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chanson d’automne

par Eric Baudelaire

Septembre 2008. Les pages du Wall Street Journal égrénent les mémes informations:
faillites des banques, chute du Dow Jones, etc. Au méme moment, Eric Baudelaire
propose de lire dans ces pages une tout autre chanson. Les vers de Verlaine qu’il découvre
dans le journal furent diffusés en code en 1944 sur la BBC: «Les sanglots longs / Des
violons / De "automne » pour signaler 'imminence du débarquement; «Blessent mon
cceur / D’une langueur / Monotone» pour déclencher des actes de sabotage. Cette
ceuvre, ici recomposée par lartiste, effectue le geste méme de la fiction, fait surgir
d’autres textes a méme les textes, et laisser entrevoir, réveusement, d’autres possibles.
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OPINION

The First Debate Could Be Decisive

By Karl Rove

residential debates are im-

portant—and the first de-

bate is the most important
of all, establishing an arc of opin-
ion that persists unless jarred
loose by big mistakes or dra-
matic events.

So whether this year's first
presidential debate between
Sens. Barack Obama and John
McCain is Friday night or post-
poned a few days, it may be the
fall's most critical event. In the
nine first debates since 1960, the
perceived winner of the debate
averaged a 4.2 point net swingin
the Gallup poll.

Mr. Obama fought hard to
have the first clash devoted to
foreign policy and the last on the
economy. It may be smart to end
the series on his strongest turf.
But that means the debates start
on ground where Mr. McCain is
more comfortable, having a siz-
able poll lead on who'd be a bet-
ter commander in chief.

Here's the advice some ex-
perts Ieonsulted offered the can-
didates:

First, do no harm. Persistent
proficiency is better than big mis-
takes. Remember Al Gore's sighs
in 20007 President George HW.
Bush glancing at his watch in
19927 Michael Dukakis's botched
answer to Bernie Shaw's death-
penalty question in 19887

Know what you want to
achieve and have that narrative
down cold, for yourself and for
wuropponent How do you want

and

shone so much brighter at Rev.
Rick Warren's Saddleback con-

The counterpunch is better
thmﬂlepmd\.meﬁ:slpersqnm

frame energy as a se
with large implicatit
and our economy.
Mr. Obama’s tash
like a credible com
chief, Right now, too
ple lack confidence 1
to the most importa s
dential responsibilit’
Mr. Obama musi
pervasive sense of 1
weakened his perfc
the Saddleback E
should attack less. If
is condescending, |
should call him on
McCain launches a -
sault, Mr. Obama sho
Otherwise, he shov
firmness, seriousne -
posg and clarity in h
In criticizing
Bush’s foreign policy,
must be careful not te
hes running dowr

versation because he
with plain talk and simple d

ative statements.

People want t:
operating withou|
are clamoring for
avoid hyper-repetition. For am-
ple, Mr. Gore's repeated robotic
invocation of the phrase “risky
scheme” backfired.

Spend time describing prob-
lems. Inthe *92 debates, Bill Clin-
ton and Ross Perot established
personal links with voters as
much from how they portrayed
the nation’s challenges as from
their proposals to address them.

Humor s a powerful
weapon, but only if it is not
canned or forced. Ronald Rea-

to see and feg
your opponeniv ‘s over?
How do you e your
strengths and his weaknesses?

Answer the questions, Voters
don’t like it when candidates are
not responsive. Mr. McCain

you and

gan lished Walter Mon-
dale with this self-deprecating
line: “I want you to know that
also I will not make age an issue
of this campaign. I am not going
to exploit, for political pur-
poses, my opponent’s youth and
inexperience."”

gerated or unfair. Artaﬂ&spaﬁngly
and then by inference and ob-

liquely. Rather than a frontal as-

sault on Mr. Obama’s inexperi-

ence, Mr. McCain could say Ameri-

ca’s adversaries will test any new
president, and only he has the skill
and leadership the country will
need in that crisis.

Mr. McCain needs to come
across as optimistie, loose and
likable. He must guard against re-
wealing his lack of respect for Mr.
Obama. And he must grab the
“change” banner from Mr.
Obama by describing a few
things he'll do internationally
that are new and different.

Mr. McCain should remind
woters the surge in Irag was the
most vital decision in the War on
Terror. Mr. Obama opposed it
and even continued to oppose it
after it was an undeniable suc-
cess. And Mr. McCain should

king with some
party on a vitalissuey
leadership and indeg -

‘The story line of t]
afterward can doalm
to shape perception
ﬂ'tedebatellself Mr.(

or weeks af

2 it

bama has n
debate experience, ar
to have spent three d-
ida resting. Mr. McCi -
trast, has campaignel
rest and rehearsal. T -
gerous, Mood and cc
matter as much as ¢ -
issues.

A debate tie goes 1
trunner. With that |
Mr. Obama by a slim r
McCain must emerg,
winner, or his prosp
ing the next presider

Mr. Rove is a forme.
viser and deputy chie
President George W. |
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REVIEW & OUTLOOK
The Jobless Jump

mal by any measure, with payrolls
falling by 84,000, and another
58,000 jobs lost in down-

]P\riday’siobs report for August was dis-

tainty over the banking system and housi
market. The Treasury’s plan for a taxpay
backstop of Fannie Mae and Freddie Mac w

supposed to reassure ms

ward revisions for June kets, but instead the unce
and July. Private sector job So muc‘h i_'or that, tainty over the fate of tl
losses were even higher at rebate ‘stimulus.’ mortgage glants has so f

101,000 for the month, and
overall job losses for 2008
now stand at about 600,000.

The cries of recession are naturally back in
four-part political harmony, though those pre-
dictions have been wrong so far. We've been
hearing that the economy is “already in reces-
sion” for at least a year, but there’s only been
one quarter of negative growth—a reduction
in GDP of 0.2% in the fourth quarter of 2007,
The economy has been growing since, albeit
too modestly to keep anyone happy.

The August job losses also need to be put
into the context of the eight million new jobs
created after the Bush tax cuts passed in May
2003 through 2007. At 6.1%, the jobless rate
climbed from 5.7%, thanks in part to a surge in
the size of the labor force and an expansion of
federal jobless benefits. In September of 1996,
‘when Eill Clinton was running for re-election,
the jobless rate wasn't much lower at 5.5%.

If you're looking forsllver]mmgs such as
theyare, hourly ear till ris-
ing and have climbed at a 4.3% annual rate in
thelast quarter. Pmduchmtygmw‘thhas alsu
been stronger than exp d, which
cally hurts job creation as cautious compa-
nies sgueeze out more efficiencies rather
than add labor costs. The percentage of pri-
‘vate companies adding jobs also popped
up—to 48.9%—which is the highest in many
months. So the economy seems to be mud-
dling along, rather than slipping into reces-
sion. Given the magnitude of both the hous-
ing slump and the credit writeoffs on Wall
Street, the fact that the U.S. economy has
avoided a downturn so far can only be called
remarkable.

The bad news is that there isn’t much rea-
son for businesses to start taking more risks.
The credit crunch is continuing, amid uncer-

only contributed to high
mortgage rates. Mark th
down as another Beltway triumph.
Political uncertainty is also a negatis
with the policy risks for 2009 still unknow
A Democratic sweep in November all b
guarantees a huge tax increase, which wor
restore animal spirits. Meanwhile, the jo
less numbers will likely cause the Federal R
serve to maintain negative real i rat
even longer than it already has. This mea
greater risk of future inflation, and with it fu
ther declines in real incomes.
Amid this news, we couldn’t help but n
tice yesterday’s White House press relea
declaring that “the bipartisan econom
.growth package that President Bush sign
intolaw is having its intended effect.” The:
gument is that the economy would be wor
were it not for the $150 billion in tax reba
- checks. Thanks for the very small favor. T
checks goosed consumer spending for a fe
months but without any permanent chan
to the incentives to work or invest.
As a political matter, any rebate impact
g off just as the fall election campai;
m[ost voters want to know where t
is headed now, rather than that
could have beenworse in the summer. Yeste
day, Barack Obamawas naturally blaming F
publicans for the job losses, even though t
failed “stimulus” was also his idea. He ev
wants to do it all over again.

Memo to Republicans: This is what ha
pens when you settle for political stimul
gimmicks rather than tax cuts that are imm
diate, permanent and at the margin. Memo
John McCain: You'll need a better argume
than “these are tough times” and “T'll fig
for your future.”
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Exports Bolster I

Continved from the front page

ingdale, Y., makerof guitarandvi-

positive manner, virtually every s, A setof the company's
industry and every state,” says l violinsBingssold for about £22.50

Daniel J. Meckstroth, an econo-Seeees

in England two years ago,

mist at the Alli-
ance/MAPI, an Arlington,
Va-based public-policy and re-

search group that represents
mostly large manufacturers,

pensive than those of their key
competitor, which was selling
strings at£2L But thankstothede-
cline of the dollar since then, the
same set of D'Addar ri 11

Foreign buyers are
the U.5. for everything from gui-
tar strings and wine corks to used
dump trucks and newsprint. The
volume is so great that some in-
land trade hubscan’t find enough
metal shipping containers to load
products headed overseas.

Dramatic Shift
Export-driven growthmarksa
dramatic shift inan economy that
has relied heavily on consumer
spending. That has slowed in re-
cent months as Americans, ner-
vous about job losses, teetering
banks, falling home values, and
rising gasoline and food prices,
have tightened spending. Against
that background, exports have
emerged as a powerful motor,
Over the past year, real-goods
exports have risen $115 billion, or
12%, and are up across every ma-
jor category. They now make up
nearly 13.5% of gross domestic
product, the highest percentage
since World War IL Critics often
grumble that the U.S. exports
masses of scrap steel and other
waste materials to recyclers in
China and elsewhere, which is
true, but exports of manufactured
goods, commodities and services
arealso growing. Consumer prod-
ucts, from sporting goods to art
supplies, have risen 12%, and even
autos, which are languishing on

showroom, inthells, sawa
4% bump ports.
Servic rts—which n-

clude media, entertainment, fi-

forabout £24 today, while the com-
petitor is now £27.

“Our competitors in the [vio-
lin-string] business are all Euro-
pean,” says James D'Addario, the
company'schief executive, "With
the cost of the euro, they've just
become far more expensivein ev-
ery market, including the U5
And China, as well: I'Addario’s
salesof violinstrings thereareup
nearly 400% this year.

The company, which had $115
million in revenue last year, says it
is making more than 550,000
strings a day at its Farmingdale
plant, up from about 400,000 18
menths ago. A large chunk of this
is flowing toguitar
in Asia, a segment of D'Addario’s
overall business that'sup 40% this
year. Even though the company
has cut the time for making
strings throughautomation, ithas
had to add about 60 people to the
production staff since last sum-
mer to keep up with the growth.

Dollar Edges Up

The dollar has recently begun
edging back up against key cur-
rencies, but it remains far below
the levels it hit earlier in this de-
cade, when a strong dollar was
widely blamed for suppressing
U.5. exports,

“It's getting increasingly
likely that the pace of growth will
slow, but to say the boom is over
is too strong,” says Nigel Gault;
an economist at Global Insight,

nancial services, ¢ soft-
ware and foreign tourism in the
U.S.—have grown strongly right
along with the larger good ek
of the trade ledger. Throug
second quarter of 2008, rea ¥
vice exports are up nearly 10%
over the past year.

1t’s a badly needed tonic for
the beleaguered U.S. economy. A
smaller trade gap, due to grow-
ing exports and slowing imports,

d to add 3.1 p gl
points tothe GDP'sgrowthratein
the second quarter. The latest re-
port from the Institute for Sup-
ply Management also showed
that while manufacturing as a
whole shrank slightly in August,
d:elndexforexpm-wrdfrs,gmin-

an firmin
Lexington, Mass, One reason i3
that many big U.S. exporters,
such as heavy-equipment manu-

| the § facturer Caterpillar Inc. and air-

plane maker Boeing Co., have
huge backlogs of orders that will
takea long time to work through.

Mr. Gault says sconeror later,
though, slower growth in the
rest of the world—now visible in
Japan and Europe—will trans-
late into slower growth in for-
elgndemand for 1.5, goods. This,
combined with a stronger or at
least stable dollar, should damp
the torrid pace of export growth.

Buit for now, exports will con-
tinue creating pockets of rela-
t!ve strength amid the larger

dicatoroffut
rose to 67 from 54. 1SM readings
above 50 indicate expansion.

down. The farming, energy
and aerospace sectors, in partic-
ular, have helped fiel export

Key
weaker dollar, which has made
American goods more competi-
tive in global markets and

growth th the country.

The industrial Midwest, for
example, hassuffered plant shut-
Flum and job cuts from slump-

o
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here and the child is crying over
there, And of course as a former presi-
dent, with the entourage and the pri-
vate jets, he never will.

Mor will Bill Clinton, nor the sena-
tors and leaders who fly by private jet.
1het a lot of Americans, most
Americans, don’t like it. I'm certain
Gate 14 doesn't.

LL THIS 18 PART of the mood of
the moment. It {5 marked in

A_part by & sense that our great
institutions are faltering, that they've
forgotten the mission; that the old
Amegrica in which we were raised is
receding, and something new and
quite unknown is taking its place; that
our leaders have gone astray. There is
even a feeling, a faint sense some-
times that we have been relegated to
the role of walk-on in someone else's
drama, that as citizens we are crucial
and yet somehow...extrangous,
But we are Americans, and mean
to make it better. We long ta put the
past few years behind us, move on,
and write something, good on the
page we sense turning.
In all this T am not saying, as Rod-
ney King did, Why can't we all just
get along? We can't because we're hu-
man: something’s wrong with us. But
we can do better,
1 don’t mean “we must outlaw poli-
ties,” or “splitting the difference is al-
ways best.” Politics is a great fight
and must be a fight; that is its pur-
pose. We are a great democratic re-
public, and we struggle with great
questions. But we can approach
things in a new way, see in a new
way, speak in a new way. We can
ﬁﬂit honorably and in good faith,
while—and this is the hard one—both
summoning and assuming good faith
an the other side.
To me it is not guite a matter of
“rising above partisanship,” though
that can be a very good thing. It's
more a matter of remembering our
responstbilities and reaffirming what
it is to be an American.

If nothing else, this means we
must now have our fights over big is-

sues, issues of real consequence that

o

expand production inside the US.
Consider what's been happen-
ing at D'Addario & Co., & Farm-

i to sales, The region’s many
makers of household goods such
asappliances and building mate-
rials have likewise been hurt

i e i i L iy e i me i ———oihiin) b giigen s s are pertinent to the moment we're
billion of it from plantsin Colum-  phy. Many bigger cities, includ- Not long age in. We shouldn’t be fighting and hit-
bus. Oneofthe company’sbiggest ing New York and Boston, have  Inc, a family-n ting each other over the head over
exports is fuel systems for diesel  hefty exports In dollar terms, pany thatrebuilc little things, stupid things, needlessly
engines made in Columbus. but their shipments to foreign  gines, confinedr chafing ones. When 1 would think of

The ripples from the export  customers are dwarfed by }heir tions to the Pal this the past few years I'd always re-
economy reach far and wide. d tic-oriented (¢ ny mina, turn to ong , a prime example of
Growing exports of farm prod- Local export 1 A ) " the old wal mg politics. This
ucts have meant work for every-  maddeningly imprecise. In an  around 2000 wh was the md nt, now
one from truck drivers who haul ~ economy as vast and complex as  that there wasa to alter the Constitution
plgs to slaughterhouses to thou-  the U8, it is impossible topin-  In Canada, sen  ynited States to outlaw.. !
sands of businesses that broker point the origins of some prod- - try's large min  jng Imagine changing that great doc-
and process grains, produce ucts;suchascornand milk, which  clustered not fa ument for such a stupid thing. As if
cheese or package frozen meat. originate in a wide swath of the “From there, it meant anything if an idiot burned

And more products to ship countryside.Inmany cases, items  tonsjustdrowus a flag; as if a lot of idiots were even
h jobs for construction  get counted as exports based on  including Chile & burning flags—which they weren't,
workers expanding ports: Crews  where they are processed or Johnny Bianchi, and aren’t. T called it a movement,
beganworklastfallona$660mil-  loaded onto ships for export. president, Wher but of course it wasr't: it was a politi-
lion terminal at the former Navy This explains why Laredo, startedtofallshm cal game played by one team in order

34

to embarrass the other. “He doesn’t
love our flag—he won't even protect
it!” Bool goes the crowd.

And yet the oddest thing is...the
crowd knows it's being played. They
know their buttons are being pushed.
And this doesn't leave them feeling
more inspired by, more trusting in,
the system. 50 much of our silliness
is, in the end, destructive, by

And so I came to think this: What
we need most right now, at this mo-
ment, is a kind of patriotic grace—a
grace that takes the long view, appre-
hends the moment we're in, comes up
with ways of dealing with it, and'es-

THope for America

chews the politically cheap and manip-
ulative, That admits affection and re-
spect. That encourages them. That ac-
knowledges that the small things that
divide us are not worthy of the mo-
ment; that agrees that the things that
can be done to ease the stresses we
feel as a nation should be encouraged,
while those that encourage our cohe-
sion as a nation should be supported.

© WHERE are we now? I yank
S this into the present to look at

the landscape on which a rise to
the challenge is possible, but not, I'm
afraidy

It njind America is pick-

inga has been exciting.
The whole year was confounding, put-
ting the professional political class in
its place, leaving the experts scratch-
ing their heads, and giving us all the
feeling—so precious, so rare—that
the people are in charge. They make
the decisions, not pollsters. And you
never knew what they'd do next. John
McCain was over and done a year

ago, out of mor
And then: fie w
Barack Obama 1
matched a vear
tim of someone
Well. Nothing i:
wins the nomin

A year of ma
men, McCain ar
in his way of ad
Neither seems I
ward brute, gut
McCain, had be
past, his presids
done in by it in

itics. It's not his
a machine with
However.
Something t
tion will show ]
deed, if not bec
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ey and out of luck.
ins the nomination.
was anknown and out-

What we need
most right now,

at this moment,

a kind of patriotic
grace—a grace that
takes the long
view, apprehends
the moment we're
in and eschews the
politically cheap
and manipulative.

themselves then very much because
of their surrogates or would-be surro-
gates—a million freelancers and oper-

ago, sure to be a vie-  atives, YouTube Fellinis, and political
else's inevitabllity, action committees,

: inevitable. And he Two huge teams are in a massive
ation. _public brawl in an era in which the In-
rvels, And now two ternet has liberated everyone in the
d Obama, each worthy country | from the old restrictions, the
miration, battle it out.  old lisk the old, d
v nature inclined to- media monopoly.

-player politics. One, YouTube has yielded, this year, the
an hurt by it in the mest moving and wittiest advertise-
ntial prospects in part malbs about each of the candidates.
the Republican prima- I paolitical | with
- has a temper, and at mmpie:eohhehuydjmnmndnoe

| have shown it, but the
ﬂ(,emhnmassesl‘ﬁ.s

, Obama, seems tem-
it inclined to be a

:mt raising his voice.
ells me that the elec-

tself to be rough in-
ause of the candidates

them, artists did. For Obama, it was
the video by will.d.am, wi
speech and the snatches

from his words. More

else this year, it captured the feeling
behind his movement. The MeCain
video, alas, was anti-McCain, and
keyed off the will.iam video. It fea-
tured young people and artists
snatches of McCain speeches, t
them into song, and then starting to...
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Bad Accounting Rules Helped !

By Zachary Karabell

he decision by the Federal

Reserve to loan insurance

glant AIG $85 billion in re-

turn for as much as 80%

y ownership of the company

/i5 by any measure dramatic. The take-
over early last week of Fannie Mae
and Freddie Mac represented the cul-
mination of years of intermingting of

lis = facto a government na-
e an ailing private com-
pany, which, if not unprecedented,
has rarely happened in the United
States, Even if the intervention was
imperative, its scope is startling.

The crisis on Wall Street has, of
.course, become a political fom.bul!
iCries of “moral h:

{ism" on one side

charges that the

rosult of deregulation, and too cozy
-a relationship between “Wall Street
fat cats” and the current administra-

s president, Franklin Roosevelt plunged to $100 as s
confronted far more dire circum-  mounted that it, to( mlﬁhwnﬁlg gfﬂm‘;?;ge
stancesghmwganything we've expe as an independent i il continue, but it won't do much
enced ﬁﬂ etime, let alone last  anyone told meeve |10 mo baee hroken, The current isn't the
week, he never succumbed two of the most ver Let's get a few canards out of the result of too much regulation or too
to panic, desperation, greed or, spected names not | i i A cupidi little. The root cause is bad regula-
most famously, fear. but th the war rst, Ligind St";m ;y“lf:s mpm ty it
In 1932, in the depths of the De-  the verge of extinct sm;,mq Call it the revenge of Enron, The
pression, RDOBE\'B“ gave the com- said he or she was ( Eom ?:c’nﬂ'gmm': idea mlzf ot collapse of Enron in 2002 triggered
- mencement address 1told a colleagt | there is this thing callsd “the free a wave of regulations, most notably
at Oglethorpe Umiver-  jrrgtional; Goldmat | market” that governments tame o Sarbanes-Oxley. Less noticed but ulti-
sity ';;““m‘ “The 5;2&1:1 healthy ear  muck up with regulation is a fiction. mrl:iy mn”é:;ﬁ::“'}":: frzrrc‘:id:iy
bDltj, persistent ex- far rc‘mre than $10C " nancial service companies to change
perimentation. It is fine. Teald T Beware of calls the way they report the value of i
gmmonsmelo  fioby Wos | formorercgulation,  Ulianets (o labite) o -
try it. 1f it fails, ad- o Washington helped as to vastly inflate its reported prof-
mit it frankly and try ?“m‘?};rﬁ“ hfg‘: ioatethi its. In response, accounting stan-
_another. But above 4 De“stailsffe;}e e creale Lhis mess. dards were shifted by the Financial
""‘%%i"é"ﬁﬁ'.'i’fﬁ'cause of last tiows bold and cos dated by the SEC. The new sl
weel’s crisis in the financial markets, Uis market psychc  Governments create the legal condl-  dards foree companies to value or
which evidently brought us to the asmuch as $700 b tions for markets; markets shape “mark” their assets according to a
brink of ins of mort ‘;shalf sg:mfs can do Osfﬁl;m different set of standards and levels.
paraly fisal GF DAke and other toxic sel 0 e
wmmllﬂ:n:';mms e]v:: mm:)';end crushing the balan ket is a false dichatomy. Maybe in he rules are complicated and
loans ta their fellow bankers: the fm. _ial institutions re xﬁ;mﬁmﬁmmmm arcane; the resalt sn't. Begin
: - haps by design. Cc ! d truct ning last year, financial compa-
ollaters and the efusay of Investors _Should debate fsu  Society anew i wouldr' be. But e ries exposed to the mortgage market
‘ o trust couriterparties: the aversion.  SXecutive compen: existina web of markets and regula- hegan to mark down their assets,
be to all forms of risk, real or perceived. Sure relief, but the tions, and the challenge is to respond.  quickiy and steeply, That created a
of As paralysis seemed to grip our sues that have cay 0. pwmu;h;;;sd&ami”éﬁém chain reaction, as losses that were
th fmajor Frianclal tnstbutions, Tfelt Tis governmentn oAt o reported on balance sheets led to de-
to Some of this IF. One day last ple plan that offer And that 1s where AIG becomes in-  clining stock prices and lower credit
M d jolts the Even good can't  ratings, forcing these companies to
week I returned to my desk to find J0 all fut
i Morgan Stanley trading at $18 as ru- tobeating  Preveatall future crises, especially put aside ever larger reserves (also
Is s S b I would e forcad .1 not goi that are the result of new tech- dictated by banking regulations) to
s s i il N et ~ nologies and changes that result from  cover those losses,
A iy mwge( week’s ¥ Gu{d) Tiadl o] L mthm f them. The capital flows, derivatives In the case of AIG, the issues are
& Sachs (whose shares I own hough they are.T  contracts and nearly frictionless inter-  even more arcane, In February, as its
ol of global markets today are balance sheet continued to sharply

LIS UVETEICHULE, PUBLIGEE YUESLIUL.

In a time of heightened anxiety, will
people inevitably lean toward the

older congressional vet, the guy who's .
been arourd forever? Why take 8
chance on the new, young man at a
time of crisls? Wouldn't that be akin
to injecting an unstable element into

an unstable environment? There's a lot |
at stake.

Or will peaple have the opposite
reaction? I've had it, the system has |
been allowed to corrode and collapse '
under seven vears of Republican stew-
ardship. Throw the bums out. We f
need change. Obama may not be

expe-

rienced, but that may help him cut

through, He's not compromised. '

The election, still close, still un-

knowable, may well hinge on whether -
peopie conclude Aor B.

technologies of the 1990s. The implica-
tions weren't known until very re-
cently, 5o It would have been nearly
impossible for regulations to have pre-
vented what is happening, But if good
can't prevent crises, bad
regulations can cause them.

Chanson d’Automne, crayons gras sur pages du Wall Street Journal de septembre 2008.

decline, the company issued a state-
ment saving that it “believes that its
mark-to-market unrealized losses on
the super senior credit default swap
portfolio . . . are not indicative of the
losses it may realize over time.” Un-
less ome is steeped in these issues,
that statement is completely incom-

Yet the inside baseball
of accounting rules, regulation and
markets adds up to the very compre-
hensible $85 billion of taxpayer
money.

What AIG was saying then, and
what others from Lehman to Bear
Stearns to the world at large have
been saying since, is that the losses
showing up aren't “real” Yes, the
layer upon layer of derivatives built
on the foundation of mortzages is
mind-] ing. One reason that AIG
had floated beneath the radar screen
of the business media (relative to
Wall Street investment firms) is that
its business model is s0 complex and
opague that it is impossible to de-
scribe simply. It was briefly in the
news in 2 _after it was accused of
improper accounting by the SEC and
the New York attorney general. Then
it faded from view, until now.

Among its many products, AIG of-
fered insurance on derivatives built
on other derivatives built on mort-
gages. 1t priced those according to
computer models that no one person
could have generated, not even the
quantitative magicians who pro-
grammed them. And when default
rates and home prices moved in
ways that no model had predicted,
the whole pricing structure was
thrown out of whack:

The value of the underlying as-
sets—Homes and mortgages—de-
clined, sometimes 10%, sometimes
20%, ra.mly more. That is a hit to the
system, but on its own should never
Have led to the implosion of Wall
Street, What has leveled Wall Street
is that the value of the derivatives
has declined to zero in some cases,
at least according to what these com-
panies are reporting.

There's something wrong with
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THE FINANCIAL CRISIS

Worst Crisis Since 1930s, With No End Yet in Sight'

Continued from Page One

Co. to Bank of America Corp. Each
episode seems to bring govern-
ment intervention that is more ex-
tensiveand expensive than the pre-
vious one, and carries greater risk
of unintended consequences.

Expectations for a quick end
to the crisis are fading fast. “I
think it's going to last a lot
longer than perhaps we would
have anticipated,” Anne Mul-
cahy, chief executive of Xerox
Corp., said Wednesday.

“This has been the worst finan-
cial crisis since the Great Depres-
sion. There is no question about
it,” said Mark Gertler, a New York
University economist who
worked with fellow academic Ben
Bernanke, now the Federal Re-
serve chairman, toexplainhow fi-
nancial turmoil can infect the
overall economy. “But at the same
time we have the policy mecha-
nismsin place fighting it, whichis
something we didn’t have during

[Expectations for a quick end to the crisis are fading fast.

the Great Depression.”
Spreading Disease
TheU.S. financial system resem-
blesapatient inintensive care. The
body is trying to fight off a disease
that is spreading, and as it does so, §
the body convulses, settles for a
time and then convulsesagain. The §
illness seems to be overwhelming
the self-healing mciesof mar-  Traders on the floor of the New York Stock
kets. The doct e are re-
sortingtoever- vasivetreat- gest exposure, they've all died."
ment, and are now experi i Del i ithsecu-
with remedies that have never be-  rities tied to subprime mos 3
fore been applied. Fed Chairman  where defaults started rising rap-
Bernanke and Treasury Secretary  idly in 2006, But the deleveraging
HenryPaulson, walkingintoahast-  process has now spread well be-
ilyarranged meetingwithcongres-  yond, to commercial real estate
sional leaders Tuesday night to  and auto loans to the short-term
briefth k un- ¢ i on which invest-
precedented rescue of AIG, looked  ment banks rely to fund them-
like exhausted surgeons delivering  selves. In the first g an-
grim news to the family. cial-sector borrowi toa
Fedand Treasuryofficialshave  5.1% growth rate, abotseT the
identified the discase. It's called  average from 2002 to 2007 House-
deleveraging, or the unwinding of  hold borrowing has slowed even
debt. During the credit boom, fi- more, to a 3.5% pace.
nancial institutions and American
households took on too much Not Enough

debt. Between 2002 and 2006,
household borrowing grew at an
average annual rate of 11%, far out-
pacing overall economic growth.
Borrowing by financlal institu-
tions grew by a 10% annualized
rate. Now many of those borrow-
erscan't payback the loany b
lem that is exacerbated -
lapse in housing prices. T! Ped
toreduce their dependence onbor-
rowed money, apainful and drawn-
out process that can choke off
credit and economic growth.

At least three things need to
happen to bring the deleveraging
process to an end, and they're
hard to do at once. Financial insti-
tutions and others need to fessup
totheir mistakes by selling or writ-
ing down the value of distressed
assets they bought with bor-
rowed money. They need to pay
off debt. Finally, they need to re-
build their capital cushions,
which have been eroded by losses
on those distressed assets.

But many of the distressed as-
setsarehard tovalueand there are
few if any buyers. Deleveraging
also feeds on itself in a way that
cancreateadownward spiral: Try-
ing to sell assets pushes down the
assets’ prices, which makes them
harder to sell and leads firms to
try to sell more assets, That, in
turn, suppresses these firms®
share prices and makes it harder
forthem to sellnew shares toraise
capital. Mr. Bernanke, as an aca-
demic, dubbed this self-feeding
loop a “financial accelerator.”

“Many of the CEO types
weren’'t willing..to take these
losses, and say, T accept the fact
that I'm selling these way below
fundamental value,' ” said Anil
Kashyap, a University of Chicago
Business School economics pro-
fessor, “The ones that had the big-

Goldman Sachs Group Inc.
economist Jan Hatzius esti-
mates that in the past year, finan-
cial institutions around the
world have already written
down $408 billion worth of as-
sets and raised $367 billion
worth of capital.

But that doesn't appear to be
enough. Every time financial
firms and investors suggest that
they've written assets down
enough and raised enough new
capital, a new wave of selling trig-
gersareevaluation, propelling the
crisis into new territory. Residen-
tial mortgage losses alone could
hit $636 billion by 2012, Goldman
estimates, triggering widespread
retrenchment in bank lending.
That could shave 1.8 percentage
points ayear off economic growth
in2008 and 2009—the equivalent
of $250 billion in lost goods and
services each year,

“This is a deleveraging like
nothing we've ever seen before,”
said Robert Glauber, now a pro-
fessor of Harvard's government
and law schools who came to
Washington in 1988 to help orga-
nize the savings and loan
cleanup of the early 1990s. “The
S&L losses to the government
were small compared to this,”

Hedge funds could be among
the next problem areas. Many rely
on borrowed money to amplify
their returns. With banks under
pressure, many hedge funds are
less able to borrow this money
now, pressuring returns. Mean-
while, there are growing indica-
tions that fewer investors are shift-
ing into hedge funds while others
are pulling out, Fund investors are
dealing with .theirown Dmblerril.s.'

‘That all makes it likely that
more hedge funds will shutter in
the months ahead, forcing them
to sell their investments, further
weighing on the market,

Debt-driven financial traumas
have along history, from the Great
Depression to the S&L crisis to the
Asian financial crisis of the late
1990s. Neither economists nor poli-
cymakers have easy solutions. Cut-
tinginterest rates and writing stim-
ulus checks to families can help—
and may have prevented or de-
layed adeep recession. But,atleast
in this instance, they don't suffice.

Insuchcircumstances, govern-
ments almost invariably experi-
ment with solutions with varying
degreesof success. President Fran-
klin Delano Roosevelt unleashed
an alphabet soup of new agencies
and a host of new regulations in
the aftermath of the market crash
of 1929, In the 1990s, Japan em-
barked onadecadeofoften-waste-
ful government spending to
counter the aftereffects of a burst-
ing bubble. President George HW.
Bushand Congress created the Res-
olution Trust Corp. to take and sell
the assets of failed thrifts. Hong
Kong’s free-market government
went on a massive stock-buying
spree in 1998, buying up shares of
everycompany listed in the bench-
mark Hang Seng index. It ended up

innovative financial instru-
ments that Wall Street created
and distributed. They're making
it harder for officials and Wall
Street executives to know where
the next set of risks is hiding and
also contributing to the crisiss
spreading impact.

Swaps Game

The latest trouble spot is an
area called credit-default swaps,
which are private contracts that
let firms trade bets on whether a
borrower is going to default,
When a default occurs, one party
pays off the other, The value of
the swapsrise and fall asthe mar-
ket reassessestheriskthatacom-
panywon't beable tohonorits ob-
ligations. Firms use these instru-

tutions, without centralized clear-
ing—intertwined the fates of
many large banks and brokerages.
Few financial crises have
been sorted out in modern times
without massive government in-
tervention. Increasingly, offi-
cials are coming to the conelu-
sion that even more might be
needed. A big pmblgn: The Fed
can and gled short-ter'm
money ti m put struggling,
institutiemee ®e out of favor,
It can, and has, reduced the inter-
est rates it influences to attempt
to reduce borrowing costs
through the economy and encour-
age investment and spending.
But it is ill-equipped to pro-
vide the capital that financial in-
stitutions now desperately need

ments both as i to
hedge their exposures to risk—
and to wager on the health of
other companies. There are now
credit-default swaps on more
than $62 trillion in debt, up from
about $144 hillion a decade ago.

One of the big new players in
the swaps game was AIG, the
world'slargest insurer and amajor
seller of credit-default swaps to fi-
nancial institutions and compa-
ni¢s. When the credit markets

hore up their and ex-
pand lending.

Resolution Trust Scenario

In normal times, capital-
starved companies usually can
raise money on their own. In the
current crisis, a number of big
Wall Street firms, including Citi-
group Inc., have turned to sover-
eign-wealth funds, the govern-
ment-controlled pools of money.

But both on Wall Street and in

were booming, many s bought
these instruments from AIG, be-
lieving the in:surance giant's

n, there is increasing
expectation that U.S. taxpayers
will either take the bad assets off

packaging them into an
traded fund and making money.

Taking Out the Playbook

Today, Mr. Bernanke is taking
out his playbook, said NYU econ-
omist Mr. Gertler, “and rewrit-
ing it as we go."

Merrill Lynch & Co.'s emer-
gency sale to Bank of America
Corp. last weekend was an exam-
ple of the perniciousness and un-
predictability of deleveraging.In
the past year, Merrill had hired a
new chief executive, written off
$41.4 billion in assets and raised
$21 billion in equity capital,

But Merrill couldn’t keep up.
The more it raised, the more it was
forced to write off. When Merrill
CEOQ John Thain attended a meet-
ing with the New York Fed and
other Wall Street executives last
week, he saw that Merrill was the
next most vulnerable brokerage
firm. “We watched Bear and Leh-
man. We knew we could be next,”
said one Merrill executive. Fearful

Manyhav
their investments and are finding
it more difficult now to borrow.

thatitsl thefirm
off, he sold to Bank of America,
This crisis is complicated by

tion:

strong credit and large bal-
ance sheet could provide a shield
against bond and loan defaults,
AlGbelieved the riskof default was
low on many securities it insured.

As of June 30, an AIG unit had
written credit-default swaps on
more than $446 billion in credit
assets, including mortgage secu-
rities, corporate loans and com-
plex structured products. Last
year, when rising subprime-
mortgage delinquencies dam-
aged the value of many securi-
ties AIG had insured, the firm
was forced to book large write-
downs on its derivative posi-
tions. That spooked investors,

s0 they can raise capital, or put
taxpayer capital into the compa-
nies, as the Treasury has agreed
to do with mortgage giants Fan-
nie Mae and Freddie Mac,

One proposal was raised by
Barney Frank, the Massachu-
setts Democrat who is chairman
of the House Financial Services
Committee, Rep. Frank is look-
ing at whether to create an ana-
log to the Resolution Trust
Corp., which took assets from
failed banks and thrifts and
found buyers over several years.

“When you have a big loss in
t:'he marketplace, rhe‘re are only

who reacted by d its

shares, making it harder for AIG
to raise the capital it increas-
ingly needed.

Credit default swaps “didn't
cause the problem, but they cer-
tainly exacerbated the financial
crisis,” said Leslie Rahl, president
of Capital Market Risk Advisors, a
consulting firm in New York. The
sheer volume of CDS contracts
outstanding—and the fact that
they trade directly between insti-

the bondholders, the sharehold-

real estate. Today's troubled :
sets are complex debt securitie:
many of which include pieces
other instruments, which intu
include pieces of others, ma
steps removed from the ach
mortgages or consumer loans
which they are based. Unrav
ing these strands will be tedic
and getting at theunderlying ¢
lateral, difficult.

In the early stages of this ¢
sis, regulators saw that the
rules didn’t fit the rapidly char
ing financial system they we
asked to oversee. Investme
banks, at the core of the cris
weren't as closely monitored
the Securities and Exchan
Commission as commerc
banks were by their regulator

The government has a systi
to close failed banks, created .
ter the Great Depression in p:
to avold sudden runs by depo
tors. Now, runs happen in sphe
regulators may not fully unds
stand, such as the repurcha
agreement, or repo, market,
which investment banks fu
their day-to-day operations. A
regulators have no process |
handling the failure of an inve
ment bank like Lehman Brothe
Holdings Inc. Insurers like A
aren't even federally regulatec

Regulators have all but pro:
ised that more banks will fail
the coming months. The Fede:
Deposit Insurance Corp. is dra
ing up a plan to raise the pren
ums it charges banks so that
can rebuild the fund it uses
back deposits. Examiners 2
tightening their leash on ban
across the country.

Pleasant Mystery

One pleasant mystery is w
the crisis hasn't hit the econor
harder—at least so far. “This
nancial crisis hasn't yet trar
lated into fewer...compani
starting up, lessresearchand ¢
velopment, less marketing
Ivan Seidenberg, chief executi
of Verizon Communication
said Wednesday. “We have
seen that yet. I'm sure every coi
pany is keeping their eyes on i

At 6.1%, the unemployme
rate remains well below the pe
of 7.8%in 1992, amid the S&Lcris

Inpart, that's because gover
ment has reacted aggressive
The Fed's classic mistake th
led to the Great Depression w
that it tightened monetary p
icy when it should have ease
Mr. Bernanke didn't repeat th
error. And Congress mowi
more swiftly to approve fisc
stimulus than most Washingte
veterans thought possible.

In part, the broader econon
has held mostly steady becau
exports have been so strong
just the right moment, a r
minder of the global economy
importance to the U.S. And
part, it's because the U.5. eco
omyisdemonstrating impressi
resilience, as information tec
nology allows executives to rea
more quickly to emerging pro
lems and—to the discomfort
workers—companies are quick
to adjust wages, hiring and wo:
hourswhen the economy soften

But the risk remains th
‘Wall Street’s woes will spread
Main Street, as credit tighte:
for consumers and business. A
ready, U.S. auto makers har
been forced to tighten the tern
on their leasing programs, «

government,” said Wil-
liam Seidman, who led the RTC
from 1989 to 1991 “That's the

bandon writing leases ther
selves altogether, because .
problems in their finance unit

dance we’ ingr now. Are
we going to shove this loss into
the hands of the taxpayers?"
The RTC seemed controver-
sial and ambitious at the time,
Any version today would be even
more complex. The RTC dis-
pensed mostly of commercial

ld. Sachs e ' o
mistic scenario is a couple yea
of mild recession or painfuliy
slow economy growth.

—Aaron Lucchetti, Mark
Whitehouse, Gregory
Zuckerman and Sudeep Reddy
contributed to this article.
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High on't

Savoring the elusive bellota

-

Spains bellota ham, from pigs that dine on acoms (belo

EXT MONTH, restaurants
across the U5, will at last
be able to serve the
world's best and costliest
cold cut—legally, that is—
for an expected $50 or so a plate.

Anyone with the time and the eu-
ros has been able to fly to Spain and
taste jamon iberico de bellota, the
aged, acorn-fed ham of black-footed
pigs. But here in food-fearing Amer-
ica, official approval for this glisten-
ing, fat-streaked delicacy dragged on.
At one Manhattan tapas bar, the
owner offered contraband portions of
bellota and even advertised the ham
on his Web site—until U.S. Customs
nabbed one of those precious poreine
back legs. That forced the owner to
get in line with Mario Batali and
other high-on-the-hog restaurateurs
who await bellota’s legal entry into
the country as early as next week.

Early adopters who sent a deposit
of $199 to Latienda.com, an Internet
source for imported Spanish delicates-
sen, will be billed the balance of the
approximate total charge of $1,500
for a single bellota ham. The Web
shipper calculates that will work out
to about $96 a pound, or $6 an ounce.

Eager for a taste, I paid a visit ear-
lier this month to Casa Mono, Mr.
Batali’s inventive Manhattan tapas res-
taurant. Lacking the real thing, he
apologetically served me the cured
shoulder of a bellota porker, which be-
came importable sooner than hams
from the same animals. Bellota (Span-
ish for acorn) acquires its complex,
profound flavor from the pigs’ un-
usual diet as well as from the two to
four years the hams are hung up to
air-cure. (Unlike most American
hams, bellota isn‘t smoked or sub-
jected to heavy doses of salt to cure
it.) But even the bellota shoulder
“ham” was pretty fabulous, or at
least fabulous enough to get Molto
Mario to sniff it like fine wine.

Both of us had tasted back-leg bel-
lota ham in Spain, and we knew it had
an even more elegant texture than the
shoulder (paleta in Spanish). But I
didn’t trust my memory going back
several years to a heavenly ham mo-
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- ham, soon to be legal in the

w), will finally be avaliable in the LS. Toronto's Cava restal

in Seville. So to get a jump on
Alota bandwagon, 1 found &

2 for the real thing right here in
America—in Canada, which legal-
he iImportation a few weeks be-
s lumnbering cousin to the south.
lew to Toronto to check it out.

, on Yonge Street, said to be the
st street Iin the world, I found a
nal but baroquely ambitious and
-date place called Cava. Cava is
ame given to champagne-pro-
parkling wine made in Spain.
the restaurant serves an imagi-
2 array of foods inspired by the
-plate dishes one might find in a
sh tapas bar, The menu proudly
he essential item in the tradi-

| tapas menu, jamon serrano, the
ntly hearty mountain ham that
een available in the U.S. for
years now. But Cava also has be-
erving bellota, though as an off-
enu special because of difficul-
ith supply.

a5 it worth the trip? Well, [

d a taste scoop, A beautifully cut
of translucent ham cost me 25
lian dollars (a little less than
5. I didn't weigh it, but I would
was served as much as four
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Bailout Plan Rejected, Markets Plunge,
Foreing New Scramble to Solve Crisis

By SaraH LUECK,
DAMIAN PALETTA
AND GREG HITT

WASHINGTON—The House
of Representatives defeated the
White House's historic $700 bil-
lion financial-rescue package—a
stunning turn of events that sent
the stock market into a tailspin
and added to concerns that the
11.5. faces a prolonged recession
if the legislation fsn't revived.

The Dow Jones Industrial Av-
erage sustained its biggest point
drop in history and its biggest
closing decline since the day the
markets re-opened after the
Sept. 11, 2001, terrorist attacks.
The Dow, which had opened
sharply lower on fears of more
possible bank failures, finished
the day down 7%, with a 77768
point drop to 1036545, Losses to
shares on the broader Dow Jones
Wilshire 5000 index amounted,
on paper, to $1.2 trillion—eclips-

10600+

Down 777.68 points The tale of the Dow's largest point loss on record

Citi announces
takeaver of Wachovia
before trading begins

Central banks: k
announce steps to ald
credit ma

House members
beg ote

THE WALL STREET JOURNAL.

ing the size of the proposed bail-
out package, The Nasdag Stock
Market finished down 9.1%.

The widely watched VIX in-
dex, a measure of market volatil-
Ity often called “the fear index,"
closed at its highest levels in its

ounces, whic |
of manzanills 28-year history. In early trading
tensive sherr in Asia Tuesday, Japan's Nikkei
half the expe was off 4.5%, and other markets
lota serving | lso were down.
travel expen: The 228-205 vote, which de-
This ham Hed a full-court press from the
behold, but | president and the Treasury secre-
totnding ran tary, marked & dark moment in a
the register | month that has shaken the finan-
challenged ti cial system to its core and forced
was a “ham the government totake ahostofad
est praise fol hoc measures to shore up confi-
“Li'l Abmer.” dence. Earlier Monday, U.S: author-
family ate in ~ 1ties helped arrange the sale of
hamlet of Do Wachavia Corp. to Citigroup Inc.,
quite differer while the Federal Reserve Joined

BN COUNETY liatil v1 Le suicy, tougie

and-ready variety that aficionados
like me gobble down with redeye
gravy. By cantrast, jamon fberico de

bellota is a miracle of low-sodium re-
finement coaxed from pampered pigs

that range at leisure over wide
swaths of land, munching acorns
while their hindquarters swell,

e the result of all this
alanophagy (Greek for
on your plate. This is

the only ham that has lacy lines of fat
looping through the whole visual field

of every slice. And the fat is what

gives the ham its plush, porky flavor.

Cholesterol nannies will note that
bellota's sole importer, Fermin, pub-
lishes a chart of "nutrition facts” that
advertises 87.9 calories for a one-
ounce serving, of which 55.2 calories
are from fat, about half of it satu-
rated. This is not your cardiologist's
idea of health food.

Only a handful of corpulent hedge-
fund managers are likely to manage a
steady encugh diet of bellota for it to
be a health worry. But should you be
searching for an excuse to eat more of
it, just remember: Bellota is a shining
example of sustainable agricultore.
Spanish farmers let their pigs loose in

oak forests to feed exclusively on
acorns for the last three months of
their lolling lives. And acorns, prop-
erly managed, are—do [ need to tell
you?—a renewable resource.

Emafl me at eatingout@wsl.com.
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THE FINANCIAL CRISIS

Bailout Plan Rejected by the House

Continued from Page One
crafted an agreement over the
weekend that was supposed toap-
pease these simmering tensions.

But Monday's vote split both
parties, whose members had been
barraged all week with angry mes-
sages from constituents who op-
posed the bill: Among Democrats,
140 supported the bill and 95
voted against. Support antong Re-
publicans, who had revolted
against an earlier iteration of the
hilllast week, was at the low endof
what was expected by the House
Republican leadership, with 65 in
favor and 133 against. One Republi-
«can, retiring Rep. Jerry Wellerof I
linois, did not vote. ¥

In voting against the bill, con-
servatives who opposed govern-
ment infervention were joined by
many Democrats facing tight
racesin November. Other novotes
werecast by House members from
poorer districts, including mem-
bers of the Congressional Black
and Hispanic cauruses.

Of the 18 Democratic and Re-
publican incumbents in close
races—classified "tossup”™ con-
testsby the Cook Political Report—
Just three voted for the bill, All six
freshmen Democrats in tossup
races voted against the hill.

Congressional leaders said
they intended to zo back to work
onthebill, withanew votepossibly
late in the week after the Jewish
holiday of Rosh Hashanah, which

Falling Short
Hotise Iaadars were unable 10 Wranale enotioh votes to pass the
proposed bailout Bl

uatu“n?s
u

SaSumasssanm
133 Republicans

Lok abéa; 1 vecancy

ing the ion virtually

“For toflong his government,
eight yerolluwed aright-
wing ideclogy of anything goes,
no supervision, no discipline, no
regulation,” Rep. Pelosi said. *It
has created not jobs, not capital;
ithas created chaos.”

Rep. Eric Cantor of Virginia
held up a copy of the remarksata
press canference held by Republi-
can leaders and said Rep. Pelosi's
“failure to listen and failure to
lead™ was to blame for some Re-
publican defections.

Rep. Roy Blunt, the minority

_wh:p. said thal “a couple™ m‘m_»

unfettered power to spend the
money as it saw fit. During a
week of negotiations, the bill
swelled with extra conditions
and protections for taxpayers.
On Thursday, President George
W. Bush convened a White House
summit in a bid to unite leaders of

tions. Tjnst didn'tlike the answers."
Shortly after noon, less than
an howr before the voting began,
White House spokesman Tony
Fratto predicted the votes would
be there. He said that Vice Presi-
dent Dick Cheney and senior
aides, including chiefofstaff Josh
Bolten and counselor Ed
Gillespie, were also making calls.
“I think everyone with a phone is
calling to see if we can shore upa
member who may be skeptical of
the proposal,” Mr. Fratto said.
Early in the afternoon, as the
wvote got under way, the stock mar-
ket was jittery. Investors were rat-
tled by the weekend collapse of
Dutch-Belgian bank Fortis NV and
the sale of Wachovia to Citigroup.
As the 15-minute window for
House members to cast their vote
opened shortly before 1:30 pam.,
the Dow Jones Industrial Average
wasdownbymmthan!ﬁﬂpom
Byabour 1'4-0 pan. the nay”
d. Ontrad-

both , a5 well as presids

tial candidates Sens. Barack
Obama and John MeCain, behind
the proposal. But conservative
House Republicans, encouraged by
the return to Washington of Sen.
MeCain, demanded additions to

make the bill more “free market.”
The dermiled an already

id they

: by the speaker and changed their

minds. But he said those lawmalk
ers were already wavering.

Rep: David Obey, a Wisconsin
Democrat who stood watching

began at sundown Monday and
runs through Wednesday night.

‘Calm Down and Relax’

But complex election-year pol-
itics make the outcome hard to
predict, “We are going to con-
tinue to work," said Rep. Steny
Hoyer, House majority leader.
John Boehner, his Republican
counterpart, suggested there
would be: further efforts to

change the bill. every-
body to calm dow, lax and
get back to work, id.

Democrats face a choice
whether to continue work onabi-
partisan bill or try to pass the bill
with a majority of their party
alone. That would likely mean re-
viving pointsthat Republicans op-
pose, including an economic-
stimulus package and a controver-
sial provision that would allow
bankruptey-court judges to alter
the terms of mortgages, For now,
House Speaker Pelosi is commit-
ted toa “bipartisan bill,” a Demo-
cratic leadership alde said.

Pallauring tha  hillle

the icans criticize Rep.
Pelosi, called their remarks “ridic-
ulous.” He said the Re-
publicans were jockey-
ing for position before
upcoming  leadership
elections. “The Presi-
dent wouldn't have got-
ten to first base without
the cooperation of the
Democratic leadership,”
Rep. Obey said. “Evi-
dently some of these @
guys would rather lose 8
the economy than lose
the election.”
Th

‘Henry Paulson  bes

contentious summit.

The administration, mean-
while, failed to get a handle on the
politics of the package. It was
quickly dubbed a "Wall Street bail-
out.” Although President Eush
talked

1:ng floors, traders stood in semi-
circles around televisions, watch-
ing the slowly changing tally.
Lurched Downward
When the voting clock hit zero
at about 1:43 pom, with the “no”
votes inthe lead, the stock market
Iurched downward. In the span of
one minute the Dow lost 100
paints, extending its loss to 414
points, By 1:45 pam., the loss
reached 580 points; two minutes
later, it had widened to 673 points.
argued about

of restricted lending on
small businesses, jobs
and savings, apopulist up-
roar continued to tag the
bill as a rescue plan for
the financial whizzes
who caused the financial
mess. In addition, law-
makers were frustrated
with the terse answers
from Treasury about how
exactly the money would

spent.
“l guess [De mo-

Treasury a $700 billion line of
credit and wide authority to buy
the mortgages, securities and fi-
nancial assets that are undermin-
ing market confidence.

The Bush administration had
‘hoped the plan would stabilize fi-
nancial markets as bad assets
are pulled under the govern-
ment’s wing. Under the legisla-
tion; troubled banks and invest-
ment firms would qualify for gov-

crats] saw the samep

did and they didn’t want to go
home and explain this thing,"
said Rep. Scott Garrett, a Repuhli-
can from New Jersey who voted
against the bill.

When the deal was brokered,
Democrats said they planned to
come up with 120 votes. Party
leaders drew votes from the New
York delegation, which tends to
be sensitive to stock-market con-
r:erns, and gained support from

ernment assistance, as would
. 3 Y e

mdagg:zr or not to keep the vote
open to whip up enough votes, but
decided against it.

Senate Democrats were in a
caucus meeting when a staffer
brought Senate Majority Leader
Harry Reid of Nevada a note with
the vote tally. Almost immedi-
ately, lawmakers began handing
their BlackBerrys to each other
and sharing the news, according
to @ person present.

Democrats, dismissing com-
plaints about Rep. Pelosi's
speech, immediately blamed Re-
publicans for failing to deliver
enough votes on their end. “Be-
cause their feelings were hurt,

-they're deciding to punish the

country,” said House Financial
Services Committee Chairman
Barney Frank, a Massachusetts
Democrat, "We think they are
covering up the embarrassment
of not having the votes.”

Amid the acrimony, Rep.
Blunt called Reps. Hoyer and
Frank, as tyell as several sena-

Mr, Paulson un-
posal two week-
sseue package had
inancial markets.
rked deep unease
ikers over what
iprecedented goy-
rention in the pri-

lore marks asting-
he nation’s politi
Both Republican
¢ leaders in Con:
White House had
Tfurn to page A2
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