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France on hlgher terrorlsm alert

i

Associated Press

Soldiers patrol the Eiffel Tower in Paris, Monday, as France stepped up security against possible
terrorist attacks, including one against the Paris transport network. French officials also said they
were investigating a report that a female suicide bomber may be preparing to strike in Paris.
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Banks’ profits
on mortgages
spur criticism

By Davip ENRrICH
AND SARA SCHAEFER MUNOZ

LONDON—Rock-bottom in-
terest rates in the U.K. are al-
lowing the country’s banks to
transform their humdrum
home-mortgage businesses
into a lucrative cash cow,
helping the banks return to
profitability but fueling accu-
sations of price gouging.

The difference between
what U.K. banks are charging
for home loans and what they
pay to borrow money—known
as  their margin, or
spread—has more than dou-
bled from its previous average
of barely 1%, according to
bankers, analysts, mortgage
brokers and other experts.
That is despite the Bank of
England'’s interest-rate cut to
nearly zero in March 2009.

The shift has big implica-
tions for banks’ bottom lines,
customers’ pocketbooks and
potentially the U.K. economy.
Critics accuse the banks of
squeezing consumers, and the

The Quirk
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Zimbabwe’s road to economic
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Recession declared dead,
- but weakness haunts U.S.

The U.S. recession that
wiped out 7.3 million jobs, cut
4.1% from economic output
and cost Americans 21% of
their net worth ended in June
2009, marking the longest

By Sara Murray,
Michael S. Derby
and Michael R.
Crittenden

and deepest slump since the
Great Depression. But even as
the end to the recession was
officially called, a new report
highlighted the weaknesses
still facing the U.S. economy.

The country’s economy has
struggled to find its feet since
that low point and still faces
stubbornly high unemploy-

ment and slow growth.

The recession ended 18
months after the economy be-
gan sliding into a downturn in
December 2007, according to
the National Bureau of Eco-
nomic Research’s Business Cy-
cle Dating Committee, a group
of academic economists that
determines the widely ac-
cepted benchmarks for U.S.
recessions.

The next-longest postwar
slumps were those of the
early 1970s and early 1980s,
which both lasted 16 months.

The pronouncement comes
as the economy shows signs it
has avoided a slide back into
another swoon. Stock-market
investors have taken heart;
the Dow Jones Industrial Av-

erage has rallied more than
7% this month, thanks to bet-
ter-than-expected data on a
number of fronts, including
housing, manufacturing and
unemployment. It rose 1.4%
Monday to its highest close in
four months.

The market’s gains come
after a bleak August, in which
the Dow fell 4.3% as investors
fretted that the economy
would dip back into recession.

Still, the National Bureau
of Economic Research warned
that its call of an end to the
recession didn’t mean it had
concluded “that economic
conditions since that month
have been favorable or that
the economy has returned to

Please turn to page 7

situation is setting the stage
for a showdown between
banks and the government,
since some of the banks are
partly owned by taxpayers.

Until recently, margins on
mortgage lending were slim-
mer in the UK. than in almost
any other major Western
economy. Today, they are by
far the fattest, according to a
recent study by London-based
Autonomous Research. UK.
consumer-research  group
Moneyfacts estimates that
profit margins on U.K. mort-
gages have soared to an all-
time high.

“Why should a U.K. bor-
rower pay 3.4% for a variable-
rate mortgage when a Swed-
ish borrower pays 1.5%, de-
spite the fact that the refer-
ence rates are similar?” asked
Manus Costello, an analyst at
Autonomous Research.

In a report released Mon-
day, the Bank of England said
the trend of banks imposing
“a higher mark-up on new
lending ... is consistent with

lenders rebuilding capital
through retained earnings.”
Indeed, a return to healthy
profits is widely seen as nec-
essary for banks to show they
are back on their feet follow-
ing the financial crisis.

The biggest beneficiary of
this trend is Lloyds Banking
Group PLC, which is 41%-
owned by the UK. govern-
ment due to a taxpayer-fi-
nanced bailout. After posting
a loss of £6.3 billion ($9.84
billion) last year, Lloyds re-
turned to profitability in the
first half of 2010, largely pro-
pelled by its minting of
money on mortgages.

Even though Lloyds is
making fewer such loans than
in past years, the business is
generating more profits. That
is because its margins on re-
tail banking, which consists
almost entirely of mortgage
lending, swelled to 2.44% at

Please turn to page 24
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A rush to the banking firewalls

BY SIMON NIXON

U.K. banks have
had a lot to be
pleased about
lately. First, there
n 7/ were the Basel III

e B reforms, which
turned out to be largely a damp
squib compared to the tough talk
of draconian new capital
requirements that regulators were
threatening at the start of the
year. Although there are still
details to be finalized, nobody
believes any major European bank
will have any difficulty complying
with the rules when they finally
take effect at the end of the
decade.

Now there is growing optimism
the U.K.’s Independent
Commission for Banking will also
stop short of recommending the
splitting up of retail and
investment banking. Instead, there
is growing confidence that
political and practical realities
will lead it to focus on other, less
radical solutions to the problem of
too-big-to-fail banks and the risk
faced by taxpayers from the
implicit guarantee of risky
investment banking activities.

The buzz word is banking
circles now is “subsidiarization”—
the idea that banks can address
regulators’ concerns by creating
legal firewalls between their
different businesses that stop
short of full separation. Santander
already operates a subsidiary
structure along these lines: all its
major units are separate legal
entities, independently regulated
and with responsibility for their
own capital and funding. HSBC
also largely follows this pattern.
Since these have been two of the
most successful banks in the
world through the crisis, this
models are understandably
attracting increasing attention as
a possible solution.

But is subsidiarization really
the answer to the regulators’
dilemma? Sure, a subsidiary
structure can provide a great deal
of comfort to regulators outside a
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bank’s home market that their
financial system will be insulated
if the parent company goes down.
A subsidiary structure would have
enabled U.K. regulators to stop
Lehman Brothers transferring
large quantities of cash to the U.S.
the night before it went into
administration. Similarly, U.K.
regulators would have been able
to ring-fence the operations of
Icelandic banks active in the U.K.
before the crisis by forcing them
to hold their own capital and
liquidity. Instead, they collapsed
with their parents, with disastrous
consequences for the U.K.
economy. Not surprisingly,
regulators are keen on
subidiarization as part of their
efforts to force banks to maintain
so-called living wills to help
ensure an orderly wind-up.

But it’s not all clear
subsidiarization provides the kind
of firewall between different parts
of a bank needed to protect
taxpayers in the parent country.
After all, HSBC operates a
subsidiary structure, but that did
not stop it funneling billions of
dollars into its troubled U.S. unit,
Household, rather than allowing it
to go bust. At the time, HSBC
argued persuasively that allowing

Household’s bondholders to bear
the losses from the unit’s
disastrous subprime lending
would have calamitous
consequences for its own credit
rating. Santander argues that its
decision to write down the value
of its Argentinian unit to zero
during that country’s devaluation
crisis early in the decade shows it
was willing to cut a troubled
subsidiary adrift. But ultimately, it
never took this step—no bank
could easily survive such a breach
of trust.

But what if subsidiarization is
the answer? What does this mean
for the banks? Santander and
HSBC clearly believe the model
serves their shareholders well, the
requirement to manage their own
capital and liquidity providing
management focus and discipline.
But the risk is that banks forced
to run themselves through
separate legal entities will lose
some of their ability to manage
capital and liquidity efficiently,
with resources trapped by local
regulators rather than used where
it can most profitably be
deployed. That could mean banks
are forced to operate with higher
capital ratios and more expensive
funding.

That is particularly worrying
for a bank like Barclays, which
could be forced to separate its
investment banking and retail
businesses. The U.K. bank, which
is considering its options, doesn’t
think a split will necessarily lead
to higher funding costs. It argues
recent debate should mean the
possibility of separation is already
reflected in the price it is charged
for its debt. It also notes that the
risk that regulators might require
the bank to reorganize its
activities is cited as risk factor in
all bond issue documents. But
senior bank officials acknowledge
they have no idea how a formal
split that left bondholders
exposed only to the investment
banking balance sheet would
affect its cost of funding, or how
much extra capital would be
required to satisfy bondholders.

But the debate over separation
presents banks like Barclays—and
its incoming CEO Bob
Diamond—with a dilemma: if they
admit that there are substantial
synergies to be gained from
conducting different types of
banking business under one roof
then regulators will rightly worry
that retail deposits are indeed
being used to cross-subsidize
riskier investment banking
activities. But if the bank can
prove that operating a subsidiary
structure will make no difference
to capital and funding costs, then
investors might ask why banks
don’t break themselves up
anyway. What is the point of
universal and global banks if they
don’t create any added value?

What is the point of universal
and global banks if they don’t
create any added value? A
business model based justified
solely by reference to
technological and management
know-how or cross-selling
opportunities is unlikely to be
persuasive. Before long, banks
would likely be under pressure
from investors to break
themselves up anyway. Far from
being a comfortable middle way
for regulators and banks,
subsidiarization is likely to prove
a blind alley. The commission
should steer clear.

ONLINE TODAY

Most read in Europe

of gy W
1. Sweden’s Far-Right Makes Gains
2. Unfreezing Arctic Assets
3. Zombie Buildings Haunt Spain
4. The Eurocracy Fiddles While
Continent’s Economy Declines
5. GOP Aims to Erode Agenda

europe.WSJ.com

FREE daily access for every reader
First time users please register at:
wsj.com/accesstoday
Once registered, redeem future
daily codes at:
Wwsj.com/accessrenew
Today’s code is: EUROPE-GJ3-913

The Source
blogs.wsj.com/source

“The immediate
worry for BP and its
shareholders is how
the authorities will
apportion blame.’

James Herron on issues facing BP
after its Gulf of Mexico well was sealed

Continuing coverage

Follow the latest from
London’s fashion week
at blogs.wsj.com/runway

Question of the day

Vote and discuss: Should
oil and gas companies be
required to plug idle wells
in the Gulf of Mexico?

Vote online today at wsj.com/polls

Previous results

Q: Do you think the
Vatican is now responding
adequately to the clerical
sexual-abuse scandal?

Yes
I 7
No

I 25

What’s

News

M Lloyds said CEO Eric
Daniels will leave the bank
next year, in the wake of the
lender’s 2008 acquisition of
U.K. rival HBOS at the height
of the financial crisis that
forced it to accept a govern-
ment bailout. 17, 32

M The ECB has increased
government bond purchases
amid rising concern in finan-
cial markets about the ability
of Greece, Ireland and Portu-
gal to repay their debts. 5

M The global financial melt-
down of 2008 has kept as
many as 70 million more peo-
ple in extreme poverty, the
presidents of the World Bank
and the IMF said. 9

M Nick Clegg assured Liberal
Democrats he would stick to
party principles amid U.K.
budget cutbacks. 4

M Ikea said it plans to dou-
ble its annual spending on
products from South Asia
over the next three years and
is pressing India to relax in-
vestment regulations. 18

Inside

Can Hyundai pull off
the trick of pragmatic
prestige? 27

Liverpool's manager
wrestles with mystery
of Steven Gerrard. 28

THE WALL STREET JOURNAL EUROPE
(ISSN 0921-99)
Commodity Quay, East Smithfield,
London, EIW 1AZ

SUBSCRIPTIONS, inquiries and address changes to:
Telephone: +44 (0) 20 3426 1234. Calling time from
8am. to 5 pm. GMT. E-mail: subs.wsje@dowjones.com.
Website: www.serviceswsje.com

ADVERTISING SALES worldwide through Dow Jones
International. Frankfurt: 49 69 29725 390;

London: 44 203 426 1111; Paris: 331 40 17 17 OL
Printed in Belgium by Concentra Media NV. Printed in
Germany by Dogan Media Group / Hrriyet A.S. Branch
Germany. Printed in Switzerland by Zehnder Print AG Wil.
Printed in the United Kingdom by Newsfax International
Ltd, London. Printed in Italy by Telestampa Centro Italia
srl. Printed in Spain by Bermont S.A. Printed in Ireland
by Midland Web Printing Ltd. Printed in Israel by The
Jerusalem Post Group. Printed in Turkey by GLOBUS
Diinya Baslnevi.

Registered as a newspaper at the Post Office.
Trademarks appearing herein are used under license from
Dow Jones & Co. ©2010 Dow Jones & Company. All
rights reserved. Editeur responsable: Patience Wheatcroft
M-17936-2003.

Registered address: Boulevard Brand Whitlock, 87, 1200
Brussels, Belgium




Tuesday, September 21, 2010

THE WALL STREET JOURNAL. 3

NEWS

House without McQueen

By PAUL SONNE

LONDON—As the fashion elite
filed into St. Paul’s Cathedral on
Monday to memorialize British de-
signer Lee Alexander McQueen, the
company he left behind is on the
brink of making its first crucial trip
down the women’s catwalk without
him.

The late Mr. McQueen, who built
his label into one of the world’s
most daring fashion names, commit-
ted suicide last February. He was re-
placed four months ago by long-
time deputy Sarah Burton, who took
over as creative chief of the London-
based Alexander McQueen label, a
small but symbolic part of PPR SA’s
Gucci Group.

Now, as Ms. Burton gears up to
unveil her first full women’s wear
collection in Paris on Oct. 5, the la-
bel faces a tough question: What
does it mean to be Alexander Mc-
Queen without Alexander McQueen?

The strategic challenge high-
lights a longstanding problem in the
fashion industry, where it’s difficult
to replace high-profile designers
who become indivisible from their
eponymous brands.

Mr. McQueen’s shows were
highly produced feats of shock and
awe. His 1995 collection, “Highland
Rape,” which featured strutting nu-
dity and ripped Tartan dresses,
symbolized what he called the rape
of Scotland by the British.

“I had no doubt, and nor did he,
that he was an artist who just hap-
pened to work with clothing,” said
fashion columnist Suzy Menkes, ad-
dressing the memorial service.

Gucci Group must now make the
label stand on its own, apart from
the personality that made it.
Whether that means continuing the
tradition of such scandalous designs
is unclear.

“The creation of modern beauti-
fully crafted clothes was at the
heart of Lee’s vision. I intend to stay
true to his legacy,” Ms. Burton said
in a statement released by Gucci
Group in May, her only public com-
ment on the matter.

Having worked under Mr. Mc-
Queen for 14 years, most recently as
head of design for women’s wear,
she is well-placed to understand his
vision. Like Mr. McQueen, she was
born in Britain and trained at Lon-
don’s Central Saint Martins College
of Art and Design. She joined his la-
bel before she graduated. But as a
chief designer, she remains an un-
known quantity. Gucci Group de-
clined to make Ms. Burton available
for an interview.

Gucci Group, which acquired a
majority stake in Alexander Mc-
Queen in 2000, has said it is com-
mitted to keeping the McQueen
business alive, but the fledgling la-
bel has lost money for years, break-
ing even for the first time in 2007,
but then dipping back into the red
with the downturn. Ms. Burton has
to carve out an artistic vision that is
her own; but she also must design
clothes that can help lift the busi-
ness out of its start-up phase.

That could be a strong point for
the new chief designer: Much of her
job at Alexander McQueen entailed
boiling down the designer’s catwalk
creations into products that would
be sellable on store shelves.

One possible avenue for the com-
pany is to focus on nurturing its
secondary label, McQ, while signing
licensing contracts in areas such as
perfume.

When it comes to his appeal on
the runway, “I don’t think anyone
will be able to keep up with Mc-

Queen,” says fashion consultant
Robert Burke, president and CEO of
Robert Burke Associates. “I think it
would probably be best to not try to
compete with that.” But he added:
“Keeping consistency with the brand
is really important. Any kind of ma-
jor departure would not be good.”
Though the McQueen label has
benefited from recognition and pub-
licity in the wake of Mr. McQueen’s
death, Antoine Belge, a luxury-goods
analyst at HSBC, said the company
should be wary of trying to grow
the brand into a huge phenomenon.
“Gucci Group should try to make
it a bit more sizeable whilst main-

taining its ‘niche’ positioning,” Mr.
Belge said.

Some labels have successfully re-
placed icons. One example is Calvin
Klein: After the designer sold his
fashion empire to private-equity
firm Phillips-Van Heusen in 2003,
his long-time protégé Francisco
Costa took over creative duties and
has received significant acclaim.

But it has often been more diffi-
cult. Gianni Versace SpA, for in-
stance, suffered for years after its
founder was murdered in Miami, un-
til Donatella Versace managed to re-
place her brother as a guiding artis-
tic force behind the label.

AP (McQueen); AP/David Burton (Burton)

Big shoes to fill: Sa
McQueen, who killed himself in February, takes over as the label’s creative chief.
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Clegg tells party

to be steadfast
amid U.K. cuts

T

Associated Press

Sweden’s Prime Minister Fredrik Reinfeldt, whose coalition won Sunday’s election, addresses media in Stockholm Monday

Swedish leader faces
a bind after election

By CHARLES DUXBURY
AnD MARCUS WALKER

STOCKHOLM—Sweden’s election
on Sunday has left Prime Minister
Fredrik Reinfeldt with a choice be-
tween trying to govern without a
majority in parliament, or trying to
persuade the opposition Green Party
to support his center-right coalition.

Neither path appears easy, and if
Mr. Reinfeldt can’t make either
work, Swedes may need to go to the
polls again.

The cause of Mr. Reinfeldt’s
problem: the rise of a far-right, anti-
immigration party, the Sweden
Democrats, which won seats in Swe-
den’s parliament for the first time
and prevented the prime minister’s
four-party coalition, known as the
Alliance, from winning an overall
majority.

The Swedish leader has said he
won’t even consider cooperating
with the Sweden Democrats, a party
that is viewed as a xenophobic pa-
riah by Sweden’s mainstream politi-
cians. The Sweden Democrats ran a
campaign painting Muslim immi-
grants as a threat to the country’s
security and prosperity.

Such sentiment across Europe

Reaching out

has echoes in rising angst over Is-
lamic influence in the U.S., though
surveys suggest support for a di-
verse society is wider in the U.S.
than in Europe, where radical par-
ties are gaining influence amid hard
economic times and fears that im-
migration of Muslims and other mi-
norities could erode national iden-
tity.

“We have a responsibility in this
parliamentary situation to look for
broader support and that means we
should start talks with the Greens
and I hope for a good response from
them,” Mr. Reinfeldt said Sunday af-
ter the preliminary election result
came in.

The latest projections suggest
Mr. Reinfeldt’s ruling Alliance coali-
tion won 172 seats, just short of the
175 needed for an outright majority,
while the left-leaning bloc of Greens
and Social Democrats won 157 seats.
The Green Party scored their best-
ever result, taking 7.2% of the vote.
The Sweden Democrats secured 5.7%
of the vote, winning 20 seats.

Mr. Reinfeldt, the 45-year-old
leader of the right-leaning Moder-
ates party, has tried to turn Sweden
in a more free-market direction
since first taking office in 2006,

Sweden'’s governing center-right alliance, short of a majority, hopes to

woo the Greens

Projected number of seats in Swedish parliament following Sunday’s election

Greens

Sweden Democrats

25 |

Social Democrats

132

Source: SVT
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privatizing state assets and trim-
ming welfare benefits and taxes. His
policies have challenged Sweden’s
postwar attachment to generous
welfare policies, incurring opposi-
tion from left-leaning parties.

The prime minister now wants to
woo one of his left-leaning critics,
the Green Party. Talks aren’t ex-
pected to begin until after final
election results are in, which could
take until Wednesday. Already, how-
ever, the Greens are playing hard to
get. Green leader Maria Wetter-
strand appeared to dismiss the
chances of her party forming a co-
alition with the center-right bloc
when she spoke to state broadcaster
SVT Sunday.

“That the Green Party would be-
come a supporting party for a gov-
ernment which kicks people out
from health insurance, which is not
pushing any climate policy, which
will build 10 new nuclear-power sta-
tions, that is not a set of policies
which we can consider supporting,”
Ms. Wetterstrand said.

Her words suggest that the best
Mr. Reinfeldt can hope for is an
agreement from the Greens of sup-
port on an issue-by-issue basis
rather than from within a formal co-
alition.

“The Greens are sitting with a
trump card here,” said Jonas Hinn-
fors, professor of political science at
Gothenburg University. “They know
the government will need a majority
so they can be very firm with their
demands,” he said.

The Greens could press the gov-
ernment to reverse its decision to
build more nuclear-power stations,
a policy the Green Party vehemently
opposes, says Mr. Hinnfors. They
may also demand a halt to the
planned privatization of more state-
owned assets including stakes in
Nordea Bank AB and telecom oper-
ator TeliaSonera AB.

Mr. Reinfeldt made clear on Sun-
day night that he intends to con-
tinue in government with or without
the Greens. “The judgment of the
Swedish people is that the Alliance
should continue,” he said.

By AINSLEY THOMSON

LIVERPOOL, England — Nick
Clegg, U.K. deputy prime minister
and leader of the Liberal Democrats,
urged his party on Monday to “hold
our nerve” as the British economy is
rebuilt.

Speaking in Liverpool at the first
party conference since the Liberal
Democrats formed a coalition gov-
ernment with the Conservative
Party in May, Mr. Clegg sought to
reassure delegates worried that the
party’s identity has been eroded by
being the junior partner.

“Hold our nerve and we will have
changed British politics for good.
Hold our nerve and we will have
changed Britain for good,” he said.

In an upbeat speech that sought
to rouse delegates’ faith in the
party, Mr. Clegg told the audience to
aim for 2015—the date of the next
general election—when he said the
party would reap the rewards for
having helped rebuild Britain.

The conference is being watched
for any signs of tension within the
party, particularly from grass-roots
members who say the party has lost
its way since it joined the coalition.
Liberal Democrat support has fallen
significantly since the election, ac-
cording to recent opinion polls.

In his address, Mr. Clegg de-
fended his party’s decision to enter
the coalition government with the
larger Conservative Party. “Imagine
if we had turned away. How could
we ever again have asked the voters
to take us seriously?” he said.

Liberal Democrat delegates Mon-
day sent a sharp message to their
party leaders when they voted not
to support the establishment of free
schools and academies—one of the
U.K. coalition government’s major
education polices. The delegates la-
beled the policy divisive and ineffi-
cient and urged people not to use
the free schools, which are due to
open next year.

Mr. Clegg took time to explain
the reasoning for the Liberal Demo-
crats’ backing of the Conservatives’
spending cuts, which are designed

Reuters
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Nick Clegg gestures during his speech.
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to tackle the U.K.s budget deficit.
Austerity measures have caused un-
ease among the traditionally left-
leaning Liberal Democrats, with
party critics suggesting the planned
cuts will hurt poorer households.

“To those of you angry now
about the difficult decisions needed
to balance the budget, yowll be able
to show that those decisions have
set us on a better course with new
growth and jobs that last,” he said.

Mr. Clegg said October’s Spend-
ing Review—where the details of the
spending cuts will be an-
nounced—was about “balance and
responsibility,” not “slash and burn.”

He said that if the deficit were
reduced at a slower pace, as advo-
cated by the opposition Labour
Party, it would worsen rather than
ease the pain of the spending cuts.

The government’s austerity plans
received a boost Monday when
Moody’s Investors Service Inc. re-
tained its stable outlook on the UK.
Moody’s said the triple-A rating
should hold if cost-cutting plans re-
main on track.

In his speech, Mr. Clegg prom-
ised that the government would
stick to longtime party principles.

—Laurence Norman
contributed to this article.

British lending

to businesses falls

By ILoNA BILLINGTON

LONDON—Bank lending to U.K.
businesses continued to fall in July
from a year earlier, although by less
than it did in June.

Total lending by banks and
building societies fell by £2.5 billion
($3.91 billion), a smaller drop than
the £3.2 billion decline recorded the
previous month, the Bank of Eng-
land said Monday in its monthly re-
port, Trends in Lending.

The annual rate of decline in
lending to businesses eased to 5.7%
from 7.9% in June, but the figures
indicate that U.K. businesses don’t
want more credit or U.K. banks
aren’t able and willing to provide it.

The BOE said its own agents had
reported that weak demand is at
least part of the problem. “Contacts
of the Bank’s agents and most major
U.K. lenders reported that demand
for credit remained subdued,” the
BOE said. “The major U.K. lenders
reported loan availability was
broadly unchanged on the month.”

There is little sign of a notable
pickup in lending ahead. “Net lend-
ing by the major U.K. lenders re-
mained subdued in August, though
[it] was slightly stronger than in re-
cent months,” the report said.

The BOE last month cut its
growth forecasts for the U.K. econ-
omy, citing tight credit conditions
as one reason for doing so.
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‘No Vacancy’ for Irish leader’s job

— Pl ll.

By QUENTIN FOTTRELL

DUBLIN—Irish Finance Minister
Brian Lenihan said Monday that
there was “no vacancy” for Prime
Minister Brian Cowen’s position af-
ter the leader’s widely criticized ap-
pearance on early-morning radio
last week.

“The issue of the leadership
doesn’t arise,” Mr. Lenihan said in a
statement, adding, “there is no va-
cancy.” He was speaking after
mounting speculation that Mr. Co-
wen’s leadership was under threat
because of unhappiness within the
government about his performance.

Mr. Lenihan denied rumors that
backbenchers had approached him
to take over. “No, backbenchers
have been very respectful of me.
And nobody has suggested to me
that I should make a move. To the
best of my knowledge, there is no
move.”

Political analysts have also sug-
gested that Justice Minister Dermot
Ahern and Foreign Affairs Minister
Micheal Martin were other possible
frontrunners for the job as leader of
the ruling right-of-center Fianna
Fail party.

Last Friday, Mr. Cowen pledged
to be “more cautious” in his social
life after a poor performance in an
early-morning radio interview
sparked criticism from the public
and opposition, and generated head-
lines around the world.

“Ill be a bit more cautious in
terms of that aspect of how I con-
duct my social life,” the prime min-
ister, known as the Taoiseach, said.

Prime Minister Brian Cowen, shown in Brussels last week, has apologized for his performance in a radio interview.

“I take responsibility for my end of
things and I’ll make sure they don’t
happen again.”

Last Tuesday, Mr. Cowen spoke
on state broadcaster RTE Radio on
the second day of Fianna Fail’s par-
liamentary party conference in Gal-
way. Mr. Cowen, who had been up
until 2:30 a.m. local time, spoke less
than five-and-a half hours later on

RTE’s flagship news program Morn-
ing Ireland sounding tired, hoarse,
groggy, sometimes slurring his
words and, on occasion, momen-
tarily mixing up answers to some of
the questions.

The prime minister denied being
hung over or drunk. He apologized
shortly after when it became clear
that the story had gone viral on the

Internet.

“It wasn’t my best performance
and I would like to apologize for
that,” he said at the time, admitting
that he was under pressure to ad-
dress his poor radio performance.

Before the prime minister issued
his apology, Mr. Martin said, “We
clearly have to learn lessons from
the entire event and now move on.”

Dutch budget
to skip over
pressing issues

By MAARTEN VAN TARTWIJK
AnD ROBIN VAN DAALEN

AMSTERDAM—The Netherlands’
caretaker government on Tuesday is
to present a 2011 budget that will
sidestep many of the country’s
pressing fiscal issues because talks
to form a new government are still
without a result.

The delay in reforms under-
scores the country’s political frag-
mentation since the previous gov-
ernment fell in February, with
concerns rising from a looming pen-
sion crisis. The June elections re-
sulted in a fragmented political
landscape with no majority of par-
ties able to find enough in common
to form a coalition government.

The stalemate has left power in
the hands of a caretaker govern-
ment—consisting of the conserva-
tive Christian Democrats and left-
leaning Christian Party—that has
been unable to tackle the impact of
the aging population on the budget.

The caretaker government on
Tuesday is expected to announce
about €3.2 billion ($4.17 billion) in
budget cuts for the period up to
2015, a modest reduction in compar-
ison with the major cutbacks else-
where in Europe.

The budget itself will be of “little
importance,” said Sylvester Eijffin-
ger, a professor of financial econom-
ics at Tilburg University. “The new
government will have to come up
with a real package.”

ECB steps up bond buys

By BRIAN BLACKSTONE

FRANKFURT—The European
Central Bank has increased its pur-
chases of government bonds amid
rising concerns in financial markets
about the ability of Greece, Ireland
and Portugal to repay their debts.

The ECB initiated the bond-buy-
ing program in May, the height of
Europe’s fiscal crisis, purchasing the
debt of troubled countries in the 16-
nation euro zone. The program was
the central bank’s two-fold bid to
build confidence—first, public confi-
dence in the ability of those coun-
tries to meet their obligations and
second, investors’ confidence that
the central bank could always step
in to keep markets liquid.

Critics worried that the pro-
gram—a first for the ECB—would
raise doubts about the central
bank’s independence from politics.

The objective of the bond pur-
chases, ECB President Jean-Claude
Trichet said last month, is “to help
restoring a functioning of our mone-
tary policy transmission.”

Bond buys by the ECB, though
higher in recent weeks than during
much of the summer, are still a frac-
tion of what they were when the
program started.

Although the ECB has spent
more than €61 billion ($79.58 bil-
lion) since May on government
bonds, borrowing costs haven’t de-
clined for struggling countries on
Europe’s fringe. Yield spreads be-
tween government debt in Greece,
Ireland and Portugal and their safer
German equivalents are hitting or
approaching highs, making it harder
for the countries to finance debts.

The ECB said it spent €323 mil-
lion on government bonds last
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week, up from €237 million the pre-
vious week and its highest level
since mid-August. The bank doesn’t
offer breakdowns of its purchases
by country or maturity.

When the program started, the
ECB was much more aggressive,
buying more than €16 billion in
bonds the first week alone. Those
amounts dwindled as debt markets
stabilized over the summer and the
euro-zone economy showed signs of
rebounding. By early August, the
ECB was buying only about €10 mil-
lion a week in bonds, leading to
speculation at the time that the pro-
gram would end soon.

But investor concerns over euro-
zone governments’ high debts have
flared anew. Southern Europe and
Ireland face years of weak growth
as their economies restructure.
Commercial banks in those coun-
tries remain heavily dependent on
the ECB for funding.

The latest increase in debt pur-
chases “is an illustration that the
sovereign-debt crisis is surfacing
again, but it’s not as severe as May,”
says Carsten Brzeski, economist at
ING Bank in Brussels.

On Monday, yields spreads be-
tween Irish and German 10-year
bonds—a key measure of investors’
perception of the risk associated
with Irish bonds—exceeded four
percentage points, a record, and
more than double the spread that
existed on May 10 when the ECB
started buying government debt.

Portuguese yield spreads also hit
a record Monday, at more than four
percentage points above safer Ger-
man equivalents. That spread was
just 1.89 percentage points on May
10, a sign, some analysts said, that
the ECB hasn’t been able to affect
market sentiment. Greek spreads
are near highs at more than nine
percentage points above German
government bonds.

The ECB’s bond purchases “are
not serving much of a purpose in
their current size,” says Marco An-
nunziata, chief economist at lender
UniCredit in London.

Ireland and Portugal face key
tests of investor confidence this
week. Ireland plans to auction €1
billion to €1.5 billion in bonds Tues-
day. Portugal is due to tap the debt
markets Wednesday with a €750
million to €1 billion offering.

Higher financing costs compound
the difficulty of bringing budget
deficits under control. Ireland’s cen-
tral-bank head, Patrick Honohan,
warned Monday that although Dub-
lin has taken “prompt and painful
steps” to trim its deficit, the econ-
omy and interest rates “have
evolved in a less-favorable way.”
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Rep. Paul Ryan (R, Wis.), a leading conservative voice, says the GOP must show it’s ‘serious about limited government.’

Republicans to highlight

parties’ policy divisions

By NEIL KING JR.
AND JANET ADAMY

Eyeing a potential congressional
win in November, House Republi-
cans are planning to chip away at
the White House’s legislative
agenda—in particular the health-
care law—by depriving the pro-
grams of cash.

The emerging plan has been de-
vised in part to highlight the policy
differences between the two main
parties, especially over legislative
achievements of the Obama admin-
istration that have proven unpopu-
lar with voters.

Republican leaders acknowledge
many of these salvos will fail. At
best, the party will gain a majority
in the House and a razor-thin hold
in the Senate in November’s elec-
tions—short of what is needed to
overcome a presidential veto. Ana-
lysts give the GOP a better shot at
taking the House than the Senate.

But Republican lawmakers see
the anticipated drama as foreshad-
owing the bigger brawl of the 2012
presidential elections and a clash of
visions with President Barack
Obama. A vote in the House to re-
peal the health-care overhaul would
be among the GOP’s top priorities.

Republican leaders are also de-
vising legislative maneuvers that
might have a bigger impact, using
appropriations bills and other tac-
tics to try to undermine the admin-
istration’s overhaul of health care
and financial regulations and its
plans to regulate greenhouse gases.
GOP leaders also hope to trim
spending, return unspent stimulus
funds and restore sweeping tax cuts.

Business groups have compiled
lists of impeding regulations they
hope to see stopped under a GOP
House majority.

“We need to establish the pro-
verbial lines in the sand and show
we are serious about limited gov-
ernment,” said Wisconsin’s Rep.
Paul Ryan, a leading conservative
who is in line to chair the House
budget committee if Republicans
take control.

Democrats accuse the Republi-

cans of wanting to return to the
same policies that sparked the fi-
nancial crisis and helped put the
country into recession. Mr. Obama
has labeled Republicans as wanting
to “cut more taxes for millionaires
and cut more rules for corpora-
tions.”

The White House concedes that
Congress’s withholding funds would
be a threat to the health-care law,
but argues such a strategy could
backfire with consumers, particu-
larly if it threatened to nix popular
provisions, such as allowing chil-
dren to stay on their parents’ insur-
ance plans until they turn 26.

“What the Republicans will be
faced with is really taking those
benefits away,” said Kathleen Sebe-
lius, secretary of Health and Human
Services. “They will have to face
their constituents who have their
children enrolled on a family plan
and say, ‘That can’t happen any-
more.””

The Republican plan is still in
flux. Much hinges on what happens
in the final throes of the current
Congress, especially in the fight
over the Bush-era tax cuts. And a
new crop of lawmakers will inject
unpredictability into the ranks.

Some lawmakers, Mr. Ryan
among them, fear factions within
the party remain wedded to their
free-spending ways under President
George W. Bush. Others worry that
renegades could push too far. Sev-
eral GOP lawmakers and tea-party
candidates have suggested imposing
a government shutdown if Demo-
crats block the overhaul efforts, a
strategy party leaders reject.

Still, the Republican plans are
more modest than those advanced
in the party’s 1994 “Contract with
America,” which included a bal-
anced-budget amendment and
promises to overhaul welfare, court
sentencing and tort law.

In a nod to that contract, Minor-
ity Leader John Boehner and other
top Republicans plan to unveil more
initiatives in coming weeks. One will
be a requirement, pushed by tea-
party activists, that all legislation
cite its constitutional authority.

“This is all about the art of the
doable,” said Rep. Jeb Hensarling of
Texas, one of eight Republicans on
the White House’s debt commission.
“Is saving the country from bank-
ruptcy a matter of doing or undo-
ing? I think it’s a mixture of both.”

At its core, the GOP plan will fo-
cus on spending and whittling away
the health-care law, the Democrats’
landmark achievement, which ex-
tends insurance to 32 million Ameri-
cans. House Republicans say a full
repeal would pick up a few Demo-
cratic votes, but acknowledge the
effort would fail in the Senate.

Instead, they plan other means
to chip away at it, by trying to
choke off appropriations funding for
key pieces, since House approval is
required to pass such spending.

Republican congressional aides
and advisers say their focus would
including blocking funding to hire
new Internal Revenue Service
agents, who are needed to enforce
the law’s tax increases. They also
would consider barring spending for
a new board that approves Medicare
payment cuts, as well as on research
that compares the effectiveness of
medical procedures.

Other potential targets include
funds to pay for a long-term care in-
surance program and money to help
states set up insurance exchanges
where consumers will be able to use
tax credits beginning in 2014.

“By having the capacity to block
funding for it, you get to very much
shape how it turns out,” said Doug-
las Holtz-Eakin, a director of the
Congressional Budget Office under
Mr. Bush.

Republicans would also bring to
a vote measures that attack the
law’s least popular parts, including
the requirement that most Ameri-
cans carry health insurance.

Much of the $938 billion bill is
effectively on a glide path, a fact
that works against the Republican
plan, and many provisions don’t be-
gin until 2014. That’s when lower
earners will start getting tax credits
to offset the cost of insurance and
states will expand their Medicaid
programs for the poor.

GOP candidates in Ohio
defy populist rage on trade

By GERALD F. SEIB

It’s never a bad
idea to watch
i Ohio—the classic
y big, industrialized
swing state—in an
- % important political
year, and that’s especially true this
year.

In particular, keep an eye on
Ohio’s big Senate and governor’s
races, for there an important
proposition is being put to the
test—the proposition that
supporting free trade is a losing
message amid hard economic
times, especially in the
industrialized heartland.

Right now, both Republican
contenders in those races—Rob
Portman for the Senate and John
Kasich for governor—are coming
under fire for their past support of
free trade. The fact that both
enjoy big poll leads right now
suggests the attacks have had
limited effect so far.

A key question in the campaign
stretch run, both for Ohio and for
policy making in Washington after
the election, is whether that
remains the case.

Both Mr. Portman and Mr.
Kasich are establishment figures
who have managed to surge ahead
in this season of anti-
establishment fervor. Both have
long been prominent figures in the
state’s GOP, and both are former
House members. Mr. Portman also
served in two cabinet-level jobs
for a Republican administration in
Washington, as trade
representative and budget director
for President George W. Bush.

Those are the kinds of insider
resumes that could prove fatal in
this year of the outside insurgent,
and Democrats are certainly trying
to drive home that thought. In the
Senate race, for example, an ad
being run by Democratic Lt. Gov.
Lee Fisher, the Democrat running
against Mr. Portman for an open
Senate seat, marches quickly
through the Republican’s
Washington record, flashes a
picture of him standing alongside
former Vice President Dick Cheney
and intones at the close:
“Washington insider Rob Portman.
He’s not what Ohio needs.”

Yet a variety of public polls
show both Republicans with
significant leads at the moment.
The Realclearpolitics.com average
of the most current statewide
polls shows Mr. Portman with a
lead of more than 11 points over
Mr. Fisher, while Mr. Kasich has an
advantage of just under 11 points
in his race to unseat incumbent
Democratic Gov. Ted Strickland.

So both Republicans seem to be
surviving the anti-establishment
rage. The more compelling
question is whether they are more
vulnerable to an anti-free-trade
message in an industrialized state
with an unemployment rate of
10.3%.

Certainly both are being hit,
and hard, over their past support
of free-trade agreements. In the
Senate race, the Democrats’ Mr.
Fisher has made a frontal assault
on Mr. Portman based on trade.
The ad that calls Mr. Portman a
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Senate hopeful Rob Portman

Washington insider also uses his
work as U.S. trade representative
to charge that he backed trade
deals that directly hurt Ohio
workers.

“As George Bush’s top trade
official, Portman backed deals that
shipped tens of thousands of Ohio
jobs overseas,” the ad declares. It
bores in on trade with China,
saying the U.S. trade gap with
China widened by $31 billion on
Mr. Portman’s watch in the trade
office.

Similarly, in the governor’s
race, Mr. Strickland’s campaign
started out hitting Mr. Kasich
hardest on his work for the failed
Lehman Brothers investment firm,
but lately it has shifted to going
after his support for trade deals.

In a recent talk with
supporters, replayed in a video on
his campaign website, Mr.
Strickland jabs Mr. Kasich for
supporting both the North
American Free Trade Agreement
and liberalized trade with China,
and stressed his own contrary
views:

“When I was in congress we
voted on NAFTA,” Mr. Strickland
says. “I voted no, he voted yes.
When I was in Congress there was
a vote on whether or not to grant
China most-favored-nation trade
status. I voted no, he voted yes.”

In the same vein, Mr. Strickland
is running an ad attacking Mr.
Kasich on trade by using this line:
“Kasich’s trade deals cost Ohio
thousands of jobs.”

Meantime, the governor is
running positive ads touting
programs he has started to help
generate jobs in Ohio, including
one showing a businessman in an
alternative-energy firm lauding
him for creating “Ohio jobs.”

Similar trade debates are
starting to creep into Ohio House
races. That represents a challenge
for Republicans, not just in battling
Democrats but in their efforts to
keep the allegiance of tea-party
activists, many of whom aren’t big
free-trade fans either.

Still, Ed Gillespie, former
Republican national chairman,
thinks GOP candidates can survive
attacks on their trade views by
stressing that shrinking trade
translates into a shrinking jobs
base. “I think the public sees that
Obamanomics isn’t working,
whether it’s taxes or trade or debt
or a lack of trade expansion,” he
says.

One of the striking aspects of
deep recession is that more
protectionist sentiment hasn’t
cropped up. Ohio is testing
whether that remains the case.
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State law tests death

By NATHAN KOPPEL

Kenneth Bernard Rouse was sen-
tenced to death after a jury found
him guilty in 1992 of fatally stabbing
63-year-old Hazel Colleen Broadway.
Police found her body in a North
Carolina convenience store, the knife
still in her neck.

Nearly two decades later, Mr.
Rouse, now 47, sits on North Caro-
lina’s death row, after filing unsuc-
cessful appeals.

But a new, controversial state
law might change that. Last year,
North Carolina enacted what’s
known as the Racial Justice Act, re-
quiring judges to let any inmate off
death row if the judge finds that
race was a “significant factor” in the
death sentence.

About 95% of the state’s death-
row population, or 152 inmates in-
cluding Mr. Rouse, filed bias claims
by the August deadline, according to
the North Carolina attorney gen-
eral’s office. The law also allows fu-
ture capital-murder defendants to
claim racial bias. Convicts whose pe-
titions were successful would in-
stead face life sentences, with no
chance of parole.

North Carolina’s new law is
among the most hotly debated re-
sponses to recent criticism of the
death penalty. Many states have re-
thought the sentence amid new ge-
netic evidence that has freed some
inmates.

Maryland has suspended its use
of the death penalty while it reviews
whether lethal injection causes un-
due pain; Texas last year passed a
law to improve legal representation
in death-penalty appeals. New Jer-
sey and New Mexico in recent years
abolished the death penalty.

But North Carolina has under-
taken the most far-reaching effort to
date to examine the amorphous
question of whether race played an
improper role in decisions to seek or
impose death sentences.

It likely will be several months
before any of the claims are consid-
ered by the courts, attorneys said.

“There are so many variables
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Kenneth Bernard Rouse, in an undated photo, has challenged his death

sentence under a state law examining the role of race in such cases.

that can legitimately affect a prose-
cutor’s decision to seek the death
penalty, including the seriousness of
an offense,” said Christopher
Slobogin, a death-penalty expert at
Vanderbilt University Law School.
“This will be a messy enterprise.”

Other states could follow North
Carolina’s lead. Legislation is pend-
ing in Pennsylvania to allow death
sentences to be challenged on the
grounds of racial bias. A similar bill
was introduced this year in Califor-
nia, though it was defeated because
of concerns it would cost too much
to administer, said a spokeswoman
for Democratic California state sena-
tor Gilbert Cedillo, who introduced it.

Death-penalty critics and civil-
rights advocates in North Caroline
had pushed for several years to pass
legislation aimed at examining the
role of race in death-penalty cases.
The Rouse case involves unusually
specific evidence of alleged bias, and
it was cited by advocates of the Ra-
cial Justice Act as an example of
how discrimination can affect jurors’
decision making, according to law-
yers involved in the debate over the
law.

In his petition, Mr. Rouse high-
lighted that he is black, his victim
white and he was convicted by an all-
white jury. Mr. Rouse also presented
what he claimed was more specific

evidence of alleged bias. After the
verdict in his case, a member of his
legal team interviewed a juror, who
allegedly used a racial epithet in de-
scribing blacks and said, “ ‘Black men
rape white women so that they can
brag to their friends about having
done so,” ” Mr. Rouse’s bias petition
claimed.

“If the Racial Justice Act covers
anything, it covers Kenneth Rouse,”
said his attorney, Gordon Widen-
house.

Andrew Gregson, a lawyer in the
district attorney’s office that prose-
cuted Mr. Rouse, declined to com-
ment on the case.

No particular case served as cat-
alyst for the final legislation, accord-
ing to people involved in the pro-
cess. “We had quite a few people in
the state who were concerned about
the large number of people on death
row who are African-American,” said
state Democratic senator Floyd
McKissick Jr., who sponsored the
legislation.

The legislation drew heated de-
bate, narrowly passing the Demo-
cratic-controlled legislature. No Re-
publican voted for it. “We are just
giving murderers an additional tool
to delay justice,” Justin Burr, a Re-
publican state legislator said.

Some Republicans in the fall
election season have continued to

penalty

criticize their Democratic opponents
for voting in favor of the legislation,
although now the debate over bias
legislation has been subsumed by a
bigger controversy, attorneys said.
The North Carolina attorney gen-
eral’s office last month released a
report that the state’s crime lab had
routinely failed to disclose evidence
possibly favorable to defendants, in-
cluding in death-penalty cases.

Prosecutors also resisted the law,
saying that it calls for a costly and
unnecessary wholesale review of
cases. “I feel very confident that
race has not played a role in impos-
ing the death penalty,” said Peg
Dorer, director of the North Carolina
Conference of District Attorneys.

Of particular concern to prosecu-
tors and other opponents is that the
new law allows murder defendants
to try to prove bias through broad
statistical evidence, such as data
showing that North Carolina prose-
cutors, on a county-wide or state-
wide basis, have sought the death
penalty more frequently against
black defendants or in cases involv-
ing a white victim. “You shouldn’t
try a case on statistics,” said Sarah
Stevens, a North Carolina Republi-
can legislator. “Statistics can be ma-
nipulated.”

Mr. Rouse’s bias petition cited
two recent studies from the Michi-
gan State University College of Law.
One study found that in more than
1,500 cases between 1990 and 2009,
North Carolina defendants of all
races were more than twice as likely
to be sentenced to death if at least
one of their alleged victims was
white.

Another study concluded that in
the cases of the 159 people currently
on death row in the state, prosecu-
tors removed blacks from juries at
more than twice the rate that they
struck prospective nonblack jurors.

Most inmates filing bias claims
have cited the Michigan State study,
according to Gerda Stein, a spokes-
woman for the Center for Death Pen-
alty Litigation, which represents
about 40 inmates who have filed
claims.

Capital takes tax on bags in stride

By SARA MURRAY
AnD SUDEEP REDDY

WASHINGTON—Nine months af-
ter Washington’s city government
imposed a five-cent tax on dispos-
able shopping bags at food stores,
the fee has spurred a big change in
behavior with little evident griping.

Recyclable bags have become a
ubiquitous accessory, and stores are
reporting a sharp drop in the use of
plastic and paper bags.

“I am somewhat surprised by the
extent to which people changed
their behavior,” said Christophe A.G.
Tulou, acting director of the city De-
partment of the Environment.
“What we’ve done is created a mar-
ket mechanism that gives people an
incentive” not to use the bags.

When it took effect Jan. 1, the
bag tax met with some consumer re-
sistance. It also created confusion
because it applies to not only gro-
cery and liquor stores, but any store
that sells food or alcohol.

The owners of Chocolate Moose,
a downtown gift store that also sells
candy, weren’t keen on the tax at
first. Co-owner Marcia Levi said it
didn’t seem fair to penalize a cus-
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A 5-cent fee on bags has gone smoothly in Washington, D.C. Above, a customer
buys a bag to carry purchases at the Chocolate Moose gift store.

tomer who took a bag with jewelry
or greeting cards. But things have
changed. “I think it’s the best thing
that’s ever happened,” Ms. Levi said.

A large paper gift bag, embla-
zoned with Chocolate Moose’s logo,
costs the store about 50 cents
apiece; plastic bags cost about 30
cents. Now, 75% of customers turn
down the bag—for which they
would have to pay only five
cents—and either whip out a reus-

able sack or carry purchases with-
out a bag, she said.

Ms. Levi has changed her own
habits. “If I go into Whole Foods
and don’t have my bags...you really
want to dig a hole and crawl into
it,” she said.

The fee has prompted many con-
sumers to carry reusable bags, even
though the fee is usually a small
fraction of the purchase. Mary Rich-
ardson keeps five recyclable bags in

her car, something she didn’t do be-
fore. “People didn’t think about it
before,” said Ms. Richardson. “I
have no problem with it,” she said.
The city doesn’t have a precise
way to measure the tax’s impact.
Prior to the law, residents used
about 270 million disposable bags a
year, according to the city; the city
estimated that would decline by
50% in the first year after the tax
was imposed. A staff member for
the councilman who sponsored the
bill said an informal survey of gro-
cery stores and pharmacies esti-
mated a drop of 60% or more.
The levy goes to a fund to clean
up Washington’s Anacostia River.
Gary Cha, who owns several Yes!
Organic Market grocery stores in
the city, said that bag use at his
stores has dropped at least 75%. Mr.
Cha’s one complaint was that offi-
cials didn’t do a better job of ex-
plaining the fee largely went to the
city and river cleanup, not to retail-
ers. The first few months were tense
for cashiers who dealt with custom-
ers “thinking that we are the greedy
people charging,” Mr. Cha said.
—Michael M. Phillips
contributed to this article.

End called

to recession,
but weakness
still lingers

Continued from first page
operating at normal capacity.”

The group said its determination
did mean that “any future downturn
of the economy would be a new re-
cession and not a continuation of
the recession that began in Decem-
ber 2007.”

While there are several short-
hand definitions used by market
participants to mark turns in the
business cycle, the economists’
group relies on a more complex for-
mula. It frequently waits some time
before making its determinations, as
it seeks to use the most definitive
data available.

Separately, the Organization for
Economic Cooperation and Develop-
ment said in a report Monday that
still-high U.S. unemployment was
unlikely to return to precrisis levels
for at least three years, one of a
number of challenges Washington
policy makers face as they seek to
encourage a sluggish recovery.

The OECD said the recent eco-
nomic downturn could result in a
permanently higher level of unem-
ployment. While previous U.S. reces-
sions didn’t cause any long-term
structural damage to the economy,
“it is possible this recession will
trigger these effects,” it said.

“It could be early 2013, at best,
before the [unemployment] rate re-
turns to its prerecession level,” the
report said.

The report said U.S. policy mak-
ers should continue efforts to sup-
port the job market. It said the
Obama administration’s stimulus ef-
forts and the Federal Reserve’s ef-
forts to keep credit flowing “suc-
cessfully turned the economy
around.”

Still, it said, domestic U.S. de-
mand is likely to be dampened for
the next few years as consumers
save to replace net worth lost dur-
ing the downturn and to bring down
their debt levels.

The Fed, the OECD suggested,
should continue to encourage the
recovery but would soon have to be-
gin raising interest rates.

“Since the movement of interest
rates from extremely expansionary
levels to neutral levels and the grad-
ual shrinkage of the Federal Re-
serve’s balance sheet will take some
time, initial increases need to begin
well before the economy once again
approaches full capacity,” the report
said.

In addition to analyzing the U.S.
efforts to respond to the recession,
the OECD report also weighed in on
Washington’s high federal deficit.
The Obama administration’s plan to
balance the federal budget by 2015
“is ambitious, but appropriately
gradual and should therefore be im-
plemented in full,” the report said.

While that proposal is a start, the
OECD said, policy makers are likely
to have to take additional steps in
the second half of the decade to
continue to improve the nation’s fis-
cal condition.

Additionally, the report noted
that U.S. tax levels are low com-
pared with other countries, and that
modest increases, while politically
unpopular, “would still keep the
overall tax burden at a relatively
moderate level and not impose ex-
cessive costs.”



THE WALL STREET JOURNAL.

Tuesday, September 21, 2010

Tajik attack stokes regional concern

A brazen attack by Islamist mili-
tants who killed at least 23 Tajiki-
stan soldiers on Sunday is stoking
concerns that the war in Afghani-
stan is spilling across the border
into former Soviet Central Asia, de-
stabilizing the already fragile gov-
ernments there and endangering key
coalition supply routes.

By Yaroslav Trofimov
in Kabul
and Alan Cullison
in Moscow

Tajikistan, an impoverished for-
mer Soviet republic that was rav-
aged by a civil war between a secu-
lar regime and the Islamist
opposition in the 1990s, is particu-
larly vulnerable. Tajikistan shares a
long, porous border with northern
Afghan provinces that have become
Taliban strongholds over the past
year, and has experienced a spate of
smaller attacks in recent months.

Combined with ethnic unrest in
neighboring Kyrgyzstan, the emer-
gence of Islamist rebels in Tajikistan
imperils the stability of the entire
Central Asian region—including its
most populous country, Uzbekistan,
whose repressive government has so
far been able to keep Islamist mili-
tancy in check. The U.S. military in
Afghanistan receives most of its fuel
and about 30% of its ground sup-
plies through Uzbekistan, Kyrgyz-
stan and Tajikistan.

“If there is a major upsurge of
insurgency in Tajikistan, both the
Russians and the Americans are go-
ing to be scared,” said Paul Quinn-
Judge, Central Asia projects director
for the International Crisis Group, a
conflict-resolution  organization.
“It’s not what the Americans need
with Afghanistan going the way it
is. And the Russians are very ner-
vous about the way insurgency
could metastasize through Central
Asia in their direction.”

On Sunday, a Tajikistan military
column was ambushed in a moun-
tain gorge in the Rasht district some
50 kilometers, or about 30 miles,
from the Afghan border, said Fari-
dun Makhmadaliev, head of the
Tajikistan defense ministry press
service. In addition to the 23 killed

Associated Press

An elderly man stares through a bus window in Dushanbe, Tajikistan, on Sunday, below posters of prison escapees.

servicemen, several others sustained
serious injuries, Mr. Makhmadaliev
said. He declined to confirm Tajiki-
stan media reports that many other
soldiers had been captured by the
rebels. Tajikistan military reinforce-
ments were pursuing the attackers,
he said.

The heavy losses in Rasht show
the insurgents are highly experi-
enced, skilled fighters, more than a
match for Tajikistan’s weak army,
said Semyon Bagdasarov, a member
of the international-affairs commit-
tee of the Russian parliament and
an expert on the region. “There’s a
very high probability that this will
lead to a revival of the civil war in
Tajikistan,” he said. “Either we stop
this, or what happens in Central
Asia will be even worse than Af-
ghanistan.” Russia maintains a large
military base and some 7,000 troops
in Tajikistan.

The Tajikistan government
blamed Sunday’s attack on the “ter-
rorist group” of Mullah Abdullo Ra-
himov, an Islamist rebel commander

during the 1990s civil war who—un-
like most other opposition lead-
ers—rejected the peace agreement
that ended that conflict in 1997 and
fled to Afghanistan. Mr. Rahimov re-
turned from Afghanistan last year,
heading a force of some 100 mili-
tants that included Tajiks, Uzbeks,
Pakistanis and Chechens, according
to Tajik media reports and govern-
ment officials.

While the 1997 peace agreement
called for power-sharing between
President Emomali Rakhmon and
the rebels, the government has been
steadily pushing the former insur-
gents out of positions of influence,
fueling discontent. Still, Hojja Akbar
Turajonzoda, a spiritual leader of
the rebels during the 1990s war,
condemned Sunday’s killings in
Rasht as “a horrible crime,” Tajiki-
stan’s Asia-Plus news agency re-
ported.

In the weeks before Sunday’s at-
tack, Tajikistan militants orches-
trated the jailbreak of several Isla-
mist radicals from a prison in the

nation’s capital city, Dushanbe, sent
a suicide bomber to attack a re-
gional police station, and bombed a
Dushanbe disco. The Rasht valley
was a stronghold of the Islamist op-
position through the civil war.

The recent movement of Central
Asian militants to the northern Af-
ghan provinces—where they can
blend in among Afghanistan’s ethnic
Uzbeks, Tajiks and Turkmen—is one
of the reasons for the spike in insur-
gent activities in that part of the
country, U.S. officials said.

In more remote districts of the
north along the Tajikistan and
Uzbekistan borders, Taliban-affili-
ated insurgents have been allowed
to operate with impunity because
the U.S.-led coalition concentrated
its resources on the traditional Tali-
ban heartland in the ethnic Pashtun
areas of southern and eastern Af-
ghanistan, such as Kandahar and
Helmand.

While U.S. Special Operations
Forces have staged an aggressive
campaign to wipe out insurgent

leaders in Afghanistan’s north, some
U.S. officials said this has only
served to drive the militants into
safe havens in the sparsely patrolled
marshy borderlands along the Panj
River, which separates Tajikistan
and Afghanistan.

The U.S. hardly used the Central
Asian supply route until two years
ago, and turned to the northern al-
ternative only after allied convoys
started coming under regular attack
while passing through Pakistan in
late 2008. Uzbekistan is currently
the most important Central Asian
conduit for supplies into Afghani-
stan, and the Uzbek state railway
company recently built a spur over
the border that is extending to the
vicinity of the northern Afghan city
of Mazar-i-Sharif.

The Taliban spokesman in Af-
ghanistan, Zabihullah Mujahed, de-
nied any involvement in the Tajiki-
stan ambush. “The policy of the
Islamic Emirate of Afghanistan is
not to interfere in neighboring
countries,” he said in an interview.
“This is Tajikistan’s domestic issue.”

But Waheed Muzhda, a Kabul-
based political analyst who served
in the Taliban foreign ministry be-
fore 2001 and maintains contacts
with Taliban leaders, said Taliban-
affiliated rebels are intensifying
their operations in Central Asia be-
cause they seek to disrupt the U.S.-
led coalition’s logistics routes.

“They want to put pressure on
the Tajik regime now that [North
Atlantic Treaty Organization] forces
supply through Tajikistan to Af-
ghanistan,” he said. “Tajikistan has
a weak government and its people
are tired of it. If these groups estab-
lish themselves there, they will try
to spread their ideology to the en-
tire Central Asia.”

The group behind Sunday’s at-
tack, Mr. Muzhda said, was linked
with the Islamic Movement of
Uzbekistan, an al Qaeda-affiliated
organization that includes ethnic
Tajiks in addition to Uzbeks and
other Central Asian nationalities.

—Habib Totakhil in Kabul
and Gregory L. White

and Richard Boudreaux

in Moscow

contributed to this article.

U.N. shifts focus in tackling Afghan graft

WASHINGTON—The U.S. is plan-
ning a concerted campaign against
lower-level corruption in Afghani-
stan thought to be directly feeding
the insurgency and is ceding more
control to Afghans of the higher-
level investigations that soured rela-
tions with President Hamid Karzai.

By Adam Entous,
Julian E. Barnes
and Siobhan Gorman

The Obama administration has
made the battle against government
corruption a key part of its Afghani-
stan war strategy for the past year,
arguing that graft and fraud within
Mr. Karzai’s inner circle fuel public
support for the Taliban. Now some
top officials say corruption further
down the food chain has a bigger
impact on the insurgency’s strength.

The shift could help the adminis-
tration manage its difficult partner-
ship with Mr. Karzai. U.S.-backed
corruption investigations—and Mr.
Karzai’s rejection of them as in-
fringements on Afghan sover-

eignty—have raised tensions be-
tween Washington and Kabul.

Officials said the evolving ap-
proach is more practical: the focus
on lower-level corruption would
have an impact on more Afghans.
Much of the new focus will be on
cases in which local power brokers
and corrupt police shake down vil-
lagers, or when security contractors
pay insurgents for safe passage.

To combat higher-level corrup-
tion, the U.S. will now work more
privately to get Mr. Karzai to side-
line corrupt figures and to let inves-
tigators operate free of interference,
officials said.

One matter that could see the ef-
fects of the changing U.S. approach
is the Kabul Bank case, an investi-
gation into allegations of financial
improprieties at Afghanistan’s larg-
est bank, which has ties to the Kar-
zai administration. The U.S. is likely
to push reform more than prosecu-
tion, but has made clear the Af-
ghans will take the lead—in the
bank case and in other high-level
probes—in deciding how to proceed.
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Hamid Karzai after voting Saturday

Critics said the Obama adminis-
tration is backing off the fight
against high-level corruption be-
cause it lacks the political will to
confront Mr. Karzai and risks send-
ing inconsistent messages that un-
dercut U.S. standing.

U.S. officials say they won’t turn
a blind eye to corruption. “It isn’t
one way or the other,” a military of-
ficial said. The U.S. will continue to

encourage Mr. Karzai to clean house,
but will try to be more discreet
about it, officials said.

A military official said Mr. Kar-
zai’s reaction to the arrest of one of
his top aides this summer, which he
hadn’t been told about beforehand,
has led the U.S. to conclude that it
needs to “be a little bit more trans-
parent” with Mr. Karzai. That would
mean providing advance notice of
actions that are about to be taken
and, where possible, ensuring that
Mr. Karzai is on board with the
pending move.

U.S. officials insist that this in no
way amounts to a retreat from root-
ing out high-level wrongdoing. They
say it means such corruption will be
addressed more quietly so as not to
embarrass Mr. Karzai, and that ad-
ministration officials are assessing
what kinds of corruption have more
of an impact on fueling the insur-
gency. If they deem that a high-level
corruption case is fueling the insur-
gency, it will be a priority.

The debate over corruption is
tacit acknowledgment that the ad-

ministration’s approach to combat-
ing corruption in the central gov-
ernment wasn’t working.

The shift comes at a critical
time. The White House is set to re-
view its counterinsurgency strategy
in December; Defense Secretary
Robert Gates wants to begin to tran-
sition authority in some districts to
the Afghans this winter; and Presi-
dent Barack Obama has said that
troops will start to gradually with-
draw starting in July 2011.

Before that review, many U.S.
and NATO officials see slow prog-
ress combating corruption and im-
proving local governance as the
weakest link in the strategy. One se-
nior U.S. military official said there
was a growing realization that these
deficiencies of governance were di-
luting the effectiveness of that
strategy.

“It is important for us to focus
on what areas of corruption are the
most germane,” said a senior de-
fense official. “We are not in the
business of creating a corruption-
free Afghanistan.”
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Crisis hurt poverty plan

By JOE LAURIA

UNITED NATIONS—The world fi-
nancial meltdown of 2008 has kept
as many as 70 million more people
in extreme poverty, reversing gains
made by governments to halve the
total number of impoverished by
2015, the presidents of the World
Bank and the International Mone-
tary Fund said Monday.

They said the credit crisis in de-
veloped countries combined with a
sharp rise in oil and food prices to
slam the world’s poorest people.

Dominique Strauss-Kahn, the
IMF’s managing director, told world
leaders on the opening day of a
three-day development summit at
the United Nations that he spoke
with “urgency” because “before the
crisis we saw strong growth...in de-
veloping countries. But because of
the crisis..we have lost years of

progress and the momentum has
been derailed.”

Mr. Strauss-Kahn estimated that
because of the crisis, about 70 mil-
lion fewer people “will have escaped
from the chains of poverty by 2020.”

World Bank President Robert
Zoellick said the bank “estimates
that 64 million more people are liv-
ing in extreme poverty in 2010, and
some 40 million more people went
hungry last year because of the food,
fuel and financial crises.”

The meeting of 140 heads of
state and government is assessing
progress toward the implementation
of eight development goals by 2015
agreed upon a 2000 U.N. summit.

In five years, the crisis may cause
1.2 million more children under the
age of 5 to die and could keep
350,000 more students from com-
pleting grade school, Mr. Zoellick
said.

In 1981, 52% of people in devel-
oping countries lived in extreme
poverty, defined by the World Bank
as living on less than $1.25 a day,
but by 2005, that percentage had
been cut by more than half, Mr.
Zoellick said.

“Efforts by developing countries
were paying off right up until the
crisis, with poverty falling sharply in
East Asia, Latin America, and East-
ern and Central Europe,” he said.

“The triple blow of the food, fuel
and financial crises since 2008 has
slowed down and even reversed
progress towards the [development
goals] in many countries around the
world,” he said.

Mr. Zoellick said the World Bank
would invest an additional $750 mil-
lion toward basic education in poor
countries, which antipoverty group
Oxfam on Monday called “a drop in
the ocean.”

Associated Press

IMF chief Dominique Strauss-Kahn addresses the U.N. summit on Monday.

Australia’s
new leader
seeks more

global role

BY RACHEL PANNETT

CANBERRA, Australia—Prime
Minister Julia Gillard said Monday
that she will attend a string of world
leaders’ meetings, in a sign the new
Australian leader seeks to carve out
a role on the international stage.

Ms. Gillard last week named
Kevin Rudd, whom she ousted as
premier in June after a power strug-
gle within the Labor Party, as for-
eign minister, as she seeks to heal
political divisions. The appointment
raised the prospect that Mr. Rudd, a
Mandarin-speaking former diplomat,
would be seen as Australia’s leader
on foreign shores.

Mr. Rudd embarked on his first
foreign visit—to flood-stricken Paki-
stan and the U.S.—just days after
taking up the foreign affairs role.
Mr. Rudd met with U.S. Secretary of
State Hillary Clinton in Washington
during the weekend and is attending
meetings of the United Nations Gen-
eral Assembly in New York this
week.

Ms. Gillard said during the elec-
tion campaign that she was some-
thing of a novice on foreign policy,
and has been seen as focused on do-
mestic concerns.

Monday’s travel program ap-
peared designed to establish Ms. Gil-
lard’s position on the world stage.

In early October, Ms. Gillard will
lead Australia’s delegation to the
Asia-Europe Meeting in Brussels.
She will attend the East Asia Sum-
mit in Hanoi at the end of the month
and the Association of Southeast
Asian Nations-Australia leaders’
summit.

In mid-November, she will attend
meetings of Group of 20 leaders in
Seoul, followed by a meeting of
Asia-Pacific Economic Cooperation
leaders in Japan.

The recent decision by Asean to
expand the East Asia Summit to in-
clude the U.S. and Russia “advances
Australia’s interest in creating
strengthened regional arrangements
to better address regional economic,
political and security challenges,”
Ms. Gillard said.
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Manila drama report casts blame

By JAMES HOOKWAY

Philippine President Benigno
Aquino III said more than a dozen
people, including several journalists,
could be held liable for contributing
to a calamitous hostage-taking in the
Philippine capital last month that
killed eight tourists from Hong Kong.

An initial government report into
the standoff, meanwhile, shed fresh
light on the chaotic circumstances
that led to the bloodshed, and cast
blame on on-site commanders and
local government officials as well as
reporters who allegedly distracted
the sacked policeman who abducted
the tour group by persistently en-
gaging him in live, on-air interviews.

Mr. Aquino told a nationally tele-
vised news conference that he will
decide whether to approve filing
charges after government lawyers
examine the report and that the de-
cision will be made once he returns
from a visit to the U.S.

The hostage-taking debacle badly
strained the Philippines’ relations
with China, and live coverage of the
standoff was broadcast around the
world, further tarnishing the Philip-
pines’ poor record for maintaining
law and order. Mr. Aquino said his
administration’s goal was to help
victims and survivors “get back to
their lives” and also to repair rela-
tions with China.

But the extensive report and the
assessment of whether to file ad-
ministrative and criminal charges
against local officials and journalists
also is an attempt to show decisive
leadership to overcome the first ma-
jor test of Mr. Aquino’s government
since taking office on June 30.

Justice Secretary Leila de Lima
on Friday submitted an 83-page re-
port into the hostage-taking, in
which sacked policeman Rolando
Mendoza hijacked a tour bus in a bid
to get his job back after being dis-
missed for alleged extortion. The 11-
hour standoff resulted in Mr. Men-
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A sacked policeman seized a bus of Hong Kong tourists in Manila on Aug. 23 in a standoff that left eight hostages dead.

doza killing the eight hostages, ac-
cording to the report, which said
more tests are required to determine
whether any of the victims were hit
by bullets fired by police. Mr. Men-
doza was shot and killed by police.

Parts of the report were publicly
released Monday, but didn’t include
details of the recommended charges
against allegedly culpable officials.
Mr. Aquino said in his news confer-
ence that charges could be filed
against recently retired national po-
lice chief Jesus Versoza, relieved
Manila police chief Rodolfo
Magtibay, two negotiators and a
number of police commandos in-
volved in a botched attempt to res-
cue the hostages from the tour bus.
Mr. Aquino also said Manila Mayor
Alfredo Lim could be held liable for
his role in the affair, without dis-
closing details, and also said Interior
Undersecretary Rico Puno was
named in the report.

None of the officials could be
reached to comment.

Ms. De Lima’s report also singled
out the role that several journalists
played in the hostage-taking, and
said their determination to get in-

volved in the unfolding events com-
plicated the task of law enforcers at-
tempting to bring it to a peaceful
resolution. The report singled out
two broadcasters, Michael Rogas
and Erwin Tulfo, who conducted live
interviews with Mr. Mendoza and
apparently attempted to act as hos-
tage negotiators during crucial mo-
ments during the crisis.

“A journalist has the function of
recording and reporting events as
they happen. Crisis situations should
be reported without becoming part
of the event being covered,” the re-
port stated.

Neither Mr. Rogas nor Mr. Tulfo
could be reached to comment.

Mr. Aquino said the journalists
were speaking to Mr. Mendoza
through a mobile phone at a time
when police negotiators were at-
tempting to resume their dialogue
with the hostage-taker.

The Philippines’ National Union
of Journalists has said the journal-
ists were doing their job and police
in charge of the area hadn’t imposed
any limits on what they could and
couldn’t do.

Ms. De Lima’s report blamed po-

lice officials for not preventing the
live broadcast of images of police
commandos moving into positions
around the bus at a time when Mr.
Mendoza could view them on the
bus’s television set. The report also
criticized police for allowing Mr.
Mendoza’s brother, another police
officer named Gregorio Mendoza, to
get involved in negotiations. Grego-
rio Mendoza’s detention after appar-
ently urging his brother not to give
in to police seemed to inflame Ro-
lando Mendoza.

Former Philippine National Police
chief Mr. Versoza and former Manila
police chief Mr. Magtibay came in
for particularly stinging criticism in
the government report.

It said the two officers failed to
implement a direct order from Mr.
Aquino to deploy a special police ac-
tion force trained in crisis response
to tackle the hostage standoff. In-
stead, the report said Mr. Versoza
and Mr. Magtibay dispatched a less-
well-trained, poorly equipped SWAT
team. “They miserably failed in this
task,” the report said.

—Josephine Cuneta
contributed to this article.

Zimbabwe aims to overhaul central bank

Zimbabwe’s central bank is
broke, dysfunctional and the custo-
dian of a currency that officially no
longer exists. On the bright side, it
wants to dismiss three-quarters of
its staff and has a comeback plan.

By Farai Mutsaka in Harare,
Zimbabwe,
and Peter Wonacott
in Johannesburg

The Reserve Bank of Zimbabwe
has been at the center of much of
what has gone wrong with this
southern African country. Lending
to organizations and projects fa-
vored by President Robert Mugabe
has left it in debt to the tune of $1.5
billion. Rampant printing of money
sparked runaway inflation, forcing
Zimbabweans to line up with stacks
of Zimbabwe dollars to buy bread.

To stabilize the economy after
violent elections in 2008, the gov-
ernment last year abandoned the
national currency in favor of the
U.S. dollar. As a result, Zimbabwe’s
central bank no longer has a cur-
rency to manage or loans to make.

But it still retains a staff of more
than 2,000, some of whom acknowl-
edge they now spend their days
playing computer games—if they
come to work at all. The central
bank has stopped paying employees.

Zimbabwe officials are now at-
tempting to tear apart the bank in

order to rebuild it. The revamp is
intertwined with efforts to revive a
struggling economy and restore the
luster of mineral-rich Zimbabwe
among foreign investors.

The central bank isn’t about to
reintroduce a now-worthless Zimba-
bwe dollar. But officials say they
hope it can resume its past role as a
credible financial regulator and a
lender of last resort to head off po-
tential runs on private banks.

“For that to happen, it has to be
clean,” Finance Minister Tendai Biti
said. “We need a strong Reserve
Bank as part of measures that can
pull us” back to “when our economy
was ranked as one of best on the
continent.” The government had
projected Zimbabwe’s economy
would grow 7% this year, but uncer-
tainty has kept investors at bay, and
it has lowered its estimate to 5.4%.

Mr. Biti says the changes at the
bank hew to a package of recom-
mendations for the economy out-
lined by the International Monetary
Fund. In an April report, the IMF
called Zimbabwe’s economic recov-
ery “very fragile” and said “urgent
measures” were needed to address
the banking system’s vulnerabilities.

Among the steps, Zimbabwe’s
government aims to cut 75% of the
central bank’s staff; restructure its
$1.5 billion in debt; and stop the
bank’s practice of pressuring other
banks to lend for specific industries

The Wall Street Journal

Zimbabwe central-bank chief Gideon
Gono, right, displays equipment for a
new farming program to President
Robert Mugabe, in Harare in 2008.

or projects.

What remains the same, for now,
is the person at the top. Zimbabwe’s
power-sharing coalition government
is divided over whether to dismiss
the 51-year-old central-bank chief,
Gideon Gono. Mr. Biti and fellow
members of the Movement for Dem-
ocratic Change, the party of Prime
Minister Morgan Tsvangirai, want
the central bank chief to make way
for a less contentious candidate. Of-
ficials of President Mugabe’s party,
Zanu-PF, have refused.

Mr. Gono, who was appointed
central-bank chief in 2003, didn’t
respond to interview requests or
emailed questions. His defenders
say he shouldn’t be faulted for car-
rying out instructions at a time of
crisis. The U.S. imposed sanctions
on Zimbabwe in 2001 following alle-
gations of human-rights abuses by
Mr. Mugabe and his supporters.

Whether Mr. Gono remains may
not matter, some say, because the
Finance Ministry oversees the bank
and an independent board keeps an
eye on daily operations.

Some investors see changes at
the bank as one more sign that the
fractious government can tackle
tough problems together—even if
that involves compromise. Another
example is a controversial plan that
would have forced many foreign
companies in Zimbabwe to hand
over majority stakes in local opera-
tions. Both sides have agreed to
shelve the regulations while differ-
ent committees debate a series of
revisions.

But with officials in Messrs.
Mugabe and Tsvangirai’s parties
predicting national elections next
year, the political outlook isn’t going
to become clear soon. Adding to the
uncertainty is the health of Presi-
dent Mugabe. The 86-year-old is
seeking a new five-year term and
has dismissed rumors that he has
terminal cancer.

China mulls
new nuclear
power plant
in Pakistan

By JEREMY PAGE

BEIJING—China’s main nuclear-
power company said it is in talks to
build a one-gigawatt nuclear-power
plant in Pakistan, even as the two
countries face U.S. and Indian con-
cerns over their cooperation to
build other plants in Pakistan.

Pakistan hasn’t signed the Nu-
clear Non-Proliferation Treaty, and
U.S. and Indian officials worry that
nuclear material might fall into the
hands of al Qaeda and Taliban mili-
tants based near the Afghan border
in northwestern Pakistan.

The state-run China National Nu-
clear Corp. has already helped Paki-
stan build its main nuclear-power
facility at Chashma in Punjab prov-
ince, is completing a second reactor
there, and has contracts to build
two more 300-megawatt reactors.

Qiu Jiangang, vice president of
CNNC, told a meeting in Beijing on
Monday that the first reactor is op-
erating safely, the second is now be-
ing tested and expected to start for-
mal operations by the end of the
year. “Both sides are in discussions
over the CNNC exporting a one-gi-
gawatt nuclear plant to Pakistan,”
he added, without giving details.

By Monday afternoon, there was
no reaction from the U.S. or India.
Officials from both countries ex-
pressed concern after China signed
a deal in February to build the two
300-megawatt reactors. U.S. officials
said such plans required special ex-
emption from the 46-nation Nuclear
Suppliers Group, which China joined
in 2004.

Abdul Basit, a Pakistani Foreign
Ministry spokesman, declined to
comment on the one-gigawatt plant,
but said Pakistan’s nuclear coopera-
tion with China was for civilian pur-
poses, saying it is “in accordance
with international obligations and
comes under [International Atomic
Energy Agency] safeguards.”

China and Pakistan argue that
the U.S. set a precedent with a deal
to sell civilian nuclear fuel and tech-
nology to India in 2006 even though
New Delhi had yet to sign the NPT.

That agreement, which lifted a
U.S. ban imposed after India tested
its first nuclear device in 1974, is
seen as the cornerstone of a new
partnership with New Delhi de-
signed to counterbalance China’s in-
fluence in Asia.

Critics, however, say it under-
mined the global nonproliferation
regime by recognizing India as a
global nuclear power, but not Paki-
stan, even though the rivals devel-
oped nuclear bombs simultaneously.

—Zahid Hussain
contributed to this article.
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