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Moscow pollce halt protest march
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Russian police officers detain an opposition activist during a protests in central Moscow on Sunday.
Opposition supporters held an unauthorized rally dubbed the ‘Day of Wrath’ and demanded the
resignation of Moscow Mayor Yuri Luzhkov, but police prevented them marching through the capital.
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Regulators
reach pact
on bank rules

Bank regulators from
around the globe reached an
agreement Sunday on new
rules for the world’s largest
banks in an effort to create a
more stable financial system,
potentially affecting banks
and borrowers from New York
to Tokyo.

By Damian Paletta in
Washington and David
Enrich in London

The deal would create new
capital standards for banks, a
move designed to prevent the
companies from loading up on
the risk and debt many saw as
a precursor to the recent fi-
nancial crisis. The new rules
will force banks to hold more
capital against a wider range
of their loans and invest-
ments.

“The agreements reached
today are a fundamental
strengthening of global capi-
tal standards,” said Jean-
Claude Trichet, president of
the European Central Bank.

The new rules will likely
push down profits at the
world’s largest banks, many of
which have warned such a
move could drive up the cost
of credit for borrowers and
restrict lending.

The focus of the agree-
ment is on the amount of cap-
ital banks are forced to hold.
Capital is what banks use to
absorb losses. Regulators and
analysts typically believe that
banks with more capital have
a lower risk of failure.

Regulatory officials agreed
to require banks to hold a
specific level of a basic type
of capital known as common
equity. Common equity is con-
sidered the most effective
type of capital because it is
used to directly absorb losses.
Officials agreed large, interna-
tionally active banks will have
to hold levels of common eg-
uity equal to at least 7% of
their assets, much higher than
the roughly 2% international
standard or 4% standard for
U.S. banks.

Banks will be allowed to
phase in these new standards
over a period of years, so they
will have more time to com-
ply. For example, banks will
be required to hold common
equity at levels equal to 3.5%
of their assets by 2013, 4% by
2014, and 4.5% by 2015.

At that point, banks will
have to begin building a 2.5%
“pbuffer” of capital that must
be fully in place by Jan. 1,
2019. U.S. officials had pushed
for this to be in place by Jan.
1, 2018, but some other coun-
tries had wanted the final
adoption of the rules to be
pushed back toward 2020.
They agreed to the 2019 date
as a compromise.

Regulators have said the
new rules are necessary to en-
sure the interconnected global
banking system doesn’t face
another crisis such as that
which led to taxpayer-funded
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Turkey vote gives big win
to constitutional changes

By JOE PARKINSON

ISTANBUL—Turks voted to
amend the nation’s constitu-
tion by a wide margin Sunday
according to unofficial results,
in a result that would deliver
a strong boost for Prime Min-
ister Recep Tayyip Erdogan
ahead of elections next year.

The referendum was
touted as a key battleground
by both sides in a struggle be-
tween the country’s secular
establishment and a rising
conservative elite for the
power to determine Turkey’s
future shape.

Opponents had warned the
changes, which include a
transformation of the coun-
try’s top judicial bodies,

essential
Erdogan’s

would remove
checks on Mr.
growing power.

State television channel
TRT1 reported that the gov-
ernment’s package of consti-
tutional amendments won ap-
proval by 58% to 42%.

If confirmed, that margin
would be significantly larger
than most opinion polls pre-
dicted.

Mr. Erdogan appeared to
have won convincing backing
for his message that the
changes would instead
strengthen the rule of law,
ending a long period of Tur-
key’s history in which gener-
als and judges held ultimate
power, toppling four elected
governments since 1960 and

blocking legislation consid-
ered too Islamic.

“Once more it has been
seen that transformation is
possible within democracy,”
Mr. Erdogan said in an hour-
long victory speech to party
faithful in Istanbul Sunday
night. “Today, tonight the
mindset of putschists has
lost,” he said of his election
victory.

The package of 26 amend-
ments includes a range of im-
provements to individual
rights, but the core provisions
would expand membership in
the Constitutional Court to 17
from 11, and of the Supreme
Board of Judges and Prosecu-
tors to 22 from 7. Turkey’s
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The regulators have won six-nil,

but it’s &

By IRWIN STELZER

We have before
us a job
application from a
team eager to
regulate the
financial services
industries in the 27 member-
nations of the European Union.
Their qualifications include a
failure to detect book-cooking that
has brought Greece close to
insolvency; stress tests that failed
to uncover billions of questionable
sovereign debt on bank balance
sheets; a division of authority that
gives equal weight to Poland, with
a financial services sector that
accounts for 0.3% of the EU total
and Britain, with 36%; a system of
overseeing national finances that
has resulted in some countries
paying record premiums over
bunds; German banks
undercapitalized by well over
€100 billion ($127 billion); and a
bureaucracy world-famous for its
pokey inefficiency.

Nevertheless, this team got the
job after whipping Britain six-nil.
Four goals scored by setting up
new regulatory agencies to
supervise national regulators—one
each for insurance, banking and
securities markets, another to
ensure financial stability. “No one
will escape... We want to know
who is doing what. The EU
authorities are going to look at
every product,” asserts EU
internal markets chief Michel
Barnier. Two more points for
pushing through an increase in
the EU budget in the face of cuts
in member-state spending, and for
granting Olli Rehn, the EU
commissioner for economic and
monetary affairs, the power to
review national budgets and to
impose the eurocracy’s notion of
acceptable deficit limits. The
latter two goals were scored
despite the vow of Britain’s
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Michel Barnier, the European Union Internal Market Commissioner.|
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goalkeeper, Chancellor of the
Exchequer George Osborne, that
he would never, ever, allow such
scores. In a perversion of Teddy
Roosevelt’s advice to speak softly
but carry a big stick, Mr. Osborne
roared loudly but carried a twig.
His boss, the prime minister,
promised to fight tooth and claw
to prevent any further transfer of
British sovereignty to the EU; he
now stands toothless and
declawed.

National borders can no
more contain financial
contagion than they can
contain a flu epidemic.

The funny thing is that by
beating Britain, Europe also lost.
But start with Britain. It is no
surprise that the Liberal
Democrats do not regard the City
as a congenial place. They dislike
the inequality of incomes and
wealth resulting from the profits
generated by the financial sectors,
and have never really believed
that capital markets, even
properly regulated, can be relied
upon to allocate capital to uses
they find socially preferable.

What is a surprise is that their
coalition partners also aim to cut
the City down to size. Leading
Tories tell me that the financial
sector bulks too large in the UK
economy, creating excessive
macroeconomic volatility. That
view spawns a host of
misbegotten policies, including
the decisions to raise the effective
marginal tax rate to 52%, and to
subsidize economic development
in low- or no-growth areas of the
country. Why anyone would
believe it good policy to attack an
industry in which Britain has a
clear competitive advantage
remains a mystery.

Britain, of course is not the
only loser. The EU, by burying
financial-sector entrepreneurs
under tons of paperwork, and
ensnaring them in a web of
regulations that will inevitably
grow in reach and complexity as
the four new regulators get their
feet under their thousands of
desks, have added another
impediment to rapid growth.

For two reasons. The first is
that regulating financial services
is more difficult than regulating,
say, gas, electric and water
utilities. These are relatively staid
industries, regulated in part
because they are monopolies—no
new entrants with new ways of

Furope that will be the loser

doing business continually appear.
Unlike financial services, where
new financial instruments, new
ways of raising capital, new
everything, are the order of the
day. As is risk-taking, a process
that makes risk-averse
bureaucrats and regulators very
nervous. “People taking crazy
risks... have to be brought to their
senses,” says Mr. Barnier.

Moreover, utilities have assets
that are easy to value—the books
show what was paid for pipe, wire
and fuel—whereas the valuation
of financial assets is an on-going
challenge. Individual national
regulators, imperfect instruments
though they be, are at least
connected to the markets they
patrol. They hear the gossip, know
the players, understand local
politics.

This is not to say that financial
markets are purely national in
scope. If recent experience
teaches anything, it is that
national borders can no more
contain financial contagion than
they can contain a flu epidemic,
or immigration. But informal
cooperation among national
regulators, markedly increased
since the financial crisis, should
be sufficient to manage that
problem. Or at least a more
efficient way of managing it than
to expand the already-bloated
eurocracy.

The second reason all of this
intervention will stifle growth is
that financial services
entrepreneurs are mobile. True,
many already in the business in
London will be loath to pull up
stakes, although some will, and
are. More important, newcomers,
foot-loose and fancy free, will
survey global opportunities, and
shun the multiple layers of
bureaucracy awaiting them in the
EU. Europe might be inward
looking, but financial players are
not.

—Irwin Stelzer is a director of
economic-policy studies at the
Hudson Institute.
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Vera Wang builds a fashion empire

Designer of celebrity wedding dresses brings her aesthetic to mass-market retailers David’s Bridal and Kohl’s

By Ray A. SMITH

Last week, Vera Wang worked fe-
verishly in her studio in the Gar-
ment District as a model twirled in
a black jumpsuit layered with what
looked like a futuristic gun holster,
one of the looks she plans to send
down her runway on Tuesday.

“You look ... phenomenal,” she
told the model, drawing out the
word.

Moments later, she was just as
enthusiastic discussing a new collec-
tion of inexpensive wedding dresses
she is designing for David’s Bridal, a
300-store chain, with stores mainly
in the U.S., whose specialty is af-
fordable wedding dresses.

The appreciation of both markets
is key to Ms. Wang’s 20-year-old
closely held company that includes
the signature bridal business, a
high-end ready-to-wear line, fra-
grances, mattresses, eyewear, statio-
nery, housewares, and a collection
of clothing, bath, bedding and cos-
tume jewelry that she launched at
Kohl’s Corp. three years ago.

Ms. Wang, 61 years old, is pursu-
ing a three-tiered retail strategy of
selling through luxury, midpriced
and discount stores. A growing
number of designers including Zac
Posen and Max Azria are trying to
deploy similar strategies as eco-
nomic worries linger.

But it is a tricky path to navi-
gate. High-end designers risk tar-
nishing their images if they don’t
carefully oversee the production of
all the products bearing their
names. Few besides Ralph Lauren
have been able to do so successfully.
There’s also the risk of alienating
core customers who won’t appreci-
ate seeing their favorite designer
sold at down-market stores.

“It takes careful planning and
maintenance so that it’s done prop-
erly,” says Andrew Jassin, managing
director of the Jassin Consulting
Group in New York. Consumers
have by now become used to high-
end designers doing separate collec-
tions, he adds, and may not object
so long as the lower-priced collec-
tion isn’t poor quality.

Ms. Wang said she isn’t worried
about a backlash from her sales
through discount stores. “I feel priv-
ileged that they have thrown so
much support behind me and be-
lieved in my vision, which is a casu-
alized couture.”

The designer believes she can’t
afford to turn her nose on the de-
mocratization of high-fashion. “Just
because you’re from a city 10 miles
outside of St. Paul, it doesn’t mean
you don’t read magazines or the in-
credible Internet and what’s going
on in the world,” she said. “I never,
ever take a client, or women for
granted.” Having a well-heeled foot
span retail markets helped buoy her
company as the economy collapsed.

Her embrace of mass market
sales doesn’t appear to have cost
her celebrity fans. Already this year,
Ms. Wang designed bridal gowns for
Chelsea Clinton and Hilary Duff. Her
wedding collection dresses start at
$2,000 and can go up to $20,000.
The David’s Bridal gowns will cost
between $600 and $1,400.

As a young woman, Ms. Wang
gave up her dreams of becoming a
figure skater and set her sights on
fashion, working as an editor and
stylist at Vogue for 16 years before
moving to Polo Ralph Lauren Corp.
as a design director. In 1990, she,

Bryan Derballa for The Wall Street Journal
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Vera Wang, above in her Manhattan office preparing for Tuesday’s show, is pursuing a multitiered retail sales strategy.

with her father’s financial backing,
launched a bridal business. Her in-
tricately designed dresses became
sought after by the rich and famous.
She went on to expand the business
into other categories through li-
censes and launched her ready-to-
wear collection in 2004.

For all her renown for wedding
dresses, it’s her Kohl’s line, called
Simply Vera Vera Wang, and li-
censed products such as the Serta
mattresses and china for Wedgwood
that are the biggest part of her esti-
mated $700 million business. The
company is midsize compared to
such giants as Ralph Lauren and
Tommy Hilfilger.

The David’s Bridal collection is
scheduled to reach stores next
spring. More details will be released
this fall.

Ms. Wang said she retains tight
control over the product that results
from her licensing arrangements.
“I'm really involved,” she said. “I
don’t just get a check and I go up to
my country home.”

The designer learned the value
of keeping a close watch on the pro-
duction of licensed products bearing
her name in part from her former
boss Ralph Lauren, who has one of
the biggest licensing businesses in
the business.

While the wedding dresses she
creates are ethereal, Ms. Wang is
down to earth when it comes to the
business of fashion. The ready-to-
wear collection she launched six
years ago and that she shows on the
runway during New York fashion
week is dark, and borderline
gothic—the very antithesis of her
wedding gowns. She concedes her
high-concept runway collection isn’t
for everyone and certainly isn’t
enough to keep her in business.

The recession made that even
clearer. Even her bridal business
was hit hard. Shortly after the fi-
nancial meltdown in September
2008, Ms. Wang began cutting costs
for her bridal and ready-to-wear
collections. “I started working in
fabrics that were $8 to $10 a yard
versus $30 to $90 and that’s not
even the whole story,” she said.

“Now we’re creeping back a little
bit but we’ve learned to work in

kind of a new way. I just structured
what I did down 10% to 12%” in
price, she said.

Ms. Wang and Mario Grauso,
who joined the company as presi-
dent a year ago, plan to relaunch

Lavender, a contemporary line for
adults that is more affordable than
Ms. Wang’s ready-to-wear collection
for department stores that the com-
pany shuttered within the last year.
“It was trying to be too many

things,” Mr. Grauso said.

Since Mr. Grauso joined, the
company has outlined a five-year
plan to expand in Asia and Europe
and create more affordable prod-
ucts. It currently has no stores out-
side the U.S. and declined to discuss
its international rollout.

The company isn’t abandoning
the high-end audience. This spring,
it opened up its third U.S. store, in
Los Angeles, the first of which car-
ries both Ms. Wang’s bridal and
ready-to-wear lines. Mr. Grauso says
this new store will be the prototype
for future outlets. They also are
aiming to court celebrity brides
more aggressively.

“We have a room that just does
celebrities now which I had aban-
doned entirely,” Ms. Wang said. “It’s
extremely costly, in more ways than
one and I'm not just talking about
the seamstresses. I'm talking about
the servicing and the attention and
the time and effort. Believe me,
they’re not coming to me for me
just to phone something in.”

NEW YORK FASHION WEEK: See
photos and coverage of Alexander
Wang’s and Diane von Fursten-
berg’s collections, and return for
this week’s reporting on Donna
Karan, Mark Jacobs and others at
blogs.wsj.com/runway.
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U.K. unions target Lib Dems

LONDON—British trade unions
are fighting the coalition govern-
ment’s plan for major spending cuts
by pressing the junior partner, the
Liberal Democrat Party, to rebel
against the Conservative-led gov-
ernment’s austerity drive.

Unions are urging their members
to lobby Liberal Democrat lawmak-
ers through letters and at constitu-
ency meetings; they plan protests at
the party’s conference in Manches-
ter, which begins next weekend; and
they are urging local Liberal Demo-
crat politicians to pressure parlia-
mentarians to resist the govern-
ment’s drive to slash spending.

“We will use every tool at our
disposal, including exploiting the
cracks in the coalition that will
widen into gaping holes as we head
into the autumn,” said Bob Crow,
general secretary of the National
Union of Rail, Maritime and Trans-
port Workers.

So far the tactics aren’t working.
But the unions’ drive underscores
the dangers facing a coalition as the
government prepares to reveal
where the ax will fall in a spending
review this autumn. It also reflects
increasing activity by unions across
Europe, as they battle the budget
cuts and political reforms aimed at
reducing large fiscal deficits.

“We know what is going on, and
we are getting on with our jobs,”
said Ian Swales, a Liberal Democrat
member of Parliament for Redcar, in
northeast England.

The Liberal Democrats are seen
as an ideal pressure point for the
unions. Some members of the left-
leaning party disliked joining the
Conservative Party in government
after May’s close election, and many
believe that the Tories’ aggressive
budget cuts stem more from a
small-government ideology than
concern about fiscal problems.

A recent poll showed that four in
10 people who voted for the Liberal
Democrats in the election now re-
gret it. On Friday, three Liberal
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Bob Crow, center, general secretary of Britain’s rail, maritime and transport unio

n, addresses the media in April.

Democrat lawmakers went public
with opposition to an announcement
by Tory Treasury Chief George Os-
borne Thursday that the govern-
ment would seek to cut a further £4
billion ($6.14 billion) off the welfare
budget this year on top of a previ-
ously announced £11 billion in cuts.
Critics note that Liberal Demo-
crats campaigned saying budget
cuts needed to be delayed to protect
the nascent recovery. The Conserva-
tive’s policy was for immediate cuts,
and that is what is now happening.
“The Lib Dems...many of them
are the most uneasy [coalition part-
ners]. So they would be particularly
fertile ground perhaps for making
the case that there needs to be an
alternative,” said Brendan Barber,
general secretary of the Trades
Union Congress, as the unions’ an-
nual conference began Sunday.
Unions plan to stage a mass pro-

test at the Liberal Democrats’ an-
nual conference. In addition, Unite,
Britain’s largest union, plans a
meeting near the conference to fo-
cus on the government’s move to
scrap the agricultural wages board,
which fixes minimum pay for agri-
cultural workers. Unite sees poten-
tial for leverage with the Liberal
Democrats as the party’s southwest
England stronghold is relatively ag-
ricultural. While the Conservatives
had committed to scrap the board in
their election manifesto, the Liberal
Democrats hadn’t.

On a more local level, unions are
putting pressure on Liberal Demo-
crat municipal lawmakers to pres-
sure their members of Parliament.
“We are saying to the local council-
ors: At the next council elections,
because you are part of the same
party, we are going to come for
you,” said Kevin McHugh, an official

in northeast England for the Public
and Commercial Services Union.

In recent weeks, unions cam-
paigned against a bill before Parlia-
ment that will limit severance pay-
outs for civil servants, and many
predicted a Liberal Democrat rebel-
lion. On Wednesday all but eight of
the Liberal Democrat’s 57 lawmak-
ers voted it through.

Liberal Democrats argue that the
campaign is politically motivated,
given that unions are the opposition
Labour Party’s biggest donors. De-
spite antipathy to the Tories, many
party members—who are enjoying
their first taste of government since
the 1920s—blame the 13-year La-
bour government for many of to-
day’s troubles. “What the unions
like to forget is that the Labour
Party were also planning major cuts,
but simply didn’t specify what they
were,” lawmaker Mr. Swales said.

Turkey votes to pass constitutional changes

Continued from first page
parliament, where the AKP enjoys a
majority, and President Abdullah
Gul, who hails from the AKP, would
play important roles in the appoint-
ments.

Both bodies are currently con-
trolled by a small group of self-pro-
claimed secularists. In 2007, the
Constitutional Court struck down
legislation passed by parliament
that would have lifted a ban on
wearing headscarves at Turkey’s
universities. Mr. Erdogan’s daughter
Sumeyye is among the thousands of
daughters of wealthier conservative
families who have studied abroad
rather than take off their head-
scarves. In 2008. the court came
within one vote of banning the AKP
as a threat to Turkey’s secularist
foundations.

“We need judicial reform, but if
implemented with ill will these
amendments could really damage
the separation of powers in Turkey,
and the separation of powers is key
to any democracy,” said Sedat Ergin,
a senior columnist with the daily
Hurriyet newspaper, who opposed
the changes. He noted also that the
vote had confirmed the faultlines in
Turkish society, with the more secu-
lar coastal regions voting “No,” and

conservative central Anatolia voting
“Yes.” Ethnic Kurds, meanwhile,
mostly boycotted the vote. Turnout
nationwide was 78%, TRT1 reported.

Economists and businessmen said
investors were likely to welcome
such a clear “Yes” vote, as they look
for indications that Mr. Erdogan’s
ruling Justice and Development
Party, or AKP, will be able to win a
third term of stable single party
government in elections due next
summetr.

“Many were suspicious about the
government’s intentions, but the
markets like stability and this result
will contribute to that....I hope it
will make us richer,” said Sinan Ero-
glu, a 37-year old advertising execu-
tive in Istanbul, as he watched Tur-
key take on the U.S. in the
basketball world championship fi-
nal, which the U.S. won 83-64.

The strong “Yes” vote could
prove a blow to Kemal Kilicdaroglu,
the new leader of the main opposi-
tion Republicanm People’s party as
he tries to present himself as a
strong candidate in coming elec-
tions.

On the campaign stump, Mr.
Kilicdaroglu had warned Mr. Erdo-
gan might build a “civilian dictator-
ship” in Turkey.

On Sunday, Mr. Kilidaroglu was
unable to vote, after apparently mis-
understanding registration rules.

The European Union has backed
the amendment package, although it
also criticized what it said was a
lack of consultation and consensus
building as the government pushed
them through.

On Sunday, Mr. Erdogan in his
speech said Sunday’s amendments
could lay the foundations for draft-
ing a whole new constitution, for
which he pledged to seek consensus
across Turkey’s bitterly divided so-
ciety.

Most analysts predicted a gov-
ernment victory, although some
economists warned the market has
underestimated the impact of the
vote.

A narrow margin of victory or a
defeat was seen as unnerving the
government ahead of elections and
raising the prospect of a public-
spending spree to secure votes.

Morgan Stanley economists last
week advised clients to hedge their
positions, noting that many inves-
tors, especially nonresident ones,
have been “assuming a comfortable
margin of support.”

Doubts about the government’s
commitment to fiscal discipline had

escalated following last month’s de-
cision to suspend plans for legisla-
tion limiting the budget deficit.

Mr. Erdogan’s government in re-
cent years won plaudits for its eco-
nomic policy and prudent fiscal
management.

Turkey’s per-capita gross domes-
tic product has roughly tripled since
the AKP came to power in 2002,
while the economy is tipped to grow
6% this year.

But economists note the AKP
loosened purse strings during elec-
tion campaigns in 2007 and 2009.

Ratings agencies were warning
Turkey’s government a more expan-
sive fiscal policy would lead to big-
ger budget and current-account def-
icits.

Senior government ministers had
warned rejection of the referendum
reforms would deal a blow to the
Turkish economy.

Deputy Prime Minister and Econ-
omy Minister Ali Babacan told a del-
egation of young business leaders
last week that Turkey would suffer
“traumatic consequences” if inves-
tors doubted the country’s economic
stability.

Opponents of the amendments
accused Mr. Babacan of scare-mon-
gering.

Regulators
reach pact
on new rules

for banks

Continued from first page

bailouts in 2008 and 2009. Officials
want regulators to have large stock-
piles of capital so that they will be
able to continue lending even if the
economy worsens.

If banks fall below the buffer,
regulators could force them to hold
onto more of their earnings to aug-
ment their capital, which means the
companies will have less money on
hand to pay dividends. Some ana-
lysts believe the new standards
could essentially force banks to
shrink their loan portfolios or shed
other assets in order to improve
their capital positions.

Because of the long phase-in
schedule, the new rules aren’t ex-
pected to force major U.S. banks to
immediately raise capital, as they
already meet the initial common-eg-
uity standards. Banks in other coun-
tries could nonetheless move ag-
gressively to raise new funds,
particularly as concerns persist
about the condition of some Euro-
pean banks.

Regulators say the rules are
necessary to ensure the
global banking system
doesn’t face another crisis

The Basel panel said it believes
“large banks will need, in the aggre-
gate, a significant amount of addi-
tional capital to meet these new re-
quirements.”

The deal was brokered through
discussions by the Basel Committee
on Banking Supervision, a consor-
tium of regulators that meets in
Switzerland. Top officials from
around the world, including Federal
Reserve Chairman Ben Bernanke,
were at the meeting Sunday to sign
off on the final compromise. The
group of regulators is expected to
present their framework to world
leaders at a meeting of the Group of
20 nations in South Korea in No-
vember.

Twenty-seven countries were in-
volved in the talks, and they
couldn’t reach agreement on every
issue. For example, officials agreed
new requirements were needed to
force banks to have access to ample
liquidity, the funding banks use to
finance daily operations. The finan-
cial crisis exposed deep holes in the
liquidity plans at major global
banks.

Officials were concerned that im-
posing these new standards could
have a negative impact on financial
markets including those for com-
mercial loans. They said they
planned to begin phasing in new li-
quidity rules by 2015 but they
vowed to spend several years study-
ing the issue and could make
changes.

Officials also didn’t reach an
agreement on how much more capi-
tal banks considered to be “systemi-
cally important” to the global econ-
omy should be forced to hold.
Regulators could revisit this issue at
some point, but any rules could be
hard to implement if different coun-
tries continuing harboring different
views on the matter.



Monday, September 13, 2010 THE WALL STREET JOURNAL.

~ The Samsung GALAXY S with the
world's largest SUPER AMOLED screen.

Samsung GALAXY§

LPER " Experience Android™ and cinema quality entertainment like never
ﬁ,ﬁ_}i_ED before on the world's largest 4.0" SUPER AMOLED screen.

-

=
=
=3
o
Py
2
=
=}
D
&
[}
=
=
2
g
S
>
o
>
©
=1
&
=
=
E
@
2
=
@
o
=3
S
£
=
5
&
5
P

o
£
@
=3
g
k=1
S
=
2
=
]
5
2
s
£
o
~
=
5
=
)
=
=
5]
S
2
<<
=]
2
~
=
8
5
2
<<

galaxys.samsungmobile.com




6

THE WALL STREET JOURNAL.

Monday, September 13, 2010

The tale of Chimay’s blues

By MICHAEL ROTHFELD

He isn’t the king of Ponzi
schemes, but Guy Albert de Chimay,
accused of swindling investors, had
a prince on his corporate payroll.

A charismatic, silver-haired fig-
ure who traveled frequently across
the world, Mr. Chimay, 47 years old,
allegedly established trust with in-
vestors by claiming that he man-
aged $200 million for royal relatives
in Belgium, prosecutors say. The rel-
atives are real; prosecutors say the
portfolio wasn’t. Now, Mr. Chimay is
sitting in a New York jail awaiting
trial on criminal charges of grand
larceny, fraud and forgery. Mr. Chi-
may has pleaded not guilty.

Through his family name, popu-
larized by connections to the fa-
mous Chimay Belgian beer, he fos-
tered a convincing illusion of his
financial prowess, prosecutors say.
His reputation helped earn him a
spot on a reality television series,
“Wall Street Warriors,” in which he
was portrayed as a successful
money manager.

Mr. Chimay’s alleged financial
damage of $7 million doesn’t rival
the estimated $20 billion fraud com-
mitted by Bernard Madoff. But no
frauds do. At least 10 of 28 alleged
Ponzi cases this year were for
amounts of $20 million or less, ac-
cording to Securities and Exchange
Commission records.

Mr. Chimay had an agreement to
pay Prince Philippe de Riquet Cara-
man-Chimay, his father’s cousin, to
solicit wealthy European investors,
according to interviews and docu-
ments reviewed by The Wall Street
Journal.

“I would like nothing more than
to be able to include you in our little
circle,” Mr. Chimay wrote in an
email to the prince in November
2007. “We have considerable trac-
tion with the investing community
in Europe at the moment, as we are
having a stellar year.”

The prince hasn’t been charged
with any criminal wrongdoing.
There is no indication that he knew
Mr. Chimay was claiming to manage
a royal fortune, or that he had such
a fortune.

“Thank you for the marketing
documents that look very impres-
sive,” the French-speaking prince
wrote as he considered the job offer
from his American cousin. “I must
now think all about the best way to
be in your team and how my contri-
bution could look credible to your
clients knowing that I do not have a
particular financial profile.”

Ultimately, the prince didn’t suc-
ceed at raising money, according to
his own emails. But a friend of his,
a Frenchwoman named Elizabeth de
Beaumont, secured $4 million from
investor Olivier Rolin, whose money
was supposed to be put into a pro-
gram of short-term real-estate loans

Steven Hirsch

Suspected Ponzi-scheme figure Guy de Chimay, above, is arraigned in June.
Below is Prince Philippe de Riquet Caraman-Chimay, shown in 2005. The prince,
who hasn’t been charged with wrongdoing, was paid to solicit investors.
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that Mr. Chimay said would pay 12%,
according to a lawsuit Ms. Beau-
mont and Mr. Rolin filed in federal
court in Manhattan to recover their
investment. Ms. Beaumont, who was
to earn a commission, put $220,000
in herself.

Though they aren’t named as
victims in the criminal case, the de-
tails of their alleged losses are in-
cluded in it and a separate SEC civil
action for fraud against Mr. Chimay,
who hasn’t yet responded to the
SEC’s allegations.

An attorney for Mr. Rolin and
Ms. Beaumont declined to comment.
Mr. Rolin couldn’t be reached. Ms.
Beaumont confirmed that she was
introduced to Mr. Chimay by Prince
Philippe but declined to elaborate.

Mr. Chimay is accused of divert-
ing investors’ money to pay his own
expenses, according to prosecutors
in the Manhattan district attorney’s
office. He parceled it out pay his di-

oW A

vorce lawyer, travel bills, credit
cards and more, authorities say.

Mr. Chimay’s lawyer, Gordon Me-
hler, declined to comment. Relatives
said they don’t believe the accusa-
tions. “My son is not a crook,” his
mother, Nadia de Chimay, said.

Prince Philippe has distanced
himself from his cousin in public,
noting to reporters that Mr. Chimay
was “not acting in our name.”
Prince Philippe referred requests to
his attorney, who said the prince
had filed a complaint against Mr.
Chimay with Belgian prosecutors,
but he declined to disclose the de-
tails.

Mr. Chimay was raised without
wealth in the New York borough of
Queens, attending public schools.
Mr. Chimay always had an affinity
for business, his mother and sister
said. But his early entrepreneurial
efforts—a nightclub, music promo-
tion, a construction product made of
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Styrofoam—didn’t pan out. In 1994,
he filed for bankruptcy.

He soon turned to investing, ad-
vertising himself as a member of
the royal family, according to a
breach-of-contract lawsuit filed ear-
lier this year in federal court in
Manhattan against him by James
Woodyatt, a businessman and al-
leged victim who said he never got
back his $670,000 investment.

Pitching himself as a royal
money manager helped him win a
role in 2006 on “Wall Street War-
riors.”

In it, Mr. Chimay was shown ana-
lyzing potential investments and re-
flecting on the fleeting nature of
success. “It’s really important to be
humble, because the market will
humble you in an instant,” he said.

Growing up in the U.S., Mr. Chi-
may didn’t know his royal relatives.
His father was the stepson of Jo-
seph de Chimay, who introduced
Guy to his nephew, Philippe, accord-
ing to Guy’s mother.

The two men socialized in the
U.S. and abroad, family members
said. Mr. Chimay attended Philippe’s
son’s wedding. After going to work
for Mr. Chimay in late 2007, the
prince held meetings with contacts
in places like Abu Dhabi and Geneva,
his emails show. But by 2008, inves-
tors were still unwilling to commit
money, the prince said in an email.
And his monthly advance, initially
$6,000, had stopped coming, he
wrote.

“Is this a reason why you are
perhaps not pleased with my work
and that I do not have the expected
fees since a few months” the prince
asked. It isn’t clear whether the
payments resumed, but the prince
continued to work.

Mr. Chimay began having trouble
in 2008 supporting an expensive
lifestyle that included a home in the
Hamptons, a luxury car, and world-
wide jet-setting. He also was going
through a costly divorce.

His problems mounted as he en-
tered into business ventures but
failed to meet his obligations, prose-
cutors, regulators and alleged vic-
tims say. Those obligations included
Mr. Chimay’s agreement in 2009 to
invest $10 million in stock in xG
Technology, a little-known Florida
company marketing Internet phone
services.

Around the same time, he ob-
tained a $670,000 investment in his
real-estate loan program from one
of the company’s executives, Mr.
Woodyatt, according to the lawsuit
Mr. Woodyatt filed against Mr. Chi-
may, who never responded to the
suit. Mr. Woodyatt obtained a judg-
ment against Mr. Chimay’s company.

An xG executive, Roger Branton,
said the company believed Mr. Chi-
may represented royalty. “He had all
the right answers,” Mr. Branton
said.

Iceland panel splits over former leaders

Associated Press

REYKJAVIK—Iceland’s  parlia-
ment will have to decide whether to
charge former leaders for failing to
prevent the country’s financial melt-
down, after a committee of lawmak-
ers split Saturday over whether they
should be indicted.

The deadlock means it will be
harder for parliament to try former
Prime Minister Geir Haarde and
three other top officials for their

role in the 2008 economic crash.
Iceland was one of the first victims
of the world-wide downturn sparked
by the collapse of the U.S. subprime
mortgage market.

Having grown frenetically in the
previous years, Iceland’s debt-fueled
financial system imploded under the
weight of its obligations. Its cur-
rency has crumbled as inflation and
joblessness soared.

A Parliament-commissioned re-
port this year put much of the

blame for the catastrophe on Mr.
Haarde and his colleagues. But the
decision on whether to charge them
under the law on ministerial respon-
sibility has been left to Parliament.
The ministers would be tried by a
special constitutional court, and
punishments could include fines or
up to two years in prison.

A cross-party committee was set
up with the aim of recommending
whether to level charges against Mr.
Haarde, along with former Com-

merce Minister Bjorgvin Sigurdsson,
former Finance Minister Arni Math-
iesen, and former Foreign Minister
Ingibjorg Gisladottir. But the com-
mittee split three ways along party
lines on Saturday.

A parliamentary vote on the
charges is expected within days, but
Baldur Thorhallsson, a professor of
political science at the University of
Iceland, said: “If they are charged,
we are going to see a long debate
ahead.”

Papandreou
stands by

Greece plan
for austerity

By NICK SKREKAS

THESSALONICA, Greece—Greek
Prime Minister George Papandreou
promised to ease the tax burden on
businesses to spur investment, but
he continued to rule out the possi-
bility of a debt restructuring and he
pledged to stick to a savings plan to
shore up public finances.

Mr. Papandreou’s closely scruti-
nized address at the Thessalonica
international trade fair Saturday
was accompanied by more public
protests against unpopular austerity
programs and a worsening reces-
sion.

This northern Greek city had
been locked down since Wednesday
with about 1,000 extra police offic-
ers called in to control mostly
peaceful protests.

Mr. Papandreou resisted calls to
provide more help for the socially
vulnerable as the government cuts
back on spending to meet stiff con-
ditions set by the International
Monetary Fund and the European
Union for helping Greece avoid in-
solvency last May.

The IMF on Friday said it would
disburse another €2.57 billion
($3.27 billion) to Greece, praising
the country’s “strong start” on an
economic austerity program. The
payout is the second under the €110
billion rescue package designed ear-
lier in the year to help Greece ward
off insolvency. Disbursements now
total about €8.28 billion.

Mr. Papandreou held out hope
that the government might as early
as this winter distribute a “social
dividend” for low-income pension-
ers, but that this depended on the
government’s meeting its public-
revenue targets. In one concession,
Mr. Papandreou emphasized the
government’s focus on growth and
investment, saying that as of 2011
the tax on reinvested corporate
profits will be lowered to 20% from
the current 24%.

The prime minister also prom-
ised to create a “fast-track invest-
ment framework law” to attract, ex-
pedite and create a certain and
transparent environment for large
investments.

Mr. Papandreou defended the
IMF and the EU, which have been
the target of much of the protest
because of strict criteria for contin-
ued payouts. “It’s not the IMF and
EU that are at fault” for the bitter
medicine Greece has to swallow, but
rather “the debts amassed over
many decades, and the ineffective
state and the political social culture
that developed,” Mr. Papandreou
said.

“All together we will fundamen-
tally reshape the country and exit
from the crisis that brought us to
the brink of catastrophe,” he said.

The prime minister also prom-
ised to strengthen its pursuit of tax
dodgers and corrupt officials. “Cor-
ruption and a lack of transparency
cost Greece the equivalent of 8% of
our [gross domestic product], or a
shortfall of €20 billion to the state
purse,” he said.

So far, the government’s efforts
have satisfied the IMF but not fi-
nancial markets. Investors still de-
mand sky-high interest rates for
Greek government debt.
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Tensions still high over mosque plan

By RUSSELL ADAMS

The Florida pastor who inflamed
the debate over construction of an
Islamic center near Ground Zero in
Manhattan faded from public view,
but anger simmered during a week-
end marked by a memorial for 9/11
victims and dueling protests near
the site of the proposed project.

Protesters from both sides of the
divide filled the area around the Is-
lamic center’s site on Saturday amid
services commemorating the ninth
anniversary of the 2001 attacks.
Pastor Terry Jones’s campaign and
the protests have served to draw a
spotlight to the growing debate
about religious tolerance in the U.S.

President Barack Obama on Sat-
urday alluded to the tensions.
Speaking at the Pentagon, he said
Americans “are not—and never will
be—at war with Islam. It was not a
religion that attacked us that Sep-
tember day. It was al Qaeda, a sorry
band of men which perverts reli-
gion.”

In an interview with ABC’s “This
Week,” Imam Feisal Abdul Rauf de-
fended his plans to put the Islamic
center near the spot of the 2001 at-
tacks: “My major concern with mov-
ing it is that the headline in the
Muslim world will be, ‘Islam is un-
der attack in America.” This will
strengthen the radicals in the Mus-
lim world, help their recruitment.
This will put our people, our sol-
diers, our troops, our embassies, our
citizens, under attack in the Muslim
world.”

On NBC’s “Meet the Press,” for-
mer New York Mayor Rudy Giuliani
chastised the pastor for threatening
to burn the Quran and the imam for
locating his Islamic center near
Ground Zero. “In either case, com-
mon sense and a real dedication to
healing that these men of God
would theoretically have would tell
you not to do it because you’re hurt-
ing too many people,” he said.

After whipping up a frenzy of
publicity over plans to burn copies
of the Quran, Mr. Jones was greeted
at New York’s La Guardia airport Fri-
day night by a throng of news trucks
and cameras. But by Sunday he had
failed in his mission to meet the
imam in a bid to move the project
away from its site near Ground Zero.

Along a stretch of Broadway
near City Hall, about 2,000 people,
according to the New York Police
Department, rallied in support of
the mosque on Saturday, many of
them representing the International
Action Center, an activist group.
They carried signs saying “No to
Racism and Bigotry—from NYC to
Palestine” and “Racism and Bigotry
Promote War.”

The protests were mostly peace-
ful, but tempers flared at times. Po-
lice officers intervened between a
small group of supporters of the Is-
lamic project and a Vietnam veteran
who called it a “lousy idea.” One of
the supporters, who carried a sign
saying “The Attack on Islam is Rac-
ism,” read from the Quran while the
Vietnam veteran, 61-year-old Ed
Dougherty, recited the U.S. Constitu-
tion.

The proceedings climaxed mid-
afternoon when an overwhelmingly
anti-mosque crowd jammed two
blocks along West Broadway for a
rally hosted by the organization
Stop Islamization of America. The
crowd repeatedly broke into chants
of “U-S-A!” and “No more mosque!”
which at times Dutch politician
Geert Wilders and other speakers
led. About 1,500 people attended

the anti-mosque rally, police said.

The controversy over the Islamic
center turn an unusual turn Thurs-
day when Mr. Jones abandoned
plans to burn copies of the Quran on
Sept. 11 after a direct appeal from
U.S. Defense Secretary Robert Gates.
Mr. Jones said he dropped his plans
after reaching an agreement to
move the Islamic center away from
its planned location. However, rep-
resentatives of the center denied
there was any such agreement.

Mr. Jones’s campaign has drawn
condemnation from around the
world. In Afghanistan, two protest-

ers died and four were injured as
Afghans protested for a third day
Sunday against Mr. Jones’s Quran-
burning plans, even though he has
called the event off, the AP re-
ported.

Appearing on the “Today Show”
on Saturday, Mr. Jones said he could
“absolutely guarantee” that he
wouldn’t carry out his original plans
to burn copies of the Quran, even if
the Islamic center gets built on its
proposed site. “We hoped that
would open up a door to be able to
talk to the imam about the Ground
Zero mosque,” he said.

Getty Images

Tempers flared Saturday over a proposed Islamic center near Ground Zero.
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Oilmen had chance to stop explosion

By BEN CASSELMAN

Workers aboard th e Deepwater
Horizon drilling rig briefly regained
control of BP PLC’s ruptured oil well
on the night of April 20 and may
have come far closer than previ-
ously believed to averting the disas-
trous explosion.

The finding, somewhat buried in
an internal investigation report is-
sued by BP last week, puts a new,
tragic twist on the disaster, which
killed 11 workers and set off the
worst offshore oil spill in U.S. his-
tory.

Contrary to what most oil indus-
try experts thought based on testi-
mony in government hearings, not
only did the crew manage to acti-
vate the blowout preventer—the
huge set of valves designed to shut
off the flow of gas in an emer-
gency—but the preventer worked.
Unfortunately, workers only trig-
gered it after gas had blown past its
valves.

Then, as the gas in the pipe
raced upward toward them, workers
decided to divert the flow through a
system aboard the rig, rather than
over the side, giving the gas a
chance to envelop the rig and ignite.

If workers had either realized
the problem with the incoming gas
moments sooner or steered the flow
of gas differently, it might never
have reached the rig floor, the re-
port finds.

They “were just so close to this
being the topic of a training video,”
instead of a disaster, said Dan Pick-
ering, co-president of Tudor Picker-
ing Holt & Co., an energy-focused
investment bank in Houston.

BP’s investigation, led by a com-
pany executive and released publicly
on Wednesday, isn’t the final word
on the disaster. Other companies
and government bodies are conduct-
ing their own studies, which could
reach different conclusions. BP
based its conclusions on data from
the rig and the testimony of surviv-
ing crew members, but had to make
some assumptions because the
workers most directly involved in
the final minutes were killed.

Mr. Pickering and other experts
said BP’s version of events was con-
venient for the company because it
focused attention on the actions of
workers from rig-owner Trans-
ocean Ltd., rather than controver-

The deadly blast

A BP report says that the Deepwater Horizon
crew chose to send the flowing gas into a
mechanism on the rig instead of diverting it
overboard. The gas quickly overwhelmed the rig
and ignited. Eleven crew members on duty were

killed in the explosion.

Helipad

Bridge

Rig floor
Four men were killed
here as they tried to
stop the release of gas.

Pit room

Six men were killed in the
mud pit, where drill materials
were handled, and a nearby
shaker room.

sial decisions made by BP managers.
“The entire report throws the drill
crew under the bus,” said Scott
Bickford, an attorney representing
the family of one of the workers
killed in the accident.

BP has said the report wasn’t in-
tended to cast blame. On Friday, the
company said the failure to identify
the problem earlier and the decision
not to send the flow overboard were
two of eight key factors that its in-
vestigation found led to the disaster.

But while the various parties ar-
gue about blame and liability, no
one involved has yet challenged the
BP report’s description of the final
few minutes in which disaster was
almost, but not quite, avoided.

At 9:41 p.m., the report says,
heavy drilling mud shot out the top
of the well, apparently the first time
the crew realized they were in seri-
ous trouble. Workers quickly trig-
gered a part of the blowout preven-

ter that seals off the well with a
rubber valve. The valve closed, but
didn’t fully seal, allowing some gas
to squeeze through, the report says.

By then, even if the valve had
sealed, gas had already risen past
the blowout preventer and was rac-
ing up the mile-long pipe from the
well on the sea floor to the rig float-
ing at the surface, the report said.

At 9:47 p.m., the blowout pre-
venter did finally stop the flow of
gas, either because workers clamped
down tighter on the rubber seal or
because they deployed a different,
tougher valve, the report says. But
at the same moment, alarms on the
rig began to blare, indicating that
gas had reached the surface.

Still, with the well at least tem-
porarily sealed, workers had a finite
amount of gas to control. If they
could get rid of the gas without it
catching fire, the flow would stop
and there would be time to find a

Derrick

Gantry crane

more permanent solution.

“After I saw the mud shooting
up, then it just quit,” said an un-
named eyewitness quoted in the BP
report. “I took a deep breath, think-
ing that, ‘Oh, they got it under con-
trol’.”

Workers had made another fate-
ful decision in the first moments of
the blowout: They had directed the
gas and drilling fluid coming out of
the well through a system on board
the rig rather than straight over-
board. Normally, that would have
been the right decision. Dumping
oil-based fluid overboard is a viola-
tion of federal law and could have
drawn a substantial fine. The system
on the rig was designed to capture
the fluid and get rid of the gas.

But in this case, the sheer vol-
ume of gas overwhelmed the sys-
tem. Transocean said in a statement
that sending the flow through the
on-board system was “the appropri-

Starboard crane

One man was killed as
the explosion blew him
from a catwalk.

Engine room

Gas likely was vented
into the engine room
and caught fire.

Lifeboats

ate course of action for crew to take
based on the information they had
at the time.” The company said it
wasn’t clear whether workers di-
verted the gas overboard once they
realized the extent of the problem.

Within minutes, gas had sur-
rounded the rig and was being
sucked into the engines. Some-
where, likely in the engine room, the
gas hit a spark and ignited. At 9:49
p.m., just two minutes after the
blowout preventer sealed the well,
an explosion rocked the Deepwater
Horizon, knocking out power.

The crew now had no way to
trigger the blind-shear rams, the fi-
nal safeguard on the blowout pre-
venter meant to cut off the pipe and
seal the well permanently. And with
the rig now adrift and on fire, the
report says, the temporary valve
that workers had closed worked
loose, starting the flow of millions
of barrels of oil into the Gulf.
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Geithner urges action

By DEBORAH SOLOMON

WASHINGTON—Treasury Secre-
tary Timothy Geithner said Wash-
ington is at risk of undercutting an
already sluggish economic recovery
if it fails to provide quick, additional
support to business and individuals.

In an interview, Mr. Geithner
said the biggest challenge facing the
economy right now was Washington
paralysis. He urged Congress to take
up the White House’s proposals to
give tax incentives to business and
fund new infrastructure projects.

“If the government does nothing
going forward, then the impact of
policy in Washington will shift from
supporting economic growth to
hurting economic growth,” Mr.
Geithner said, citing the example of
countries who “shift too quickly to
premature restraint” after a crisis,
including the U.S. in the 1930s.

Mr. Geithner’s comments are
part of a White House campaign to

convince a nervous public that the
administration understands what
ails the economy, and to push law-
makers to act on its prescriptions,
including extending tax cuts for the
middle-class. Coming ahead of the
November midterms, his comments
also echo the Democrats’ emerging
election pitch: that they are better
stewards of the economy than Re-
publicans.

Congress returns this week for
its final session ahead of the No-
vember midterm elections to con-
front a series of contentious issues,
including the expiration of the Bush
tax cuts and a $30 billion package to
aid small business.

On Sunday, a top Republican law-
maker signaled there might be room
to compromise on extending Bush
tax cuts for high-income earners. “I
want to do something for all Ameri-
cans who pay taxes,” House Minor-
ity Leader John Boehner of Ohio
said on CBS’s “Face the Nation.”
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Banks steer home prices

By Nick TIMIRAOS

The speed at which U.S. house
prices fall over the next few months
could depend less on mortgage
rates and Americans’ appetite for
home buying than on how banks
decide to manage the huge number
of foreclosed homes they own or
may take from delinquent
borrowers in the near future.

Unlike home owners, banks
often are much quicker to slash
prices to unload properties quickly.

The upshot is that, the more
homes being sold by lenders, the
faster prices tend to fall. That
pattern was clear over the past
two years: Price declines that
began four years ago accelerated
rapidly in 2008 as banks dumped
foreclosed properties at fire-sale
prices. By January 2009, the share
of distressed sales had soared to
45% of all sales nationally, and was
even higher in hard-hit markets
such as Phoenix, according to
analysts at Barclays Capital.

Even though mortgage defaults
kept mounting, housing markets
began to stabilize early last year
as low prices and government
interventions broke the downward
spiral. Policy makers spurred
demand for homes by holding
down mortgage rates, offering tax
credits for buyers, and extending
low-down-payment loans through

the Federal Housing
Administration.

The government also attacked
the supply problem. Regulators
relaxed mark-to-market
accounting rules, giving banks
more flexibility in valuing certain
real-estate assets and removing
some of the impetus for banks to
quickly foreclose. Meanwhile, the
Obama administration put in place
an ambitious program to modify
mortgages.

The Home Affordable
Modification Program, or HAMP
has fallen far short of its goals. So
far, fewer than 500,000 loans have
been modified, below the target of
three million to four million. Yet
the program served as a “closet
moratorium” on foreclosures that
stanched the flow of bank-owned
inventory, said Ronald Temple,
portfolio manager at Lazard Asset
Management.

The result: The distressed share
of home sales fell to 25% last
November, and home prices
stabilized considerably. After
rising in the winter, the distressed
share fell to 22% in June, before
bouncing to 30% in July.

The problem is that these
measures worked temporarily and
they are wearing off. Demand
plunged this summer after tax
credits expired, and unsold homes
are piling up. More foreclosures
could move onto the market as
borrowers fall out of the loan-
modification program.

“We see the perfect storm
brewing with rising supply and
falling demand,” says Ivy Zelman,
chief executive of research firm
Zelman & Associates and one of
the first to warn of trouble five
years ago. She estimates that
distressed sales could account for
half of the market by year-end if
traditional sales don’t rebound.

This time, there are some
tailwinds: Housing starts are at all-
time lows. Banks have hired more
staff to manage problem loans and
government entities such as
Fannie Mae and Freddie Mac that
own a growing share of
foreclosures are less likely to
deluge the market.

The next leg down in prices
“isn’t going to be the foreclosure-
induced freefall where you just had
inventory coming out the wazoo,
and it was going to be sold one
way or the other,” says Glenn
Kelman, chief executive of Redfin
Corp., a real-estate brokerage.

Prices also have come down so
much already they have less
distance to fall. During the housing
boom, prices inflated much faster
than incomes rose, thanks to
speculation and lax lending. The
ratio of home prices to annual
incomes reached 1.6 at the end of
June, which is below the ratio of
1.88 from 1989 to 2003, according
to Moody’s Analytics.

By those metrics, prices are
actually undervalued in markets
that have already seen huge

Mixed view of Fed’s plans

By PHiL IZz0

Three in five economists sur-
veyed by The Wall Street Journal
expect the U.S. Federal Reserve to
resume large-scale purchases of se-
curities in the face of a deteriorat-
ing economic outlook—but, by a 3-
to-2 margin, most of them also think
that would be a mistake.

The survey showed economists
continuing to cut their growth fore-
casts for the rest of this year and
into 2011.

“The issues the economy is fac-
ing aren’t monetary policy issues,”
said Ram Bhagavatula of Combinat-
orics Capital. “Monetary policy can’t
bring asset prices back in the short
term. Animal spirits will revive
when they revive.”

The Journal surveyed 53 econo-
mists, not all of whom answered ev-
ery question, from Sept. 3-7. Most
don’t expect the Fed to raise rates
from the current 0% to 0.25% range
until some time after the second
half of 2011, while more than a quar-
ter of respondents don’t see higher
rates until 2012 at the earliest.

Of the 51 who answered the
question, 31 expect the Fed to pur-
chase additional long-term securi-
ties to stimulate growth. But only 19
of 51 said the central bank should do
S0.

The Federal Reserve ended a
program to acquire $1.15 trillion in
long-term Treasurys and mortgage-
backed securities earlier this year.
At its policy-setting meeting last
month, the central bank said it
would reinvest the proceeds of
those purchases back into govern-
ment securities.

Though the Fed promised to act
as needed to support the economy,
a vow echoed last month by Chair-

Feeling gloomy

U.S. quarterly GDP, change from previous quarter at annual rate
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man Ben Bernanke in a speech in
Jackson Hole, Wyo., policy makers
gave no hint that a new round of
purchases was imminent.

In an interview Friday, St. Louis
Fed President James Bullard, who
has a vote on the rate-setting Fed-
eral Open Market Committee, said
the Fed was more prepared to move
than it was in May or June. But he
added that in the absence of a shock
that would significantly alter fore-
casts, “I don’t think it’s necessary to
take additional action.”

In the survey, economists on av-
erage predicted the U.S. economy
would expand at a 1.9% annual rate
in the third quarter and 2.4% in the
fourth—down from expectations of
3% for both periods three months
ago. The Commerce Department re-
ported that the economy grew 1.6%
in the second quarter.

The economists on average put a

22% chance on another recession, or
double-dip, hitting the U.S. economy
in the next 12 months.

But amid such slow growth, the
unemployment rate is expected to
be 8.9% in December of next year,
down 0.7 percentage point from the
August rate.

Economists on average forecast
that the economy will add around
1.66 million jobs over the next 12
months, barely keeping pace with
the natural expansion of the labor
force.One silver lining: Most think
the problems in the job market are
cyclical, not structural.

ONLINE TODAY: See the full re-
sults of The Wall Street Journal
survey and an interactive graphic
at WSJ.com/Economists.

Stressed sales

Home price declines slowed last year as policy makers spurred demand and
held back the supply of foreclosures and other distressed sales. Prices could
come under pressure as the share of involuntary home sales rises.

Source: CoreLogic; Barclays Capital

declines, such as Las Vegas,
Phoenix, and Los Angeles. But
Moody’s data show that prices
remain “significantly overvalued”
elsewhere, including Boston, New
York, Seattle, Orange County,
Calif., and Charlotte, N.C. Markets
in both camps face supply
imbalances that will pressure
prices for years.

The fastest cure for housing
would be job creation because it
would boost demand for homes
while putting delinquent
borrowers back on solid footing.

But if that doesn’t materialize,
policy makers face a thorny
question: whether to intervene if
price declines accelerate beyond
the 5%-10% that most economists
expect. In recent weeks, the White

50% ..........................................................
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40 - share
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House has been surveying industry
analysts on how to manage the
inventory overhang.

Analysts at Barclays Capital
estimate that some four million
loans are in some stage of
foreclosure or are at least 90 days
past due, down slightly from a
January peak.

Ultimately, market
fundamentals will prevail “and any
attempt to get around that will
only be short-term,” says Susan
Wachter, a professor of real estate
at the University of Pennsylvania’s
Wharton School. But officials
should be prepared to intervene
anyway, she says, if psychology
spurs a downward spiral “where
price declines are feeding further
price declines.”
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By KRISHNA POKHAREL

Indians seek transparency a

NEW DELHI—Amit Jethava bom-
barded officials in India’s western
state of Gujarat for five years with
requests for information about the
Asiatic lions, spotted deer and wild
boar in a nature reserve near his vil-
lage and the mining activity nearby
that was a danger to the wildlife.

In May, Mr. Jethava petitioned
the High Court of Gujarat to order
the federal and state governments to
put a stop to the illegal mining. In
July, as he was leaving a meeting
with his lawyers in Ahmedabad, he
was shot to death. Four men have
been arrested in connection with his
death, which police say was in retal-
iation for his activism.

India’s Right to Information
Act—a groundbreaking piece of leg-
islation in a nation that struggles
with corruption and stifling bureau-
cracy—allows citizens to request in-
formation from any government en-
tity except the paramilitary and
intelligence departments. Since the
law’s passage in 2005, more than a
million requests have been filed for
information on teacher attendance
to money spent on village roads to
the age of electronic voting ma-
chines.

Those requests for what’s abbre-
viated as RTI haven’t sparked at-
tacks. But as the number has grown,
violence targeting those making the
requests has escalated, officials say,
and threaten to damp voter confi-
dence in a signature reform of Prime
Minister Manmohan Singh’s govern-
ment.

“The number of murders has
been mounting, and that’s a cause
for grave concern,” says Wajahat
Habibullah, India’s chief information
commissioner. “A remedy has to be
found.” Parliament is expected to
vote this year on a bill to protect
whistleblowers.

Eight individuals seeking infor-
mation under the law have been
killed this year, activists say. Author-

Atul loke/Panos for The Wall Street Journal

Amit Jethava’s children comfort their mother, Alpa, in August after their father was killed, allegedly in retaliation for his
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right-to-know activism. Violent incidents have increased against citizens employing India’s 2005 Right to Information Act.

ities don’t challenge the number,
and local police are still investigat-
ing the deaths; they haven’t made a
connection to RTI in most cases and
challenge the connection in one.

Activists and the families of
those killed say people have been
targeted for uncovering shady deals
and illegal activity by politicians,
bureaucrats, companies and orga-
nized-crime figures. Nonlethal at-
tacks, threats and harassment also
are increasing, activists say.

Many ordinary Indians have suc-
cessfully used information from RTI
requests to force improvements to
problems such as bad tap water and
irregularities in public distribution
systems, which allow poor families
to buy essential commodities at low
prices at special government-run

stores. Such vigilance has increased
the government’s responsiveness to
common concerns, say many officials
and citizens who have used the law.
“Fear diminishes when you seek
and find the truth,” says Shivaji
Raut, a science teacher who has filed
more than 180 information requests,
mainly involving government subsi-
dies to wind power companies. “But
you cannot find the truth when the
fear for your life ... is so strong.”
Mr. Raut says a state government
minister, a local businessman and a
local bureaucrat all warned him to
stop his requests. In October 2009,
someone threw stones at his house,
breaking a window. “Up to that date,
there was no fear in my mind,” he
says. But since then, he has stopped
going for his regular morning and

evening walks.

Dattatray Patil, a 47-year-old
sugarcane farmer in the Kolhapur
district, south of Mumbai, used the
law to get information about land
sold in his town. Mr. Patil discovered
that a land dealer had falsely
claimed ownership of a piece of
land, and filed a complaint. The
dealer was convicted of fraud and
served a short jail sentence last year.

One evening in May, Mr. Patil,
who had received calls demanding
that he stop meddling, was beaten to
death by eight men at his farm, ac-
cording to police. “He just wanted to
have a corruption-free country,” said
Kshamanand Patil, his elder brother.

Police arrested the land dealer
and eight other men and charged
them with murder. The dealer of-

mid fear

fered money and a new car to each
of the eight in exchange for killing
Mr. Patil, says Prakash Gaikwad, the
police officer investigating the
death.

A lawyer for the land dealer and
the eight men says his clients deny
the charge. He calls the case police
“imagination,” and notes police
don’t have eyewitnesses to the
crime.

Mr. Jethava, who brought the
case against illegal mining in Gu-
jarat, was a 34-year-old pharmacist
who left a government job seven
years ago to start the Gir Nature
Youth Club, a group promoting the
protection of wildlife in the Gir for-
est reserve.

Through a query, Mr. Jethava
found out there were more than 50
unauthorized limestone mines near
the preserve’s border. Mining isn’t
allowed near protected forests be-
cause it blocks animals’ movement
and they can fall into open mines.

In May, Mr. Jethava filed his peti-
tion with the court, using the infor-
mation he obtained to argue for a
stop to the mining.

“He was telling people the truth,”
says L.M. Kandoriya, a public infor-
mation officer at Gujarat’s forest de-
partment.

On July 20, Mr. Jethava was shot
dead.

Last Tuesday, police in Ahmeda-
bad arrested a mine owner’s nephew
while he was trying to board a
flight. Himanshu Shukla, the police
officer investigating the case, said
the nephew allegedly received the
help of a local police constable in
killing Mr. Jethava.

The constable and two other men
whom police allege helped to carry
out the killing are already in custody,
and police are searching for two
other men for their alleged involve-
ment. Mr. Shukla said the police also
are investigating the possible role of
others, including a member of Parlia-
ment, in the killing. No one has yet
been charged in the case.

Iran says it will grant
bail to American woman

Associated Press

TEHRAN—A senior Iranian pros-
ecutor said Sunday that authorities
will release an American woman on
$500,000 bail because of health
problems, another sudden about-
face by Iran in a case that has added
to tension with the U.S.

Sarah Shourd was detained with
two friends, Shane Bauer and Josh
Fattal, along the Iran-Iraq border on
July 31, 2009, and accused of spy-
ing.
The woman’s Iranian lawyer met
with the three Americans in Teh-
ran’s Evin prison on Sunday and
said he is hopeful Ms. Shourd will
be released in the next two or three
days. Tehran prosecutor Abbas Ja-
fari Dowlatabadi said the conditions
of her bail don’t bar her from leav-
ing the country, though her case will
still go to trial along with those of
the other two Americans, who must
remain in custody.

“Based on reports and the ap-
proval of the relevant judge about
the sickness of Ms. Shourd, her de-
tention was converted to $500,000,
and if the bail is deposited, she can
be released,” the official IRNA news
agency quoted Mr. Dowlatabadi as
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Iran detained Sarah Shourd last year.

saying. It wasn’t immediately clear
whether such a bail payment to Ira-
nian authorities would violate U.S.
trade sanctions or whether a special
waiver would be required.

Ms. Shourd’s mother has said she
has been denied treatment for seri-
ous health problems, including a
breast lump and precancerous cervi-
cal cells. Her mother in Oakland, Ca-
lif., couldn’t be reached for com-
ment Sunday.

China economy shows uptick

By ANDREW BATSON
AnD AARON BAcK

BEIJING—China’s major eco-
nomic indicators picked up in Au-
gust after slowing for several
months, data issued over the week-
end show, an unexpected rebound
that could help prospects for global
growth.

Industrial production, a major
gauge of overall activity in China’s
manufacturing-driven economy, was
up 13.9% from a year earlier in Au-
gust, accelerating from 13.4%
growth in July. The figure was well
above market expectations, and re-
versed—at least for the mo-
ment—recent months’ gradual slow-
down from the 20.7% pace of the
beginning of the year.

Output has now “stabilized,” Na-
tional Bureau of Statistics spokes-
man Sheng Laiyun told reporters
Saturday as he announced the data.
“We think this is a good phenome-
non.” Chinese authorities have been
moving for several months to rein in
a frothy property market and risky
bank lending, but have also been
trying to avoid a sharp domestic
slowdown, given the uncertain pros-
pects in major export markets.

The positive news from China
contrasts with the loss of momen-
tum in other major economies. Data

from the U.S. have been generally
weak in recent months, with unem-
ployment stuck at high levels. Con-
cerns about the outlook in Europe
are also rising despite better-than-
expected performance from Ger-
many, and Japan recently unveiled
another stimulus package to support
its flagging recovery.

Clouding the picture in China is
a continued pickup in inflation: The
consumer price index rose 3.5%
from a year earlier in August, offi-
cial data showed, accelerating from
a 3.3% increase in July for the big-
gest rise since October 2008.

Food prices, up 7.5% from a year
earlier, were the main contributor;
nonfood prices rose just 1.5%. Many
economists think the pickup in infla-
tion doesn’t warrant government ac-
tion, such as raising interest rates,
since the increase in food prices,
driven by heavy flooding this sum-
mer that hurt harvests, is expected
to be a temporary.

Yet, the inflation rate is still
higher than the interest rates Chi-
nese banks pay to their depositors,
meaning that anyone who has kept
their savings in a bank over the past
year has lost money in real terms.
Some economists argue that China’s
government, which tightly regulates
interest rates, needs to address this
mismatch.

“It is time now for the monetary
authorities to normalize the inter-
est-rate policy, first by raising the
deposit rate to alleviate the losses
suffered by the ordinary Chinese de-
positors,” economists at Australia &
New Zealand Banking Group said in
a research note.

The government so far appears
to have achieved its goal of a mod-
est economic slowdown without re-
sorting to interest-rate changes. Of-
ficials have in recent weeks
repeatedly signaled that controls on
housing purchases, put in place to
cool speculation and corral prices,
will remain in place in coming
months.

However, some economists sus-
pect the government achieved the
stabilization in growth in August by
quietly loosening controls on bank
lending and speeding up approvals
for infrastructure projects. Banks
extended 545.2 billion yuan, or
about $80.5 billion, in new loans in
August, up from 523.8 billion yuan
in July, central bank data issued
Saturday show. The broad M2 mea-
sure of money supply at the end of
August was up 19.2% from a year
earlier, compared with 17.6% at the
end of July.

—Victoria Ruan,
—Liu Li and Stefanie Qi
contributed to this article.



