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Obama faces down Fed’s critics

By JONATHAN WEISMAN

NEW DELHI—U.S. Presi-
dent Barack Obama returned
fire in a growing confronta-
tion over trade and currencies
Monday when he took the un-
usual step of publicly backing
the Federal Reserve’s decision
to pump billions into the U.S.
economy.

In a joint news conference
with Indian Prime Minister
Manmohan Singh, the U.S.
president essentially defended
the central bank’s decision to
buy $600 billion in U.S. Trea-
sury bonds, a move that has
come under withering inter-
national criticism for weaken-
ing the U.S. dollar. The Fed-
eral Reserve is independent,
and the White House by long-
standing  tradition  has
strained to avoid any appear-
ance of collusion.

Mr. Obama said the admin-
istration doesn’t comment on
particular actions of the U.S.
central bank, before adding: “I
will say that the Fed’s man-
date, my mandate, is to grow
our economy. And that’s not
just good for the United
States, that’s good for the
world as a whole.”

Tensions have flared in
particular between German
and U.S. officials in the run-
up to a Group of 20 summit
that begins Wednesday night
in Seoul. U.S. Treasury Secre-
tary Timothy Geithner has
been pressing member na-
tions to sign up for a frame-
work that would set limits on

Associated Press
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U.S. President Barack Obama, left, and Indian Prime Minister Manmohan Singh embrace following a joint press conference at Hyderabad House in New Delhi on Monday.

countries’ trade balances. In
return, Germany, which relies
heavily on exports, has pub-
licly lectured Washington
about its economic policies,
which it sees as profligate and
damaging.

The German criticism
echoes those from other
countries, including Brazil

and Japan, which have com-
plained about potential spill-
over effects from the Fed’s ac-
tion. Printing more dollars, or
cutting U.S. interest rates,
tends to weaker the dollar
and makes U.S. exports more
attractive. But the accompa-
nying rise in the value of
other countries’ currencies

tends to hurt their exports
and can fuel unwelcome infla-
tion or asset bubbles. U.S. of-
ficials maintain that the Fed’s
action is about stimulating
domestic demand, and that a
weaker dollar is a conse-
quence, not an objective.
The G-20 summit is shap-
ing up as a showdown be-
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Rolls narrows its
of Qantas engine

By DANIEL MICHAELS
Anp ENDA CURRAN

Rolls-Royce Group PLC
said it is closing in on under-
standing why one of its en-
gines on a Qantas Airways
Ltd. Airbus A380 jetliner blew
apart last week, and the Brit-
ish engine maker is making
fixes that will allow the Aus-
tralian carrier to return its
superjumbo jets to service.

Rolls-Royce said in a writ-
ten statement that the Qantas
incident was unrelated to an
apparently similar accident in
August with a test engine for
the new 787 Dreamliner made
by Airbus rival Boeing Co.

“It is now clear this incident
is specific to the Trent 900 en-

gine,” which is used only on
Airbus A380s, Rolls-Royce said
Monday.

Rolls-Royce added that
checks are now being com-
pleted that will allow the air-
craft to resume operations “in
full compliance with all safety
standards.”

Qantas Chief Executive
Alan Joyce said the carrier’s
engineers found oil leaks in
engines on three of its six
A380s. The fleet of double-
decker planes—which are
made by Airbus, a unit of Eu-
ropean Aeronautic Defence
& Space Co.—has been
grounded since Thursday, af-
ter the fiery blowout of a tur-
bine that forced a flight with
466 passengers and crew on-

probe
failure

board to make an emergency
landing in Singapore soon af-
ter taking off.

Mr. Joyce said Monday
that Qantas’s A380 jets are
likely to remain grounded for
at least another 72 hours.
“These engines are not per-
forming to the parameters
you would expect,” he told a
news conference in Sydney.

Qantas engineers identified
oil leaks on engines from
three separate superjumbos,
one currently grounded in
Sydney and two other aircraft
in Los Angeles, Mr. Joyce said.
“The oil leaks were beyond
normal tolerances,” he said.

A Rolls-Royce spokesman
declined to comment on Mr.

Please turn to page 20

tween exporting powers, such
as Germany and China, and
nations such as the U.S. that
are struggling to emerge from
recession and high unemploy-
ment. Already, expectations
are low for the meeting,
which is unlikely to agree on
specific targets for Mr. Geith-
ner’s trade regime. It’s also

likely to leave unresolved
other big questions, such as
how to unwind big failing in-
ternational financial institu-
Please turn to page 4
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Firms must watch for pitfalls in China

BY PATIENCE WHEATCROFT

As the world’s
second-largest
economy, China is
J now a magnet for
“any expansion-

minded business.
It is not, however, a market
without hazards. Lawyers
Debevoise & Plimpton point out
that in the past five years, roughly
a quarter of the enforcement
actions taken in the United States
under the Foreign Corrupt
Practices Act have been based in
whole or in part on improper
conduct in China.

This is particularly pertinent
since, as Prime Minister David
Cameron leads a delegation of
U.K. business heads on a mission
to China this week, the U.K.’s own
new Bribery Act gets closer to
clamping down on bribery even
more forcefully than the FCPA.

Consultation on the Bribery
Act closed on Monday. Business is
hoping that, as a result, the
legislation may be further
clarified before it comes into
effect in April. Neil Gerrard, joint
head of the Litigation and
Regulation group at lawyers DLA
Piper, is among those calling for
the act to be more specific over
issues such as hospitality. What
level of entertaining of a potential
customer might amount to
bribery? At the moment the act
leaves this to the discretion of
those in business and those who
enforce the law, two groups that
may not see things the same way.

Mr. Gerrard draws parallels
with the Theft Act of 1968, where
loose drafting spawned a huge
number of court cases as lawyers
tried to establish definitions for
concepts such as “appropriate.”

“We need clarity,” he says. The
CBI, the U.K.’s main employers’
organization, agrees. While
declaring its hostility to
corruption in any form, and
support for the aims of the
Bribery Act, Katja Hall, the CBI’s
director of employment policy,

Reuters

David Cameron boards a plane for China on Monday.

says that there is a risk that
implementation of parts of the act
could disadvantage the U.K. “In
particular, we want the
government to clarify rules on
corporate hospitality, to ensure
that people who are engaged in
legitimate promotional activity
are not caught out.”

The FCPA is directed at bribery
linked to government and does
not, in theory, extend to private
commercial bribery. However,
Debevoise & Plimpton suggests
that although the private sector
now accounts for more than half
of China’s GDP, the division can be
dangerously blurred. It highlights

What level of entertaining
of a potential customer
might amount to

bribery?

what it colorfully terms “The
Princeling’ Risk,” which can exist
where the sons or other relatives
of Communist Party and
government officials take on
major roles in the private sector.
Although the FCPA does not
explicitly classify these
“princelings” as “foreign officials,”
Debevoise warns that “dealings
with officials’ family members
have been cited in the facts
underlying several FCPA
enforcement actions.”

Since the U.K. Bribery Act
extends to deals where there is no
public-sector involvement, bribery
of a princeling would be an
offense in its own right. This is
not the only aspect of the new act
that goes beyond the FCPA. As
this column has mentioned before,
it makes no provision for
“facilitation payments,” those
small payments that, even if
nominally outlawed, are
effectively accepted as part of the
cost of doing business in some
parts of the world. The FCPA
accepts such payments.

While a climb to the moral
high ground would demand the
stance taken in the Bribery Act,
DLA Piper’s Mr. Gerrard is clear
that “in taking that line, the U.K.
act risks disadvantaging British
business.” And it is not just
British business that may be hit.
The legislation is drafted to give
the U.K. authorities a very long
reach. Any company with
operations in the U.K. that is
judged to be behaving badly
anywhere in the world could get
caught by the Bribery Act.

Those big companies
represented in the U.K. prime
minister’s delegation to China will
be well aware of the potential
pitfalls to avoid when doing
business with different cultures.
For the smaller firms now being
encouraged to be more
adventurous in their export
drives, however, there will be
some surprises ahead, whether

they head to China, India, the
Middle East or some of the more
entrepreneurial parts of Europe.
Caution will have to be their
watchword.

Resourceful China

While companies from the rest
of the world eye China as a rich
source of potential business,
China continues to focus much of
its spending on natural resources.
Monday brought another example
of its determination to seek out
acquisitions,.

Guangdong Rising, one of the
largest state-owned enterprises,
has declared the intention of
buying Caledon Resources, a
coking coal explorer and producer
listed on the AiM in London. The
deal is valued at just £250 million
($403 million), evidence of the
thoroughness with which China is
scouring the world for potential
transactions.

Roller coaster

While the stock market has
battered the shares of Rolls-
Royce, the company has kept its
silence until it felt it had
something it could say with
confidence about the fire that hit
the Qantas Airbus 380 over
Indonesia.

The statement it issued on
Monday was brief but clear. After
thorough investigation of the
other similar engines, it is
confident in saying that the
problem has been isolated to the
Trent 900 engine. That doesn’t
mean that Rolls-Royce doesn’t
have a problem, and there was no
attempt to deny that it does, but
at least it is limited. And the
company, which takes pride in its
engineering prowess, is right to
point out that the incident is the
first to occur on one of its large
civil engines since 1994.

Chief executive John Rose, due to
leave the company next year, will
be intent on sorting out the
matter before he departs. The
stock market, in its drastic
reaction, may turn out to have
overreacted to a failing that

can be contained and relatively
quickly put right.
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Disease threatens New Zealand kiwi

By Lucy CRAYMER

WELLINGTON, New Zealand—
Kiwi-fruit harvests that generate 1.2
billion New Zealand dollars
(US$956.9 million) a year of revenue
for New Zealand’s hard-pressed
economy are under threat from the
possible discovery of a virulent bac-
terial disease at an orchard on the
nation’s tropical North Island.

New Zealand’s biosecurity
agency warned Monday that it is
unsure whether the suspected out-
break of pseudomonas syringae pv.
actinidiae, which could wipe out or-
chards of the hairy fruit, has already
spread across the nation. The dis-
ease, previously unseen in New

Zealand, has caused substantial -

damage to kiwi vines in Italy since it
was discovered there in 1992.

An outbreak of the disease could
hurt New Zealand’s economy, as the
fruit accounts for about 2.5% of ex-
ports.

“This potential risk to our kiwi-
fruit industry is being taken seri-
ously,” Biosecurity Minister David
Carter said in a prepared statement.
“While the strain of the disease is

A bacteria-infected kiwi-tree leaf at an unknown location. New Zea

i

land’s kiwi industry is worth nearly $1 billion a year.

not yet known, all necessary precau-
tions have been put in place on the
orchard to prevent the disease from
spreading.”

The agency hasn’t identified the
exact location and owners of the
plantation.

But concerns over how an out-

break could affect the economy
weighed on the New Zealand dollar,
which lost almost half a cent against
its Australian counterpart.
Trading of shares in big kiwi
producers Satara Co-Operative
Group and Seeka Kiwifruit Indus-
tries Ltd. was suspended for most

of Monday.

“We don’t know if it has spread
throughout the industry,” said Lain
Jager, chief executive of Zespri, a
major kiwi producer. The company
has sales of about US$1.5 billion
among 2,700 fruit growers across
New Zealand, according to its web-

site. “There is no aspect of this be-
ing a health-safety issue, but instead
it is an economic issue,” Mr. Jager
said.

New Zealand maintains some of
the world’s most rigorous border
checks to prevent the introduction
of foreign diseases that could affect
crops and livestock.

An outbreak would come at a
bad time for the country’s economy.
The New Zealand dollar, also known
as the kiwi, is hovering near its
yearlong high against the U.S. dol-
lar, making the cost of agricultural
exports to key markets such as
China more expensive.

The currency’s strength is weigh-
ing on an economy struggling to
shake off the global financial crisis,
a weak housing market and a recent
earthquake that hit business in
Christchurch, one of the country’s
major cities.

The disease is “unequivocally a
concern,” said Stephen Toplis, head
of research at Bank of New Zealand.
“At a time when we have been hit by
every pestilence known to mankind,
recessions, earthquakes and storms,
we don’t need this.”
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Rare-earth push hits hurdles

By Joun W. MILLER

BRUSSELS—A push by major
Western corporations to get China
to promise to free up key rare-earth
exports during the Group of 20 sum-
mit this week is likely to be weak-
ened by evidence that China has it-
self been the target of a raft of
recent protectionist trade measures,
say diplomats and trade experts.

Ahead of the G-20’s meeting in
Seoul on Thursday and Friday, a
World Bank-backed study released
Monday shows the U.S., European
Union and G-20 allies have recently
outpaced other countries in mea-
sures that have defended domestic
producers, from France’s $2.3 billion
payout to its farmers in October to
a South Korean program that is giv-
ing export subsidies to 100 hand-
picked companies. China has been
the biggest target of these mea-
sures, the study said.

The report doesn’t have the force
of a ruling by the World Trade Or-
ganization, but it underscores tariffs
and other trade measures against
China that Beijing will cite to defend
its trade policies, including its ex-
port taxes and quotas on rare
earths, say diplomats.

South Korea, the summit’s host,
wants members to repeat a promise
made in 2008 to not “repeat the
historic mistakes of protectionism
of previous eras.” It also wants to
pledge to assist developing coun-
tries by cutting tariffs and steering
aid toward infrastructure. Such
measures were part of the Doha
Round of global trade talks, begun
in 2001 and now suspended.

Business groups have also been
trying to muscle the subject of rare-
earth minerals—essential ingredi-
ents for products from cars to cell-
phones—on the agenda. China,
which produces over 95% of such el-
ements, has restricted shipments
since July 2010 and is threatening
to continue restrictions next year.

“What we are talking about here
is a monopoly,” says Carsten Dan-
nohl of Business Europe, which rep-

Associated Press

South Korean police patrol near the G-20 summit venue in Seoul on Monday.

resents EU companies. “There needs
to be normal, free competition on
the issue.”

Last week, a coalition of power-
ful Western business lobby groups
addressed a letter to G-20 leaders,
calling for G-20 members to “refrain
from export taxes, quotas or other
market-distorting measures on rare-
earth elements that restrict global
supply and unnecessarily contribute
to price volatility.”

The companies behind the letter
say their message is part of a broad
free-trade campaign aimed at all
governments. “We oppose all export
restrictions,” says Catherine Berck-
mans, a Brussels-based representa-
tive for General Motors Co., which
fought recent EU tariffs on Chinese
wheel imports. “We always try to
calm tensions between the U.S. and
EU governments, and China.”

EU and U.S. trade officials say
they have received the letter but are
uncertain whether they will be able
to press China on the issue. U.S.
Trade Representative Ron Kirk will
attend the meeting, but his Euro-
pean counterpart Karel De Gucht
won’t. Neither has reacted publicly
to the letter.

“Why should the Chinese listen,
given the rest of the world’s re-
cord?” says Simon Evenett, coordi-
nator of the study, which points out
that since the last meeting of G-20
members in June, G-20 members
have imposed 94 protectionist mea-
sures, compared with 44 by coun-
tries not part of the G-20.

China has said it has no plans to
manipulate global trade and is in-
stead restricting rare-earth exports
to minimize the environmental im-
pact of mining.

Trading with China

As Western countries lobby China
to suspend export quotas on rare
earths, they must face up to an
uptick in protectionism at home.

Countries most targeted by
protectionism, by measures since
last G-20 summit in June

(N >>

uUs. 47

Germany 36
36
33

[ :

24

Italy

France

Japan

Source: Global Trade Alert

Poor nations also on the agenda

By BoB Davis

SEOUL—AIlthough this week’s
Group of 20 summit is focusing on
currency turmoil, the summiteers
are also putting together a plan to
give the G-20 a big role in spurring
development in poor nations.

South Korea, the summit’s host,
has pressed a development agenda
for months, figuring that its climb
from poverty would give it credibil-
ity with both the industrialized and
developing nations that make up the
G-20. It figured it could have the
World Bank, regional development
banks and various United Nations
agencies carry out G-20 directives
in the same way the International
Monetary Fund works on G-20 fi-
nance plans.

But the development world is
large and fractious with dozens of
agencies jockeying for position to
dole out aid, advice and research.
Three of South Korea’s major initia-
tives have all faced problems—ones
seeking to eliminate tariffs and quo-
tas on the world’s poorest countries,
direct more money into infrastruc-
ture spending, and create a “knowl-
edge platform” where developing-
nation governments could examine

cases studies on subjects like creat-
ing free-trade zones.

“It’s a travesty” that the G-20
sometimes wouldn’t support full-
scale programs, says Lim Won-hyuk,
a senior researcher at the Korea De-
velopment Institute, who has ad-
vised the South Korean government
on G-20 development efforts.

But Stephen Groff, deputy direc-
tor for development cooperation at
the Organization for Economic Co-
operation and Development, a rich-
country group that looks at develop-
ment issues, said the development
agenda will help to defuse criticism
that the G-20 ignores concerns of
nonmembers. “If the G-20 is going
to continue as the world’s greatest
deliberative body on economic is-
sues, they can’t leave out the devel-
oping world.”

South Korean negotiators say
they wanted to approach develop-
ment from a pragmatic, what-works
approach. They laid out nine broad
areas they considered crucial for
fast, sustainable growth, including
macroeconomic stability, agricul-
tural investment, liberalized trade,
improved skills and technical advice.
None are controversial, but they
represented a different strategy

than that of the Group of Eight in-
dustrialized nations—the predeces-
sor of the G-20—which routinely an-
nounced aid initiatives, which were
then largely ignored.

But the South Koreans quickly
found themselves in a bind. Without
splashy new aid initiatives, their ef-
forts were unlikely to get much at-
tention.

And even modest concrete pro-
grams ran into trouble. European
nations backed a plan to eliminate
tariffs and quotas for imports from
the world’s poorest nations, a pro-
posal that dates to a 2000 United
Nations effort. Kimberly Elliott, a
trade specialist at the Center for
Global Development, a Washington
think tank, calls the proposal, a
“unique opportunity to deliver on
the longstanding promise to pro-
mote trade as a tool for develop-
ment in poor and marginalized
countries.”

According to G-20 negotiators,
the group’s developing nations, in-
cluding China and India, argue that
rich countries should have to make
bigger trade concessions than they
do. And the U.S. opposes the plan
because some of the nations in-
volved, particularly Bangladesh,

have powerful apparel industries
that could threaten some U.S. jobs.

The U.S. also wants to protect
trade preferences it already has ne-
gotiated with African countries,
which could be diluted if Asian and
Latin American countries received
them too.

A negotiator said the G-20 now
is trying to redefine what a “least
developed nation” is—and decide if
some should receive less of a trade
boost than others.

Meanwhile, the South Korean
plan to put together a “knowledge
platform” got caught in a turf fight
between the OECD and U.N. agen-
cies, which each wanted to house
the effort, said Mr. Lim.

Mr. Groff, the OECD official, said,
“There never has been a sit-down
between the Korean presidency, the
OECD and United Nations Develop-
ment Agency over how we should
do this.”

The third main initiative—boost-
ing infrastructure spending—is far-
ing better. The South Koreans have
worked closely with the World Bank,
which is changing course after years
of de-emphasizing roads, dams and
energy plants. The G-20 is to bolster
support for such projects.

Obama sides
with Fed on

plans to lift
U.S. growth

Continued from first page
tions, a task made urgent by the re-
cent financial crisis.

Mr. Geithner said he is “very con-
fident” world leaders, including those
from China, will agree on a new
framework that could instead include
warning indicators for when a coun-
try’s trade balance is out of line.

Underpinning the debate is a
growing sense that the international
currency system, which has been
based on floating exchange rates for
most players for more than 30
years, is wearing out. China’s policy
of keeping its currency artificially
low has caused tensions for years,
which have increased of late as
other countries try to export their
economies back to health. Now crit-
ics are lumping the Fed’s policy,
known as quantitative easing, into
the same category.

German Finance Minister Wolf-
gang Schiuble lashed out at U.S.
pressure on Berlin to rein in surging
exports, accusing Washington of hy-
pocrisy and telling Der Spiegel mag-
azine, “the American growth
model...is stuck in a deep crisis.”

“It doesn’t add up when the
Americans accuse the Chinese of
currency manipulation and then,
with the help of their central bank’s
printing presses, artificially lower
the value of the dollar,” he said in
an article published this weekend.
Mr. Schiuble stuck to his guns Mon-
day at an economic forum in Berlin.

Data released Monday showed
Germany’s trade surplus shot up to
€16.8 billion ($23.37 billion) in Sep-
tember from €9 billion in August,
much larger than the €12 billion
economists had anticipated.

In his first public comments since
Mr. Schauble’s outburst, Mr. Obama
seemed set to keep the heat on both
Germany and China. “We can’t con-
tinue to sustain a situation in which
some countries are maintaining
massive [trade] surpluses, others
massive deficits, and there never is
the kind of adjustments with re-
spect to currency that would lead to
a more balanced growth pattern.”

He enlisted a key ally in Mr.
Singh, an economist whose country
is wielding increasing influence at
the G-20. Responding to Mr.
Schauble’s denunciation of the Fed,
the prime minister said, “Anything
that stimulates the underlying
growth impulses of entrepreneur-
ship in the United States would help
the cause of global prosperity.”

European Central Bank President
Jean-Claude Trichet dismissed con-
cerns that the world’s major powers
are deliberately weakening their
currencies. Mr. Trichet said the
committee had received a “very,
very precise exposition” by the Fed
of its new policy, but said there was
no judgment of its action.

Observers said the blunt criticism
of U.S. policy is in large part pay-
back for a longstanding stance by
U.S. policy makers that the Ameri-
can economy should serve as a
model for others. The heated rheto-
ric also stems from real fears that
the U.S. may be looking for a back-
door way to set exchange-rate pol-
icy in a way that favors the U.S.

—Deborah Solomon,
Geoffrey T. Smith, Ian Talley
contributed to this article.
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Street is microcosm of Ireland’s malaise

By QUENTIN FOTTRELL

A walk down Grafton Street,
frequently billed as Ireland’s
premier shopping street, provides
a snapshot of just how the
country’s economic crisis is
playing out on the ground.

Whereas it was once a place
where the well-heeled came to be
seen, today Grafton Street is
distinctly down-market. Its
storefronts include several news
agents, McDonald’s and Burger
King fast-food restaurants, two
Vodafone stores and two 02
stores selling cellphones, a Marks
& Spencer’s department store, and
more than a few disgruntled
independent retailers, like Korky’s
shoe store, owned by John
Corcoran.

Above Korky’s, which has been
at the south end of the street
since 1985, a sign hangs down the
building’s facade. It reads: “High
rents are killing our jobs.”

Mr. Corcoran, who employs 10
people in his Grafton Street store,
spent €3,000 on the three-story
sign. He says he paid annual rent
of 100,000 Irish pounds when he
took over the 35-year lease for the
building 25 years ago. His annual
rent is now €445,000 (about
$625,000), which he has refused
to pay for the past nine months.
His landlord is taking him to
court.

“My landlord did what any
decent landlord would do during a
recession and refused to give me a
rent reduction,” he says,
sarcastically. “Irish retailers
successfully lobbied the
government to ban upwards-only
rent reviews by landlords, but
that only comes into effect from
March 1. Rents on Grafton Street
are among the highest in the
world.”

“We’ve offered €500,000 to
any incoming tenant to take the
lease, but the landlord won’t
reduce the rent,” he says. “Retail

Bloomberg News

Grafton Street, billed as Ireland’s top shopping street, has fallen on hard times and now has a down-market feel.

in Ireland has been wiped by the
recession, but more importantly
than that it has been wiped by the
rents.”

Across the street, former
workers are protesting outside the
Laura Ashley store, which closed
last month, over the short notice
period and statutory redundancy.
The windows, which used to
display women’s clothes and home
furnishings, are boarded up. In a
statement, Laura Ashley said that
“the Grafton Street property was
no longer suited to Laura Ashley’s
range of products” and that it
hopes to re-employ as many of its
former workers as possible when
it finds another site.

The protesters’ placards say:
“This Tale Has No Happy Ever
After.”

The story is one of a small
country with big dreams that

came true for just a decade. Big
multinationals were drawn here
by low corporation tax and a well-
educated, English-speaking work
force. The construction boom and
frenzy for housing was fueled by
reckless lending of billions of
euros by banks to property
developers.

During the Celtic Tiger era, as
the boom period became known,
people bought houses...and
shopped. The richest bought fancy
attire in Brown Thomas—one of
the few upscale stores left on
Grafton Street—had their teeth
whitened, and furnished their new
homes with sofas and coffee
tables from Habitat on nearby
College Green, which closed its
Dublin store in 2008, citing a
deterioration in sales.

Unlike Laura Ashley, Habitat
didn’t board up its windows when

it closed its doors. Long after the
retailer’s retreat, one could see
the re-creations of domestic bliss
on the shop floor frozen in time.
The former flagship lifestyle
store—located in a mid-19th-
century Bank of Ireland
building—was a chilling
barometer of the times.

New retailers looking for lower
rents fare better. In commercial-
real-estate broker and consultancy
Cushman & Wakefield’s latest
“Main Streets Across the World”
survey of global rents, Grafton
Street fell from eighth to 13th
place. New York’s Fifth Avenue
held the top spot. Still, that’s
quite a placing for Dublin, a city
with a population of just over a
million.

While rents for some retailers
remain stubbornly high, the cost
of buying a house has fallen

around 45% from the peak in
2006, and prices have come down
across the board, with summer
sales stretching into the fall.
Clothing and footwear prices were
down 7.4% in October from a year
earlier, according to the latest
government data.

Last week, there was more bad
news for retailers. Consumer
confidence hit a 17-month low in
October, according to think tank
Economic & Social Research
Institute and KBC Bank Ireland.
KBC economist Austin Hughes is
cautious about a recovery: “The
key question is whether
consumers have now fully priced
in all the bad news.”

And what bad news. The
government said last week that it
would cut €6 billion from its
budget next year, the first step in
its planned €15 billion in cuts over
four years. And the details of the
cuts, to be released later in the
month, look likely to spare no one,
taking in social welfare, education,
health, those on low wages
currently outside the tax net, and
the middle class, through a
possible property tax and changes
to a range of tax bands.

More old-fashioned shoppers
have greeted the news that
Mickey Mouse and U.S.
entertainment giant Disney will be
moving into the vacant Laura
Ashley premises with
bemusement. Others are grateful
it won’t remain empty and
welcome the employment.

Teresa Tideman, joint
managing director of Disney Store
Europe, says the new store on
Grafton Street is expected to open
in the first half of next year. “The
new store promises to delight
children and adults,” she says.

A purveyor of fairy tales with
reliably happy endings, Disney
may be arriving at just the right
time; the scared, worn-down,
angry Irish public needs all the
escapism it can get.

M Irish lenders brace for hefty losses
0N home 10aNS ......ooeeeeeeeeesesssessssssssssssseses 19

U.K. house prices decline

By ILoNA BILLINGTON
Anp PAuL HANNON

LONDON—U.K. house prices fell
sharply in October to the lowest
level since April 2009, reflecting
still-tight mortgage lending and
general caution about the outlook
for the economy, the Royal Institu-
tion of Chartered Surveyors said
Tuesday.

That caution was also apparent
in consumer-spending behavior. The
British Retail Consortium Tuesday
said the value of sales at stores that
have been open for at least a year
was 0.8% higher in October than a
year earlier, but added that much of
the increase was due to higher food
prices, rather than strong demand.

Whatever the near-term pros-
pects for the housing market and
the economy, over the longer term
Britons and their government are
likely to struggle under the burden
of historically high debt levels, with
business-services firm Pricewater-
houseCoopers Tuesday warning to-
tal UK. borrowing will hit £10 tril-
lion (about $16.2 trillion) by 2015.

The RICS survey showed that, in

seasonally adjusted terms, the pro-
portion of surveyors reporting a fall
in house prices exceeded the propor-
tion reporting a rise, resulting in bal-
ance of minus 49 in October, com-
pared with September’s minus 36.

The number of new properties
being advertised for sale fell in Oc-
tober for the first time since Janu-
ary, indicating that sellers are be-
coming as cautious as potential
buyers. “With both supply and de-
mand falling, transaction activity is
set to remain at relatively flat levels
for the foreseeable future,” said
RICS spokesman Jeremy Leaf.

Meanwhile, the BRC said total
retail sales—including those from
new stores—rose 2.4% in October
from a year earlier. That was stron-
ger than the 2.2% rise in September,
but boosted by higher prices rather
than higher volumes.

“Growth in food sales, partly cre-
ated by inflationary pressure from
rising commodity prices, has pro-
duced a modest increase in overall
sales,” said Stephen Robertson, the
BRC’s director general. “But any
gains made in food continue to be
counterbalanced by the nonfood

sector, where it’s a struggle to con-
vince wary consumers to part with
their money.”

Separately, PwC said the total in-
debtedness of the U.K.’s public and
private sectors will rise to £10.2 tril-
lion by 2015 from £7.5 trillion last
year, and will remain equivalent to
more than five times annual eco-
nomic output.

The firm said that while the bur-
den imposed by servicing the debt
is bearable at current very low in-
terest rates, it could become much
more difficult should rates rise.

It warned that efforts by both
the public and private sectors to cut
their debts could push the economy
back into recession.

By historic standards, debt would
remain very high. It was twice as
large as gross domestic product in
1987, and just over three times as
large as GDP as recently as 2000.

“This is a very heavy burden of
debt for the economy to continue to
bear, particularly with interest rates
likely to rise significantly at some
point over the next five years or so,”
said John Hawksworth, PwC’s chief
economist.

Rehn criticizes Ireland’s
‘low-tax country’ status

By AINSLEY THOMSON
Anp NicHOLAS WINNING

DUBLIN—European Union Com-
missioner for Economic and Mone-
tary Affairs Olli Rehn Monday said
Ireland couldn’t continue as a “low-
tax country,” but declined to be
drawn on whether its corporation
tax rate should be raised.

It is the second time in the past
six weeks that Mr. Rehn has publicly
criticized Ireland’s tax regime.

The Irish government has re-
peatedly said that the country’s
12.5% corporate tax, one of the low-
est in the euro zone, remains “a cor-
nerstone of Irish industrial policy.”

Mr. Rehn’s comments came after
a meeting in Dublin with Irish Fi-
nance Minister Brian Lenihan to dis-
cuss details of Ireland’s four-year
budget plan. The plan will detail
how the government will make the
€15 billion (about $21 billion) of
budget cuts needed over the next
four years in order to reduce the
country’s budget deficit to the EU’s
target of 3% of gross domestic prod-

uct by 2014.

Mr. Rehn endorsed the Irish aus-
terity drive but said the fiscal ad-
justment will take time and determi-
nation. Ireland hadn’t requested any
financial backstops from the EU, he
said. Mr. Rehn also said the EU was
closely following Irish domestic pol-
itics and stressed that cross-party
consensus on the fiscal reforms
would benefit Ireland. During his
two day visit to Dublin, Mr. Rehn
will also meet with opposition polit-
ical parties.

The Irish government’s slim par-
liamentary majority last week came
under further pressure after it
agreed to hold the Donegal South
West by-election just days before a
crucial vote on the 2011 budget.

The budget, which will include
the sweeping spending cuts needed
to tackle the country’s budget defi-
cit that will reach 32% of gross do-
mestic product in 2010, is proving
increasingly unpalatable to opposi-
tion lawmakers and even to some
members of the governing Fianna
Fail party.
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Pope calls meeting
to discuss sex abuse

Reuters

Silvio Berlusconi, right, with Gianfranco Fini in Rome last week. Mr. Fini is pressing for Mr. Berlusconi to resign.

Berlusconi looks secure,
for now, amid attacks

By CHRISTOPHER EMSDEN

ROME—Gianfranco Fini has
threatened to bring down Italian
Prime Minister Silvio Berlusconi’s
government. Now the question is
whether—and when—he will actu-
ally pull the plug.

Mr. Fini, who is speaker of Italy’s
lower house of Parliament, broke
ranks with Mr. Berlusconi earlier
this year, ending a 16-year friend-
ship and alliance with Italy’s billion-
aire leader. The right-wing Mr. Fini
leads at least 35 lawmakers in the
lower house—a basket of votes that
would be enough to strip Mr. Ber-
lusconi of his parliamentary major-
ity should they all vote against the
government.

Over the weekend, Mr. Fini made
his most impassioned attack yet on
Mr. Berlusconi, calling on him to re-
sign. Mr. Fini’s supporters on Mon-
day claimed that the premier’s days
are numbered. “We are already in
the post-Berlusconi era,” Italo Boc-
chino, a center-right deputy who
supports Mr. Fini, told reporters.

Yet the battle between Messrs.
Berlusconi and Fini is far from over.

Members of Mr. Berlusconi’s Peo-
ple of Freedom Party said on Mon-
day that the premier had no inten-
tion of resigning. More crucially, the

Northern League, a key government
member, also dismissed Mr. Fini’s
resignation calls and said Monday
that the premier would go on.

“We decided to press on with re-
forms and carry on the govern-
ment’s program,” top Northern
League officials said in a statement
after meeting with Mr. Berlusconi
and Northern League leader Um-
berto Bossi. The League has roughly
twice as many deputies as Mr. Fini’s
followers in the lower house of Par-
liament. Mr. Bossi’s continued sup-
port for Mr. Berlusconi is crucial for
keeping the government on its feet.

Still, Mr. Fini could pin the gov-
ernment’s back against the wall by
ordering his followers to resign
from their cabinet posts or by vot-
ing against the government in a new
parliamentary confidence vote. A
number of key votes are coming up
before Parliament over the next few
weeks, including one on changes to
Italy’s three-year budget.

While Mr. Berlusconi prevailed in
a confidence vote as recently as
September, the political landscape is
deteriorating for the prime minister,
who on Monday scrapped his plans
to give a keynote speech at a confer-
ence on family policy. The decision
was largely the result of controversy
stoked by his lifestyle of late-night

parties with young women.

A poll published in Milan daily
Corriere della Sera on Monday by
leading pollster Renato Man-
nheimer’s ISPO institute found that
only 34% of Italians have confidence
in the prime minister. Remarkably,
that is the same rate as confidence
in labor unions, which in Italy are
broadly viewed dimly as an obstruc-
tionist lobby for pensioners and
public-sector workers.

Two-thirds of the business exec-
utives surveyed in a snap poll re-
leased Monday by Business Interna-
tional, a corporate events manager,
said they would prefer an actual
government crisis to the continuing
political uncertainty. A plurality,
38%, said they would like to see a
technocratic caretaker government,
a prospect that Mr. Berlusconi has
sharply criticized.

In a sign of investor wariness to
the political drama, the yield on Ital-
ian 10-year government bonds rose
to 4% Monday from 3.93% on Friday,
a much sharper rise than reported
for Spain and in stark contrast to
declining yields in German bunds.
That one-day increase would, if per-
manent, translate over the medium
term into an extra €1.2 billion ($1.68
billion) in annual budget charges to
service Italy’s sovereign debt.

By StAcYy MEICHTRY

ROME—Pope Benedict XVI called
a world-wide meeting of cardinals
to discuss the Vatican’s response to
sexually abusive priests, underscor-
ing how the crisis is likely to loom
large in the election of the next
pope.

Pope Benedict will convene the
meeting of “prayer and reflection”
for the cardinals on Nov. 19, one day
before he elevates 24 new cardinals
in a Vatican ceremony known as a
consistory, the Vatican said Monday.

The meeting is a chance for the
pontiff to call greater attention to
the sexual-abuse crisis among cardi-
nals, who vote in papal elections
known as conclaves. Cardinals rarely
meet in Rome en masse because
many of them oversee local
churches around the globe.

Over the years, Pope Benedict
has used consistories to confront
cardinals with what he considers
the biggest challenges facing the
church, such as efforts to bring
splinter Catholic groups back into
the Catholic fold. “This is where all
the most important, most relevant
issues are discussed,” said Gianni
Cardinale, a longtime Vatican
watcher who writes for Avvenire,
the official newspaper of the Italian
Bishops Conference.

It is unclear how many of the 120
cardinals who would be eligible to
vote in the next conclave consider
the crisis a top priority. The spread
of hundreds of sex-abuse allegations
across Europe, including the pope’s
homeland of Germany, has cut into
the church’s credibility in former
Catholic strongholds like Ireland.
Cardinals voting in the next con-
clave will face a multitude of chal-
lenges, however, ranging from the
world-wide decline in priests to the
fall in church attendance in Europe.

One top church official who is

expected to attend the Nov. 19 meet-
ing said he expected the crisis to be
among the factors influencing how
cardinals vote, but added that there
would be “no single issue” driving
the election. In an address to bish-
ops on Monday, Cardinal Angelo Ba-
gnasco, the head of the Italian bish-
ops conference, zeroed in on the
crisis, saying the church had be-
trayed its flock by making “sins of
omission” in handling sexual-abuses
cases.

The Nov. 19 meeting will feature
an address on the “response of the
church to cases of sexual abuse” by
Cardinal William Levada, head of
the Congregation for the Doctrine of
the Faith, the Vatican office in
charge of disciplining abusive
priests. Earlier this year, Cardinal
Levada’s office issued tougher rules
for stripping abusive priests of their
ministry. The pope, meanwhile, has
held several meetings with victims
and accepted the resignations of
bishops who admitted to commit-
ting abuse or covering it up.

The Congregation for the Doc-
trine of the Faith continues to face
scrutiny, however, from victims of
sex abuse and other critics who
fault his office for refusing to force
bishops to report sex abuse to civil
authorities. “It’s easy and tempting
to assume [the meeting] is a posi-
tive sign. But that’s irresponsible,”
said Barbara Blaine, president of the
Survivors Network of those Abused
by Priests. “We’ll only know if this
is a good development when we see
action resulting from this meeting.”

On Monday, the Catholic Bishops’
Conference of England and Wales
said Five Church of England bishops
were converting to Catholicism. The
Archbishop of Canterbury Rowan
Williams, who heads the Church of
England, said he had accepted the
resignations of two of the bishops
“with regret.”

Agence France-Presse/Getty Images

Pope Benedict XVI disembarks at Ciampino Airport Sunday after visiting Spain.

EU nears deal on patent rules

By FRANCES ROBINSON

BRUSSELS—European ministers
are expected to agree this week on
rules that should allow innovators
to submit a single pan-European
Union patent, ending decades of ne-
gotiations.

“I really think it’s possible to
reach unanimous agreement,” EU
Commissioner for the Internal Mar-
ket Michel Barnier said last week.
“The current situation cannot con-
tinue.”

Ministers for economics and en-
terprise will gather Wednesday in

Brussels to try to reach a final com-
promise on the language, rules and
cost of a single European patent,
having agreed on how the new sys-
tem would work last year. The Euro-
pean Commission, the bloc’s execu-
tive arm, has proposed a system
where patents are registered in Eng-
lish, French and German.

Although there is crossborder
protection for patents from the Eu-
ropean Patent Organization, or EPO,
it represents a package of patents
that must then be enforced in indi-
vidual countries. Last year, minis-
ters agreed that under a single sys-

tem, the EPO—which covers 38
countries including Turkey—will
grant EU patents that will be in ef-
fect within the EU, with a single
court to handle litigation cases.

The translation of patents from
one language to another isn’t cheap.
According to the commission, a Eu-
ropean patent validated in 13 coun-
tries costs as much as €20,000
($28,800).

Mr. Barnier stressed the impor-
tance of reaching a deal that will
ensure the cost of securing an EU-
wide patent is no more expensive
that the cost of doing so in the U.S.
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Air Force’s flyover plan draws flak

By STEPHANIE SIMON

The U.S. Air Force thinks the
rough-hewn peaks of southwest Col-
orado and northern New Mexico
make excellent surrogates for the
treacherous mountain ranges in glo-
bal hot spots such as Afghanistan.
Some local residents beg to differ.

In a bid to provide Special Oper-
ations pilots more realistic simula-
tions of wartime missions, the Air
Force has proposed a vast new tacti-
cal-training zone that stretches
across 94,000 square miles of rug-
ged terrain. Starting next year, com-
manders want to send C-130 trans-
port planes and CV-22 Osprey
tilt-rotor aircraft skimming across
the region after dark at altitudes as
low as 200 feet and speeds of as
much as 288 miles per hour. They
envision three sorties a night.

The pilots would dart among the
ridges and dip low over the range-
land, practicing the stealth needed
for covert operations, said Col.
Stephen Clark, wing commander at
New Mexico’s Cannon Air Force
Base, which is pushing the proposal.

Pilots would be required to avoid

cities in the zone, including Santa
Fe and Taos in New Mexico and As-
pen, Pueblo and Durango in Colo-
rado. But communities and residents
fighting the Air Force say hundreds
of low-altitude flights each year will
spook cattle, scare children, rattle
adobe buildings, create pollution
and mar the tranquility.

“Our economy is based on people
coming here for the beauty of the
land, the solitude, the wild quali-
ties,” said Cliff Bain, who lives in
Arroyo Hondo, N.M., north of Taos.
He started an opposition group
called Peaceful Skies.

At least four county commissions
and two city councils have taken a
stand against the proposal, and the
Air Force has received 1,200 com-
ments, most expressing concern.

The opposition disturbs some
civic leaders who fear Cannon Air
Force Base, an economic anchor for
eastern New Mexico, might be vul-
nerable to cutbacks if pilots there
can’t properly prepare for missions.
Others say occasional noise is a
small sacrifice to ensure adequate
training for the military.

“We always thank our service-
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men and our veterans. We pray for
their safety,” said Chris Calvert, a
former Air Force pilot who now
serves on the Santa Fe City Council.
“To then turn around and say, ‘But
we don’t want to be inconvenienced
in the least by your getting the

training you need’ is hypocritical.”
Mr. Calvert is working on a resolu-
tion that doesn’t oppose or endorse
the proposal but urges the military
to minimize the impact on people
and wildlife. Military officers say
the fears are overblown. The Air

Force already sends pilots zipping
across the region, at times as low as
200 feet above the ground, though
current regulations limit night sor-
ties to a half-dozen well-surveyed
routes, Col. Clark said.

Under the new proposal, pilots
would be allowed to map their own
routes through the tactical-training
zone, Col. Clark said, which would
tend to disperse the noise and dis-
ruption across a broader area. He
said he doesn’t anticipate that any
one village or ranch would experi-
ence the aircraft overhead more
than a couple times a month.

Col. Clark said the military
hasn’t measured noise levels of air-
craft flyovers at 200 feet. For some-
one standing on the ground, aircraft
at an altitude of 500 feet would
create exposure of 91 to 95 decibels,
or “somewhere between a lawn
mower and a chain saw,” he said.

The Air Force has hired a consul-
tant to assess potential environmen-
tal effects, which will be the subject
of public comment next spring, after
which Special Operations command-
ers will decide whether to scrap, re-
vise or implement the proposal.
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GOP may yet have upper hand in Senate

By GERALD F. SEIB

On paper, the
numbers tell you
the Democrats
held on to a
k. majority in the

% Senate last week.
In reality, things won’t be quite
that neat. In fact, on some issues
the Republicans actually may have
a functional majority, given the
sentiments likely to prevail among
certain Democrats who face the
voters in two years.

Here’s the situation. After last
week’s midterm election, the
Senate next year will have 51
Democrats, two independents who
caucus with the Democrats, and
47 Republicans. (The Republican
from Alaska could be either Joe
Miller, the tea-party candidate
who was the official GOP nominee,
or write-in incumbent Republican
Sen. Lisa Murkowski. It appears
Ms. Murkowski got enough votes
to stick around, but all her write-
in votes haven’t been counted
yet.)

So, in theory, that means
Democratic Majority Leader Harry
Reid, having survived his own
election-day near-death
experience, should be able to
muster 53 votes if he keeps his
troops in line.

But life is never that simple in

the Senate and certainly won’t be
now. Among the Senate
Democrats, 23 will face re-election
in just two years, and, having just
witnessed the drubbing some in
their party took at the polls, they
likely will be even less willing now
to toe the party line. Independent
Joe Lieberman of Connecticut,
who caucuses with Democrats,
often leans rightward, anyway.

More important, among those
23 Democrats who face voters in
2012 are a handful of incumbents
from the kind of moderate to
conservative states where
Democrats took a beating last
week: Ben Nelson of Nebraska, Jon
Tester of Montana, Jim Webb of
Virginia and Claire McCaskill of
Missouri. Joe Manchin, who just
won a Senate race in West
Virginia by separating himself
from President Barack Obama and
his party’s congressional leaders,
also faces voters again in two
years because he was elected only
to fill out an unexpired term.

Sen. Mitch McConnell, the
Republican leader, looks at this
field and thinks he may see some
votes for his side. He points in
particular to his desire to roll back
parts of this year’s big health bill.

“There are 23 Democrats up in
2012 and only nine Republicans,”
he said in an interview. “I think
there is a widespread belief on the
other side of the aisle that [the
health bill] was a huge mistake.
There could be, who knows, a

European Pressphoto Agency (left); Associated Press

Senate Majority Leader Harry Reid, left, and Senate Minority Leader Mitch McConnell

growing number of Democrats
who think that was the wrong
thing to do.”

Mr. McConnell won’t engage
when asked whether Republicans
will take the next step and try to
persuade any moderate Democrats
to switch parties, which has
happened in the past when the
winds shift. But he adds: “It
doesn’t require changing parties
to change your mind.”

So maybe there also are
Democrats prepared to drift to the
Republican side on issues beyond
health—say, on spending cuts, tax
levels and a new energy program
built around such items as electric
cars and clean-coal technology. On

Oil-spill panel probe finds
money didn’t trump safety

By S10BHAN HUGHES

WASHINGTON—A federal investi-
gation into the U.S. Gulf oil spill
hasn’t found evidence that BP PLC
sacrificed safety to save money,
backing a key argument made by the
oil company.

“To date, we have not seen a sin-
gle instance where a human being
made a conscious decision to favor
dollars over safety,” said Fred Bar-
tlit, the chief counsel for the Na-
tional Commission on the BP Deep-
water Horizon Oil Spill and Offshore
Drilling, during his first public pre-
sentation on the causes of the spill.

The findings are a blow to Ana-
darko Petroleum Corp., which owns
a 25% stake in the blown-out Ma-
condo well and has said that its lia-
bility is limited because the spill was
a result of BP’s actions. Anadarko
shares were down nearly 5% Monday
afternoon in New York.

Shares of Halliburton Co. and
Transocean Ltd. were up nearly 5%,
as the spill commission said that
challenges in drilling the well, which
led to the worst offshore oil spill
ever, are common in the oil industry.
That makes it harder to break con-
tractual provisions protecting the
companies against liability.

The panel’s staff concluded that
gas and oil blew up through the cas-
ing, in the middle of the well. That is
in line with what BP has concluded.
BP has said that the pathway is evi-
dence that the disaster was unlikely
to have started with its own design.
The panel’s staff did say that BP in-
troduced more risk into the system
by removing heavy drilling “mud”
that provides pressure to keep down
gas before setting a cement plug
that provides another safeguard
against a surge of combustible gas.

But investigators also said that
while the problems encountered in

drilling the Macondo well were com-
mon throughout the industry, the
combination of problems meant that
the design team should have paid
special attention to testing the job.

“These things individually are
common in the industry,” said
Sambhav Sankar, the deputy chief
counsel. “Taken together they’re
something that should have been in
the head of the design team ... and if
nothing else should have led them to
be very careful.”

BP, Halliburton and Transocean
argued some points, jockeying to
avoid taking blame. Halliburton’s Ri-
chard Vargo Jr., a cementing man-
ager for the Gulf of Mexico region,
disagreed with the conclusion about
the flow of the oil and gas. BP’s ex-
ecutive vice president of safety and
operational risk, Mark Bly, chal-
lenged a conclusion that BP had
added risk with its handling of a ce-
ment plug.

Impact of money mixed in midterm

By BrRoDY MULLINS

Money talks, but not always
loudly enough.

In the most expensive midterm
campaign in American history, a
flood of cash from conservative orga-
nizations helped Republicans win
control of the House. But the pro-Re-
publican groups didn’t fare as well in
the Senate. Unions spent millions to
little avail. And a slew of self-funded

billionaires and millionaires fell dra-
matically, and expensively, short.
Republican Meg Whitman, the
former eBay Inc. chief executive,
spent $140 million of her own cash in
a bid to be California’s governor,
equivalent to about $45 a vote. She
lost by 12 points to Democratic At-
torney General Jerry Brown.
“Money can’t turn Democrats
into Republicans,” said Tucker
Bounds, a spokesman for Ms. Whit-

man’s campaign.

The 2010 election saw a record $4
billion in spending by candidates and
political parties, plus a wave of new
spending by outside political entities
on the right and left.

Conservative political entities
such as those set up with the help of
Republican strategist Karl Rove spent
about $300 million on the races, a
number matched by labor unions and
other Democratic supporters.

selected issues, that means Mr.
McConnell actually might find it
at least as easy as the Democrats’
Mr. Reid to assemble a working
majority.

Of course, there are distinct
limits to how much that means in
the ever-messy Senate. In a body
where any 41 members can mount
and sustain a filibuster to stop
action, having a bare majority,
real or functional, has limited
impact.

Moreover, lest Mr. McConnell
be tempted to feel cocky about his
position, he has internal problems
of his own. Though tea-party
favorites Christine O’Donnell in
Delaware and Sharron Angle in

Nevada lost their Senate bids,
Rand Paul from Sen. McConnell’s
own Kentucky won his race, and
there’s still a chance that tea
partier Joe Miller of Alaska may
prevail. Meanwhile, Republican
Sen. Jim DeMint of South Carolina
has become a kind of spiritual
godfather to the tea-party
movement.

And anyone who operates
under the tea-party banner isn’t
likely to feel he is in Congress to
compromise on principles to get
things done but is highly likely to
feel he has a mandate to defy the
established leaders in both
parties. So the Republican
conference could be as unruly and
unreliable as the Democratic one.

Asked about that prospect, Mr.
McConnell notes that among the
13 new Republicans about to take
Senate seats, there are several
experienced politicians who know
how to get things done in a
legislative chamber: Former
Indiana Sen. Dan Coats is
returning, for example, and seats
are being taken by North Dakota
Gov. John Hoeven and former
House Republican whip Roy Blunt.

The real upshot may be that, in
a Senate where neither party
really has a clear majority on
every issue, party discipline
means less and the opportunity
for free-lancing and interparty
mash-ups grows.

Nobody will really be in charge.
Let the fun begin.
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Iraqi police inspect the remains of a car and bus that carried Iranian pilgrims when they were struck by a suicide bomber in the Shiite holy city of Najaf Monday.

Iraq blocs meet amid attacks

By BEN LanDO

BAGHDAD—Leaders of Iraq’s po-
litical blocs met for a televised con-
ference Monday aimed at forming a
government, but showed no signs of
progress despite fresh pressure from
a court order to convene parliament
and a stream of terrorist attacks.

Two car bombs appearing to tar-
get Iranian pilgrims exploded Mon-
day in the Shiite holy cities of Kar-
bala and Najaf, killed at least eight
people and injuring 48. In western
Basra, a car bomb exploded on the
main road of a commercial and resi-
dential area five miles from the cen-
ter of the city. Ten people were
killed and 43 injured, according to
an official in the Basra Health De-
partment.

Last week, more than 100 died
after insurgents targeted a Catholic
church in a bloody siege and, two

days later, orchestrated more than a
dozen bombings across the capital.

Monday’s meeting, the first of
two planned this week, lasted less
than two hours and adjourned be-
fore lunch on Monday in the north-
ern city of Erbil. The meeting con-
sisted of a handful of leaders giving
brief speeches, at times praising
each other, at the same time blam-
ing the delay in forming a new gov-
ernment on rivals’ inability to com-
promise.

Still, deputies for the various fac-
tions met ahead of the meeting, and
on the sidelines. They were expected
to continue their horse trading
through Tuesday evening, when a
second meeting of faction leaders is
scheduled in Baghdad.

Parliament is scheduled to con-
vene Thursday, following an order to
meet from Iraq’s highest court. It
will be only the second meeting of

the body since polls in March
elected a new slate of lawmakers.

The first order of business for
the meeting of lawmakers will be
the election of a new speaker, the
first procedural step in seating a
new government.

Former Prime Minister Ayad Al-
lawi, a secular Shiite leading a coali-
tion including many prominent
Sunni politicians, edged out current
Prime Minister Nouri al-Maliki, a
Shiite, in the March elections.

Since then, Mr. Maliki has outma-
neuvered Mr. Allawi in negotiations,
winning support from another big
vote-getter—the anti-American
cleric Mogtada al-Sadr—and putting
him close to a parliamentary major-
ity.

That has elevated Iraq’s Kurdish
bloc to the role of kingmaker. Under-
scoring the Kurds’ new clout, Iraqi
politicians accepted their invitation

to meet in Erbil, one of two main
cities in the semiautonomous Kurd-
ish northern enclave of Iraq.

Mr. Allawi’s Iragiya slate won 91
of parliament’s 325 seats. Mr. Ma-
liki’s State of Law bloc won 89, and
the Iraqgi National Alliance, a combi-
nation of several Shiite parties, in-
cluding Mr. Sadr’s, captured 70
seats. Iraq’s broad Kurdish alliance
won 57 seats.

Regional powers have joined the
jockeying. The U.S. has pushed for a
power-sharing deal, at one point
suggesting the creation of a new
federal post to allow both Messrs.
Maliki and Allawi to divide power.
American officials have expressed
worry about the inclusion of Mr.
Sadr in any new government.

Iraqi politicians have said Iran
has pushed for the Shiite slate to co-
alesce behind Mr. Maliki. Iran denies
meddling.

Iranian students arrested in crackdown

By FARNAZ FASSIHI

BEIRUT—Four prominent Iranian
student activists were arrested over
the weekend in a fresh crackdown
targeting students.

Iranian authorities have been
tightening security ahead of a con-
troversial government plan to phase
out basic food and fuel subsidies.
The government is bracing for social
unrest, and has increased the police
presence in Tehran and other cities.
On Monday, several underground
rap musicians were arrested in Teh-
ran, and last week hundreds of
young men and women were ar-
rested in what the police termed a
“security cleansing.”

The four students, from cities
across Iran, are recently elected
members of the central committee
of a politically active student group,

the Office for Fostering Student
Unity, which has local chapters at
campuses nationwide. The group
has been at the forefront of the
struggle to reform the regime and
has faced severe crackdowns from
authorities.

The group says the government
had pressured it not to hold its elec-
tion this year to select five new
committee members. The ballot was
held via the Internet last week, the
group said, and as of Monday, four
of the five elected had been arrested
and one was in hiding.

The four men were picked up by
plainclothes agents without arrest
warrants, according to their families
and the group’s website. Their cur-
rent whereabouts aren’t known.
Prosecutors in local chapters of the
Revolutionary Court, which tries po-

litical dissidents, have told their
families that the men will be trans-
ferred to Evin prison in Tehran.

“The regime is systematically
targeting different groups, like law-
yers, students and journalists, in or-
der to prevent them from activism,”
said Hadi Ghaemi, director of the In-
ternational Campaign for Human
Rights in Iran, an independent orga-
nization based in New York.

President Mahmoud Ahmadine-
jad has denied that Iran imprisons
its critics and has slammed recent
reports of human-rights violations
in Iran as propaganda.

One of the detained students, Mr.
Qolizadeh, a 25-year-old with a de-
gree in engineering, was a subject of
a Wall Street Journal story last De-
cember detailing the Iranian re-
gime’s war on student activists.
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Qolizadeh family

Ali Qolizadeh was arrested by
plainclothes officers over the weekend.

Israel plans
to advance
building

of new units

By CHARLES LEVINSON

JERUSALEM—Israel has ad-
vanced plans for nearly 1,300 new
housing units in predominantly Pal-
estinian East Jerusalem, as Prime
Minister Benjamin Netanyahu ar-
rived in the U.S.

The announcement was pub-
lished as required by Israeli law in a
small Jerusalem weekly newspaper
on Friday, but passed unnoticed un-
til Monday. It advances plans for a
significant expansion of Har Homa,
a Jewish development in southern
Jerusalem, as well as for 320 addi-
tional units in the East Jerusalem
development of Ramot, said an Is-
raeli Ministry of Interior official.

The proposed new housing units
will now enter the public-review
phase of the planning process. Ac-
tual construction could be months
or even years off, the official said.

The announcement is another
blow to U.S. efforts to restart direct
peace talks, which have stalled over
Israel’s refusal to halt construction
in West Bank settlements and in
East Jerusalem.

“Netanyahu’s choice is settle-
ments and not peace,” Palestinian
chief negotiator Saeb Erekat said.
“The derailment of the direct talks is
now certain and the only person re-
sponsible for this is Netanyahu.”

In Washington, State Department
spokesman P.J. Crowley said Mon-
day’s announcement was “deeply
disappointing” and “counterproduc-
tive to our efforts to resume direct
negotiations between the parties,”
the Associated Press reported.

Israel has maintained its right to
build without restrictions within
East Jerusalem, but has largely cur-
tailed such building while Washing-
ton tries to advance the peace pro-
cess with the Palestinians.

“In every peace plan that has
been put on the table over the last
20 years the Jewish neighborhoods
of Jerusalem remained part of Israel
in a peace agreement,” a senior aide
to Mr. Netanyahu said. “Building in
those new neighborhoods in no way
contradicts the desire to move ahead
toward peace and a two-state solu-
tion.”

Mr. Netanyahu is in New Orleans
to address the Jewish Federation of
North America’s General Assembly.
On Sunday, he met with Vice Presi-
dent Joseph Biden in the city.

An announcement during Mr.
Biden’s visit to Jersualem last year,
of Israel’s plan to build 1,600 units
in another East Jerusalem develop-
ment, plunged U.S.-Israel ties into
one of its worst crises in decades.

After that incident, which Mr.
Netanyahu said occurred without his
prior knowledge, the prime minis-
ter’s office quietly put out orders to
government bureaucrats that any
housing announcements in East
Jerusalem required the approval of
Mr. Netanyahu’s military attaché,
Maj. Gen. Yochanan Locker, said
Jerusalem municipality officials and
Western diplomats.

Mr. Netanyahu’s office signed off
on the latest settlement announce-
ment, a senior Jerusalem munici-
pality official said. A senior aide to
Mr. Netanyahu declined to comment
on whether the prime minister knew
about it ahead of time.



