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Allegations of shoddy
construction of destroyed
schools spark anger ..... A15

By Lauren Etter

At a time when food prices are
soaring world-wide, so is the
priceof fertilizer,producing huge
profits for leading fertilizer mak-
ers and stirring anger among
farmers in the U.S. and India.

Fertilizer prices are rising
faster than those of almost any
other raw material used by farm-
ers. In April, farmers paid 65%
more for fertilizer than they did
a year earlier, according to the
U.S. Department of Agriculture.
That compares with price in-
creases of 43% for fuel, 30% for
seeds and 3.8% for chemicals
such as weedkillers and insecti-
cides over the same period, ac-
cording to Agriculture Depart-
ment indexes.

Those skyrocketing costs are
making it harder for farmers to
expand their harvests in re-
sponse to the global food crisis
that has sparked rioting, ration-
ing and export controls in many
countries. Food prices have
soared in recent months as the
world’s growing demand for
grain, which has exceeded pro-
duction for much of this decade,
has reduced stockpiles to ex-
tremely low levels.

That’s helped to draw atten-
tion to farm-production costs, in-
cluding fertilizer. Farmers say
too much market power is con-
centrated in the hands of a small
group of companies in the U.S.,
Canada and Russia that dominate
global production of potash and
phosphate. Along with nitrogen,
potassium, usually in the form of
potash, and phosphorus, in the
form of phosphate, are the main
ingredients of fertilizer.

The price of fertilizer “defies
rational explanation,” says Rob-
ert Carlson, president of the
North Dakota Farmers Union,
one of the state’s most influen-
tial farmers’ groups. In a May 8
letter to North Dakota’s three-
member congressional delega-
tion, he accused fertilizer compa-
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Building Practices
Under Fire in China

Lost Opportunities Haunt
Final Days of Bear Stearns
Executives Bickered
Over Raising Cash,
Cutting Mortgages

Borders Posts Results;
Arctic Neighbors Meet
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By Kate Kelly

Twelve hours after agreeing
to sell Bear Stearns Cos. for $2 a
share, Alan Schwartz wearily
made his way to the company
gym for a much-needed work-
out.

It was 6:45 a.m., March 17,
and Bear Stearns’s chief execu-
tive had slept little since ham-
mering out the ugly details of his
fire-sale deal with J.P. Morgan
Chase & Co.

When Mr. Schwartz, already
dressed in his business suit,
trudged into the locker room,
Alan Mintz, still in his sweaty
gym clothes, made a beeline for
the boss.

“How could this happen to
14,000 employees?”
demanded the 46-year-
old senior trader,
thrusting his face un-
comfortably close to
Mr. Schwartz’s. “Look
in my eyes, and tell me how this
happened!”

Two and a half months later,
Mr. Schwartz still isn’t quite
sure. To Mr. Mintz and others, he
has blamed a market tsunami he
didn’t see coming. He told a Sen-
ate committee last month: “I just
simply have not been able to
come up with anything, even
with the benefit of hindsight,
that would have made a differ-
ence.”

But many who lived through
the seven tense months before
the deal say Bear Stearns im-
ploded because it was at war

with itself. Buffeted by the most
treacherous market forces in a
generation and hobbled by inde-
cision, the firm’s leaders missed
opportunities that might have
been able to save the 85-year-old
brokerage.

Those missteps are expected
to have a lasting impact beyond
the people who once worked at
Bear Stearns or owned its stock.
Unlike Wall Street meltdowns in

decades past—from
Drexel Burnham Lam-
bert Inc. to Long-Term
Capital Management—
the Bear Stearns col-
lapse spurred direct in-

tervention from the Federal Re-
serve. That step is likely to in-
crease the central bank’s role in
solving future financial catastro-
phes and bring securities firms
further regulation in the bar-
gain.

As shareholders prepare to
approve the deal on Thurs-
day—at a price that angry inves-
tors forced up to about $10 a
share—interviews with more
than two dozen current and
former Bear Stearns executives,
directors, traders and others in-
volved in the action paint the
first detailed picture of the frac-

tious last weeks before the
Fed helped underwrite J.P.
Morgan’s purchase of the
trading powerhouse.

Months before regula-
tors pressured the firm to
sell itself, nervous traders
futilely begged Mr.
Schwartz and his predeces-
sor, James Cayne, to raise
more cash and slash Bear
Stearns’s huge inventory
of mortgages and the
bonds that backed them.

At least six efforts to
raise billions of dollars—in-
cluding selling a stake to le-
veraged-buyout titan Kohl-
berg Kravis Roberts &
Co.—fizzled as either Bear
Stearns or the suitors turned
skittish. And repeated warnings
from experienced traders, includ-
ing 59-year Bear Stearns veteran
Alan “Ace” Greenberg, to unload
mortgages went unheeded.

Top executives resisted, in
part, because they were con-
cerned the moves would upset
the delicate calculus of appear-
ances and perceptions that is as
important on Wall Street as dol-
lars and cents. If Bear Stearns be-
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By David Kesmodel

ST. LOUIS—For years, August
A. Busch IV coveted the throne
at Anheuser-Busch Cos. and the
chance to finally prove himself
to his exacting father.

Now, just 18 months into his
tenure as CEO, a potential take-
over is complicating the younger
Mr. Busch’s plans.

Belgian giant InBev NV is
weighing an unsolicited bid for
Anheuser, according to people fa-
miliar with the matter. Industry
analysts say an offer likely
would top $45 billion, making it
the largest beer acquisition ever.
But a bid isn’t a sure thing. Both
Mr. Busch and his father are op-
posed to a takeover, people famil-
iar with the company say. An-
heuser could try to thwart an ap-

proach by buying the
half of Mexico’s Grupo
Modelo SA that it
doesn’t already own. In-
Bev, Anheuser and
Grupo Modelo declined
to comment.

On Monday, one fam-
ily member, Adolphus
Busch IV, said he and
some other family mem-
bers are open to the
idea of Anheuser and In-
Bev sitting down to dis-
cuss a possible deal. Mr. Busch,
54 years old, is a half-brother of
August A. Busch III, the legend-
ary former CEO and father of An-
heuser’s current CEO. Mr. Busch
says he owns a “substantial”
block of shares, though less than
1% of the total.

“There are members that ab-
solutely want it to stay status

quo,” said Adolphus
Busch in an interview.
“There are others that
say they want to see
some kind of chance to
enhance shareholder
value.”

An offer by InBev
would put the 43-year-
old August A. Busch IV
in a tough spot. If An-
heuser is sold to InBev,
he could be remem-
bered as the member of

the founding Busch family who
let the St. Louis icon slip into for-
eign hands. The Busch family
controls less than 4% of the
stock, so even if a majority op-
posed the deal, it can’t block it.

But the talk of a takeover car-
ries even-more personal consid-
erations for Mr. Busch: his tenu-

Please turn to page A18

William Macklowe is
expected to take helm of
building empire ............. C1

Follow the news all day at WSJ.com

Bookseller Borders, which is
being considered for a take-
over by rival Barnes & No-
ble, reports earnings after
the market close.

Denmark has invited high of-
ficials from the U.S., Canada,
Russia and Norway to Green-
land to discuss competing
claims to the oil-rich Arctic.

By Katherine Rosman

DETROIT—When Monica
Conyers, president pro tem of De-
troit’s City Council, called the
council president “Shrek” dur-
ing an angry exchange at a hear-
ing in April, one city res-
ident found the remark
immature.

“That’s something a
second-grader would
do,” says 13-year-old Ke-
iara Bell.

During a panel dis-
cussion Ms. Conyers
had with local school-
children two weeks af-
ter making the remark,
Miss Bell admonished
the 43-year-old Ms.
Conyers for her behavior. The
eighth-grader didn’t back down
when the councilwoman en-
gaged her in debate.

Ms. Conyers was peppered
with questions by Miss Bell, who

said, “You’re an adult. We have to
look up to you. We’re looking on
TVandwe’re like, ‘This is anadult
calling another adult a Shrek?’ ”

Ms. Conyers is the wife of
U.S. Rep. John Conyers Jr., the
chairman of the House Commit-

tee on the Judiciary.
She declined to com-
ment for this story, but
her chief of staff, Linda
Bernard, says Ms. Con-
yers believes she is “be-
ing targeted by the
press” because “her
husband was recently
in New York City and is
considering having
hearings about police
brutality.”

In Miss Bell, Mo-
town has found an unlikely folk
hero: a child demanding that pol-
iticians exercise civility and re-
straint. Her parents, Marsha and
Harry Bell, say they are proud of
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Lofty Prices
For Fertilizer
Put Farmers
In a Squeeze

Detroit Politician Gets Lesson
In Civility From a 13-Year-Old
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Keiara Bell Becomes Local Hero

After Council Member’s Name-Calling

Changes in a Dynasty

s Copyright 2008 Dow Jones & Company. All Rights Reserved

Re
ut

er
s

August A.
Busch IV

DJIA Closed (12479.63) NASDAQ Closed (2444.67) NIKKEI 13690.19 t 2.3% DJ STOXX 50 3162.16 t 0.2% 10-YR TREAS Closed (yield 3.833%) OIL Closed ($132.19) GOLD Closed ($925.60) EURO $1.5772 YEN 103.44

Some Spring in Step
For New-Home Sales

M TN is in talks with In-
dia’s Reliance Communi-

cations that could create a
new powerhouse in develop-
ing-market telecommunica-
tions. South Africa’s MTN
spurned Reliance rival Bharti,
but both sets of talks reflect
the belief that a developing-
world alliance would be bet-
ter positioned in poor but fast-
growing markets than big
Western competitors. B1

n William Macklowe is ex-
pected to take over as Mack-
lowe Properties chairman af-
ter the firm avoided collapse
by selling the General Motors
building in Manhattan. C1

n Fertilizer prices are rising
sharply, producing huge prof-
its for fertilizer makers and
stirring anger among farmers
in the U.S. and India. A1

n Home sales are rising in
some U.S. metropolitan areas
where lenders have cut prices
on foreclosed properties. A3

n Hit films “Iron Man” and the
“IndianaJones”sequelreflecta
realityoftoday’sstudios:They
oftendon’tfullyownorcontrol
themoviestheydistribute.B1

n Investors are betting dol-
lar pegs will break in Persian
Gulf nations, where an eco-
nomic boom is pressing policy
makers to allow their curren-
cies to strengthen. C1

n The credit crisis is reced-
ing, but hundreds of U.S. com-
panies still are struggling to
clean up the mess caused by
auction-rate securities. C1

n LG Electronics is taking a
close look at GE’s appliance
unit, which has been put up
for sale, LG’S CEO says. B3

n Blackstone and Apollo are
in talks for Chemtura. A deal
would signal a brightening
time for private equity. B3

n China has cleared its
nearly $75 billion national
social-security fund to invest
more freely with local
private-equity funds. C3

n Power-plant construction
costs have more than doubled
since 2000, according to new
index data, and inflationary
pressures will continue to
weigh on electricity prices. B3

n The first Siemens official
is on trial over alleged cor-
ruption and bribery, possibly
laying the groundwork for
similar proceedings against
higher-ranking managers. B6

n Landis+Gyr is expected to
announce Tuesday a deal with
Dallas utility Oncor to deliver
three million “smart” meters,
a tool that will help consum-
ers reduce energy use. B3

n China disclosed plans for a
telecommunications-sector
shake-up that could enhance
competition and lead to big
wireless-gear contracts. B4

n Australia’s Murchison and
Midwest proposed a reverse
merger that would give
Murchison control, trumping
a Midwest bid by Sinosteel. B4

n Infineon’s CEO is stepping
down because of differences
over strategy, signaling
possible major changes at
the German chip maker. B6

n Chrysler aims to lure cus-
tomers from rivals with its
new Dodge Ram pickup, but it
is unclear whether increased
share in the truck segment will
help the auto maker much. B3
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THE FALL OF
BEAR STEARNS
First of Three Parts

i i i

Business&Finance

As Bear Stearns floundered
beginning last summer, its share
price drifted down—and then
cratered in March as market
players made a run on the bank.

TODAY’S AGENDA

BEER CLAN

Anheuser CEO Fights for His Legacy
As Rival Weighs a Bid, Busch Heir Still Seeks Father’s Approval

Economists be-
lieve that new-
home sales re-
bounded mod-
estly in April af-
ter significant de-
clines in recent months, pre-
dicting sales at a 533,000 an-
nual unit rate, from a
526,000 rate in March. Com-
merce Department; 10 a.m. EDT.

Alan Schwartz Alan ‘Ace’ GreenbergJames Cayne

NEW HOME
SALES

–8.5%

1.3%

April 
(exp.)

March

i i i

World-Wide

n Aid groups are pushing for
a larger effort in Myanmar.
At least 133,000 are dead or
missing, the government says,
while aid agencies report that
up to 2.4 million more need
urgent help. A spokesman for
the U.N. humanitarian mission
in Bangkok said the U.N. could
reach all affected survivors
with aid by the end of the week
if Myanmar’s military regime
allows agencies better access
to the Irrawaddy region. A7

Myanmar is insisting that
only civilian vessels can take
part in a revamped aid effort.

n Chinese officials promised
new investigations of school
collapses during this month’s
earthquake. China also said it
would make exceptions to its
one-child policy for some
victims of the disaster. A15

n McCain and Bush will attend
a fund-raiser Tuesday, the first
time in three months the men
have appeared together. A6
n Clinton tried to move away
from her controversial com-
ments about the assassination
of Robert Kennedy as she
campaigned in Puerto Rico.

n The U.N. nuclear watchdog
said Iran may be holding back
data needed to determine if it
tried making nuclear arms. A16

n Olmert said Israel has made
no promises to Syria to exit
the Golan Heights but made
clear he is prepared to make
concessions toward peace. A8

n A bomb blamed on Tamil
separatists struck a train near
the Sri Lankan capital, killing
eight in the second attack on
civilians in four days. A16

n Lebanon elected Suleiman
president, ending a stalemate
between the U.S.-backed gov-
ernment and the opposition. A8

n U.S. and Iraqi officials said
violence in Iraq has decreased
in recent weeks to the lowest
levels since March 2004. A13

n Georgia called for a tough
reaction from the West after a
U.N. report said a Russian jet
last month shot down an un-
manned Georgia spy plane. A16

n A program to strengthen
U.S. port security has gaps
that terrorists could exploit,
a new GAO report says. A2

n Storms that tore through
parts of Iowa and Minnesota
left at least seven dead. A2

n Canada’s foreign minister
Bernier quit after admitting
he left classified documents
in a nonsecure location. A16

n G8 environment ministers
endorsed slashing emissions
in half by 2050, but failed to
agree on near-term targets.

n Nepal banned demonstra-
tions in the capital after two
blasts as the new Maoist-led
Parliament prepares to abolish
a centuries-old monarchy. A16

n The death of the leader of
Colombia’s FARC guerrillas
puts the group in the hardest
position in its history. A13

n A NASA craft began a mis-
sion to dig in the arctic plains
of Mars and study if the site
could have been habitable. A2

n Americans drove 4.3% less
in March compared with last
year, the first time driving has
fallen in March since 1979. A5

n Big Brown is responding
to treatment after the Triple
Crown hopeful thoroughbred
suffered a crack in his hoof. A4

n Died: Sydney Pollack, 73,
Oscar-winning director and
producer of such movies as
“Out of Africa,” “The Way We
Were” and “Tootsie,” of cancer.
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trayed weakness, they worried, skittish
customers would pull their money out
of the firm, and other financial institu-
tions would refuse to trade with it.

Instead of managing these fickle
forces, though, a brokerage whose cul-
ture and fortune were rooted in the
trading floor’s steely manipulation of
risk was swamped by them.

Early Warnings

A
n early harbinger of the
debacle to come ap-
peared the first Friday in
August. Bear Stearns ex-
ecutives hosted a confer-
ence call that day meant

to reassure investors. The brokerage’s
stock had fallen sharply after the late-
July collapse of two internal hedge
funds tied to subprime mortgages,
home loans made to the riskiest bor-
rowers.

Mr. Cayne and his top financial lieu-
tenants touted the firm’s strong cash
holdings—$11.4 billion, according to
company officials—and new longer-
term borrowing agreements. They also
pointed out that Bear Stearns itself ac-
tually had few subprime holdings. But
executives’ comments about the bleak
state of the market for interest-bear-
ing securities stoked investors’ fears,
helping spur a broad rout in stocks and
driving Bear Stearns’s own shares to a
12-month low of $106.55.

Later that day, word leaked out that
Warren Spector, Bear Stearns’s co-
president and chief of the division that
oversaw the two failed hedge funds,
was being forced out by Mr. Cayne.

Amid the mounting bad news, a life-
line appeared: Mr. Schwartz, then Bear
Stearns’s co-president, and Henry
Kravis, KKR’s fearsome founder, had a
conversation about the buyout firm
possibly purchasing 20% of Bear
Stearns.

By Sunday, Bear Stearns’s sleek,
black tower in midtown Manhattan
bustled with activity.

About 8:30 a.m., a team from KKR
assembled in the investment-banking
department on the 43rd floor to begin
dissecting the firm’s books. Buying a
piece of Bear Stearns was attractive to
KKR as an entree into the lucrative bro-
kerage business at a time when prices
were cheap. For Bear Stearns, it was a
chance to raise $2 billion or more in
capital and gain a crucial seal of ap-
proval by putting an éminence grise
like Mr. Kravis on its board—a move
Mr. Schwartz hoped would silence
Bear Stearns’s critics.

Within two weeks, though, the talks
would fall apart because each side had
concerns. Among other things,
Messrs. Schwartz and Cayne feared a
deal might turn off Bear Stearns cli-
ents that competed with KKR.

While Bear Stearns’s mortgage
team fielded questions from KKR that
Sunday, the firm’s risk officers were
meeting in the sixth-floor executive of-
fices with staffers from the Securities
and Exchange Commission. The regula-
tors had traveled from Washington to
make sure Bear Stearns had access to
the day-to-day loans it needed to fund
its trading operation. After scrutiniz-
ing the firm’s $400 billion balance
sheet well into the afternoon, the regu-
lators agreed to reconvene with Bear
Stearns managers for daily briefings
until the market crisis passed.

Elsewhere in the building that after-
noon, Bear Stearns’s board was deliber-
ating over Mr. Spector’s resignation.
Not everyone was convinced it was the
right move—including Mr. Schwartz,

who had expressed his objections pri-
vately to Mr. Cayne. But Mr. Cayne was
adamant.

The collapse of the hedge funds had
exposed the then-73-year-old CEO to
criticism inside and outside of the com-
pany for being disengaged and for
brushing off warning signs. Early on,
he seemed unconcerned. Mr. Cayne
said the funds weren’t Bear Stearns’s
money: It belonged to big institutions,
wealthy individuals and lenders who

all knew the risks going in. Soon,
though, the lenders forced Bear
Stearns to extend one of the port-
folios $1.6 billion of its own
money to keep it afloat.

A glib and gruff former scrap-
iron salesman from Chicago
with a penchant for cigars, golf
and cards, Mr. Cayne had often
taken off Thursday afternoons
and Fridays that summer to play
golf near his New Jersey vaca-
tion home. In mid-July, when the
funds were melting down, both
he and Mr. Spector had spent
more than a week in Nashville,
Tenn., competing in a bridge
tournament. Mr. Cayne, who de-
clined to be interviewed for this
article, was said by people close

to him to be particularly angry that Mr.
Spector, who with his partners won the
event, had been away from the office at
such a sensitive time.

Bear Stearns’s board—12 men
largely handpicked by Mr. Cayne—ap-
proved Mr. Spector’s departure. Mr.
Schwartz, a longtime investment
banker more accustomed to rubbing
shoulders with clients like Walt Disney
Co.’s Robert Iger than to monitoring
trades or capital levels, was named
sole president.

Messrs. Spector and Schwartz had
been promoted to co-presidents and
co-chief operating officers in 2001.
Mr. Cayne, the CEO, had leaned on
them to keep their divisions running
smoothly.

Now, Mr. Schwartz, a former star
pitcher at Duke University, had to
carry a heavier burden. At age 57, he
had little experience in the bond and
mortgage businesses that made up an
outsized share of Bear Stearns’s reve-
nue. But he decided to manage the
firm’s capital-market division himself
rather than hiring a replacement for
Mr. Spector.

Mr. Schwartz moved to tighten
oversight of the company’s trading. He
also began keeping daily tabs on the
bond markets. Several times a week,
he sat down with traders who had bet a
lot of the firm’s money, questioning
them about strategy and results.

In the weeks after rejecting KKR’s
approach, Bear Stearns received other
offers of capital. J. Christopher Flow-
ers, a former Goldman Sachs Group
Inc. partner, had met with some of
Bear Stearns’s senior managers about
the possibility of taking a 20% stake.
But the meeting left Bear Stearns’s rep-
resentatives concerned that Mr. Flow-
ers simply was trying to gauge their
desperation. The next day, they told
the Flowers team they weren’t inter-
ested.

Instead, Bear Stearns executives
began working on what Messrs.
Schwartz and Cayne saw as a more
compelling option: a joint venture
with Citic Securities Co. They rea-
soned a deal with the Chinese invest-
ment bank would bring in money and
help increase Bear Stearns’s miniscule
presence in Asia. Smarting from criti-
cism of his hands-off style, Mr. Cayne
spent the Labor Day weekend on a
whirlwind trip to Beijing to discuss
terms with Citic executives.

Into early autumn, the mortgage
market continued to slump. Housing
prices had plunged, and most major fi-
nancial firms were slashing the value
they placed on holdings backed by
home loans.

Bear Stearns—with its immense
stockpile of mortgages and related se-
curities—was particularly vulnerable.
Despite months of price declines,
those holdings were valued at about
$56 billion—a large portfolio for a firm
its size. Still, SEC staffers—who now
were phoning in for weekly Wednes-
day-evening conference calls with the
firm—appeared comfortable. By
Thanksgiving, some senior regulators
were calling in less frequently.

‘We’ve Got to Cut!’

I
nside Bear Stearns, though, skir-
mishes about its mortgage hold-
ings at times grew heated.
Some veteran traders insisted
that Tom Marano, the head of
mortgages, needed to trim his

portfolio. Among them were Wendy de
Monchaux, who as head of proprietary
trading invested Bear Stearns’s own
money, and Steve Meyer, co-head of
stock sales and trading.

“Cut the positions, and we’ll live to
play another day,” Ms. de Monchaux
said often, invoking one of the firm’s
venerable maxims. But Mr. Schwartz,
still boning up on the details of the
mortgage markets, urged caution.

For some of the assets, the market
was frozen, Mr. Schwartz reasoned, so
selling was out of the question. On oth-
ers, he had mixed feelings. He didn’t
want to unload tens of billions of dol-
lars worth of valuable mortgages and
related bonds at distressed prices, cre-
ating steeper losses.

Mr. Schwartz believed the portfolio
at least should be better protected
from further price declines. Spear-
headed by Mr. Marano, a bearded
46-year-old trader with a Grateful
Dead tattoo on his right shoulder, the
mortgage team unfurled a hedging
strategy known as “the chaos trade.”

The trade was a deeply pessimistic
bet—essentially a method for making
money if the mortgage and financial
markets cratered. The traders bet that
the ABX, a family of indexes made up of
securities backed by subprime mort-
gages, would fall. They made similar
moves on indexes tracking securities
backed by commercial mortgages. Fi-
nally, they placed a series of bets that
the stocks of major financial compa-
nies with exposure to mortgages, in-
cluding Wells Fargo & Co., Country-
wide Financial Corp. and Washington
Mutual Inc., would decrease in value as
well.

Late in September, with Bear
Stearns and other financial stocks rally-
ing, members of the firm’s executive
and risk committees gathered in Mr.
Cayne’s smoky, dark and secluded sixth-
floor offices to discuss the hedges. Ne-
gotiations for Allianz SE’s Pacific In-
vestment Management Co. to take a
nonequity stake of as much as 10% in
Bear Stearns had recently fallen apart.
That cost the brokerage a chance for
capital and a coveted endorsement of
Bear Stearns’s creditworthiness.

Mr. Cayne had just returned from
the hospital where he’d been treated for
an infection, and he looked thin and
drawn. Mr. Greenberg, the firm’s sto-
ried trader and former CEO, took center
stage. As head of the risk committee, he
had been reviewing the Wells Fargo and
other negative stock bets. He wasn’t
happy. The financial-stock hedges were
too risky, he warned, and should be
closed out immediately. Moreover, he
wanted the mortgage inventory
slashed.

“We’ve got to cut!” Mr. Greenberg
demanded. Ms. de Monchaux and Mr.
Meyer concurred.

Oklahoma-bred and Missouri-edu-
cated, Mr. Greenberg was the embodi-
ment of the “PSDs”—poor, smart em-
ployees with a deep desire to get rich,
upon whom the firm had been built. Mr.
Greenberg, who ran the firm for 15
years before Mr. Cayne nudged him
aside, was known on Wall Street for his
voluminous memos, in the voice of a fic-
tional character, urging traders on is-
sues large (“it doesn’t pay to get too ar-

rogant”) and small (save paper clips to
cut costs).

But it was Mr. Greenberg’s
trading style that had most de-
fined Bear Stearns: Sell losing
trading positions—quickly. Mr.
Greenberg still recalled what his
father, an Oklahoma City cloth-
ier, told him: “If something isn’t
moving, sell it today because to-
morrow it will be worth less.”

The hedges had made close to
half a billion dollars and stood to
make more as the stocks contin-
ued to fall. But since they had
first employed the chaos trade,
Mr. Marano and his team had
been hectored almost daily by
complaining phone calls from
colleagues. Some of Bear
Stearns’s more superstitious
traders even objected to the
strategy’s name: They were
tempting fate by invoking chaos.

Faced with the fierce divide
among his top executives, Mr.
Schwartz, who was generally support-
ive of the chaos trade, decided to aban-
don it. He wanted specific pessimistic
plays that would offset specific optimis-
tic bets, rather than the broader hedges
Mr. Marano had employed. Frustrated,
Mr. Marano ordered the trades undone.

As October dawned, Messrs. Cayne
and Schwartz had high hopes that a
deal with Citic would bolster Bear
Stearns’s fortunes. On Oct. 22, Bear
Stearns announced a joint venture in
Asia that included a $1 billion cross-in-
vestment between the two companies.
If regulators approved, Bear Stearns
could count on getting $1 billion in the
first half of 2008. But it would spend
the same amount over a longer period
for a complementary stake in Citic.

Investors weren’t impressed. Bear
Stearns shares rose meagerly but back-
tracked days later.

Over the next few weeks, Bear
Stearns’s competitors disclosed losses
from bad mortgage-related bets. Mer-
rill Lynch & Co. announced a loss amid
write-downs of $8 billion; Morgan Stan-
ley revealed losses of nearly $4 billion.

To outsiders, it was beginning to
look as if Bear Stearns had navigated
the crisis relatively deftly. Inside the
firm, that view wasn’t as prevalent. Its
mortgage holdings were still hefty, and
its bond business was reeling.

The firm continued to explore ways
to raise money, hiring investment
banker Gary Parr of Lazard Ltd. to try
to bolster the firm’s prime-brokerage
business, which handled trading and
lending to hedge funds and other big cli-
ents. Mr. Schwartz had also discussed a
merger with hedge fund Fortress In-
vestment Group.

Neither effort would bear fruit.

Time to Move On

I
n late November and early De-
cember, tensionmounted as Bear
Stearnsexecutivescontemplated
a bonus pool down significantly
from a year earlier. Executives in
the stock division blamed their

counterparts in bonds.
“Why should we pay those guys any-

thing?” Mr. Meyer, the stock sales and
trading executive, at one point de-
manded in a compensation meeting.

Things only got testier when Bear
Stearns announced abysmal fourth-
quarter results on Dec. 20. Dragged
down by a drop in the value of its mort-
gage inventory, the company reported

its first quarterly deficit since it
opened for business in 1923. The bond
division, always the firm’s cash cow,
had a loss of $1.5 billion for the quarter.

At lunchtime the next day, as em-
ployees prepared for the holidays, Bear
Stearns received bleak news. An email
from Pimco, the influential bond fund,
said it had become uneasy about the fi-
nancial sector in general. And the fund
wanted to immediately unwind several
billion dollars of trades it had agreed to
with Bear Stearns.

“This doesn’t make any sense,” Jim
Egan, Bear Stearns’s co-head of global
sales, said in a hastily arranged confer-
ence call with William De Leon, a Pimco
risk manager, and William Powers, a
Bear Stearns alumnus and Pimco man-
aging director. How could a snap deci-
sion throw cold water on such a long-
standing relationship with such little
warning? If Pimco planned to take such
drastic action, Mr. Egan and his col-
leagues added, the decision should be
made “corner office to corner office.”

Messrs. De Leon and Powers ulti-
mately agreed to hold off on dramatic
moves until January, when they’d have a
chance to sit down with senior Bear
Stearnsexecutives.Butbeforehangingup,
Mr.Powersissuedastern,iffamiliar,warn-
ing: “You need to raise equity,” he said.

Many Bear Stearns veterans began
pushing hard for Mr. Cayne’s ouster, ar-
guing the firm needed a more engaged
leader. The dissatisfaction had been
building since the summer. It grew af-
ter a Nov. 1 story in The Wall Street Jour-
nal documenting Mr. Cayne’s frequent
absences from the office for golf and
bridge during the worst of the sum-

mer’s hedge-fund crisis. The arti-
cle also mentioned that Mr.
Cayne had used marijuana in the
past. He told employees in an
email the same day that he
hadn’t “engaged in inappropri-
ate conduct.”

Mr. Schwartz was reluctant to
push Mr. Cayne out. He had led
the company through some great
years, Mr. Schwartz believed,
and could be trusted to step
down on his own.

“Stand calm,” he told the pro-
testers. “We’ve got it under con-
trol.”

Several top managers began
joking that they should hold a
sit-in in Mr. Schwartz’s 42nd-
floor office until he agreed to un-
seat Mr. Cayne as CEO.

Investors were growing impa-
tient, too. Bear Stearns’s fourth-
largest shareholder—Bruce Sher-
man, chief executive of money
manager Private Capital Manage-

ment Inc.—was agitating for a change
at the top.

Shortly after the New Year, Mr.
Schwartz stopped by Mr. Cayne’s of-
fice. The pressure inside and outside of
the firm for his departure had become
too great, he told his boss. It was time
to move on.

Continued from Page One
n Today: Missed Opportunities.

As the firm’s fortunes spiraled
downward, executives
squabbled over raising capital
and cutting its inventory of
mortgages.

n Part Two: Run on the Bank.
Executives believed they were
about to turn a corner, but
rumors and fear sent clients,
trading partners and lenders
fleeing.

n Part Three: Deal or No Deal?
The Fed pressured Bear
Stearns to sell itself, but a
misstep in the hastily drawn
agreement nearly scuttled the
deal.

Missed Opportunities Haunt the Final Days of Bear Stearns
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Germany Picks Up Scent of Profit in Solving Naples’s Trash Crisis

An August conference call fails to calm investors.

Alan Schwartz tells James Cayne he needs to step
down as CEO.

THE FALL OF BEAR STEARNS

‘Ace’ Greenberg argues to dump mortgage inventory.

ONLINE TODAY: Review biographical
details of the major players in the Bear
Stearns deal and see complete coverage
of the deal and the credit crunch, at
WSJ.com/BearStearns.

By Stacy Meichtry

And Almut Schoenfeld

On Friday, a train pulled into a depot
in Hamburg delivering 500 metric tons
of Italy’s latest export: trash.

Rotting tomatoes, espresso grinds,
deflated soccer balls—the cargo was a
mere sampling of the rivers of garbage
that has choked the streets of Naples
and its surrounding villages for months,
making it a stinking symbol of national
shame in Italy.

In the well-manicured environs of
Hamburg, however, the trash received
the warmest of welcomes. “This looks
quite good to us,” said Rüdiger Siechau,
chief executive of Stadtreinigung Ham-
burg, a state-owned waste-manage-
ment company that Naples has tapped
to make its trash problem go away.

The Hamburg plant is just one of sev-
eral incinerators across Germany that
have recently cut deals with the Italian
government to burn up to 200,000 tons
of Neapolitan rubbish, generating
power, some carbon-dioxide emissions
and plenty of cash.

In Europe, throwing out trash has be-
come big business. According to a
March report by the European Topic

Centre on Resource and Waste Manage-
ment, about 15% of the continent’s haz-
ardous trash, or 8.6 million tons, was
disposed of outside its country of ori-
gin in 2003, the latest year for which fig-
ures are available.

Ninety percent of that traffic took
place within the European Union, as cit-
ies with too much trash opened up their
wallets to foreign plants willing to make
room for the unwanted rubbish, much
of it hazardous. Plants in northern Ger-
many charge between Œ150 and Œ250
($237 to $394) to incinerate one ton of
waste, estimates Christian Fischer, a
waste-management analyst who co-au-
thored the March report.

For an industry that thrives on clean-
ing up after others, the southern port
city of Naples is a goldmine. Dumps in
and around the city have been operat-
ing under a state of emergency for
years as residents blocked efforts to
build incinerators near their homes. As
politicians bickered, pressure on Na-
ples’s brimming landfills mounted.

There has been little sympathy for
Naples in Italy’s wealthier north, where
resentment toward the troubled city
runs high. When former Prime Minister
Romano Prodi raised the specter of find-

ing a home for Naples’s trash in North-
ern Italy earlier this year, a regional gov-
ernor told him: “Not one kilo.”

By January the city’s beleaguered
dumps reached their limit and, like a
sleeping Vesuvius, erupted in the form
of shoulder-high mounds of refuse that
flowed into the streets, drawing armies
of rats and protesters. Angry Neapoli-
tans began to blockade traffic with the
garbage, burning the giant heaps and re-
leasing hazardous fumes.

Exacerbating the stalemate is Na-
ples’s mob, the Camorra. For years, it
has stuffed the city’s landfills with
trash illegally procured from northern
cities. The Camorra has grabbed an
even larger share of the city’s garbage-
hauling contracts after vetting stan-
dards were relaxed to cope with the cur-
rent crisis.

Last week, Prime Minister Silvio Ber-
lusconi held his first cabinet meeting
since his election in April in Naples to
show his determination to tackle the cri-
sis. Mr. Berlusconi appointed a trash
czar to come up with solutions and also
ordered Italy’s military into Naples to
guard the cleanup efforts.

Mr.Berlusconi’s planalso callsforthe
constructionofthecity’sfirsttrashincin-

erator and the addition of new garbage
dumps. Those moves, however, have fur-
ther stoked public anger leading to
clashes between protesters and police
over the weekend.

Moreover, the planned overhaul
doesn’t solve the more immediate di-
lemma of finding a place for the trash al-
ready piled up in city streets. “The sys-
tem is completely paralyzed,” says Ro-
sanna Laraia, head of waste manage-
ment in Italy’s Ministry for the Environ-
ment.

Germany’s incinerators offer a con-
venient stop gap. The Italian govern-
ment approached Germany for assis-
tance in February, according to Mr.
Siechau. Officials from German waste-
management companies quickly began
calculating how much room Germany
had for Naples’ trash and how to get it
there.

Spare storage space was measured,
and transport options were weighed.
Shipping the trash on boats, Mr.
Siechau said, was cheap but impracti-
cal. “Not enough boats,” he said.

Hauling the rubbish to Germany by
train was a more delicate operation: Al-
though household trash bound for incin-
eration isn’t classified as strictly haz-

ardous, such garbage is troublesome
enough to require permission from EU
countries to cross their borders. That
meant involving Austria, which bor-
ders Italy and Germany, in the negotia-
tions, Mr. Siechau said.

After months of talks a deal was
reached to ship 200,000 tons of Neapoli-
tan trash to Germany. That sum is equiv-
alent to the amount of trash burned at
an average-size incineration plant in
one year, says Mr. Fischer, the waste-
management analyst.

The Hamburg plant will receive
30,000 tons of trash from Naples over a
10-week period. Mr. Siechau said the
plant was charging more than Œ100 per
ton. It wasn’t clear who was paying; the
waste-management company said only
that negotiations with the Italians took
place at both the national and city level.

At a news conference in Hamburg ar-
ranged to greet the arrival of the first
shipment on Friday, plant officials
were full of praise for the smelly cargo.
The plant will burn the trash at tempera-
tures of up to 1,000 degrees Celsius, Mr.
Siechau noted, creating water vapor to
heat Hamburg homes.
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As the market lost faith in Bear Stearns, the annual cost of insuring
$10 million of the firm’s debt against default for five years soared. 

Source: Markit Group

From left, Bear
Stearns CEO Alan 
Schwartz; Timothy 
Geithner, president 
of the Federal 
Reserve Bank of
New York; and J.P.
Morgan Chase CEO 
James Dimon 
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Fear, Rumors Touched Off
Fatal Run on Bear Stearns
Executives Swung From Hope to Despair in the Space of a Week

Durable-Goods Orders
Seen Lower in April

In antitrust settlement,
Realtors agree to open
home listings to online
discounters. Page B1
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By Kate Kelly

Bear Stearns Cos. plans to
turn over documents to securi-
ties regulators showing that sev-
eral financial giants, including
Goldman Sachs Group Inc., Cita-
del Investment Group and Paul-
son & Co., slashed their exposure
to the securities firm in the
weeks before its collapse.

The Securities and Exchange
Commission,aspartofanongoing
inquiry into the events surround-
ing Bear Stearns’s implosion in
March, has sought and will exam-
ine these trading records, people
familiar with the matter say. The
SEC is expected to use the data to
determinewhetheranytradingac-
tivity was improperly coordi-
nated in any way, constituted ma-
nipulation or otherwise contrib-
uted to Bear Stearns’s collapse.

The trading records, which
were reviewed by The Wall
Street Journal, open a window
into the frenzied selling that

came amid a bank run on Bear
Stearns in early to mid-March. In
the three weeks preceding Bear
Stearns’s collapse, Goldman, Cit-
adel and Paulson exited about
400 trades where Bear Stearns
was the trading partner, more

than any other firms did, the
data show. The SEC has asked
Bear Stearns to highlight any un-
usual activity in the trading docu-
ments, which Bear Stearns is ex-
pected to do soon, according to
people familiar with the matter.

The documents don’t suggest
any improper activity. There
couldbe manyreasons why hedge
funds and others wanted to limit

their exposure to Bear Stearns.
And some financial players, in-
cludingGoldman,simultaneously
increased trading exposure to
Bear Stearns on some deals even
as they cut their risk on others.

AnySECcaseallegingmanipu-
lation wouldn’t be easy to prove
because of the complexity of the
trades and because there were
widespread concerns about Bear
Stearns’s health in the market.
Representatives of the SEC, Bear
Stearns, Goldman, Citadel and
Paulson declined to comment.

The SEC already has sent
broad document and data re-
quests to a number of hedge funds
as part of its informal inquiry into
whetherthere was insidertrading
or market manipulation of Bear
Stearns, people familiar with the
matter say. They say the requests
were broad and sought trading
data, including short positions—
bets on a decline in a security—

Please turn to page A12

By Yaroslav Trofimov

MURDUNNA, Australia—As
theshrieking black devil snapped
its razor-sharp teeth, Chrissy
Pukk gently checked its
neck for soft lumps.
Finding none, she
let the animal go.

“You’ve got to
c a l m d o w n ,
Queenie,” she
whispered. “Next
time, you’ll pick a
fight with some-
one wrong, and
end up dead.”

Tasmanian dev-
ils—marsupials the
size of small dogs that
are unique to the Australian is-
land of Tasmania—have earned
their name for hair-raising
growling and a propensity to
brawl over carrion. (In real life,
the carnivores bear little resem-
blance to the Looney Tunes char-

acter Taz.)
Now, their violent behavior is

pushing them to the brink of ex-
tinction. It also is spurring Aus-
tralian authorities to experiment
with isolating the devils in an

area that once housed others
in trouble for aggres-

sive conduct: the Tas-
man-Forestier Pen-

insula.
The lumps that

Ms. Pukk, a zoolo-
gist with Tasma-
nia’s wildlife de-

partment, was
looking for in exam-

ining Queenie are
the telltale symptoms

of what is believed to be
the world’s only lethal conta-
gious cancer, the devil facial tu-
mor disease. This fast-spreading
illness, first encountered about
a decade ago, has wiped out
about half of Tasmania’s 150,000

Please turn to page A14

Follow the news all day at WSJ.com

SEC Will Scour Bear Trading Data
Documents Reveal Who Was Exiting Deals in Final Days

Orders for durable goods,
big-ticket items ranging
from cars to computers, are
expected to have dropped
2% in April after rising 0.1%
in March. Commerce Depart-
ment, 8:30 a.m. EDT.

Digital-video-recorder maker
TiVo posts first-quarter re-
sults after the market close.

Realtors Settlement

Tasmanian devil
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By José de Córdoba

BOGOTÁ, Colombia—Last No-
vember, a guerrilla commander
in the jungles of Colombia wrote
a despairing note to his superior,
the legendary guerrilla leader
known as Manuel Marulanda.

“The [army] operation doesn’t
let up. The number of troops is
enormous,” wrote Iván Márquez.
“Sometimes we eat once a day.”

Mr.Márquez’sflaggingmorale,
andthatofthebroaderRevolution-
ary Armed Forces of Colombia
rebel group, known as the FARC,
has probably deteriorated much
further in the past few months.
This past weekend, it emerged
that Mr. Marulanda, whose given
nameisPedro AntonioMarín,died
of an apparent heart attack in late
March. He was the FARC’s leader
for four decades.

Mr. Marulanda’s death is only
the latest blow to the FARC,
Latin America’s oldest and big-
gest insurgency. Having been at
the gates of Bogotá just five
years ago, the group finds itself
on the run from an invigorated
Colombian military that runs
nightly bombing missions. By
most estimates, the rebels’
ranks have fallen from an esti-
mated 18,000 fighters to about
half that level—ravaged by deser-
tions. The group’s command and
control structure has been dis-
rupted to the point where rebels
hardly ever use mobile phones
for fear of being overheard, rely-
ing instead on a system they
used in 1964: couriers on foot.

The turnaround is a triumph
for Colombia’s military and Presi-
dent Alvaro Uribe. A driven man
whose father was killed by the
FARC in a botched kidnap at-
tempt in 1983, Mr. Uribe was
elected Colombia’s president in
2002 and vowed to bring the
Communist group and other in-
surgents to heel. His success on
that score is a big reason why his
approval ratings top 85%.

It is also a largely unsung vic-
tory for the U.S., which has lav-
ished nearly $4 billion in mostly
military aid on Colombia during
the past five years and helped re-
tool the country’s army from a
demoralized and static force
into a powerful fighting ma-
chine. At a time when the U.S.

Please turn to page A14
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Preservation Effort Keeps the Critters

In Seclusion to Combat Contagious Cancer

By Kate Kelly

The 40 top Bear Stearns Cos.
executives listening to Alan
Schwartz over lunch had spent
the morning of March 13 watch-
ing the firm’s stock plunge. Ru-
mor on Wall Street had it Bear
Stearns was strapped for cash.

The chief executive, sur-
rounded by the comforting lus-
ter of wood paneling
in a 12th-floor dining
room, calmly assured
his lieutenants that
Bear Stearns would
weather the storm.

“This,” he said, “is a whole lot
of noise.”

Out in the audience, Michael
Minikes wasn’t so sure. The
65-year-old Bear Stearns vet-
eran had spent much of that
week fielding calls from worried
clients. Some had yanked large
sums from their Bear Stearns ac-
counts. The worst news had
come when Renaissance Technol-
ogies Corp., a major hedge fund
and trading client, said it was

shifting more than $5 billion to
competitors.

“Do you have any idea what is
going on?” Mr. Minikes asked,
cutting off his boss. “Our cash is
flying out the door. Our clients
are leaving us.”

It was the beginning of a
frantic 72 hours that would
bring the Wall Street firm to
its knees and threaten the sta-

bility of the global fi-
nancial system. Inter-
views with more than
two dozen current
and former Bear

Stearns executives, directors,
traders and others involved
show how quickly a company
that took 85 years to build
could unravel.

By the end of business that
Thursday, so many clients had
pulled their money from Bear
Stearns that the firm had run
through $15 billion in cash re-
serves. Lenders such as Fidelity
Investments were refusing to re-
plenish the financing Bear
Stearns needed to open the next

morning. Fellow brokerages
Deutsche Bank AG, Goldman
Sachs Group Inc. and others
were being inundated by re-
quests from clients who wanted
to get out of trades with Bear
Stearns.

By 7 p.m., things had got-
ten so bad that Mr. Schwartz
interrupted J.P. Morgan Chase
& Co. CEO James Dimon’s
52nd birthday celebration to
gauge his interest in buying
Bear Stearns.

The brokerage’s sudden fall
was a stark reminder of the fra-
gility and ferocity of a financial
system built to a remarkable de-
gree on trust. Billions of dollars
in securities are traded each
day with nothing more than an
implicit agreement that trading
partners will pay up when
asked. When investors became
concerned that Bear Stearns
wouldn’t be able to settle its
trades with clients, that confi-
dence evaporated in a flash.

Trading partners, eager to
Please turn to page A13

i i i

Business&Finance

The records cast
light on the frenzied
selling that preceded
the firm’s collapse.

TODAY’S AGENDA

SOUTHERN FRONT

Rebels Flail
In Colombia
After Death
Of Leader

Exxon Mobil CEO
and Chairman
Rex Tillerson
could face vocal
shareholders at
the oil company’s
annual meeting in
Dallas amid criticism he is
not sufficiently preparing for
challenges and amid a push
to separate the two top jobs.

B ear Stearns plans to turn
over documents to the

SEC showing that several fi-
nancial giants, including Gold-
man Sachs, Citadel Investment
and Paulson & Co., slashed
their exposure to Bear in the
weeks before its collapse.
The three firms exited about
400 trades where Bear was the
trading partner, more than any
other firms did, data show. A1

n Investors are pressuring
lenders to take back home
loans that default unusually
fast or contained mistakes
or fraud, the result of provi-
sions in many loan sales. C1

n Home prices fell 14.1% in the
first quarter from a year earli-
er, the S&P/Case-Shiller index
found. New-home sales rose
3.3% in April from March. A3
n The Justice Department
settled an antitrust suit against
the National Association of
Realtors over how listings are
displayed on the Internet. B1

n The Dow industrials rose
68.72 points to 12548.35, while
crude settled at an eight-day
low. Oil fell $3.34 to $128.85
as traders took profits. C1, C18

n Moody’s employees may be
fired if the firm finds that
errors in calculating credit
ratings were covered up. C1

n Vodafone named Deputy
CEO Vittorio Colao to succeed
CEO Arun Sarin, who will step
down in July. Vodafone posted
a fiscal-year profit. B1, C18

n Japan’s Takeda signed a
technology deal with Alny-
lam that could earn the U.S.
company up to $1 billion. B3

n InBev’s potential bid for An-
heuser could face resistance
from Anheuser employees and
U.S. politicians. InBev’s shares
continued to fall. B4, C2, B1

n MTN and Reliance agreed
in principle to a reverse take-
over under which Reliance
would bid for MTN, which
would end up with control. B6

n U.S. thrifts lost $617 million
in the first quarter as they
set aside a record $7.6 billion
for expected loan losses. C8
n Bank of Montreal and Bank
of Nova Scotia posted profit
drops and sharply increased
their credit-loss provisions. B4

n Borders posted a narrower
loss, while revenue fell slight-
ly. The bookseller said it will
continue to cut costs. B7

n Mattel and MGA gave con-
flicting accounts of the origin
of MGA’s Bratz doll as an intel-
lectual-property trial began. B3

n Germany backed a state’s
ability to block significant
strategic decisions at VW, a
view at odds with the EU. B5

n Bank of America will raise
its China Construction Bank
stake by about $1.86 billion,
a sign of confidence in one
of China’s largest lenders. C3

n JetBlue said it will defer
deliveries of 21 Airbus jetlin-
ers for up to five years in a
bid to preserve liquidity. B2

n Suzlon’s CEO resigned amid
questions about the wind-tur-
bine maker’s rapid growth. B6

n Sun Hung Kai’s chairman
was ousted by his two young-
er brothers, who named their
mother as chairman of the
Hong Kong developer. C14

n Microsoft gave a demon-
stration of its next Windows
operating system, which offers
touch-screen technology. B3
n Microsoft plans to an-
nounce a sponsorship deal
with the Seattle Sounders of
Major League Soccer. B7

THE FALL OF
BEAR STEARNS
Second of Three Parts
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World-Wide

n McCain said he would cut
the U.S. nuclear arsenal.
The likely Republican nomi-
nee also promised to pursue
a binding arms-control treaty
with Russia and a ban on the
production of nuclear weap-
ons-grade material, as he
worked to soften his image
as a hard-line supporter of
the Iraq war. The Arizona sena-
tor vowed not to support new
weapons systems unless they
were “absolutely essential.” A4

McCain aides called the speech
a break with Bush, as the can-
didate seeks to distance himself
from an unpopular president.

n The Supreme Court ruled
that civil-rights laws protect
workers who face retaliation
for complaining about discrim-
ination against colleagues. A3

n Chinese officials began
evacuating tens of thousands
of people from areas threat-
ened by flooding because of
quake-induced landslides. A8
n A U.S. official urged China
to improve its rights record
ahead of the Olympics, as the
two sides held their first talks
on the issue since 2002. A13
n Taiwan’s ruling-party chief
met with a top Communist
Party official on a China visit
to promote economic ties.

n Myanmar dissidents held
their first significant protest
since the cyclone, as the junta
extended opposition leader
Suu Kyi’s house arrest. A6

n The number of U.S. troops
diagnosed with post-trau-
matic stress disorder after
serving in Iraq and Afghani-
stan jumped 46% last year. A14
n A car bomb in northern Iraq
killed four civilians, hours af-
ter an insurgent group warned
of retaliation for a U.S.-Iraqi
security crackdown in Mosul.

n Pentagon auditors said
they have been unable to over-
see tens of billions of dollars
in military spending because
of manpower shortfalls. A2

n Roadside bombing and
insurgent attacks killed 24
people in Afghanistan, includ-
ing 13 police officers. A10

n The CIA is still trying to cap-
ture or kill bin Laden but also
is interested in his eventual suc-
cessor, the agency chief said.

n Foreign-aid workers and
peacekeepers were accused of
sexual abuse of children in war
zones and disaster areas. A10

n The percentage of kids in
the U.S. who are overweight or
obese may be leveling off after
25 years, the CDC said. A2

n Israeli officials said rock-
ets and weapons with Iranian
identification are making their
way into Gaza and Lebanon.
n A U.S. businessman said
he handed Olmert cash-stuffed
envelopes, in a probe of Israeli
campaign contributions. A10

n Nepal is set to formally
abolish its monarchy, meeting
a key demand of rebels who
fought a long insurgency.

n A top Russian general
warned that Moscow will re-
spond to U.S. missile-defense
plans with countermeasures.

n Texas authorities said fam-
ilies of children seized from a
polygamist sect could flee the
state if they regain custody.

n A former Argentine officer
went on trial on charges he tor-
tured and killed dissidents. A10

n A Dutch shipper is negotiat-
ing with pirates after a freighter
was hijacked off Somalia.

n Hundreds of truck drivers
jammed a main route into Lon-
don to protest fuel prices. A8

>
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avoid losses, began to disappear al-
most as quickly. That further fueled
rumors of trouble. Some partners,
spotting a chance to profit, made bets
against Bear Stearns, helping acceler-
ate its demise. Regulators have been
investigating whether there was a co-
ordinated effort to fan negative ru-
mors by those betting on Bear
Stearns’s downfall.

M
arch had begun on a
quiet note for Mr.
Schwartz. He had
spent months grap-
pling with employees
angry about Bear

Stearns’s handling of the credit crisis.
But he was heartened by the way the
firm’s first-quarter earnings were shap-
ing up: Preliminary figures indicated
that it had made profit of more than $1
a share.

Mr. Schwartz was convinced that
restive investors would calm down
when the figures were released later in
the month. In the meantime, the career
investment banker advised clients such
as Microsoft Corp. on its proposed $45
billion bid for Yahoo Inc.

On Thursday, March 6—as Bear
Stearns’s shares, which had been as
high as $131.58 in October, fell below
$70—Mr. Schwartz felt comfortable
enough to proceed with plans to speak
that evening about the telecommunica-
tions industry to the board of Verizon
Communications Inc., one of his key cli-
ents, at the luxurious Breakers hotel in
Palm Beach, Fla. He planned to stay
through the weekend, preparing for
Bear Stearns’s annual media confer-
ence, to be held at the same oceanfront
resort starting Monday.

The opening day of the conference
brought with it a cascade of bad news.
First, Moody’s Investors Service, a
credit-rating firm, downgraded a num-
ber of mortgage-backed securities is-
sued by a Bear Stearns affiliate, reflect-
ing concerns that the home loans under-
lying them were at a greater risk of de-
fault by borrowers. Bear Stearns’s
shares skidded, ending the day at
$62.30.

More quietly, Dutch financial-ser-
vices firm Rabobank Group, one of Bear
Stearns’s European lenders, told the
brokerage at about 11:30 a.m. that it
wouldn’t renew a $500 million loan
coming due later that week. That
meant Rabobank, which was concerned
about the overall market, was unlikely
to renew an additional $2 billion credit
agreement set to expire the next week.
Bear Stearns, like other securities
firms, depends on continuous loans to
fund its daily operations. Though Bear
Stearns’s overall financing from other
banks totaled $119 billion, the Ra-
bobank decision signaled that lenders
were getting antsy.

A good measure of just how pessi-
mistic Wall Street had become about
Bear Stearns that Monday was the cost
of certain private financial contracts
known as credit-default swaps—a big,
barely regulated market where one
party, for a price, assumes the risk that
a bond or loan will go bad.

On Friday, March 7, the annual cost
of a five-year contract to protect
against default on $10 million of Bear
Stearns debt rose to $458,000—a sum
far higher than what investors were
paying to insure against repayment fail-
ure by rivals such as Lehman Brothers
Holdings Inc. and Goldman.

By Monday, that contract’s cost
jumped to $626,000. Funds and other fi-
nancial players were betting that Bear
Stearns could run out of cash.

The growing gloom spurred some of

Bear Stearns’s trading partners to try
to get out of transactions with the firm.
Hedge-fund clients were calling the
New York securities branch of Deutsche
Bank to ask if the German firm, in ex-
change for a fee, would buy contracts
the funds had signed with Bear Stearns
to buy or sell securities. Deutsche Bank
agreed to many of these so-called nova-
tion requests, but charged more than
usual to do so.

Inside Bear Stearns’s Madi-
son Avenue headquarters, execu-
tives hurried to put out the fires.
Chief Financial Officer Samuel
Molinaro Jr. and his team began
phoning trading partners to
check out and quell rumors. The
executives emphasized that
Bear Stearns had plenty of cash—
about $18 billion—to work with,
leaving no shortage of money to
repay lenders or settle trading
contracts.

Down in Palm Beach, Mr.
Schwartz was worried about the
chaos back home. As he and
Walt Disney Co. CEO Robert Iger
prepared for a session the next
day, Mr. Schwartz was inter-
rupted repeatedly by visits from
colleagues and phone calls from

Manhattan seeking advice on how to
combat the mounting rumors. But Mr.
Schwartz was in a box: If he left the
conference too hastily, it would betray
panic to important, powerful clients
such as Mr. Iger and CBS Corp. CEO
Leslie Moonves. And, even if he flew
back to New York, Mr. Schwartz felt
there was little he could do.

Late in the day, Bear Stearns issued
a news release, quoting Mr. Schwartz
as saying that the company’s “balance
sheet, liquidity, and capital remain
strong.”

I
t did little good. Before Tues-
day, March 11, dawned, ING
Groep NV told Bear Stearns
that it was pulling about $500
million in financing. Staffers at
the Dutch bank said ING’s man-

agement wanted to keep their distance
until the dust settled.

As the day progressed, dire rumors
kept Bear Stearns’s traders distracted,
worrying about both their jobs and
their savings. Some had a big chunk of
their personal wealth tied up in the
firm’s stock—about half their annual bo-
nus, which comprised the bulk of their
annual compensation and took several
years to vest.

In the middle of the afternoon,
Bruce Lisman, the usually taciturn
61-year-old co-head of Bear Stearns’s
stock division, climbed atop a desk near
his fourth-floor office and demanded
his traders’ attention. “Let’s stay fo-
cused,” he bellowed. “Keep working
hard. Bear Stearns has been here a long
time, and we’re staying here. If there’s
any news, I’ll let you know, if and when I
know it.”

Amid the turmoil, Alan “Ace” Green-
berg, Bear Stearns’s 80-year-old
former boss, attempted to break the ten-
sion in a lighter way. Wearing his trade-
mark bow tie, Mr. Greenberg, who still
trades, performed magic tricks to
amuse colleagues. At their request, he
also reprised a scene from company
lore: He practiced a golf swing on the
trading floor, just as he had on Black
Monday 1987, when world markets
crashed. Mr. Greenberg, who doesn’t
play the game, had famously pretended
to swing a club and loudly announced
he was taking the next day off.

There was nothing that could ease
the anxiety of clients and trading part-

ners worried about what would happen
if their money got locked up in a failing
company. Adage Capital Management
pulled some of their money out of Bear
Stearns’s prime-brokerage division,
which lends money and processes
trades for large clients.

Hedge funds flooded Credit Suisse
Group’s brokerage unit with requests to
take over trades opposite Bear Stearns.
In a blast email sent out that afternoon,
Credit Suisse stock and bond traders
were told that all such novation re-
quests involving Bear Stearns and any
other “exceptions” to normal business
required the approval of credit-risk
managers.

A distorted version of the directive
got around to traders at other firms,
who began telling associates that
Credit Suisse’s internal memo warned
its traders not to engage in any transac-
tions with Bear Stearns.

Bear Stearns executives believed an-
other public statement was needed. Ar-
rangements were made for Mr.
Schwartz to appear from Florida on
business network CNBC.

Minutes after 9 a.m. on Wednesday,
Mr. Schwartz told the cable-TV audi-
ence, “Some people could speculate
that Bear Stearns might have some
problems…since we’re a significant
player in the mortgage business. None
of those speculations are true.”

But before he could get through his
talking points—which included men-
tioning the firm’s strong cash re-
serves and indicating to investors
that Bear Stearns would have a profit-
able first quarter—Mr. Schwartz was
interrupted by breaking news from
New York: Gov. Eliot Spitzer, having
been linked to patronizing prosti-
tutes, was resigning. Mr. Schwartz
was dismayed, but got a chance to

make his points after the
news break.

Afterward, Bear Stearns
shares wavered slightly be-
fore rising above $66, where
they stayed until midafter-
noon. But prime-brokerage cli-
ents continued to pull their
money. At midday, the CEO
flew home as planned.

Back in New York, he gath-
ered senior executives to dis-
cuss how to save the firm.
Gary Parr, a Lazard Ltd. in-
vestment banker who had
done some work for Bear
Stearns, was summoned
from the Brooklyn theater
where he was watching
Patrick Stewart play “Mac-
beth.” At intermission, he
hailed a cab and headed to
Madison Avenue.

Mr. Schwartz also called H.
Rodgin Cohen, chairman of the law firm
Sullivan & Cromwell, who was home in
Irvington, N.Y. Though Bear Stearns
hadn’t yet seen disastrous outflows of
money, Mr. Schwartz said he didn’t
know what the next day would bring. “I
should call the Fed,” Mr. Cohen re-
sponded.

At about 10:45 p.m., Mr. Cohen
called Timothy Geithner, president of
the Federal Reserve Bank of New York.
He urged the Fed to accelerate a special
program for lending to investment
banks that was set to begin March 27,
and to use its power to lend cash di-
rectly to investment banks, which

aren’t regulated by the Fed.
The latter move would allow Bear

Stearns to use its inventory of mort-
gages and the securities backed by
them as collateral to borrow from the
Fed’s discount window, which was usu-
ally reserved for short-term borrow-
ing by commercial banks. Access to
that cash would assure it could pay off
lenders and trading partners.

“I think I’ve been around long
enough to sense a very serious prob-
lem, and this seems like one,” Mr. Co-
hen told Mr. Geithner. He replied, “If
he’s worried, Alan needs to call me.”

Early Thursday morning, Mr.
Schwartz called Mr. Geithner to brief
him on the situation. But he didn’t ask
for immediate help, saying he hoped to
find longer-term financing through
other means.

Shortly before 12:30 that day, Bear
Stearns executives began to gather on
the 12th floor for a weekly lunch to dis-
cuss market issues. The group of about
20 up-and-coming managers, called
the President’s Advisory Council, had
been informed in an email that Mr.
Schwartz would be there to discuss
“the environment.”

The chief executive’s presence drew
about 20 alumni from previous coun-
cils, too. Trays of grilled chicken and
sandwiches were laid out on one side of
the room, but all eyes were on Mr.
Schwartz when he began speaking at
about 12:45 p.m.

But the air went out of his reassur-
ances after Mr. Minikes interrupted
him to complain that the firm was hem-
orrhaging cash and clients. Some of
the executives drifted out to help with
the Renaissance Technologies defec-
tion from the firm; others headed back
to the trading floor. Word got around
that D.E. Shaw & Co. was pulling about
$5 billion, joining a list of other hedge-
fund clients running for the exits.
Many at Bear Stearns spent the after-
noon paralyzed as rumors spread.

A
round 7 p.m., some of
Bear Stearns’s top execu-
tives gathered in Mr. Mo-
linaro’s sixth-floor confer-
ence room. The 50-year-
old CFO—as always, im-

maculately dressed, with his salt-and-
pepper hair just so—had come to the
firm in 1986 as an accountant and, now,
was confronting its demise.

“What are my options?” Mr. Molin-
aro asked Robert Upton, Bear Stearns’s
treasurer.

Mr. Upton recited the damage from
numbers scratched on a yellow legal
pad: Since the previous Friday, the firm
had nearly exhausted its $18.3 billion in
cash reserves, leaving it with $5.9 bil-
lion. But it still owed Citigroup Inc. $2.4
billion. Mr. Molinaro buried his head in
his hands. Mr. Schwartz looked ashen
and left abruptly.

Just a few blocks away on East 48th
Street, Mr. Dimon, the J.P. Morgan CEO,
was celebrating his birthday with his
family at the Greek restaurant Avra.
The banker, who could be painfully
blunt, was annoyed when his cellphone
rang. It was reserved only for immedi-
ate family and business emergencies.
Reluctantly, he picked up.

It was Mr. Parr, the Lazard banker
representing Bear Stearns. He asked if
Mr. Dimon could speak with Mr.
Schwartz. Moments later, Mr. Schwartz
called. “Let’s do something,” he told
Mr. Dimon, who was now on the side-
walk outside. Mr. Dimon couldn’t
fathom making a deal that night, but he
agreed to try to help.

Bear Stearns’s offices were then fill-
ing up with lawyers. The firm’s usual
corporate counsel, Cadwalader, Wicker-
sham & Taft LLP, sent over a large team,
and dozens of bankruptcy specialists
were also called in. The attorneys
fanned out over a suite of rooms on the
sixth floor: One large group prepared a
bankruptcy filing; the other worked on
various rescue scenarios involving
cash infusions from other parties.

Mr. Schwartz arranged an emer-
gency board meeting to brief directors
that Thursday night. It was late, so
most phoned in. James Cayne, who’d re-
mained as chairman after stepping
down as CEO Jan. 8, missed part of the
discussion because he was playing in a
bridge tournament at a Detroit hotel.

Directors authorized an emergency
bankruptcy filing, but Mr. Schwartz
still held out hope that a rescue could
be arranged. A bankruptcy filing for
Bear Stearns—with its nearly 400 dif-
ferent subsidiaries—would be im-
mensely complicated. If the firm could
make it through Friday, executives be-
lieved, they could come up with a more
tenable fix to their problems.

Around midnight, Matt Zames, a se-
nior J.P. Morgan trader, arrived with a
team to look over Bear Stearns’s books.
The group appeared stunned by its fi-
nancial position. “We need to talk to the
Fed,” said Mr. Zames. “Where are
they?” Bear Stearns officials directed
them down the hall to the firm’s legal li-
brary, where officials from the New
York Fed had been gathered for several
hours.

Back in Mr. Molinaro’s sixth-floor
conference room, he and Mr. Schwartz,
who hadn’t had time for dinner, ate
slices of cold pizza out of the box under
a picture recalling flush times: A litho-
graph of The Wall Street Journal
marked the day in 1999 that the Dow
Jones Industrial Average hit 10,000
with the headline, “If This Is a Bubble, It
Sure Is Hard to Pop.”

By early Friday morning
March 14, Bear Stearns’s man-
agers were running out of
steam. No clear solution had yet
emerged. It appeared to some
that the firm might go under
that day. Bear Stearns’s financ-
ing team—whose job it was to re-
plenish the firm’s operational
funding by making new lending
agreements each morning—be-
gan dutifully dialing creditors.
On the sixth floor, there was talk
of ordering breakfast from
Dunkin’ Donuts.

At 5 a.m., Mr. Geithner con-
vened a conference call with top
government officials, including
Federal Reserve Chairman Ben
Bernanke and Treasury Secre-
tary Henry Paulson Jr., to dis-
cuss the fallout from allowing
the brokerage to collapse. They
saw ripples spreading to thou-
sands of firms world-wide that
would involve trillions of dollars

and take days to sort out. As the meet-
ing wore on past the hour mark, Mr. Gei-
thner warned that time was running
out. Certain important credit markets
were about to open. “What’s it going to
be?” he demanded.

At about 6:45 a.m., Bear Stearns offi-
cials received an email from Stephen
Cutler, J.P. Morgan’s general counsel. It
was the draft of a news release announc-
ing that the bank had agreed to provide
Bear Stearns with financing “as neces-
sary” for up to 28 days.

The money underwriting the rescue
was coming from the Fed, which was
also bearing the risk of the loan. It was
the first time since the Great Depres-
sion that the Fed had made a loan like
this to an entity other than a bank. It
would provide the bailout through J.P.
Morgan, because as a commercial bank
the firm already had access to the Fed’s
discount window and was under the
central bank’s supervision.

Inside the sixth-floor conference
room where Messrs. Molinaro, Upton
and others had huddled, executives
cheered and exchanged high-fives.
They thought they had four weeks to
sort out their problems.

— Greg Ip contributed
to this article.

Continued from Page One
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Troubles interrupt Alan Schwartz’s meeting with
Disney’s Robert Iger.

Fear and Rumors Touched Off Fatal Run on Bear Stearns

Pleas from Bear end James Dimon’s birthday dinner.

n Part One: Missed
Opportunities. As the firm’s
fortunes spiraled downward,
executives squabbled over
raising capital and cutting its
inventory of mortgages.

n Today: Run on the Bank.
Executives believed they were
about to turn a corner, but
rumors and fear sent clients,
trading partners and lenders
fleeing.

n Part Three: Deal or No Deal?
The Fed pressured Bear
Stearns to sell itself, but a
misstep in the hastily drawn
agreement nearly scuttled the
deal.

By Bob Davis

WASHINGTON—The Inter-
American Development Bank
said it would create a $500 mil-
lion credit line to help Latin
American nations limit the ef-
fects of rising food prices.

The loans will be used to help
the poor pay for food and help
governments increase agricul-
tural productivity.

“Multilateral institutions
overestimated thedegree of agri-
cultural development” around
the world, said IADB Vice Presi-
dent Otaviano Canuto. Now they
aretryingtomakeupforpastmis-
takes. The World Bank, for in-
stance, has said it is nearly dou-
blingitsagriculturallendingtoAf-
rica to $800 million next year.

LatinAmerica,asawhole,pro-
duces 30% more food than the re-
gion consumes, said IADB Presi-
dent Luis Alberto Moreno. Grain-
exporters in Brazil, Argentina
andelsewherehaveprofitedfrom
the rise in prices, but outside the

megafarms of Brazil and other
producers, much of the agricul-
tural production is hampered by
small plots, stunted irrigation,
poor roads and other infrastruc-
ture needs. Latin American coun-
tries could tap the credit line for
infrastructure projects.

Some nations in the Carib-
bean and Central America—par-
ticularly Haiti—that import both

foodandfuelarestruggling.Asus-
tained price increase of 30% in six
food staples—wheat, corn, beef,
soy, sugar and rice—could push
26 million people in Latin Amer-
ica into “extreme poverty,” the
IADB estimated. Extreme pov-
erty is defined as living on less
than $1 a day.

Countries could also use the

IADB credit line to boost subsi-
dies for the poor. Generally, the
IADB and the World Bank are urg-
ing governments to make use of
conditional cash-transfer pro-
grams, in which families receive
paymentsformeetingcertaincon-
ditions,suchassendingtheirkids
to school and having them vacci-
nated. Payments under the pro-
grams, which were pioneered in
Mexico and Brazil, and have
spreadtomore than30countries,
are targeted to the poor.

On Monday, Mexico’s govern-
mentsaiditwouldboostcashsub-
sides to about 26 million poor
Mexicans, about one-fourth of
the population, to offset higher
food prices. On Sunday, Mexico
ended tariffs on wheat, corn and
rice as a way to keep prices lower.

Lastmonth,Haiti’sprimemin-
ister resigned after rioting in the
country’s capital over higher
prices for staples like rice. The
IADB says it has made about $25
millioningrantsavailabletoHaiti
to address the food problem.

U.S. Urges China to Act on Rights

Bruce Lisman climbs on a desk to calm his traders.

THE FALL OF BEAR STEARNS

Series at a Glance

ONLINE TODAY: Review biographical
details of major players in the Bear
Stearns deal, read the first article in this
series and see complete coverage of the
deal, at WSJ.com/BearStearns.

IADB Sets Food Aid for Latin America

The loans will be
used to help the

poor pay for food.

By Rebecca Blumenstein

BEIJING—A senior U.S. offi-
cial urged China to improve its hu-
man-rights record ahead of the
Olympic Games in August, as the
two nations held their first offi-
cial dialogue on human rights in
six years.

David Kramer, a newly ap-
pointed State Department assis-
tant secretary who heads the Bu-
reau of Democracy, Human
Rights and Labor, told his Chinese
counterparts in a meeting in
Beijing Monday that the U.S. is
hoping “in the not too distant fu-
ture” to see some signs of
progress, Mr. Kramer told report-
ers at a briefing Tuesday.

“We view the Olympics as a
chance for China to put its best
foot forward,” said Mr. Kramer,
noting that President Bush will at-
tend the Games. “There is an op-
portunity for our Chinese col-
leagues to seize, and we hope
they will do so.”

The meeting represents the

first time China and the U.S. have
held formal talks on the thorny is-
sue of human rights since 2002,
when they broke down because of
a lack of progress. In the meeting
Monday, U.S. officials said Chi-
nese representatives took “copi-
ous notes” when the Americans
went through a list of issues rang-
ing from press and Internet free-
doms to the arrest of political pris-
oners and China’s handling of un-
rest in Tibetan areas.

Mr. Kramer praised the Chi-
nese for moving forward with the
dialogue, held in the wake of the
deadly May 12 earthquake in Si-
chuan province. He also praised
what he called a “remarkable”
government response to that di-
saster, which has claimed more
than 67,000 lives and left more
than 20,000 others missing as of
Tuesday. “It represents a model
for many countries to follow,” he
said.

China’s willingness to re-en-
gage over human rights is seen
partly as a gesture to address criti-

cism ahead of the Olympics. It has
been welcomed by the U.S. State
Department, which on March 11
removed China from its list of the
world’s worst human-rights of-
fenders. Several weeks later, riots
broke out in Lhasa in opposition
to rule by Beijing, and Chinese au-
thorities initiated a crackdown,
arresting numerous protesters
and closing off ethnic-Tibetan ar-
eas in the country’s west.

On Tuesday, Foreign Ministry
spokesman Qin Gang warned
against outside intervention on
the issue of human rights. “There
should be no double standard or
any interference in each other’s
internal affairs by making use of
the human-rights issue,” Mr. Qin
said, according to the Associated
Press.

Mr. Qin said Wu Hailong, direc-
tor-general of the Foreign Minis-
try’s international department,
told Mr. Kramer that “China is
fully confident about human
rights and human rights in China
will make even greater progress.”

A Gathering Storm…

‘Let’s Stay Focused’…

Searching for Salvation…
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Study Casts Doubt on Key Rate
WSJ Analysis Suggests Banks May Have Reported Flawed Interest Data for Libor

After Bad Bet, Sears’s
Profit Seen Plunging

By Kate Kelly

It had been a rough day, but
when Alan Schwartz headed
for home on Friday, March 14,
the Bear Stearns Cos. chief exec-
utive thought he’d have a
month to find a buyer for his
teetering firm.

A quickly con-
cocted loan, guaran-
teed by the govern-
ment for up to 28
days, allowed the brokerage to
open its doors that morning.
But its stock continued to spiral
down, its clients continued to
flee and its trading partners con-
tinued to disappear. It grew ob-
vious to Treasury Secretary
Henry Paulson Jr. that Bear
Stearns wouldn’t last the week-
end. It was time for an awkward
conversation.

Mr. Schwartz was in the dark
back seat of a car whisking him
from Manhattan to Greenwich,
Conn., when he got a call from
Mr. Paulson and New York Fed-

eral Reserve Bank President Tim-
othy Geithner.

“You need to have a deal by
Sunday night,” said Mr. Paulson,
a seasoned former Wall Street ex-
ecutive.

Mr. Schwartz was stunned.
Now, with the market in shock at

Bear Stearns’s travails
and its stock price cut
to ribbons, he’d have
to find the best offer
he could to fend off

bankruptcy.
The confusion over the fi-

nancing was a testament to the
speed with which Bear Stearns
had fallen and the urgent need
government officials felt to
cushion the impact on the finan-
cial system.

At their gloomiest, regula-
tors believed a bankruptcy fil-
ing could stoke global fears,
threatening to topple other fi-
nancial institutions and to
send the Dow Jones Industrial
Average into a 2,000-point
nose dive.

The phone call to Mr.
Schwartz capped a helter-skel-
ter week—and presaged an-
other 10 days of chaos. Inter-
views with more than two
dozen executives and others di-
rectly involved show that Bear
Stearns nearly died not once,
but twice.

That weekend, the firm
agreed to sell itself to J.P. Mor-
gan Chase & Co. for a mere $2 a
share after Mr. Paulson person-
ally urged the bank to cut a
higher bid. But a single clause
tucked in the 74-page deal agree-
ment set off a series of increas-
ingly dire events that nearly
scuttled the rescue brokered
and financed by the Fed.

At one point, J.P. Morgan
threatened to pull financing it
had promised to provide for
Bear Stearns. In turn, Bear
Stearns executives considered
suing J.P. Morgan, and the firm
nearly was forced to liquidate
its assets. Finally, Bear Stearns

Please turn to page A14

By Ana Campoy

And Leslie Eaton

In a move that may fuel infla-
tion in consumer goods ranging
from plastic wrap to diapers to
food, Dow Chemical Co. said it
will boost prices of its products
by as much as 20% because of
soaring energy prices.

Dow Chemical, one of the larg-
est chemical manufacturers in
the world, uses oil-based prod-
ucts and natural gas as raw mate-
rials and is also a heavy user of
energy to power its manufactur-
ing plants. The Midland, Mich.,
company said its oil- and gas-re-
lated costs in the first quarter
were up 42% from a year earlier.
It used Wednesday’s pricing an-
nouncement as an opportunity
to blast Washington for energy
policies it blames for those
higher costs.

Typically, spiking energy
prices don’t immediately raise
concerns about long-term infla-
tion. Food and energy are vola-
tile and so don’t show up as part
of the federal government’s mea-
sure of core inflation. Indeed,
overall consumer prices rose
3.9% in April from the year be-
fore, but the “core” rate, which
excludes food and energy, was a
tamer 2.3%.

But now there are signs that
rising oil prices, as they make
their way through the economy,
will drive up inflation, at least in
the short run. The consumer
price index will be up 5.1% in Au-
gust, J.P. Morgan economist
Michael Feroli predicts. That
would be the biggest year-over-
year increase since 1991.

Federal Reserve officials ex-
pect inflation to moderate next
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By Carrick Mollenkamp

And Mark Whitehouse

LONDON—Major banks are
contributing to the erratic behav-
ior of a crucial global lending
benchmark, a Wall Street Jour-
nal analysis shows.

The Journal analysis indi-
cates that Citigroup Inc.,
WestLB, HBOS PLC, J.P. Morgan
Chase & Co. and UBS AG are
among the banks that have been
reportingsignificantly lowerbor-
rowingcostsfortheLondoninter-
bank offered rate, or Libor, than
what another market measure
suggests they should be. Those
five banks are members of a
16-bank panel that reports rates
used to calculate Libor in dollars.

That has led Libor, which is
supposed to reflect the average
rate at which banks lend to each
other, to act as if the banking sys-
tem was doing better than it was
at critical junctures in the finan-
cial crisis. The reliability of Li-
bor is crucial to consumers and
businesses around the world, be-
cause the benchmark is used by
lenders to set interest rates on
everything from home mort-
gages to corporate loans.

Faced with suspicions by
some bankers that their rivals
have been low-balling their bor-
rowing rates to avoid looking
desperate for cash, the British
Bankers’ Association, which
oversees Libor, is expected to re-
port Friday on possible adjust-
ments to the system. That report
isn’t expected to recommend
any major changes, according to
people familiar with the associa-
tion’s deliberations.

In order to assess the borrow-
ing rates reported by the 16
banks,theJournalcrunchednum-
bers from another market that
provides a window into thefinan-
cial health of banks: the default-
insurance market. Until recently,
the cost of insuring against
banks defaulting on their debts
moved largely in tandem with Li-
bor—both rose when the market
thought banks were in trouble.

But beginning in late January,
as fears grew about possible bank
failures, the two measures began
to diverge, with reported Libor
rates failing to reflect rising de-
fault-insurancecosts,theJournal
analysis shows. The gap between
the two measures was wider for
Citigroup, Germany’s WestLB,

the United Kingdom’s HBOS, J.P.
Morgan Chase & Co. and Switzer-
land’s UBS than for the other 11
banks. One possible explanation
for the gap is that banks under-
stated their borrowing rates.

The BBA says Libor is reli-
able, and notes that the financial
crisis has caused many indica-
tors to act in unusual ways. “The
current situation is extraordi-
nary,” said BBA Chief Executive
Angela Knight in an interview. A
BBA spokesman says there is “no

indication” that the default-in-
surance market provides a more
accurate picture of banks’ bor-
rowing costs than Libor.

Representatives of the 16
banks on the Libor panel either
declined to comment, didn’t re-
spond to questions, or said they
provide accurate rates.

The Journal’s analysis
doesn’t prove that banks are ly-
ing or manipulating Libor. Ana-
lysts offer various reasons why
some banks might report Libor
rates lower than what other mar-
kets indicate. For one, since the
financial crisis began, banks
have all but stopped lending to
each other for periods of three
months or more, so their esti-
mates of how much it would cost
to borrow involve a lot of guess-
work. Also, some U.S. banks,
such as Citigroup and J.P. Mor-
gan, have ample customer depos-
its and access to loans from the
Federal Reserve, meaning they
might not need to borrow at
higher rates from other banks.

The price of default insur-
ance also isn’t a perfect indica-
tor of a bank’s credit-worthi-
ness. Data provider Markit
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Sears Holdings is expected
to post a sharp profit drop
after its bet on better year-
end sales forced heavy dis-
counting of unsold goods.

Condoleezza Rice, the U.N.’s
Ban Ki-moon and Iraq’s
Nouri al-Maliki attend a
Stockholm conference on
progress in Iraq.
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By Sudeep Reddy

HYDERABAD,India—Moham-
med Usman used to cram as
many people as possible into his
motorized rickshaw—up to eight
adults, twice the legal limit.

But not anymore. “If I put
more than one extra person, I
know I’ll get a ticket,” he says.
“The risk is too high.”

Tiny, tinny three-wheel taxis,
known as autorickshaws, are
ubiquitous in South Asia. They
are nimble, cheap and popular: A
ride costs just pennies.

But they are also dangerous,
and as Indian roads get increas-
ingly crowded, passengers are
paying with their lives. Here in
the southern state of Andhra
Pradesh, autorickshaws are in-
volved in one-third of all acci-
dents, even though they account
for only one out of every 20 vehi-
cles on the road.

So the cops are cracking

down. Police are enforcing long-
ignored laws against overcrowd-
ing, and officials are rounding up
driversfortrainingsessions.Driv-
ers must sit through an educa-
tionalvideoandviewgoryphotos—
autorickshaws crushed between
buses, and mangled on road-
sides—to qualify for a free lunch.

Severalthousand drivershave
shownupforthetrainingsofar,in-
cluding Nara Krishna Choudary,
who has piloted autorickshaws
for 25 years. But he isn’t changing
his driving habits. “If I try to stick
to the rules, I won’t get any-
where,” says Mr. Choudary, 54
years old, because “everybody
else is breaking the rules.”

The tickets, however, have
forced him to cut down on over-
crowding. “The police have be-
come very strict” about that, he
says.

Fines can take a bite out of
drivers’ pay. Tickets start at 50
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Bear Stearns Neared Collapse
Twice in Frenzied Last Days
Paulson Pushed Low-Ball Bid, Relented; a Testy Time for Dimon

DJIA 12594.03 s 45.68 0.4% NASDAQ 2486.70 s 0.2% NIKKEI 13709.44 t 1.3% DJ STOXX 50 3169.69 s 0.7% 10-YR TREAS t 23/32, yield 4.009% OIL $131.03 s $2.18 GOLD $900.50 t $7.20 EURO $1.5645 YEN 104.73

Revision to GDP Likely
To Show Gain of 0.9%
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Is This a Can of Sardines,
Or a Motorized Rickshaw?
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Indian Officials (Try To) Put a Stop

To Risky Overcrowding of Three-Wheel Taxis

0

5

10

15

20

25

30

S O N D J F M A
2007 2008

As the troubles at Bear Stearns came
to a head, market players ramped up
their bets against the company’s stock. 
Short-interest positions, in millions

Note: Data reported twice a month
Source: Factset via WSJ Market Data Group
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TODAY’S AGENDA
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Quick Shift
The 3-month dollar Libor rose 
in April after its veracity was 
questioned.

April 16: Wall Street 
Journal reports 
doubts about Libor
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Economists see
preliminary first-
quarter gross do-
mestic product
growth revised
up to a 0.9% gain
from 0.6% in the
advance report, as new data
suggest the economy is hold-
ing up better than many
thought. Commerce Dept., 8:30
a.m. EDT.

D ow Chemical said it will
boost prices of its prod-

ucts by up to 20%, citing soar-
ing energy prices, a move
that may fuel inflation in con-
sumer goods. The company,
which saw its oil- and gas-re-
lated costs jump in the first
quarter, blasted Washington
for energy policies it blames
for those higher costs. A1

n Major banks world-wide
are contributing to the Lon-
don interbank offered rate’s
erratic behavior, a Wall Street
Journal analysis shows. A1

n Deutsche Post plans to
transfer DHL’s North Ameri-
can air-parcel deliveries to
UPS and slash its U.S. network
capacity on the ground. B1

n Petroleum shipments by
the world’s top oil exporters
fell last year, despite a 57% in-
crease in prices, a trend that
looks set to continue. Crude
rose $2.18 to $131.03. A8, C8
n The Dow industrials rose
45.68 points to 12594.03 de-
spite oil’s rise. Inflation fears
sent bonds lower and yields to
their highest point this year. C1

n Bank of America said Coun-
trywide’s president won’t be in
charge of the companies’ com-
bined mortgage business. C1

n Fed Governor Mishkin will
step down Aug. 31, adding to
vacancies that may give the
next president the chance to
redraw the Fed’s leadership. A3

n Durable-goods orders fell
a less-than-expected 0.5% in
April, while a gauge of busi-
ness spending surged. A4

n GM is preparing to unveil
further restructuring mea-
sures aimed at reducing
costs and conserving cash. B1
n Ford is looking to cut over
2,000 white-collar jobs in the
U.S. as the industry grapples
with declining truck sales. B2

n The CEOs of Microsoft and
Yahoo met to discuss a deal for
Yahoo’s search-ad business.
But there was no indication
that Microsoft was interested
in buying Yahoo outright. B5

n The CEOs of US Airways
and United Airlines’ parent
are scheduled to meet
Thursday to discuss their
continuing merger talks. B4

n A member of Anheuser-
Busch’s founding family said
a possible deal with InBev is a
matter of “shareholder value,”
not the family’s legacy. B3, C14

n The SEC’s staff is expected
to propose rules for credit-
ratings firms requiring a new
set of risk rankings for com-
plex financial instruments. C1

n Heinz is expected to raise
its forecasts, with growth an-
ticipated from new products
and emerging markets. B4

n Exxon shareholders re-
jected a proposal backed by
the Rockefeller family to cre-
ate an independent chairman
in a heated proxy fight. B3

n Burberry’s fiscal-year net
rose 23%, and the U.K. fash-
ion house said it is sticking to
its U.S. expansion plans. B7
n Polo’s profit jumped 41%,
aided by sales in Europe and
other overseas markets. C7

n Airbus expects high fuel
prices to spur airlines to cancel
and defer jet orders, but it still
plans to raise production. B4

n Inkjet presses by Kodak
and H-P for commercial print-
ers could challenge Xerox. B5

n Coca-Cola Enterprises
warned of lower earnings,
citing weak North American
sales of 20-ounce drinks. B8

THE FALL OF
BEAR STEARNS
Last of Three Parts

GDP

0.6%

4Q07 1Q08

0.9%

(exp.
prelim.)
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World-Wide

n Beijing declared its earth-
quake response a success.
Vice President Xi Jinping said
China would be ready to host
the Olympics despite the dev-
astation and the rebuilding
effort. Nearly 20,000 people
are still listed as missing
from the May 12 disaster,
which killed 68,000 people.
Over 150,000 people have
been evacuated from an area
threatened by rising water in
a quake-triggered lake. A9

China’s hospitals have been
severely taxed and now face
the problem of homeless
patients who won’t leave.

n White House loyalists ex-
pressed dismay at a book by
Bush’s ex-press secretary
that alleges the president en-
gaged in a “propaganda cam-
paign” to sell the Iraq war. A4

n Clinton’s advisers said
she may be willing to take
the fight over seating Florida
and Michigan delegates to
the convention floor. A6
n Obama attacked as a fail-
ure the No Child Left Behind
law, a key plank of McCain’s
education platform. A6

n Myanmar’s junta is making
good on promises to allow
more foreign relief workers
into the cyclone-devastated
country, aid agencies said. A9

n Israel’s defense minister
threatened to bring down the
government if Olmert doesn’t
resign as prime minister amid
a corruption scandal. A10
n An Israeli airstrike in
Gaza killed two Hamas gun-
men, the militant group said.

n Lebanon’s president named
Prime Minister Fouad Siniora
to head a unity government
under a deal ending 18 months
of political conflict. A10

n Iraq’s Sunni bloc said it will
suspend reconciliation talks
with the government due to a
dispute over cabinet posts.
n Maliki is expected to push
debt relief at a U.N. conference
Thursday in Stockholm. A10

n Nepal’s Parliament voted
to make the country a republic
and to ask the king to leave his
palace in the next 15 days. A14

n Pakistan’s prime minister
said he is urging the U.S. to in-
crease aid to strengthen a new
democratic government. A7

n Clashes in Thailand between
backers and opponents of the
ousted prime minister are rais-
ing concerns over stability. A7

n Iran’s parliament picked
a rival of Ahmadinejad’s as
speaker, the latest sign of dis-
content with the president. A10

n Over 100 nations agreed to
a ban on cluster bombs, but
the talks didn’t involve the
biggest users of the weapons.

n North Korea said cold
weather is affecting crop
growth, adding to concerns
about a potential food crisis.

n Same-sex couples will be
allowed to marry in Califor-
nia beginning June 17, accord-
ing to a state directive. A2

n Two commuter trains col-
lided and derailed during the
evening rush outside Boston,
injuring several people. A2

n A court in Sierra Leone in-
creased the prison terms for
two ex-militia leaders convicted
of killings and mutilation.

n Big-city residents produce
14% less carbon emissions
per capita than the U.S. aver-
age, a new study found. A2

Chemical
Prices Jump,
Fueling Fear
Of Inflation
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agreed to a price of about $10 a share,
which stockholders are poised to ap-
prove at a meeting Thursday.

B
y the time Mr. Schwartz
faced investors on a mid-
day conference call on
March 14, he had been at
the office for more than 24
tense hours.

On the call, Mr. Schwartz said that
while Bear Stearns’s cash on hand had
“deteriorated,” the funding from the
Fed, routed through J.P. Morgan, would
allow the firm to resume doing “busi-
ness as usual.” Bear Stearns had moved
its first-quarter earnings announce-
ment up from March 20 to March 17, he
added, and he felt “comfortable” with
the range of analyst estimates, some of
which placed Bear Stearns’s expected
profit at more than $1 a share. Longer
term, Mr. Schwartz added, Lazard Ltd.
had been hired to generate a possible
deal for Bear Stearns.

In fact, teams from J.P. Morgan and
J.C. Flowers & Co., the leveraged-buyout
outfit that had briefly been interested in
a stake in the company last summer,
were in the firm’s Madison Avenue of-
fices that afternoon, scouring its books.

It was painfully apparent that nei-
ther the Fed’s moves nor Mr.
Schwartz’s reassurances were having
their desired effect. The rescue was
seen in the market as a sign of weak-
ness rather than one of hope.

Bear Stearns executives had heard
rumors that some of the firm’s big cli-
ents—including Citadel Investment
Group, a powerful Chicago hedge fund—
had made big bets that Bear Stearns’s
shares would fall. The brokerage’s lead-
ers feared that word of a big player tak-
ing a so-called short position could lead
others to make the same moves, help-
ing to depress the share price further.

Early that afternoon, Citadel CEO
Kenneth Griffin called Tom Marano, the
head of Bear Stearns’s mortgage divi-
sion, to ask, “Is there anything I can
do?”

“There’s such concern that you’re
short that I wouldn’t even go there,”
Mr. Marano said.

“I’m not short,” Mr. Griffin insisted.
Any doubters could visit Citadel, he
said, and review its trading positions
themselves.

Bear Stearns’s shares continued to
fall. By day’s end, nearly 190 million of
the firm’s shares had changed
hands—17 times the daily average—
and the price had fallen 47% to $30 a
share.

B
ear Stearns Chief Financial
Officer Samuel Molinaro
Jr.—tired and in the same
suit he’d left home in 36
hours before—had
stopped at a Mobil gas sta-

tion on the Merritt Parkway for a cup of
coffee on his way home to New Canaan,
Conn., when Mr. Schwartz phoned him
that Friday night with the bad news.

Messrs. Paulson and Geithner
wanted a deal to sell Bear Stearns in
place by early Sunday evening when
Asian markets opened for business.

“You’ve got to be kidding me,” Mr.
Molinaro said. “I thought we had 28
days.”

“So did I,” Mr. Schwartz replied.
“Now we have to get a deal done this
weekend.” By 8 a.m. the next morning,
the two men were back at the office
meeting with J.P. Morgan executives.

The Bear Stearns and J.P. Morgan
buildings, less than a block from each
other, were hives of activity. As J.P. Mor-
gan and Flowers furiously conducted

due diligence, Bear Stearns’s di-
rectors met periodically through-
out the day in Mr. Molinaro’s
sixth-floor conference room.

Early that afternoon, Flowers
presented a tempting proposal: It
would buy 90% of the company
for $3 billion in cash, or roughly
$28 a share. But the deal was con-
tingent upon Flowers lining up a
consortium of lenders to provide
$20 billion to finance Bear
Stearns’s continuing operations.

Hours later, J.P. Morgan said it
might be willing to pay between
$8 and $12 a share. That would
value the company at between
$945 million and $1.4 billion.

At J.P. Morgan, more than 200
of the bank’s top managers were hold-
ing round-the-clock discussions in a
suite of offices on the eighth floor of the
bank’s Park Avenue building. Food was
brought in; executives grabbed sleep
on couches.

There were misgivings about con-
summating the lightning-quick deal,
but on Sunday morning, J.P. Morgan
sent Bear Stearns a rough draft of a
merger plan with the share price left
blank.

Shortly after 8 a.m., Mr. Schwartz
gathered the roughly 50 Bear Stearns
employees who were in the building to
help the firm’s suitors sift through its fi-
nancial records. Flowers was having dif-
ficulty lining up operating funds. He
knew the J.P. Morgan bid was likely to
win out and wanted to manage expecta-
tions about the price.

“We have a deal,” he told the group,
“but you’re not going to like it.”

Then, at about 10 a.m., J.P. Morgan
suddenly withdrew its offer. Buying the
brokerage after such a brief review of
its books was simply too risky, the bank
told Gary Parr, the investment banker
representing Bear Stearns.

The bank had gotten cold feet after
its senior managers returned to Park Av-
enue from assessing Bear Stearns’s
books. Besides losing clients, the firm
was facing a rash of lawsuits from the
collapse of two hedge funds the previ-
ous summer, and its large mortgage
portfolio left it widely exposed to fur-
ther problems in the housing market.

A deal with Flowers wasn’t looking
any more likely. By midday Sunday, the
buyout firm knew it would be impossi-
ble to raise $20 billion fast enough to
keep Bear Stearns operating. Flowers
now toyed with alternatives: It asked
Mr. Parr if Bear Stearns’s large rivals
would consider buying the firm’s
prime-brokerage business, a prized as-
set that processed and financed trades
with big clients. Perhaps then, Flowers
reasoned, it could proceed with a pur-
chase of Bear Stearns’s core bond and
stock units. Those deals never materi-
alized.

Soon, though, J.P. Morgan was back,
floating the price of $4 a share. Under
the plan, the Federal Reserve would
take responsibility for $30 billion in
hard-to-trade securities on Bear
Stearns’s books, with potential for both
profit or loss.

Bear Stearns directors were getting
angry. How could the deal price
go from $8 to $4 in a few hours?
Chairman James Cayne—himself
a large shareholder and the firm’s
chief executive for 14 years until
forced out in January—was irate.

“Let’s play the bankruptcy
card,” he said to the group as they
discussed the bid in a conference
room high in the Madison Avenue
tower.

A large team from the law firm
Cadwalader, Wickersham & Taft
was already in the building, pre-
paring for a potential Chapter 11
filing, which technically would al-
low Bear Stearns time to work
out its problems with creditors.
But the option would have been
suicidal: Under changes to the

bankruptcy code made in 2005, regula-
tors would wrest control of the firm’s
customer accounts, leaving it with little
or no business. Many of Bear Stearns’s
pending trades in investments known
as derivatives, which are tied to under-
lying assets like stocks and bonds,
would be subject to seizure by credi-
tors.

The start of the business day in Asia
loomed at 6 p.m. New York time. If the
firm filed for bankruptcy, it would have
to notify its Asian trading desks before
markets there opened.

Throughout the weekend, the Fed’s
Mr. Geithner had been consulting Mr.
Paulson, a former investment banker
who had run Goldman Sachs Group Inc.
for seven years before becoming Trea-
sury secretary. After they talked on Sun-
day afternoon, they decided that Mr.

Paulson should call J.P. Morgan CEO
James Dimon.

He reached Mr. Dimon, who put the
call on the speakerphone in his Park Av-
enue office. The bank was mulling a
price of $4 or $5 a share.

“That sounds high to me,” Mr. Paul-
son said. “I think this should be done at
a low price.”

Given the unprecedented level of
government involvement in rescuing
the troubled firm, the secretary was
leery of appearing to bail out Wall
Street investors at a time when home-
owners were losing their houses to
foreclosure in record numbers. He
also was concerned about “moral haz-
ard,” the danger that too generous a
price would encourage future risky be-
havior.

By midafternoon, as Bear Stearns di-
rectors hashed out these issues, Mr.
Parr took a call from Doug Braunstein,
head of investment banking at J.P. Mor-
gan. “The number’s $2,” Mr. Braunstein
told him.

“You surely don’t mean that,” Mr.
Parr replied. After years of advising
companies, he no longer reacted emo-
tionally to bad news on a deal negotia-
tion, but he knew how tough the revised
price would be for his clients to swallow
when he returned to the boardroom.

“I need to interrupt and give an up-
date from J.P. Morgan,” he told the Bear
Stearns directors, relaying matter-of-
factly what he’d been told.

Directors were shocked. Mr. Cayne
said there was no way he would ap-
prove the $2 deal.

Mr. Schwartz didn’t want to buck
the Treasury and the Fed. He also knew
that as the CEO of a company incorpo-
rated in Delaware, he was obliged by
law to consider the interests of credi-
tors over shareholders if his company
faced insolvency. Besides, he had em-
ployees to think about, and he didn’t
want the company’s workers to face
abruptly canceled paychecks and pad-
locked offices the next morning.

“Two dollars is better than noth-
ing,” he told directors. He spent 30 min-
utes arguing his case. A price of $2 and
the right for shareholders to vote, he ex-
plained, was better than a price of zero
and a bankruptcy filing. He also pointed
out the untold consequences a bank-
ruptcy could have on world markets—a
scenario Bear Stearns directors didn’t
want to be held responsible for.

Mr. Schwartz looked around the
room to each board member. “Do I have
anyone who’s opposed?” he asked. No
one spoke. At about 6:30 p.m., the deal
was unanimously approved. Bear
Stearns’s advisers notified J.P. Morgan,
which scheduled a conference call for
investors to discuss the deal at 8 p.m.

The Bear Stearns CEO, exhausted
and deflated, did not participate.

A
t about 7 p.m., when The
Wall Street Journal’s Web
site broke the news of the
$2 price, people at rival
firms were stunned. Mor-
gan Stanley CEO John

Mack and his financial team—who
were preparing for the firm’s upcoming
earnings announcement—wondered
aloud whether $2 was a typo and
should have read $20.

Late Sunday night, as lawyers raced
to finalize the merger agreement, exec-
utives of the New York Fed convened a
call for Wall Street CEOs. So many peo-
ple were dialing in that officials were re-
peatedly interrupted by the announce-
ment of new participants.

Messrs. Geithner and Dimon led off
with some brief remarks, noting that
J.P. Morgan would be guaranteeing
Bear Stearns’s debts and that if the pact
hadn’t come together, the market im-
pact may have been catastrophic. Dur-
ing the question-and-answer session,
Citigroup Inc.’s new CEO, Vikram Pan-
dit, spoke up.

Mr. Pandit—who did not initially
identify himself—asked a shrewd but
technical question: How would the deal
affect the risk to Bear Stearns’s trading
partners on certain long-term con-
tracts?

The query irked Mr. Dimon. “Who is
this?” he snapped. Mr. Pandit identi-
fied himself as “Vikram.” Offended that
Mr. Pandit was taking up time with
what he considered granular inquiries,
Mr. Dimon shot back, “Stop being such
a jerk.” He added that Citigroup
“should thank us” for staving off fur-
ther mayhem on Wall Street.

In the next few hours, Mr. Dimon
would have a bigger reason to be an-
noyed. The hurried deal had a loophole
that could give angry Bear Stearns in-
vestors powerful leverage to seek a
higher price: J.P. Morgan had pledged
to finance Bear Stearns’s trades for a
year—even if shareholders rejected
the deal.

It was the beginning of another long
week. By Tuesday morning, J.P. Mor-
gan’s lawyers were arguing with their
counterparts at Bear Stearns over the
yearlong guarantee.

“Don’t you understand that we have
a problem?” Mr. Dimon asked Mr.
Schwartz the next time the two talked.
“Shareholders may vote this down!”

Mr. Schwartz, who had been taking
a beating over the low price, knew an
opening when he saw one. “What do
you mean, ‘we’ have a problem?”

It was a rare moment in his three
months as CEO when something wasn’t
Mr. Schwartz’s problem. He was in-
clined to make some concessions, he
told his advisers, but not without a
higher offer.

On Wednesday evening, Mr. Dimon
visited Bear Stearns to talk with hun-
dreds of restive managers in the firm’s
second-floor auditorium. He knew he
needed to placate this important group
of stockholders, who along with direc-
tors owned about 30% of the firm.

Hostile audiences were unusual
these days for Mr. Dimon. J.P. Morgan
had largely avoided many of the pit-
falls that were sinking other banks,
and now the 52-year-old banker had be-
come the go-to executive for frus-
trated regulators.

The Queens, N.Y.-born son of a Greek
immigrant stockbroker, Mr. Dimon be-
gan his career under Sanford Weill, as
the famed deal maker snapped up trou-
bled companies to stitch together Citi-
group. Mr. Dimon, widely seen as Mr.
Weill’s heir-apparent, was later ousted,
though, after repeated clashes with Mr.
Weillandhis daughter,thenanexecutive
at the bank. Mr. Dimon moved on to Chi-
cago’s Bank One Corp., where he slashed
costs and sacked managers he viewed as
ineffective.In 2004, he arranged thesale
of BankOne to J.P. Morgan for $58 billion
and quickly rose to chairman and CEO of
the combined bank.

Standing on the dais with two senior
lieutenants, Mr. Dimon tried to strike a
conciliatory tone.

Bear Stearns’s “shotgun marriage”
to J.P. Morgan “is not the sort of
thing we set out to do,” he told
the audience. Noting the pain
for Bear Stearns managers fac-
ing the prospect of unemploy-
ment and big losses on their
Bear Stearns stock, he added:
“We can’t begin to imagine how
difficult this is.”

In the tense question-and-an-
swer session that followed, Ed
Moldaver, a stocky, 40-year-old
broker, stood up.

“This isn’t a shotgun mar-
riage,” he said. “This is more like
a rape.”

As some in the room shook
their heads and muttered uncom-
fortably, Mr. Dimon stared ston-
ily at the crowd.

Around 9 p.m. the next day,
Bear Stearns lawyer H. Rodgin Co-
hen—Sullivan & Cromwell chair-
man—was running on his tread-

mill at home in Westchester County,
N.Y., when an executive from J.P. Mor-
gan called.

“This has been a disaster for every-
one,” the executive said. He wanted an
assurance that Bear Stearns would
agree to allow J.P. Morgan to hold 51%
of Bear Stearns’s shares as part of the
deal. That way, they’d control enough
votes to approve the deal without hav-
ing to persuade any disgruntled inves-
tors. Delaware courts, however, had
frowned upon an acquirer being given
an option to buy such a large stake
without shareholder approval. To en-
sure court approval, J.P. Morgan
would have to opt for something
lower.

The next day, March 21, was Good
Friday. J.P. Morgan turned up the heat,
telling Mr. Cohen that if Bear Stearns
didn’t make the desired concessions,
the bank didn’t see how it could provide
funding for the brokerage to trade the
following Monday. In an ugly replay of
the weekend before, Bear Stearns was
imperiled again.

If J.P. Morgan wouldn’t guarantee
Bear Stearns’s trades on Monday, the
firm would most likely have to file for
bankruptcy protection.

But this time around, Bear
Stearns’s business was so weak, it

wasn’t eligible for a Chapter 11 reorga-
nization filing. Instead it faced a Chap-
ter 7 liquidation, in which a court-ap-
pointed trustee would take over the
firm, likely throwing out management
and launching a sale of its assets to re-
pay debts.

The firm’s directors talked briefly
about suing J.P. Morgan to continue
the financing. But they quickly real-
ized their position was untenable.
With Bear Stearns’s core business
eroding, how would regulators and in-
vestors react to a Chapter 7 filing and
a new spate of litigation? They de-
cided it was time to talk to the govern-
ment again.

W
hile Mr. Cohen tele-
phoned his contacts
at the New York Fed,
Mr. Schwartz called
Kevin Warsh, a
former investment

banker at Morgan Stanley who had been
a member of the Federal Reserve Board
for two years. “We’re under a perceived
threat,” Mr. Schwartz told Mr. Warsh,
explaining that J.P. Morgan appeared to
be playing hardball in order to garner a
bigger chunk of Bear Stearns’s shares.
While Bear Stearns was prepared to re-
negotiate, Mr. Schwartz said, it needed
a higher price. Mr. Warsh pressed him
for details on the firm’s situation butde-
clined to take sides.

On Easter morning, Mr. Schwartz
called Mr. Dimon. “There’s a psychologi-
cal limit here,” he said. Bear Stearns’s
directors needed a sale price in the dou-
ble digits to feel comfortable. “Don’t
come back to me at $9.99,” he cau-
tioned Mr. Dimon.

With tension so high between the
two sides, Messrs. Geithner and Paul-
son were concerned that, far below the
markets’ radar, Bear Stearns was again
becoming a threat to the financial sys-
tem. In a call to Mr. Dimon, Mr. Paulson
reluctantly agreed to bless a higher
price.

Before markets opened the next
morning, J.P. Morgan countered with a
final bid: about $10 a share, valuing the
brokerage at $1.2 billion, for 39.5% of
the firm’s stock. To make it palatable to
the Fed, J.P. Morgan assumed responsi-
bility for the first $1 billion of any poten-
tial losses, reducing the government’s
exposure to $29 billion.

The deal was approved, markets
opened smoothly and most investors re-
mained happily unaware of the week’s
turmoil. Yet for Bear Stearns, the fed-
eral government and J.P. Morgan, it
was an unsatisfying denouement in
many ways.

Bear Stearns investors took their
lumps, if not as painful as Mr. Paulson
had envisioned. The Fed got stability in
the markets, but at a risk of tens of bil-
lions of dollars and by setting an uncom-
fortable precedent. And J.P. Morgan
picked up prized clients, talented Bear
Stearns employees and a sleek new
building at a bargain price, but now
faces at least $9 billion in liabilities and
the chore of integrating two wildly dif-
ferent cultures.

But the Dow did not plunge 2,000
points, other trading houses did not fail
and the global financial system, while
wheezing, did not collapse.

If there were hazards, moral and oth-
erwise, lurking in the deal, the future
would have to sort them out.

— Greg Ip, Robin Sidel and David
Enrich contributed

to this article.
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n Part One: Missed
Opportunities. As the firm’s
fortunes spiraled downward,
executives squabbled over
raising capital and cutting its
inventory of mortgages.

n Part Two: Run on the Bank.
Executives believed they were
about to turn a corner, but
rumors and fear sent clients,
trading partners and lenders
fleeing.

n Today: Deal or No Deal? The
Fed pressured Bear Stearns to
sell itself, but a misstep in the
hastily drawn agreement nearly
scuttled the deal.

Citadel CEO Kenneth Griffin denies to a Bear Stearns
executive that he is betting against the firm’s stock.

Bear Stearns Neared Collapse Twice in Frenzied Last Days

Nepal’s New Parliament Moves to Abolish Monarchy, but Hurdles Remain

J.P. Morgan CEO James Dimon tries to woo upset
Bear Stearns employees.

A Quick Sale…

THE FALL OF BEAR STEARNS

Bear Stearns CFO Samuel Molinaro finds out that
the federal government wants his firm sold in two
days.

Series at a Glance

ONLINE TODAY: Review biographical
details of major players in the Bear
Stearns deal, read the first two articles in
this series and see complete coverage of
the deal at WSJ.com/BearStearns.

Sign of Weakness…

An Angry Time…

By Krishna Pokharel

Nepal’s new Maoist-led Par-
liament voted to make the
world’s last Hindu kingdom a re-
public and to ask King Gyanen-
dra to leave his royal residence
in the next 15 days.

The king then will become a
private citizen and his palace
will be a national museum—end-
ing centuries of royal history in
the Himalayan nation of 28 mil-
lion people. A decade-long Mao-
ist insurrection ended in 2006,
and Nepal held national elec-
tions in April. It is now establish-
ing a new governing structure.

“It is the beginning of the
transformation of Nepalese soci-
ety—culturally, economically
and politically,” said Gagan
Thapa of the Nepali Congress
Party, the second-largest party
in the 601-member assembly.

Throngs of people took to Kat-
mandu’s streets Wednesday to
celebrate the declaration of a re-
public. But, in a sign that Nepal’s
political problems are far from
over, the landmark meeting of
the national assembly was post-
poned several times Wednesday
amid squabbling between the
major political parties.

Meanwhile, two small bombs

exploded near the convention
center, injuring no one, and at
least one other was reported
elsewhere in the capital Wednes-
day evening. They followed
three other blasts this week. No
one has claimed responsibility.

The Parliament also created
the post of president, to replace
the monarchy as head of state. It
isn’t yet clear who will be presi-
dent, although the Maoists—
who won more seats than any
other in the election—are vying
for the top posts in a new govern-
ment of national unity that will
be formed soon.

The monarchy, which has

dominated national life for gen-
erations, was at its most power-
ful from 1960 to 1990, after King
Mahendra, father of the current
king, dissolved Parliament and
imprisoned the prime minister.

The institution has lost popu-
larity since 2001, when, accord-
ing to official accounts, an inebri-
ated crown prince shot the king,
queen and seven other family
members at a dinner, and then
killed himself. Then-Prince Gy-
anendra was the only royal fam-
ily member absent from the pal-
ace. He assumed the throne, and
in 2005 he ousted the elected
prime minister, imprisoned polit-

ical leaders and assumed direct
rule before he was forced to give
up most of his powers in 2006 as
part of peace negotiations that
ended the Maoists’ rebellion.

Nepal’s historic change in sta-
tus is unlikely to solve its many
pressing problems.

“Much too much has been
made of having a republic; prob-
lems facing the country for years
will persist irrespective of
whether monarchy exists or
not,” said Pratyoush Onta, chair-
man of Martin Chautari, a public
discussion forum in Katmandu.

Nepal suffers from chronic
poverty, and history of political

infighting has thwarted
progress. The new Parliament
plans to rewrite the constitution
within the next two years.

How the future unfolds may
determine how Nepal’s last king
is viewed. While still revered
among many older Nepalis, he
has lost standing with many in
younger generations.

“The judgment of history on
the monarchy will depend to
some extent on how things de-
velop under the new order be-
cause of the before-and-after
comparisons people will make,”
said John Whelpton author of a
history of Nepal.
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