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Ireland’s Greens head for the exits
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John Gormley, front, head of Ireland’s Green Party, walks out of Dublin’s government buildings on
Sunday. The party withdrew from Ireland’s government, turning up the pressure for Prime Minister
Brian Cowen to resign and for Ireland to hold an election sooner than March 11. Article on page 5
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Trichet warns
price pressure
1S Increasing

By BRIAN BLACKSTONE
ANnD MARcUs WALKER

FRANKFURT—European
Central Bank President Jean-
Claude Trichet defended his
hard-line stance on fiscal pol-
icy and inflation, saying bud-
get austerity and vigilance in
the face of rising energy and
commodity prices are the best
path to economic recovery.

In an interview with The
Wall Street Journal ahead of
this week’s annual meeting of
the World Economic Forum in
Davos, Switzerland, Mr.
Trichet warned that inflation
pressures in the euro zone
must be watched closely, and
urged central bankers every-
where to ensure that higher
energy and food prices don’t
gain a foothold in the global
economy. He signaled that he
won’t let the economic weak-
ness in Greece, Ireland and
other countries on Europe’s

The Quirk

Jerry Lewis is funny to the
French, but comic books are
serious business. Page 29

World Watch

A comprehensive rundown of
news from around the world.
Pages 30-31

Editorial
3 Opinion
Tony Blair, still in the dock

over Iraq after all these
years. Page 11

More firms plan to hire
in U.S. as the gloom lifts

By Luca D1 Leo

WASHINGTON—U.S. com-
panies optimistic about the
economy plan to hire more
workers in coming months, a
quarterly survey being re-
leased Monday found, another
signal that the jobs market is
turning up.

The fourth-quarter poll of
84 companies by the National
Association for Business Eco-
nomics found 42% expect to
increase jobs in the next six
months. That is up from 29%
in the first quarter of 2010.
Only 7% of companies in the
latest survey predict they will
shed jobs in the coming six
months, down from 23% at
the start of last year.

“It looks like the opening
melody of a true recovery in
the labor market,” said Shawn
DuBravac, economist at the
Consumer Electronics Associ-
ation, a trade group, and
chairman of the NABE com-
mittee that conducts the sur-
vey.

The U.S. economy has been
growing for a year and a half
but companies have been slow
to ramp up hiring. That may
change soon as the economy
is widely expected to pick up
steam. To meet higher de-
mand, many businesses have
relied mainly on existing
workers to increase output.
But there is a limit to how
much they can boost produc-
tivity.

NABE surveyed companies
in various industries including
manufacturing and finance.
The poll, conducted from Dec.
17 to Jan. 5, found the gap be-
tween companies planning to
hire workers over the next six
months and those that expect
to shed jobs widened to the
highest level since 1998.

To be sure, the 2007-2009
recession was so deep that a
lot more jobs need to be cre-
ated to make a dent in the
high unemployment rate, cur-
rently at 9.4%. The U.S. gov-
ernment’s jobs report for De-
cember shows hiring remains

Please turn to page 3

H Obama prepares for State of
the Union address.......s 7

troubled fringe delay ECB in-
terest-rate increases if he sees
threats to price stability.

Mr. Trichet’s warning
comes at a time when infla-
tion concerns are mounting
among investors around the
globe.

“All central banks, in peri-
ods like this where you have
inflationary threats that are
coming from commodities,
have to...be very careful that
there are no second-round ef-
fects” on domestic prices, Mr.
Trichet said.

The 68-year-old French-
man, whose eight-year term
as head of the central bank
ends in October, argued that
budget discipline would help
growth in Europe more than
renewed stimulus, and called
on the euro zone’s 17 member
countries to strengthen “sur-
veillance” of each other’s fis-
cal policies.

Mr. Trichet has attended

the Davos gathering of policy
makers, business executives
and academics since the
1980s, when he headed the
Paris Club, an international
debt-restructuring body. His
four-decade public career in-
cludes top posts at France’s
Treasury, the governorship of
the Bank of France and, since
2003, the ECB presidency.

In addition to his tough
line on inflation, his stance on
a top economic issue of
2011—whether countries
should engage in more stimu-
lus to safeguard recoveries, or
shift to deficit reduction—is
controversial.

The U.S. is taking the for-
mer approach, extending fis-
cal stimulus this year as Fed-
eral Reserve Chairman Ben
Bernanke tries to boost

Please turn to page 5
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Spain can still avoid financial doom

By IRWIN STELZER

And so we wait.
We wait for the
spate of new data
on the health of
the euroland
economies, we
wait for the policymakers to come
up with some device that satisfies
the markets that the eurocracy
has come up with a structure that
controls national budgets to the
satisfaction of German Chancellor
Angela Merkel, euroland’s
paymaster-in-chief.

The waiting for data will end
this week, at least for a while; the
waiting for a policy decision
might not arrive before Godot.
Meanwhile, it is all about Spain,
Europe’s fifth largest economy.
Greece is gone, Ireland is gone
and Portugal is going—all will
have to restructure one way or
another. If Spain, larger than all
three combined, can survive the
tender attentions of the bond
market, policymakers will have
time for their usual leisurely
decision-making pace.

There are some reasons to
believe that Spain will escape the
fate in store for its smaller
colleagues-in-debt. Goldman Sachs
Global Economics, in a new report
fetchingly titled, “Spain:
Sustainable!”, reckons that
Spanish public debt “is unlikely to
exceed 90% of GDP at the peak:
hardly a case of insolvency.” There
is, concede the Goldman Sachs
economists, the possibility of a
liquidity crisis that might force
Spain to seek “external
assistance,” aka a bailout, but that
can be handled by euro-zone
policymakers, who should by now
have some competence in this sort
of situation.

Start with Spain’s financial
situation compared with those of
the troubled trio. The Economist
reports that Spain’s gross
government debt stands at 64% of
GDP, well below the levels of
Portugal (83%), Ireland (97%), and
Greece (140%). The yield on 10-

Reuters

Spain’s fate will depend on Prime Minister José Luis Zapatero’s reforms.

year government bonds is about
half that of Greece, as is the
Economist’s forecast of gross
government debt levels in
2015—85% of GDP compared with
165%. (Ireland and Portugal clock
in at 125% and 100%, respectively.)
“Spain is probably solvent,”
concludes the Economist, with a
“prospective debt burden...similar
to those of ‘safe’ France and
Germany today.”

The key word is “probably,”
not quite as ringing an
endorsement as Goldman Sachs’
“Sustainable!”

There are reasons to believe
that Spain will escape the
fate in store for its smaller
colleagues-in-debt.

All will depend on four things.
The first is the general
macroeconomic atmosphere in the
euro zone as a whole. Right now
the future is finely balanced
between a continuation of
German-led growth, and a
slowdown caused by a European
Central Bank decision to tighten
monetary policy to nip
inflationary pressures, now
running at levels the ECB is
unprepared to accept if they

persist. In the near term the level
of the euro should keep Germany’s
export machine humming, and the
new interest of German
consumers in spending should
give the entire euro zone a bit of
a fillip. Also in the near term,
Jean-Claude Trichet, head of the
ECB, should hold fire on any
interest rate increase and any
retreat from the bond market
until the policymakers agree on a
permanent solution to the crisis
created by the weakness of
periphery countries. All of which
is probably a plus for Spain.

A second factor that will
determine Spain’s ability to avoid
a crisis will be the behavior of its
highly indebted consumers.
Households have significantly
reduced their debts (increased
their savings), and so have
reduced the burden of interest
payments, and are actually now
net recipients of interest
payments. This augurs well for at
least a stabilizing of consumer
spending, unless—and this is a
very big “unless”—household
incomes continue to fall.
Economists at Jefferies Fixed
Income report that real household
disposable incomes fell by almost
6% in the year ending with the
third quarter of last year. If a
decline at anything like that rate
continues, all bets are off, and
Spain will not only have to get

help from its euro-zone partners
(read, Germany), but abandon its
position that the banks’ creditors
are to emerge from the process
their curly locks unshorn.

A third addition to the positive
side of the ledger is the growth in
exports which, combined with a
decline in imports, has reduced
the current account deficit from
15% in 2008 to 4.3%. Which is one
reason economic activity no
longer is declining, and seems to
be on a modest upswing.

Finally, there is the question of
Spain’s banks, best described as a
mess. The savings banks, or cajas,
have lent about €189 billion ($257
billion) to property developers
who reportedly are unlikely to be
able to repay those loans. The
government is forcing the cajas to
merge—the 45 have become
17—and to raise capital, and has
already injected an estimated €11-
€15 billion into its Fund For
Orderly Bank Restructuring. It
says it will inject close to €100
billion into the fund if it has to, if
the banks are unable to raise
capital from the private sector,
which Spanish Prime Minister
José Luis Rodriguez Zapatero
keeps insisting they can.

Which is what has investors
demanding premia for lending
money to Spain. After all, it
wasn’t until Ireland decided to
bail out its banks that investors
realized the country was bust.
Spain has to raise some €93
billion this year, and has already
fled to the relative safety of a
syndicate of banks, who charge a
commission and then break up the
bonds into smaller packages for
resale, rather than risk peddling
some 10- and 15-year bonds on the
market.

In the longer term, of course,
all will depend on whether Mr.
Zapatero can make his labor
market and other reforms stick,
increasing his economy’s
competitiveness and growth rate.
Polls suggest he will not survive
the next election, and so will be
watching from the sidelines.

—Irwin Stelzer is a director of
economic-policy studies at the
Hudson Institute.
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(Left) Associated Press, (center) Reuters, (right) Xinhua/ZUMAPRESS.com

Deng Xiaoping, left, donned a Stetson on his 1979 U.S. visit. Jiang Zemin, center, aimed to boost China’s image in 1997. China sees President Hu Jintao’s welcome by President Barack Obama as a new era.

China calls Hu’s visit a big success

By JEREMY PAGE

BEIJING—For Chinese citizens
following President Hu Jintao’s visit
to the U.S., the message from Com-
munist Party is loud and clear: The
world’s dominant power is finally
treating China as an equal, and Mr.
Hu, who steps down as Communist
Party chief next year, is the man to
thank.

State-controlled media have gone
into overdrive to portray the visit as
a resounding success and the start
of a new era of bilateral relations,
based on “mutual respect and mu-
tual benefit,” while Internet censors
have scrubbed clean chat rooms and
blogs of almost all comments that
might suggest otherwise.

One forum set wup on
163.com—one of China’s leading
news portals—to discuss Mr. Hu’s
visit showed 248,555 participants as
of Sunday evening, but only 19,936
comments were visible, suggesting
tens of thousands had been deleted.
The comments that remained were
overwhelmingly positive.

The only online commentary al-
lowed to stray from the official
party line was widespread praise
from nationalist bloggers for Lang
Lang, the China-born pianist who
played a tune from a famous anti-
U.S. Chinese film about the Korean
War during the White House state
banquet.

“This is so not giving face to the
U.S....hoho, this is so cool!” wrote
Jing Niu on sina.com’s microblog-
ging service, one of thousands of
netizens who hailed Mr. Lang’s
choice as a snub to President Barack
Obama. The pianist himself, writing
about the White House evening on
his blogsite, gives no hint that he

understood the political implica-
tions.

The tightly controlled media
blitz illustrates how sensitive party
leaders are to public opinion about
China-U.S. relations, which were
rocked by a series of disputes last
year over issues such as China’s ter-
ritorial claims, U.S. arms sales to
Taiwan and the value of the Chinese
currency.

China’s civilian foreign-policy es-
tablishment is now anxious to stabi-
lize one of the world’s most impor-
tant bilateral relationship, but party
leaders also must appease an in-
creasingly diverse and demanding
array of interest groups, including
hawkish People’s Liberation Army
generals and nationalist bloggers.

Another important factor in the
publicity campaign is Mr. Hu’s de-
sire to secure his own political leg-
acy as the architect of China’s
“peaceful rise” to a major world
power ahead of his anticipated re-
tirement as party chief in 2012, and
as president a year later.

China’s leaders long have been
judged by their colleagues and suc-
cessors in part on their ability to
manage relations with the U.S., and
Mr. Hu’s influence after his retire-
ment will depend to a significant ex-
tent on his record on this front.

Mao Zedong, who led Communist
forces to victory in 1949, oversaw
the rapprochement between China
and the U.S. that stemmed from the
Sino-Soviet split, and famously
shook hands with President Richard
Nixon when he visited Beijing in
1972.

Deng Xiaoping, who rose to
power after Mao’s death in 1976, es-
tablished full diplomatic relations
with Washington in 1979, and vis-

ited the U.S. a month later. He
donned a Stetson and rode a stage-
coach at a Texas rodeo, creating an
image that defined U.S.-China rela-
tions—and his economic reform pro-
gram—for the next two decades.

When Jiang Zemin paid a state
visit to the U.S. in 1997, his mission
was to attract foreign investment
and to repair the damage done to
China’s image in the West by the
military crackdown on protesters at
Tiananmen Square eight years ear-
lier. Mr. Jiang sparred openly with
his hosts over human rights, but
also charmed them, for example, by
trying on a colonial tricorn hat in
Williamsburg, Va., and reciting part
of the Gettysburg Address on a tour
of the White House.

Mr. Hu wishes to secure his
political legacy as architect
of China’s ‘peaceful rise’ to
a major world power.

By contrast, Mr. Hu’s visit in
2006—three years after he took
over as president—was a disap-
pointment.

He wanted it to be a full state
visit, but President George W. Bush
downgraded it to an “official visit,”
and offered him only a “working
lunch” instead of a full state ban-
quet. That visit was further marred
by a series of perceived slights, in-
cluding a supporter of the Falun
Gong movement, which is banned in
China, heckling Mr. Hu during a wel-
coming ceremony, and a White
House aide introducing China’s na-
tional anthem as that of Taiwan.

State media didn’t report either
incident, but accounts of them
spread by word of mouth in political
circles in Beijing and over the Inter-
net.

Mr. Hu tried to emulate his pre-
decessors in presenting a friendly
image in 2006, at one point putting
on baseball hat at a Boeing plant
near Seattle, but his efforts seemed
to fall flat in the U.S. and in China.

Since then, the 2008 financial
crisis has accelerated China’s emer-
gence as an economic and military
power, and encouraged some party
insiders, especially in the military,
to argue that Beijing needs to re-
shape the U.S.-dominated world or-
der. Others, especially in the civilian
foreign-policy establishment, say
China needs to focus first on its do-
mestic problems—especially on in-
flation and corruption—and are
pushing the U.S. to shore up its de-
fense ties with allies in Asia.

State media attempted to ap-
pease both sides of the debate in
the past few days by stressing that
Mr. Hu was given the respect due to
a major world power, and by show-
ing him reassuring the U.S. that it
shouldn’t feel threatened by China’s
rise.

“During his visit, President Hu
spared no efforts to make friends, to
proclaim China’s philosophy of
peaceful development and to ex-
press the Chinese people’s willing-
ness to join hands with the world to
greet a spring of harmonious devel-
opment,” the official Xinhua news
agency said in a commentary.

“In Washington, President Hu
and his U.S. counterpart, Barack
Obama, agreed to build a China-U.S.
cooperative partnership based on
mutual respect and mutual benefit,

and marked out priorities of the de-
velopment of China-U.S. relations
for the future.”

The People’s Daily quoted Yang
Jiechi, China’s foreign minister, as
saying Mr. Hu had attended nearly
20 events in Washington and Chi-
cago in 68 hours, and “interacted
widely with Americans from various
circles.”

State media also made no men-
tion of Mr. Hu’s words on human
rights, which despite suggestions to
the contrary from some U.S. offi-
cials, didn’t represent a departure
from previous statements by Chi-
nese leaders.

The success of the trip was es-
pecially important for Mr. Hu as he
is directly responsible for the U.S.
relationship as head of the party’s
leading group on foreign affairs.
Further friction with Washington,
especially on the military front,
could affect the leadership change
in 2012, when Mr. Hu and six other
members of the nine-man Politburo
Standing Committee are due to re-
tire.

Mr. Hu is almost certain to be re-
placed by Xi Jinping, currently vice
president, following Mr. Xi’s promo-
tion to vice chairman of the Central
Military Commission in October last
year. But the other positions on the
Standing Committee have yet to be
decided, and Mr. Xi has offered few
indications of how he views the U.S.

U.S. officials are hoping for fur-
ther insight when Mr. Xi hosts U.S.
Vice President Joe Biden on an offi-
cial trip to China later this year, and
then makes a reciprocal visit to the
U.S., the date for which has yet to
be announced.

—Juliet Ye in Shanghai
contributed to this article.

Reuters

Randall Kroszner: ‘Turning point.’

More U.

Continued from first page
weak. But the recent drop in weekly
jobless claims points to a stronger
labor market, and the tax-cut pack-
age approved at the end of 2010 is
seen as likely to help the economy
in 2011.

More than half the companies
surveyed—especially those in manu-
facturing, mining and agricul-
ture-expect to see a favorable im-
pact on sales from the tax-cut deal.

. firms are planning to hire

Companies generally have raised
their expectations for growth this
year.

“The economy is potentially at a
turning point in job creation,” said
Randall Kroszner, a professor at the
University of Chicago Booth School
of Business and a former Fed gover-
nor.

All of the survey’s four major in-
dustry sectors—goods-producing;
services; finance, insurance and real

estate; and transportation, utilities,
information and communica-
tions—registered stronger demand
in the final three months of 2010.

Economists in the private sector
and government are increasingly
optimistic about the pace of the re-
covery.

Strong U.S. consumer spending
during the holiday season has raised
expectations for growth, despite a
persistently poor outlook for hous-

ing.

The economy expanded by a 2.6%
annual rate in the third quarter and
is expected to have grown by more
than 3.0% in the final three months
of 2010, as well as in each quarter
this year, according to a Wall Street
Journal survey of economists pub-
lished this month. When Federal Re-
serve officials meet this week, they
are expected to raise their growth
forecasts for 2011 slightly.
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Prime Minister José Socrates takes a ballot in Lisbon on Sunday, left; Anibal Cavaco Silva, shown casting his vote, won the election as voters sought stability.

Portuguese voters return
president for a second term

By ALEX MACDONALD
AnD JEFFREY T. LEWIS

LISBON—Portuguese voters re-
elected Anibal Cavaco Silva to a sec-
ond presidential term Sunday, in a
message that they want political
stability as the country tries to ex-
tricate itself from the European sov-
ereign debt crisis.

The seasoned Social Democratic
president—who is head of state, but
doesn’t run the government—is fac-
ing tough months ahead.

Amid concerns that Portugal
won’t be able to repay its debt, Lis-
bon has been under pressure from
its European partners to take a bail-
out, a measure the government has
denied it needs.

Domestic political trouble lies
ahead as well.

After months of political unity
between the ruling Socialist govern-
ment and the center-right opposi-
tion Social Democratic Party, rifts
are starting to emerge.

In particular, the Social Demo-
cratic Party and its leader, Pedro
Passos Coelho, are hoping Mr. Silva
will call new elections in the spring.

According to an exit poll from
TV news station SIC Noticias, Mr.
Silva won between 52% and 56% of
the vote, while Manuel Alegre of the
Socialist Party is in second place
with between 17% and 21%. The re-
maining votes were divided among
four other candidates.

Turnout was low, with an ab-
stention rate of 47% to 51%, accord-
ing to SIC Noticias.

Mr. Silva, 71 years old, will start

his second five-year presidential
term under great pressure to main-
tain the political stability that has
allowed Portugal to approve a harsh
austerity plan and so far to avoid
having to ask for outside help.

The minority government of So-
cialist Prime Minister José SAcrates
managed to pass the 2011 budget,
which included public-sector wage
cuts, reductions in welfare benefits
and tax increases, with the help of
the Social Democrats, who abstained
from voting after forcing the gov-
ernment to accept deeper spending
cuts than originally planned.

Mr. Silva’s re-election sent a
message that voters are
seeking political stability as
Portugal tries to extricate
itself from the European
sovereign debt crisis.

The budget aims to reduce the
government’s fiscal deficit to 4.6%
of gross domestic product in 2011
from an estimated 7.3% of GDP in
2010.

Concern about the country’s abil-
ity to repay its debt, following the
crises that forced the Greek and
Irish governments to accept help
from the EU and the International
Monetary Fund, has pushed the
price Portugal has to pay to finance
its deficit higher in recent months.

If international financial markets

continue to demand higher interest
rates from Portugal, the country
might also be forced to turn to the
EU and the International Monetary
Fund for help, despite Mr. Sdcrates’s
insistence that won’t be necessary.

The cease-fire between Mr. So-
crates and the biggest opposition
party seems to be unraveling follow-
ing comments from Mr. Coelho that
the prime minister and his govern-
ment will be ousted if the country
requires help from the IMF.

“If the IMF enters Portugal, the
current government will have to
step down,” Mr. Coelho, 46, recently
said on local radio station TSF.

As president, Mr. Silva’s role is
largely ceremonial, because execu-
tive power lies with the prime min-
ister. But the president has the right
to dissolve parliament, and he can
also use his office as a platform to
criticize the government. Mr. Silva
has hinted he could do either, or
both.

During his campaign Mr. Silva
broke away from his traditionally
conciliatory tone to underscore the
fact that Portugal still faces the pos-
sibility of a “grave crisis” in both
economic and political terms.

He noted that he would be more
demanding of the current govern-
ment and would be prepared to act
as an instrument of last resort in a
crisis situation.

Mr. Silva later distanced himself
from the comments, saying he had
“little appetite” to use the “atomic
bomb” of dissolving parliament and
would seek stability for the country.

But political analysts say the

threat is still real. The president
would only be able to break up par-
liament from March 9, when he is
sworn in for his second term; by
law, he isn’t allowed to exercise that
power before then.

The process of dismantling and
electing a new government could
also take several months, meaning
any change in government wouldn’t
happen until sometime in the sum-
mer at the earliest.

The government will face two
trigger points that could spark a
general election, according to politi-
cal analysts and economists: the
first-quarter budget results, due
sometime around April, and the de-
bate on next year’s budget, set to
occur sometime this summer.

If the government fails to meet
its budget-deficit reduction target
for the first quarter, it would lose
credibility “and the probability that
the government would need to step
down would rise,” political analyst
André Freire at Lisbon University
Institute said.

Failure to agree on a budget for
next year could force a vote of no
confidence, which would cause the
current government to topple, said
Jodo Cantiga Esteves, economist at
Technical University of Lisbon.

The president wouldn’t dissolve
parliament in that case, but rather
would have to build a consensus
among the parties for a vote of no
confidence. Mr. Esteves said such
consensus-building was unlikely to
happen.

—David Gauthier-Villars in Paris
contributed to this article.

Economics
background
aided Silva

in election

By ALEX MAcDONALD

LISBON—In re-electing Anibal
Cavaco Silva as president, Portu-
guese voters left the nation’s reins
in the hands of an economics
scholar who has pledged to use his
second five-year term to help steer
his country out of sovereign debt
crisis.

Although Portugal’s constitution
gives Mr. Silva few executive pow-
ers, the 71-year-old center-right So-
cial Democrat has vowed to preserve
unity and stability at a time when
the country is increasingly divided
on how to reduce its budget deficit
and avoid an international bailout.

Mr. Silva, 71 years old, was born
in Boliqueime, in Portugal’s sun-
kissed southern region of Algarve.
He showed an interest in finance
and economics from an early age
and earned a doctorate in economics
from York University in the U.K.

He served as a military officer
for three years in Mozambique, a
Portuguese colony at that time, and
then returned to Europe to complete
his studies, teach and work at the
Bank of Portugal.

Mr. Silva became active in poli-
tics only after the Carnation Revolu-
tion of 1974, a bloodless military
coup that toppled the 42-year dicta-
torship of Anténio de Oliveira
Salazar and ushered in a new era of
democracy.

Though the role is largely
ceremonial, the president
plays a key role in
mediating between parties.

Mr. Silva served as Portugal’s fi-
nance minister at the beginning of
the 1980s and was president of the
National Advisory Plan from 1981 to
1984. He assumed the leadership of
the Social Democrat Party in 1985
and in the same year became prime
minister, serving two consecutive
terms until 1995.

As prime minister, he presided
over the county’s first years as a
member of the European Union and
gained popularity for guiding Portu-
gal through a period of strong, unin-
terrupted growth.

In 1995, however, his government
lost popularity due to an economic
crisis and internal politics. He de-
cided not to run for another term as
prime minister, instead seeking the
presidential office in 1996, a race he
lost by a narrow margin.

Mr. Silva returned to teaching
and became a well-respected econo-
mist, writing nearly a dozen books
ranging from topics such as the pub-
lic debt to political budgets, the
euro and economic stabilization.

He returned to politics in 2006
with a successful campaign for pres-
ident of Portugal. The role of presi-
dent is largely ceremonial, as the
state’s executive powers lie with the
prime minister. But as head of state,
the president plays a key role in me-
diating, striving for unity between
the country’s fractious party system.
The president also has the power to
dissolve parliament if the govern-
ment is rendered ineffective.
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Thousands march at Belgian unity rally

Associated Press

Protesters took to the streets of Brussels on Sunday to demand that rival political groups form a coalition after seven
months without a government. The rally also promoted solidarity among the country’s Flemish and Walloon communities.

Ireland’s Greens
quit government,
speeding up vote

By Guy CHAZAN
AND QUENTIN FOTTRELL

DUBLIN—Ireland’s Green Party
pulled out of the government Sun-
day, a move that will hasten elec-
tions scheduled for March 11 and
bring down the curtain on one of
the most crisis-racked administra-
tions in Ireland’s history.

The Greens, junior partner in the
governing coalition, said they still
would support legislation underpin-
ning the €67.5 billion ($91.8 billion)
international bailout arranged for
Ireland in November.

But the early election could af-
fect the fate of the rescue package.
The main opposition parties voted
against it, and have vowed to rene-
gotiate parts of it—particularly the
average 5.8% interest rate on the
funds—if they form the next govern-
ment.

The Greens’ move delivered the
coup de grace to a government that
over the past week has spectacu-
larly imploded in full view of a
weary and apprehensive electorate.

In the past few days, six minis-
ters resigned, a wide-ranging cabi-
net shuffle backfired, Prime Minis-
ter Brian Cowen stood down as
leader of his party, Fianna Fail, and
his junior partners quit. Mr. Cowen
now has seven ministers in his cabi-
net to run 15 ministries.

“It is a circus, and it’s embar-
rassing,” said Elaine Byrne, lecturer
in politics at Trinity College, Dublin.
“The Irish people now just want to
get this over with as soon as possi-
ble and have a new government.”

Fianna Fail, which dominated
Irish politics for nearly 80 years,
now is bracing itself for a defeat of
historic proportions in elections
that could be held as early as next
month. A Sunday Independent/
Quantum Research poll showed sup-
port for the party has fallen to a re-

cord low of 8%. That is a dire rating
for a party that has loomed large in
Irish politics since 1932 and has
been in government for all but three
of the past 20 years.

Tensions between Fianna Fail
and the Greens have simmered since
last fall, when the government was
forced to ask for a bailout from the
European Union and the Interna-
tional Monetary Fund to save the
Irish banking system from collapse.
Relations turned icy after Mr. Co-
wen’s aborted cabinet shuffle last
week, which critics saw as a ploy to
enhance the prospects of younger
Fianna Fail members in the coming
election.

“Our patience has reached an
end,” Green leader John Gormley
told a news conference Sunday. He
said Fianna Fail’s leadership prob-
lem was too much of a distraction
for the government, and an immedi-
ate election was needed.

Similar calls had been made over
the weekend by opposition parties,
who were outraged by Mr. Cowen’s
decision to step down as Fianna Fail
leader but stay on as prime minis-
ter. The center-right Fine Gael said
it would pursue a vote of no confi-
dence in Mr. Cowen’s leadership.

Yet the opposition says it will
support the finance bill—which im-
plements many of the tax and other
changes set out in the 2011 austerity
budget—but wants it passed by Fri-
day so an election can be called. Mr.
Cowen has said it is impossible to
adopt such complex legislation in
the space of a week. Ireland’s access
to the EU-IMF bailout money is con-
tingent on the bill being passed.

As things stand, center-right
Fine Gael is expected to emerge as
the largest party in the coming elec-
tion, and will likely form a coalition
government with Labour.

—Ainsley Thomson
contributed to this article.

Trichet defends austerity as a path to economic recovery

Continued from first page
growth through a government bond-
buying program known as quantita-
tive easing. In contrast, countries
throughout the euro bloc will enact
austerity measures this year, as Mr.
Trichet has repeatedly urged. “It’s
not for me to give a lecture to other
advanced economies,” he said.

In Europe, budget discipline ben-
efits growth and job creation by
“improving confidence of house-
holds, enterprises, investors and
savers,” Mr. Trichet said.

His remarks come as the ECB,
which must balance a widening debt
crisis in Southern Europe and Ire-
land with a robust recovery in its
largest member, Germany, and rising
inflation throughout the euro bloc.

Last month, inflation unexpect-
edly jumped to 2.2% in the euro
zone from 1.9%, the first time in
more than two years it has exceeded
the ECB’s target of just below 2%.
Some economists think it will rise
above 2.5% in the next two months.

Mr. Trichet first ratcheted up his
anti-inflation rhetoric at his monthly
news conference earlier this month,

spurring many economists to move
forward their forecasts for rate in-
creases.

In the interview, he reinforced
that tough stance, dismissing some
economists’ argument that the ECB
should hold off on raising rates be-
cause euro-zone “core” inflation,
which excludes food and energy
prices, was still weak at 1.1% in De-
cember.

“In the U.S., the Fed considers
that core inflation is a good predic-
tor for future headline inflation,” he
said. But in the euro zone, “core in-
flation is not necessarily a good pre-
dictor.”

That implies the ECB could raise
rates this year if it senses that com-
panies and workers expect headline
inflation to stay above 2% for some
time—even if the main source of in-
flation is world commodity markets.

Changes in food and energy
prices are largely determined on
world markets, and thus aren’t di-
rectly influenced by interest rates in
any one economy. For that reason,
central banks in many major econo-
mies, including the U.S., put greater

weight on core inflation than on
headline measures. For now, Fed of-
ficials don’t see much evidence that
commodity price pressures are feed-
ing broader inflation in the U.S.

The Fed isn’t expected to raise its
key interest rate for some time, in
order to help the U.S. economy re-
cover, despite signs of rising head-
line inflation. The Bank of England
has yet to raise rates, though UK.
inflation is approaching 4%. The po-
tentially divergent U.S. stance is a
reminder of what happened in the
summer of 2008, when the ECB
raised short-term interest rates in
the face of rising oil prices while the
Fed held rates steady amid concerns
about economic growth.

Still, Mr. Trichet’s remarks sug-
gest that, for now, his tough talk is
aimed at keeping inflation expecta-
tions in check rather than signaling
an imminent rise in rates. If consum-
ers see energy- or food-driven price
increases as temporary, they are less
likely to alter their behavior or push
for higher wages. But if workers ex-
pect permanently higher inflation,
they are likely to press for faster pay

Why the worry?

ECB warning on inflation even
though it is still relatively low in
the euro zone

Consumer-price indexes,
change from a year earlier
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rises. “At this stage, we do not see”
those longer-term forces, Mr.
Trichet said, “and everybody knows
we would not let [such] second-
round effects materialize.”

Struggling countries on the euro
zone’s fringe, including Greece, Ire-
land and Portugal, face an extended
period of economic pain: They must
raise taxes and cut spending to re-
duce soaring government debt,
while holding wages down to make
their products more price-competi-
tive. At the other extreme, Ger-
many’s mix of rapid, export-driven
growth and tumbling unemployment
usually puts central bankers on edge
because it often leads to rising
wages and prices.

Mr. Trichet dismisses these diver-
gences as normal, and similar to
those among states and regions in
the U.S.

He brushed off skeptics of Eu-
rope’s focus on budget austerity, in-
cluding the International Monetary
Fund and the United Nations, which
warned last week that “the impact
of fiscal austerity planned or under
way risks a renewed economic
downturn” in Europe.

“I do not buy the very simple rea-
soning that would suggest that pur-
suing sounder fiscal policy would
hamper growth,” Mr. Trichet said.
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Point man on sanctions set to leave

By Jay SoLoMON

ISTANBUL—The point man for
the Obama administration’s financial
wars on Iran, North Korea and al
Qaeda, Stuart Levey, has decided to
leave his senior U.S. Treasury De-
partment post at what is turning out
to be a particularly critical time.

Mr. Levey’s departure will leave
President Barack Obama without the
principal architect of Washington’s
economic-sanctions campaign
against Tehran, just as that cam-
paign is likely to be ramped up fol-
lowing the breakdown of talks
among Iran, the U.S. and a bloc of
global powers on Saturday.

The negotiations, held in Turkey,
were aimed at curtailing Iran’s nu-
clear program. With no date set for a
resumption of the dialogue, American
and European diplomats acknowl-
edged here that they would likely
need to put in place more of the eco-
nomic penalties against Iran that Mr.
Levey’s office has been central to im-
plementing over the past year. Law-
makers on Capitol Hill, meanwhile,
are vowing to increase pressure for
more punishing sanctions.

Senior Obama administration of-
ficials disclosed Mr. Levey’s depar-
ture, after nearly a decade in gov-
ernment service, but stressed that it
doesn’t signal a shift in U.S. policy
or a slackening of Washington’s fi-
nancial campaigns against Tehran,
Pyongyang and international terror-
ist groups.

They said the White House is set
to nominate David Cohen, Mr.

Levey’s deputy at Treasury and
longtime confidant, to succeed him
as the undersecretary for terrorism
and financial intelligence. Mr. Levey,
a Republican, was one of the few se-
nior members of President George
W. Bush’s national security team to
stay on under Mr. Obama.

“When Stuart came [into the
Obama administration], he agreed to
stay for six months, and it’s been
two years. There’s no perfect time
for these things. But this is as good
a time as any” to make the change,
Treasury Secretary Timothy Geith-
ner said. “It will have no effect on
policy, or on our ability to execute
the president’s policy.”

Messrs. Levey and Cohen, in a
joint interview at the Treasury last
week, said they believed U.S. strat-
egy wouldn’t be slowed because the
two men had closely coordinated in
implementing sanctions policy over
the past two years.

A Harvard-trained attorney, Mr.
Levey, 47 years old, said he is taking
time off before deciding on his next
job. He said his letter of resignation
would arrive at the White House
Monday and that he would stay on
at Treasury for about one more
month.

Mr. Cohen, 48, is a Democrat who
was a partner with Mr. Levey at a
Washington law firm. He returned to
private practice after a stint in the
Clinton administration’s Treasury
Department in the 1990s, and re-
joined Treasury in 2009.

Washington’s sanctions campaign
against Iran is likely to intensify in

the coming months, as Tehran has
so far shown little interest in negoti-
ating a diplomatic settlement over
its nuclear program.

During the two days of talks with
Iran, U.S. and European officials had
hoped to reach an agreement on
new measures to address interna-
tional fears that Tehran is seeking to
develop atomic weapons, a charge
Iran denies. Instead, Iran’s chief nu-
clear negotiator, Saeed Jalili, said
the Obama administration and its al-
lies need to start lifting economic
sanctions against Tehran before it
engages in substantive talks on its
nuclear work. He also said the inter-
national community must publicly
recognize Iran’s right to develop the
technologies required to produce nu-
clear fuel.

The countries negotiating with
Iran—which included the U.S., the
U.K,, France, China, Russia and Ger-
many—ended talks Saturday saying
they had found no common ground
to continue the diplomacy. U.S. and
European officials could only say
they hoped Tehran would reassess
the proposals presented to it and
agree to return to the table.

Messrs. Levey and Cohen ac-
knowledged that America’s adver-
saries are continuing to adapt to
U.S. financial measures and that the
ultimate impact of long-term sanc-
tion campaigns remains unclear.

Mr. Cohen said the Treasury has
“rewritten the rules of economic
warfare” in recent years. But he
added: “We’d like to add some new
plays.”

European Pressphoto Agency

Stuart Levey said his departure won’t prompt a shift in U.S. sanctions strategy.

New pus

By JoN HILSENRATH

Federal Reserve
officials last year,
prodded by
Chairman Ben
Bernanke, seriously
considered
adopting an explicit target for
inflation of 2%, but Mr. Bernanke
failed to forge a consensus and
backed away. The issue could
resurface in 2011.

The Fed informally has said its
goal is inflation of around 2%. But
after years of internal debate on the
subject, it hasn’t adopted an official
target.

Proponents say adopting a
formal objective would blunt
criticism of the Fed that current
easy-money policies could lead to
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at Fed to set an official inflation goal

an upward spiral in consumer prices
and could reinforce the Fed’s
commitment to avoiding deflation,
or falling prices. Skeptics, however,
wonder if an inflation target is
needed and worry it could distract
the Fed from its congressionally set
mandate of maximum employment.

“An explicit inflation target
would help us immensely,” says
Charles Plosser, president of the
Federal Reserve Bank of
Philadelphia and a longtime
proponent. Mr. Plosser says he feels
like Sisyphus, the mythical Greek
condemned to pushing a boulder up
a hill only to watch it roll down in
his efforts to advance a target. “It
helps promote the credibility of the
central bank by being explicit about
its objectives and it helps anchor
[inflation] expectations,” he says.

Proponents say inflation targets
help to cement public expectations
about price changes, making
investment and spending decisions
simpler. They also say targets help to
give the public a roadmap for how
the central bank is likely to
behave—when inflation is running
below target they would expect easy
monetary policy and when above
they would expect tight policy. It also
provides more accountability than
vague pledges of “price stability.”

The European, British and
Canadian central banks each set
inflation targets—typically around
2%—and commit to move interest
rates as needed to keep inflation
near that goal.

Mr. Bernanke, a strong advocate
of inflation targeting before he
joined the Fed, has moved a
reluctant Fed toward the approach.

Loose target

Change from a year earlier in consumer prices vs. the Fed’s unofficial

inflation target
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In January 2009, the Fed began
publishing long-run inflation
forecasts of its policy makers,
essentially their long-term inflation
goal. Forecasts cluster between
1.75% and 2%.

Inside the Fed, the idea
resurfaced in the fall as the Fed
debated the merits of initiating a
$600 billion bond-buying program
known as quantitative easing. In an
Oct. 15 speech in Boston, Mr.
Bernanke took another step, saying
that Fed officials “generally judge
the mandate-consistent inflation
rate to be about 2% or a bit below.”
With inflation running at around 1%,
he said there was a case for more
Fed easing. An inflation target
might be an easier sell when
inflation is low; if it were adopted

Source: U.S. Commerce Dept.

when rates were high, it would be
seen as a reason for higher interest
rates, which are never popular.

After the speech, Mr. Bernanke
flew to Washington for a video
conference call with other policy
makers in which talk about targets
quickly got bogged down on familiar
issues, according to people who
participated. One big hurdle was the
Fed’s legal mandate. The Federal
Reserve Act requires the Fed to aim
for “stable prices” and “maximum
employment.” Some officials worry
that adopting an inflation objective
could be viewed as putting more
weight on inflation-fighting and less
on unemployment-fighting.

Some argue an inflation objective
might not be needed because the
Fed’s informal goal is well

understood. “I think it’s pretty clear
that we have a relatively narrow
range of inflation rates that we
think about as mandate consistent,”
Narayana Kocherlakota, president of
the Minneapolis Fed, said in a recent
interview. Others at the October
discussion worried that adopting an
inflation goal while launching the
new quantitative-easing program
might confuse the public.

New challenges this year could
put the inflation target back on the
agenda. Several Republican
lawmakers have proposed
narrowing the Fed’s mandate to
price stability, eliminating the
employment part.

Adopting an inflation target
would ease the concerns of
legislators and the public about
inflation, says Columbia University’s
Frederic Mishkin, a former Fed
governor. “The Fed needs to make it
clear that it will do whatever it
takes to keep inflation from getting
out of control,” he says.

The controversial decision to
embark on a new round of
quantitative easing gave the Fed
added reason to adopt a target, Mr.
Mishkin says. “In order to make
quantitative easing understandable
you need to move in this direction
of being much clearer about what
your long-run inflation objective is
and how quantitative easing fits
into it,” he says.

Those arguments don’t fall on
deaf ears at the Fed. Mr. Bernanke
has been slowly building the case
since he first joined the Fed in
2002. He’s gone a way toward
implementing one and seems
unlikely to give up the cause now.
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President Barack Obama will give the annual State of the Union address Tuesday.

Obama to focus
on jobs, deficit
in key address

By JONATHAN WEISMAN

WASHINGTON—President Ba-
rack Obama will appeal to the U.S.
for political unity in his State of the
Union address Tuesday night as he
turns his attention to the tasks of
job creation and deficit reduction.

In a videotaped message emailed
to Democratic organizers, Mr.
Obama laid out the main themes of
his address, which will be delivered
to a Republican-controlled House
and a Democratic Senate struggling
for comity. He said he would focus
mainly on national competitiveness,
economic growth and job creation.

Mr. Obama will also talk up what
he will call “responsible” deficit re-
duction, according to a transcript of
the video address to volunteers for
Organizing for America, his grass-
roots political organization. Repub-
licans have said deep and immedi-
ate deficit reduction is needed to
shore up the nation’s finances and
foster economic growth.

The president will also call for
new spending on infrastructure,
education and research, despite
Republican demands for deep
budget cuts, people familiar
with the speech said.

With a fight brewing over the
federal budget, and Republicans
pushing to repeal the Democratic-
sponsored health-care overhaul, the
president will appeal for civility
and unity.

“These are big challenges that
are in front of us, but we’re up to it,
as long as we come together as a
people—Republicans, Democrats,
independents,” Mr. Obama told or-
ganizers, “as long as we focus on
what binds us together as a people,
as long as we’re willing to find
common ground even as we’re hav-
ing some very vigorous debates.”

Some lawmakers have pledged a
new tone in the aftermath of the
shooting rampage in Arizona that
killed six and severely injured a
House member, Rep. Gabrielle Gif-
fords (D., Ariz.). Lawmakers of dif-
ferent parties have pledged to sit
together during Mr. Obama’s speech
Tuesday night, suggesting that the
event won’t feature the traditional

sight of lawmakers from one party
cheering the president from their
side of the House chamber while
those on the other side look on in
silence.

Among those pledging to set to-
gether are Sens. Charles E. Schumer
(D., NY.) and Tom Coburn (R,
Okla.); Mark Kirk (R., Ill.) and Rich-
ard Durbin (D, Ill.); and Olympia
Snowe (R., Maine) and Mary Lan-
drieu (D., La.).

But the vast majority of lawmak-
ers will be in their usual seating ar-
rangement. Rep. Paul Broun, a con-
servative Republican from Georgia,
on Friday called the effort to get
members to mix it up “a trap.”

“I already believe very firmly
that it is a trap and a ruse that
Democrats are proposing,” Mr.
Broun said on a conservative radio
show. “They don’t want civility.
They want silence from the Repub-
licans.”

Mr. Obama will acknowledge
that the composition of the Con-
gress has changed dramatically
since his last address, due to Re-
publican gains in the November
elections. The president will appeal
to Republicans by talking up his
compromise with Republicans that
extended Bush-era tax cuts for
wealthy families, his promises to
trim spending and his recent pledge
to toss out onerous, outdated busi-
ness regulations.

The president will also call for
new spending on infrastructure, ed-
ucation and research, despite Re-
publican demands for deep budget
cuts, people familiar with the
speech said.

Mr. Obama will argue that the
U.S., even while trying to reduce its
budget deficit, must make targeted
investments to foster job growth
and boost U.S. competitiveness in
the world economy. The new spend-
ing could include initiatives aimed
at building the renewable-energy
sector—which received billions of
dollars in stimulus funding—and re-
building roads to improve transpor-
tation, people familiar with the
matter said.

Mr. Obama will lay out signifi-
cant budget cuts elsewhere, people
familiar with the plans said, though
they will likely fall short of what
Republican lawmakers have re-
quested.

In the House, Republicans are
pushing to cut $100 billion from the
annual budget as soon as this year.

Advertising Feature

Remixing Business

company

sitting on
7 amine of
information?

SR s ——

'

|
NN

INFORMATION MANAGEMENT OFFERS COMPETITIVE ADVANTAGES

By Catherine Bolgar

ven if management receives regular
dashboard reports on the metrics that
are considered most important, it’s likely
your company is stocking away data
without getting much, if any, value out of it.
“We're seeing a massive explosion in the
amount of digitally created and held data on
companies’ information systems,” says Paul
Nannetti, Paris-based leader of the Business
Information Management global service line at
Capgemini, the information-technology consultancy.
“Much is created on each company’s own IT
systems,” Mr. Nannetti says, “but some also
comes from external sources like suppliers,
partners and traffic from external Web sites.
The data may need to be stored for financial
compliance, audit and other reasons. To that
extent, it’s a burden. But if it can be translated
into actionable insights, it can create a com-
petitive advantage.”
And business information management is the
process of turning data into a valuable asset.
Mr. Nannetti offers an example of one client,
a midsize bank that had grown through a number
of acquisitions. It wanted to offer a newly
broadened portfolio of products and services
to its larger customer base, but the records of
its several million customers were fragmented
among the acquired banks, making it impossible
to cross-sell products. The bank undertook an
$80 million (€61.47 million) business information
management program to enable a single and
consistent view of each customer’s activities.
The effort included a data governance program,
the establishment of rules and procedures for
collecting, processing and cleansing data to rid it
of errors and duplications.

At other companies, legacy enterprise
resource planning systems needed to be
upgraded. Lawson Products Inc., of Des
Plaines, lllinois, wanted to replace its home-
grown ERP system. The industrial distributor of
maintenance and repair supplies realized it had
to clean up its data to get value out of the new
system, and blended a business information
management program into its ERP upgrade.

“We identified early in our ERP program the
necessity of pulling our disparate data together
into a single version of the truth, and, moving
forward, to treat our information as an asset of
the company,” says Bob Border, senior vice
president, chief information officer at Lawson.
The company chose Capgemini to lead its
business information management initiative.

The business information management
project was a key component to several of
Lawson’s initiatives designed to better serve
their customers, Mr. Border says. “A solid
understanding of data definitely leads to better
understanding of our customers and their needs.
It facilitates business processes and decisions
that better position us to offer the right product
at the right place at the right time.”

All organizations have processes to manage
their information in at least a rudimentary manner,
Capgemini’s Mr. Nannetti says. “But how many
really manage information as an asset, with a
view to driving competitive advantage? In our
experience, information management as a
discipline is a continuous journey, and if placed
at the heart of the overall business strategy, it
can be instrumental in setting an organization
apart from its competitors.”

For more on this topic go to:
wsj.com/remixingbusiness
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President Salva Kiir in early January. ‘The referendum is not the end of a journey, but rather the beginning of a new one,’ he said ahead of the vote.

South Sudan’s vote for split
sets president on rocky path

By SARAH CHILDRESS

The first official tally from
southern Sudan’s referendum on in-
dependence showed that voters
were nearly unanimous in their de-
sire to separate from the North, set-
ting the head of the southern gov-
ernment on a difficult path toward
founding Africa’s newest nation.

Salva Kiir, the southern Sudan
government’s president, saw his re-
gion through this month’s referen-
dum. His likely reward will be run-
ning a destitute country, under lofty
expectations.

Mr. Kiir is credited with bringing
about the peaceful vote following
five years of negotiations with
Sudan’s northern government. The
two sides—which have fought two
wars in two decades believed to
have left more than 2 million
dead—agreed to set aside differ-
ences so that 3.9 million voters
could cast ballots on whether to be-
come a separate state.

So far, 98.6% of voters have cho-
sen secession, according to results
published Friday on the website of
the Southern Sudan Referendum
Commission in Khartoum. All votes
cast outside of Sudan and those
from eligible southerners living in
the north have been tallied, as well
as 83% of the votes from the south,
according to the referendum com-
mission’s site. The final result isn’t
expected until February.

Last week, the commission’s
branch in the southern city of Juba
reported 95% of voters there sought
succession.

The nearly unanimous results are
in line with expectations. The right
to vote was determined along ethnic
and residential lines, basically en-
suring those who had been the sub-

jects of decades of slave raids, mas-
sacres and neglect from the
northern government would be
those casting ballots. The Carter
Center, the main international ob-
server group, called the vote credi-
ble.

Through it all, said one Western
diplomat, Mr. Kiir’s biggest concern
has been that the referendum
wouldn’t happen. His next biggest
concern, this person said, was that
it would—leaving him to rebuild a
devastated economy and battered
infrastructure, as “president of a
country in name only.”

A lot is riding on Salva Kiir,
the southern Sudan
government’s president—
a 59-year-old former rebel
often seen wearing a black
cowboy hat.

About 90% of the south’s popula-
tion lives on less than $1 a day.
Though the region is rich in oil,
southern Sudan has little running
water, few paved roads and bare-
bones health care.

But expectations among southern
Sudanese for their new country have
soared. Independence is seen among
many as a panacea for poverty and
repression by Sudan’s government
in the northern city of Khartoum.

“The propaganda that we cannot
govern ourselves is baseless,” said
John Alphones, a 30-year-old ac-
countant. “We will achieve democ-
racy and economic progress and re-
spect the rights of everybody.”

There is a lot riding on Mr. Kiir,

a 59-year-old former rebel often
seen wearing a black cowboy hat.
Any leader who can build demo-
cratic institutions and develops the
country is likely to lure investment
dollars from regional powers includ-
ing Kenya and Uganda, and bolster
its relationship with China, which
already is invested in Sudanese oil.
But Africa has also had a history of
liberation presidents who have be-
come mired in allegations of corrup-
tion as they have sought to cling to
power.

The U.S. and European countries
want to ensure southern Sudan suc-
ceeds, and Mr. Kiir is seen as a key
to the new nation’s future, say ana-
lysts. “He has done an effective job
at keeping the ship afloat and keep-
ing everyone moving in the right di-
rection,” said Zach Vertin, a Sudan
analyst at the International Crisis
Group in Nairobi.

When he took office in 2005 as
the head of the newly autonomous
southern Sudan region, Mr. Kiir said
the area was “starting from zero.”

It hasn’t advance much since
then. Oil reserves aren’t expected to
last more than a couple decades, so
the government plans to invest in
agriculture and train subsistence
farmers. Low education levels have
hobbled efforts to cultivate govern-
ment officials to administer the new
state.“The referendum is not the end
of a journey, but rather the begin-
ning of a new one,” Mr. Kiir said in
remarks at his presidential palace
on the eve of the vote.

As a young man, Mr. Kiir joined
the south’s first rebel movement,
the Anyanya. Composed of south-
erners who are mostly black and
Christian or animist, it fought those
in the largely Arab, Muslim north.

When a peace deal was signed

with the north in 1972, calm briefly
returned to Sudan. Mr. Kiir joined
Sudan’s national army. But he left in
1983 to re-join the rebellion. The
southern army, known as the Sudan
People’s Liberation Army, formed
the armed wing of what would be-
come the south’s ruling party.

In early 2005, the movement’s
leader, John Garang, signed a peace
deal with the north that ended the
war and paved the way for the inde-
pendence vote. Mr. Garang died later
that year in a helicopter accident,
and Mr. Kiir was pushed to the fore-
front of the independence move-
ment.

In elections in April, Mr. Kiir,
who had until then governed by ap-
pointment, was elected president of
the south with 93% of the regional
votes. The vote was marred by alle-
gations of rigging and violence
against opposition-party members,
according to international observers.

Mr. Kiir has presided over a gov-
ernment whose officials are driven
around Juba in shiny SUVs, in stark
contrast with residents who walk or
herd cattle through the streets.

Mr. Kiir maintains the vote was
fair. He has advocated “zero toler-
ance” for corruption and promoted
press freedom.

His political opponents are al-
ready angling for his office, with
some eager for fresh presidential
elections once the country becomes
independent. No date has been set
for such a vote.

Mr. Kiir’s government should es-
tablish an appropriate transition pe-
riod that would lead to new elec-
tions, says Hon. Onyoti Adifo
Nyikwech, head of the south’s main
opposition party. “If they cling to
power, nobody will accept that,” he
said.

Ivory Coast
incumbent
squeezed
by new acts

By WILL CONNORS
AND JOHN JAMES

ABIDJAN, Ivory Coast—The gov-
ernment of presidential aspirant
Alassane Ouattara over the weekend
moved to squeeze off funding to his
rival, Laurent Gbagbo, ousting a key
banker and calling for a month-long
suspension of cocoa and coffee ex-
ports.

On Saturday, the Central Bank of
West African States forced an ally of
presidential incumbent Mr. Gbagbo
to resign, effectively handing the
country’s purse strings to Mr. Ouat-
tara, who is recognized by most for-
eign countries as winning a recent
presidential run-off.

The move ratchets up pressure
on the embattled Mr. Gbagbo to step
down. But it also increases the risk
that deteriorating economic condi-
tions in the Ivory Coast could fuel
violence. The regional central bank,
or BCEAO, gives financial instruc-
tions to commercial banks, which
could become a target of popular
anger if salaries aren’t paid.

At least 260 people have been
killed in violence since the disputed
Nov. 28 presidential vote resulted in
a stalemate.

The resignation of Philippe Henri
Dacoury-Tabley as central bank gov-
ernor came at the request of re-
gional heads of state during a meet-
ing in Mali. The heads of state
accused Mr. Dacoury-Tabley of al-
lowing Mr. Gbagbo access to state
funds, despite a ruling in December
that the incumbent president’s sig-
nature at the bank was no longer
recognized.

Mr. Ouattara, a former BCEAO
governor, is expected to name a re-
placement within the next few days.
He will have the option of using
state funds to pay expenses, helping
to bolster his international status as
leading the legitimate government
of Ivory Coast.

A spokesman for Mr. Gbagbo
called the central bank’s decision
“illegal and without effect.” The
spokesman appealed for calm and
added that “the measures have been
taken to ensure the banking system
continues to function as normal,”
according to a statement read on
state television.

Mr. Gbagbo, who has led the
Ivory Coast for 10 years, has tapped
the bank’s coffers to pay army and
civil-servant salaries. Since Decem-
ber, Mr. Gbagbo’s administration is
estimated to have withdrawn
around $160 million from the cen-
tral bank, according to Mr. Ouat-
tara’s government. Mr. Gbagbo’s
spokesman couldn’t immediately be
reached to comment on the figure,
but his administration has acknowl-
edged accessing bank funds.

Retaining the support of army
officers and bureaucrats has helped
Mr. Gbagbo resist mounting regional
and international pressure to step
down.

In another step to choke off
funding for Mr. Gbagbo’s adminis-
tration, Mr. Ouattara’s government
issued a communique calling for the
suspension of all cocoa and coffee
exports for a month, beginning Jan.
24.

The communique prompted
handwringing among traders.
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Turkey rejects panel
on Israeli ship raid

Associated Press

Former legislator Najibullah Mujahed speaks Sunday in Kabul during a protest against last year’s parliamentary poll.

Talks to seat legislators
continue in Afghanistan

By YAROsLAV TROFIMOV
AND MARIA ABI-HABIB

KABUL—Afghan lawmakers and
President Hamid Karzai moved
closer to resolving the constitu-
tional crisis over his order to delay
the legislature’s opening, though a
tentative compromise worked out
over the weekend could still unravel.

Averting a potentially violent
showdown, lawmakers aborted their
plans to inaugurate the parliament
unilaterally on Sunday, a move that
would have defied Mr. Karzai’s or-
ders for a monthlong delay.

Mr. Karzai, who cut short a trip
to Russia to deal with the crisis, has
told lawmakers that he would inau-
gurate the parliament on Wednes-
day instead, if his concerns about
investigating fraud allegations dur-
ing the Sept. 18 election are prop-
erly addressed. Negotiations are
continuing over the exact wording
of this compromise, Afghan officials
and Western diplomats say.

“The two sides have come closer
to each other, and they both seem to
be interested in finding a solution,”
a Western diplomat said. “It’s far
too early to say who will emerge as
a winner, and who will be the loser
here.”

Mr. Karzai, who has criticized
the new legislature’s makeup as un-
representative because it doesn’t
give enough seats to the country’s
largest ethnic group, the Pashtuns,
last month established a special
court to investigate complaints of
fraud made by the losing candidates.
The court has said it has the power
to order recounts and even annul
the entire election.

Afghan election authorities,
Western governments and the in-
coming lawmakers have rejected the
special court as unconstitutional.
The United Nations, backed by the
U.S. and European countries, on Fri-
day expressed “deep concern” with
Mr. Karzai’s decision to delay the in-
auguration to give the special court
more time for its inquiries, and
called for seating the new parlia-
ment as soon as possible.

The U.N. envoy, Staffan de Mis-
tura, who took an active role in me-
diating between Mr. Karzai and the
lawmakers this weekend, said that
the tentative deal worked out over

the weekend was “a major step for-
ward,” and that he was “very hope-
ful” about the inauguration occur-
ring on Wednesday.

“We have to close this situation,”
Mr. de Mistura said after meeting
leading lawmakers Sunday in
Kabul’s Intercontinental Hotel. “We
need to make sure that the parlia-
ment convenes, but it needs to be
done with the agreement of every-
one, and within the laws and consti-
tution.”

In a show of hands at the hotel’s
meeting room late on Sunday, the
incoming parliamentarians approved
a letter to Mr. Karzai, which they
said was drafted with Mr. de Mis-
tura’s help. Without mentioning the
special court, the letter says that
lawmakers will accept the pursuit of
criminal inquiries about fraud in the
Sept. 18 election, in accordance with
the constitution and other laws, and
“with respect of parliament mem-
bers’ immunities and privileges.”

Lawmakers aborted their
plans to inaugurate the
parliament unilaterally on
Sunday, a move that would
have defied Mr. Karzai’s
orders for a monthlong delay.

The letter dropped an earlier de-
mand for Mr. Karzai to dissolve the
special court altogether. That issue
caused heated debates among law-
makers, many of them suspicious
that the president could use the
special court, packed with his loyal-
ists, to blackmail and possibly re-
move from office dozens of hostile
parliamentarians. There are 249
members in the parliament’s di-
rectly elected lower house.

Parliamentarians removed their
demand from the letter only after
the former parliament’s speaker,
Younus Qanooni, who has emerged
as an influential leader of the new
crop of lawmakers, made an impas-
sioned call for compromise. “If we
keep on insisting, then the inaugura-
tion will be delayed from Wednes-
day to Thursday, and then to Friday,
and everything will remain unre-

solved,” he said.

It remains to be seen, however,
whether the letter’s wording, ap-
proved by parliamentarians on Sun-
day, will be acceptable to Mr. Karzai.
Western diplomats said the ball was
now in the president’s court.

“What they’re trying to deter-
mine is the exact legal mechanism
through which these criminal inves-
tigations of fraud could proceed,”
one diplomat said.

Though Mr. Karzai’s minister for
parliamentary affairs, Humayun
Azizi, Sunday publicly discussed a
possible parliament inauguration on
Wednesday, the presidential palace
so far has made no official state-
ments about reversing last week’s
order for a monthlong delay.

“The issue is under discussion by
the government, and we have not
reached any agreement in this re-
gard so far,” an Afghan official said
Sunday night.

Several of Mr. Karzai’s key sup-
porters in the previous legislature
failed to win re-election and are
hoping that continuing fraud inves-
tigations will allow them to gain
seats if rivals are disqualified by the
special court.

Losing candidates are scheduled
to meet Mr. Karzai on Monday to
voice their objections to the parlia-
ment’s seating, said Daud Sultanzoy,
who failed to win re-election in the
eastern Ghazni province.

Many losing candidates have al-
ready called for street protests on
Wednesday. “If this inauguration
takes place, it will be seen by ordi-
nary Afghans that the international
community is giving its blessing to
thugs and thieves,” Mr. Sultanzoy
said.

The confrontation with Mr. Kar-
zai has solidified opposition to the
Afghan president within the new
legislature, and signaled that he
could expect tough new scrutiny
from the lawmakers in coming
months.

“The president may have a little
fear now,” said parliamentarian
Khaled Pashtun from the southern
province of Kandahar. “The parlia-
ment this time may be more aggres-
sive, more harsh, more decisive.”

—Habib Khan Totakhil
and Arif Afzalzada
contributed to this article.

By CHARLES LEVINSON

JERUSALEM—An Israeli raid
against a Gaza-bound Turkish aid
ship in May that killed nine passen-
gers was legal under international
law, an Israeli commission of in-
quiry said in a report released Sun-
day.

The commission, headed by re-
tired Supreme Court judge Yaakov
Turkel, ruled that Israel’s continuing
land, sea and air blockade of the
Gaza Strip also complies with inter-
national law because Israel is effec-
tively in a state of war with the ter-
ritory’s rulers, who are from the
Palestinian Hamas movement.

Turkey’s Prime Minister Recep
Tayyip Erdogan denounced the find-
ings. “In my judgment there is no
value or credibility to this report,”
he told reporters in Ankara, accord-
ing to Anadolu Ajansi, Turkey’s
state news agency. Israeli human-
rights groups also rejected the re-
port’s findings that the continuing
blockade of Gaza is legal because of
military necessity.

The actions by Israeli soldiers’
were “lawful and in conformity with
international law,” the commission
said in the report summary. “When
examining the operation as a whole
it seems that the soldiers did not
overreact.”

The commission will publish the
second part of its findings in com-
ing months, focusing on Israel’s
methods for investigating itself and
government decision making in the
run-up to the botched raid.

Turkey’s own commission inves-
tigating the incident issued a re-
sponse Sunday to the Israeli find-
ings. The Turkish board said in the
statement it was “surprised, ap-
palled and dismayed that the na-
tional inquiry process in Israel has
resulted in the exoneration of the Is-
raeli armed forces despite all the
facts that have also been confirmed
by the International Fact-Finding
Mission” set up by the United Na-
tions Human Rights Council and re-
ported by that panel last fall.

The Turkish commission said its
preliminary findings found that both

the Israeli blockade of Gaza and its
boarding of a ship in international
waters were illegal. The Turkish
panel sent its interim report to the
United Nations Secretary-General in
September.

The killings on board the Mavi
Marmara vessel caused popular out-
rage and rare unity in Turkey, which
has demanded Israel apologize for
the deaths before damaged relations
between the two countries can be
restored. Israel has declined, al-
though in recent months the two
sides have taken steps to smooth
over differences.

The investigations follow the
May 31 raid by Israeli commandoes
on a six-ship aid flotilla carrying
700 passengers headed for Gaza
with food, medicine and other hu-
manitarian aid. After seizing control
of the first five ships without fatali-
ties, soldiers rappelled from helicop-
ters onto the largest of the ships,
the 590-passenger Mavi Marmara,
where passengers affiliated with a
Turkish Islamic aid organization
known as the IHH attacked them
with chains, pipes, knives, and other
light weapons, according to eyewit-
ness accounts and supported by vid-
eos of the raid taken by israeli sol-
diers.

In the ensuing fight, eight Turk-
ish citizens and one Turkish-Ameri-
can were killed, and 55 wounded.
Nine Israeli soldiers also were
wounded. The incident plunged Is-
rael into one of its worst diplomatic
crises in decades. Washington de-
manded Israel ease the blockade of
Gaza, which Israel has taken some
steps to comply with, while Turkey
withdrew its ambassador from Tel
Aviv and canceled three joint mili-
tary exercises.

The findings by the Turkel com-
mission largely support the findings
of an Israeli military inquiry last
July. The military report criticized
the poor planning and faulty intelli-
gence that preceded the raid, but
praised the “heroic” commandoes
who carried it out.

—Marc Champion in Istanbul
and Joe Lauria in New York
contributed to this article.

Egypt says (Gaza group
was behind church bomb

By MATT BRADLEY

CAIRO—Egypt’s interior minister
accused an al Qaeda-linked Palestin-
ian militant group in the Gaza Strip
of killing at least 21 Christian Egyp-
tians when it bombed a church in
the northern port city of Alexandria
on New Year’s Day.

Habib al Adly said he had “con-
clusive evidence” that the Army of
Islam planned the attacks and may
have recruited Egyptians to execute
the bombing, which also injured
about 100 Christians. The Army of
Islam denied responsibility for the
bombing on its website.

In a statement emailed to report-
ers Sunday night, the ministry of the
interior said Ahmed Lotfi Ibrahim
Mohammed, who it said was born in
1984 in Alexandria, had confessed to
helping organize the attack. Accord-
ing to the ministry’s statement, Mr.
Mohammed first visited the Gaza
Strip in 2008 to seek out radical

groups affiliated with al Qaeda. Last
October, it said, he proposed two
churches and a synagogue as possi-
ble targets, one of which, the Church
of Two Saints, was ultimately at-
tacked on New Year’s Day.

If the accusations are true, they
could validate concerns that the un-
resolved conflict between residents
of the Palestinian coastal enclave
and Israel is spilling over into neigh-
boring countries.

Still, some analysts said that by
blaming Gaza-based militants, the
Egyptian government may hope to
vindicate its cooperation with Israel,
whose efforts to isolate Hamas, an
Islamist group that has governed the
Gaza Strip for nearly four years,
have been widely criticized in Egypt.

Egyptian authorities have long
viewed the Gaza Strip with suspi-
cion. Hamas has historical connec-
tions to the Muslim Brotherhood,
Egypt’s largest opposition political
movement.
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Mr. Rodés Vila says agencies must
build ‘social capital’ and learn how to
help brands establish a dialogue with

their clients.

L

Havas

Adventures in cyberspace

The chief executive of Havas is determined the advertising agency won’t be a casualty of the Internet revolution

By RuTH BENDER

It was easier for Marie Antoinette to
adapt to the French Revolution than for
advertising agencies to understand the
profound impact the Internet would have on
their businesses. So says Fernando Rodés
Vila, chief executive of French agency
Havas SA, in a frank admission of the
challenges facing the industry.

Ad agencies failed to react quickly
enough when the Internet emerged, and
just stood by, watching entrepreneurs be-
hind technology companies such as Google
Inc. or Facebook transform the industry,
says the 50-year-old Catalan who has been
at the helm of the world’s fifth-biggest ad-
vertising agency by revenue since 2006.

“We were so successful in the ’60s, *70s
and ’80s that when the Internet came, we
didn’t react. We were very slow in embrac-
ing that new technology. We allowed all
other elements in the chain to embrace it
for us,” Mr. Rodés Vila says, taking a sip of
tea in the bar of Paris’s chic hotel Le Bris-
tol. “We were like athletes who have al-
ready won all the medals and then sit in
front of the TV not moving any more.”

Mr. Rodés Vila recalls watching “The So-
cial Network,” the movie about the creation
of Facebook, and thinking: “I'm watching
the creation of probably the most important
initiative in communication ever and there
is not one single professional from the com-
munication sector in there. No advertiser,
no marketer.”

He regrets that it wasn’t advertisers that
invented Facebook. Even more, though, he
regrets that ad agencies today are only cap-
turing a tiny portion of the value that the
Internet has created for the advertising in-
dustry over the past few years.

That needs to change and Mr. Rodés Vila
is confident agencies are now on course to
find the magic formula that will allow them
to capture more of that value in the future.

The past four or five years have been a
learning process for Havas, like other agen-

cies, and it’s not quite over yet. “The solu-
tions we have to build brands today are not
as perfect as they were 20 or 30 years ago,”
Mr. Rodés Vila says.

“Clients are demanding things that we
are not yet able to do, things others are do-
ing,” he says, referring to big names such as
Facebook or Google but also the numerous
start-ups that are creating innovative ways
to track consumer behavior on the web or
analyze data collected on social-networking
sites. “They don’t call themselves ad agen-
cies but they build brands.”

Mr. Rodés Vila likens the change that the
Internet brought to the advertising industry
to the switch from tyranny to full democ-
racy. Brands today have to accept that the
power structure has flipped, he says.
“Brands now can aspire to share some con-
trol with the consumer but if you think you
can control the consumer, you're out of
business.”

The key for agencies right now is to
build what he calls “social capital.” They
must, he says, learn how they can help
brands establish a dialogue with their cli-
ents that gets consumers thinking about a
brand and, eventually, establishes trust in
that brand or product. And to succeed in
this, Mr. Rodés Vila is working on three
things: finding the right technology; recruit-
ing tech-savvy staff; and making sure digital
experts are integrated at all levels of his or-
ganization, not just in special digital units.

So far, Havas’s development in the digi-
tal area has been mostly organic. Unlike its
larger rivals WPP PLC or Publicis Groupe
SA, Havas opted not to buy any big digital
advertising companies but rather to develop
digital expertise in-house or through part-
nerships or very small acquisitions.

But as the company moves closer to un-
derstanding how to operate in the new envi-
ronment, it could soon change strategy and
embark on a larger deal, Mr. Rodés Vila says.

“Four years ago, I would clearly not have
recommended a huge association with an-
other big organization. Today, we are ready.
I don’t know if I would recommend it or
not, that would depend on the partner, but
we are ready,” he says. “Today, Havas has

the structure to start another journey.”

If Havas feels ready to embark on new
adventures, it’s not only because it is com-
ing to terms with the industry’s new power
paradigm, but also because it has spent the
past five years sorting out its finances un-
der the close eye of its chairman and big-
gest shareholder, Vincent Bolloré.

Mr. Bolloré, the French businessman who
owns just under 33% of Havas, as well as
nearly 30% of U.K.-based rival Aegis Group
PLC, has kept a tight rein on the French
company since he was named chairman in
2005, tidying up the legacy of its past ac-
quisition spree.

Between 2000 and 2001 alone, Havas
spent more than €3 billion ($4.1 billion) on
buying about 200 companies, including
about $2 billion for U.S. agency Snyder
Communications Inc. But the buying spree
left the group with a fragile balance sheet,
costly restructuring plans and a capital
hike, and Mr. Bolloré and his new manage-
ment team pulled the plug on any further
large acquisitions.

Mr. Rodés Vila, who himself owns close
to 3% of Havas’s capital, works hand-in-
hand with Mr. Bolloré. The chairman at-
tends all of Havas’s executive committee
meetings at its headquarters in the Parisian
suburb of Suresnes, as well as most of its fi-
nancial committees and lately also presents
the group’s results to analysts and the me-
dia.

“He’s very involved and very present,”
Mr. Rodés Vila says of his chairman. Besides
financial support and managerial experi-
ence, Mr. Rodés Vila values Mr. Bolloré’s
long-term commitment to the group. “Hav-
ing a key shareholder with a long-term
vision, you cannot imagine what a differ-
ence that makes,” he says.

Mr. Bolloré’s link to both Havas and Ae-
gis has inevitably led to speculation that he
could merge the companies, a move Mr. Ro-
dés Vila says would make sense. Asked
whether the fact that Havas is now ready
for new ventures means it could tie up with
Aegis, Mr. Rodés Vila says: “We could, or
with another player. We are ready. But it’s
not Havas’s call; it’s Mr. Bolloré and the

other shareholders of Aegis who have to de-
cide.” But to his knowledge, he says, there
currently aren’t any talks about a tie-up.

The main advantage of combining Havas’s
and Aegis’s portfolios, Mr. Rodés Vila says,
would be that the resulting company would
be involved in more digital and media-buy-
ing and planning activities than traditional
advertising. The two portfolios are also com-
plementary in terms of geography and cli-
ents, he says. Owning Aegis’ market-research
unit Synovate might not be necessary, even
though it is an interesting asset, he adds.

At the end of 2010, Havas hit its target
of deriving 20% of its revenue from digital
advertising, the CEO says—up from less
than 9% in 2006. Mr. Rodés Vila says he ex-
pects this to continue rising, saying clients
that operate in industries with registered
customers—for example, banks and insur-
ance companies—should clearly be spend-
ing more than 50% of their budgets on digi-
tal media.

As of the end of June, larger rivals such
as WPP and Publicis made around 28% of
their revenue from digital advertising. “Nat-
urally, as we didn’t do any acquisitions, we
grow more slowly,” says Mr. Rodés Vila. But,
he says, this isn’t a disadvantage. Increasing
the share of revenue from digital isn’t so
much a target now as a consequence of the
company’s other priorities, he says.

Besides the digital transformation, Ha-
vas’s main aim this year is to keep profits
at least at the same level as last year and to
deliver sustainable growth. “We don’t want
to have great results one year and then bad
ones the next...We want to be regular at a
time when everything changes,” Mr. Rodés
Vila says. And if by achieving these targets,
the share of revenue from digital rises, he
won’t be displeased.

Stability will be key to survival in an in-
dustry that, Mr. Rodés Vila says, is likely to
be made up of even fewer players in the fu-
ture. He is ready to bet that in the agencies’
race to master the digital revolution, at
least one of the current six largest ad hold-
ing companies is doomed to fail: “Not
everybody will make the bridge, but those
who manage to cross it will be very strong.”





