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Spanish 
downgrade 
is blow  for 
eurozone
Moody’s cuts rating by 
one notch to Aa2
Berlin insists no swift 
decisions on rescues
By Victor Mallet in Madrid,
David Oakley in London and 
Quentin Peel in Berlin

The euro fell against the dollar 
and stock markets slid on 
Thursday after Moody’s down­
graded Spain’s sovereign credit 
rating and revived investor 
fears about weaker eurozone 
economies.

Spain, which held triple A rat­
ings from all the main rating 
agencies before the global finan­
cial crisis, had its Moody’s rat­
ing cut by one notch to Aa2 -  
two notches below the top level 
and the same as that from 
Standard & Poor’s.

The guro tumbled further 
against the dollar to one-week 
lows and was down 0.7 per cent 
to $1.3802 at the end of London 
trading. Spanish government 
bond prices fell, and at one 
point the yield on its 10-year 
debt rose to 5.55 per cent, the 
highest since January 11.

European Union officials said 
they did not expect any special 
steps at an emergency EU sum­
mit today in Brussels, in spite of 
the renewed market jitters.

The slow pace of European 
decision-making has caused 
hand-wringing among some EU 
policymakers. They fear that 
leaders are again misjudging 
financial markets’ patience.

Germany is adamant that no 
detailed decisions on rescue 
measures will be taken at the 
summit. In Berlin, a senior offi­
cial ruled out use of European

rescue funds to finance the 
buying of government bonds, 
describing such a move as 
“inconceivable”.

The official said that Angela 
Merkel, German chancellor, 
would make it dear that use of 
the permanent European stabil­
ity mechanism, which launches 
in 2013, can only be used as a 
“last resort” when the stability 
of the euro itself is under threat.

But the package to be final­
ised by a full EU summit on 
March 24 and 25 will include 
measures to “strengthen” the 
existing €440bn European finan­
cial stability facility, and possi­
ble changes in the “implementa­
tion” of the Greek and Irish res­
cue packages, he added.

Moody’s blamed the credit 
downgrade on its newly pessi­
mistic assessment of the capital 
needs of the Spanish banking 
system -  which would require 
between €40bn and €120bn extra 
depending on the level of 
“stress” -  and on the lack of 
fiscal discipline among Spain’s 
autonomous regions.

Hours later, the Bank of Spain 
issued detailed figures on capi­
tal requirements, broken down 
for each bank, and concluded 
that the entire system required 
only a further €15.15bn.

An irritated Elena Salgado, 
Spanish finance minister, said 
she disagreed with Moody’s on 
capital. “Whoever says that a 
particular amount is needed will 
have to say for which financial 
institution,” she said.
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Dalai Lama relinquishes political role 
and calls for move to Tibet elections

Exiled Tibetan leader the Dalai Lama gestures during a ceremony in Dharamsala yesterday

By James Lamont in New Delhi 
and Jamil Anderlini in Beijing

The Dalai Lama will step down 
as political leader of the Tibetan 
government-in-exile, potentially 
confounding the Chinese gov­
ernment’s efforts to control 
the succession process after 
his death.

In an address to his followers 
on Thursday, the Dalai Lama 
said the time had come for 
a transition to a new leader­
ship.

“I have repeatedly stressed 
that Tibetans need a lea ' 
elected freely by the Tibt 
people, to whom I can devolve 
power,” he said from Dharam­
sala, the Indian hill station that 
serves as a capital for exiled 
Tibetans.

The Chinese government, 
which has ruled Tibet since 
1959, dismissed the Dalai Lama’s 
announcement as the posturing 
of a “political separatist”.

While the Dalai Lama will 
remain Tibetans’ spiritual 
leader, the decision to relin­
quish political power before 
his death will make it harder 
for the Chinese government 
to argue that his temporal 
authority has passed to a rein­
carnated successor of Beijing’s 
choosing.

“China is making every effort 
to control the reincarnation of 
the Dalai Lama because they 
believe that is where Tibetan 
political and religious identity is 
held,” said Stephanie Brigden, 
director of international cam­
paign group Free Tibet.

“With this transfer of political 
leadership the Dalai Lama is 
divorcing the religious and the 
political, diminishing the capac­
ity of the Chinese to manipulate 
the politics of Tibet through its 
religious identity.”

Rajiv Mehrotra, a close aide to 
the Dalai Lama, said: “The Dalai 
Lama is progressively imple­
menting [his withdrawal]. There 
is additional significance 
because of prime ministerial 
elections coming up in the 
Tibetan movement.”

The election is scheduled 
for March 20.

Additional reporting by Girija 
Shivakumar in New Delhi
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France recognises Libyan rebels 
and urges talks on airfield strikes

Banking ban

Spain's Supreme Court has 
sentenced Alfredo Saenz 
(above), Santander chief 
executive, to jail and banned 
him from banking for three 
months. Even if his appeal falls, 
Mr Sdenz will not go to prison 
because he has no previous 
convictions and the sentence 
is short. "We do not expect 
him to miss a single day of 
work," Santander said.

Report, Page 15

By Peggy Hollinger in Paris 
and Peter Spiegel in Brussels

France is talking to its allies 
about targeted air strikes on 
Libyan airfields and has recog­
nised a leading opposition group 
in a bid to rally the interna­
tional community against Mua- 
mmer Gaddafi’s regime.

In an attempt to stiffen the 
resolve of other EU leaders 
ahead of a summit on the Lib­
yan crisis in Brussels today, the 
French government on Wednes­
day suggested its international 
partners should consider more 
flexible and rapid military 
responses to the escalating vio­
lence. President Nicolas Sarkozy 
also met leaders of the Libyan 
National Council, which offi­
cials said was tantamount to 
French recognition of the group 
as the “legitimate representa­
tive of the Libyan people”.

Mr Sarkozy’s more assertive 
stance puts him way ahead of 
France’s European partners and 
on a possible collision course 
with Washington, which has 
been more circumspect about 
backing the rebels amid Penta­
gon concern about the opposi­
tion’s make-up and intentions.

France’s move gained little 
traction at a meeting of Nato 
defence ministers. Anders Fogh 
Rasmussen, Nato secretary- 
general, said the alliance would 
not proceed with a no-fly zone 
without a “strong legal base” 
and “firm regional support”, 
both of which appear unlikely.

“I can’t imagine the interna­
tional community and the UN 
standing idly by if Colonel 
Gaddafi continues attacking his 
people systematically,” Mr Ras­
mussen said. “But I have to say, 
we do not look for intervention 
in Libya.” French recognition of

the LNC received little support 
from European foreign minis­
ters meeting in Brussels.

French officials said air 
strikes against Libyan airforce 
facilities, which could take place 
before the introduction of a no- 
fly zone, was only one of a 
range of options under discus­
sion among Nato defence minis­
ters. Mr Sarkozy would not be 
making specific proposals at 
today’s summit, they added. 
They also insisted any military 
action would require authorisa­
tion under a United Nations 
Security Council resolution.

Additional reporting by Joshua 
Chaffin in Brussels, James Blitz 
and Alex Barker in London and 
Jennifer Thompson in Paris
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Berlusconi hits hack at magistrates
Move to curb alleged 
meddling in politics
Critics fear attack on 
legal independence
By Guy Dinmore and 
Giulia Segreti in Rome

vio Berlusconi, currently
ring four trials on corrup­

tion and sex-related charges, 
has proposed sweeping 
reform of the judiciary to 
curb what he calls hostile 
political interference by 
leftist magistrates.

Preparing for a prolonged 
battle, magistrates and 
opposition leaders con­
demned the draft legislation 
agreed by the cabinet on 
Thursday, describing them 
as punitive measures driven 
by a desire for revenge and

aimed at weakening judicial 
independence.

Although the proposals 
have no direct bearing on 
the beleaguered Italian 
prime minister’s current tri­
als, they appear to have 
scant chance of success in 
the climate of hostility dom­
inating Italian politics. The 
changes require the support 
of two-thirds of parliament, 
where Mr Berlusconi’s 
centre-right coalition can 
barely piuster an absolute 
majority -  or, failing that, a 
national referendum.

Asked at a press confer­
ence how his proposals 
were influenced by his trial 
next month on charges of 
having sex with Karima El 
Mahroug, an alleged under­
age prostitute known as 
“Ruby Heartstealer”, the 74- 
year-old prime minister

replied: “Absolutely zero.”
The billionaire, who is 

also charged with corrup­
tion and tax fraud relating 
to his media empire, reiter­
ated his innocence in all 
cases and expressed confi­
dence that he would be 
acquitted. He pledged to 
defend himself in court -  a 
promise he has made 
repeatedly but not kept 
over the past three years.

His trial on charges of 
bribing his former UK law­
yer, David Mills, to give 
false testimony is due to 
resume in Milan on Friday, 
but he will be absent as he 
is due to attend a European 
Union summit in Brussels.

According to diplomats 
and Italian officials, Mr Ber­
lusconi’s determination to 
reform the judiciary, which 
is widely criticised in soci­

ety for its slowness and 
expense, is in danger of 
becoming an obsession that 
is marginalising important 
government business.

One example cited is a 
telephone conversation 
between Mr Berlusconi and 
Barack Obama, US presi­

dent, on February 24 to dis­
cuss Libya, which the prime 
minister began with a long 
tirade against the Italian 
judiciary.

Mr Berlusconi appeared 
on Thursday with half his 
face covered by a surgical 
plaster following an opera-

Silvio Berlusconi explains his plans in Rome yesterday Reuters

tion to his jaw resulting 
from an assault last year by 
a deranged man brandish­
ing a souvenir model of 
Milan cathedral.

He said: “For the first 
time in the history of the 
Italian republic a complete, 
organic, clear and convinc­
ing text of a reform for the 
judicial system, in the inter­
est of all citizens, has been 
presented.”

He argued that if the 
reforms had been enacted 
already then attempts to 
“eliminate the current gov­
ernment by judicial means” 
could not have happened.

The most controversial 
changes contained in 10 
separate proposed laws 
would separate the careers 
of judges and prosecutors. 
The governing body of the 
magistracy would be split

in two, with half its mem­
bers chosen by parliament.

Parliament would also 
appoint half of a new body 
that would rule in disciplin­
ing magistrates. Judges 
accused of malpractice 
could be served lawsuits by 
aggrieved citizens.

It is not clear whether the 
government intends to 
abandon separate efforts to 
curb the powers of investi­
gating magistrates to use 
phone-tapping, or to set lim­
its on the length of trials 
that could have the effect of 
cancelling out Mr Berlus­
coni’s cases involving tax 
fraud and corruption.

The prime minister says 
he has spent millions of 
euros in his defence while 
no case has resulted in a 
final conviction after all 
stages of appeal.

Eurozone 
talks look 
for pact on 
stabilisation

How crisis measures failed to stop the rot
Government bond yields: 10-year spread over German bunds (basis points)
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Currency measures
Trichet to use 
meeting as lobby 
for stronger action, 
write Peter Spiegel, 
Quentin Peel and 
Ralph Atkins
Leaders of the 37 eurozone 
member states will meet in 
Brussels today in an 
attempt to revive the 
momentum of negotiations 
for a comprehensive pack­
age of stabilisation meas­
ures for their common cur­
rency, due to be finalised 
within two weeks.

Officials involved in the 
talks say that there are still 
major differences on key 

"aspects o f't&  deal, includ­
ing how and whether to 
raise the lending capacity of 
the €440bn ($390bn) Euro­
pean financial stability 
facility -  the emergency 
eurozone rescue fund set up 
last year.

Northern countries, such 
as Germany, the Nether­
lands and Finland, are seek­
ing stronger commitments 
from the most indebted 
member states to curb their

Next in line?
Government bond yields:
10-year spread over 
German bunds (basis points)
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deficits and boost competi­
tiveness, in exchange for 
agreement to increase their 
financial guarantees to the 
EFSF.

Southern members are 
equally adamant more 
action is needed to support 
austerity measures in the 
most indebted countries of 
the monetary union, such 
as Greece, Ireland and Por­
tugal, and help them 
recover growth and compet­
itiveness. No final decisions 
are expected at today’s 
informal meeting of euro­
zone leaders, although they 
are expected to agree on the 
outlines of a new pact to 
co-ordinate national eco­
nomic and fiscal policies, 
such as a strict cap on pub- 
lie debt, raising pension
ages« t andrisesTo produenvityv

Jean-Claude Trichet, pres­
ident of the European Cen­
tral Bank, is expected to 
use the meeting to lobby for. 
stronger action by the euro­
zone governments to cut 
public spending and boost 
their revenues. The pact on 
economic governance -  now 
called a “pact for the euro” 
-  would only be on one part 
of the much-anticipated 
“grand bargain” promised 
by the end of the month.

Financial markets have 
not given the pact much 
attention,, however, with 
analysts shying it will have 
little immediate impact on 
the debt »crisis currently 
weighing op Ireland, Greece 
and Portugal, which have 
seen their borrowing costs 
rise sharply in recent days

Instead, they have been 
closely watching whether 
EU leaders adopt new meas­
ures aimed at shoring up 
peripheral economies in 
the short-term, such as 
giving the EFSF more 
powers to act quickly to 
lower struggling govern­
ments’ borrowing costs and

JLl _ L _L _L
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar 

2010 2011
Sources: Thomson Reuters Datastream; Nomura Global Economics

©  Spread between interest 
charged on Greek and 
German debt widens to 
almost 400bp

©  Greece requests financial 
assistance from eurozone 
members and the IMF

©  Greece agrees a deal with 
the EU and IMF for CllObn 
of financing over three 
years

©  Policymakers announce a 
€750bn emergency 
financial safety net:
€500bn from the eurozone, 
including the €440bn 
European financial stability 
facility, and €250bn from 
the IMF

©  Germany agrees an €80bn 
cuts package; Portugal 
approves austerity package

©  Only seven of 91 banks fail 
EU stress tests

©  Ireland begins €40bn 
measures to bailout Anglo 
Irish Bank and Irish 
Nationwide, sending budget 
deficit to 32% of GDP

"  tifK- *
©  European Council agrees to 

establish a permanent crisis 
resolution mechanism, 
known as the European 
stability mechanism, by 2013

©  Ireland agrees an €85bn 
bail-out package and adopts 
huge spending cuts

©  European leaders announce 
they are‘ready to do 
whatever is required'to 
protect the euro

©  More cracks emerge at a 
summit of European leaders 
as countries object to a 
Franco-German plan to 
commit eurozone nations to 
co-ordinate economic 
policies

©  Moody’s downgrades
Spain’s sovereign debt, S&P 
warns it may do the same 
for Portugal

Riot police during student protests in Athens in December

raise Its lending capacity.
Because of rules adopted 

to gain credibility in the 
financial markets, the fund 
can loan only about €250bn 
of the €440bn it can raise. 
Increasing its lending 
capacity to a full €440bn 
would require the euro­
zone’s six triple-A rated 
countries -  including Ger­
many, France and the Neth­
erlands -  to raise their loan 
guarantees.

In addition, there remain 
significant disagreements

over whether lending rates 
given to countries receiving 
bail-outs should be lowered 
in order to make their debt 
loads more manageable, 
with a northern bloc of Ger­
many, Finland and the 
Netherlands resisting a 
moderate pricing policy.

The “pact for the euro” to 
be presented to leaders 
retains many measures first 
suggested by a German ver­
sion of the plan that gener­
ated significant opposition 
last month, including the

imposition of “debt brake” 
laws that would strictly 
limit eurozone govern­
ments’ spending.

But enforcement of the 
pact appears to have been 
watered down. In addition, 
new language inserted into 
the draft over the past week 
gives individual member 
states significant leeway in 
how they interpret the 
agreement.

“The choice of the spe­
cific policy actions neces­
sary to achieve the common

objectives remains the 
responsibility of each coun­
try but particular attention 
will be paid to the set of 
possible measures men­
tioned below,” according to 
a draft seen by the Finan­
cial Times.

Several other measures in 
the pact, including sugges­
tions that countries should 
end indexing wage 
increases to inflation and 
that some should increase 
retirement ages in state 
pension plans, are already

part of existing EU fiscal 
reviews.

But the debt brake meas­
ure could have significant 
impact on fiscal policies. 
The draft says that member 
states will be given the 
choice on how to implement 
such a brake but requires 
them to “make sure that it 
has a sufficiently strong 
binding nature”.
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Portugal 
urged to 
tap crisis 
fund
soon
By Chris Bryant in Vienna

Portugal should decide soor 
whether to seek assistance 
from the eurozone’s crisis­
fighting fund, Austria’s 
finance minister warned.

Speaking to the Financial 
Times on the eve of a sum­
mit of eurozone leaders, 
Josef Proll, finance minister 
and head of the conserva­
tive Austrian People’s 
party, also urged Ireland to 
agree more budgetary 
action in return for a possi­
ble cut in borrowing costs.

Austria is among a bloc of 
northern eurozone coun­
tries that have given prior­
ity to fiscal discipline to 
solve Europe’s sovereign 
debt crisis and demanded 
tough conditions for aid to 
stricken members.

The divide between coun­
tries such as Austria, Ger­
many, Finland and the 
Netherlands, and weaker 
eurozone members ha 
grown increasingly frac 
tious, threatening to under­
mine efforts to agree 
reforms to stem the crisis.

“It’s not a question of 
good countries in the north 
and bad ones in the south,” 
Mr Proll insisted.

But he added: “This is a 
crisis of sovereign debt in 
some countries. The mar­
kets don’t trust the politi­
cians’ will or ability in 
some of our member coun­
tries and therefore we need 
more discipline.”

He stressed that eurozone 
governments could not 
force Portugal to accept 
help from the €440bn Euro­
pean financial stability 
facility (EFSF), emphasising 
that Lisbon had managed to 
fund itself in the market -  
though at a high cost.

“But my signal to Portu­
gal is to look at Greece and 
Ireland: don’t be too late. 
Make your decision soon: 
yes or no,” he said.

“If the concrete numbers 
in Portugal say that they 
cannot refinance the coun­
try in the next years with­
out help, then they should 
very soon take advantage of 
the [EFSF] umbrella. But, 
as I said, we cannot force 
them, that’s the reality.”

Responding to the wish of 
Ireland’s new government 
to lower the interest rate on 
its bail-out loan, Mr Proll 
said he was only willing to 
negotiate if Ireland made 
more concessions. “If Ire­
land comes up with a pro­
posal to reduce their inter­
est rate, the other question 
will be what can they do 
more at a national level to 
reduce their debt and defi­
cit,” he said. “But simply to 
demand ‘reduce our interest 
rate’ is just not enough.”

Mr Proll also indicated he 
was willing to agree a 
lengthening of the maturity 
of International Monetary 
Fund/European Union loans 
to Greece, so long as Ath­
ens stuck by its budgetary 
commitments. He said he 
was sceptical about using 
the EFSF to buy bonds of 
troubled governments or to 
fund their buy-backs.

Read the full transcript at: 
www.ft.com.europe
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Miner of the seams of US politics
OBITUARY
David Broder
Political journalist 
1929-2011 __________

It used to be said, not 
unkindly, of David Broder, 
the “dean” of Washington 
political journalism who 
died on Wednesday at the 
age of 81, that there was no 
lieutenant-governor, no 
matter how obscure, from 
any of the 50 states that he 
had not interviewed in the 
past half century.

An indefatigable miner of 
the seams of politics who 
had covered every party 
political convention since 
1956, he was first and fore­
most an old-school shoe- 
leather reporter.

His essential faith in the 
wisdom of US voters and 
the politicians they elected 
was undiminished over the 
years, occasionally in the 
face of evidence, from Rich­
ard Nixon to George W. 
Bush, that it was misplaced. 
Principally a columnist in 
his later years, he came to 
be seen as the personifica­
tion of the Washington 
political establishment.

His home for the past 45 
years was the Washington 
Post. He had been recruited, 
from the New York Times, 
no less, by Ben Bradlee, the 
Post’s charismatic new edi­
tor -  the first case, Mr Bra­
dlee said, of a star reporter 
from the Grey Lady defect­
ing to the upstart newspa­
per in the capital. He was 
wooed in coffee shops 
rather than fine restau­
rants, which the Post editor 
sensed would offend his tar­
get’s essential modesty.

David Salzer Broder was 
born in Chicago Heights, 
Illinois, on September 11, 
1929, the son of a dentist. 
He earned degrees from the 
University of Chicago and, 
after army service, worked 
at Congressional Quarterly, 
the old Washington Star 
and for 18 unhappy months 
as national political 
reporter for the Times.

He modelled himself on 
Theodore White, whose 
Making of a President 
books on 1960s campaigns 
set a high bar for informed 
and objective political anal­
ysis. As such, he was never 
a “scoop” artist, though he 
had his share, as when

extracting from candidate 
Nixon in 1968 that Governor 
Spiro Agnew of Maryland 
was a likely vice-presiden­
tial choice.

He won a Pulitzer Prize in 
1973, as, separately, did his 
newspaper, for his commen­
taries on the Watergate 
scandals that led to Mr 
Nixon’s resignation. But he 
was sometimes a reluctant 
partner in the aggressive 
reporting of his colleagues, 
Bob Woodward and Carl 
Bernstein, never quite

David Broder: won a Pulitzer 
Prize for Watergate work

believing that an elected 
politician could stoop so 
low. After the 9/11 terrorist 
attacks, he lavishly praised 
Bush, comparing him 
favourably to Abraham Lin­
coln, a judgment that 
seemed excessive even at 
the time.

But he managed to walk 
the fine line between 
reporting and commentary, 
traditionally walled-off com­
partments in US newspa­
pers, generally with impu­
nity. He was a television 
regular, appearing on the 
influential NBC Meet the 
Press programme more than 
anybody else. But the Post 
felt he crossed the line in 
the Monica Lewinsky affair 
when he wrote and talked 
of his disdain for President 
Bill Clinton’s morals, 
prompting the paper to 
restrict his news reporting 
on the subject.

His last column appeared 
on February 6 and he died 
from complications from his 
diabetes. He is survived by 
his wife of 59 years, the 
former Ann Collar, and four

Jurek Martin

US warns Russia 
over investor risk
Moscow needs to 
reform, says Biden
By Isabel Gorst in Moscow

The US’ vice-president has 
warned Russia it risks scar­
ing away investors unless it 
moves to strengthen the 
rule of law and introduce 
political reforms.

“Nations need to follow a 
certain set of rules and 
those rules get your system 
straight, don’t make it a 
gamble [to do business] and 
have certainty,” Joseph 
Biden told an audience at 
Moscow State University on 
Thursday.

The speech crowned a 
two-day visit by Mr Biden 
to Moscow aimed at 
cementing the “reset” in 
their relations and boosting 
trade and investment.

“The reset is working, 
working for all of us, work­
ing for Russia, and I would 
presumptuously say work­
ing for the world,” he said.

Mr Biden, who in the past 
has been critical of the

Kremlin, praised Dmitry 
Medvedev on Wednesday, j  
commending the Russian 
president’s efforts to 
strengthen ties with the US 
and promote a high-technol­
ogy hub outside Moscow to 
stimulate economic mod­
ernisation.

The tone was more 
restrained at talks on 
Thursday with Vladimir 
Putin, where the Russian 
prime minister called for an 
end to “outdated stereo­
types” and urged an end to 
visa restrictions. “We would 
turn a very important page 
and everything would start 
over. This would create a 
new moral atmosphere,” he 
said.

Mr Biden’s talks with 
Putin were wedged between 
meetings with human >
rights groups and opposi- z
tion leaders, signalling that 
the US would not tolerate 
curtailment of freedoms.

In his speech, Mr Biden 
raised concerns about the 
rule of law, citing the case 
of Mikhail Khodorkovsky, 
the jailed oil tycoon.
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