prepares to cast his ballot at the Su Nueva Laundromat in Chicago; voters at a community Center in Highwood, lll.embattled U.S. Senate Majority Leader Harry Reid talks to reporters in Las Vegas;.

GOP rebranded to escape Bush era

By GERALD F. SEIB

Republicans were set to come
roaring back in Tuesday’s midterm
election, thanks in no small measure
to a feat that would make any mar-
keting executive proud: They re-
branded themselves in less than two
years.

And for that, they can thank the
tea-party movement.

A lot of factors could be credited
for a GOP comeback, not least of
which were a lousy economy and a
Democratic agenda that many voters
came to view as an over-reach.

But there also was the tea-party
movement. It was crucial not be-
cause it produced great candi-
dates—it didn’t—or because it ener-
gized lethargic Republican voters,
though it did that, too.

Instead, there was a less obvious
but equally crucial tea-party effect.
The movement showed Republicans
how to reshape their message in a
way that put behind them their as-
sociation with the policies of Presi-
dent George W. Bush—the very poli-
cies that Democrats hoped to use as
a millstone to drag them down.

The tea party, in short, showed
Republicans how to make a clean
break with their recent past.

“Republicans are going through a
rebranding effort almost by acci-
dent,” says Democratic pollster Pete
Brodnitz. “They took off their ties
and changed their uniforms....That’s
actually helped them a lot this
time.” And for that he credits the
tea-party movement.

Many Republicans themselves
said after their 2008 loss to Presi-

dent Barack Obama and his Demo-
crats that the GOP had lost its way.
It became identified not only with
wars in Iraq and Afghanistan that
turned unpopular, but with federal
deficits, rising government spending
and congressional earmarks.

The tea-party movement arrived
in early 2009 with a clear and sim-
ple message in a different direction:
cut spending and oppose the Demo-
crats’ health-care overhaul. Period.

It wasn’t always clear that things
would work out this way. Initially,
the movement frightened some Re-
publican leaders. After all, some of
that tea-party anger was directed at
Republicans in Washington as well
as Democrats in the capital.

But when GOP pollsters looked
more closely, they figured out that
tea-party voters were, in fact, Re-

publican voters who had simply
grown unhappy and found a new
way to express themselves. Their
natural inclination was to vote Re-
publican, if given a reason to do so.

Soon enough, the GOP chose to
embrace the movement, and the tea-
party message became the Republi-
can message for 2010: Cut spending,
cut government, attack the deficit,
stop government over-reach (as
symbolized by the health bill). And
get outside of Washington as much
as possible to deliver that message.

The movement helped Republi-
can leaders engineer a near-unani-
mous vote against the health-care
overhaul. It also inspired them to
find ways to make the spending
message their own. For example,
Rep. Eric Cantor, the second-ranking
Republican in the House, launched a

program called YouCut, which in-
vited citizens to cast votes online to
support various ideas for cutting
spending.

Still, the re-branding was suc-
cessful. When The Wall Street Jour-
nal/NBC News poll asked last week-
end whether voters thought
Republicans, if they won Congress,
would pursue Bush economic poli-
cies or have different ideas, 58%
said they thought the GOP would
bring new ideas, while just 34% said
they expected a return to Bush poli-
cies. Crucially, 68% of independents
said they thought Republicans
would bring new ideas. In the end,
the movement did what GOP leaders
who embraced it had hoped above
all: It energized core Republicans at
the grass roots in a way the party’s
traditional leaders couldn’t.

GOP hopes

Continued from first page
seats considered in play, Stuart
Rothenberg, a nonpartisan congres-
sional analyst, predicted that Re-
publicans will gain 55 to 65 seats,
with 70 or more possible—totals
that would dwarf the 54 seats the
GOP gained in its banner 1994 mid-
term victory.

A change of control in the Senate
from Democrat to Republican is pos-
sible but less likely, but the GOP is
expected to at least gain some seats,
altering the balance of power in the
chamber.

Already, Democrats are pointing
fingers over who to blame for the
drubbing. Some are calling for ma-
jor changes in the circle of political
advisers Mr. Obama keeps in the
White House.

But a senior White House official
says the recriminations are mis-
placed and only two facts are ger-
mane to what has happened: First, a

to ride gains to 2012

grueling economic slowdown na-
tionally that produced extensive un-
employment; and, second, a wide
range of swing seats that Democrats
won in the last election and were
vulnerable to loss with the changing
tide.

For example, Democrats find
themselves defending seats in fully
49 districts where two years ago the
Democrat took the House seat but
Republican John McCain won the
popular vote for president.

In campaign appearances across
the country, Mr. Obama argued that
it was Democrats who had stabilized
the nation after a historic financial-
sector shock and the worst eco-
nomic crisis since the Depression.
GOP leaders, he argued, merely sat
on the sidelines and complained
about Democrats.

Republicans say that is wrong
and that the president, his economic
advisers and the Democratic Con-

gress made the economy worse, not
better, by ramping up regulation
and wasteful government spending.

This election season, Democrats
faced twin problems: The same in-
dependent voters—a large and
growing slice of the American elec-
torate—who propelled Mr. Obama to
victory in 2008 swung to the GOP.
At the same time, loyal Democratic
voters said they were dispirited
with the administration and Con-
gress and were thus less likely to go
to the polls at all.

The election is likely to end
Nancy Pelosi’s four-year tenure as
Speaker of the House.

She was the first female speaker
and was lauded by Democrats for
her political skill in moving energy
and health-care bills through the
House.

But that success turned into a lia-
bility when the campaign got under
way.

Tax cuts to dominate
in lame-duck Congress

By DAMIAN PALETTA

The White House and Capitol Hill
are preparing for post-election
chaos over unresolved economic is-
sues, from taxes to jobless benefits,
potentially prolonging what has
been a lengthy period of uncertainty
for taxpayers and businesses.

The 111th Congress returns to
Washington for its final session
later this month with what will
likely be a weakened president,
shell-shocked Democrats and an em-
boldened Republican Party seeking
to define a new political dynamic.

In this unpredictable environ-
ment, lawmakers must grapple with
a looming tax increase for more
than 150 million Americans and ex-
piring unemployment insurance for
two million. They also hope to vote

on a bill to fund the government’s
operations through at least early
next year.

Almost all the decisions are ex-
pected to worsen the budget defi-
cit—one area both parties have said
needs to be addressed.

A primary focus is expected to
be whether to extend all or part of
the tax cuts pushed by the Bush ad-
ministration in 2001 and 2003,
which expire in December.

President Barack Obama has
called for the tax cuts to be ex-
tended for everyone earning less
than $200,000 a year, and all mar-
ried couples filing jointly who earn
less than $250,000 a year.

Republicans and a growing group
of Democrats have said the cuts
should be extended temporarily for
everyone.

European Pressphoto Agency (0’Donnell, Highwood); Associated Press (Fiorina; Chicago); Getty Images (Reid)
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Opinions split on Fed’s policy move

By SuDEEP REDDY
Anp Luca D1 LEo

The Federal Reserve’s move to
print money to begin a new round of
bond-buying, expected to be an-
nounced Wednesday, is aimed at
lowering long-term interest rates to
give the economy a lift. But inside
and outside the Fed, there is an un-
usual divergence of opinions on how
much good it will do—if any.

Proponents say buying hundreds
of billions of dollars more in Trea-
sury bonds will provide only modest
support for the economy.

Foes warn that it could backfire
by pushing up commodity prices,
sowing seeds of unwelcome inflation
in the future, or by undermining
confidence in the Fed’s ability to
manage—and eventually reduce—its
holdings.

Opponents stretch across the ide-
ological spectrum, from John Taylor,
a Stanford University economist and
former Bush Treasury official, to Jo-
seph Stiglitz, the Columbia Univer-
sity Nobel laureate and former Clin-
ton White House official. Mr. Taylor
has said the effort, known as quanti-
tative easing, or QE, wouldn’t work,
and that the government instead
should avoid raising taxes and stop
imposing new regulations. Mr.
Stiglitz has said QE wouldn’t work
and that the economy needed a big
dose of spending increases and tax
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Economists John Taylor, left, and Joseph Stiglitz both say the Fed plan won't work.

cuts.

Economists don’t even agree on
what another round of QE would do.
Bank of America Merrill Lynch ex-
pects it should help push the 10-year
Treasury yield to around 2% late this
year from 2.63% today. Mizuho Secu-
rities says the effect of any new as-
set purchases “will be limited.”

In a Dow Jones Newswires sur-
vey of firms that trade directly with
the Fed, economists from Nomura
Securities International Inc. said an-
other round of QE would maintain
“consumer confidence on track to
keep the recovery ongoing.” UBS
said it would help only “modestly.”
Deutsche Bank said purchases could
hurt the economy if they push the

dollar down too far.

In its first bond-buying program,
which ended in the spring, the Fed
bought $1.75 trillion of mortgage-
backed securities and Treasurys. The
move, during severe stress in finan-
cial markets, is credited with helping
to pull the economy out of its down-
ward spiral. If the Fed could cut
short-term interest rates, its tradi-
tional tool, it would. But short-term
rates are near zero, so it is seeking
an alternative strategy.

Anticipation of another round of
bond purchases, albeit smaller, al-
ready has bolstered stock prices, put
downward pressure on bond-market
interest rates and depressed the dol-
lar. Investors expect the Fed to an-

nounce purchases of about $500 bil-
lion in Treasury securities over six
months.

Marco Annunziata of UniCredit
warned that further benefits will be
“marginal,” while costs could be
“huge.” His view: “It’s not going to
stimulate consumer spending or
business investment much,” he said.
“Consumers in the U.S. are still un-
winding years of credit excess and
additional liquidity isn’t going to get
them to spend more.”

Others weigh the same pros and
cons, acknowledge the impact won’t
be huge—and come to the opposite
conclusion.

“I don’t think that anything they
will end up doing will instantly and
by a huge amount turn the economy
around,” said former Fed Vice Chair-
man Donald Kohn. “But it could help
on the margin in what is an unsatis-
factory situation.”

James Hamilton of the University
of California at San Diego agreed.
“Unemployment is unacceptably
high and if there is something the
government can do to help things,
the Fed should be looking into those
options,” he said. The move would
have a “modest effect” on interest
rates, he said, one already factored
into markets. “Will anything the Fed
does bring down unemployment
quickly? The answer is no.”

Others say it is simply a bad idea,
including Allan Meltzer, a Carnegie

Mellon University professor and Fed
historian.

Mr. Meltzer said the Fed’s move
“won’t do much.” Pushing investors
out of long-term Treasurys into cor-
porate bonds and stocks, as the Fed
is trying to do, will repeat past Fed
mistakes, he said. “Is that a sensible
thing for a central bank to be do-
ing?” He doesn’t think so.

Some proponents of QE expect
$500 billion to be just the start. For-
mer Fed governor Laurence Meyer,
now a private consultant, estimated
the Fed would need to buy $5.25 tril-
lion of new assets if it wanted to ac-
complish the equivalent of cutting
short-term interest rates by 4.25
percentage points, about what Mr.
Meyer’s model indicates is needed.
But he doesn’t expect the Fed will do
nearly that much.

Goldman Sachs economists esti-
mate the Fed would have to buy $4
trillion if it continued its past ap-
proach to addressing inflation and
unemployment. They forecast the
Fed’s new purchases will ultimately
amount to $2 trillion, based on the
firm’s gloomier-than-average fore-
casts for the economy.

“The Fed can still influence asset
prices and spending behavior even if
the impact is not especially large,”
said Goldman economist Andrew Til-
ton.

—Jon Hilsenrath
contributed to this article.

Gulf seafood faces
less stringent tests

By JEFFREY BALL

Gulf seafood is being held to less
stringent safety standards than
those used after some earlier oil
spills, but officials say the overall
risk to people remains low.

Among the measures in the Gulf
of Mexico seafood-testing program
that are less rigorous than those
used after the 1989 Exxon Valdez oil
spill in Alaska: how much cancer
risk from eating seafood is accept-
able and how much of the region’s
seafood a person is likely to eat.

There is no sign any oil-contami-
nation level is high enough to make
a person sick from eating a few
meals of Gulf fish, shrimp, oysters
or crab. At issue is whether the pro-
gram is strict enough to protect fre-
quent Gulf-seafood eaters from the
buildup of toxins years down the
road.

The tweaked guidelines were
brokered after a debate among reg-
ulators who devised the testing pro-
gram in the early days after the BP
PLC well began spewing oil in April.
Government officials say that even
if they used test standards as strict
as those in the Valdez spill, all the
seafood they have collected from ar-
eas now open to fishing still would
have passed.

According to government tests,
many samples have had levels of
contamination that are essentially
undetectable.

Louisiana, the Gulf’s biggest sea-
food producer, has seen its produc-
tion plummet since BP’s well ex-
ploded, largely because many
fishing waters were closed as a pre-
caution, the state said.

Even now, with many fishing wa-
ters back open, grocery stores and

restaurants around the U.S. have
canceled orders for Gulf seafood be-
cause of concerns about the oil, said
Harlon Pearce, chairman of the Lou-
isiana Seafood Promotion and Mar-
keting Board.

“We still have a major percep-
tion problem,” though it’s un-
founded, he said.

Officials have subjected thou-
sands of samples of Gulf seafood to
chemical tests for oil contamination
since the spill started. All, they said,
have shown levels of contamination
far below those set as “levels of
concern.” Based on those results,
federal and state officials have re-
opened for fishing thousands of
square miles of the Gulf.

The chemical test looks for com-
pounds that are in crude oil, some
of which have been found to be po-
tentially cancer-causing. Shellfish
ingest contaminants that are in wa-
ter, and fish can ingest them or take
them in through their gills. Shellfish
typically are the bigger human-
health concern, because they take
longer to process and purge the
contaminants than fish do, scien-
tists say.

The testing program divides the
northern Gulf into dozens of sea-
food-monitoring zones. Any zone
where oil is visible or expected to
show up will stay closed to fishing,
the rules say. In a zone where no oil
is visible or expected, seafood is
sampled and subjected to two
rounds of tests.

If a seafood sample passes a sniff
test—in which trained officials smell
it both raw and cooked—it is sent
for chemical testing. Only after all
samples in a zone pass the chemical
test can the area be reopened to
fishing.

Bethesda

Capitol Hill in Washington as it appears in Bethesda Softworks’ postapocalyptic videogame ‘Fallout 3.

Court voices doubts on videogame law

By BRENT KENDALL

WASHINGTON—The Supreme
Court expressed doubts Tuesday
about the constitutionality of a Cali-
fornia law that seeks to ban the sale
of violent videogames to minors.

During an hour-long oral argu-
ment, several justices suggested the
law violated free-speech protections
of the First Amendment.

Justice Antonin Scalia said Cali-
fornia’s logic in banning videogame
sales to minors could also apply to
a ban on the sale of violent movies
or books to children.

“Some of the Grimm’s Fairy
Tales are quite grim,” Justice Scalia
told an attorney for California. “Are
they OK? Are you going to ban
them, too?”

“What about films? What about
comic books?” asked Justice Ruth
Bader Ginsburg. “Why are video-
games special?”

The court also questioned how
the state could determine when vio-
lence in videogames was excessive.

The case has considerable impli-
cations for the videogame industry.

Games rated as “mature,” such as
Activision Blizzard Inc.’s “Call of
Duty” and Take-Two Interactive
Software Inc.’s “Grand Theft Auto,”
are some of the biggest sellers. The
industry says American consumers
spend more than $10 billion a year
on videogames. The case could also
have implications for the broader
entertainment industry, specifically
for producers of violent movies and
television shows. California lawmak-
ers passed the ban in 2005.

It isn’t clear which games would
be affected by California’s law,
which defines a violent videogame
as one that “includes killing, maim-
ing, dismembering or sexually as-
saulting an image of a human be-
ing.” To be subject to the sales ban,
the game must lack “serious literary,
artistic, political or scientific value
for minors,” or it must allow a
player to virtually inflict serious in-
jury in a manner that is “especially
heinous, cruel or depraved in that it
involves torture or serious physical
abuse to the victim.”

The law would impose a fine of
as much as $1,000 for each viola-

tion. Two trade associations chal-
lenged the law before it went into
effect, and two lower courts ruled
the law was unconstitutional.

Zackery Morazzini, an attorney
for California, argued that states
should be able to ban sales of vio-
lent videogames to those under 18
just as they can restrict the sale of
sexual material to minors.

Paul M. Smith, arguing for the
videogame-industry trade groups,
said California’s effort was a mis-
guided overreaction to a new me-
dium. Mr. Smith said the industry’s
voluntary ratings system works well
and parental controls could prevent
children from playing certain games.

Despite the court’s questions,
many justices also expressed con-
cern about videogames.

Chief Justice John Roberts noted
that some games allowed users to
decapitate people, urinate on them
and set them on fire. “We protect
children from that,” he said.

He and others suggested there
may be a way for California or other
states to write a narrower law that
imposed some restrictions.
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Vietnam premier faces test in scandal

By JAMES HOOKWAY

An unexpected call for a no-con-
fidence vote against Vietnamese
Prime Minister Nguyen Tan Dung
over his handling of a debt crisis at
one of Vietnam’s biggest state-
owned firms shows that the political
fallout from the country’s worst-
ever financial scandal might just be
starting, analysts say.

Lawmaker Nguyen Minh Triet on
Monday called on Vietnam’s legisla-
ture, the National Assembly, to in-
vestigate top government officials
supervising debt-laden Vietnam
Shipbuilding Industry Group, or
Vinashin, which came close to the
brink of bankruptcy this summer af-
ter taking on $4.5 billion in debt and
entering into several ill-fated deals
that allegedly broke government
regulations. He then said Mr. Dung
should face a no-confidence vote.

“It’s difficult and painful for me
to say it,” the state-run Tuoi Tre
newspaper on Tuesday reported Mr.
Triet, who heads a legislative educa-
tion committee, as saying.

It is unclear whether the National
Assembly will hold a no-confidence
vote. It exists largely to approve or
reject government programs, al-
though if Mr. Dung loses, he would
have to step down as premier, a post
he has held since 2005.

But analysts in Vietnam suggest
that the unusual call for such a mo-
tion in the legislature indicates that
Mr. Dung will likely face a vigorous
grilling at more significant forum:
the once-every-five-years Commu-
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Vietnam’s Prime Minister Nguyen Tan Dung on the sidelines of a regional summit in Hanoi on Saturday.

nist Party Congress in January.
“That’s where his real test will
come,” said a Vietnamese analyst.
A number of top posts will be de-
cided at the Congress, including a
new president and a new secretary-
general for the Communist Party. An-
alysts say the most watched decision
will be whether Mr. Dung will be al-
lowed a second term as prime minis-
ter, the most powerful executive po-
sition, as is customary in Vietnam.
The Vinashin debacle has badly
eroded Mr. Dung’s authority. The
shipbuilder’s former chairman and

chief executive officer, Pham Thanh
Binh, was arrested in August for al-
legedly breaking state rules and four
other top executives have also been
detained as investigators continue
their probe into what went wrong at
the firm. The debacle has tarnished
Mr. Dung’s reputation as a compe-
tent economic manager and cast a
shadow over his policy to create
large state-run conglomerates like
Vinashin to keep large parts of Viet-
nam’s quickly liberalizing economy
under Vietnamese control.

Several state firms have

branched out into ventures that are
far removed from their core busi-
nesses. Electricity Vietham Group
invested heavily in mobile-phone
networks while Vietnam Oil & Gas
Group, or PetroVietnam, went into
tourism, among other businesses.
Mr. Dung hoped they would drive
the economy forward like South Ko-
rean and Japanese conglomerates
had done before.

But the crisis at Vinashin drew
criticism that the policy crowds out
more efficient private firms from the
market and triggered questions

about Mr. Dung’s relationship with
Vinashin’s Mr. Binh, whom he super-
vised directly. Mr. Dung hasn’t re-
sponded to questions on his involve-
ment in the Vinashin affair, but
recently told the National Assembly
that the government had undergone
a period of “self-criticism” over the
controversy.

Internal Communist Party docu-
ments seen by The Wall Street Jour-
nal also warn that the Vinashin
scandal could undermine the respect
of ordinary Vietnamese for the state
and for the Communist Party.

Australia, India battle inflation

Continued from first page
global outlook.

The Reserve Bank of India said it
sees little need for additional in-
creases near term as its tighter
monetary policy acts to bring down
the inflation that has plagued Asia’s
third-biggest economy after China
and Japan.

The central bank raised the re-
purchase rate, or lending rate, by a
quarter of a percentage point to
6.25% and the reverse repurchase
rate, or borrowing rate, by the same
amount to 5.25%.

It also tightened rules for resi-
dential home loans, saying a “sharp
rise in asset prices in such a short
time causes concern.”

Strong domestic demand helped
shield India’s economy from the
worst of last year’s global downturn
and a brisk pickup in growth has
given the bank room to ratchet up
interest rates steadily to fight infla-
tion. Finance Secretary Ashok
Chawla said the “modest increase”
in policy rates Tuesday is unlikely to
derail India’s firming economic
growth.

Montek Singh Ahluwalia, who
heads the government’s main think
tank, said he thinks inflation—which
was above 10% from March to
May—will continue to slow.

“By the time December data is
available, you will see food inflation
has moderated very significantly,”
said Mr. Ahluwalia, deputy chairman
of the Planning Commission.

Others expect further rate in-
crease. Credit Suisse expects an-
other three-quarter percentage point
of increases, with the next quarter-
point move in January. Brian Jack-
son, senior emerging-markets strat-
egist at Royal Bank of Canada, ex-

Rate moves

Australian central bank cash-rate
target
New rate: 4.75%
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pects the central bank will lift the
repo rate by an additional three-
quarter point in 2011.

“The Indian tightening cycle is
certainly not over yet,” said Glenn
Maguire, Asia chief economist at So-
ciété Générale.

The Reserve Bank of Australia
tightened policy for the first time in
six months in a pre-emptive strike to
stave off looming inflation pres-
sures. Markets had pointed to a
weaker-than-expected report on
Australian third-quarter inflation
last week.

But the RBA said surging terms of
trade are boosting national incomes
“very substantially,” with the outlook
for inflation also expected to rise.

“The board concluded that the
balance of risks had shifted to the
point where an early, modest tight-
ening of monetary policy was pru-
dent,” RBA Governor Glenn Stevens
said in a statement.

The bank raised its cash rate tar-
get by a quarter of a percentage

point to 4.75%.

Australia is one of the clear
stand-out economies after leading
the world in 2009 and 2010 by rais-
ing rates despite a still-subdued glo-
bal economy. “It’s the expansionary
shock from terms of trade and the
chance inflation will rise over next
year that they are battling. It’s a
pre-emptive move,” said Stephen
Roberts, chief economist for Nomura
in Sydney, one of a small number of
economists to predict Tuesday’s in-
crease.

The move prompted Common-
wealth Bank of Australia to raise
variable home-lending rates by 0.45
of a percentage point.

The Australian dollar on Tuesday
rose as high as US$1.0023, its high-
est level since the currency began
floating freely in 1983. Monday af-
ternoon in the U.S., it traded at
99.93 cents.

—Anant Vijay Kala in New Delhi

and Geoffrey Rogow in Sydney
contributed to this article.

Coordinated blasts leave
scores dead in Baghdad

Associated Press

BAGHDAD—Coordinated rapid-
fire bombings and mortar strikes in
mostly Shiite neighborhoods of
Baghdad killed 76 people and
wounded nearly 200 Tuesday, call-
ing into question the ability of Iraqi
security forces to protect the capital.

The blasts—at least 13 separate
attacks—came just two days after
gunmen in Baghdad held a Christian
congregation hostage in a siege that
ended with 58 people dead. Tuesday
morning, hundreds of Christians
gathered at a downtown church to
mourn their lost brethren.

“They murdered us today, and on
Sunday they killed our brother, the
Christians,” said Hussein al-Saiedi, a
26-year-old resident of the Shiite
slum of Sadr City where 21 people
were killed in the most deadly inci-
dent of the day. He said he was talk-
ing to friends on a busy street when
the blast occurred.

“We were just standing on the
street when we heard a loud noise,
and then saw smoke and pieces of
cars, falling from the sky,” he said.
People were fleeing the site in panic,
calling the names of their relatives
and friends. “They [the government]
say the situation is under control.
Where is their control?”

There was no immediate claim of
responsibility. But the coordination
of the blasts, the complexity of the
operation and the predominantly
Shiite targets point to al Qaeda-
linked Sunni insurgents. Iraq has
been plagued by conflict between
Shiite and Sunni Muslim sects since
the 2003 collapse of Saddam Hus-
sein’s regime, which was dominated

by the minority Sunnis. It was sup-
planted by a Shiite-dominated gov-
ernment that remains in power.

The bombings began at about
6:15 p.m. The assailants used booby-
trapped cars, roadside bombs, mor-
tars and at least one suicide bomber
on a motorcycle. Though most of the
neighborhoods hit were Shiite-domi-
nated, a couple struck Sunni neigh-
borhoods as well.

The attacks stretched from one
side of Baghdad to the other and
were spread out over hours, indicat-
ing a high degree of coordination
and complexity from an insurgency
that just a few months ago U.S. and
Iraqi officials were saying was all
but defeated.

The casualty information all
came from police and hospital offi-
cials who spoke on condition of ano-
nymity because they weren’t autho-
rized to speak to the media.

Earlier Tuesday, hundreds of
grieving Christians and other Iraqgis
packed a funeral service for mem-
bers of the faith killed in the mili-
tant siege on a Baghdad church. The
attack, which an al Qaeda-linked
group claimed it carried out, left 58
people dead and dozens wounded.

The complex attack carried out
Sunday evening on parishioners cel-
ebrating Mass at the Our Lady of
Salvation church in an affluent
Baghdad neighborhood emphasized
the ease with which militants can
still strike in Iraq and the particu-
larly dangerous position that the
country’s Christians occupy among
Iraq’s sectarian structure.

Iraqi security forces flooded the
streets around the church where
black-clad parishioners mourned.
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GDP shows robust
rise as exports revioe;
recent reforms aim to
attract more investors

resenting this year’s
European champion for
economic growth: Turkey.
Turkey’s economy has
not only bounced back from the
global economic crisis, it’s already
doing better than before.

Even though the country’s bank-
ing system was one of the few
healthy ones in the world, Turkey
got hit hard by the crisis as exports
fell and as investors lumped it with
other emerging markets that they
shunned during uncertain times.

“In the first quarter of 2009, the
decline [in gross domestic product]
was very steep, almost 14%,” says
Josef Poschl, economist at the
Vienna Institute for International
Economic Studies. “Nevertheless,
everyone is very impressed by the
strong recovery.” GDP rose 11.7%
in the first quarter and 10.3% in
the second. Total GDP “is back to
the pre-crisis level and even above
it,” Dr. Poschl says. Exports, too,
are up, rising 13% in the January
to August period, though the totals
are still below pre-crisis levels.

With the economy back on track
quickly — Turkey is expected to
have one of the fastest-growing
economies among members of
the Organization for Economic
Cooperation and Development, the
Paris-based think tank projects in
its latest report — Turkey recently
has taken steps to solidify its founda-
tion for long-term growth. It has
tackled public debt, whittled the
government budget deficit and taken
steps to raise confidence and interest
in privatizations and investment.

The global crisis squeezed Turkey
as it did other countries, with rising
government expenditures and falling
tax revenues. Although Turkey backed
away from a proposed law to limit
fiscal deficits, it unveiled a three-year
Medium-Term Plan, or MTP, that
projects a budget deficit of 2.8 %
for 2011.

Tevfik Aksoy, head of economics
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A confident country leads
Europe’s economic recovery

Continued from previous page

for Central and Eastern Europe,
the Middle East and Africa for
Morgan Stanley in London, says
that’s probably on the optimistic
side for a year with general
elections, although “nobody can
look at the MTP numbers and
call it election spending.” He
projects a budget deficit of 3.8%
of GDP. “The thing is, 3.8% or
even 4%, in today’s developed
markets are fairly benign num-
bers,” he says. By contrast, the
International Monetary Fund
projects 2011 budget deficits of
more than 5% for Spain and
Greece and 6.7 % for Ireland.

At the same time, Mr. Aksoy
expects the debt-to-GDP ratio to
keep declining as GDP continues
to rise and the government
maintains a primary budget
surplus, which is defined as the
budget balance excluding inter-
est payments on government
debt. “In the past, Turkey was a
highly indebted country,” he says.
“There has been significant improve-
ment.” Before Turkey’s 2001 banking
crisis, government debt was more
than 100% of GDP; today it’s
45%, one of the lowest in the
OECD, he notes.

Wooing investors

Turkey improved its finances
through nearly a decade of
reined-in spending. It also held a
privatization drive from 2002 to
2007, and used the proceeds to
lower general debt. Few assets
remain to be privatized, but the
government is wooing foreign
investors in other ways.

The September referendum on
the constitution should improve
investor confidence, says Rizanur
Meral, president of the Confed-
eration of Businessmen and
Industrialists of Turkey, or Tuskon,
in Istanbul. The referendum
included reforms to the judicial
system, which in the past some-
times interfered with privatizations,

The Turkish government is
encouraging investment in
hydroelectric plants.

he says.

Meanwhile, the government is
liberalizing the energy market,
instituting new regulations to
ensure a level playing field for
foreign and Turkish investors alike,
says Serdar Sayan, professor of
economics at TOBB University of
Economics and Technology in
Ankara and director of the Entre-
preneurship Institute at the
Economic Policy Research
Foundation of Turkey, or Tepav.

Turkey needs to expand energy
production to keep pace with a
growing population and a boom-
ing economy, while decreasing
dependence on oil imports. The
government is encouraging invest-
ment in hydroelectric plants in
particular, with licenses for 1,200
new ones.

In fact, in 2009, the electricity,
gas and water supply sectors
brought in the most foreign direct
investment, besting the financial
sector, which had been the FDI
leader from 2005 to 2008. Real
estate and business services
came in second, with finance third,
according to data from the Turkish
Central Bank. The largest inves-
tor was the Netherlands.

“With rapid growth and increased
macroeconomic stability, there
has been a quantum leap in FDL,”
says Dr. Sayan. FDI zoomed from
$571 million in 2002 to $19 billion
in 2007. The global crisis put a
screeching halt to FDI world-wide
in late 2008, including in Turkey,
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Turkey is becoming wealthier, with per-capita GDP expected to rise to
$10,043 by the end of this year and to $12,157 next year.

and 2009 remained quiet, with $6
billion of FDI. From January to
July this year, Turkey attracted
$2.5 billion of FDI, says Dr. Poschl
of WIIW.

One reason for the low FDI is
that Turkish companies scooped
up some of the electrical genera-
tion privatizations, says Dr. Aksoy
of Morgan Stanley. “The glass is
half full. Yes, FDI is down, but
the Turkish companies will be
borrowing funds from abroad.
They’re going to bring a lot of
quality financing.”

Turkey’s interest rates are
higher than in other countries,
because the central bank is

focused on reining in inflation,
and that pulls in financial inves-
tors. The stock exchange main
index is up 40% for the year.
The next phase for FDI would be
to attract more manufacturing
and greenfield investment.

Such a shift would help ease
unemployment, which was
about 10% before the crisis and
about 11.7% today, according to
the OECD. The unemployment
rate grew despite the economic
recovery because Turkey’s work
force grew — through population
growth but also because previ-
ously inactive women in urban
areas started to look for jobs in

REUTERS/Osman Orsal

big numbers, says Rauf Gonenc,
head of the Turkey desk in the
OECD’s economics department.
Turkey needs to create at least
500,000 jobs a year in the next
few years to start to bring the
employment rate in line with
OECD averages, he says.
Despite the uptick in unem-
ployment, Turkey’s economy
rebounded mostly thanks to
domestic demand. First, it’s a big
market, with a population of 72

“It’s one of the
high-growth stories.
With the size of its GDP
and population and the
upside that it can offer,
it’s imposstble not to be
invested in Turkey.”

million. Second, Turkey is
becoming wealthier: the govern-
ment expects per-capita GDP to
rise to $10,043 by the end of this
year and to $12,157 next year,
says Mr. Meral of Tuskon.

A slew of strengths

“Turkey has a number of strengths
that have emerged since 2001
and since the global downturn,”
says Susan Schadler, former deputy
director of the International Monetary
Fund’s European department,
where she led surveillance missions
to Turkey, among other countries,
and senior fellow at the Atlantic
Council in Washington. The healthy
financial system, a decade of
stable governments, strong links
to the European Union and a
convergence to EU living standards
and “a pretty good and growing
record on inflation. They’ve man-
aged to keep itina 7% to 9%
range for several years now.”

Mr. Aksoy of Morgan Stanley
also sees improvement. “I'm
fairly optimistic about Turkey’s
economy,” he says. “It’s one of
the high-growth stories. With the
size of its GDP and population
and the upside that it can offer,
it’s impossible not to be invested
in Turkey.”
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