‘ JOE NOCERA

- Wall Street
‘has yet
to learn’

od on the nialh 1he president
2avianed 1 badn't heard 1hat verd
s iswbone™ — in years. but it sprang
10 mind when | saw whai President Rarack
Obama did Thunday
Angered by the news that Wall Street was
doling out $18.4 billion ia bonuscs far 2008
“the sixth-Largest haul 0o record,” accardiog
10 4 froot-page story in The Now York Times.
desprte billions upon billions in Itases — the
president called reparters i, looked siernly
inta the cameras and unloaded oo Wall Sirvet
execulives, |ust as President joho F Keonedy
once unloaded 00 America's stee] barons
“That it the height of irresponsidility.~
Obama said sharply, referrieg to the bonuses
"I is shameful - Wall Street, be said. was
<coming to the governmen: fos badly needed
belp — which tazpayens were providing.
because otherwise “1be eatire system could
come down on their heads” — and the
government bad a righ! 10 expect “some
"estraint, some discipline s0d some sense of
wwponsibility” o ret
Afier going on in this wein for a while, he
Lapped Citegroup ataund for ordering a $50
1l orporuic pet “al the same e it was
1Kify JARP moncy.” The governmeat's
smand that the plane arder be canceled
wid bave been unnecessary, “because they
uld know deiter,” be scolded.
Yhama dido't take a shot a1 John Thaio. the
ser chief executive of Merrill Lyach. fired
Pact week by his new boss, Ken Lewis a1
of Americ a. after Meeril| repneted 3 315.3
01043 in the fourth quarter Bul then. he
bave 10 The revelsiion that Thain had
$1.2 million remodeling bis office
en paid big bopuses 1o Memn |i's troops
3 the firm's red iok was forcing Baok of
10 seek more guvernment help — has
med Thain into 1he new Ricbard Fuld
smer Lehman Broibers chiel who
wife 2 mansion for almost potbing
now the person Amencans would
*1o punch io the nose
21t week. sbout 100.000 layoffs
sunced at US. companies — 73,000
y alone. Everywhere in Ibe Uniled
ple are feeling the pain of this
recession Fven those aath jobs
i fature Their retirement savings
seen decimaied They are
od angry
Iy Wall Sireer should not be
oversized bonuses and $50
1| geoesate vutrage — and
s from the president. ~It
fishness of people an Wall
arles Elson a corporate
governance espert
2t the Uiversity of
Delaware. who
0unded prefty
oulraged bimsell
“Wali Street has ye!
t0 learn the lesson
of what happened -
What happened,
put simply, is that the

] o peaple who thought
I oy of themselves a3 the
[ seartess guys io the
! se.’ room — and were
, paid accordingly —
!

hrought down the fins ocia)
Wding they got from the
sts 1hat 1hey are going to be
3 & good log time.
B0t righ! dowa 10 it, 0o compa oy
Foup or Baok of Ametica is
L e — ot even be mildly deated
Swght 2 new carporate airplane
incy oflice Lots of
4 8 million or more in
enses when they get the
W pocket change And pou can
o Daliway-decent business case
' airplane (1t goes (ariher than
! 0 take more executives to
[ 91 | & tbe top brass to be more
ctive, et #tc.) And
L 1 Thee Nerw Yissk Post, which
o #plane siory. asserted. it is

S Bat (hese thingy were paid
#d|

" pent bailout mooey. which is
B arily a5 capital o shore up
§ Borets
(e, Yo etk s be L i
| hie ssto precutives who fline
{ b carporate ets (0 ash
IR stance: Surely it was a better
Lo fly than to dnwe from
d the second lime atound.
ked for taking the jets. Thst
| ber Whai maiters 13 the
Ume when the country is in

s justifuble populist 8

Bes buildiog for 20 yes

{20, th e director of corporate
lr the American Federation of
Ind Muoicipal Employees
40g people haven'l gorten
Sonomy. They understand thai
®ahh has beeo created, and

©d, “These guys seem 10 be
ber universe. So the symbol

ught w1th compaoy funds —
of the reason Kazlowski is oo

is something else a3 well. Most
't (ully undersiand what, exscily,
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Making
the most
of a recovery

By David Leonhardt

time soon I is
over the course a

Harach Obama and Congress do And resolving the
h ageressiveneas and creativity. In (&, the main lesson from other
hat guvernments tend to err oo the side & 100 much caution
way before the party has 1ruly started up a

financial
erisesof
the punch bow

The mistake the United States m,

1isis will requir
cenlury i

was 100 much stari-stop in their po
sitiaa office 4 few weeks ago, before he bocame the US. Tv
ulus measures even 31 it was culling other government 3peo
fiseal disciplir

Geithoer argusbly made
cial who was pari of s

ministranon had lesmed bistary's

be US. ccanomy will recuver. It won't ecover an)

kely 10 get significantly worse
1009, nu matier what President

e
de during the Deprestion
ics,” Timothy Geithr

d the Japanese made dunng the ‘908
when | weni 10 visit him in bis tran
ury sccretary Japan announced stim
ding »tasklin D Rooseveli flirted with
rmidway 1hrough the New Desl, and the United 118 slipped back inta decline
similar miscalculation himself |
m (hat allowed Lehman Brothen tc

1 yea a1 2 top Federal Reserve offi-
Buthe insisted INal Ihe (Jbama 3d-

Saturday-Sunday, January S1- ebruary 1. 200

r

International Herald Tribune |

il

of tskiog

“We're just bt going to ma ke that mistake.” Geithoer said. ~We re 8ol gaing 10 do that We Il keep

atituntilir's

ically been able Ic
pai L

M
TG shrioy
happen c
should the

™
consequences of a country’s growth rate are not abstract at
lems worse Fast growth helps suive them. As Paul Rumes, ap economist at Staofard
Univensity, has said, the choices that delermine a countfy's growth rate ‘dwarf all ather
ecosomc-policy concerns.”
Growth is the only way for 3 goveroment 10 pay offits debis in a relatively quick and
(ashion, 3| lowing 13 revenue 10 increase w ithoul Baving 10 raise 1ax rates That
i3 essentially what happened 10 the years after World War 1. When the war ended, 1he
US government's debi equaled 120 percent of the s domes
ikely leve! by the end of next year) The n
1 8 pear, compared wath 2 € sepeet ia this decade
oext 25 years if h
&gr point a gear, the exira tax revenue would completely pay for an $200 billion stimulus pac!
Yet there are 1eal concerns that the US. economy will a1 grow emugh 10 pay off its debis easily
4nd ensure rising liviog standards as happened in the postwar devdes, because two of the econ-
have been exposed as a mirage:the explosion in consumer debr
and speodiog, which lifted shori-texm growth at the expense of furare grawth. and the ge
Street boom, which depended partly on ac

7

FU
e

agasior

twice 3 high

the 19 4

whittled that debs sway Over t

omy's mo3t powerful recen! engine

Richard Freeman a Harvard ¢

dusinia) ouiput that ended up bav

one. whatever it takes
Ouce governmenis finally decide 10 use the enarmous resources ol their dispusal. they have typ:
shock an ecanomy buck 10 life, They can pul 10 work the people. money and

¢ the paddles have been applied and the economy's
Amen

more 1han & perc

onomis1, argue
camman with the old Soviet ecopomy The Soviet Un
a2 litle

heatt starts beating again? How
an ecanumy be remade? Above all, how fast will it grow?

. Slow growth makes almat all prob

1d be lifted by just b

ties 1hat had very litilevesl value.

on's growth w

1hat the US. butlfe ecanomy had something in
artificially raised by buge in
sc Amenca's was arficially caised by mortgape
backed securitiey, collateralized debi obligations and even the occanfonal Ponzi scheme.

Officials
have rare

last question ensy sound abstract, even technical, companed with the current crisia. Yet the |

chance to '
reshape

u US.
economy ,
o Whose |
Sflaws

have been

laid bare

1 Wall

Where will new, real sources of growth come from? Nut from Wall Street, probably Nor, obvi |
ously. from Detroit. Noe from Silicon Valley. at least noi by itself, Weil before the housing bubble
burst, the big productivity gains brought about by the 19905 tech nolcgy boum scemed fo be petenng

out. Anoual economic growth io the curreni decad
cantributions that 2008 and 2009 will make 0 Ihe average, bas beea the showest

of any decade since the 1930

Sa for the firvt time in more than 70 yeass, the epicenter of the U3, econom:
can be placed in Washinglon And Washingion wun't merely be given ibe task o
pulling 1he ecanomy out of the immediate crisis. It will also have 10 f gure out
how 10 put it an a mare sustainable path
shared growth and do 10 without the benefit of s bubble Obama wid 2 much
in bis inauguration speech wheo be pledged (0 averhaul Washingtaa ap

proach to education bealth care, science and infrasteucture. all in ae effort

10~ Ly 8 new found.

N for greneth.”

For centuries, prnrlf have worried that economic grow th bad link:
for ane group 10 prosper was at the espense of an

other. The pessimists, from Malibus and 1he Luddiles and ao, bave

been proved wrong again and again. Grawih is nol finite. Bui it is alsc

that the only way

Dot idevitable. [t requires a sirategy

The upside of a downturn

Two weeks afict the clection, Rahm Emanuel, Obama's chief of ctafl appea ted be-
fore a8 audience of business executives and laid out an idea thal Lawrence Summen

GROWTN, Cantinued on Page 12

even excluding the dismal

10 help it achiewe fasl, benadly

Profit slips
at Exxon
on slump in
price of oil

Hy |ad Magawad .
arl
d
price

licly traded of| company in ! K
d profi fell 13 percant i ibe

q + of 2008 as the price of ol dec!l ne
Butin a year where ol rose (0 recond

downiurn. OI1 pnm.q.n drof ped mare b
70 percent vince peaking at

luly. After nnlln‘:( $100 1 barrel In 2008, oll
sices this year ate set 10 decline for the first ..‘ |

lime vince 2001

Because of its close atteailon 10 cont red: LY
tion and efMiciency. bn;l i -ul: the
drop in oil prices better tha o most of C
Ihif past week, both Royal Duleh Shell and
ConocaPhillips reported large quarterly
lasses 21 anet values dropped because of the

I1 ia oil prices. Chevron an Pridsy posted 8
1mall rise io profiL

1o 1he fourth quartee, Exze said i1 ea
$78 billwon, less thao ex| ed by lnll’ll a
in contrast to 31166 billion s year earaer.
was Exroe’s weakesi quarterty performa
tince the second quarter of 2004 and the fi
time since 2001 that its performa nce in the

«ad, rypically its str00gest quar i dexli
‘Weaker ceude oil prices, u:rrlll.l
e1pentes. Iower chemical volumes 10d the Lm-

pact of the Gulf Cosst burricanes '(r!Fr!l
offset by higher dowos!resm mangios” it s
Exxon saxd that repain and lower produciion
because of Hurricanes Gustav and | lml!_‘
eareiogs by $570 millioa.
Ex10m said that it gave hack $40.1 billion to
its shareholders in 2008, up 12 percent from
107, a3 either dividends o sha re buybacks. Its
nding oo exploration, the beart of ifs bual-
rose 25 percent, lo $26.] bl
Ex10n pumped about 247 million barrels &
day of ol 10 the fourth quartes 1nd produced 08
billion cubic feet, or 278 million cuble meters,
of naturs| gas 3 day. Over all, 0il and gas produc-
1ion decressed 3 percenl in the fourib-quarer
from a year earlier In some countries, Exme is
ealitled (0 fewer barrels of oil when prices fise.
Chevron waid Friday 1hat its net i 8come rose
1 percent, 1084 9 billion, in 1be quatter. For the .

e coumpany's carnings (use 28 percanl
2

year,
10324 billioa

Faced with ihe tharpesi downtum
yeats, most oll companies sre tnmming
verimenis and culting cosis. 1a receat months,
projects have been canceled or deferred in
Ausiralia. Canads aod Saudi Arsbia

In some cases, compaoies are wailiog for
cois 10 fall. In oibers, they are deferriog ex~
pensive projects that have become unprofit-
able at today's lower il prices. The collapse of
the financial tecior has made it much harder,
and far more ex, . for cormpanies to fi-
nance mullibillion-dollar projects. In many
cates, financing has simply dried up Energy
executives haw ed io tecent days that orl
prices have fallen 100 (431, and toa low, 10 pay
for new and mate expensive projects.

Tony Hayward, the chief executive of BP.

he World Ecunomic Forum,
nd, 1hat prices of $60 10 $80
2 barrel were “appropriate” 1o susiain invest
ments, especially for producers (rom the Or-
ganization of Petroleum Exporting Countries

Oil was trading Friday afterncon at $41.75
barrel in New York Many experis have
watned 1hat there could be 4 sharp rise in
prices whea consumption eventua lly picks up

Birol, the chief economist a1 Ihe Interna
tional Energy Agecy, eslimates that around
$100 billion (o projects, mostly ouiside of
OPEC, have been delayed or canceled over the
past year because of weaker oil prices.

The Exzon chief executive, Rex Tillerson,
has signaled 1hay the company may actually
i nvestments by 20 percent thiy
rly $40 billioo in cash
1d provide it with a strategic war chest
to make acquisitions, sccarding 10 analysis.

Tough talk on bankers’ bonuses probably too late to matter

FL)!!( anh and Vikas Kajaj

NEW YORK: “Shameful” “Oulrageous
“The height of irresponsibility.”

President Barack (Jbsma had some barsh
words Thursday (ot bankers who paid theem
telves billioas of dollary in bonuses despite
the sweeping governmeni rescue of the fioan
cial industr

Secator Christopher Dodd, Democrar of

oopecticul, said. “Every possible legal
means” should be used 10 claw the money
back.

Bul the sober reality, compensation experis
say. is that mast, if nol all, of the money that
banks bave paid out is probably gune for good
The “legal Means™ Dodd referred 10 are few
Unless actual wrongdoing is uacovered ai the

baoks — and s far prosecutars bave ool dis
closed any — the case far clawing back past
pay is weak

“11's 0t a8 casy as pounding the gavel oo he
table,” said Michae! Melbing N execulive
compensation lawyer 31 Winston & Stiawn in
Chicagn

How bonuses are paid in the future is an
other matter, of course.

The furor is pulting pressure on banks 1o
change the way they pay their employees, par
ticularly when 1hat pay turns out to be based
an phaotom profils, as was often the case in
recent years.

Calls for changes are growiog and the
vou from Washington may have beea partly in-

tended (0 shame Wall Street into aciion.

The political siorm was unleashed duning
the past week by a repott that found financi
% in New York had reccived an ¢
mated 318.4 billion 16 bonwses for 2008, less
than foe the previous several yeary but the
same level as they bad receaed in 2004, when
times were (lush. While Many top erecutives
went without bonuses. the averaye payout wat
$112,000

There will be time for
them to make profits, and
there will be time for them

1o get bunuses,” Obama
waid dunngan arance
in the Oval Offsce with
Treasury Secretary
Timuthy Geithoer. “Now's
00t that time, And that's & mesge .
leadtasend direcily tathem lr:;x"hv.u ::
tary Geithger 1o send 10 they,
It was a puinted — if Ckylated — flagh of

soger (1om the president yp, frequently
rarled against excesses D Cuecytive compen
unot; on the nnpu(:! il e siruck his
populist toac a3 be cONIOMed ihe pomyiblit
of having 10 ask Congress for .M...’JI.'.. trxl
sums of money, beyond the §700 billion
already suthonzed. (o prop up the financual
system. even as he pushed Congreyg 1o move
quickly on a separate g
package that could cost Aer
$900 billion

10 the past week alooe. US. cumpanies re

stimulus
n taxpayen

The banks are feeling
pressure to change the
way they pay employees.

atted tens of 1housands of job cuts, a nd pub-
I’., anger 13 rising over repurts of profligate
spending by banks and investment fiems that
ate receiving belp thruugh the $700 billion
bailout fund. Abuut half of that $200 billion is
sull available, but the new adminisization has
yet 10 announce how it will use it. and many
analysts say it will lake far more muney 1o s1a
bilize the banking 1ystem.

Should Obama haw to
K 10 Congress 10 seek
morc moncy lor 1he bail
out fuad 10 avert the (il
ure of mare banks, he
wuuld peobably e counier
apposition in both parties
and demands for tighter
resirictions un pay fur ex
ecutives of institutiuns that received guvern
menl assis

Geithner hat slready signaled o willingness
10 impose Hnclee compensation limits as part
uf & revamped appiuach (o dealing with the
hanking crisie

With his strong wurds ‘Thursday. however,
(Jbama seemed ioteni on reassuring Congre
10d the public that he would siep up the pres:
sure on bankers belore granting them addi

the height of irresponsibility,”
(bama aaid angrily ~11 is shameful, and part of
what we're going 10 need is (ot (he (ol ks on Wall
Street who are asking fur belp Lo show wume re-
sirmint and thow sume ducipline and show

same sense of respoasibiliry.”

But companies have few legal vptioss for
recavering employee pay. utless those em-
pluyees have been ievalved In f1aud or aiber
wrangdoing, State wage laws a0d compensa-
tion contracts typically prohibit such ai-
tempis

While several companies have recouped
bonuses from executives and employees in re-
cent years, thase baitles have been long and
hard

o

money from William McGuire, lormer chair-
man and chiel executive of the UnitedHealth
Gruup, after he was accused of backdating his
stock options.

But US. reyulators speat years trying (o get
heanklin nes, former chiel ezecutive at
Haonie Mac, o telurn bis bonuses afier ac
counting problems surfaced there and goi
oaly part of the mupey back,

New York Saste has a s0-called fraudulent
conveyance law that enables crediton 1o 1ue
to recover uojustified com| o8 i cer:
tain casen But 10 win, plainiiffs must show
that he executives did not eara (heis bonuses
and that the compapies making the paymenis
weee undercapialized

The New York State attorney geneeal, An-
drew Cuoma. threatened 1o bring such a wuit
©0a behalf of the siate against American Ioter-
oations| Group, the insurance gaanl, 1o compel
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\Mohaowd - mae. chief execwtire of Plmco, 1he workd's Lirged hand fond manager.

faresecs 2 low In the hargaining pow ev of workers hefore cconomic stailization.

D BUSINESS

SPOTLIGHT

Peering into the fog

Ry Karina Rohinwn

s chief execurtve and co-chuf in-

vestment officer of Pimen, Ihe

world's largeit band fund man-
ager. Mohamed El-Erian hai rong
opinions an the remakirg of financial
markets. E1-Erian joined Mmco in 1999
after 1S yewrs at the International von
etary Fund He left Pimca in 2006 10 be-
come president of Harvard Mangge:
ment, which oversees  Horvard
University's endowmsnt. and reiurmed
to Prmea in 2008, He is a member of the
US Trea Borrowing  Adweory
Cammittee and chairman of Microuoft ¥
imvestment advisory committee. On the
eve of the 2009 meenng of the World
Economic Forum in Davos. Switzeriand.
of which he has been a regular arfdee.
B)-Erian spoke by telephone from s of -
fice in Newport Beach. California Fol
lowing are excerpts from the inlervew:

The canventional wisdom (s thal the
warid may escaps deflalion bacauma of
sums of maney haing s
ut that Inflation
y by 2010.

totake ol |
What b your shew

tehink if you look a1 a three-yea
period. that is exactly wha! i3 likely to
occue. The poutney i ROing (o Be §
*V." We will continue 10 see price
declines in the first half of 2009 as
commodiry prices fall a0d there isa
loss af the bargainieg pawer of
warkers. Then siabilization, then
infation is iDevitable. as governmeats
will overdo il when it comes 1o
stimulus The norma! transmission

What kind of recovery does U.S. want?

GROWTH, frem Pugs 1t
Obami's top cconomic adviser, later de
scribed to me a1 Rahm's Dacirine. “You
newer want & serous cngit 0 go 1o
waste,” Fmanuel taid “What | mean by
1hat @ that it's a0 appariunity to do
things you ¢ould oot do befare =

tn pari, the ides is standard palitical
maneuvering Obams hed an ambitious
ageoda — on healih care, energy and
tazes — before the economy took 2 turn
e worse in the autumn, and he has

Nis pre-existing plaos. “Thingy
we had potipoged for

t0a lang. that were long
lerm. are now immed -

- siesed v be deat ()
wath” Frnanuel s3id in
Noweabee

Of course. the enst-
ence of \be crisis does
ire the Obama
i3 iition 1o des!
with education ot health care But the
fact that the economy appears to be
mired inits wors! recession in a gener-
aton muy well aliow the adminisira
tian 10 confront problems thar have
festered far yeans
The counter-argument is hardly
trivial — namely. that the finaocial

al prling an of debi for invesiments that
emight oot beat fruil for a long while.
Bul Obama may oot have the lurury of
trying 10 dea) with the problems sepa-
rarely. Thiscrisis may be his one chance
jn Iransforming the economy and
avoid furure crises.

Io the early 19805 an ecocomist
named Mancus Ofson developed a the-
ory that could fairly be called the aca-
demic vernion of Rahm's Doctnoe
Olson. a University of Maryland peo-
fessar who died in 1998. is 00e of those
acedemis linle knowo to the public

¢ famous among bis peers. Hiy sem-
inal wark “The Rise and Decline of
Nations.” published in 1982. helped ex-
plain how stable. afMluent societies
tend 10 get in trouble. The book rurms
out 10 be a surprisingly useful guide 1o

current crisit

In Otsae's telling. 1uccessful coun-
tnes give rise to interrst grOUPS Ihat ac-
curmuale more and more io fluence over
fime. Eventually. the groups become
powerful enough 1o win govenmen! fa-
von, in the farm of ocw laws or friendly
regulstons. These favors allow 1be
groups to bepefit a1 the expense of

et iy

& g ol e wcrmcmmy s g Suit
3160 d0 80 in 8 way that heeps the pre
from growing as much a5 it Otherwise
would Trade barmers and tanifFs are the
clansic example They help the domestic
manulacrurer of & product ai the ex-
peme of millions of consumers, who
must pay high prices and chaose from »
limiled selection of goods.
800’ book wa3 short |t sprwmh
g touching oo ewrything from the
Great Deprewion ta the caite rystem in
India His pnmary case study was Bril-
4in in ibe decades aNer Woald War 11
As an ecooomic and military gaot for
more than rwo centuries, it had accumu-
lated ooe of history's great col lecti
of interest groups — migens, financial
iraders and (armees. amorg othen.
These ioterest groups had 10 shackled
Bauine by the 19705 that its
high uoemploymeni and slow growth
came (o be known as “Bntush disease ~
Germany and Japan. on the other
band, had to rebuild their economies
aod polincal syitems after the war.
Theif intereul groups were wiped away
by ihe defeat. “ln acrisia there ls a0 op-
POty 10 rearrange things, brcause
{he status quo 1s blown up® Fraok Levy,
8N econ0mist a1 the Massachusetis In-
suiute of Technology and an Obson ad
miret. (0ld me recenty Olsaa's insight
qu‘n‘;:d‘-bnm countries af World
ar DY rue despiie crinis.
e because of it o il

T

5~ ~ swmm

The panaliels to the modem day
Unried States. though not exact, are
plaio encugh Amenica's koog period of
economic pre-eminence has produced 8
set of wnterest groups that, in Otson's
words, “reduce efficiency 1 "
income * Home buildeny and real estate
ageniy pushed for housing subsidies.
which made many of them rich but made
the real catate bubble possible. Doctors,
dnm makers and cther medical compe-
nies persusded the US. government lo
pry K expensive trestments that had
scant endence of being effective. Those
treatrnents are the pnmary reason the
United States speods s
much moce than avy other
country on medicine. In
these cxses and in athery, in-
teredt groups successtully
Dot (04 atni0s Lhal bt
fited them and bunt the lar-

I 4 «cconomy.

Surely bo interest group

fits Olsoa’s thesis as well 83

Wall Street It used an enormous

amount of leverage — debt — to grow
10 unprecedented size.

1o good times — or o
times — the political wnil 1a best back
such policies doesn'l exisi. Their costs
are toa difluse, and their benefits 100
concentrated. A crisis changes the dy-
namic. [t'3 an opportunity o do thios
you could aot Bton

Britain’s cnses was the Winter of Dis-
cootent, in 1978-79, when stnkes para-
Iyzed the country and many public ser
vices shut down The tesulting furar
belped elect Margarel Thatcher as
prme ministcr and allowed ber to
tweep away some of the old ecopomic
ardes. Her laissez-Gaire reforms were
flawed in some important ways —
takem (0 an extreme. they helped create
the current financial crisis — and they
werr 80t the anly reason for Eaglaod's
twrmasound But they made a differ
ence In the 30 years since her election,
Britain hay grown faster than Germany
or lapan

The investment gap

Ome good way to understand the cur
il growth slowdown is to think of the
debt-(ucled consumer-
af the past 20 years as
even larger problem The United States
has Deeo spending too much im e
present and oot enough om the future
Americans have 0 consuming
ruther than inovesting. They are suffer-
iﬂm vestmcot-defwcit disorder,

wdn lod ennmmpien

mriber n e alnat ey fralm of Asprs
can life Walk inta a doctar's office and
you sl be asked ta fill out 2 loog form
with the mact batic kinds of informa
lion tha you have provided dazens of
lirae s before. Walk inio a doctor s office
in many other developed countries and
1hat {nformation — a1 well as your med
ical hisiory — will be viored in com
Puters. electronic records not
only redice bassle: they also reduce
medical error. Ye! Americans cannot
avail ihemaelves of this innovalion even
Ihough the Usited States spends far
more on bealth care, per person, thin
any wiber country Amencans are
speading their money 1a consume med
ical \reatmeats, many of which have
coly marginal health beoefits racher
than 10 invest it in ways that waould
eveniually haw {ar broader benefits

Along similar lines, Americans sre
Inde faligable buyers of cansumer !
tronacs. yet 4 smuller share of bouse
holds ia 1he United States has broad.
band laternet service tha
Lapan. Btaio, Sauth Kore

duzen otber countries. Then there it
educalion America once bed (he world
in eucationsl attaiomen: by a wide
margin I 6o longee does. Aod tans
portation: A 1np (rum Bostan 10 Wash
1ngron, on the fastest train in the coun:

result of the French governmeni's com
miiment toinfrastructure

Tucked 1way in the many siatiseical
tables st the Commerce Nepartment
are numbers on how much the U'S gov-
srnnent and the private sector spend
on invesimen and research — ce bigh-
ways, software, medical research and
other things likely to yield fulure bene-
futs. Spending by the private secior has
oot changed much over time. It way
equal 1017 percent of GDP SO yrars agn.
and it ut 17 percent now. Rut
spending by the governmeni — federal.
state and local — has changed I hac
d from about 7 percent of G:DP
in the 19504 16 about & percent oou

Governments have 2 unique roe to
play in making iovestments for twn
a0 reacons. Same activities like mass
s put Lasioa 804 pollution reduction
have social beoefits but oot pecesarily
financisl ones, and the private sartor
suimply won't undertake them And
while many ather kinds of investeents
4 bring big ficancial returns, oy o
fractian of the refurns go ta the argnal
investor. This makes the private wtor
reluctant (0 ump in As 8 result, aeno.
mists wy, the private tector tenls ta
spend less on research and iovestment
than is economically ideal

Histoncally. the governmenr 'has
stepped inic the voud. In the P 1g0d
19603, the Gl Bill created a genc-gion
of calicge graduates, while the Wner
state System of highways made 1h{ en.
tite economy more productive. lter.
the De fense Department developed (he
laternet, which spawned AOL, Gayle
and the rest.

The Late 1990s Ioteroet boom wg the
oaly sustained period in tbe lam 35
years wheo the cconomy grew at dper
cent ayear 1t was also the anly iae in
1he past 35 years when the incomes of
the poar and the middle ¢lass rosq at 3
Bealihy pace Growih doesn't egeure
nsing liviog standards for everpone
but it sure helps

Fven 10 the idea that the gwern
ment would be playiog 2 much §rger
role io promoting rconomic gowth
would have souoded radical ewn
amanx Democrats, until just o &ew
months ago. After all. Ihe wat
cousines that have iried guidinghrage
swiths of theis econamies — fhatbane
Rept their 4 rms around the “ciumagyn
ing beights” in Leein's pmrms
phrase — have grown even mare qmly
1han the United States in recent yaars.

But the credil crunch and the decp
ening recession have changed ibg div
cussion. The US. goveinmenl now
seems a5 1f it was doing 100 liitke 1g 11 pe
advantage of the US. economy's nar-
mous 83161 i13 tize. it Opennes 3nd
its mobile, risk taking woek forcq The
government it also one of 1he fewas rge
entities 1oday able 10 borrow at s I in
teres( rate. I alone can raite the qupyral
1bat could iransform the econogy in
1be kind of fundamental wayd that
Dison descrbed.

is recesaian is @ crtcal eofyam-
ic problem = it 18 8 criticn ™
tuld me recently. “But 8 Momenigy nen
ihere are millions of peple wig, sre
unemployed, when the federal gy
ment can batrow matey ower g T
ferm al under ) percenl aed wigy me
tace loag-tun (iscal problems iy gpy - 4
moment of great apporiuni -
inveaiments 1 the furure of the ke
1hat have lagged for 8 long time ot~ |

He then toid o siary hu g
Kennedy llked 10 tell, abous gpt,
20th<ceatury French marshal
Hubert Lyauicy “The guy
gardener. Could you plagy § &
Summers sad. “The yardeges ™
Come 08, it'8 §OINg 10 take 50 yoa
fore you see anything out of Thy o,
The guy says, n'qmzm..h e

ia m,,,,’,"“’qr- -

Really? Then plant it

i int,
Reod the rest of g
| article and Lo

David Leonhange oo
A colyy o
%

Investor expects
closer regulation

systems are broken and governments
will have to Mood the markel.

What ba yaus view of & singl
o

s,
difterent onas that

1 thisk that cansolidating regulstion i
a first step. The US. suffers (rom
(ragmentation. It would make sense to
rmove to one powerful regulator,
pravided it can be held accountable.
The EU is mare Incky It would be
difficull to have 3 single regu latot that
didn't have s big budget aod the ability
10 impose laws. Mote harmonization
is mare likely

The Group of 20
n ch.

Thatis 20 example of the vacuum we
have at the eauitilsteral level.

The IMF £120ds oul as the most
capable ta da 50 in relative terms 1t
has a hictory of beiog able ta sdapt
Againet that, there are legitimacy
issues in terms of cepresentation aod
goveinance. Il it Aot viewed 252
trusted adviser and it does not have the
resources. The success of 1his propoaal

would require major retooling It
needs ta be representative of the warld
of today, Bt yesterday. It needs hetrer
access ta the countnes sl the center of
the system. particularly the United
States. The crisit is at the ceoter. not 8¢
the penphery Itis a crisis not i the
«ystem bt of the cystem.

U.S. Treaaury bond:
as lavastiors seek hav,
nexl Bubbie nveriment?

They are avervalued because of a
Night 1o quality aad liquidiry. (Yver the
next cauple of years. there will be
massive issusece. which will be the
main driver of price

changes
laca [n the glebal economy.
and how il they piay aut?

Firat, there is 2n amazing lack of
clarity Governmeois are going ftom
being referees in the market 1o also
heing players. It is nol
plays cut. Secondly. there isa
complete changr i the financial
landscape, The banhiog system will
be slimmed down. Society cannot
accept the privatization of gains and
the socialization of lowses.

The lack of clarity means tha policy
makers have to be very responsive and
invesiors have to realize they can't do
what they did in the past. Individuals
and companies are suflering massive
losses. TK: multilateral system will
change. How it is all sorted out will
impact my daughter’s generation.

3hoto by Rom Sachs

Pre<kient Barack Obama unlaaded on Wall Strect executives (his k. sayiog they
hould have \bown “some reiralmn, wome dincapline 10d e scase of repoasibil ity =

Wall St. ‘has yet to learn’
a lesson in restraint

NOCERA, from Page 11

Wall Street did that caused 10 much
trouble far the country and the
financlal system.

13poke in the past week with David
Sm| rwlht authar of @ scathiog book
about Wall Street, “The World (s
Curved: Hiddea Dangers 10 the Globa!
Economy.” In indignant tonca, he
11ked to me sbout the saphisticated
aff-bslance-sheet vehicles the banks
uced to hide nsk and game the system,
and the “mortgage-backed securities
1hey were shaving out the door =

He concluded. 1 find their behaviar
just appalling™

But words like off-balance-sheet
vehicles a0d martgage-backed
securities doa't have much meaning
for most of us. What we undertand is
greed  which, ultimately. is what
Smick was 1alking about a3 well Far
most Americans, big bosuses and
corparsle jets and office remodelings
became 4 kind of stand-in Ror ibe real
sing of 1he bankers They signify what
peaple hate sbaut Wal) Sereet

e teuth 1s. 1his i prodably tbe Last

year far 3 kood long while that Wall
Siree! banuses are gaing to be 10 aut
of whack. Parily thai is because the
US. government simply iso't going to
let it happea agzin, at least not at any
institution that has 14kcn TARP
ey The tap executives ai those
instituli0as 1 re required by law 10 get
eost of their bonuses in stock
which they can't unload until the
goveInment i1 na langer & tharehulder
im the bank Partly it 13 because, 3fier
the bonus fiusco this year, Wall Stevet
finslly understands that ihe public
scrutiny is going 10 be flerce. The Wall
Street argument that banuses are
really  pa tt of uvera Il compensation

well, that's just not goiag 10 fly 10
this envirooment

[

ut 1 it 3130 because 1be business
model of the investmeat banks is
almott certainly guing 10 change

Qver the past 20 years, inveatment
Ddanking wenl ftom being primarily an
advitory business ta being pnmarily 2
Dusiness in which firms traded for
their own accounis — 10-culled
pruptietary 1rading. [t s the trading
business that made the banks 3o
immensely profitable 1t is also what
propelled the creation of mortgage-
backed tecurities and credit default
swaps uad all the rest of iL Those
wehicles g nerated both enarmoaus fees
20d enarmous profits

But that game is over. ~I1 will be
impossible to rebuild that business
model, which relied 50 heswity an
leverage " 321d William Hambrecht,
he founder 2nd chiel executive of the
investment firm WR Hambrecht & Ca.
“1don’t think the governmeni is going
to let them take that kind of leve rage
again”

And the governmeat will also tightly
regulate comples securities. *So we are
faced with 50 era of sharply reduced
E.,r.. oppartunities, which mesns a kot

'ss income,” Hambrecht added To
Bim the big boauses this year tignaled
thal “Will Street hagnY been able 10
admit that pet.

Ira Kay, 2 top executive cansultani
With Wyait Wateon, lold me that this
bonus seasan had been akin 10 “war™
inside many Wall Street firms “ltisa
small group of people wha caused the
problems.” he 331l Rul oiber baokers
had very good years — and they didn't
(eel their banuses should suffer
because someonc clse bost billians
The (act that the governownt hud 1o
ail out the fir, tha tbe rest of the
country is suffering, that their woeld is
chan@ng — none of that quitered.
They just wanted theirs

That's what has ta change

And not anty on Wall Strevt. I've
long thought that the reason exevulive
COMmpensation has became such 2 Nash
point was thai it, 100, signaled ao -I-
want-mine” mentality amang chief
excculives It was infunating to sce
them take down tens of millions of
dollar, even 11 their company's 1tock
fell and they laid off emplayres

Next month. peoxy season will
begin, and we will 3111 10 see how
@uch not just Wall Street chicfiains
made .:‘m but all executives who
et public companses.

| 81k Kay what we should expect.
Did coeporate evecutives understand
the oeed 10 show (hs( Ibey are willing
10 sacnfice in these hand times. just
like the rest of us? Or will we see them
sl graspiog for every Last dine?

“lamalittle disappainted with the
reaction of some of the executives.” he
replied. “The emphasis o pay-for-
g:mzmun« bas goae up a an exteot,

t the executives are definitely nat
where their boards ate. where the
3harebolders are, where the media is
0r where the guvernment ic. They are
laggrog oo this.”

V'm guessing that President Ohams
is koing to be jawbuning again before
t00 long

ON THE RECORD

“The artist's puycheck
is every bit as important
as the steel worker's
pavcheck or the auto
worker's paycheck.”

‘x

“This is not a company
that needs to be pulled
upart und
left for the
chickens.”

“Iwunt
options that will hold

up ina futling
economy.”

1t's like u guillotine.”

s

- "]

Tough tall
on bonuse
is probab!
too late

BONUS, from Page 11

it 1o recover bonuses that
paid and 10 suspend furthes
The company sgreed 10 coa
Cuoma’s office and suspe:
bonuses. but it has not g
previous payments

The Law may be mug
in recouping bonuses
banks like Merzill Lyn
Americs. because the
sidered undercapitaliz

With AIG. Cuomo cv
strong case that the
bave eacugh capital
tbe Federal Reserve Io
485 billion to heep
would be harder 10 my
the hanks, tince they o
ital from the US. gowe
earlier

Onher passible api
problemati.

Cuoma other officiss
bolden could try to mal
baoks committed secus
payiog the bonuses

In that case, ihey
prove that executives b

Obama angril
bonuses paid
bankers as ‘the
Irrespansil

reciars ar withbeld m
tian sbout the health a
be paid. Cwomo's ¢
poensed Merrill Lyne
gating the timing an.
big fourth quarter las
banus payout.

Recavering maney
file Bankers would be

Afler all, there is
making bad decisn
those decisions e
losses.

Legal erperts sy
states haw wagy pae
will Dot aliow empler
bonuses sfter they are
bave s legal claim 101

Even i Congreas re
demand 1hat Wal| §
cancel their bonuses
uch achon might put
wialation of legally bin
thon plane

While bankers ean
peaple in many othe,
fmu al10 noted that |

lor 4 large potiion of
lian oo Wall Sireer w,
Iry, many sec bonuses
ferred salary, rather ¢
rewsrds for wood perfy
some bank cmployees n
theit jobs well, even 1ha
ployers lost billigns.

Despite the publxc o
COMpensation experts sa
@issed s chapce 1o mpose
aa 2008 banuzes Layt autum
Kaveroment embarked on
plan.

“The time 10 say ‘no be
come aed gone,” sard Brig,
e ok
o Busrizin

Mol Gy Wil . {
TR Siephe
omend bk Harwens ravapri
porting



