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Queen Elizabeth welcomes pope to U.K.
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Reuters

Queen Elizabeth Il welcomes Pope Benedict XVI to the Palace of Holyroodhouse in Edinburgh on
Thursday at the start of his four-day trip to the U.K, the first papal state visit to the country. Earlier,
the pope condemned the sexual abuse scandal in the Catholic Church. Related article on page 5
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Sarkozy, EU
step up fight
over Gypsies

By CHARLES FORELLE

BRUSSELS—A war of
words between the European
Union and France over a
French campaign to deport
Gypsies spilled into a summit
of EU leaders Thursday.
French President Nicolas
Sarkozy angrily denounced a
top EU official who had al-
luded to Nazi horrors in her
condemnation of the remov-
als, and insisted they would
continue.

The 27 EU leaders weren’t
scheduled to talk about Gyp-
sies, also known as Roma in
Europe. But controversy ab-
hors a vacuum, and the sum-
mit’s light schedule of nebu-
lous foreign-policy discussion
was quickly overtaken by an
escalating international dis-
pute that touches on the reach
of Brussels’ authority, the
sanctity of European rights,
the pursuit of law and order,
and a very peeved French
president.

Over a lunch initially dedi-
cated to a progress report
from an economic task force,
Mr. Sarkozy and José Manuel
Barroso, the president of the
European Commission, the
EU’s executive arm, exchanged
“very fierce” words, Bulgarian
Premier Boyko Borisov told

reporters afterward. “Quite
lively,” said U.K. Prime Minis-
ter David Cameron.

Asked about the lunchtime
contretemps, German Chancel-
lor Angela Merkel said:
“Lunch was good, as far as the
food was concerned.”

In late July, Mr. Sarkozy
ordered his government to ac-
celerate the dismantling of il-
legal camps across the coun-
try—many  occupied by
Gypsies—and sending their
occupants back to their native
countries, mostly Romania.
The actions have drawn con-
demnation from human-rights
groups, and the commission
joined the fray Tuesday after
news reports revealed a
French interior ministry mem-
orandum that directed re-
gional governors to make
Roma camps a “priority” for
demolition.

EU Justice Commissioner
Viviane Reding angrily said
the commission would begin
legal proceedings against
Paris. EU law requires each of
the 27 nations to allow the
others’ citizens to live within
its borders, provided the im-
migrants can support them-
selves. Countries can deport
those who fail to comply, but
they can’t select deportees on
the basis of ethnicity.

And Mrs. Reding said one
more thing Tuesday: “This is a
situation I would have thought
Europe would not have to wit-
ness again after the Second
World War.”

That put the French presi-
dent over the edge. Mr.
Sarkozy began a postsummit
press briefing with a few per-
functory remarks about Eu-
rope’s positions as the “pre-
mier commercial power in the
world.” Then he left his notes
behind. “All of the leaders
were shocked at Mrs. Reding’s
remarks,” which raised “sinis-
ter memories” of World
War II. “We don’t talk like that
among European partners,”
Mr. Sarkozy said.

Taking full advantage of
the French language’s rich vo-
cabulary of affront, he re-
ferred to Mrs. Reding’s com-
ments as “hurtful,”
“deplorable,” “shameful,”
“gravely injurious,” “pro-
foundly shocking,” and “outra-
geous.” They were, he added,
“an injury, a wound, a humilia-
tion.” But Mr. Sarkozy wasn’t
finished.

Please turn to page 3
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Senate panel endorses Russia arms treaty

By Apam EnTOUS

WASHINGTON—A key Sen-
ate committee backed a re-
vamped nuclear arms-control
treaty with Russia and its
chairman voiced confidence
that the accord, one of Presi-
dent Barack Obama’s top for-
eign-policy objectives, will
clear the full Senate this year.

The Foreign Relations
Committee voted 14-to-4 to
send a compromise resolution
to ratify the so-called Start
treaty to the full Senate for
consideration. Three Republi-
cans joined with the Demo-
cratic majority on the panel

to vote in favor.

“I personally believe we
will have the votes to ratify
this,” Committee Chairman
John Kerry, a Massachusetts
Democrat, told reporters after
the vote. “It augurs very well
for the Senate debate.” He
said a full Senate vote isn’t
expected until after the Nov. 2
congressional election. “The
stakes are enormous,” he said.

Republican critics ques-
tioned how scheduled arms
reductions will be verified.
Some want Mr. Obama to
commit to spending more
money modernizing the U.S.’s
remaining nuclear arsenal.

But Sen. Richard Lugar of In-
diana, the leading Republican
on the Foreign Relations Com-
mittee and a treaty supporter,
helped craft compromise lan-
guage to bring more of his fel-
low Republicans on board.
Officials said the real test
will be the full Senate, where
the treaty will need two-
thirds support for passage.
That means at least eight Re-
publicans will need to join
forces with Democrats.
Supporters say the con-
gressional campaign season
has been a complicating fac-
tor in the treaty debate be-
cause a number of Republi-

cans, who might normally
endorse the deal, are reluc-
tant to be seen handing Mr.
Obama an election-eve policy
victory. Mr. Kerry hopes some
of those will come on board
after the election season.
The administration’s goal
is to have the treaty in place
by year-end. Officials say fail-
ure to pass the treaty would
cost the U.S. “eyes and ears”
inside the Russian Federation.
Inspections of Russian bases
stopped when the old Start
treaty expired in December
and won’t resume until the
new agreement takes effect.
Mr. Obama and Russian

President Dmitry Medvedev
signed the treaty, the most
significant arms-control pact
between Washington and
Moscow in almost two de-
cades, in March.

It has been dubbed New
Start, a reference both to the
1991 Strategic Arms Reduc-
tion Treaty it replaces and
what both sides call a bid to
reset the relationship between
the world’s two nuclear su-
perpowers. It caps the num-
ber of deployed nuclear war-
heads at 1,550 apiece, a 30%
reduction from the 2,200
limit agreed to in the Moscow
Treaty of 2002.
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We’re now stress-testing the planet

By HowarD COVINGTON

The chances of substantive
political progress at the Cancun
climate talks this year are slim,
but at the more mundane level of
trying better to understand the
problem there are two interesting
climate-related events closer to
home. The Science Museum in
London is finishing a new gallery
called Atmosphere, which aims to
explain climate science in a
straightforward way to a confused
public. It will be well worth a visit
if only to see how complex this
branch of science really is and to
gauge the limits of our knowledge.

Meanwhile, at the Newton
Institute in Cambridge, a group of
the world’s leading climate
modelers are trying to push out
the limits of knowledge by
analyzing and reducing the
uncertainties in climate models.
The truth is that while we know a
lot about the behavior of some of
the main components of the
climate system and we have a
sense of how the whole fits
together there is still a lot of
scope for surprises—especially
when we try to figure out what
will actually happen as we stress
the climate system with increased
greenhouse gases.

Replace climate system by
financial system in the last
sentence and read mortgage-
backed securities for greenhouse
gases and you have something
that might have been written by a
central banker any time up to
summer 2007. The results of that
particular financial experiment
are now in. The one on the
climate system is very much
running. What might we read
across from one to the other?

Firstly, the Citigroup
principle—if the music is playing,
then carry on dancing—holds
good. While there is plenty of
money to be made from activities
that create greenhouse gases it is
hard to see this activity slowing
meaningfully anytime soon.
Secondly, there will probably be a
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Bergs calved from Helheim glacier float in Sermilik Fjord, Greenland in 2009.

Northern Rock moment—some
unmistakable public signal that,
while not a disaster in itself, lets
us know that trouble is surely on
its way. An ice-free summer Arctic
Ocean might serve this purpose.
While fighting shy of exact
predictions, the researchers in the
field wouldn’t be greatly surprised
if this happened in the next
decade or so.

Thirdly, a Bear Stearns event
will eventually arrive—an upset in
a major component of the system
that tells us we are definitely in
trouble. A plausible candidate
could be a food crisis triggered by
a repeat of this year’s Russian
wheat crop failure, but occurring
several years running in more
than one major crop growing area
around the world as warmer
conditions more frequently trigger
floods and droughts. Alternatively,
it could be an inundation of a
coastal city made vulnerable by
higher intensity storms as the
oceans warm, helped on by rising
sea levels should Greenland’s
glaciers accelerate their calving as
the Arctic warms up.

When might we see this kind
of adverse response to the stress
test on the planet? The models
are too imprecise to say—possibly
when the atmosphere is another
one degree Celsius or so hotter
than today but even trying to
work out when this will be means
coming to grips with feedback

loops in the climate system that
are still poorly understood.
Current models suggest it might
be a decade either side of mid-
century.

The analogy can readily be
extended. Ever-increasing house
prices, with no collateral
consequences, had to be assumed
to justify large-scale subprime
lending. Our current use of the
climate system implicitly assumes
that ever-increasing greenhouse-
gas concentrations are equally
consequence free. In both cases
we can choose to argue that the
obvious early-warning signs—
increasing subprime delinquency
on the one hand and increasing
extreme weather frequency on the
other—are statistical fluctuations
rather than evidence of a trend.

It turned out that the financial
models for mortgage-backed
securities were overly optimistic.
This was understandable since
they were constructed by bankers
in selling mode. It will be no great
surprise if climate models suffer
from the same defect, this time
because of an understandable
conservatism in assumptions
about the operation of positive
feedback loops where knowledge
is not yet firm.

The Bear Stearns near-
bankruptcy proved to be a tipping
point. Through the operation of
myriad interrelationships feeding
back upon one another, credit

markets seized up and previously
uncorrelated asset classes moved
in unanticipated unison as their
prices rapidly went south, leaving
nowhere to hide. Researchers
suspect that there may also be
climate tipping points. At one of
these points, climate feedbacks
would operate together to
produce what may be
uncontrollable change. We can
only guess where the tipping
points lie, if they exist at all. But
like Bear Stearns, we will surely
know once we have passed one.

It took the biggest rescue in
the history of capitalism to fix the
financial system. The fix triggered
a sovereign-debt crisis that still
reverberates as we try to work
out how the fixers will themselves
be fixed. The planet’s Bear Stearns
event may trigger its own rescue
through a combination of
humanitarian action and geo-
engineering that will presumably
make the U.S.’s troubled asset-
relief program look like a picnic.

What sort of rescue will be
needed for the rescuers, and
everyone else, from the
unintended consequences of
engineering the climate can only
be guessed at.

The financial crisis was upon
us remarkably swiftly. Mortgage-
backed securities went from being
the mainstay of investment
banking profits to being toxic
financial waste within half a
decade. Momentum for a climate
crisis will gather more slowly and
it may take another half-century
for greenhouse gasses to go the
same way. We will be waiting for
the results of the stress test on
the planet for some time yet. Like
the stress tests on the banks, we
may not appreciate the answers
when we see them.

—Howard Covington was formerly
chief executive of New Star Asset
Management and a director of
S.G. Warburg & Co. Ltd. He is a
fellow of the Institute of Physics,
chairman of the management
committee of the Isaac Newton
Institute for Mathematical
Sciences and a trustee of the
National Museum for Science and
Industry.
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Smokers fume as ban heads outdoors

New York Mayor Bloomberg backs plan to extend prohibition from indoor workplaces to parks, beaches and plazas

By MicHAEL HOWARD SAUL
AnD CHRIS HERRING

For decades, one of the signature
billboards in New York’s Times
Square was a man blowing smoke
rings. He’s lucky he’s gone now, be-
cause soon that would likely cost
him a $50 fine.

As part of an expansion to the
city’s ban on smoking in indoor
workplaces and park playgrounds,
Mayor Michael Bloomberg and City
Council Speaker Christine Quinn
have lined up behind a plan prohibit
smoking in parks, beaches, marinas
boardwalks and pedestrian plazas.

With the mayor and the speaker
united behind it, the measure is ex-
pected to pass, and that has many
smokers angry and apprehensive.

“It’s extreme,” Benyamin Ratliff,
a comedy club promoter who works
in Times Square, said between drags
on a cigarette. “This is something
I'm addicted to—it’s not something
I can just stop doing that easily.”

In addition to the pedestrian
plaza at Times Square, the smoke-
free zone would include Central
Park, the Coney Island boardwalk
and Herald Square, among many
other famous locales.

“In passing it, we think it would
help ensure that when New Yorkers
and visitors to our city go to the
parks and beaches for fresh air,
there will actually be fresh air for
them to Dbreathe,” said Mr.

.
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Daniella Zalcman for The Wall Street Journal (3); Antonio Bolfo for The Wall Street Journal (Ratliff)

These smokers at the Times Square pedestrian plaza could soon face a $50 fine. From left, Sidhar Kaya, Benyamin Ratliff, Bridget Lohe and Lanz Joseph.

Bloomberg, a former smoker. He ar-
gued that second-hand smoke is
dangerous, even outdoors.

While violators would be fined
$50, officials said they hoped most
New Yorkers will enforce the ban on
their own and “politely remind”
smokers who are violating the law
that they are in a smoke-free zone.

The legislation was slated to be
introduced in the City Council on
Thursday. If approved, it would take
effect 90 days after the mayor signs

it into law.

“It’s like a dictatorship,” said
Scott Sottile, a bus operator from
Brooklyn, who was enjoying a ciga-
rette with his lunch in Brooklyn’s
Columbus Park. “It’s not like we’re
talking about smoking inside some-
where; this is outside,” he said, ges-
turing at the sky above as a maria-
chi band played across the plaza
from him. “It’s just amazing to me.”

He wasn’t alone in his criticism.
Walking along a path in Central

Park, architect Asen Borisov, who
smokes half a pack of cigarettes
daily, said he “would just stop com-
ing to the park” altogether if the
proposal passed.

“I already stopped going to the
bars and restaurants,” he said, “be-
cause half the pleasure for me was
lighting up a cigarette when I fin-
ished my meal.”

Violators could be issued sum-
monses by the Police Department
and Parks Department officials. But

Councilwoman Gale Brewer, the leg-
islation’s lead sponsor, said she
thinks the enforcement will come
largely from New Yorkers giving
smokers gentle reminders.

People just need to say, “’Excuse
me, sir, but that’s illegal. You really
cannot smoke here,”” Ms. Brewer, a
Democrat, recommended. “That’s
the way we would enforce it. That
would be my vision. I'm here to say
it’s not revenue enhancing from my
perspective. It’s not punitive.”

Sarkozy, EU scrap at talks

Continued from first page

He said his government began
dismantling camps because they
posed a threat to public order and
were havens for criminality, besides
being shoddy and unfit for habita-
tion. Still, he said, “we acted and
will continue to act in strict accor-
dance with European directives,” in-
cluding the antidiscrimination provi-
sions. The memorandum naming
Gypsies, he said, was replaced as
soon as he learned of it.

“We will continue to dismantle il-
legal camps,” he said. France dis-
mantled some 500 camps in August,
Mr. Sarkozy said, of which more
than two-thirds housed not foreign
Gypsies but “gens du voyage,” peo-
ple of French nationality who move
about in caravans. (They aren’t de-
ported.)

The sniping even drew in the nor-

mally staid Jean-Claude Juncker, the
prime minister of Luxembourg. Re-
sponding to reports that Mr. Sarkozy
had said Luxembourg could take in
Gypsies if Mrs. Reding liked them so
much (Mrs. Reding is Luxembur-
gish), Mr. Juncker said the quip was
“inappropriate,” Agence France-
Presse reported.

Mr. Barroso, the commission
president, didn’t take the bait—for
the most part.

“It is unacceptable for there to be
any kind of discrimination. We’ve
had some things said that were out
of order. The commission could it-
self complain about the use of rheto-
ric,” he said at yet another news
conference Thursday. “Let’s put this
behind us.”

—Patrick McGroarty
and Nicholas Winning
contributed to this article.

European Pressphoto Agency

President Sarkozy, left, with Romanian President Traian Basescu on Thursday.
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Geithner takes heat on China

By BoB Davis

WASHINGTON—Facing hostile
congressional questioning, Treasury
Secretary Timothy Geithner took a
middle ground by pressing China to
significantly boost the value of its
currency while fending off lawmak-
ers who pressed for punitive steps
he felt could be counterproductive.

“We’d like to see a sustained pe-
riod of appreciation at a pace” that
would largely erase the yuan’s un-
dervaluation, Mr. Geithner told the
Senate Banking Committee. While
he didn’t name a specific target, he
several times referred to the 20%
appreciation of the yuan against the
dollar from 2006 to 2008.

Mr. Geithner said the 1% jump in
the yuan’s value over the past 10
days was “good and encouraging,”
but said he wasn’t convinced that
signaled a lasting move upward.

Thursday morning’s hearing in
the Senate and afternoon session at
the House Ways and Means Commit-
tee come at a politically sensitive
moment. Chinese trade policies have
become an issue in the November
U.S. elections and the Obama admin-
istration is on the defensive because
the Chinese currency has appreciated
little since Beijing said in June it
would allow greater “flexibility” in
the exchange rate after tying the
yuan tightly to the dollar since 2008.

Lawmakers from both political
parties said at the Senate hearing
that Chinese trade policies amount
to an unfair trade subsidy that hurts
American companies and needs to be
halted. About 100 House lawmakers
sent a letter recently to the House
leadership asking for a vote on a bill
that would allow the U.S. to impose
tariffs and other penalties on coun-
tries that undervalue their currency.

In the Senate, New York Demo-
crat Charles Schumer is leading a
similar effort. He and other lawmak-
ers blasted Mr. Geithner for not tak-
ing sufficient action.
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Treasury Secretary Timothy Geithner takes his seat to testify before a Senate Banking, Housing and Urban Affairs

Committee hearing largely focused on China’s exchange-rate policies in Washington on Thursday.

“China’s currency manipulation
is like a boot on the throat of our
recovery and this administration re-
fuses to try to get China to remove
that boot,” he told Mr. Geithner.
Kentucky Republican Jim Bunning
accused the secretary of having “vi-
olated the law” by releasing a re-
port on currency manipulation sev-
eral months late and having
“ignored reality” by not labeling
China a currency manipulator.

For more than a decade lawmak-
ers have excoriated for being too
soft on Beijing. But the congressio-
nal tongue-lashing can have an ef-
fect—largely through signaling to
Beijing that punitive legislation is
possible if it doesn’t adjust its poli-
cies. Indeed, Mr. Geithner tried to
use the congressional ire to ramp up
pressure on Beijing to act.

“It’s very important for people to
know how strong the sentiment is,”

he said, and that it’s bipartisan.

An undervalued yuan makes Chi-
nese exports less expensive than
they otherwise would be and makes
imports more expensive. That can
work to the disadvantage of U.S. ex-
porters that compete with China, in-
cluding tool makers and wind power
companies.

Mr. Geithner said Chinese cur-
rency policy has a “material effect”
on the U.S. economy. He told law-
makers several times, though, that
U.S. policies encouraging research
and investment were more impor-
tant to U.S. competitiveness than
foreign trade measures.

Lawmakers pressed Mr. Geithner
to take harsher action with Beijing
or at least to provide advice on how
U.S. trade laws could be toughened
effectively. Senate Banking Commit-
tee Chairman Chris Dodd said while
there wasn’t sufficient time left on

the legislative calendar to pass new
punitive legislation, a bill backed by
the administration would send a
powerful signal to Beijing.

Walking a fine line, Mr. Geithner
punted on those requests. He said
any new legislation must be “consis-
tent with international obliga-
tions”—meaning it couldn’t violate
rules of the World Trade Organiza-
tion and other international bod-
ies—and “has to be effective in
terms of producing more benefits
than it does risks.”

He wouldn’t define risks. Admin-
istration officials have said privately
that they don’t want to back Chi-
nese leaders into a corner and pro-
duce an anti-U.S. backlash.

China’s Foreign Ministry Thurs-
day reiterated Beijing’s position that
yuan appreciation won’t resolve the
U.S. trade deficit with China or high
unemployment in the U.S.

EU approves Korea trade deal

By JouN W. MILLER
ANnD MATTHEW DALTON

BRUSSELS—European govern-
ments Thursday approved a free
trade agreement with South Korea,
the world’s 12th-largest economy.
With bilateral trade at $74.3 billion
last year, it is one of the biggest free
trade deals ever between two econ-
omies, rivaled only by Australia’s
trade pacts with China and the U.S.

All 27 European Union members
had to clear the treaty, which must
still be ratified by the European and
Korean parliaments. The biggest
hurdle was getting the approval of
Italian Prime Minister Silvio Ber-
lusconi. His government had op-
posed the agreement on the grounds
that inexpensive South Korean im-
ports would unfairly challenge Fiat
SpA in selling small cars.

Mr. Berlusconi changed his
stance Thursday, as trade ministers
met on the sidelines of an EU sum-
mit after other EU leaders guaran-
teed separate legislation mandating
emergency tariffs in case South Ko-
rean imports overwhelm EU mar-
kets, and postponed the deal’s im-
plementation to July 1, 2011.
Starting then, tariffs will be phased
out on 96% of European and 99% of
South Korean goods within three
years. All levies on industrial goods

will be eliminated within five years.

The deal is a coup for EU trade
negotiators. The EU started talks
with South Korea in 2007, the same
year as the U.S. Fearing a protec-
tionist backlash, however the ad-
ministration of U.S. President Ba-
rack Obama hasn’t yet presented the
U.S.-South Korea free trade agree-
ment to Congress.

The paralysis in the U.S. is em-
blematic of what has been happen-
ing to trade talks across the world.
The last attempt to restart the nine-
year-old Doha Round of global talks,
in December in Geneva, failed amid
fears of fueling protectionism.

In all countries, “people are
afraid” of another trade deal, U.S.
Trade Representative Ron Kirk said
in an interview during that Geneva
summit. “Trade has provided a way
for people to have fresh produce,
cheap T-shirts, available electronics,
but the pain of trade is very real.”

President Obama in July said he
wanted the two countries to resolve
differences by November, when he
will visit South Korea for the Group
of 20 economic leaders summit. EU
ministers will monitor South Korea’s
free-trade talks with the U.S., to en-
sure that any new benefits given to
the U.S. should also be granted to
the EU.

The EU, meanwhile, is working

EU-Korea trade boost

The EU believes its new free-trade
deal with South Korea can give
European companies an edge over
the U.S. in the race to grow exports
to the world’s 12th biggest
economy. In billions of dollars

U.S. exports to
South Korea

EU exports to
South Korea
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on free-trade deals with India, Viet-
nam and Malaysia. The deal with
South Korea is “the first generation
of bilateral trade agreements which
will bind Europe and Asia together
in an ever-closer economic bond,”
Belgian Foreign Minister Steven
Vanackere told reporters.
According to EU estimates, the
deal will generate an additional $25
billion of additional exports for EU
producers. It will likely be in the

high-technology industrial sectors
where Europe is strong. Top EU ex-
ports to South Korea in 2009 were
nuclear machinery and parts, $8.6
billion, electronics, $3.4 billion, and
cars and trucks, $2 billion.

Still, the European car industry
is skeptical it will come out ahead.
It has been fiercely critical of the
rebates South Korea gives auto mak-
ers like Hyundai Motor Inc. on each
car they export to offset tariffs paid
on that car’s imported parts. Those
rebates will continue but will be
capped if there are “dramatic
changes in foreign outsourcing.”

South Korea exported $36.5 bil-
lion of cars to rest of the world last
year while importing only $5.5 bil-
lion. “There’s obviously something
in the Korean market that makes it
difficult to sell cars there,” says Ivan
Hodac, secretary-general of the Eu-
ropean Automobile Manufacturers’
Association. “Just because you elim-
inate the 8% duty doesn’t mean it
will get easier.”

Trade analysts, however, said the
EU will be the big winner. “It’s a
typically mercantilist deal, where, as
in most trade deals, the bigger
economy has an advantage,” says
Fredrik Erixon, director of the Euro-
pean Center for International Poli-
tics and Economy, a Brussels pro-
market think tank.

Taritt cut

gives boost
to Pakistan
relief effort

By Joun W. MILLER

BRUSSELS—European  Union
governments agreed to suspend
some tariffs on imports from Paki-
stan in an effort to help it recover
from this summer’s brutal flooding.

The cuts, however, will be less
than hoped for by many activists,
EU officials said, a sign that the re-
cession is limiting what rich coun-
tries are willing to do to help those
in need. Donor countries are meet-
ing Sunday in New York to discuss
ways of raising more money for re-
construction in Pakistan.

U.S. special envoy to Pakistan
and Afghanistan Richard Holbrooke
said Thursday that the world will be
able to fund only a quarter of the
tens of billons of dollars needed to
rebuild Pakistan, according to the
Associated Press.

Pakistan sustained economic
damage of around $15 billion,
roughly 10% of its gross domestic
product. Flood-relief aid committed
to Pakistan so far amounts to $1.1
billion. Pakistan will have to pay for
much of the reconstruction, espe-
cially by improving its meager tax-
collection record, Mr. Holbrooke
said. “I don’t want to withhold
money they need, but I think we
have to be clear that the Congress is
going to be reluctant to give money
if the money is filling in a gap be-
cause people are not paying taxes,”
he said.

With aid budgets limited, diplo-
mats have turned to trade, where
Pakistan has ample room to grow.
With 170 million people, Pakistan is
the sixth most populous nation on
earth. Yet its exports totaled only
$13.1 billion last year, roughly the
same as Ecuador, population 13.4
million.

The EU imported only $4.6 bil-
lion in goods from Pakistan last
year, ranking Pakistan 46th among
all of the EU’s trading partners. Pak-
istani exports to the U.S. amounted
to $3.2 billion.

Pakistani textile firms, under
pressure from Chinese competition,
have taken the lead in lobbying for
better market access in the U.S. and
EU. They are finding some allies.
The U.S. Chamber of Commerce
wrote to Secretary of State Hillary
Clinton and U.S. Trade Representa-
tive Ron Kirk last month to advise
tariff cuts.

On Thursday, EU leaders offered
a tangible concession. “The Euro-
pean Council underlines its firm
commitment to grant exclusively to
Pakistan increased market access to
the EU through the immediate and
time-limited reduction of duties on
key imports,” they said in a state-
ment Pakistan will also be allowed
to join a low-tariff scheme known as
GSP-plus by 2014.

EU Trade Commissioner Karel De
Gucht will administer the specific
cuts. In the end, the cuts will be
about $400 million a year, EU offi-
cials said. The officials expect the
commissioner to limit the cuts to
around that amount to protect man-
ufacturers in textile-producing na-
tions such as Italy, Spain and
France, which say they fear being
drowned out by Pakistani imports.

—Tom Wright
contributed to this article.
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Pope faults handling

By StAacY MEICHTRY

EDINBURGH, Scotland—Pope
Benedict XVI on Thursday faulted
the Roman Catholic hierarchy for
not acting swiftly to stop sexual
abuse by priests, as he traveled to
the UK.

The Vatican has billed the trip,
the first-ever papal state visit to the
U.K.,, as an occasion for the pope to
reassert himself on the world stage
and challenge Europe’s drift from
church teachings. After visiting
Queen Elizabeth II in Edinburgh and
presiding over a Mass in Glasgow,
the pope flew to London on Thurs-
day night.

Prior to arriving in Scotland, the
pope responded to written questions
from reporters aboard the papal
flight, which arrived in Scotland
Thursday morning.

When asked to respond to recent
polls showing the scandal had
shaken the faith of British Catholics,
the pope said he was “shocked by
the revelations” of abuse, which he
described as a “perversion that is
hard to understand.”

“It’s sad that church authorities
were not sufficiently vigilant, fast
and decisive to take the necessary
measures. For all of this, we are in a
moment of penitence,” he said.

The comments were the first
time the pope has directed criticism
at the highest ranks of Roman Ca-
tholicism. He has chastised abusive
priests, accepted the resignations of
bishops who failed to report abuse,
and tightened church laws on disci-
plining abusive priests. He hasn’t
delved into what some victims of
abuse consider the root cause of the
crisis: bishops and cardinals who
cover up for abusive priests.

Critics of the pope have called on
him to order bishops and other offi-
cials to immediately report allega-
tions of sexual abuse to police. Vati-
can laws have no such requirement.

Associated Press

Pope Benedict XVI gives Holy Communion to pilgrims on stage at Bellahouston Park in Glasgow on Thursday.

Church officials are required to com-
ply with civil laws in their respective
countries, but many predominantly
Catholic countries, such as Italy,
don’t have mandatory reporting
laws.

The pope called on church au-
thorities to ensure that abusive
priests “are excluded from every
form of contact with the young.” He
added that abusive priests suffered
from a “sickness” and needed to be
“protected from themselves.” The
pope didn’t say how authorities
should crack down.

Cases of sexual abuse by Catholic
priests haven’t been widespread in
the U.K., where Catholics make up
about 10% of the population. Neigh-
bors with higher Catholic popula-
tions, such as Ireland and, more re-
cently, Belgium, have been racked
with allegations of decades-old

abuse that have only recently been
reported by victims.

Victims from across Europe,
North America and Australia have
said they plan to converge on the
U.K. to protest the pope’s visit. Or-
ganizers say the pope is expected to
meet with a group of about 10 vic-
tims, a move that has helped defuse
criticism of the pope during prior
trips. The Vatican has declined to
comment on the potential meeting.

Groups advocating gay rights and
atheism have also said they will also
protest the visit. The pope said he
was “not worried” about what kind
of welcome he will receive on British
soil. “A church that tries to be popu-
lar is on the wrong track,” Pope
Benedict said.

The pope, a native of Germany,
met with Queen Elizabeth II at the
Holyrood House, the royal family’s

palace residence in Edinburgh, on
Thursday. There, he invoked the
Nazi persecution of European Jewry
as a “lesson” of “atheist extremism.”

“Let us never forget how the ex-
clusion of God, religion and virtue
from public life leads ultimately to a
truncated vision of man,” he
said. The pope, who presided over
an open-air Mass in Glasgow after-
ward, has made the renewal of
Christian faith in Europe a corner-
stone of his papacy.

On Sunday, the pope plans to be-
atify Cardinal John Henry Newman,
a 19th-century theologian who con-
verted to Catholicism. Cardinal New-
man, like the pope, advocated a ro-
bust presence for religious leaders
in the public square. Pope Benedict’s
call for renewal, however, has run
aground over the past year as the
public has turned its attention to the

of abuse cases

sexual-abuse allegations.

Among the guests who attended
the royal reception in Edinburgh
was Cardinal Sean Brady, Ireland’s
top Catholic official, who has faced
repeated calls to resign at home for
failing to report two abuse cases to
police.

Cardinal Brady, who carried out
an internal church investigation of
the abuse cases in the 1970s, apolo-
gized earlier this year for his han-
dling of the cases, saying he would
resign if asked to by the pope.

Some victims said the cardinal’s
presence at the royal reception be-
lied the pope’s criticism of church
authorities. “If there was real re-
morse, action would be taken to dis-
cipline men like Sean Brady. ... The
actions don’t fit the words,” said
Marie Collins, 66, of Dublin, who
was abused by a priest in 1960 while
she was recovering from surgery in
a children’s hospital.

Pope Benedict has accepted the
resignation of some bishops in Ire-
land and rejected others. None of
the bishops was asked to resign, ac-
cording to the Vatican.

Pope Benedict has faced scrutiny
for his own handling of sexual-abuse
cases as the former archbishop of
Munich-Freising in Germany and as
the Vatican’s top official in charge of
disciplining priests for more than
two decades.

In one case disclosed in March by
the Archdiocese of Munich-Freising,
the pope approved the transfer of a
priest known to church officials as a
sex abuser to the archdiocese. The
priest was convicted in 1986 for sex-
ually abusing children in the archdi-
ocese.

The pope’s comments came as
Germany’s Jesuits announced a plan
Thursday to pay the victims of sex-
ual abuse in the order’s schools
“symbolic compensation” of at least
€5,000 ($6,500) each, the Associated
Press reported.

Sharp fall in U.K. retail sales

By AINSLEY THOMSON
AND ILONA BILLINGTON

LONDON—U.K. retail sales fell
unexpectedly and sharply in August,
reflecting consumers’ concerns
about government spending cuts
and a reversal in the job market.

The volume of retail sales
dropped 0.5% from July, the first
decrease since January, and the an-
nual rate of growth slowed to 0.4%,
the government statistics office
said. The agency observed a broad-
based decline across both food and
nonfood stores.

The result, together with other
news Thursday of contracting order
bookings among U.K. manufacturers,
added to evidence that Britain’s eco-
nomic recovery is losing pace in the
second half of the year.

U.K. jobless totals in August
went up again for the first time
since January. House prices are also
falling as demand for the growing
number of properties up for sale re-
mains sluggish and mortgage crite-
ria remain tight, which also typi-
cally weighs on consumers’
confidence.

The faltering recovery is in line
with that of the 16-nation euro zone,
where only Germany is bucking the
trend with robust growth, led by ex-
porters and consumers.

The European Union’s Eurostat
statistics agency reported earlier in

Slow sales

U.K. retail sales, change from the
previous month

Source: U.K. Office for National Statistics

the week that a slowing rise in in-
dustrial production in the region re-
flected fiscal-austerity plans in
countries struggling to rein in bud-
get deficits.

That euro-zone trend could drag
down third-quarter growth in gross
domestic product in the region.
France recently became the first
country to acknowledge it will have
to lower its economic forecasts.

In the UK., Prime Minister David
Cameron’s coalition government is
planning to shrink the budget deficit
with a combination of spending cuts
and tax increases that would suck
£113 billion out of the economy over
five years. Most of these steps, in-

cluding a rise of 2.5 percentage
points in the value-added tax on re-
tail goods, won’t take effect until
January.

“While the prospect of next Jan-
uary’s VAT rise should prompt some
spending to be pulled forward into
the end of this year, the outlook for
spending next year still looks pretty
bleak,” said Vicky Redwood, senior
U.K. economist for Capital Econom-
ics.

Economists traced the unexpect-
edly bad retail figures to concerns
about job security and tax rises
amid the government’s austerity
drive.

For now, the government still
projects the economy will expand by
1.3% this year and by 2.6% in 2011.

The apparent cooling in the Brit-
ish economy clouds the outlook for
the Bank of England, which until re-
cently had been considering how
and when to unwind its stimulus
programs. BOE Governor Mervyn
King this week suggested that the
central bank could even add further
support for the economy if growth
slows more than expected.

Meanwhile U.K.-based retailers
Kingfisher PLC, Kesa Electricals
PLC and John Lewis Partnership
PLC Thursday reported higher prof-
its and sales, but warned the con-
sumer environment in the UK. and
across Europe will remain tough for
the rest of this year and into 2011.

(as pipeline

By RICHARD BOUDREAUX

MOSCOW—Ukraine’s  foreign
minister said Thursday that one of
Russia’s most ambitious energy
projects, the planned South Stream
gas pipeline across the Black Sea to
Europe, would be “wasteful, unnec-
essary and totally against the logic
of modern economy.”

The unusually pointed criticism
underscored lingering tension be-
tween the two former Soviet neigh-
bors over energy, despite a marked
improvement in overall relations
since the election of a Russia-

is criticized
friendly government in Ukraine.

Foreign Minister Kostyantyn
Hryshchenko also reaffirmed
Ukraine’s opposition to a takeover
of its state energy firm, Naftogaz,
by Russia’s OAO Gazprom or a
merger of the two as proposed by
Moscow. Ukraine is seeking a dis-
count on the natural gas it buys
from Russia. Russian officials say
lower prices could be achieved by
merging the two energy companies.

Instead, Ukraine has proposed
setting up a joint venture in which
Gazprom and Naftogaz would have
equal stakes.
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Farm manager Egon Rattei lost a tractor to thieves in April, part of what police call a wave of thieves taking vehicles

from Germany to Poland.

Cross-border thieves eye
tractors and luxury cars

By PATRICK MCGROARTY

FORST, Germany—Returning
home from a midnight wild-boar
hunt near his village along the Pol-
ish frontier in July, German farmer
Matthias Rattei met an unexpected
group of visitors: thieves trying to
steal a €250,000 harvester and two
tractors.

After several years of decline,
thefts of luxury cars and heavy duty
equipment such as tractors and
trucks are surging along Germany’s
eastern border. In 2009, vehicle
thefts in four of the five German
states near the eastern frontier with
Poland and the Czech Republic rose
to their highest levels since 2000. In
Berlin, a 45-minute drive to the Pol-
ish border, thefts jumped more than
40%, representing more than €40
million (about $50 million) in lost
and damaged vehicles, insurance an-
alysts say.

To many in this remote stretch of
eastern Germany, the reason for the
increase in vehicle larceny is clear:
the elimination of border controls in
2007.

The lifting of the controls was
widely seen as a milestone for Euro-
pean integration. It was particularly
poignant in the relationship between
Berlin and Warsaw. Large swaths of
modern Poland previously belonged
to Germany, and the border opening
signaled that both were prepared to
put aside animosities that long di-
vided the two states.

As part of the so-called Schengen
Agreement, travelers can pass bor-
ders freely across much of Europe.
Yet for all of the benefits the change
has brought, political and economic,
German authorities say the move
has unleashed a wave of thefts that
is testing the limits of European
Union law and overwhelming their
resources.

Forces behind the crime — black
market demand for high-quality cars
and machinery in Russia, and de-
pressed stretches of Poland with
young men willing to break the law
to secure them — are unlikely to
change anytime soon, they say.

“It’s not a short-term phenome-

non, and we shouldn’t react in a
short-term way,” says Arne Feuring,
the police chief in Brandenburg, a
state of shrinking towns and flat
farmland that surrounds Berlin and
borders Poland.

Every night, criminals from Po-
land and further east slip into Ger-
many, steal luxury Mercedes or farm
combines, and sneak back, police of-
ficials say. The thieves deliver stolen
vehicles to overseers who strip them
of identifying features for resale in
Ukraine or Russia, police say.

In July, German police scram-
bled a helicopter and four squad
cars to retrieve the private Audi se-
dan of Interior Minister Thomas de
Maiziére—who oversees Germany’s
federal police force. The suspected
car thief, a 33-year-old Pole, was
heading toward the border when po-
lice forced him to pull over.

To many in this remote
stretch of eastern Germany,
the reason for the increase in
vehicle larceny is clear: the
elimination of border controls
in 2007.

Organized Eastern European
criminals have been stealing cars in
western Europe since the 1990s, but
German authorities say that along
their open border the thieves have
become increasingly brazen and pur-
sue higher-ticket items, especially
farm and construction machinery.
The criminals communicate over
short-wave radio and tote laptops to
start computer-protected engines.

Mr. Feuring, the Brandenburg po-
lice chief, says countries with open
borders will need to adjust their pe-
nal codes to handle criminals who
can move between nations unim-
peded. “It’s not just a German prob-
lem, or a German-Polish problem,”
he says. “It’s a European problem.”

For now, German federal and
state police have focused on improv-
ing cooperation with their Polish

counterparts. In a concrete former
border checkpoint in the Polish town
of Swiecko, teams of German and
Polish police and customs officials
face off across two rows of com-
puter monitors 24 hours a day, han-
dling 14,000 requests for cross-bor-
der assistance a year.

A focus is connecting German
and Polish police officers during sto-
len vehicle operations. But they’ve
failed to reduce thefts. They say the
criminals are usually faster than the
police.

“When you’re on patrol 20 kilo-
meters from the border and you de-
termine that a car is stolen, and the
driver hits the gas while you call the
cooperative center, and then the
center calls the Polish police—by
then he’s all the way to Ukraine,”
says Heiko Teggatz, a federal police
officer based in Brandenburg who is
active in one of Germany’s major po-
lice unions.

Mr. Rattei’s father, Egon, agrees;
he manages a 5,500-acre crop, cattle
and dairy farm nestled between
Forst and the border. “They’re
highly organized, and very profes-
sional,” says the elder Mr. Rattei,
who lost a tractor to thieves in
April.

German police were on hand to
help him and his son in July, but it
was good fortune and quick thinking
that spared his farm equipment, he
says.

After getting the call from his
son that their farm equipment was
heading toward the border, Mr. Rat-
tei, who had been asleep, hopped in
his car without changing out of his
pajamas.

With the police and the Ratteis
in hot pursuit, the tractor thieves
ditched the moving equipment close
to the border and disappeared into
the woods. Polish authorities found
no trace of them.

Earlier this month, someone
broke into five of Mr. Rattei’s trac-
tors late at night but failed to get
them started.

“Every night as I'm falling
asleep, I think, “Is something hap-
pening right now?”” he said. “It has
a real impact on your psyche.”

EU’s dertvatives proposal
carries risks of its own

By STEPHEN FIDLER

Proposals that

regulation of
European

VAN derivatives
markets aim to push more and
more financial transactions
through central counterparties, or
CCPs—clearing houses that act as
a buyer in every sale of a financial
instrument and a seller for every
purchase.

It’s a world-wide trend. By
standing in the middle of every
deal, CCPs are supposed to
prevent the cascade of uncertainty
that followed Lehman Brothers’
demise two years ago this week.

That arose because financial
institutions couldn’t figure out
their exposure to the failed
firm—they simply didn’t know
how many of the myriad of pass-
the-parcel transactions they were
involved in ultimately depended
on it.

But pushing CCPs to the center
of the derivatives markets has
brought to the fore another
concern: that they themselves
could become a source of risk to
the financial system. “CCPs can go
bust too,” says Richard Portes,
economics professor at the
London Business School.

One way to address this risk is
to ensure that CCPs, like major
banks, have direct access to ready
cash—liquidity from central
banks.

Yet in making its proposals this
week, the European Commission,
which originally favored making
access to central-bank liquidity a
prerequisite for CCPs, backed
away from the requirement.

An early draft of the proposed
EU regulation, viewed by The Wall
Street Journal, said CCPs “must
have access to central bank
liquidity.”

The final proposal published
this week said CCPs must have
access to adequate liquidity,
“which could result from access to
central bank or to creditworthy
and reliable commercial bank
liquidity, or a combination of
both.”

Few people think commercial-
bank credit lines are worth much
to a problem institution at the
center of a financial crisis. Such
promises tend to melt away in the
panic. For an institution in the
center of a storm, the only sure
guarantee of liquidity during a
crisis is a central bank. So why
did the commission change its
mind?

According to people who have
followed the process, the U.K.
pushed strongly for the change
over objections from Paris and
Berlin, which argued forcefully for
the central-bank requirement to
remain. (The argument could well
resurface as the 27 EU
governments and the European
Parliament seek to amend the
proposals.)

The problem for the U.K. was
that the requirement would have
threatened the position of London
as Europe’s CCP hub because the
U.K. uses the wrong currency. The

Bank of England can provide
pounds but not the currencies in
which most financial transactions
will be denominated: the euro and
the dollar.

For liquidity support in those
currencies, a London-based CCP
would need access to the
European Central Bank and the
Federal Reserve.

Theoretically, such support
could be provided through swap
lines via the Bank of England, but
why should the ECB stick its neck
out to underpin a CCP based
outside the euro zone? “London
didn’t want the central-bank
liquidity” requirement, says Mr.
Portes.

Central-bank backstops sound
like a good idea, but some experts
see a downside: They dull
incentives for CCPs to engage in
state-of-the-art risk management.

CCPs have an excellent record
in managing risk going back more
than a century, through
depression and world wars. Their
financial stability has been
protected, by bank credit lines, by
their own capital and that of their
owners, and by the collateral they
require from clients, which can be
adjusted to reflect the risks the
clients are running.

“There are costs and benefits
of having access to central bank
lending. It can help prevent the
CCP from being questioned during
a crisis but it can also reduce
some of the incentives for CCPs to
be at the cutting edge of risk
management,” said Randall
Kroszner, a professor of
economics at Chicago University’s
Booth School and a former Fed
gOovernor.

Yet pushing CCPs to clear
more, riskier and less-liquid
financial instruments, as the
commission is now demanding,
means the chance of accidents
increases. Clearing cash
transactions that are settled
within three days is one thing;
dealing with derivatives that may
be unwound in months or years is
quite another, the experts say.

Risk could be further
heightened by another
requirement—also contained in
the commission’s proposals—that
aims to improve competition by
allowing investors to choose
which CCP they use. At present,
that choice is largely determined
by the trading venue. The change
would require CCPs to be
interlinked, creating, as the
industry calls it, interoperability.

However, connecting every CCP
to every other risks recreating
among the CCPs the cascade of
uncertainty that occurred among
banks and securities firms in
2008. As a result, while stating it
as a long-term aim, the
commission is moving cautiously
on interoperability, suggesting the
process will be closely monitored
by financial supervisors before it
is allowed to go ahead.

Interoperability, says Mr.
Kroszner, is in principle the right
way to go “but it’s the
practicalities of how this will
operate which will determine
whether you have reduced risk or
increased the potential for
systemic problems. If it’s not done
the right way, you’re playing with
fire.”
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Democrats and GOP

rethink strategies
for November push

WASHINGTON—The two major
parties began the general election
sprint roiled by the fallout of a pri-
mary season marked by furiously
anti-incumbent voters and major
rifts over strategy.

By Peter Wallsten,
Neil King Jr.
And Laura Meckler

Republicans, widely expected to
see big gains this November, were
scrambling to mend their fences, be-
tween the party establishment and
the candidates that challenged it
during the primary season. Party
leaders were stunned on Tuesday
when tea-party favorite Christine
0’Donnell won the Delaware Senate
primary over longtime Rep. Mike
Castle, the centrist Republican
backed by party leaders.

Trying to unify the party, the
head of the Republican Senate cam-
paign committee, Sen. John Cornyn,
made clear he supports Ms. O’Don-
nell and said he would send a contri-
bution to her campaign. But party
officials said there were no plans to
invest in any significant way by
funding TV ads to support her race.

Ms. O’Donnell’s win fueled a
growing debate about the GOP’s No-
vember prospects. Some strategists
argued that grass-roots activists,
while motivated largely by anger at
government spending and the Demo-
crats’ new health-care law, had
touched off an ideological cleansing
that could damage the party in No-
vember and beyond.

Ms. O’Donnell has taken heat for a
series of revelations about her per-
sonal finances and positions that
some Republicans argue are too
rightward for the state, and her vic-
tory was seen by many in both par-
ties as boosting Democrats’ prospects
in the race.

“You can’t make forward progress
without a majority,” said Republican
strategist Jim Barnett, who worked
on the Castle race and managed an
unsuccessful Senate primary bid by
another centrist Republican backed
by party leaders, former Rep. Rob
Simmons of Connecticut. “Conserva-
tives in the Senate will remain in the
wilderness until and unless we can
elect Republicans in all parts of the
country.”

But Sen. Jim DeMint (R., S.C.), a
leader in the push for more conser-
vative candidates, argued that the
party was improving its chances by
embracing ideas that most Ameri-
cans cherish. “I don’t think this is
about purity at all,” he said. “This is
the right way to get to a big-tent Re-
publican Party.”

Meanwhile, in the House, 31
Democrats rebuffed their leadership
this week on the expiring Bush-era
tax cuts, signing a letter calling for
temporary extension of all the
breaks and signaling a possible im-
passe in Washington’s bid to deal
with the thorny political problem.

The letter provided the most dra-
matic sign yet of Democrat jitters
over voting for the Obama adminis-
tration’s plan to extend current tax
levels for middle-class earn-

Associated Press

David Ficke was among the crowd at a tea-party rally Sunday in St. Louis.
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candidates come to Washington.
REDSTATE.COM

Several of

the victorious _
Republican RS
nominees have been candidates
backed by contributors to this
conservative website, which has
quickly become a clearinghouse
for conservative political
discussion and debate.

Photos: Associated Press

ers—families making less than
$250,000—while allowing taxes to
rise for higher earners starting Jan-
uary.

House Democratic leaders had
hoped to use the tax cuts as a rally-
ing cry in the run-up to the election,
casting Republicans who favor ex-
tending all the breaks as obstruc-
tionists and allies of the rich. In-
stead, the party now faces long odds
in passing its tax plan before No-
vember.

The 31 Democrats, plus House
Republicans, come close to forming
a majority in that chamber.

“In my head, I know it’s not good
policy to raise taxes in a recession,”
said Rep. Michael McMahon (D.,
NY.), one of the members who
signed this week’s letter. “And in my

Losers

S

PARTY SWITCHERS
Sen. Arlen Specter A
Parker Griffith turned P
Republican. Neither

survived primaries in their new
TARP SUPPORTERS

Of the 35 Senate

Republicans who

Troubled Asset Relief Program,

16 have either retired, announced
they are retiring, lost their 2008
SEN. JOHN CORNYN

(R, Texas)

The man heading

the GOP Senate f
campaigns scored some =

major recruiting coups. But many
of those candidates lost in their
LIBERAL DEMOCRATS

Challengers from the

left haven't fared as well

of the Democrats who voted
against health-care reform and are
running again have kept their party

left the GOP; Rep.

parties.

voted for the ﬁ
reelection or lost in 2010 primaries.
primaries.

as those from the right. All
nomination.

heart, I know it’s bad politics to
raise taxes at any time.”

The disputes in both parties
capped a long, tumultuous primary
season that saw an unusually high
number of incumbents lose to politi-
cal newcomers, as the conservative
tea-party movement exerted influ-
ence in a number of key races.

While virtually all polls suggest
Democrats will feel the brunt of
voter anger on Nov. 2, the GOP felt
the heaviest impact of the tea-party
movement in the primaries.

In all, the National Republican
Senatorial Committee saw a total of
eight of its chosen candidates fall to
outsider insurgents, including two
sitting senators.

—Naftali Bendavid
contributed to this article.

Tea party jolts the GOP,
as Ronald Reagan did

By GERALD F. SEIB

Exactly three
decades ago,
Ronald Reagan
stormed to an
election victory,

: : and in the process
reshaped the Republican Party. In
came waves of Southerners and
Midwest social conservatives who
previously called themselves
Democrats, and out went many
Northeastern moderates and
social liberals who suddenly felt
out of place.

The movement produced a
more conservative and ultimately
successful Republican Party. It
also inspired a serious
independent presidential
challenge in 1980 from one
disaffected party moderate, Rep.
John Anderson of Illinois, who
won 7% of the vote in that year’s
election.

The tea-party movement,
which is activating a new cadre of
angry citizen-activists, could well
be doing something similar to the
Republican Party right now. This
time, the outcome figures to be a
party that isn’t just more
conservative, but also more
populist. Again, the question of
what happens to party moderates
is a big one.

As that suggests, political
parties aren’t so much rigid
hierarchies as living organisms,
prone to changing shape over
time. Sometimes these changes
come from the top down; Bill
Clinton, for example, was largely
responsible for pulling the
Democratic Party toward the
center in the 1990s, a move that
in itself was partly a reaction to
the Republicans’ Reagan
Revolution of the 1980s.

Other times, changes occur
from the bottom up. That’s what
seems to be happening to
Republicans now. Out in the field,
tea-party rebels are purging the
ranks of what they derisively call
RINOS—Republicans in Name
Only.

Out is Gov. Charlie Crist of
Florida, who now is pursuing his
state’s Senate seat as an
independent. Out is Pennsylvania
Sen. Arlen Specter, who earlier
bolted for the Democratic Party
(and found himself a man without
a party when he lost the primary
to retain his seat). Out is Utah
Sen. Robert Bennett of Utah, who
had always seemed plenty
conservative enough for his party
until ousted this year. Out is
Delaware Rep. Mike Castle, a
Republican officeholder for four
decades before losing a primary
this week.

Much as Mr. Reagan’s
revolution brought to prominence
some previously little-known
conservatives, the Republican
party now is increasingly
influenced by a crop of candidates
unknown nationally (and
sometimes within their own
states) just a few months ago, and
by a former governor named
Palin.

One difference is that while Mr.
Reagan made Republicans more
conservative, the tea party is

making them more populist.
Business interests will find, for
example, that when they turn to
the Republican Party to support
free-trade agreements, the tea-
party contingent isn’t going to fall
into line as Reagan conservatives
did. And certainly this new wave
of Republican leaders doesn’t
share the late president’s positive
view of immigration.

Today, as in 1980, it’s centrists
in both parties who have to figure
out where this process leaves
them: Do they have a home in the
evolving political system? Just as
the Republican candidates being
washed out to sea this year tend
to be the party’s centrists, so too
will many of the Democrats
vanquished this year be party
centrists who lose their seats in
the Republican wave now forming.

Much will depend, of course,
on which tea-party favorites
actually win in the November
general election, but a likely
outcome of all this will be a
Republican party more to the
right, and a Democratic Party
more to the left. “It’s going to be
a bipolar Congress,” predicts
Kenneth Duberstein, White
House chief of staff for President
Reagan.

Those who feel left out may
well be Democrats who consider
the Obama agenda is too liberal
for their tastes, and Republicans
who find the tea-party movement
too conservative for theirs.

Those who feel left out may
well be Democrats who
consider the Obama agenda
is too liberal, and Republicans
who find the tea-party
movement too conservative.

So what do they do? Like Mr.
Anderson in 1980, some are trying
to show that they can go it alone.
That’s what Mr. Crist is trying to
do in Florida by running as
independent, just as Connecticut
Sen. Joseph Lieberman did when
he was rejected by his Democratic
Party in 2006 and successfully
won re-election. But being on your
own is a hard thing in American
politics, where organization and
money matter a lot.

Some of those who felt
detached from both parties in the
1980s found a home—an
uncomfortable and temporary one,
as it turned out—with Ross
Perot’s movement in the 1990s.
Over time, though, they drifted
back to the two major parties.

Perhaps there will emerge a
Republican leader who can knit
together tea-party adherents and
the party establishment. Perhaps
Democrats can again tack to the
center and pick up some who feel
left behind. And yes, perhaps
there will be a third party (New
York Mayor Michael Bloomberg
anyone?)

The only certainty is that the
landscape won’t look the same
when the merry-go-round stops
whirling.

Write to Gerald F. Seib at
Jjerry.seib@wsj.com
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Armytestsdigital warriors’

WHITE SANDS MISSILE RANGE,
N.M.—In a remote stretch of desert
in southeastern New Mexico, the U.S.
Army is experimenting with gadgetry
that may play a key role in the bat-
tlefields of the not-too-distant future.

Beer-keg-shaped drones hover
over a simulated battlefield, tracking
targets of interest. Small, portable
robots with an odd resemblance to
the computer-animated hero of the
movie “WALL-E” peer around cor-
ners, relaying sound and digital im-
ages. Sensors silently track enemy
movements.

Some of these devices are already
in service, but the Army wants to link
them together on a secure mobile
network that gives soldiers a detailed
look at the battlefield in real time.
The Army has outfitted a number of
armored trucks with “network inte-
gration kits” that bundle together in-
formation from the different sensors,
turning the vehicles into roving digi-
tal command posts.

Maj. Bill Venable, an Iraq War vet-
eran and Army product manager, lik-
ened the new approach to “Web con-
ferencing” on the battlefield. In the
past, Maj. Venable said, he had to
travel to a combat outpost to receive
paper copies of operational orders,
get the profile of an insurgent sus-
pect or watch video feeds from a
drone. With this new gear, soldiers
could sift through military networks
without heading back to base.

If all goes according to plan, some
of this gadgetry may appear in Af-
ghanistan as early as 2012. But first,
the Army needs to see if the new
equipment will actually be useful in
combat.

That’s the job of the Army Evalua-
tion Task Force. Based at Fort Bliss,
Texas, the unit is currently putting
the equipment through its paces in a
seven-week evaluation here. Col. Dan
Pinnell, the task force commander,
said his job was to provide the Army
with a straight report card on the
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Clockwise from top: Specialist Joshua
Gabbard tests a Small Unmanned
Ground Vehicle (SUGV), intended for
reconnaissance operations in buildings
or at vehicle checkpoints; soldiers
prepare to fly a Class | Unmanned
Aerial System for reconnaissance,
surveillance and target acquisition,
which can fly up to eight kilometers
from the operator and then be handed
off to a remote operator in closer
range; the SUGV gets a closer look at
a suspicious vehicle.

new gear. “My task is to evaluate ca-
pabilities—new doctrine, new hard-
ware, new tactics and new organiza-
tions—in a realistic environment,” he
said.

The results of a similar exercise
last year, Army officials acknowledge,
were less than spectacular. The range
of the new digital gear was extremely
limited, with operations restricted to
a five-kilometer radius, and much of
the equipment wasn’t tough enough
to withstand battlefield conditions.

Observers say a larger issue re-
mains—whether the service will con-

o

tinue funding the effort. The equip-
ment being tested here is derived
from a more ambitious moderniza-
tion program called Future Combat
Systems, which was cut short last
year by Secretary of Defense Robert
Gates, after the Army spent about
$18 billion on it.

Dakota Wood, a senior fellow at
the Center for Strategic and Budget-
ary Assessments, a Washington think
tank that tracks military-spending
trends, said Future Combat Systems
was “unobtainable technologically
and financially.” While the Army
gained some technological insights

battlereadiness

from the program, Mr. Wood said, it
“remains to be seen” whether cur-
rent efforts might translate into a
finished product.

So far, Pentagon leadership has
approved low-rate production of the
equipment, and placed a number of
conditions on continued develop-
ment. The Army is hoping for ap-
proval of additional sets of equip-
ment later this year, but must pass a
series of tests to show the Defense
Department that it is resolving tech-
nological issues.

Paul Mehney, a spokesman for the
Army’s Program Executive Office-In-
tegration, said the Army went into
the 2009 tests using “pre-produc-
tion” equipment and software. “We
entered those tests knowing we were
going to have fairly significant limi-
tations on the equipment and how it
would hold up.”

Col. John Wendel, an Army pro-
gram manager, said the Army and its
main contractor for the program,
Boeing Co., introduced dozens of
fixes to the equipment since those
tests. He said this year’s evaluation
of the equipment was much more de-
manding, reproducing more of the
real-world conditions that soldiers
face in Afghanistan, where the U.S.
military is now focusing its efforts.
For example, the test radius for the
current equipment is more than 35
kilometers.

The Army is striving for maxi-
mum realism in this simulated battle-
field. In a small mountain village on
the missile range, soldiers dressed as
the Afghan National Police dozed on
cots in a small patrol station. Lt. Eric
Muirhead played the role of village
elder, wearing a skullcap and a white
shalwar kameez, the loose trousers
and tunic worn by Afghan men.

Lt. Muirhead said the scenario
was supposed to reproduce the diffi-
cult, complex counterinsurgency
fight in Afghanistan, where soldiers
must identify key local leaders and
stick to strict “rules of engagement”
to avoid harming civilians.

Poverty rate surgesin U.S.

Incomes for the typical U.S.
household fell slightly last year as
substantial government aid and such
self-help actions as families dou-
bling up and young adults moving in
with their parents muted the impact
of the worst recession since the
1930s, the Census Bureau said
Thursday.

By Conor Dougherty,
Sara Murray
And Ruth Mantell

The bureau’s annual snapshot of
American living standards also
found that the fraction of Americans
living in poverty rose to 14.3% from
13.2% in 2008, its highest level since
1994. A record 43.6 million Ameri-
cans were living in poverty last year,
the Census Bureau said.

The new data underscore the ex-
tent to which U.S. households relied
on government benefits—and each
other—to weather the recession. The
numbers also show how living stan-
dards at the middle of the middle
class have stalled. The report comes
amid a vigorous election-year debate
over how government policy can
best help the poor and unemployed.

The median household income,
the pretax income of households
smack at the middle of the middle,
fell 0.7% to $49,777 in 2009. It is

down 4.2% from the prerecession
year of 2007.

“It’s going to be a long, hard slog
back to what most Americans think
of as normalcy or prosperous times,”
said Nicholas Eberstadt, a political
economist at the right-leaning
American Enterprise Institute.

Economists have been concerned
about the persistently high unem-
ployment rate, which rose 3.5 per-
centage points to 9.3% in 2009 from
5.8% in 2008, the largest increase
since the Labor Department started
keeping comparable average annual
data in 1947.

“The deterioration in the labor
market from 2008 to 2009 was the
worst we’ve ever seen,” said Heidi
Shierholz, a labor economist with
the Economic Policy Institute, a
Washington think tank. “When you
see a big deterioration in the labor
market, poverty rises. The vast ma-
jority of people in this country de-
pend on the labor market for their
income.”

The number of employed civil-
ians fell to about 140 million in 2009
from 145 million in 2008, and the
number of unemployed rose to 14
million from nine million, according
to the Labor Department.

Many households continued to
struggle despite economic growth in
the second half of last year, said

Lawrence Katz, a Harvard University
labor economist.

“Most of that growth in GDP
[gross domestic product] has not
been trickling down to the typical
household,” Mr. Katz said. “GDP
largely showed up in profits but
didn’t show up in earnings of work-
ers. Productivity went up, but those
benefits didn’t translate into rapidly
growing wages.”

Also Thursday, the Census Bu-
reau reported that the number of
Americans with health insurance fell
to 253.6 million in 2009 from 255.1
million in 2008, the first year that
the number of people with health in-
surance has decreased since 1987,
when the government started col-
lecting comparable data.

Edwin Park, co-director of health
policy at the Center on Budget and
Policy Priorities, a Washington think
tank, had expected employer-spon-
sored coverage to erode. “The larg-
est contributor would be fewer jobs.
Job-based coverage is the primary
way that workers get coverage.”

ONLINE TODAY: See additional
analysis and data on U.S. income
and poverty levels at WSJ.com/
Economy.

Being rich is riskier
these days, study says

By MARK WHITEHOUSE

It’s not as easy to be rich as it
used to be.

In the past, America’s most
wealthy people barely felt the ups
and downs of the economy. Over the
past few decades, though, the roller-
coaster ride has become more ex-
treme for them than for any other
income group, according to a new
paper by two Northwestern Univer-
sity economists.

In the first year of the recession
that began in 2007, the top 0.01% of
earners in the U.S. saw their pretax
income fall by an average of 12.7%,
compared with 2.6% for all earners,
according to an analysis of data
from income-tax returns by econo-
mists Jonathan Parker and Annette
Vissing-Jorgensen, in a paper pre-
sented Thursday at a Brookings In-
stitution conference.

The richest also did better on
the way up. In the four years lead-
ing up to the recession, their income
rose at an annualized rate of 13.9%,
compared with 1.8% for everyone.

Overall, since 1982, the income
of the top 1% of earners has been
about 2.4 times as volatile as the

average for everyone, the paper’s
authors find. That is a big change
from the years 1947 to 1982, when
the income of the top 1% fluctuated
about 30% less than average. The
authors found a similar picture
when they looked at the income of
the same families over time, at post-
tax income and at the income of
people in Canada.

The reason for rich peoples’
bumpier ride, believe Mr. Parker and
Ms. Vissing-Jorgensen, is likely re-
lated to the reason they have com-
manded an increasing share of the
nation’s income over the past few
decades: Modern technology, such
as satellite communications and
electronic trading, have allowed
people with the right skills and tal-
ents to plug in to the global econ-
omy like never before.

To be sure, the greater volatility
doesn’t mean poorer folks should
feel sorry for the rich. On average,
the people in the top 1% and 0.01%
had pre-tax incomes of about
$900,000 and $17 million, respec-
tively, in 2008. So they were well
able to absorb big losses.

“It’s hard to think of that as be-
ing really hard,” says Mr. Parker.



10

THE WALL STREET JOURNAL.

Friday - Sunday, September 17 - 19, 2010

WORLD NEWS

Four Khmer Rouge leaders indicted

By PATRICK BARTA

A United Nations-backed tribunal
in Cambodia indicted four senior
members of the former Khmer
Rouge regime, assuring that the
country will keep grappling with its
war-time past for at least another
year.

The trial, which is expected to
begin by mid-2011, is likely to be far
more complex—and possibly more
controversial—than the recently
completed case against former Kh-
mer Rouge prison commander Kaing
Guek Eav, known as Duch, who was
convicted of crimes against human-
ity in July. That case drew interna-
tional attention because it was the
first international-tribunal trial
against a Khmer Rouge member af-
ter the collapse of the regime, which
governed Cambodia from 1975 to
1979 and is blamed for 1.7 million
deaths.

Many Cambodians criticized
Duch’s punishment—a 19-year jail
sentence, after credit for time al-
ready served—as lenient, given his
role in overseeing a prison where
more than 12,000 people were tor-
tured and killed. Both Mr. Kaing
Guek Eav and his prosecutors have
appealed.

The newest indictments target
higher-level officials in the former
Khmer Rouge government. Unlike

Nuon Chea
Pol Pot’s former deputy

Born: July 7, 1926
Arrested: Sept. 19, 2007

leng Sary
Former foreign minister

Born: Oct. 24, 1925
Arrested: Nov. 14, 2007

leng Thirith Khieu Samphan

Former minister of social Former Khmer Rouge head
affairs of state

Born: 1932 Born: July 27, 1931

Source: Extraordinary Chambers in the Courts of Cambodia

Mr. Kaing Guek Eav, who acknowl-
edged some role in crimes by the re-
gime and expressed remorse, they
have denied they were involved in
the crimes.

The four leaders are Nuon Chea,
a former acting prime minister who
is considered one of the group’s
main ideologues; Ieng Sary, a former
deputy prime minister and minister
of foreign affairs; his wife Ieng
Thirith, a Shakespeare scholar who
was also a government minister;
and Khieu Samphan, a former head
of state.

All four were detained in 2007
and now face a raft of charges, in-
cluding crimes against humanity,
genocide and war crimes.

The second trial is considered to
be more important than the first
mainly because the accused were
more senior than Mr. Kaing Guek
Eav. It is hoped that investigations
into their actions could yield consid-
erably more information about the
inner workings of the Khmer Rouge
regime.

The radical Communist rebel
group came to power in the after-

Arrested: Nov. 14, 2007

Arrested: Nov. 19, 2007

Photos: Agence France-Presse/Getty Images (4)

math of the Vietham War and
sought to create an agricultural uto-
pia under the leadership of the late
Pol Pot. The group forced residents
of Cambodian cities to relocate to
rural collectives, but many of the
farms failed spectacularly, making it
difficult for residents to survive.
About a fifth of the country’s popu-
lation at the time died of starvation,
illness or were killed.

The tribunal is controversial in
Cambodia, however, in part because
some former Khmer Rouge figures
remain in government, including

Prime Minister Hun Sen, who served
in the Khmer Rouge but later de-
fected. Although he isn’t under any
suspicion of involvement in the
atrocities, it is possible the tribu-
nal’s investigations could lead to of-
ficials or politicians.

Other residents have complained
the process has taken too long, and
cost too much money, without
bringing many former leaders to
justice.

Analysts had feared that the tri-
bunal would lose momentum after
the Duch trial and possibly choose
not to pursue more indictments, or
move so slowly that the four re-
maining leaders—who are in their
late 70s and 80s—would die before
trials could begin.

Human-rights experts and many
Cambodian residents have argued it
is necessary to complete at least
one more trial, and possibly more,
before Cambodia can fully bury its
past.

The country is increasingly seen
as an attractive investment destina-
tion, with significant potential to
become a major source of agricul-
tural commodities for China and
other emerging markets. But Cam-
bodia retains a reputation as a dan-
gerous and unpredictable place, and
many investors are watching the tri-
bunal to determine if the country is
fully returning to rule of law.

Low expectations await

Afghan legislative polls

KABUL—More Afghans are ex-
pected to stay away from the polls
in Saturday’s parliamentary election
than in any vote since the Taliban’s
downfall, after a campaign marred
by Taliban assassinations of candi-
dates, intimidation of voters and
fears of widespread fraud.

By Yaroslav Trofimov,
Maria Abi-Habib
and Matthew Rosenberg

International observers and dip-
lomats project the turnout well be-
low the 4.6 million voters, or about
30% of the registered electorate,
that was posted in last year’s presi-
dential race. Some 6.4 million Af-
ghans participated in the previous
parliamentary elections in 2005.

The chief United Nations envoy
in Afghanistan, Staffan de Mistura,
said Thursday that he personally
wouldn’t be upset with a turnout of
between 3.5 million and 4.5 million
voters, while other observers and
Western diplomats said that a turn-
out as low as three million would
still be seen as acceptable by the in-
ternational community.

“As far as security is concerned,
we’re finding ourselves in the worst
period of 2010, and in the worst pe-
riod of the recent years. It’s the
worst possible moment and the
worst possible country in which to
organize an election,” Mr. de Mis-
tura said.

The Taliban have repeatedly
threatened to disrupt Saturday’s
vote with lethal attacks, even
though some local insurgent com-
manders are tacitly backing candi-
dates in parts of the country.

The election’s outcome is impor-
tant: the outgoing Afghan legisla-

ture rejected many of President
Hamid Karzai’s ministerial appoint-
ments and legislative changes, and
emerged over the past year as an in-
dependent power center.

Though Mr. Karzai can circum-
vent the parliament’s wishes with
presidential decrees, he has been in-
creasingly inconvenienced by having
to deal with a hostile legislative
branch.

“The president and his cabinet
need a majority in this parliament,”
says Haroun Mir, the director of the
Afghanistan Center for Research
and Policy Studies, who frequently
criticizes Mr. Karzai and is running
for a seat from Kabul province.

It would be difficult for Mr. Kar-
zai and his supporters to radically
alter the parliament’s shape, how-
ever. Nearly all the 249 incumbent
lawmakers are running for re-elec-
tion, and by some estimates as
many as 85% of them are likely to
secure a new mandate.

“It’s anticipated that the incum-
bents will do very well,” says Glenn
Cowan, the principal of Democracy
International Inc., a Maryland firm
that is fielding 80 expatriate elec-
tion observers across Afghanistan
under a U.S. government grant.
“They are viewed as a check on ex-
ecutive authority.”

Because of the worsening vio-
lence, however, many of the success-
ful candidates are likely to be for-
mer warlords and prominent
businessmen who can afford to pro-
vide their own armed security.

In Afghanistan’s weak political-
party system, voters tend to choose
individuals rather than follow party
lines, and most candidates run as
independents. Sixty-eight seats are
reserved for women.

The campaign has been short on
political debate, and mostly cen-
tered on candidates showing off
their achievements and making
promises of patronage to voters.

The Taliban have declared that
they oppose the election as a for-
eign ploy to prolong Western mili-
tary occupation. Yet, despite such
declarations, some of local insurgent
commanders have shown signs of
taking sides in individual races,
backing some candidates simply by
allowing them to campaign in rebel-
held areas, or by intimidating their
opponents.

“In some areas, candidates have
made deals and paid money or pro-
vided weapons to the Taliban, and
that’s why some groups of Taliban
don’t want to disrupt the election in
those areas,” says an insurgent com-
mander in the eastern Kunar prov-
ince.

Hajji Sakhi, a candidate running
from Kunar, says he has approached
the local Taliban commanders via
tribal elders, asking them not to dis-
rupt the vote, but hasn’t received a
reply. “The Taliban have asked can-
didates to help them release their
prisoners if they get into the parlia-
ment,” he says.

The U.N. envoy, Mr. de Mistura,
says he welcomes the Taliban in-
volvement in some races as a
“movement in the right direction.”

“It is always better to see any
type of movement from bullets to
ballots,” he explains. “What we are
watching with great attention is
whether this [involvement in the
election] translates into intimida-
tion, harassment or physical
threats” against rival candidates
and their supporters.

The U.N., anticipating Taliban at-
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Afghans pass an election poster in Herat, in western Afghanistan, on Thursday.

tacks over the weekend, has ordered
a large part of its international staff
to temporarily leave the country,
and ordered others not directly in-
volved in helping the election to
stay indoors until Monday.

Aiming to minimize fraud, Af-
ghan electoral authorities have
closed down almost 1,000 of the
country’s 6,900 polling centers,
most in Taliban-dominated areas
where a free election was deemed
impossible to guarantee.

Much of the ballot-stuffing in
last year’s presidential elections oc-
curred in those areas, with voters
too afraid to come out and
vote—and corrupt election officials
using the opportunity to stuff ballot
boxes at empty polling stations.
Most of the fraud last year was per-

petrated in behalf of Mr. Karzai, but
some also occurred in favor of his
opponents.

The decision to close polling sta-
tions has already sparked protests
in several provinces, with local can-
didates and their supporters decry-
ing it as unfair.

Even with this safeguard, en-
dorsed by the international commu-
nity, few expect Saturday’s vote to
be clean.

“There will be too much fraud.
That you can say now,” says Johann
Kriegler, a South African judge who
sits on Afghanistan’s Electoral Com-
plaints Commission, a watchdog
that is empowered to throw out fal-
sified results.

—Habib Totakhil
contributed to this article.



