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After U.S. posts modest job growth,
a bit less dread for the economy
BY NEIL IRWIN

At the end of an ominous week
for the global economy, Friday
brought new signs that the world
might not be ending after all —
though even the good news came
with asterisks.

The United States managed
modest job creation last month,
the government reported. The
unemployment rate even ticked
down a notch, offering hope that
the economy might not be slip-
ping back toward a recession.
That said, the report was a bright
spot mainly because of dimin-
ished expectations after months
of disappointments.

However, the day ended on a
worrisome note: Standard &
Poor’s, the credit rating firm,
downgraded the U.S. govern-
ment’s AAA credit rating Friday
night. The move could increase
Washington’s cost to borrow
money as well as trigger ripple
effects around the globe.

Meanwhile, as Europe’s debt
crisis threatens to spiral out of
control, the Italian government
said it will enact measures to try
to reduce budget deficits and
make its labor market more effi-
cient, steps meant to instill confi-
dence among the global investors

economy continued on A9

CHRIS RATCLIFFE/BLOOMBERG

Traders work on the floor of the LondonMetal Exchange on Friday as Europe’s debt crisis continues to
pressure world economies.Wall Street had a seesaw day, as investors reacted to the jobs picture.

Obama’s
prospects
by the
numbers
Current economic data
show difficulties ahead
to clinch a second term

BY KAREN TUMULTY

Will Barack Obama’s fate be
written in the numbers?

A 513-point plunge for the
Dow, followed a day later by a
drop in the nation’s credit rating.

Home values worth one-third
less than they were five years
ago.

The share of working-age
Americans in the labor force — at
just 58 percent — lower than it
has been since 1983.

Growth under 2 percent, so
sluggish that a second dip into
recession looks distinctly possi-
ble.

That kind of economic data
amounts to a formidable head-
wind for any incumbent presi-
dent hoping for a second term.
And Democrats are worried that
time could be running out to
change the direction of the gale.

“The good news for the presi-
dent is that the election isn’t
taking place today,” said Demo-
cratic strategist Mark Mellman.
“But if people look forward and
see what they see today, it’s going
to be difficult. The most impor-
tant thing to do is change the
circumstances on the ground,
and that’s also the hardest thing
to do.”

Campaigning in last year’s
midterm elections, Obama ar-
gued over and over again that
Republicans had driven the
economy into a ditch; from now
going forward, the question will
be why he hasn’t towed it out.

If past elections are any indi-
cation, strategists and political
scientists say, Obama has a limit-
ed amount of time — perhaps
until next summer — to do that.

By the final months leading up
to an election, voters have al-
ready decided how they feel
about the outlook, said Robert J.
Shapiro, who was the top eco-

politics continued on A9

Obama’s friends unsettled by debt talks
Some Democrats
fault willingness to

compromise with GOP

BY PETER WALLSTEN

The White House was knee-
deep in budget negotiations with
Republican lawmakers one May
afternoon when Senate Demo-
crats boarded buses for a short
ride down Pennsylvania Avenue
for a face-to-face session with
President Obama.

Seated in an auditorium, the
senators pressed Obama on their
key concern as talks heated up
over raising the nation’s debt ceil-
ing: How would he stand up to tea
party Republicans?

To the dismay of many in the
audience, Obama conceded that
heprobablycouldn’t—andproba-
bly wouldn’t — push too hard be-

cause he was unwilling to risk a
U.S. government default.

“Ihavenochoice,” thepresident
said, according to one participant.

Citing a faction of House con-
servatives dead-set on opposing
any compromise, Obama said he
was not “going to stand here and
pretend to you that I can just look
the other way” if hardball negotia-
tions lead to an economic crisis,
according to another person in
the room.

Obama is a relative newcomer
to the kind of tough negotiating
with Republicans that will define
the remainder of his term. It’s not
a role he faced as a legislator, and
during his first two years in office,
he scored victories in a Democrat-
ic-controlled Congress. In the past
nine months, though, Obama has
found himself engineering three
major budget deals with Republi-
cans.

obama continued on A6

For freshmen, Facebook’s the ultimate matchmaker
No one wants a horrible college roommate, and more students aren’t leaving it to chance

BY JENNA JOHNSON

F or generations, one of the
first challenges of going off
to college was meeting the

stranger the school chose to be
your roommate. Today, a grow-
ing number of students are by-
passing that tradition and mak-
ing the choice themselves
through online social network-
ing.

Over the next several weeks,
many freshmen will arrive at
dormitories to move in with

roommates they already know,
even if they have never met or
talked on the phone.

“Realistically, even the most
personal roommate-matching
service can’t match Facebook,”
said Adam Gang, 18, of Colorado,
who will be a freshman at Ameri-
can University. “You’re an ac-
cepted friend request away from
knowing someone.”

Some college officials say that
choosing roommates for stu-
dents helps ensure they are ex-
posed to different points of view.

They worry that incoming fresh-
men would tend to pick people of
the same race, social background
or home town.

But AU, recognizing that stu-
dents want a voice in the matter,
has come up with a way to help
them.

Earlier this year, Gang filled
out a short questionnaire: Do
you maintain normal sleeping
hours? (Yes.) How social are you?
(Somewhat.) Sleep style?
(Heavy.)

Rather than pairing Gang with

a roommate, the AU housing
office sent him a short list of
potential matches based on his
replies. He went to Facebook and
hit it off with James Quigley, 18,
of New York. Both students plan
to study international relations
and love playing sports. They
requested to live together and
will meet for the first time on
move-in day this month.

“Me and Adam are pretty simi-
lar,” Quigley said. “I feel like you

roommates continued on A4
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Italy’s Berlusconi reacts
The prime minister calls for sweeping
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President Obama, a relative newcomer to tough negotiating, has
reachedmajor budget deals with Republicans this year. Some
Democrats wish he would negotiate more forcefully.

U.S. rating downgraded for first time
TREASURY OBJECTIONS REBUFFED

S&P cites ‘political brinkmanship,’ debt concerns

BY ZACHARY A. GOLDFARB

Standard & Poor’s announced
Friday night that it has down-
graded the U.S. credit rating for
the first time, dealing a symbolic
blow to the world’s economic
superpower in what was a sharp-
ly worded critique of the Ameri-
can political system.

Lowering the nation’s rating to
one notch below AAA, the credit
rating company said “political
brinkmanship” in the debate over
the debt had made the U.S. gov-
ernment’s ability to manage its
finances “less stable, less effec-
tive and less predictable.” It said
the bipartisan agreement
reached this week to find at least
$2.1 trillion in budget savings
“fell short” of what was necessary
to tame the nation’s debt over
time and predicted that leaders
would not be likely to achieve
more savings in the future.

“It’s always possible the rating
will come back, but we don’t
think it’s coming back anytime

soon,” said David Beers, head of
S&P’s government debt rating
unit.

The decision came after a day
of furious back-and-forth debate
between the Obama administra-
tion and S&P. Treasury Depart-
ment officials fought back hard,
arguing that the firm’s political
analysis was flawed and that it
had made a numerical error in a
draft of its downgrade report that
overstated the deficit over 10
years by $2 trillion. Officials had
reviewed the draft earlier in the
day.

“A judgment flawed by a
$2 trillion error speaks for itself,”
a Treasury spokesman said Fri-
day night.

The downgrade to AA+ will
push the global financial markets
into uncharted territory after a
volatile week fueled by concerns
over a worsening debt crisis in
Europe and a faltering economy
in the United States.

downgrade continued on A9
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time and predicted that leaders
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“It’s always possible the rating
will come back, but we don’t
think it’s coming back anytime

soon,” said David Beers, head of
S&P’s government debt rating
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between the Obama administra-
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arguing that the firm’s political
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day.

“A judgment flawed by a
$2 trillion error speaks for itself,”
a Treasury spokesman said Fri-
day night.

The downgrade to AA+ will
push the global financial markets
into uncharted territory after a
volatile week fueled by concerns
over a worsening debt crisis in
Europe and a faltering economy
in the United States.

downgrade continued on A9
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After U.S. posts modest job growth,
a bit less dread for the economy
BY NEIL IRWIN

At the end of an ominous week
for the global economy, Friday
brought new signs that the world
might not be ending after all —
though even the good news came
with asterisks.

The United States managed
modest job creation last month,
the government reported. The
unemployment rate even ticked
down a notch, offering hope that
the economy might not be slip-
ping back toward a recession.
That said, the report was a bright
spot mainly because of dimin-
ished expectations after months
of disappointments.

However, the day ended on a
worrisome note: Standard &
Poor’s, the credit rating firm,
downgraded the U.S. govern-
ment’s AAA credit rating Friday
night. The move could increase
Washington’s cost to borrow
money as well as trigger ripple
effects around the globe.

Meanwhile, as Europe’s debt
crisis threatens to spiral out of
control, the Italian government
said it will enact measures to try
to reduce budget deficits and
make its labor market more effi-
cient, steps meant to instill confi-
dence among the global investors

economy continued on A9
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Traders work on the floor of the LondonMetal Exchange on Friday as Europe’s debt crisis continues to
pressure world economies.Wall Street had a seesaw day, as investors reacted to the jobs picture.

Obama’s
prospects
by the
numbers
Current economic data
show difficulties ahead
to clinch a second term

BY KAREN TUMULTY

Will Barack Obama’s fate be
written in the numbers?

A 513-point plunge for the
Dow, followed a day later by a
drop in the nation’s credit rating.

Home values worth one-third
less than they were five years
ago.

The share of working-age
Americans in the labor force — at
just 58 percent — lower than it
has been since 1983.

Growth under 2 percent, so
sluggish that a second dip into
recession looks distinctly possi-
ble.

That kind of economic data
amounts to a formidable head-
wind for any incumbent presi-
dent hoping for a second term.
And Democrats are worried that
time could be running out to
change the direction of the gale.

“The good news for the presi-
dent is that the election isn’t
taking place today,” said Demo-
cratic strategist Mark Mellman.
“But if people look forward and
see what they see today, it’s going
to be difficult. The most impor-
tant thing to do is change the
circumstances on the ground,
and that’s also the hardest thing
to do.”

Campaigning in last year’s
midterm elections, Obama ar-
gued over and over again that
Republicans had driven the
economy into a ditch; from now
going forward, the question will
be why he hasn’t towed it out.

If past elections are any indi-
cation, strategists and political
scientists say, Obama has a limit-
ed amount of time — perhaps
until next summer — to do that.

By the final months leading up
to an election, voters have al-
ready decided how they feel
about the outlook, said Robert J.
Shapiro, who was the top eco-

politics continued on A9

Obama’s friends unsettled by debt talks
Some Democrats
fault willingness to

compromise with GOP

BY PETER WALLSTEN

The White House was knee-
deep in budget negotiations with
Republican lawmakers one May
afternoon when Senate Demo-
crats boarded buses for a short
ride down Pennsylvania Avenue
for a face-to-face session with
President Obama.

Seated in an auditorium, the
senators pressed Obama on their
key concern as talks heated up
over raising the nation’s debt ceil-
ing: How would he stand up to tea
party Republicans?

To the dismay of many in the
audience, Obama conceded that
heprobablycouldn’t—andproba-
bly wouldn’t — push too hard be-

cause he was unwilling to risk a
U.S. government default.

“Ihavenochoice,” thepresident
said, according to one participant.

Citing a faction of House con-
servatives dead-set on opposing
any compromise, Obama said he
was not “going to stand here and
pretend to you that I can just look
the other way” if hardball negotia-
tions lead to an economic crisis,
according to another person in
the room.

Obama is a relative newcomer
to the kind of tough negotiating
with Republicans that will define
the remainder of his term. It’s not
a role he faced as a legislator, and
during his first two years in office,
he scored victories in a Democrat-
ic-controlled Congress. In the past
nine months, though, Obama has
found himself engineering three
major budget deals with Republi-
cans.

obama continued on A6

For freshmen, Facebook’s the ultimate matchmaker
No one wants a horrible college roommate, and more students aren’t leaving it to chance

BY JENNA JOHNSON

F or generations, one of the
first challenges of going off
to college was meeting the

stranger the school chose to be
your roommate. Today, a grow-
ing number of students are by-
passing that tradition and mak-
ing the choice themselves
through online social network-
ing.

Over the next several weeks,
many freshmen will arrive at
dormitories to move in with

roommates they already know,
even if they have never met or
talked on the phone.

“Realistically, even the most
personal roommate-matching
service can’t match Facebook,”
said Adam Gang, 18, of Colorado,
who will be a freshman at Ameri-
can University. “You’re an ac-
cepted friend request away from
knowing someone.”

Some college officials say that
choosing roommates for stu-
dents helps ensure they are ex-
posed to different points of view.

They worry that incoming fresh-
men would tend to pick people of
the same race, social background
or home town.

But AU, recognizing that stu-
dents want a voice in the matter,
has come up with a way to help
them.

Earlier this year, Gang filled
out a short questionnaire: Do
you maintain normal sleeping
hours? (Yes.) How social are you?
(Somewhat.) Sleep style?
(Heavy.)

Rather than pairing Gang with

a roommate, the AU housing
office sent him a short list of
potential matches based on his
replies. He went to Facebook and
hit it off with James Quigley, 18,
of New York. Both students plan
to study international relations
and love playing sports. They
requested to live together and
will meet for the first time on
move-in day this month.

“Me and Adam are pretty simi-
lar,” Quigley said. “I feel like you

roommates continued on A4
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As debt pressure mounts,
Italy’s Berlusconi reacts
The prime minister calls for sweeping
financial reforms to speed up
austerity measures and balance the
nation’s budget a year early. A8
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Join hundreds who have
voiced their opinions on this

week’s market turmoil, the debt
negotiations and the S&P’s
downgrade of the U.S. credit rating.
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President Obama, a relative newcomer to tough negotiating, has
reachedmajor budget deals with Republicans this year. Some
Democrats wish he would negotiate more forcefully.

U.S. rating downgraded for first time
TREASURY OBJECTIONS REBUFFED

S&P cites ‘political brinkmanship,’ debt concerns

BY ZACHARY A. GOLDFARB

Standard & Poor’s announced
Friday night that it has down-
graded the U.S. credit rating for
the first time, dealing a symbolic
blow to the world’s economic
superpower in what was a sharp-
ly worded critique of the Ameri-
can political system.

Lowering the nation’s rating to
one notch below AAA, the credit
rating company said “political
brinkmanship” in the debate over
the debt had made the U.S. gov-
ernment’s ability to manage its
finances “less stable, less effec-
tive and less predictable.” It said
the bipartisan agreement
reached this week to find at least
$2.1 trillion in budget savings
“fell short” of what was necessary
to tame the nation’s debt over
time and predicted that leaders
would not be likely to achieve
more savings in the future.

“It’s always possible the rating
will come back, but we don’t
think it’s coming back anytime

soon,” said David Beers, head of
S&P’s government debt rating
unit.

The decision came after a day
of furious back-and-forth debate
between the Obama administra-
tion and S&P. Treasury Depart-
ment officials fought back hard,
arguing that the firm’s political
analysis was flawed and that it
had made a numerical error in a
draft of its downgrade report that
overstated the deficit over 10
years by $2 trillion. Officials had
reviewed the draft earlier in the
day.

“A judgment flawed by a
$2 trillion error speaks for itself,”
a Treasury spokesman said Fri-
day night.

The downgrade to AA+ will
push the global financial markets
into uncharted territory after a
volatile week fueled by concerns
over a worsening debt crisis in
Europe and a faltering economy
in the United States.

downgrade continued on A9



SATURDAY, AUGUST 6, 2011 KLMNO EZ M2 A9

MARKET TURMOIL

who have fled its debt. But there
were still no guarantees that the
actions will be enough to restore
confidence in one of Europe’s
biggest economies.

Wall Street had a seesaw day, as
investors reacted to those and
other pieces of news with wild
swings — the Dow Jones indus-
trial average soared up 171 points,
then later was down 243 — re-
flecting the deep uncertainty that
has gripped markets during the
past two weeks. U.S. markets
closed mixed: The S&P 500-stock
index closed down 0.1 percent;
the Dow Jones industrial average
was up 0.5 percent.

After the sell-off of nearly 5
percent in the S&P index on
Thursday, two big fears have the
world financial markets on edge:
that the United States could fall
back into recession, and that the
European debt crisis could
spread to the huge economies of
Spain and Italy.

The first fear was eased Friday
morning when the Labor Depart-
ment said that U.S. employers
added 117,000 jobs in July, more
than double the revised 46,000
added jobs in June and better
than the 85,000 net new jobs for
July that were forecast. The un-
employment rate ticked down to
9.1 percent, from 9.2 percent in
June. The private sector did even
better, adding 154,000 positions.
But governments — particularly
at the state and local level —
slashed so many positions that
this held back overall job growth.
Minnesota’s government shut-
down alone accounted for 23,000
lost jobs.

“Today’s employment report
was a relief, given increasing mar-
ket fears over the likelihood of a
second recession,” said Neil Dut-
ta, an economist at Bank of Amer-
ica-Merrill Lynch. “Contrary to
recent opinion, the economy is
not collapsing.”

“The July jobs report was not as
bad as May and June,” said Nigel
Gault, chief U.S. economist at IHS
Global Insight. “That’s about the
best that we can say for it.”

Speaking at the Washington
Navy Yard, President Obama ac-

economy from A1

knowledged that “this has been a
tumultuous year,” addressing this
week’s plummeting markets. He
noted that private job creation in
July was the strongest since April
but added that the nation still
needs to put millions of people
back to work.

“We need to create a self-sus-
taining cycle where people are
spending, companies are hiring,
and our economy is growing,”
said Obama, calling on Congress
to extend a temporary payroll tax
cut and unemployment insur-
ance benefits.

House Speaker John A. Boeh-
ner (R-Ohio) blamed the weak
jobs picture on the president’s
policies.

“While the American people
are asking ‘where are the jobs?’
the Democrats running Washing-
ton are determined to punish
small businesses with higher tax-
es and more red tape,” Boehner
said in a statement. “Instead of
more jobs, they’re creating more
fear, more uncertainty and more
debt.”

There was little to love in the
report. The unemployment rate
declined for bad reasons, not
good ones: 193,000 people

dropped out of the labor force, no
longer counted as unemployed
because they apparently gave up
looking for work.

And only 58.1 percent of the
U.S. population had a job, down
one-tenth of a point from June, to
reach the lowest level since the
early 1980s.

Businesses “appear to believe
they can maintain profits while
adding cautiously to payrolls,”
Conference Board economist
Kathy Bostjancic said. “If that is
true, the labor market will slowly
come back, but it’s a long way
back.”

Still, the modest job growth
helps allay fears that U.S. eco-
nomic activity is shrinking, rath-
er than growing slowly. In recent
days, exceptionally weak reports
on U.S. economic output in the
first half of the year, the manufac-
turing sector and consumer
spending have deepened fears of
recession.

“It’s certainly a breath of fresh
air to come in well above expecta-
tions,” said Austan Goolsbee, the
president’s chief economist, in an
interview. “But that’s a long way
from where we need to be with
the unemployment rate as high as

it is. . . . I still think this should be
viewed as a call to action that we
should not be taking anything for
granted.”

In a welcome sign, average
hourly wages increased by a
healthy 0.4 percent in July, after
being unchanged in June. The
length of the average workweek
was unchanged, at 34.3 hours.

Job creation was strongest in
the health-care field, which add-
ed 37,000 positions. There were
also solid results in the profes-
sional and business services sec-
tor, which added 34,000.

The manufacturing sector was
another bright spot, adding
24,000 positions, in part because
of auto plants ramping up output
as the impact of the Japanese
earthquake dissipated.

The steepest losses were in
government jobs, which shed
37,000 positions as state and local
governments slashed their bud-
gets to grapple with lower rev-
enue. That level of job loss could
come down, however, as it was
exaggerated by Minnesota state
government employees tempo-
rarily out of work due to a shut-
down there.

irwinn@washpost.com

After jobs report, seesaw day on Wall St.

nomic adviser to Bill Clinton in
his 1992 presidential campaign.
He currently heads an economic
consulting firm.

Democratic pollster Geoff
Garin said his recent focus
groups among swing voters sug-
gest that they understand the
intractability of the problem, but
are also impatient.

“Nobody blames him for the
country’s economic problems,
and they are still willing to be
hopeful about Obama, including
hopeful about his ability to move
the country in a better direction,”
Garin said. “But against that,
people truly are frustrated with
the slow pace of change, and they
don’t see enough signs at the
moment that we’re on a path that
will lead to better days.”

Refocusing on jobs
The White House has said that

it will be pivoting to put all of its
focus onto the economy and jobs.
But the narrative of Obama’s
presidency has been that other
things — most recently, the pro-
tracted negotiations over the
debt ceiling — keep interrupting
that story line.

And there is always the possi-
bility of the setback of a foreign
shock, perhaps from Europe’s

politics from A1 debt crisis.
Meanwhile, Obama will be

sharing the political stage with
GOP opponents, who will be
lobbing their own criticisms.

“Today’s unemployment re-
port represents the 30th straight
month that the jobless rate has
been above 8 percent,” former
Massachusetts governor Mitt
Romney said Friday. “When you
see what this president has done
to the economy in just three
years, you know why America
doesn’t want to find out what he
can do in eight.”

Exactly what Obama could do
to change the course at this
point, however, is difficult to
figure out.

Cuts vs. growth
The political exigency of cut-

ting government spending,
which drove the debt-ceiling ne-
gotiations that took the country
to the brink of default, runs
exactly counter to what many
economists say would help boost
economic growth in the short
run.

So the president is left arguing
for measures that could help
around the edges in the near
term — such as extending the
payroll tax cut and emergency
unemployment benefits that are
set to expire in December.

One worrisome sign for
Obama: In only two presidential
election years since the early
1950s have the consumer confi-
dence indexes been as low as
they are today. Those two years
were 1980 and 1992, which also
happen to have been the only two
when an elected incumbent was
defeated.

Choices and correlations
Of course, every election has

its own set of issues and person-
alities — and in the end, every
one is a choice between two
candidates.

But scholars have found corre-
lations between a president’s
economic performance and his
electoral one.

One that has gotten wide cre-
dence among political scientists
is the so-called “Bread and
Peace” model designed by Doug-
las Hibbs of the University of
Gothenberg in Sweden, which
finds that a president’s reelec-
tion prospects are tied to growth
in disposable income and the
number of military casualties
resulting from U.S.-initiated for-
eign conflicts.

“If I had to bet today,” Hibbs
said, “I’d bet that he will lose.”

Ray Fair, a Yale University
economics professor who has
developed another well-known

model for predicting election
outcomes, has also grown more
pessimistic about Obama’s pros-
pects.

“He’s got to get going pretty
quickly,” Fair said. “Other than
working on the payroll tax, he’s
probably not going to be able to
do much between now and the
election to affect the economy, as
a practical matter.”

Wall Street ended flat on Fri-
day, which actually was good
news, given its swan dive the day
before. And the government an-
nounced some more hopeful
signs: a dip in the unemploy-
ment rate and the news that the
economy had added more jobs
than it had since April.

But even as Obama pointed to
that slight break in the clouds on
employment, he noted: “We have
to create more jobs than that
each month to make up for the
more than 8 million jobs that the
recession claimed. We need to
create a self-sustaining cycle
where people are spending, and
companies are hiring, and our
economy is growing.”

And for his own sake, he’d
better do it soon.

tumultyk@washpost.com

Staff research editor Alice Crites
contributed to this report.

Gauging Obama’s reelection chances Obama’s lineup of
economists thinning

BY ZACHARY A. GOLDFARB

With Friday’s departure of the
chairman of the Council of Eco-
nomic Advisers, President Obama
has lost the last remaining econo-
mist on his senior economic team
at a time when the recovery is
weakening and the president is
trying to devise a strategy to pre-
ventadditionaleconomic turmoil.

Heading into Obama’s reelec-
tion campaign, his group of eco-
nomic advisers is taking on a
shape far different from the earli-
est days of his presidency, when
Obama surrounded himself with
some of the best economic and
financial minds — experts on eco-
nomic crises and severe down-
turns.

Now he has far more people on
his team who are steeped in the
ways of Washington budget nego-
tiations and debates over spend-
ing and taxes.

Seeking to prevent a complete
turnover on his economic team,
the White House has been exert-
ing intense pressure on Treasury
Secretary Timothy F. Geithner to
stay even though he has told the
president he wants to step down.
Austan Goolsbee, the Council of
Economic Advisers chairman
who has been with Obama since
2007, is returning to the Univer-
sity of Chicago.

Administration officials say the
president has brought in mem-
bers of the new team — such as
Gene Sperling, director of the Na-
tionalEconomicCouncil—skilled
at passing economic policy in dif-
ficult economic environments.
The officials pointed out that
many other economists remain,
including Jason Furman, a Har-
vard-trained economist who is
Sperling’s top deputy.

Devising a strategy on the econ-
omy will be critical for the country
and for the president’s political
hopes.Economistsare increasing-
ly warning that the nation could
slip back into recession.

The last economic crisis oc-
curred in late 2008 during the
waning months of the Bush ad-
ministration, and the White
House largely left the policy re-
sponse in the hands of the Trea-
sury. With Obama’s bid for a sec-
ond term in the balance, the presi-
dent will have to take more direct
control if new economic troubles
develop during the coming cam-
paign.

Yet the president’s team also
has less flexibility now as it seeks
ways to boost the economy. Con-
gress is stuck in a severe partisan
gridlock, with Republicans in
charge of the House. Republicans
have vowed to block many of the
president’s ideas for helping the
economy.

“For an economic team, what
really matters is do they work
together to consider the full set of
sound options in play and offer
the wisest recommendations in
light of both the economic chal-
lenges and constraints the presi-
dent faces,” Sperling said.

The Obama administration
could also be vulnerable because
of misjudgments about the severi-
ty of the economic decline.
Obama’s team underestimated
how high the unemployment rate
would go and then showed a great
amount of optimism last year that
the economy was recovering. The
White House declared last sum-
mer, for instance, the “summer of
recovery.” Geithner wrote in an
op-ed that “we are on a path back
to growth.” Vice President Biden
toured the country, promoting the
gains.

“It’s clear that the entire coun-
try, including the administration,
has been bitterly disappointed by

economic developments in the
last nine months or so,” said Wil-
liam Galston, a former policy ad-
viser to President Clinton and
Democratic presidential candi-
dates. “I’m sure the White House
in retrospect wishes it handled
last summer somewhat different-
ly.”

Many liberal economists have
criticized the president for spend-
ing too much time debating the
debt and not enough time using
government policy to create jobs.

Lawrence Summers, a Harvard
economist, formerTreasury secre-
tary and Obama’s first director of
the National Economic Council
until December, subscribed to this
view at a recent conference hosted
by Fortune magazine.

“I think he could even focus
more intensely on what is, I think,
the central problem, which is how
to get enough demand and
enough confidence going so that
this economy achieves escape ve-
locity from the recession,” he said.
“We’ve been flying out of the re-
cession, but we’ve been flying out
of it dangerously close to stall
speed, and doing something
about that should be our top pri-
ority.”

An Obama administration offi-
cial said the president has consis-
tently introduced initiatives to
provide support for the recovery,
from the stimulus bill in 2009 to
the payroll tax cut and an exten-
sion of unemployment benefits in
December.

That official said that those
measures have helped the econo-
my but that the president recog-
nizes that more work needs to be
done. The official said, given the
depth of the financial crisis and
recession, it is to be expected that
the recovery wouldn’t be smooth
and instead have ups and downs.

When Obama became presi-
dent, he tapped economists to fill
several major roles. In addition to
Summers, he selected Christina
Romer, an expert on the Depres-
sion, as the head of the Council of
Economic Advisers.

He took the unusual step of
selecting an economist, Peter
Orszag, to head the Office of Man-
agement and Budget. Biden even
had his own chief economist, Jar-
ed Bernstein, an expert on the
working class. Geithner, while not
an economist, had the rare pedi-
gree of essentially starting his ca-
reer at Treasury and was an expert
on financial crises.

Now, with the exception of
Geithner, all of those officials are
gone.

While the senior ranks are thin
on economists, the Council of Eco-
nomic Advisers has some among
its members, including Katharine
Abraham, a specialist on employ-
ment and unemployment, and
Carl Shapiro, an expert on compe-
tition.

Helping drive the president’s
agenda in recent months have
been Sperling and Jack Lew, the
head of the Office of Management
and Budget. Both experienced in
politics, they are reprising roles
they played in the Clinton admin-
istration as they negotiate with
Congress over fiscal policy.

“The president always asks us
to start with what we feel are our
most ideal recommendations for
the economy, but then to also
rigorously examine which ones
have the best chance of passing,”
Sperling said.

goldfarbz@washpost.com
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Standard & Poor’s downgrades U.S.’s once-sterling credit rating
The AAA rating has made the

U.S. Treasury bond one of the
world’s safest investments — and
has helped the nation borrow at
extraordinarily cheap rates to fi-
nance its government operations,
including two wars and an expen-
sive social safety net for retirees.

Treasury bonds have also been
a stalwart of stability amid the
economic upheaval of the past
few years. The nation has had a
AAA rating for 70 years.

Analysts say that, over time,
the downgrade could push up
borrowing costs for the U.S. gov-
ernment, costing taxpayers tens
of billions of dollars a year. It
could also drive up interest rates
for consumers and companies
seeking mortgages, credit cards
and business loans.

A downgrade could also have a
cascading series of effects on

downgrade from A1 states and localities, including
nearly all of those in the Washing-
ton metro area. These govern-
ments could lose their AAA credit
ratings as well, potentially rais-
ing the cost of borrowing for
schools, roads and parks.

But the exact effects of the
downgrade won’t be known until
at least Sunday night, when Asian
markets open, and perhaps not
fully grasped for months. Ana-
lysts say the initial effect on the
markets could be modest because
they have been anticipating an
S&P downgrade for weeks.

Federal officials are also exam-
ining the impact of a downgrade
in large but esoteric financial
markets where U.S. government
bonds serve an extremely impor-
tant function. They were general-
ly confident that markets would
hold up but were closely monitor-
ing the situation. Regulators said
that the downgrade would not

affect how banking rules treat
Treasury bonds — as risk-free
assets.

The ratings action immedi-
ately fueled partisan wrangling
Friday night. Allies to President
Obama said it underscored his
call for a “grand bargain” that
would trim $4 trillion from the
federal budget involving a mix of
tax revenue and spending cuts.

Republicans criticized
Obama’s handling of the econo-
my.

“Standard & Poor’s rating
downgrade is a deeply troubling
indicator of our country’s decline
under President Obama,” Repub-
lican presidential candidate Mitt
Romney said.

S&P has angered government
officials with aggressive warn-
ings during the past few months
of a potential downgrade. S&P
corrected its draft report Friday
after Treasury raised concerns

about the math.
Over the past few months, the

multiple warnings from S&P
have not worried government
bond markets. What’s more, the
two other major credit rating
companies, Moody’s Investors
Service and Fitch Ratings, have
said they would preserve the
nation’s AAA rating for now.

S&P’s downgrade was as much
a political critique as a financial
conclusion. It is based on a view
that U.S. political leaders would
be unable to come up with at least
$4 trillion in savings, which is
needed to bring the nation’s debt
to a manageable level over the
next decade.

The debt deal swung earlier
this week proposed spending
cuts in two phases. Democrats
and Republicans agreed to the
first round, worth nearly $1 tril-
lion. But a congressional commit-
tee must decide on the remaining

$1.2 trillion to $1.5 trillion — and
S&P questioned whether that
would ever happen.

S&P added that it expects that
the upper income Bush-era tax
cuts will continue, despite vows
from Obama to end the breaks
next year.

“The majority of Republicans
in Congress continue to resist any
measure that would raise reve-
nues,” the firm said.

S&P’s downgrade served as an
indictment of the gridlock that
sent the nation to the edge of
defaulting on its debt obligations.
It is also striking in part because
it reflects the tremendous power
of a small group of financial
analysts employed by a New York
company — part of McGraw-Hill.
Credit-rating companies’ reputa-
tions were sullied during the
financial crisis.

In Europe, political leaders
have taken aim at credit rating

companies when they cut the
ratings of governments strug-
gling with heavy debt burdens.

S&P said the nation could suf-
fer additional downgrades later
on if the nation’s debt burden
grows worse. “A new political
consensus might [or might not]
emerge after the 2012 election,
but we believe that by then the
government debt burden will
likely be higher,” the firm said.

The company said the United
States’s financial position was
diverging from that of other AAA
countries, including Canada,
France, Germany and Britain.

Countries with a AA+ rating
include New Zealand and Bel-
gium. Among those countries
with a AA rating, one notch lower,
are Bermuda, Spain and Qatar.

goldfarbz@washpost.com

Staff writers Neil Irwin and Cezary
Podkul contributed to this report.
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who have fled its debt. But there
were still no guarantees that the
actions will be enough to restore
confidence in one of Europe’s
biggest economies.

Wall Street had a seesaw day, as
investors reacted to those and
other pieces of news with wild
swings — the Dow Jones indus-
trial average soared up 171 points,
then later was down 243 — re-
flecting the deep uncertainty that
has gripped markets during the
past two weeks. U.S. markets
closed mixed: The S&P 500-stock
index closed down 0.1 percent;
the Dow Jones industrial average
was up 0.5 percent.

After the sell-off of nearly 5
percent in the S&P index on
Thursday, two big fears have the
world financial markets on edge:
that the United States could fall
back into recession, and that the
European debt crisis could
spread to the huge economies of
Spain and Italy.

The first fear was eased Friday
morning when the Labor Depart-
ment said that U.S. employers
added 117,000 jobs in July, more
than double the revised 46,000
added jobs in June and better
than the 85,000 net new jobs for
July that were forecast. The un-
employment rate ticked down to
9.1 percent, from 9.2 percent in
June. The private sector did even
better, adding 154,000 positions.
But governments — particularly
at the state and local level —
slashed so many positions that
this held back overall job growth.
Minnesota’s government shut-
down alone accounted for 23,000
lost jobs.

“Today’s employment report
was a relief, given increasing mar-
ket fears over the likelihood of a
second recession,” said Neil Dut-
ta, an economist at Bank of Amer-
ica-Merrill Lynch. “Contrary to
recent opinion, the economy is
not collapsing.”

“The July jobs report was not as
bad as May and June,” said Nigel
Gault, chief U.S. economist at IHS
Global Insight. “That’s about the
best that we can say for it.”

Speaking at the Washington
Navy Yard, President Obama ac-

economy from A1

knowledged that “this has been a
tumultuous year,” addressing this
week’s plummeting markets. He
noted that private job creation in
July was the strongest since April
but added that the nation still
needs to put millions of people
back to work.

“We need to create a self-sus-
taining cycle where people are
spending, companies are hiring,
and our economy is growing,”
said Obama, calling on Congress
to extend a temporary payroll tax
cut and unemployment insur-
ance benefits.

House Speaker John A. Boeh-
ner (R-Ohio) blamed the weak
jobs picture on the president’s
policies.

“While the American people
are asking ‘where are the jobs?’
the Democrats running Washing-
ton are determined to punish
small businesses with higher tax-
es and more red tape,” Boehner
said in a statement. “Instead of
more jobs, they’re creating more
fear, more uncertainty and more
debt.”

There was little to love in the
report. The unemployment rate
declined for bad reasons, not
good ones: 193,000 people

dropped out of the labor force, no
longer counted as unemployed
because they apparently gave up
looking for work.

And only 58.1 percent of the
U.S. population had a job, down
one-tenth of a point from June, to
reach the lowest level since the
early 1980s.

Businesses “appear to believe
they can maintain profits while
adding cautiously to payrolls,”
Conference Board economist
Kathy Bostjancic said. “If that is
true, the labor market will slowly
come back, but it’s a long way
back.”

Still, the modest job growth
helps allay fears that U.S. eco-
nomic activity is shrinking, rath-
er than growing slowly. In recent
days, exceptionally weak reports
on U.S. economic output in the
first half of the year, the manufac-
turing sector and consumer
spending have deepened fears of
recession.

“It’s certainly a breath of fresh
air to come in well above expecta-
tions,” said Austan Goolsbee, the
president’s chief economist, in an
interview. “But that’s a long way
from where we need to be with
the unemployment rate as high as

it is. . . . I still think this should be
viewed as a call to action that we
should not be taking anything for
granted.”

In a welcome sign, average
hourly wages increased by a
healthy 0.4 percent in July, after
being unchanged in June. The
length of the average workweek
was unchanged, at 34.3 hours.

Job creation was strongest in
the health-care field, which add-
ed 37,000 positions. There were
also solid results in the profes-
sional and business services sec-
tor, which added 34,000.

The manufacturing sector was
another bright spot, adding
24,000 positions, in part because
of auto plants ramping up output
as the impact of the Japanese
earthquake dissipated.

The steepest losses were in
government jobs, which shed
37,000 positions as state and local
governments slashed their bud-
gets to grapple with lower rev-
enue. That level of job loss could
come down, however, as it was
exaggerated by Minnesota state
government employees tempo-
rarily out of work due to a shut-
down there.

irwinn@washpost.com

After jobs report, seesaw day on Wall St.

nomic adviser to Bill Clinton in
his 1992 presidential campaign.
He currently heads an economic
consulting firm.

Democratic pollster Geoff
Garin said his recent focus
groups among swing voters sug-
gest that they understand the
intractability of the problem, but
are also impatient.

“Nobody blames him for the
country’s economic problems,
and they are still willing to be
hopeful about Obama, including
hopeful about his ability to move
the country in a better direction,”
Garin said. “But against that,
people truly are frustrated with
the slow pace of change, and they
don’t see enough signs at the
moment that we’re on a path that
will lead to better days.”

Refocusing on jobs
The White House has said that

it will be pivoting to put all of its
focus onto the economy and jobs.
But the narrative of Obama’s
presidency has been that other
things — most recently, the pro-
tracted negotiations over the
debt ceiling — keep interrupting
that story line.

And there is always the possi-
bility of the setback of a foreign
shock, perhaps from Europe’s

politics from A1 debt crisis.
Meanwhile, Obama will be

sharing the political stage with
GOP opponents, who will be
lobbing their own criticisms.

“Today’s unemployment re-
port represents the 30th straight
month that the jobless rate has
been above 8 percent,” former
Massachusetts governor Mitt
Romney said Friday. “When you
see what this president has done
to the economy in just three
years, you know why America
doesn’t want to find out what he
can do in eight.”

Exactly what Obama could do
to change the course at this
point, however, is difficult to
figure out.

Cuts vs. growth
The political exigency of cut-

ting government spending,
which drove the debt-ceiling ne-
gotiations that took the country
to the brink of default, runs
exactly counter to what many
economists say would help boost
economic growth in the short
run.

So the president is left arguing
for measures that could help
around the edges in the near
term — such as extending the
payroll tax cut and emergency
unemployment benefits that are
set to expire in December.

One worrisome sign for
Obama: In only two presidential
election years since the early
1950s have the consumer confi-
dence indexes been as low as
they are today. Those two years
were 1980 and 1992, which also
happen to have been the only two
when an elected incumbent was
defeated.

Choices and correlations
Of course, every election has

its own set of issues and person-
alities — and in the end, every
one is a choice between two
candidates.

But scholars have found corre-
lations between a president’s
economic performance and his
electoral one.

One that has gotten wide cre-
dence among political scientists
is the so-called “Bread and
Peace” model designed by Doug-
las Hibbs of the University of
Gothenberg in Sweden, which
finds that a president’s reelec-
tion prospects are tied to growth
in disposable income and the
number of military casualties
resulting from U.S.-initiated for-
eign conflicts.

“If I had to bet today,” Hibbs
said, “I’d bet that he will lose.”

Ray Fair, a Yale University
economics professor who has
developed another well-known

model for predicting election
outcomes, has also grown more
pessimistic about Obama’s pros-
pects.

“He’s got to get going pretty
quickly,” Fair said. “Other than
working on the payroll tax, he’s
probably not going to be able to
do much between now and the
election to affect the economy, as
a practical matter.”

Wall Street ended flat on Fri-
day, which actually was good
news, given its swan dive the day
before. And the government an-
nounced some more hopeful
signs: a dip in the unemploy-
ment rate and the news that the
economy had added more jobs
than it had since April.

But even as Obama pointed to
that slight break in the clouds on
employment, he noted: “We have
to create more jobs than that
each month to make up for the
more than 8 million jobs that the
recession claimed. We need to
create a self-sustaining cycle
where people are spending, and
companies are hiring, and our
economy is growing.”

And for his own sake, he’d
better do it soon.

tumultyk@washpost.com

Staff research editor Alice Crites
contributed to this report.

Gauging Obama’s reelection chances Obama’s lineup of
economists thinning

BY ZACHARY A. GOLDFARB

With Friday’s departure of the
chairman of the Council of Eco-
nomic Advisers, President Obama
has lost the last remaining econo-
mist on his senior economic team
at a time when the recovery is
weakening and the president is
trying to devise a strategy to pre-
ventadditionaleconomic turmoil.

Heading into Obama’s reelec-
tion campaign, his group of eco-
nomic advisers is taking on a
shape far different from the earli-
est days of his presidency, when
Obama surrounded himself with
some of the best economic and
financial minds — experts on eco-
nomic crises and severe down-
turns.

Now he has far more people on
his team who are steeped in the
ways of Washington budget nego-
tiations and debates over spend-
ing and taxes.

Seeking to prevent a complete
turnover on his economic team,
the White House has been exert-
ing intense pressure on Treasury
Secretary Timothy F. Geithner to
stay even though he has told the
president he wants to step down.
Austan Goolsbee, the Council of
Economic Advisers chairman
who has been with Obama since
2007, is returning to the Univer-
sity of Chicago.

Administration officials say the
president has brought in mem-
bers of the new team — such as
Gene Sperling, director of the Na-
tionalEconomicCouncil—skilled
at passing economic policy in dif-
ficult economic environments.
The officials pointed out that
many other economists remain,
including Jason Furman, a Har-
vard-trained economist who is
Sperling’s top deputy.

Devising a strategy on the econ-
omy will be critical for the country
and for the president’s political
hopes.Economistsare increasing-
ly warning that the nation could
slip back into recession.

The last economic crisis oc-
curred in late 2008 during the
waning months of the Bush ad-
ministration, and the White
House largely left the policy re-
sponse in the hands of the Trea-
sury. With Obama’s bid for a sec-
ond term in the balance, the presi-
dent will have to take more direct
control if new economic troubles
develop during the coming cam-
paign.

Yet the president’s team also
has less flexibility now as it seeks
ways to boost the economy. Con-
gress is stuck in a severe partisan
gridlock, with Republicans in
charge of the House. Republicans
have vowed to block many of the
president’s ideas for helping the
economy.

“For an economic team, what
really matters is do they work
together to consider the full set of
sound options in play and offer
the wisest recommendations in
light of both the economic chal-
lenges and constraints the presi-
dent faces,” Sperling said.

The Obama administration
could also be vulnerable because
of misjudgments about the severi-
ty of the economic decline.
Obama’s team underestimated
how high the unemployment rate
would go and then showed a great
amount of optimism last year that
the economy was recovering. The
White House declared last sum-
mer, for instance, the “summer of
recovery.” Geithner wrote in an
op-ed that “we are on a path back
to growth.” Vice President Biden
toured the country, promoting the
gains.

“It’s clear that the entire coun-
try, including the administration,
has been bitterly disappointed by

economic developments in the
last nine months or so,” said Wil-
liam Galston, a former policy ad-
viser to President Clinton and
Democratic presidential candi-
dates. “I’m sure the White House
in retrospect wishes it handled
last summer somewhat different-
ly.”

Many liberal economists have
criticized the president for spend-
ing too much time debating the
debt and not enough time using
government policy to create jobs.

Lawrence Summers, a Harvard
economist, formerTreasury secre-
tary and Obama’s first director of
the National Economic Council
until December, subscribed to this
view at a recent conference hosted
by Fortune magazine.

“I think he could even focus
more intensely on what is, I think,
the central problem, which is how
to get enough demand and
enough confidence going so that
this economy achieves escape ve-
locity from the recession,” he said.
“We’ve been flying out of the re-
cession, but we’ve been flying out
of it dangerously close to stall
speed, and doing something
about that should be our top pri-
ority.”

An Obama administration offi-
cial said the president has consis-
tently introduced initiatives to
provide support for the recovery,
from the stimulus bill in 2009 to
the payroll tax cut and an exten-
sion of unemployment benefits in
December.

That official said that those
measures have helped the econo-
my but that the president recog-
nizes that more work needs to be
done. The official said, given the
depth of the financial crisis and
recession, it is to be expected that
the recovery wouldn’t be smooth
and instead have ups and downs.

When Obama became presi-
dent, he tapped economists to fill
several major roles. In addition to
Summers, he selected Christina
Romer, an expert on the Depres-
sion, as the head of the Council of
Economic Advisers.

He took the unusual step of
selecting an economist, Peter
Orszag, to head the Office of Man-
agement and Budget. Biden even
had his own chief economist, Jar-
ed Bernstein, an expert on the
working class. Geithner, while not
an economist, had the rare pedi-
gree of essentially starting his ca-
reer at Treasury and was an expert
on financial crises.

Now, with the exception of
Geithner, all of those officials are
gone.

While the senior ranks are thin
on economists, the Council of Eco-
nomic Advisers has some among
its members, including Katharine
Abraham, a specialist on employ-
ment and unemployment, and
Carl Shapiro, an expert on compe-
tition.

Helping drive the president’s
agenda in recent months have
been Sperling and Jack Lew, the
head of the Office of Management
and Budget. Both experienced in
politics, they are reprising roles
they played in the Clinton admin-
istration as they negotiate with
Congress over fiscal policy.

“The president always asks us
to start with what we feel are our
most ideal recommendations for
the economy, but then to also
rigorously examine which ones
have the best chance of passing,”
Sperling said.

goldfarbz@washpost.com
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Standard & Poor’s downgrades U.S.’s once-sterling credit rating
The AAA rating has made the

U.S. Treasury bond one of the
world’s safest investments — and
has helped the nation borrow at
extraordinarily cheap rates to fi-
nance its government operations,
including two wars and an expen-
sive social safety net for retirees.

Treasury bonds have also been
a stalwart of stability amid the
economic upheaval of the past
few years. The nation has had a
AAA rating for 70 years.

Analysts say that, over time,
the downgrade could push up
borrowing costs for the U.S. gov-
ernment, costing taxpayers tens
of billions of dollars a year. It
could also drive up interest rates
for consumers and companies
seeking mortgages, credit cards
and business loans.

A downgrade could also have a
cascading series of effects on

downgrade from A1 states and localities, including
nearly all of those in the Washing-
ton metro area. These govern-
ments could lose their AAA credit
ratings as well, potentially rais-
ing the cost of borrowing for
schools, roads and parks.

But the exact effects of the
downgrade won’t be known until
at least Sunday night, when Asian
markets open, and perhaps not
fully grasped for months. Ana-
lysts say the initial effect on the
markets could be modest because
they have been anticipating an
S&P downgrade for weeks.

Federal officials are also exam-
ining the impact of a downgrade
in large but esoteric financial
markets where U.S. government
bonds serve an extremely impor-
tant function. They were general-
ly confident that markets would
hold up but were closely monitor-
ing the situation. Regulators said
that the downgrade would not

affect how banking rules treat
Treasury bonds — as risk-free
assets.

The ratings action immedi-
ately fueled partisan wrangling
Friday night. Allies to President
Obama said it underscored his
call for a “grand bargain” that
would trim $4 trillion from the
federal budget involving a mix of
tax revenue and spending cuts.

Republicans criticized
Obama’s handling of the econo-
my.

“Standard & Poor’s rating
downgrade is a deeply troubling
indicator of our country’s decline
under President Obama,” Repub-
lican presidential candidate Mitt
Romney said.

S&P has angered government
officials with aggressive warn-
ings during the past few months
of a potential downgrade. S&P
corrected its draft report Friday
after Treasury raised concerns

about the math.
Over the past few months, the

multiple warnings from S&P
have not worried government
bond markets. What’s more, the
two other major credit rating
companies, Moody’s Investors
Service and Fitch Ratings, have
said they would preserve the
nation’s AAA rating for now.

S&P’s downgrade was as much
a political critique as a financial
conclusion. It is based on a view
that U.S. political leaders would
be unable to come up with at least
$4 trillion in savings, which is
needed to bring the nation’s debt
to a manageable level over the
next decade.

The debt deal swung earlier
this week proposed spending
cuts in two phases. Democrats
and Republicans agreed to the
first round, worth nearly $1 tril-
lion. But a congressional commit-
tee must decide on the remaining

$1.2 trillion to $1.5 trillion — and
S&P questioned whether that
would ever happen.

S&P added that it expects that
the upper income Bush-era tax
cuts will continue, despite vows
from Obama to end the breaks
next year.

“The majority of Republicans
in Congress continue to resist any
measure that would raise reve-
nues,” the firm said.

S&P’s downgrade served as an
indictment of the gridlock that
sent the nation to the edge of
defaulting on its debt obligations.
It is also striking in part because
it reflects the tremendous power
of a small group of financial
analysts employed by a New York
company — part of McGraw-Hill.
Credit-rating companies’ reputa-
tions were sullied during the
financial crisis.

In Europe, political leaders
have taken aim at credit rating

companies when they cut the
ratings of governments strug-
gling with heavy debt burdens.

S&P said the nation could suf-
fer additional downgrades later
on if the nation’s debt burden
grows worse. “A new political
consensus might [or might not]
emerge after the 2012 election,
but we believe that by then the
government debt burden will
likely be higher,” the firm said.

The company said the United
States’s financial position was
diverging from that of other AAA
countries, including Canada,
France, Germany and Britain.

Countries with a AA+ rating
include New Zealand and Bel-
gium. Among those countries
with a AA rating, one notch lower,
are Bermuda, Spain and Qatar.

goldfarbz@washpost.com

Staff writers Neil Irwin and Cezary
Podkul contributed to this report.
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The origins of a
showdown

How the GOP
created a
majority and
gave itself a
‘leverage
moment’ in the
epic clash over
the debt deal

I
n mid-January, newly installed as the GOP House majority leader,
Virginia’s Eric Cantor rose to the podium inside a spacious hotel ballroom
to deliver a message to his troops, including the 87 newcomers who had
given the party control of theHouse.

A vote to increase thenation’s $14.3 trilliondebt limitwas coming soon,
he told the caucus members who had gathered at the Marriott in Baltimore’s
Inner Harbor for a closed-door retreat less than 10 days after taking power.
Think of it as a “hidden” opportunity, he implored them, a chance to achieve
their goal of reining in the federal government and its spending habits.

“I’m asking you to look at a potential increase in the debt limit as a leverage
momentwhen theWhiteHouse andPresidentObamawill have to dealwith us,”
said Cantor, one of several new House leaders who detailed the game plan for
the comingmonths. “Eitherwe stick together anddemonstrate thatwe’re a team
that will fight for and stand by our principles, or we will lose that leverage.”

The frantic showdown that followed, bringing the nation to the brink of
default, looked like the haphazard escalation of a typical partisan standoff.

It wasn’t.
It was the natural outgrowth of a years-long effort by GOP recruiters to build

a new majority and reverse the party’s fortunes. That effort began before the
economy collapsed in 2008, before the government bailouts that followed,
before the tea party rose in response to push its anti-tax, anti-spendingmessage.

With the backing of the GOP establishment, Cantor and two colleagues
banded together as the “YoungGuns,” drawing their nickname fromamagazine
feature anointing them rising stars. They scoured the country for like-minded
conservatives who shared their uncompromising commitment to shrinking the
federal government. They showered these YoungGuns recruits withmoney and
support and exhorted them to maintain a laserlike fiscal focus.

By early 2010, talk of the “debt ceiling” began to creep into the lexiconof some
Young Guns candidates, first as a reaction to Congress yet again giving the
nation the authority to borrowmoremoney. But in time, it became a shorthand,
their synonym for all that was wrong withWashington.

How the shorthand of 2010 grew into the showdown of 2011 is the story of a
Republican resurgence that brought immense advantage to the leadership but
also created immense expectations among this new breed of lawmaker. Having
built a majority on ideology, the GOP leadership found itself struggling to
control a rambunctious rank and file determined to live up to the bold rhetoric
that had brought it toWashington. debt continued on A10

BILL O’LEARY/THE WASHINGTON POST

After the 2010 elections, the House Republicanmajority was stocked with legislators who had little interest in
rubber-stamping another debt-limit increase. Party leaders used that sentiment as a bargaining chip.
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30 U.S. troops die
in helicopter crash

AFGHAN INSURGENTS SHOOT DOWN AIRCRAFT

Deadliest day for American forces since war began

Political parties trade blame
for U.S. rating downgrade
Partisan battles, in addition

to major debt burden,
led to S&P’s decision

BY KEVIN SIEFF
AND GREG JAFFE

kabul — U.S. forces in Afghanistan
suffered the deadliest day of the decade-
long war Saturday when insurgents shot
down an American helicopter, killing 30
U.S. servicemen and eight Afghans in the
latest of a series of setbacks for coalition
forces whose numbers are set to decline
over the comingmonths.

As U.S. troops have pushed the Taliban
from havens in the south, the insurgents
have retaliated in recent weeks with
high-profile attacks andassassinationsof
Afghan officials. The incidents have chal-
lenged U.S. assertions that themilitary is
making steady progress in preparation
for turning control of the country over to
its Afghan partners. Insurgents have also
stepped up attacks in the mountainous
east, the site of Saturday’s incident.

The dead in Saturday’s attack included
22Navy SEALs,most of themmembers of
SEAL Team 6, the counterterrorism unit
that carried out the mission to find
OsamabinLaden,U.S. officials said. They
added that none of the commandos who
died Saturday were involved in the cross-

border mission that killed the al-Qaeda
leader.

In a statement, President Obama ex-
pressed his condolences to the families of
those who were killed, saying their
deathswere a “reminder of the extraordi-
nary sacrifices” made by U.S. troops over
the past decade.

He also vowed that U.S. troops would
press ahead with the war. “We will draw
inspiration from their lives, and continue
the work of securing our country and
standing up for the values that they
embodied.”

The SEALs killed Saturday were on a
nighttime mission to kill or capture two
high-level insurgents known for organiz-
ing devastating roadside bomb attacks
on American convoys, officials said.

The attack on the Chinook helicopter
near Afghanistan’s border with Pakistan
underscored a dilemma for the Obama
administration as it seeks to reduce the

afghanistan continued on A14

BY ZACHARY A. GOLDFARB

Standard & Poor’s historic downgrade
of the U.S. credit rating causedWashing-
ton to erupt on Saturday in the exact
partisan clashes that S&P had said led to
its decision in the first place.

Both major political parties accused
each other of causing the downgrade
and used the credit rating agency’s
report to make their cases. Democrats
criticized Republicans for refusing to
consider increasing tax revenue to help
tame the nation’s debt. Republicans
blamed Democrats for not taking seri-
ous action to reform entitlements and
faulted President Obama for allowing
the downgrade to happen on his watch.

It was hardly a banner day for the
nation’s capital, where Congress and the
president, already suffering low poll
numbers for their inability to work
together, endured reprimands and lec-

tures from nations worldwide.
China, a major holder of U.S. debt,

berated the United States in an editorial
in a state-run newspaper for “its addic-
tion to debts.” In Germany, a news
magazine called the downgrade “a pub-
lic humiliation.”

S&P said Friday night that it had
downgraded the U.S. credit rating one
notch — from AAA to AA+ — because
“political brinkmanship” had made the
government’s ability to manage its fi-
nances “less stable, less effective and
less predictable.”

The agency’s decision was a reflection
of the nation’s massive debt burden and
its inability to function politically. Al-
though the fallout largely triggered
political recriminations, analysts wor-

downgrade continued on A5

Where is Lauren?
A Maryland family plumbs the depths of heartache

after the eldest daughter is slain in Georgia
BY PAUL DUGGAN

He drove 700 miles, aching with love
and longing, that awful June Thursday,
the day they found Lauren. He drove
alone, freighted with dread and
despair.

Hisheartraced;hefoughtback
panic; his mind screamed, Please
... let them be wrong. He drove
from 8 in the morning until after
nightfall, through Virginia and
theCarolinasanddeep intoGeor-
gia. He drove as fast as he could.

Bill Giddings, father of a slain
daughter, reached Macon about
9:30 that night. Five of his rela-
tives and aBaptistministermet him.

They crowded into the office of a police
major at city hall. The major, the police
chief, the district attorney and two detec-
tives greeted Bill somberly, offering con-

dolences, and Bill could see the stress on
the tired faces.

He sat heavily on a couch in the first-
floor office. He thought: Where is her
body? Where is Lauren? When will they

takeme to her?
“I thought I was there to iden-

tify her,” Bill would say later, his
sad eyes fixed in an empty gaze.
He is 56, owns a small company
in Laurel that hauls construction
debris.Remembering that trek to
Georgia, the hours of numbness
andconfusionwhenhestruggled
to graspwhatwas real, he says, “I
justwanted to see her.”

Yet the hesitant officials in the
room “kept beating around the bush.”

Chief Mike Burns, a 37-year veteran of
police work in his home town, looked at

giddings continued on A6
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China criticizes U.S. over debt
Citing the downgrade in the credit rating, an
editorial by the state-run news agency warned
the United States to get its house in order. A4

Local municipalities shaken
Officials struggle with implications of the S&P
downgrade, just weeks after weathering their
own scrutiny by another rating agency. A5

The fall of ‘Little America’
Lessons from a 60-year-old project in
U.S.-Afghan cooperation. Outlook, B1
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The origins of a
showdown

How the GOP
created a
majority and
gave itself a
‘leverage
moment’ in the
epic clash over
the debt deal

I
n mid-January, newly installed as the GOP House majority leader,
Virginia’s Eric Cantor rose to the podium inside a spacious hotel ballroom
to deliver a message to his troops, including the 87 newcomers who had
given the party control of theHouse.

A vote to increase thenation’s $14.3 trilliondebt limitwas coming soon,
he told the caucus members who had gathered at the Marriott in Baltimore’s
Inner Harbor for a closed-door retreat less than 10 days after taking power.
Think of it as a “hidden” opportunity, he implored them, a chance to achieve
their goal of reining in the federal government and its spending habits.

“I’m asking you to look at a potential increase in the debt limit as a leverage
momentwhen theWhiteHouse andPresidentObamawill have to dealwith us,”
said Cantor, one of several new House leaders who detailed the game plan for
the comingmonths. “Eitherwe stick together anddemonstrate thatwe’re a team
that will fight for and stand by our principles, or we will lose that leverage.”

The frantic showdown that followed, bringing the nation to the brink of
default, looked like the haphazard escalation of a typical partisan standoff.

It wasn’t.
It was the natural outgrowth of a years-long effort by GOP recruiters to build

a new majority and reverse the party’s fortunes. That effort began before the
economy collapsed in 2008, before the government bailouts that followed,
before the tea party rose in response to push its anti-tax, anti-spendingmessage.

With the backing of the GOP establishment, Cantor and two colleagues
banded together as the “YoungGuns,” drawing their nickname fromamagazine
feature anointing them rising stars. They scoured the country for like-minded
conservatives who shared their uncompromising commitment to shrinking the
federal government. They showered these YoungGuns recruits withmoney and
support and exhorted them to maintain a laserlike fiscal focus.

By early 2010, talk of the “debt ceiling” began to creep into the lexiconof some
Young Guns candidates, first as a reaction to Congress yet again giving the
nation the authority to borrowmoremoney. But in time, it became a shorthand,
their synonym for all that was wrong withWashington.

How the shorthand of 2010 grew into the showdown of 2011 is the story of a
Republican resurgence that brought immense advantage to the leadership but
also created immense expectations among this new breed of lawmaker. Having
built a majority on ideology, the GOP leadership found itself struggling to
control a rambunctious rank and file determined to live up to the bold rhetoric
that had brought it toWashington. debt continued on A10

BILL O’LEARY/THE WASHINGTON POST

After the 2010 elections, the House Republicanmajority was stocked with legislators who had little interest in
rubber-stamping another debt-limit increase. Party leaders used that sentiment as a bargaining chip.
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30 U.S. troops die
in helicopter crash

AFGHAN INSURGENTS SHOOT DOWN AIRCRAFT

Deadliest day for American forces since war began

Political parties trade blame
for U.S. rating downgrade
Partisan battles, in addition

to major debt burden,
led to S&P’s decision

BY KEVIN SIEFF
AND GREG JAFFE

kabul — U.S. forces in Afghanistan
suffered the deadliest day of the decade-
long war Saturday when insurgents shot
down an American helicopter, killing 30
U.S. servicemen and eight Afghans in the
latest of a series of setbacks for coalition
forces whose numbers are set to decline
over the comingmonths.

As U.S. troops have pushed the Taliban
from havens in the south, the insurgents
have retaliated in recent weeks with
high-profile attacks andassassinationsof
Afghan officials. The incidents have chal-
lenged U.S. assertions that themilitary is
making steady progress in preparation
for turning control of the country over to
its Afghan partners. Insurgents have also
stepped up attacks in the mountainous
east, the site of Saturday’s incident.

The dead in Saturday’s attack included
22Navy SEALs,most of themmembers of
SEAL Team 6, the counterterrorism unit
that carried out the mission to find
OsamabinLaden,U.S. officials said. They
added that none of the commandos who
died Saturday were involved in the cross-

border mission that killed the al-Qaeda
leader.

In a statement, President Obama ex-
pressed his condolences to the families of
those who were killed, saying their
deathswere a “reminder of the extraordi-
nary sacrifices” made by U.S. troops over
the past decade.

He also vowed that U.S. troops would
press ahead with the war. “We will draw
inspiration from their lives, and continue
the work of securing our country and
standing up for the values that they
embodied.”

The SEALs killed Saturday were on a
nighttime mission to kill or capture two
high-level insurgents known for organiz-
ing devastating roadside bomb attacks
on American convoys, officials said.

The attack on the Chinook helicopter
near Afghanistan’s border with Pakistan
underscored a dilemma for the Obama
administration as it seeks to reduce the

afghanistan continued on A14

BY ZACHARY A. GOLDFARB

Standard & Poor’s historic downgrade
of the U.S. credit rating causedWashing-
ton to erupt on Saturday in the exact
partisan clashes that S&P had said led to
its decision in the first place.

Both major political parties accused
each other of causing the downgrade
and used the credit rating agency’s
report to make their cases. Democrats
criticized Republicans for refusing to
consider increasing tax revenue to help
tame the nation’s debt. Republicans
blamed Democrats for not taking seri-
ous action to reform entitlements and
faulted President Obama for allowing
the downgrade to happen on his watch.

It was hardly a banner day for the
nation’s capital, where Congress and the
president, already suffering low poll
numbers for their inability to work
together, endured reprimands and lec-

tures from nations worldwide.
China, a major holder of U.S. debt,

berated the United States in an editorial
in a state-run newspaper for “its addic-
tion to debts.” In Germany, a news
magazine called the downgrade “a pub-
lic humiliation.”

S&P said Friday night that it had
downgraded the U.S. credit rating one
notch — from AAA to AA+ — because
“political brinkmanship” had made the
government’s ability to manage its fi-
nances “less stable, less effective and
less predictable.”

The agency’s decision was a reflection
of the nation’s massive debt burden and
its inability to function politically. Al-
though the fallout largely triggered
political recriminations, analysts wor-

downgrade continued on A5

Where is Lauren?
A Maryland family plumbs the depths of heartache

after the eldest daughter is slain in Georgia
BY PAUL DUGGAN

He drove 700 miles, aching with love
and longing, that awful June Thursday,
the day they found Lauren. He drove
alone, freighted with dread and
despair.

Hisheartraced;hefoughtback
panic; his mind screamed, Please
... let them be wrong. He drove
from 8 in the morning until after
nightfall, through Virginia and
theCarolinasanddeep intoGeor-
gia. He drove as fast as he could.

Bill Giddings, father of a slain
daughter, reached Macon about
9:30 that night. Five of his rela-
tives and aBaptistministermet him.

They crowded into the office of a police
major at city hall. The major, the police
chief, the district attorney and two detec-
tives greeted Bill somberly, offering con-

dolences, and Bill could see the stress on
the tired faces.

He sat heavily on a couch in the first-
floor office. He thought: Where is her
body? Where is Lauren? When will they

takeme to her?
“I thought I was there to iden-

tify her,” Bill would say later, his
sad eyes fixed in an empty gaze.
He is 56, owns a small company
in Laurel that hauls construction
debris.Remembering that trek to
Georgia, the hours of numbness
andconfusionwhenhestruggled
to graspwhatwas real, he says, “I
justwanted to see her.”

Yet the hesitant officials in the
room “kept beating around the bush.”

Chief Mike Burns, a 37-year veteran of
police work in his home town, looked at

giddings continued on A6
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Citing the downgrade in the credit rating, an
editorial by the state-run news agency warned
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downgrade, just weeks after weathering their
own scrutiny by another rating agency. A5
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Political parties trade blame for
downgrade in U.S. credit rating
ried that the consequences of the
downgrade, while not fully
known, could lead to higher
borrowing costs for the govern-
ment and consumers over time.

S&P officials said it is unlikely
that the country will regain its
top-notch credit rating anytime
soon. And if one of the two other
ratings agencies — Moody’s In-
vestor Service and Fitch Ratings
— followed suit, analysts say,
financial markets could erupt in
widespread turmoil as investors
lose faith in the nation’s ability to
meet its financial obligations.

For now, those two agencies
say they plan to preserve the
AAA rating, although they
warned that they could change
their view if there is a significant
deterioration in the economy or
if leaders are unable to find more
budget savings.

Still, given S&P’s move, gov-
ernment officials and investors
worldwide were bracing for signs
of distress that may occur when
financial markets open Monday.

The S&P downgrade was an-
nounced after a frantic day of
contacts between the Treasury
Department and the company.
S&P had warned for months that
it might downgrade the United
States if leaders did not come up
with a plan to cut the deficit by
$4 trillion over 10 years.

S&P noted that the budget
deal reached last week — which
calls for $2.1 trillion in savings
and was considered a crisis-
averting breakthrough in Wash-
ington — “fell short.”

On Friday, before Obama left
for a weekend at Camp David,
Treasury Secretary Timothy F.
Geithner and National Economic
Council Director Gene B. Sper-
ling briefed Obama on the poten-
tial downgrade.

On Saturday, the administra-
tion quickly moved to cast doubt
on S&P’s conclusions, saying it
had neglected to recognize that

downgrade from A1 leaders in Washington had made
progress despite the political
wrangling. Officials also said
that S&P’s methodology was
“flawed” and that the company
had to correct large math errors
in an early draft of its report.

But officials also said the
downgrade supported Obama’s
call for a “grand bargain” to cut
the nation’s debt through a com-
bination of tax increases and an
overhaul of entitlement pro-
grams such as Social Security
and Medicare.

“The bipartisan compromise
on deficit reduction was an im-
portant step in the right direc-
tion. Yet the path to getting there
took too long and was at times
too divisive,” White House press
secretary Jay Carney said. “We
must do better to make clear our
nation’s will, capacity and com-
mitment to work together to
tackle our major fiscal and eco-
nomic challenges.”

Another administration offi-
cial said: “The S&P decision was
shockingly flawed” but added
that “the truth is that it takes two
parties to solve a problem, espe-
cially one as serious as bringing
down our deficit.”

Others in Washington used
the downgrade as a political
weapon, which bodes ill for a
congressional “supercommittee”
that is supposed to agree on at
least $1.2 trillion in budget sav-
ings by Thanksgiving to supple-
ment the nearly $1 trillion in cuts
lawmakers already agreed to. In
its report, S&P expressed doubt
that the panel would succeed

Said House Speaker John A.
Boehner (R-Ohio): “Democrats
who run Washington remain un-
willing to make the tough choic-
es required to put America on
solid ground.” He quoted the S&P
report as saying that reforming
entitlement programs is neces-
sary, but he did not mention its
discussion of the potential need
for new tax revenue.

The downgrade and fall in the

stock market “provide further
evidence that President Obama’s
agenda has been a disaster for
our economy,” added Sen. Ronald
H. Johnson (R-Wis.).

Democrats were just as critical
of Republicans.

Timothy M. Kaine of Virginia,
a former chairman of the Demo-
cratic National Committee who
is running for the Senate, said
that “the continuing resistance
of congressional Republicans to
entertain the need for new rev-
enue as part of a reasonable
solution is a critical part of the
downgrade decision.” He did not
mention S&P’s statement about
entitlements.

Added Sen. Christopher A.
Coons (D-Del.): “By refusing to
negotiate in good faith, Republi-
cans turned the debt-ceiling de-
bate into a hostage crisis and last
night we saw its first casualty.”

Republican presidential can-
didates went for the jugular,
issuing statements that tried to
pin S&P’s action on Obama. For-
mer Minnesota governor Tim
Pawlenty called the president
“inept,” while Rep. Michele Bach-
mann (Minn.) said he is “destroy-
ing the foundations of the U.S.
economy one beam at a time.”

Obama aides said they hope
the political fallout will be mini-
mal for the president as he seeks
reelection, so long as the down-
grade has a limited effect on the
economy. The aides noted that
voters will decide next fall based
on their personal financial situa-
tions, rather than a broad event
that deals with a national rating.

“The Republican candidates
would have put our economy at
great risk by allowing the nation
to default on its obligations,” said
Ben LaBolt, a spokesman for the
Obama campaign.

goldfarbz@washpost.com

Staff writers Rosalind Helderman,
Felicia Sonmez and Ylan Q. Mui
contributed to this report.

Local municipalities waiting
to see if other shoe will drop

Shaken officials
struggling to sort out
impact of U.S. rating

BY MICHAEL E. RUANE

Local government officials are
struggling to gauge the impact of
the Standard & Poor’s unprec-
edented downgrade of federal
credit even as Washington watch-
es global reaction to its latest fi-
nancial setback.

Will the ratings agency down-
gradecountiesandstates?Will the
federal government’s predica-
ment cost local taxpayers? And
can local governments have better
credit than the federal govern-
ment?

“We are in uncharted territory,”
Prince William County Board
Chairman Corey A. Stewart (R)
said. “No one knows what the ulti-
mate long-term ramifications are.
. . .Butweknowthey’regoingtobe
significant.”

Word of the S&P downgrade
Friday shook local municipalities,
many of which had just weathered
the scrutiny of another rating
agency, Moody’s Investors Service.
Moody’s, concerned about the

chaos surrounding the federal
debt ceiling, had been reviewing
the ratings of the federal govern-
ment and municipalities with
close ties to Washington.

After the debt agreement was
reached, the agency continued the
federal government’s triple-A rat-
ing on Aug. 2 — but with a “nega-
tive outlook.” Two days later, it
continued the triple-A rating of,
among others, Prince William,
Fairfax,PrinceGeorge’sandMont-
gomery counties, and the states of
Maryland and Virginia, but
echoed the negative outlook for
those jurisdictions.

Then came the federal down-
grade. Thomas Himler, director of
the office of management and
budget for Prince George’s Coun-
ty, said it was no surprise that
Standard and Poor’s lowered the
federal government’s rating.
“They’ve been talking about the
potential for a while now,” he said.

But states, counties and other
jurisdictions in the region are in
close contact with the ratings
agencies, mindful of the way their
own debt ratings can affect their
ability to raise funds.

“We actually have a conference
call with all three rating agencies
next week,” Himler said, referring
to Fitch Ratings as the third major

rating service. “We’re optimistic
that they will retain our triple-A
rating.”

In Fairfax, Board of Supervisors
Chairman Sharon S. Bulova (D)
said leaders “held our breath”
waiting for last week’s Moody’s
decision. “We’re happy to hear
that we’ve retained our triple-A
bond rating.”

She said the county plans fur-
ther talks with Moody’s, adding,
“We’ll stress that we have made
every effort to diversify our indus-
try sectors in Fairfax County.”

The federal downgrade does
not necessarily mean a down-
grade of “sub-sovereignties” such
as Prince William. S&P thinks
statesand localitiescanhavehigh-
er ratings than the federal govern-
ment, according to Stewart.

But Moody’s does not, he said.
“Moody’s believes that if the par-
ent government is downgraded
then they will automatically
downgrade the sub-sovereign en-
tities to the same level as the par-
ent governmental entity,” Stewart
said.

Local officials plan to lobby
Moody’s to change that policy in
the coming weeks, said Steven A.
Solomon, finance director for
Prince William County.

ruanem@washpost.com
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China slams U.S. ‘addiction to debts’
State-run news agency
warnsWashington
in wake of rating cut

BY KEITH B. RICHBURG

beijing— In a blistering editori-
al Saturday by the state-run news
agency, China said the down-
grade of the U.S. credit rating by
Standard & Poor’s showed the
need for America to “cure its
addiction to debts” and to “rees-
tablish the common-sense prin-
ciple that one should live within
its means.”

With its stockpile of at least
$1.16 trillion in U.S. Treasury
securities — and likely more
amassed through entities over-
seas — China is the largest for-
eign holder of American debt,
putting Beijing in a position to
lecture Washington to get its
fiscal house in order, according
to the editorial by Xinhua, the
official government news agency.

“China, the largest creditor of
the world’s sole superpower, has
every right now to demand the
United States to address its struc-
tural debt problems and ensure
the safety of China’s dollar as-
sets,” Xinhua said. The news
agency typically reflects the view
of China’s collective top Commu-
nist Party leadership and sets the
editorial line for the rest of the
state-controlled media to follow.

“The days when the debt-rid-
den Uncle Sam could leisurely
squander unlimited overseas
borrowing appear to be num-
bered,” the editorial said. “The
U.S. government has to come to

terms with the painful fact that
the good old days when it could
just borrow its way out of messes
of its own making are finally
gone.”

In Europe on Saturday, leaders
reacted to the news of a down-
grade with urgency. Financial
officials from the Group of Seven
industrialized nations planned a
conference call for Sunday to
discuss how to coordinate action
among their countries’ central
banks, a person familiar with the
matter said.

China — through its officially
controlled media — largely kept
silent during theweeks-long debt
debate impasse in Washington
between the White House and
congressional Republicans. But
Friday’s rating downgrade,
which could very likely affect the
value of China’s Treasury securi-
ties holdings, seems to have
prompted China’s leaders to take
a more outspoken, and critical,
stance.

China’s criticism was coun-
tered by Japan, the second-larg-
est foreign holder of U.S. bonds,
which sought to ease fears over
the downgrade.

“The trust we have in U.S.
Treasuries and their attractive-
ness as an investment will not
change because of this action,”
one senior government official
told Dow Jones.

But the downgrade also raised
concerns that confidence in the
dollar could further erode, draw-
ingmore investors to the yen. For
months Japanese business lead-
ers and government officials
have worried about the strong
yen, which they say does not
reflect the overall health of the
economy. If the yen continues to
appreciate, Japan could be forced
to once again intervene in the
foreign currencymarket, as it did
last Thursday, when the Finance
Ministry sold roughly 4.5 trillion
yen, briefly lowering its value to
80 against the dollar.

On Friday, the yen again
strengthened slightly, negating

the effectiveness of the interven-
tion. Japan now fears that the
S&P downgrade could drive the
yen back up to the level where it
stood in the middle of last week,
roughly 77 against the dollar.

The Xinhua editorial came
three days after a fledgling Chi-
nese credit rating agency, Da-
gong Global Credit Rating Co.,
also said it had cut its rating of
U.S. credit, from A+ to A with a
negative outlook, because of the
move in Washington to increase
the country’s debt ceiling. It was
Dagong Global’s second down-
grade of U.S. credit, the first
coming last November. The rat-
ings by Dagong Global, founded
in 1994 to rate Chinese compa-
nies, have had little notice out-
side China and are not recog-
nized by the U.S. Securities and
Exchange Commission.

The editorial also said the
fiscal problems in the United
States should begin the discus-
sion over introducing a new glob-
al reserve currency to replace the
U.S. dollar.

Economists interviewed here
said the financial crises roiling
the United States and Europe
would only accelerate the shift
already underway in China —
begun with the 2008 global re-
cession — to rely less on exports
and move toward an economy
driven by domestic demand.

“The economic downturn in
the U.S. and Europe is likely to
weaken China’s exports and may
cause more hot money influx,”
said Guo Tianyong, a professor
with the Central University of
Finance and Banking. “China is
determined to slow down its
economy and focus more on
boosting domestic demand, and I
think to a certain degree China
can bear a more weakened exter-
nal demand.”

richburgk@washpost.com

Correspondent Chico Harlan in Tokyo
and researcher Liu Liu in Beijing and
the Associated Press contributed to
this report.

Debate preceded
the downgrade

A furious set of
exchanges between
Treasury and S&P

BY ZACHARY A. GOLDFARB

The Obama administration had
justfinishedafightwithHouseand
Senate Republicans when it en-
tered a battlewith a small group of
credit-ratinganalystsbasedinNew
York, LondonandToronto.

Standard & Poor’s had warned
for months that it might down-
grade the U.S. credit rating if lead-
ers couldn’t find a way to reduce
the growing national debt by
$4 trillionover 10 years.

When the deal reached Tuesday
fell short of those expectations, the
Treasury Department and S&P en-
gaged in a furious set of exchanges
that ultimately led to a downgrade
Friday night. Since then, the
Obama administration and S&P
have been engaged in a war of
words over the circumstances of
thedowngrade.

Gene B. Sperling, director of the
National Economic Council, said
Saturday that S&P’s conduct was
“breathtaking,” adding that “it
smacked of an institution starting
with a conclusion and shaping any
arguments to fit it.”

David Beers, the head of S&P’s
sovereign rating unit, had a differ-
ent view. “This agreement will not
produce a stabilization of the gov-
ernment’s debt burden on its own,
and we don’t have a lot of confi-
dence that another agreement is
going to follow this one,” he said.

Friday’s hectic events began at
1:15 p.m. when an S&P analyst
calledTreasury to sayadowngrade
would come after the stockmarket
closed, said people familiar with
thematter,whospokeonthecondi-
tionof anonymity todiscuss it free-
ly. The analyst sent a draft copy of
thedowngrade report.

Theinitialreportsaidthedebtin
2021 would reach a worrisome
$22.1 trillion, equal to93percentof
the size of the economy.

Treasury officials reviewed the
report and after about 30 minutes
found what John Bellows, the act-

ing assistant secretary for eco-
nomic policy, on Saturday called a
“a basic math error of significant
consequence.”

Treasury argued that S&P calcu-
lated spending over the next 10
years in a way that overstated the
debt by $2 trillion. Treasury said
S&P used the wrong budget met-
rics toproject spending levels.

About 3:15 p.m., Treasury offi-
cials calledS&P to tell analysts that
they had overstated the debt. They
heard “stunned silence,” according
to some sources familiar with the
call. Other sources disputed the
characterization.

Twohours later,S&PcalledTrea-
sury to acknowledge that Trea-
sury’s analysis was correct but told
officials that thedowngradewould
still occur. According to the new
calculations, the debt is projected
toreach$20.1trillion,or85percent
of the size of the economy.

TreasuryaskedS&Ptotakemore
time and wait until Monday to
makea final decision.

The officials also argued that
S&Panalystsdidnotrecognizethat
Washington was taking steps to
tame the national debt despite the
political theater of recentmonths.

But S&P analysts took the oppo-
site view — that all the partisan
wrangling made it far less likely
that leaders would be able to do
what’s necessary to achieve budget
savings and that the altered calcu-
lationdidnot change that picture.

Beers reconvened a committee
of analysts who vote on ratings
decisions todecidewhether topro-
ceed with the downgrade. They
voted todo so.

At7:15,S&Pcalledtosayitwould
downgrade and soon provided a
copyof the report toTreasury.

The revised downgrade report
more greatly emphasized political
analysis compared with the origi-
nalreport,accordingtoaversionof
the first report reviewed by The
WashingtonPost.

It announced the unprecedent-
eddecisionat 8:30p.m.

goldfarbz@washpost.com
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Treasury officials cited a flaw in a draft of Standard & Poor’s analysis, but S&P and cut the U.S. credit rating fromAAA to AA+ anyway.
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China slams U.S. ‘addiction to debts’
State-run news agency
warnsWashington
in wake of rating cut

BY KEITH B. RICHBURG

beijing— In a blistering editori-
al Saturday by the state-run news
agency, China said the down-
grade of the U.S. credit rating by
Standard & Poor’s showed the
need for America to “cure its
addiction to debts” and to “rees-
tablish the common-sense prin-
ciple that one should live within
its means.”

With its stockpile of at least
$1.16 trillion in U.S. Treasury
securities — and likely more
amassed through entities over-
seas — China is the largest for-
eign holder of American debt,
putting Beijing in a position to
lecture Washington to get its
fiscal house in order, according
to the editorial by Xinhua, the
official government news agency.

“China, the largest creditor of
the world’s sole superpower, has
every right now to demand the
United States to address its struc-
tural debt problems and ensure
the safety of China’s dollar as-
sets,” Xinhua said. The news
agency typically reflects the view
of China’s collective top Commu-
nist Party leadership and sets the
editorial line for the rest of the
state-controlled media to follow.

“The days when the debt-rid-
den Uncle Sam could leisurely
squander unlimited overseas
borrowing appear to be num-
bered,” the editorial said. “The
U.S. government has to come to

terms with the painful fact that
the good old days when it could
just borrow its way out of messes
of its own making are finally
gone.”

In Europe on Saturday, leaders
reacted to the news of a down-
grade with urgency. Financial
officials from the Group of Seven
industrialized nations planned a
conference call for Sunday to
discuss how to coordinate action
among their countries’ central
banks, a person familiar with the
matter said.

China — through its officially
controlled media — largely kept
silent during theweeks-long debt
debate impasse in Washington
between the White House and
congressional Republicans. But
Friday’s rating downgrade,
which could very likely affect the
value of China’s Treasury securi-
ties holdings, seems to have
prompted China’s leaders to take
a more outspoken, and critical,
stance.

China’s criticism was coun-
tered by Japan, the second-larg-
est foreign holder of U.S. bonds,
which sought to ease fears over
the downgrade.

“The trust we have in U.S.
Treasuries and their attractive-
ness as an investment will not
change because of this action,”
one senior government official
told Dow Jones.

But the downgrade also raised
concerns that confidence in the
dollar could further erode, draw-
ingmore investors to the yen. For
months Japanese business lead-
ers and government officials
have worried about the strong
yen, which they say does not
reflect the overall health of the
economy. If the yen continues to
appreciate, Japan could be forced
to once again intervene in the
foreign currencymarket, as it did
last Thursday, when the Finance
Ministry sold roughly 4.5 trillion
yen, briefly lowering its value to
80 against the dollar.

On Friday, the yen again
strengthened slightly, negating

the effectiveness of the interven-
tion. Japan now fears that the
S&P downgrade could drive the
yen back up to the level where it
stood in the middle of last week,
roughly 77 against the dollar.

The Xinhua editorial came
three days after a fledgling Chi-
nese credit rating agency, Da-
gong Global Credit Rating Co.,
also said it had cut its rating of
U.S. credit, from A+ to A with a
negative outlook, because of the
move in Washington to increase
the country’s debt ceiling. It was
Dagong Global’s second down-
grade of U.S. credit, the first
coming last November. The rat-
ings by Dagong Global, founded
in 1994 to rate Chinese compa-
nies, have had little notice out-
side China and are not recog-
nized by the U.S. Securities and
Exchange Commission.

The editorial also said the
fiscal problems in the United
States should begin the discus-
sion over introducing a new glob-
al reserve currency to replace the
U.S. dollar.

Economists interviewed here
said the financial crises roiling
the United States and Europe
would only accelerate the shift
already underway in China —
begun with the 2008 global re-
cession — to rely less on exports
and move toward an economy
driven by domestic demand.

“The economic downturn in
the U.S. and Europe is likely to
weaken China’s exports and may
cause more hot money influx,”
said Guo Tianyong, a professor
with the Central University of
Finance and Banking. “China is
determined to slow down its
economy and focus more on
boosting domestic demand, and I
think to a certain degree China
can bear a more weakened exter-
nal demand.”

richburgk@washpost.com

Correspondent Chico Harlan in Tokyo
and researcher Liu Liu in Beijing and
the Associated Press contributed to
this report.

Debate preceded
the downgrade

A furious set of
exchanges between
Treasury and S&P

BY ZACHARY A. GOLDFARB

The Obama administration had
justfinishedafightwithHouseand
Senate Republicans when it en-
tered a battlewith a small group of
credit-ratinganalystsbasedinNew
York, LondonandToronto.

Standard & Poor’s had warned
for months that it might down-
grade the U.S. credit rating if lead-
ers couldn’t find a way to reduce
the growing national debt by
$4 trillionover 10 years.

When the deal reached Tuesday
fell short of those expectations, the
Treasury Department and S&P en-
gaged in a furious set of exchanges
that ultimately led to a downgrade
Friday night. Since then, the
Obama administration and S&P
have been engaged in a war of
words over the circumstances of
thedowngrade.

Gene B. Sperling, director of the
National Economic Council, said
Saturday that S&P’s conduct was
“breathtaking,” adding that “it
smacked of an institution starting
with a conclusion and shaping any
arguments to fit it.”

David Beers, the head of S&P’s
sovereign rating unit, had a differ-
ent view. “This agreement will not
produce a stabilization of the gov-
ernment’s debt burden on its own,
and we don’t have a lot of confi-
dence that another agreement is
going to follow this one,” he said.

Friday’s hectic events began at
1:15 p.m. when an S&P analyst
calledTreasury to sayadowngrade
would come after the stockmarket
closed, said people familiar with
thematter,whospokeonthecondi-
tionof anonymity todiscuss it free-
ly. The analyst sent a draft copy of
thedowngrade report.

Theinitialreportsaidthedebtin
2021 would reach a worrisome
$22.1 trillion, equal to93percentof
the size of the economy.

Treasury officials reviewed the
report and after about 30 minutes
found what John Bellows, the act-

ing assistant secretary for eco-
nomic policy, on Saturday called a
“a basic math error of significant
consequence.”

Treasury argued that S&P calcu-
lated spending over the next 10
years in a way that overstated the
debt by $2 trillion. Treasury said
S&P used the wrong budget met-
rics toproject spending levels.

About 3:15 p.m., Treasury offi-
cials calledS&P to tell analysts that
they had overstated the debt. They
heard “stunned silence,” according
to some sources familiar with the
call. Other sources disputed the
characterization.

Twohours later,S&PcalledTrea-
sury to acknowledge that Trea-
sury’s analysis was correct but told
officials that thedowngradewould
still occur. According to the new
calculations, the debt is projected
toreach$20.1trillion,or85percent
of the size of the economy.

TreasuryaskedS&Ptotakemore
time and wait until Monday to
makea final decision.

The officials also argued that
S&Panalystsdidnotrecognizethat
Washington was taking steps to
tame the national debt despite the
political theater of recentmonths.

But S&P analysts took the oppo-
site view — that all the partisan
wrangling made it far less likely
that leaders would be able to do
what’s necessary to achieve budget
savings and that the altered calcu-
lationdidnot change that picture.

Beers reconvened a committee
of analysts who vote on ratings
decisions todecidewhether topro-
ceed with the downgrade. They
voted todo so.

At7:15,S&Pcalledtosayitwould
downgrade and soon provided a
copyof the report toTreasury.

The revised downgrade report
more greatly emphasized political
analysis compared with the origi-
nalreport,accordingtoaversionof
the first report reviewed by The
WashingtonPost.

It announced the unprecedent-
eddecisionat 8:30p.m.
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Treasury officials cited a flaw in a draft of Standard & Poor’s analysis, but S&P and cut the U.S. credit rating fromAAA to AA+ anyway.
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State-run news agency
warnsWashington
in wake of rating cut
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beijing— In a blistering editori-
al Saturday by the state-run news
agency, China said the down-
grade of the U.S. credit rating by
Standard & Poor’s showed the
need for America to “cure its
addiction to debts” and to “rees-
tablish the common-sense prin-
ciple that one should live within
its means.”

With its stockpile of at least
$1.16 trillion in U.S. Treasury
securities — and likely more
amassed through entities over-
seas — China is the largest for-
eign holder of American debt,
putting Beijing in a position to
lecture Washington to get its
fiscal house in order, according
to the editorial by Xinhua, the
official government news agency.

“China, the largest creditor of
the world’s sole superpower, has
every right now to demand the
United States to address its struc-
tural debt problems and ensure
the safety of China’s dollar as-
sets,” Xinhua said. The news
agency typically reflects the view
of China’s collective top Commu-
nist Party leadership and sets the
editorial line for the rest of the
state-controlled media to follow.

“The days when the debt-rid-
den Uncle Sam could leisurely
squander unlimited overseas
borrowing appear to be num-
bered,” the editorial said. “The
U.S. government has to come to

terms with the painful fact that
the good old days when it could
just borrow its way out of messes
of its own making are finally
gone.”

In Europe on Saturday, leaders
reacted to the news of a down-
grade with urgency. Financial
officials from the Group of Seven
industrialized nations planned a
conference call for Sunday to
discuss how to coordinate action
among their countries’ central
banks, a person familiar with the
matter said.

China — through its officially
controlled media — largely kept
silent during theweeks-long debt
debate impasse in Washington
between the White House and
congressional Republicans. But
Friday’s rating downgrade,
which could very likely affect the
value of China’s Treasury securi-
ties holdings, seems to have
prompted China’s leaders to take
a more outspoken, and critical,
stance.

China’s criticism was coun-
tered by Japan, the second-larg-
est foreign holder of U.S. bonds,
which sought to ease fears over
the downgrade.

“The trust we have in U.S.
Treasuries and their attractive-
ness as an investment will not
change because of this action,”
one senior government official
told Dow Jones.

But the downgrade also raised
concerns that confidence in the
dollar could further erode, draw-
ingmore investors to the yen. For
months Japanese business lead-
ers and government officials
have worried about the strong
yen, which they say does not
reflect the overall health of the
economy. If the yen continues to
appreciate, Japan could be forced
to once again intervene in the
foreign currencymarket, as it did
last Thursday, when the Finance
Ministry sold roughly 4.5 trillion
yen, briefly lowering its value to
80 against the dollar.

On Friday, the yen again
strengthened slightly, negating

the effectiveness of the interven-
tion. Japan now fears that the
S&P downgrade could drive the
yen back up to the level where it
stood in the middle of last week,
roughly 77 against the dollar.

The Xinhua editorial came
three days after a fledgling Chi-
nese credit rating agency, Da-
gong Global Credit Rating Co.,
also said it had cut its rating of
U.S. credit, from A+ to A with a
negative outlook, because of the
move in Washington to increase
the country’s debt ceiling. It was
Dagong Global’s second down-
grade of U.S. credit, the first
coming last November. The rat-
ings by Dagong Global, founded
in 1994 to rate Chinese compa-
nies, have had little notice out-
side China and are not recog-
nized by the U.S. Securities and
Exchange Commission.

The editorial also said the
fiscal problems in the United
States should begin the discus-
sion over introducing a new glob-
al reserve currency to replace the
U.S. dollar.

Economists interviewed here
said the financial crises roiling
the United States and Europe
would only accelerate the shift
already underway in China —
begun with the 2008 global re-
cession — to rely less on exports
and move toward an economy
driven by domestic demand.

“The economic downturn in
the U.S. and Europe is likely to
weaken China’s exports and may
cause more hot money influx,”
said Guo Tianyong, a professor
with the Central University of
Finance and Banking. “China is
determined to slow down its
economy and focus more on
boosting domestic demand, and I
think to a certain degree China
can bear a more weakened exter-
nal demand.”

richburgk@washpost.com

Correspondent Chico Harlan in Tokyo
and researcher Liu Liu in Beijing and
the Associated Press contributed to
this report.
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The Obama administration had
justfinishedafightwithHouseand
Senate Republicans when it en-
tered a battlewith a small group of
credit-ratinganalystsbasedinNew
York, LondonandToronto.

Standard & Poor’s had warned
for months that it might down-
grade the U.S. credit rating if lead-
ers couldn’t find a way to reduce
the growing national debt by
$4 trillionover 10 years.

When the deal reached Tuesday
fell short of those expectations, the
Treasury Department and S&P en-
gaged in a furious set of exchanges
that ultimately led to a downgrade
Friday night. Since then, the
Obama administration and S&P
have been engaged in a war of
words over the circumstances of
thedowngrade.

Gene B. Sperling, director of the
National Economic Council, said
Saturday that S&P’s conduct was
“breathtaking,” adding that “it
smacked of an institution starting
with a conclusion and shaping any
arguments to fit it.”

David Beers, the head of S&P’s
sovereign rating unit, had a differ-
ent view. “This agreement will not
produce a stabilization of the gov-
ernment’s debt burden on its own,
and we don’t have a lot of confi-
dence that another agreement is
going to follow this one,” he said.

Friday’s hectic events began at
1:15 p.m. when an S&P analyst
calledTreasury to sayadowngrade
would come after the stockmarket
closed, said people familiar with
thematter,whospokeonthecondi-
tionof anonymity todiscuss it free-
ly. The analyst sent a draft copy of
thedowngrade report.

Theinitialreportsaidthedebtin
2021 would reach a worrisome
$22.1 trillion, equal to93percentof
the size of the economy.

Treasury officials reviewed the
report and after about 30 minutes
found what John Bellows, the act-

ing assistant secretary for eco-
nomic policy, on Saturday called a
“a basic math error of significant
consequence.”

Treasury argued that S&P calcu-
lated spending over the next 10
years in a way that overstated the
debt by $2 trillion. Treasury said
S&P used the wrong budget met-
rics toproject spending levels.

About 3:15 p.m., Treasury offi-
cials calledS&P to tell analysts that
they had overstated the debt. They
heard “stunned silence,” according
to some sources familiar with the
call. Other sources disputed the
characterization.

Twohours later,S&PcalledTrea-
sury to acknowledge that Trea-
sury’s analysis was correct but told
officials that thedowngradewould
still occur. According to the new
calculations, the debt is projected
toreach$20.1trillion,or85percent
of the size of the economy.

TreasuryaskedS&Ptotakemore
time and wait until Monday to
makea final decision.

The officials also argued that
S&Panalystsdidnotrecognizethat
Washington was taking steps to
tame the national debt despite the
political theater of recentmonths.

But S&P analysts took the oppo-
site view — that all the partisan
wrangling made it far less likely
that leaders would be able to do
what’s necessary to achieve budget
savings and that the altered calcu-
lationdidnot change that picture.

Beers reconvened a committee
of analysts who vote on ratings
decisions todecidewhether topro-
ceed with the downgrade. They
voted todo so.

At7:15,S&Pcalledtosayitwould
downgrade and soon provided a
copyof the report toTreasury.

The revised downgrade report
more greatly emphasized political
analysis compared with the origi-
nalreport,accordingtoaversionof
the first report reviewed by The
WashingtonPost.

It announced the unprecedent-
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U.S., European
officials work
to calm anxiety
EMERGENCY FINANCIAL ACTIONS PLEDGED

Downgrade, debt crisis could feed on each other

BY ZACHARY A. GOLDFARB
AND ANTHONY FAIOLA

Top economic officials from
around the world scrambled Sun-
day to contain the fallout from an
unprecedented downgrade of the
U.S. credit rating and a serious
worsening of Europe’s economy.

Treasury Secretary Timothy F.
Geithner and Federal Reserve
Chairman Ben S. Bernanke joined
counterparts from six of the
world’s largest economies in an
emergency conference call Sun-
day evening to discuss how world
markets would respond to the
Standard&Poor’s downgrade and
the escalating European debt cri-
sis. Afterward the officials re-
leased a statement pledging to
support financial stability.

At the same time, the European

Central Bank, after a hastily ar-
ranged meeting, signaled that it
would invest in European bond
markets in a bid to prop up hard-
hit Italy and Spain, Europe’s
fourth- and fifth-largest econo-
mies, which are in the midst of a
worsening financial crisis.

U.S. and European officials are
trying to calm anxiety about the
global economy as the U.S. down-
grade and European debt prob-
lems threaten to feed on each oth-
er, weighing on markets and a
limp economy on both sides of the
Atlantic.

The emergency actions evoked
memories of the response to the
financial crisis in 2008 and por-
tended intense volatility in global
financial markets this week. The

economy continued on A4

In Hagerstown, it’s Strasmas in August
On way back from reconstructive elbow surgery, Nats’ Strasburg makes first rehab start

Back in Kansas City,
voters have questions

BY DAVE SHEININ

hagerstown, md. — More
than 6,000 fans and 65 media
members squeezed into creaky,
old Municipal Stadium on Sun-
day afternoon to see if Stephen
Strasburg still had the lightning
in his $15 million right arm. As
he reared back and threwhis first
meaningful pitch in nearly 12
months, a hush came over the
building, and as it exploded into
his catcher’s glove, there went up
a half-roar, half-gasp.

The verdict, rendered over the
course of 31 pitches in a Class A
minor league game: Strasburg,
the Washington Nationals’ one-
time phenom, may not be all the
way back — at least not to the
extent we came to appreciate
during the course of his mesmer-
izing 2010 rookie season.

In the bigger picture, this was
less a historic performance than
another milestone on Strasburg’s
long, grueling path back to the
major leagues — a path that

began with reconstructive elbow
surgery last Sept. 3, when a
tendon from his left thigh was
transplanted into his right elbow,
replacing the ligament that had

blown out on a single pitch two
weeks earlier.

For some fivemonths after the
surgery, Strasburg, 23, couldn’t
so much as pick up a baseball.

The remaining milestones,
notched in virtual solitude in the
sweltering heat and humidity at
the Nationals’ minor league
headquarters in eastern Florida,
were measured in months. He
played catch for the first time in
February. He pitched off a
mound for the first time in May.
He faced hitters for the first time
in July.

The return of Strasburg, even
in a decidedly less-than-major-
league setting, also meant the
return of “Strasmas” — the phe-
nomenon that built up around
his starts every five days last
summer, and that peaked on
June 8, the night he made his
sensational big league debut at
Nationals Park.

Pitching in the uniform of the
Hagerstown Suns — the Nation-
als’ affiliate in the Class A South
Atlantic League — Strasburg
faced eight batters Sunday and
struck out half of them, relying

strasburg continued on A16
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Stephen Strasburg struck out four of the eight Greensboro batters he
faced Sunday. He could be back withWashington next month.

BY ROBERT BARNES AND
STEPHANIE MCCRUMMEN

kansas city —Onopposite sides
of the samegreatMidwestern sky-
line, two congressmen who voted
“no” on the agreement that staved
off default on the nation’s debt are
back home now, trying to explain
to constituents what happened
last week inWashington.

Veteran Rep. Emanuel Cleaver
II (D-Mo.) and his colleague,
freshman Rep. Kevin Yoder (R-
Kan.), opposed the last-minute
compromise for reasons as differ-
ent as the districts and political
philosophies they represent. But
as their colleagues across the na-

tion are likely to learn as they
spend August at home, Yoder and
Cleaver are finding that theirKan-
sas City constituents are worried
not only about specific deals, but
also about Washington’s ability to
ever agree on how to shape the
nation’s future.

“Businesses work on plans,”
Jack Hiles, a veteran and former
worker for General Electric, told
Yoder on the Kansas side of the
region. “And I don’t know that
Congress really has a plan right
now. Every time somebody comes
up with something that looks like
a good plan, the opposition just

kansas city continued on A6

With a stink bug boom,
harvests could go bust
Entomologists weigh
ways to squash pest’s
propagation, migration

A penny saved is a penny learned
Md. couponing instructor teaches the art of paying less through clipping more

BY DARRYL FEARS

newark, del. — The brown
marmorated stink bugs that took
a $37 million bite out of the
Mid-Atlantic’s apple crop last
year have awakened from winter
hibernation, mated and
morphed into a possibly larger
threat to farmers and home-
owners.

These stink bugs are the off-
spring of the same plague that
freaked out Maryland, West Vir-
ginia and Pennsylvania home-
owners last fall when they
crawled into houses to hibernate
after the feast, seeking warmth

in cracks, and, in some cases,
near sleeping humans.

They started creeping out of
hibernation and coupling in late
May. Their eggs hatched within
three weeks, and their babies, or
nymphs, reached adulthood
within six weeks. They will possi-
bly return to homes and other
warm places when temperatures
dip in late September.

Government entomologists
say this year’s plague seems
worse in many areas, and they
expressed a particular worry
about this invasive species from
Asia, which has no natural pred-
ators in the United States. The
warmth-loving insects appear to
be migrating from eastern Penn-
sylvania, where they were first
spotted in 1998, to the sunny
Southeast, where the population

stink bugs continued on A5

BY J. FREEDOM DU LAC

“D o y’all know what the
Clipper is?” Kimberly
Pepper-Hoctor asked

her class one recent night in a
library meeting room about an
hour south of Washington. A
woman sitting near the front
stirred her purse and extracted
the latest edition of the Clipper, a
direct-mailmagazine loadedwith
coupons. She held it up for the 24
other mostly middle-age women
whohad come to learn asmuch as
they could about paying as little
as possible for their groceries and
other household goods.

“I like you,” Pepper-Hoctor told
her new teacher’s pet, who smiled
broadly.

Pepper-Hoctor is a veteran bar-
gain hunter who probably has
enough severely discounted toi-
letries at home to stock your basic

Presidential Emergency Opera-
tions Center. And she is a coupon-
ing instructor, a vocation born of
the recession. The 42-year-old
Navy wife, who tends to walk out
of Target paying half of what the
people behindher do for the same
stuff, instructs women around
Southern Maryland how they,
too, can spend less to buy more.

She originally shared her se-
crets and strategies with other
military spouses, but she has re-
cently opened her Charlotte Hall
classes to the public with a buy-
none-get-one-free offer: Pepper-
Hoctor doesn’t charge for the
classes, which sets her apart from
the burgeoning nationwide com-
munity of couponing experts.

“I’m trying to help people save
money,” she said. “Why would I
charge them?”

couponing continued on A16
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Kimberly Pepper-Hoctor, 42, was clipping coupons long before she
became an instructor, a vocation born of the recession.

First taste of post-downgrade trading
Markets in Asia and Sydney opened sharply lower Monday, their first day of
trading after the United States lost its top-notch credit rating. A4

Geithner to remain at Treasury
The president’s longest-serving economic adviser thought about stepping down
but several developments have made his departure more difficult; he will
remain until 2012. A4
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Firefighters and riot police survey a street in north London’s Tottenham neighborhood Sunday as fire ravages a
large building. A demonstration to protest the killing last week of a man police attempted to arrest in a gun
investigation gave way to violence late Saturday. Reports indicated that the unrest had also spread to Brixton in
south London. Story, A8. ITo see a photo gallery of the rioting in London, go to washingtonpost.com/world.

Riots spreading in London
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U.S., European
officials work
to calm anxiety
EMERGENCY FINANCIAL ACTIONS PLEDGED

Downgrade, debt crisis could feed on each other

BY ZACHARY A. GOLDFARB
AND ANTHONY FAIOLA

Top economic officials from
around the world scrambled Sun-
day to contain the fallout from an
unprecedented downgrade of the
U.S. credit rating and a serious
worsening of Europe’s economy.

Treasury Secretary Timothy F.
Geithner and Federal Reserve
Chairman Ben S. Bernanke joined
counterparts from six of the
world’s largest economies in an
emergency conference call Sun-
day evening to discuss how world
markets would respond to the
Standard&Poor’s downgrade and
the escalating European debt cri-
sis. Afterward the officials re-
leased a statement pledging to
support financial stability.

At the same time, the European

Central Bank, after a hastily ar-
ranged meeting, signaled that it
would invest in European bond
markets in a bid to prop up hard-
hit Italy and Spain, Europe’s
fourth- and fifth-largest econo-
mies, which are in the midst of a
worsening financial crisis.

U.S. and European officials are
trying to calm anxiety about the
global economy as the U.S. down-
grade and European debt prob-
lems threaten to feed on each oth-
er, weighing on markets and a
limp economy on both sides of the
Atlantic.

The emergency actions evoked
memories of the response to the
financial crisis in 2008 and por-
tended intense volatility in global
financial markets this week. The

economy continued on A4

In Hagerstown, it’s Strasmas in August
On way back from reconstructive elbow surgery, Nats’ Strasburg makes first rehab start

Back in Kansas City,
voters have questions

BY DAVE SHEININ

hagerstown, md. — More
than 6,000 fans and 65 media
members squeezed into creaky,
old Municipal Stadium on Sun-
day afternoon to see if Stephen
Strasburg still had the lightning
in his $15 million right arm. As
he reared back and threwhis first
meaningful pitch in nearly 12
months, a hush came over the
building, and as it exploded into
his catcher’s glove, there went up
a half-roar, half-gasp.

The verdict, rendered over the
course of 31 pitches in a Class A
minor league game: Strasburg,
the Washington Nationals’ one-
time phenom, may not be all the
way back — at least not to the
extent we came to appreciate
during the course of his mesmer-
izing 2010 rookie season.

In the bigger picture, this was
less a historic performance than
another milestone on Strasburg’s
long, grueling path back to the
major leagues — a path that

began with reconstructive elbow
surgery last Sept. 3, when a
tendon from his left thigh was
transplanted into his right elbow,
replacing the ligament that had

blown out on a single pitch two
weeks earlier.

For some fivemonths after the
surgery, Strasburg, 23, couldn’t
so much as pick up a baseball.

The remaining milestones,
notched in virtual solitude in the
sweltering heat and humidity at
the Nationals’ minor league
headquarters in eastern Florida,
were measured in months. He
played catch for the first time in
February. He pitched off a
mound for the first time in May.
He faced hitters for the first time
in July.

The return of Strasburg, even
in a decidedly less-than-major-
league setting, also meant the
return of “Strasmas” — the phe-
nomenon that built up around
his starts every five days last
summer, and that peaked on
June 8, the night he made his
sensational big league debut at
Nationals Park.

Pitching in the uniform of the
Hagerstown Suns — the Nation-
als’ affiliate in the Class A South
Atlantic League — Strasburg
faced eight batters Sunday and
struck out half of them, relying

strasburg continued on A16
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Stephen Strasburg struck out four of the eight Greensboro batters he
faced Sunday. He could be back withWashington next month.

BY ROBERT BARNES AND
STEPHANIE MCCRUMMEN

kansas city —Onopposite sides
of the samegreatMidwestern sky-
line, two congressmen who voted
“no” on the agreement that staved
off default on the nation’s debt are
back home now, trying to explain
to constituents what happened
last week inWashington.

Veteran Rep. Emanuel Cleaver
II (D-Mo.) and his colleague,
freshman Rep. Kevin Yoder (R-
Kan.), opposed the last-minute
compromise for reasons as differ-
ent as the districts and political
philosophies they represent. But
as their colleagues across the na-

tion are likely to learn as they
spend August at home, Yoder and
Cleaver are finding that theirKan-
sas City constituents are worried
not only about specific deals, but
also about Washington’s ability to
ever agree on how to shape the
nation’s future.

“Businesses work on plans,”
Jack Hiles, a veteran and former
worker for General Electric, told
Yoder on the Kansas side of the
region. “And I don’t know that
Congress really has a plan right
now. Every time somebody comes
up with something that looks like
a good plan, the opposition just

kansas city continued on A6

With a stink bug boom,
harvests could go bust
Entomologists weigh
ways to squash pest’s
propagation, migration

A penny saved is a penny learned
Md. couponing instructor teaches the art of paying less through clipping more

BY DARRYL FEARS

newark, del. — The brown
marmorated stink bugs that took
a $37 million bite out of the
Mid-Atlantic’s apple crop last
year have awakened from winter
hibernation, mated and
morphed into a possibly larger
threat to farmers and home-
owners.

These stink bugs are the off-
spring of the same plague that
freaked out Maryland, West Vir-
ginia and Pennsylvania home-
owners last fall when they
crawled into houses to hibernate
after the feast, seeking warmth

in cracks, and, in some cases,
near sleeping humans.

They started creeping out of
hibernation and coupling in late
May. Their eggs hatched within
three weeks, and their babies, or
nymphs, reached adulthood
within six weeks. They will possi-
bly return to homes and other
warm places when temperatures
dip in late September.

Government entomologists
say this year’s plague seems
worse in many areas, and they
expressed a particular worry
about this invasive species from
Asia, which has no natural pred-
ators in the United States. The
warmth-loving insects appear to
be migrating from eastern Penn-
sylvania, where they were first
spotted in 1998, to the sunny
Southeast, where the population
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BY J. FREEDOM DU LAC

“D o y’all know what the
Clipper is?” Kimberly
Pepper-Hoctor asked

her class one recent night in a
library meeting room about an
hour south of Washington. A
woman sitting near the front
stirred her purse and extracted
the latest edition of the Clipper, a
direct-mailmagazine loadedwith
coupons. She held it up for the 24
other mostly middle-age women
whohad come to learn asmuch as
they could about paying as little
as possible for their groceries and
other household goods.

“I like you,” Pepper-Hoctor told
her new teacher’s pet, who smiled
broadly.

Pepper-Hoctor is a veteran bar-
gain hunter who probably has
enough severely discounted toi-
letries at home to stock your basic

Presidential Emergency Opera-
tions Center. And she is a coupon-
ing instructor, a vocation born of
the recession. The 42-year-old
Navy wife, who tends to walk out
of Target paying half of what the
people behindher do for the same
stuff, instructs women around
Southern Maryland how they,
too, can spend less to buy more.

She originally shared her se-
crets and strategies with other
military spouses, but she has re-
cently opened her Charlotte Hall
classes to the public with a buy-
none-get-one-free offer: Pepper-
Hoctor doesn’t charge for the
classes, which sets her apart from
the burgeoning nationwide com-
munity of couponing experts.

“I’m trying to help people save
money,” she said. “Why would I
charge them?”
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Kimberly Pepper-Hoctor, 42, was clipping coupons long before she
became an instructor, a vocation born of the recession.

First taste of post-downgrade trading
Markets in Asia and Sydney opened sharply lower Monday, their first day of
trading after the United States lost its top-notch credit rating. A4

Geithner to remain at Treasury
The president’s longest-serving economic adviser thought about stepping down
but several developments have made his departure more difficult; he will
remain until 2012. A4
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Firefighters and riot police survey a street in north London’s Tottenham neighborhood Sunday as fire ravages a
large building. A demonstration to protest the killing last week of a man police attempted to arrest in a gun
investigation gave way to violence late Saturday. Reports indicated that the unrest had also spread to Brixton in
south London. Story, A8. ITo see a photo gallery of the rioting in London, go to washingtonpost.com/world.

Riots spreading in London
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Officials scramble to tame financial anxiety
dollar fell over the weekend while
gold soared. Stock markets in the
Middle East plunged, and U.S.
stock futures appeared negative.
Asian markets dropped at the
opening.

After the emergency conference
call involving Geithner and Ber-
nanke, the top seven economies ex-
pressed support for actions taken
by both the United States and Eu-
rope and committed “to taking co-
ordinated action where needed, to
ensuring liquidity, and to support-
ing financial market functioning,
financial stability and economic
growth.” They said theywould par-
ticularlytakeactiontocurbvolatili-
ty in currency trading.

Amid this uncertainty, the
Obama administration an-
nounced Sunday that Geithner,
the president’s longest-serving
economic adviser, would remain
in his post through fall 2012.
Geithner had told President
Obama that he was ready to step
down after leaders reached an
agreement to raise thedebtceiling
last week, but the president asked
him to stay.

Geithner told Obama on Friday
morning that he would agree to
remain in the administration —
only to inform the president later
in the afternoon that the country
would face a downgrade.

S&P cited the U.S. debt burden
and political paralysis in its deci-
sion to remove the nation’s ster-
ling AAA rating. The Obama ad-
ministration blasted the decision,
saying it was based on faulty logic
and math, while acknowledging
that Washingtonmust do more to
tame its debt.

“I think S&P showed really ter-
rible judgment,” Geithner said
Sunday on NBC’s “Nightly News.”
“Our country is much stronger
thanWashington.”

The political parties continued
to point fingers at each other Sun-
day for the downgrade. On NBC’s
“Meet the Press,” Sen. John F. Ker-
ry (D-Mass.) called S&P’s action
the “tea party downgrade,” refer-
ring to conservative Republicans

economy from A1

whorefusedtovote foran increase
in the federal debt limit.

OnCBS’s “Face theNation,’’ Sen.
Lindsey O. Graham (R-S.C.)
blamed Obama, saying that “if he
was in the Southeastern Confer-
ence, he’d be fired as a coach.”

Most analysts say the markets
have been prepared for a down-
grade by S&P, which had been
issuingthreatsaboutadowngrade
for months. And although the di-
rect impact might be limited, the
downgrade adds to broader con-
cernabout the stateof theU.S. and
European economies.

On Monday, S&P will issue
more detailed guidance about the
impact of the downgrade on the
many entities whose own ratings
rely on theU.S. government’s AAA
rating. These includemoneymar-
ket funds, government-owned
corporations such as Fannie Mae
and Freddie Mac, banks, insur-
ance firms, and states and locali-
ties, including those in the Wash-
ington area.

The ratings on numerous mu-
nicipalities are likely to be down-
graded after the S&P action, ac-
cording to a report issued Satur-
day by J.P.MorganChase.

Meanwhile, onTuesday, theFed
is set to meet amid increasing
evidence that the U.S. economic
recovery is faltering.

The central bank is expected to
downgrade its assessment of the

U.S. economy and is considering
taking new, modest steps to bol-
ster economic growth, such as
pledging to continue its ongoing
efforts to support the economy for
a longer period. Fed officials are
unlikely to take a significant step
toward stimulating the economy
at thismeeting.

By intervening in bond mar-
kets, the European Central Bank
could at least temporarily take
some of the pressure off Italy and
Spain. Investors have been dump-
ing Spanish and Italian bonds,
driving their borrowing costs to
record levels in recent days.

The events have sparked fears
that theworld’s seventh- and12th-
largest economies could be en-
gulfed by the same kind of crisis
that forced far smallerGreece, Ire-
land and Portugal to request
emergency bailouts.

TheECB,asiscustomary,didnot
explicitly say it would buy Italian
and Spanish bonds. But it strongly
suggested that itwould. The bank’s
governing council agreed after an
eleventh-hour emergency telecon-
ference to take more drastic steps
“to ensure [bond] price stability in
theeuroarea.”

Raj Badiani, economist with
IHS Global Insight in London,
said theECB’s action represents “a
vote of confidence in the respec-
tive governments and an attempt
to provide a sharp jolt to the nega-

tive sentiment engulfing Spain
and Italy.”

German Chancellor Angela
Merkel and French President Ni-
colas Sarkozy issued a separate
statementSundaysayingthat they
support efforts announced last
week by Spain and Italy to shore
up their finances and that they
support an expanded European
rescue fund.

But analysts say the actions
maybe only a short-termsolution.
If Italy or Spain fail to quell mar-
ket panic, analysts say, Europeans
might be forced to move toward
the advent of a new euro-bond,
putting the economic weight of
Germany and France behind their
profligate neighbors. Germany
andother strongEuropeanecono-
mies are opposed to such a deal or
other measures that would make
them carry the burden of their
struggling neighbors any longer.

Concern over Italy, in particu-
lar, is growing in large part be-
cause Europe’s economies are
slowing at the same time that the
countries need strong economic
growth to tame their debt loads.

Although a snapshot of the Ital-
ian economy released by authori-
ties Friday indicated that the
country’s economic growth is bet-
ter thanthatof someothernations
in the region, investors are fixat-
ingon its $2.2 trilliondebt and the
question of who would aid Italy if
it cannot pay its bills.

Last week, the ECB began to
scoop up the debt of Portugal and
Ireland for the first time since
March.But even thatmeasurewas
opposed by Germany and other
fiscally conservative nations, and
analysts expect greater concern
about the vast sums that would be
spent to bolster Italy and Spain.

In a worst-case scenario, Italy
would need a bailout of about
$1.4 trillion — or more than dou-
ble the sizeof anestablishedEuro-
pean rescue fund.

goldfarbz@washpost.com
faiolaa@washpost.com

Faiola wrote from London. Staff writers
Cezary Podkul andNeil Irwin
contributed to this report.

Geithner to remain Treasury secretary
BY ZACHARY A. GOLDFARB

Treasury Secretary Timothy F.
Geithner has told President
Obama he plans to remain in his
job through the fall of 2012, keep-
ing in placeObama’s longest-serv-
ing economic adviser after the
first-ever U.S. credit downgrade
and renewed fears of a second
recession.

Geithner,whohasbeenbattling
financial crises since 2007 as a top
Federal Reserve official and then
Treasury secretary, considered
leaving the administration after
Congress raised the federal debt
ceiling and reached an agreement
with Obama to tame the national
debt.

But several developments have
madehisdeparturemoredifficult.
The debt ceiling was raised with
only hours to spare. The deal to
tame the debt fell short of what
Geithner andObamawanted. The
economy has suddenly taken a
turn for the worse. And on Friday,
Standard & Poor’s downgraded
the U.S. credit rating for the first
time. And the White House, wor-
ried that it would be hard to find a
suitable replacement, pressured
him to stay.

Geithner told the president Fri-
day morning that he would re-
main in his post. Hours later, he
had to go to the White House to
meet with Obama again and tell
him the nation would likely lose
its AAA credit rating.

OnSunday afternoon,Geithner
joined an emergency conference
call involving the sevenmajor eco-
nomic powers to discuss the im-

pact of the downgrade.
“Secretary Geithner has let the

president know that he plans to
stayon inhispositionatTreasury,”
Treasury spokeswoman Jenni
LeComptesaid inastatement. “He
looks forward to the important
work ahead on the challenges fac-
ing our great country.”

White House press secretary
Jay Carney said, “The president
asked Secretary Geithner to stay
on at Treasury and welcomes his
decision.”

Exhausted from the multiple
crises of recent years, Geithner
and his family had decided to
move back to New York, where
they livedwhenhewasheadof the
Federal Reserve Bank of New
York. His sonwill finish his senior
year of high school there.

Geithner planned to commute
from New York to Washington
during the week. He did so during
the beginning of the term and
didn’t like it, so he considered
stepping down to tend to his fami-
ly needs and get a break from
government service.

His departure would have
marked the loss of Obama’s lon-
gest-serving economic adviser at a
time when the recovery has
slowed and the unemployment
rate remains stubbornly high.

Geithner is the last remaining
memberof thepresident’soriginal
economic team. Austan Goolsbee,
chairman of Council of Economic
Advisers, left Friday. Other key
members of the team include Na-
tional Economic Council director
Gene Sperling, a former Treasury
counselor who is reprising a role

he held in the Clinton administra-
tion, and Jacob Lew, the budget
director who is likewise reprising
a Clinton-era role.

Duringhis tenure,Geithnerhas
continually won over Obama in
contentious policy debates. He
shaped thepresident’s response to
the financial crisis, successfully
arguing that the government
should not seize struggling banks.

More recently, he urgedObama
toproposecutting theannualdefi-
cit by $4 trillion over 10 years,
despite other top advisers advo-
cating that the president focus
squarely on the nation’s high un-
employment.

Geithner turns 50 later this
month. He was one of the archi-
tects of the Wall Street bailout in
the fall of 2008 and faced sharp
criticism in his first year as Trea-
sury secretary, including calls for
his resignation. He has been ac-
cused of protecting the bonuses of
Wall Street traders while paying
insufficient attention to the na-
tion’s foreclosure epidemic.

In the past, analysts have dis-
cussed Roger Altman, an invest-
ment banker and deputy Treasury
secretary in the Clinton adminis-
tration, and Erskine Bowles, a for-
mer Clinton chief of staff who
co-chaired Obama’s deficit reduc-
tion commission, as possible can-
didates for the top Treasury post.
But administration officials have
feared what a confirmation battle
would look like ina timeof intense
partisanship.

goldfarbz@washpost.com

Foreign trading lower in
post-downgrade session

BY CEZARY PODKUL

Markets across Asia sankMon-
day, their first day of trading after
the United States lost its top-
notch credit rating, providing the
first indication of how investors
are likely to react to the country’s
first-ever credit downgrade.

Japan’s Nikkei 225 stock index
was down 1.3 percent in early
trading Monday, Hong Kong’s
Hang Seng index was down 2.9
percent and South Korea’s bench-
mark KOSPI index was down 1.75
percent.

Australia’s Standard & Poor’s/
ASX 200 was down about 1.4
percent, hitting a two-year low,
while the Shanghai Stock Ex-
change composite index retreat-
ed 0.95 percent and the Singa-
pore Straits Times index tumbled
nearly 3.3 percent.

The losses provide the first
indication that already skittish
markets may slide lower as a
result of the downgrade, which
occurred Friday when ratings
agencyStandard&Poor’s lowered
its U.S. credit rating one notch,
from the risk-less AAA to AA+.

Over the weekend, there were
signs that world markets might
deteriorate further on the news.
Safe bets, which had been draw-
ing investors away from more
risky assets such as stocks, con-
tinued to advance.

Spot prices for gold rallied
nearly 2 percent, to more than
$1,695 per troy ounce late Sunday
night, indicating that investors
were likely to continue to seek
safety in the precious metal.

The dollar also slid against the
Japanese yen and the Swiss franc,
two currencies that many inves-
tors consider safe bets. The dollar
was down about 0.4 percent
against the yen, to 78.09 yen per
dollar, Sunday night and down
about 0.9 percent against the
Swiss franc, to 0.76 francs per
dollar.

The slide came despite indica-
tions late Sunday by finance min-
isters from the world’s top seven
countries that they would take

“all necessary measures” to sup-
port financial stability, including
further intervention in foreign
exchange markets.

Kazuhiro Takahashi, general
manager of investment research
at Daiwa Securities in Tokyo, said
the finance ministers’ statement
probably blunted the full impact
of the U.S. credit downgrade. But
he still thinks the fallout is likely
to be severe, as evidenced by
Japan’s 1998 credit downgrade.
After ratings agencyMoody’s took
away Japan’s top-notch credit rat-
ing, the Japanese economy expe-
rienced deflation, or a period of
falling prices, which led to stag-
nated economic growth, he said.

“The same kind of problem
should be expected for the U.S.
economy, too,” Takahashi said.
“Of course, if the U.S. economy,
the largest economy in the world,
becomes deflationary like Japan,
that would have a great impact
for the world economy.”

Investors had a less optimistic
outlook for the U.S. stock market,
as futures contracts for two of the
top U.S. stock indexes — the Dow
Jones industrial average and the
Standard & Poor’s 500 — were
each down nearly 2 percent late
Sunday. Some analysts pinned
the weaker outlook on the down-
grade.

“The U.S. equity market ap-
pears vulnerable to further sell-
ing induced by the downgrade,
whichcomes in thewakeofdown-
ward revisions in the U.S. eco-
nomic outlook,” analysts at the
Royal Bank of Scotland said in a
report Sunday night.

The Royal Bank of Scotland
also warned of “far-reaching con-
sequences” for U.S. Treasurys, the
dollar and risky assets generally
as a result of the downgrade.

podkulc@washpost.com
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Rudalf Oultz watches display boards at the Australia Stock Exchange
in Sydney. Australianmarkets opened lowerMonday.

Municipal bondmarket prepares for downgrades
BLOOMBERG NEWS

The $2.9 trillion municipal
bond market is preparing for
“hundreds and hundreds” of
downgrades after Standard &
Poor’s lowered the U.S. credit
rating one level, to AA+, the first
such reduction for the country.

S&P is likely to cut its ratings
on municipal debt secured by the
federal government, such as pre-
refunded bonds, tax exempts
backedbyU.S. agencies, and cred-
its that are most dependent on
federal spending, Peter DeGroot,
head of municipal research at
JPMorgan Chase, wrote in a re-
port Friday that was distributed
after the downgrade. The New
York-based ratings company said
it would release a statement on
state and local issuers.

“There will be hundreds and
hundreds of municipal down-

grades, which will not do well to
bolster investor confidence,”Matt
Fabian, a managing director of
Municipal Market Advisors,
based in Concord, Mass., said in a
telephone interview. “Treasuries
may be able to shake off a real
impact from the downgrade. Mu-
nis I’m less sure about.”

Municipal issuance has fallen
amid the U.S. debt-ceiling im-
passe. The slump and signs of a
slowing economy helped drive
tax-exempt yields to the lowest
this year. Scheduled debt sales
total about $2.8 billion this week,
the slowest August week since
2003, according to data compiled
by Bloomberg.

Yields on top-rated 10-year tax-
exempt debt fell to 2.4 percent
last week, the lowest since Octo-
ber, according to BVAL data. Two-
year Treasury yields touched a
record low last week, then rose

Friday before the S&amp;Pdown-
grade on government data show-
ing the United States addedmore
jobs in July than the average
forecast.

The potential for downgrades
to raise municipal borrowing
costs comes as some states are
preparing for midyear budget
cuts in the face of a weakening
economy. Ohio Gov. John Kasich
(R) told his budget director to
monitor revenue collections so
any emerging deficit can be avert-
ed, he said last week. Maine is
also contemplating cutting its
budget, the Bangor Daily News
reported.

The downgrade “reinforces the
economic pessimism that we’ve
had the last couple of weeks,”
Fabian said. “It may be more
difficult generally for issuers to
come to market over the next
couple of weeks.”
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1.75 LITER SALE� 2010 ROSÉS FOR SUMMER�
AKAKIES (GREECE) ................................. 10.69
BOXWOOD (VIRGINIA) ........................... 13.99
CALERA PINOT NOIR (CALIFORNIA) .......... 16.99
CHATEAU MONTAUD PROVENCE (FRANCE) ....8.99
*CLOS BOURBON BORDEAUX (FRANCE)......8.99
*ST. EUGENIE CORBIERES (FRANCE) ............9.69
D’ESCLANS “WHISP ANGEL” (PROVENCE)... 15.99
*DOM DE CHEVALIER BORDEAUX (FRANCE) .14.99
DOMAINES OTT “CH DE SELLE” (PROVENCE)... 32.99
*GRANDE CASSAGNE (COST. DE NIMES).........8.69
*LISTEL TETE DE CUVEE (FRANCE) ...............9.99
MAS DE LA ROUVIERE BANDOL (FRANCE) 17.99
MITTELBACH ZWEIGELT (AUSTRIA) .......... 10.49
MORDOREE COTES DU RHONE (FRANCE).... 12.99
*MULDERBOSCH CABERNET (SOUTH AFRICA) .9.99
NOUELLES ANJOU (FRANCE) ......................8.69
TERRAPIEN NAVARRA (SPAIN) ..................7.99
THOMAS SANCERRE (FRANCE)................ 19.99
VALLE REALE MONTEPULCIANO (ITALY) .....9.99
*6 BOTTLE ROSÉ SAMPLER $58.50
� NEW ZEALAND SAUVIGNON BLANC�
BRANCOTT ............................................7.99
KIM CRAWFORD................................. 11.99

REBATE 3 BOT $5 • 6 BOT $12 • 12 BOT $30
MATUA..................................................9.99
MONKEY BAY ........................................6.99
NOBILO.................................................8.49

REBATE 3 BOT $4 • 6 BOT $10 • 12 BOT $24
OYSTER BAY..........................................8.99
VILLA MARIA “PRIVATE BIN“ (90 WS) ......9.99

�MOST POPULAR AMERICAN SALE�
WHITE ZINFANDEL .............4.49
FOUNDERS...ALL TYPES ........6.99BERINGER NAPA CHARDONNAY...........9.99

FOUNDER & NAPA REB 2 BOT $3 • 4 BOT $7 • 6 BOT $12

CLOS du BOIS
CHARDONNAY .....................8.28
CABERNET • MERLOT .....................9.99
BV COASTAL CAB • CHARD • MERLOT • PINOT NOIR....6.99
BLACKSTONE MERLOT • CABERNET • CHARD......6.99

REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24
ZINFANDEL .............................8.99CLINE ANCIENT VINES ZINFANDEL ........ 12.99

REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24

COLUMBIA CREST
CHARD • CAB/MER • SHIRAZ • CAB 4.99
COLUMBIA CREST GR EST CHARD • CAB • MERLOT...7.99
EDNA VALLEY CHARDONNAY .......................8.99

CHARD • PINOT GRIGIO • SAUV. BL .....8.99ESTANCIA CABERNET • MERLOT • PINOT NOIR ...10.99
REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24

CHARDONNAY ...........................8.99HESS CABERNET ............................. 12.99
HOGUE CHARD • SAUV BLANC • RIESLINGS • CAB...6.99

KENDALL-JACKSON
CHARDONNAY • ZINFANDEL......9.99
SAUVIGNON BLANC • RIESLING........... 8.99
GRAND RESERVE CHARDONNAY (90 WA)...12.88
LIBERTY SCHOOL CABERNET • CHARDONNAY....9.99

RIVERSTONE CHARDONNAY.........8.99J LOHR 7 OAKS CAB • LOS OSOS MERLOT ... 10.99
KENWOOD CHARDONNAY • SAUVIGNON BLANC ..7.99
LOUIS MARTINI SONOMA CABERNET........... 11.99
MARIETTA OLD VINES RED ...........................9.99

MARK WEST PINOT NOIR 8.48
MERIDIAN CHARD • CAB • MERLOT • PINOT NOIR ...5.49
MIRASSOU PINOT NOIR • CHARD...................6.99
MONDAVI WOODBRIDGE…ALL TYPES..............4.99

REBATE 4 BOT $5 • 8 BOT $10 • 12 BOT $15
MONDAVI PRIVATE SELECTION…ALL TYPES........7.99

REBATE 3 BOT $5 • 6 BOT $11 • 12 BOT $24

RAVENSWOOD
ZIN • CHARD • CAB • MERLOT 6.66

SAUVIGNON BLANC .......................9.99SIMI CHARDONNAY.......................... 11.99
ST. FRANCIS RED.....................................7.99
ST. JEAN SONOMA CHARD • CAB • FUME BLANC ...8.99

RIESLING ..........................6.99STE. MICHELLE CHARDONNAY • SAUV. BLANC...7.99
TURNING LEAF CHARDONNAY • CAB • MERLOT...4.69

VODKA

RUM • GIN

BOOTH’S
16.99

GILBEY’S
12.99

BOMBAY
23.44

ABSOLUT
26.99

GORDON’S
12.49

GORDON’S
13.99

BACARDI
18.69

CAPTAIN
MORGAN
19.99

BOMBAY
SAPPHIRE
29.88

SOBIESKI
16.69

GILBEY’S
10.49

SVEDKA
17.99

STOLICHNAYA
28.49 8.99

BOWMAN’S

ZELKO
8.69

14.49
INVER HOUSE

GRANT’S
21.99

46.99
BELVEDERE

GREY GOOSE
48.99

BURNETTS
11.99

TANQUERAY
25.49

CANADIAN • BOURBON

KENTUCKY
GENTLEMAN
9.69
$2 REB=7.69

SCOTCH

CUTTY
SARK
24.79

CHIVAS REGAL
47.99

JOHNNIE
WALKER BLACK
51.49

TEACHERS
26.99

CANADIAN
CLUB

15.49

DEWAR’S
27.99

WILD
TURKEY 101°
30.99
$5 REB=25.99

SEAGRAM’S
VO

18.99

CROWN
ROYAL
33.88
JACK

DANIEL’S
33.99

SEVEN
CROWN
12.99

OLD
GRAND
DAD
19.98

JIM
BEAM
21.79

•SKYY
•3 OLIVES
20.99
•LUKSUSOWA
•SMIRNOFF
17.29

KETEL
ONE
36.49

JOHNNIE
WALKER RED
28.99

FAMOUS
GROUSE
28.49

MOUNT GAY
23.99

BEEFEATER
23.99

•OLD SMUGGLER
•CLUNY
15.99
•WHITE HORSE
•BALLANTINE
22.99

•EVAN WM.
•VA. GENT
16.99

BLACK
VELVET
10.49

� BEER SALE�
BUSCH ................................ 30PACK13.99
MILWAUKEE’S BEST ............. 24PACK11.99
BUD LIGHT & REG. • MILLER LITE ... 24PACK 13.99
NATURAL LIGHT................... 24PACK 10.99

ROLLING ROCK • YUENGLING LAGER... 16.99
MILLER LITE • COORS LIGHT 16.49
DOS EQUIS • BECK’S • MOLSON......... 19.99
HEINEKEN REG & LT. • AMSTEL
FOSTERS • HARP • SPATEN .................21.99
PILSNER URQUELL • RED STRIPE
STELLA ARTOIS • BASS • CORONA....22.99
GUINNESS • ABITA • SAM ADAMS
PAULANER • SIERRA NEVADA......25.99
BLUE MOON • LEFFE • HARPOON I.P.A.
HOEGAARDEN • FLYING DOG (ALL)...26.99
OTTER CREEK • GOOSE ISLAND I.P.A.
MAGIC HAT • LONGTRAIL PALE ALE .........27.99
VICTORY HOP DEVIL • BROOKLYN LAGER
KONA LAGER • LAGUNITAS I.P.A. ...........29.99

� 4 and 5 Liter Sale�
CHABLIS • BURG • BLUSH • RHINE ...5L 11.99ALMADEN CHARD • CAB • MERLOT...5L 13.99

CHABLIS • BURG • BLUSH ............. 5L 10.99FRANZIA CHARD • CAB • MERLOT ........ 5L 11.99
CARLO ROSSI .................................. 4L 9.99

� 1.5 Liter Magnum Sale�

ALICE WHITE SHIRAZ
CHARDONNAY • MERLOT 6.88
BELLA SERA PINOT GRIGIO • PINOT NOIR .........9.49
BERINGER STONE CELLARS .....................8.69
CAVIT P. GRIGIO • MER • RIESLING • P. NOIR .......9.95
COLUMBIA CREST MER/CAB • CHARD ........ 10.49
CONCHA Y TORO MERLOT • CHARD • CAB/MER • SAUV BL. • SHIRAZ ....6.99
CORBETT CANYON CAB • CHARD • MER • SAUV. BLANC ...6.49

FOLONARI SOAVE
PINOT GRIGIO • VALPOLICELLA 7.77
GLEN ELLEN MERLOT • CHARDONNAY • CABERNET...7.29
LINDEMANS CHARD • MERLOT • CAB • SHIRAZ ...8.99
LITTLE PENGUIN…ALL TYPES .....................9.49
MONDAVI WOODBRIDGE…ALL TYPES • UP TO $2 REB 6.99 ...8.99
RENE JUNOT RED • WHITE ..........................7.99
VENDANGE…ALL TYPES ............................6.49

CITRA TREBBIANO
SANGIOVESE • MONTEPULCIANO 5.99
WALNUT CREST MERLOT • CHARD • CABERNET...7.49
YELLOW TAIL 6 GRAPE VARIETIES...................9.49

� Malt Scotch Sale�
GLENLIVET 12 • GLENMORANGIE 10 ... 33.99
DALMORE • GLENFIDDICH 12 .............. 34.99
ABERLOUR • BOWMORE 12 ................ 36.99
CARDHU • HIGHLAND PARK 12........... 39.99
MACALLAN 12 • BALVENIE 12
JOHNNIE WALKER GREEN • LAPHROAIG 10...43.99
LAGAVULIN 16 • OBAN 14.................. 59.99

� Cognac Sale�
VS......... 19.99COURVOISIERVSOP .... 25.99

HENNESSEY VS ................................... 25.99
MARTELL VSOP................................... 29.99

VSOP ... 31.99REMY MARTIN 1738 .... 39.99

WOLFSCHMIDT
10.99

69.99
GLENFIDDICH

GLENLIVET
63.99

J&B
24.99

TEN
HIGH
10.99
$2 REB=8.99

12.99
RONRICO

CRUZAN
16.49
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MARKET TURMOIL

Officials scramble to tame financial anxiety
dollar fell over the weekend while
gold soared. Stock markets in the
Middle East plunged, and U.S.
stock futures appeared negative.
Asian markets dropped at the
opening.

After the emergency conference
call involving Geithner and Ber-
nanke, the top seven economies ex-
pressed support for actions taken
by both the United States and Eu-
rope and committed “to taking co-
ordinated action where needed, to
ensuring liquidity, and to support-
ing financial market functioning,
financial stability and economic
growth.” They said theywould par-
ticularlytakeactiontocurbvolatili-
ty in currency trading.

Amid this uncertainty, the
Obama administration an-
nounced Sunday that Geithner,
the president’s longest-serving
economic adviser, would remain
in his post through fall 2012.
Geithner had told President
Obama that he was ready to step
down after leaders reached an
agreement to raise thedebtceiling
last week, but the president asked
him to stay.

Geithner told Obama on Friday
morning that he would agree to
remain in the administration —
only to inform the president later
in the afternoon that the country
would face a downgrade.

S&P cited the U.S. debt burden
and political paralysis in its deci-
sion to remove the nation’s ster-
ling AAA rating. The Obama ad-
ministration blasted the decision,
saying it was based on faulty logic
and math, while acknowledging
that Washingtonmust do more to
tame its debt.

“I think S&P showed really ter-
rible judgment,” Geithner said
Sunday on NBC’s “Nightly News.”
“Our country is much stronger
thanWashington.”

The political parties continued
to point fingers at each other Sun-
day for the downgrade. On NBC’s
“Meet the Press,” Sen. John F. Ker-
ry (D-Mass.) called S&P’s action
the “tea party downgrade,” refer-
ring to conservative Republicans

economy from A1

whorefusedtovote foran increase
in the federal debt limit.

OnCBS’s “Face theNation,’’ Sen.
Lindsey O. Graham (R-S.C.)
blamed Obama, saying that “if he
was in the Southeastern Confer-
ence, he’d be fired as a coach.”

Most analysts say the markets
have been prepared for a down-
grade by S&P, which had been
issuingthreatsaboutadowngrade
for months. And although the di-
rect impact might be limited, the
downgrade adds to broader con-
cernabout the stateof theU.S. and
European economies.

On Monday, S&P will issue
more detailed guidance about the
impact of the downgrade on the
many entities whose own ratings
rely on theU.S. government’s AAA
rating. These includemoneymar-
ket funds, government-owned
corporations such as Fannie Mae
and Freddie Mac, banks, insur-
ance firms, and states and locali-
ties, including those in the Wash-
ington area.

The ratings on numerous mu-
nicipalities are likely to be down-
graded after the S&P action, ac-
cording to a report issued Satur-
day by J.P.MorganChase.

Meanwhile, onTuesday, theFed
is set to meet amid increasing
evidence that the U.S. economic
recovery is faltering.

The central bank is expected to
downgrade its assessment of the

U.S. economy and is considering
taking new, modest steps to bol-
ster economic growth, such as
pledging to continue its ongoing
efforts to support the economy for
a longer period. Fed officials are
unlikely to take a significant step
toward stimulating the economy
at thismeeting.

By intervening in bond mar-
kets, the European Central Bank
could at least temporarily take
some of the pressure off Italy and
Spain. Investors have been dump-
ing Spanish and Italian bonds,
driving their borrowing costs to
record levels in recent days.

The events have sparked fears
that theworld’s seventh- and12th-
largest economies could be en-
gulfed by the same kind of crisis
that forced far smallerGreece, Ire-
land and Portugal to request
emergency bailouts.

TheECB,asiscustomary,didnot
explicitly say it would buy Italian
and Spanish bonds. But it strongly
suggested that itwould. The bank’s
governing council agreed after an
eleventh-hour emergency telecon-
ference to take more drastic steps
“to ensure [bond] price stability in
theeuroarea.”

Raj Badiani, economist with
IHS Global Insight in London,
said theECB’s action represents “a
vote of confidence in the respec-
tive governments and an attempt
to provide a sharp jolt to the nega-

tive sentiment engulfing Spain
and Italy.”

German Chancellor Angela
Merkel and French President Ni-
colas Sarkozy issued a separate
statementSundaysayingthat they
support efforts announced last
week by Spain and Italy to shore
up their finances and that they
support an expanded European
rescue fund.

But analysts say the actions
maybe only a short-termsolution.
If Italy or Spain fail to quell mar-
ket panic, analysts say, Europeans
might be forced to move toward
the advent of a new euro-bond,
putting the economic weight of
Germany and France behind their
profligate neighbors. Germany
andother strongEuropeanecono-
mies are opposed to such a deal or
other measures that would make
them carry the burden of their
struggling neighbors any longer.

Concern over Italy, in particu-
lar, is growing in large part be-
cause Europe’s economies are
slowing at the same time that the
countries need strong economic
growth to tame their debt loads.

Although a snapshot of the Ital-
ian economy released by authori-
ties Friday indicated that the
country’s economic growth is bet-
ter thanthatof someothernations
in the region, investors are fixat-
ingon its $2.2 trilliondebt and the
question of who would aid Italy if
it cannot pay its bills.

Last week, the ECB began to
scoop up the debt of Portugal and
Ireland for the first time since
March.But even thatmeasurewas
opposed by Germany and other
fiscally conservative nations, and
analysts expect greater concern
about the vast sums that would be
spent to bolster Italy and Spain.

In a worst-case scenario, Italy
would need a bailout of about
$1.4 trillion — or more than dou-
ble the sizeof anestablishedEuro-
pean rescue fund.

goldfarbz@washpost.com
faiolaa@washpost.com

Faiola wrote from London. Staff writers
Cezary Podkul andNeil Irwin
contributed to this report.

Geithner to remain Treasury secretary
BY ZACHARY A. GOLDFARB

Treasury Secretary Timothy F.
Geithner has told President
Obama he plans to remain in his
job through the fall of 2012, keep-
ing in placeObama’s longest-serv-
ing economic adviser after the
first-ever U.S. credit downgrade
and renewed fears of a second
recession.

Geithner,whohasbeenbattling
financial crises since 2007 as a top
Federal Reserve official and then
Treasury secretary, considered
leaving the administration after
Congress raised the federal debt
ceiling and reached an agreement
with Obama to tame the national
debt.

But several developments have
madehisdeparturemoredifficult.
The debt ceiling was raised with
only hours to spare. The deal to
tame the debt fell short of what
Geithner andObamawanted. The
economy has suddenly taken a
turn for the worse. And on Friday,
Standard & Poor’s downgraded
the U.S. credit rating for the first
time. And the White House, wor-
ried that it would be hard to find a
suitable replacement, pressured
him to stay.

Geithner told the president Fri-
day morning that he would re-
main in his post. Hours later, he
had to go to the White House to
meet with Obama again and tell
him the nation would likely lose
its AAA credit rating.

OnSunday afternoon,Geithner
joined an emergency conference
call involving the sevenmajor eco-
nomic powers to discuss the im-

pact of the downgrade.
“Secretary Geithner has let the

president know that he plans to
stayon inhispositionatTreasury,”
Treasury spokeswoman Jenni
LeComptesaid inastatement. “He
looks forward to the important
work ahead on the challenges fac-
ing our great country.”

White House press secretary
Jay Carney said, “The president
asked Secretary Geithner to stay
on at Treasury and welcomes his
decision.”

Exhausted from the multiple
crises of recent years, Geithner
and his family had decided to
move back to New York, where
they livedwhenhewasheadof the
Federal Reserve Bank of New
York. His sonwill finish his senior
year of high school there.

Geithner planned to commute
from New York to Washington
during the week. He did so during
the beginning of the term and
didn’t like it, so he considered
stepping down to tend to his fami-
ly needs and get a break from
government service.

His departure would have
marked the loss of Obama’s lon-
gest-serving economic adviser at a
time when the recovery has
slowed and the unemployment
rate remains stubbornly high.

Geithner is the last remaining
memberof thepresident’soriginal
economic team. Austan Goolsbee,
chairman of Council of Economic
Advisers, left Friday. Other key
members of the team include Na-
tional Economic Council director
Gene Sperling, a former Treasury
counselor who is reprising a role

he held in the Clinton administra-
tion, and Jacob Lew, the budget
director who is likewise reprising
a Clinton-era role.

Duringhis tenure,Geithnerhas
continually won over Obama in
contentious policy debates. He
shaped thepresident’s response to
the financial crisis, successfully
arguing that the government
should not seize struggling banks.

More recently, he urgedObama
toproposecutting theannualdefi-
cit by $4 trillion over 10 years,
despite other top advisers advo-
cating that the president focus
squarely on the nation’s high un-
employment.

Geithner turns 50 later this
month. He was one of the archi-
tects of the Wall Street bailout in
the fall of 2008 and faced sharp
criticism in his first year as Trea-
sury secretary, including calls for
his resignation. He has been ac-
cused of protecting the bonuses of
Wall Street traders while paying
insufficient attention to the na-
tion’s foreclosure epidemic.

In the past, analysts have dis-
cussed Roger Altman, an invest-
ment banker and deputy Treasury
secretary in the Clinton adminis-
tration, and Erskine Bowles, a for-
mer Clinton chief of staff who
co-chaired Obama’s deficit reduc-
tion commission, as possible can-
didates for the top Treasury post.
But administration officials have
feared what a confirmation battle
would look like ina timeof intense
partisanship.

goldfarbz@washpost.com

Foreign trading lower in
post-downgrade session

BY CEZARY PODKUL

Markets across Asia sankMon-
day, their first day of trading after
the United States lost its top-
notch credit rating, providing the
first indication of how investors
are likely to react to the country’s
first-ever credit downgrade.

Japan’s Nikkei 225 stock index
was down 1.3 percent in early
trading Monday, Hong Kong’s
Hang Seng index was down 2.9
percent and South Korea’s bench-
mark KOSPI index was down 1.75
percent.

Australia’s Standard & Poor’s/
ASX 200 was down about 1.4
percent, hitting a two-year low,
while the Shanghai Stock Ex-
change composite index retreat-
ed 0.95 percent and the Singa-
pore Straits Times index tumbled
nearly 3.3 percent.

The losses provide the first
indication that already skittish
markets may slide lower as a
result of the downgrade, which
occurred Friday when ratings
agencyStandard&Poor’s lowered
its U.S. credit rating one notch,
from the risk-less AAA to AA+.

Over the weekend, there were
signs that world markets might
deteriorate further on the news.
Safe bets, which had been draw-
ing investors away from more
risky assets such as stocks, con-
tinued to advance.

Spot prices for gold rallied
nearly 2 percent, to more than
$1,695 per troy ounce late Sunday
night, indicating that investors
were likely to continue to seek
safety in the precious metal.

The dollar also slid against the
Japanese yen and the Swiss franc,
two currencies that many inves-
tors consider safe bets. The dollar
was down about 0.4 percent
against the yen, to 78.09 yen per
dollar, Sunday night and down
about 0.9 percent against the
Swiss franc, to 0.76 francs per
dollar.

The slide came despite indica-
tions late Sunday by finance min-
isters from the world’s top seven
countries that they would take

“all necessary measures” to sup-
port financial stability, including
further intervention in foreign
exchange markets.

Kazuhiro Takahashi, general
manager of investment research
at Daiwa Securities in Tokyo, said
the finance ministers’ statement
probably blunted the full impact
of the U.S. credit downgrade. But
he still thinks the fallout is likely
to be severe, as evidenced by
Japan’s 1998 credit downgrade.
After ratings agencyMoody’s took
away Japan’s top-notch credit rat-
ing, the Japanese economy expe-
rienced deflation, or a period of
falling prices, which led to stag-
nated economic growth, he said.

“The same kind of problem
should be expected for the U.S.
economy, too,” Takahashi said.
“Of course, if the U.S. economy,
the largest economy in the world,
becomes deflationary like Japan,
that would have a great impact
for the world economy.”

Investors had a less optimistic
outlook for the U.S. stock market,
as futures contracts for two of the
top U.S. stock indexes — the Dow
Jones industrial average and the
Standard & Poor’s 500 — were
each down nearly 2 percent late
Sunday. Some analysts pinned
the weaker outlook on the down-
grade.

“The U.S. equity market ap-
pears vulnerable to further sell-
ing induced by the downgrade,
whichcomes in thewakeofdown-
ward revisions in the U.S. eco-
nomic outlook,” analysts at the
Royal Bank of Scotland said in a
report Sunday night.

The Royal Bank of Scotland
also warned of “far-reaching con-
sequences” for U.S. Treasurys, the
dollar and risky assets generally
as a result of the downgrade.

podkulc@washpost.com

RICK RYCROFT/ASSOCIATED PRESS

Rudalf Oultz watches display boards at the Australia Stock Exchange
in Sydney. Australianmarkets opened lowerMonday.

Municipal bondmarket prepares for downgrades
BLOOMBERG NEWS

The $2.9 trillion municipal
bond market is preparing for
“hundreds and hundreds” of
downgrades after Standard &
Poor’s lowered the U.S. credit
rating one level, to AA+, the first
such reduction for the country.

S&P is likely to cut its ratings
on municipal debt secured by the
federal government, such as pre-
refunded bonds, tax exempts
backedbyU.S. agencies, and cred-
its that are most dependent on
federal spending, Peter DeGroot,
head of municipal research at
JPMorgan Chase, wrote in a re-
port Friday that was distributed
after the downgrade. The New
York-based ratings company said
it would release a statement on
state and local issuers.

“There will be hundreds and
hundreds of municipal down-

grades, which will not do well to
bolster investor confidence,”Matt
Fabian, a managing director of
Municipal Market Advisors,
based in Concord, Mass., said in a
telephone interview. “Treasuries
may be able to shake off a real
impact from the downgrade. Mu-
nis I’m less sure about.”

Municipal issuance has fallen
amid the U.S. debt-ceiling im-
passe. The slump and signs of a
slowing economy helped drive
tax-exempt yields to the lowest
this year. Scheduled debt sales
total about $2.8 billion this week,
the slowest August week since
2003, according to data compiled
by Bloomberg.

Yields on top-rated 10-year tax-
exempt debt fell to 2.4 percent
last week, the lowest since Octo-
ber, according to BVAL data. Two-
year Treasury yields touched a
record low last week, then rose

Friday before the S&amp;Pdown-
grade on government data show-
ing the United States addedmore
jobs in July than the average
forecast.

The potential for downgrades
to raise municipal borrowing
costs comes as some states are
preparing for midyear budget
cuts in the face of a weakening
economy. Ohio Gov. John Kasich
(R) told his budget director to
monitor revenue collections so
any emerging deficit can be avert-
ed, he said last week. Maine is
also contemplating cutting its
budget, the Bangor Daily News
reported.

The downgrade “reinforces the
economic pessimism that we’ve
had the last couple of weeks,”
Fabian said. “It may be more
difficult generally for issuers to
come to market over the next
couple of weeks.”

onwashingtonpost.com
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MARKET TURMOIL

Officials scramble to tame financial anxiety
dollar fell over the weekend while
gold soared. Stock markets in the
Middle East plunged, and U.S.
stock futures appeared negative.
Asian markets dropped at the
opening.

After the emergency conference
call involving Geithner and Ber-
nanke, the top seven economies ex-
pressed support for actions taken
by both the United States and Eu-
rope and committed “to taking co-
ordinated action where needed, to
ensuring liquidity, and to support-
ing financial market functioning,
financial stability and economic
growth.” They said theywould par-
ticularlytakeactiontocurbvolatili-
ty in currency trading.

Amid this uncertainty, the
Obama administration an-
nounced Sunday that Geithner,
the president’s longest-serving
economic adviser, would remain
in his post through fall 2012.
Geithner had told President
Obama that he was ready to step
down after leaders reached an
agreement to raise thedebtceiling
last week, but the president asked
him to stay.

Geithner told Obama on Friday
morning that he would agree to
remain in the administration —
only to inform the president later
in the afternoon that the country
would face a downgrade.

S&P cited the U.S. debt burden
and political paralysis in its deci-
sion to remove the nation’s ster-
ling AAA rating. The Obama ad-
ministration blasted the decision,
saying it was based on faulty logic
and math, while acknowledging
that Washingtonmust do more to
tame its debt.

“I think S&P showed really ter-
rible judgment,” Geithner said
Sunday on NBC’s “Nightly News.”
“Our country is much stronger
thanWashington.”

The political parties continued
to point fingers at each other Sun-
day for the downgrade. On NBC’s
“Meet the Press,” Sen. John F. Ker-
ry (D-Mass.) called S&P’s action
the “tea party downgrade,” refer-
ring to conservative Republicans

economy from A1

whorefusedtovote foran increase
in the federal debt limit.

OnCBS’s “Face theNation,’’ Sen.
Lindsey O. Graham (R-S.C.)
blamed Obama, saying that “if he
was in the Southeastern Confer-
ence, he’d be fired as a coach.”

Most analysts say the markets
have been prepared for a down-
grade by S&P, which had been
issuingthreatsaboutadowngrade
for months. And although the di-
rect impact might be limited, the
downgrade adds to broader con-
cernabout the stateof theU.S. and
European economies.

On Monday, S&P will issue
more detailed guidance about the
impact of the downgrade on the
many entities whose own ratings
rely on theU.S. government’s AAA
rating. These includemoneymar-
ket funds, government-owned
corporations such as Fannie Mae
and Freddie Mac, banks, insur-
ance firms, and states and locali-
ties, including those in the Wash-
ington area.

The ratings on numerous mu-
nicipalities are likely to be down-
graded after the S&P action, ac-
cording to a report issued Satur-
day by J.P.MorganChase.

Meanwhile, onTuesday, theFed
is set to meet amid increasing
evidence that the U.S. economic
recovery is faltering.

The central bank is expected to
downgrade its assessment of the

U.S. economy and is considering
taking new, modest steps to bol-
ster economic growth, such as
pledging to continue its ongoing
efforts to support the economy for
a longer period. Fed officials are
unlikely to take a significant step
toward stimulating the economy
at thismeeting.

By intervening in bond mar-
kets, the European Central Bank
could at least temporarily take
some of the pressure off Italy and
Spain. Investors have been dump-
ing Spanish and Italian bonds,
driving their borrowing costs to
record levels in recent days.

The events have sparked fears
that theworld’s seventh- and12th-
largest economies could be en-
gulfed by the same kind of crisis
that forced far smallerGreece, Ire-
land and Portugal to request
emergency bailouts.

TheECB,asiscustomary,didnot
explicitly say it would buy Italian
and Spanish bonds. But it strongly
suggested that itwould. The bank’s
governing council agreed after an
eleventh-hour emergency telecon-
ference to take more drastic steps
“to ensure [bond] price stability in
theeuroarea.”

Raj Badiani, economist with
IHS Global Insight in London,
said theECB’s action represents “a
vote of confidence in the respec-
tive governments and an attempt
to provide a sharp jolt to the nega-

tive sentiment engulfing Spain
and Italy.”

German Chancellor Angela
Merkel and French President Ni-
colas Sarkozy issued a separate
statementSundaysayingthat they
support efforts announced last
week by Spain and Italy to shore
up their finances and that they
support an expanded European
rescue fund.

But analysts say the actions
maybe only a short-termsolution.
If Italy or Spain fail to quell mar-
ket panic, analysts say, Europeans
might be forced to move toward
the advent of a new euro-bond,
putting the economic weight of
Germany and France behind their
profligate neighbors. Germany
andother strongEuropeanecono-
mies are opposed to such a deal or
other measures that would make
them carry the burden of their
struggling neighbors any longer.

Concern over Italy, in particu-
lar, is growing in large part be-
cause Europe’s economies are
slowing at the same time that the
countries need strong economic
growth to tame their debt loads.

Although a snapshot of the Ital-
ian economy released by authori-
ties Friday indicated that the
country’s economic growth is bet-
ter thanthatof someothernations
in the region, investors are fixat-
ingon its $2.2 trilliondebt and the
question of who would aid Italy if
it cannot pay its bills.

Last week, the ECB began to
scoop up the debt of Portugal and
Ireland for the first time since
March.But even thatmeasurewas
opposed by Germany and other
fiscally conservative nations, and
analysts expect greater concern
about the vast sums that would be
spent to bolster Italy and Spain.

In a worst-case scenario, Italy
would need a bailout of about
$1.4 trillion — or more than dou-
ble the sizeof anestablishedEuro-
pean rescue fund.

goldfarbz@washpost.com
faiolaa@washpost.com

Faiola wrote from London. Staff writers
Cezary Podkul andNeil Irwin
contributed to this report.

Geithner to remain Treasury secretary
BY ZACHARY A. GOLDFARB

Treasury Secretary Timothy F.
Geithner has told President
Obama he plans to remain in his
job through the fall of 2012, keep-
ing in placeObama’s longest-serv-
ing economic adviser after the
first-ever U.S. credit downgrade
and renewed fears of a second
recession.

Geithner,whohasbeenbattling
financial crises since 2007 as a top
Federal Reserve official and then
Treasury secretary, considered
leaving the administration after
Congress raised the federal debt
ceiling and reached an agreement
with Obama to tame the national
debt.

But several developments have
madehisdeparturemoredifficult.
The debt ceiling was raised with
only hours to spare. The deal to
tame the debt fell short of what
Geithner andObamawanted. The
economy has suddenly taken a
turn for the worse. And on Friday,
Standard & Poor’s downgraded
the U.S. credit rating for the first
time. And the White House, wor-
ried that it would be hard to find a
suitable replacement, pressured
him to stay.

Geithner told the president Fri-
day morning that he would re-
main in his post. Hours later, he
had to go to the White House to
meet with Obama again and tell
him the nation would likely lose
its AAA credit rating.

OnSunday afternoon,Geithner
joined an emergency conference
call involving the sevenmajor eco-
nomic powers to discuss the im-

pact of the downgrade.
“Secretary Geithner has let the

president know that he plans to
stayon inhispositionatTreasury,”
Treasury spokeswoman Jenni
LeComptesaid inastatement. “He
looks forward to the important
work ahead on the challenges fac-
ing our great country.”

White House press secretary
Jay Carney said, “The president
asked Secretary Geithner to stay
on at Treasury and welcomes his
decision.”

Exhausted from the multiple
crises of recent years, Geithner
and his family had decided to
move back to New York, where
they livedwhenhewasheadof the
Federal Reserve Bank of New
York. His sonwill finish his senior
year of high school there.

Geithner planned to commute
from New York to Washington
during the week. He did so during
the beginning of the term and
didn’t like it, so he considered
stepping down to tend to his fami-
ly needs and get a break from
government service.

His departure would have
marked the loss of Obama’s lon-
gest-serving economic adviser at a
time when the recovery has
slowed and the unemployment
rate remains stubbornly high.

Geithner is the last remaining
memberof thepresident’soriginal
economic team. Austan Goolsbee,
chairman of Council of Economic
Advisers, left Friday. Other key
members of the team include Na-
tional Economic Council director
Gene Sperling, a former Treasury
counselor who is reprising a role

he held in the Clinton administra-
tion, and Jacob Lew, the budget
director who is likewise reprising
a Clinton-era role.

Duringhis tenure,Geithnerhas
continually won over Obama in
contentious policy debates. He
shaped thepresident’s response to
the financial crisis, successfully
arguing that the government
should not seize struggling banks.

More recently, he urgedObama
toproposecutting theannualdefi-
cit by $4 trillion over 10 years,
despite other top advisers advo-
cating that the president focus
squarely on the nation’s high un-
employment.

Geithner turns 50 later this
month. He was one of the archi-
tects of the Wall Street bailout in
the fall of 2008 and faced sharp
criticism in his first year as Trea-
sury secretary, including calls for
his resignation. He has been ac-
cused of protecting the bonuses of
Wall Street traders while paying
insufficient attention to the na-
tion’s foreclosure epidemic.

In the past, analysts have dis-
cussed Roger Altman, an invest-
ment banker and deputy Treasury
secretary in the Clinton adminis-
tration, and Erskine Bowles, a for-
mer Clinton chief of staff who
co-chaired Obama’s deficit reduc-
tion commission, as possible can-
didates for the top Treasury post.
But administration officials have
feared what a confirmation battle
would look like ina timeof intense
partisanship.

goldfarbz@washpost.com

Foreign trading lower in
post-downgrade session

BY CEZARY PODKUL

Markets across Asia sankMon-
day, their first day of trading after
the United States lost its top-
notch credit rating, providing the
first indication of how investors
are likely to react to the country’s
first-ever credit downgrade.

Japan’s Nikkei 225 stock index
was down 1.3 percent in early
trading Monday, Hong Kong’s
Hang Seng index was down 2.9
percent and South Korea’s bench-
mark KOSPI index was down 1.75
percent.

Australia’s Standard & Poor’s/
ASX 200 was down about 1.4
percent, hitting a two-year low,
while the Shanghai Stock Ex-
change composite index retreat-
ed 0.95 percent and the Singa-
pore Straits Times index tumbled
nearly 3.3 percent.

The losses provide the first
indication that already skittish
markets may slide lower as a
result of the downgrade, which
occurred Friday when ratings
agencyStandard&Poor’s lowered
its U.S. credit rating one notch,
from the risk-less AAA to AA+.

Over the weekend, there were
signs that world markets might
deteriorate further on the news.
Safe bets, which had been draw-
ing investors away from more
risky assets such as stocks, con-
tinued to advance.

Spot prices for gold rallied
nearly 2 percent, to more than
$1,695 per troy ounce late Sunday
night, indicating that investors
were likely to continue to seek
safety in the precious metal.

The dollar also slid against the
Japanese yen and the Swiss franc,
two currencies that many inves-
tors consider safe bets. The dollar
was down about 0.4 percent
against the yen, to 78.09 yen per
dollar, Sunday night and down
about 0.9 percent against the
Swiss franc, to 0.76 francs per
dollar.

The slide came despite indica-
tions late Sunday by finance min-
isters from the world’s top seven
countries that they would take

“all necessary measures” to sup-
port financial stability, including
further intervention in foreign
exchange markets.

Kazuhiro Takahashi, general
manager of investment research
at Daiwa Securities in Tokyo, said
the finance ministers’ statement
probably blunted the full impact
of the U.S. credit downgrade. But
he still thinks the fallout is likely
to be severe, as evidenced by
Japan’s 1998 credit downgrade.
After ratings agencyMoody’s took
away Japan’s top-notch credit rat-
ing, the Japanese economy expe-
rienced deflation, or a period of
falling prices, which led to stag-
nated economic growth, he said.

“The same kind of problem
should be expected for the U.S.
economy, too,” Takahashi said.
“Of course, if the U.S. economy,
the largest economy in the world,
becomes deflationary like Japan,
that would have a great impact
for the world economy.”

Investors had a less optimistic
outlook for the U.S. stock market,
as futures contracts for two of the
top U.S. stock indexes — the Dow
Jones industrial average and the
Standard & Poor’s 500 — were
each down nearly 2 percent late
Sunday. Some analysts pinned
the weaker outlook on the down-
grade.

“The U.S. equity market ap-
pears vulnerable to further sell-
ing induced by the downgrade,
whichcomes in thewakeofdown-
ward revisions in the U.S. eco-
nomic outlook,” analysts at the
Royal Bank of Scotland said in a
report Sunday night.

The Royal Bank of Scotland
also warned of “far-reaching con-
sequences” for U.S. Treasurys, the
dollar and risky assets generally
as a result of the downgrade.

podkulc@washpost.com
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Rudalf Oultz watches display boards at the Australia Stock Exchange
in Sydney. Australianmarkets opened lowerMonday.

Municipal bondmarket prepares for downgrades
BLOOMBERG NEWS

The $2.9 trillion municipal
bond market is preparing for
“hundreds and hundreds” of
downgrades after Standard &
Poor’s lowered the U.S. credit
rating one level, to AA+, the first
such reduction for the country.

S&P is likely to cut its ratings
on municipal debt secured by the
federal government, such as pre-
refunded bonds, tax exempts
backedbyU.S. agencies, and cred-
its that are most dependent on
federal spending, Peter DeGroot,
head of municipal research at
JPMorgan Chase, wrote in a re-
port Friday that was distributed
after the downgrade. The New
York-based ratings company said
it would release a statement on
state and local issuers.

“There will be hundreds and
hundreds of municipal down-

grades, which will not do well to
bolster investor confidence,”Matt
Fabian, a managing director of
Municipal Market Advisors,
based in Concord, Mass., said in a
telephone interview. “Treasuries
may be able to shake off a real
impact from the downgrade. Mu-
nis I’m less sure about.”

Municipal issuance has fallen
amid the U.S. debt-ceiling im-
passe. The slump and signs of a
slowing economy helped drive
tax-exempt yields to the lowest
this year. Scheduled debt sales
total about $2.8 billion this week,
the slowest August week since
2003, according to data compiled
by Bloomberg.

Yields on top-rated 10-year tax-
exempt debt fell to 2.4 percent
last week, the lowest since Octo-
ber, according to BVAL data. Two-
year Treasury yields touched a
record low last week, then rose

Friday before the S&amp;Pdown-
grade on government data show-
ing the United States addedmore
jobs in July than the average
forecast.

The potential for downgrades
to raise municipal borrowing
costs comes as some states are
preparing for midyear budget
cuts in the face of a weakening
economy. Ohio Gov. John Kasich
(R) told his budget director to
monitor revenue collections so
any emerging deficit can be avert-
ed, he said last week. Maine is
also contemplating cutting its
budget, the Bangor Daily News
reported.

The downgrade “reinforces the
economic pessimism that we’ve
had the last couple of weeks,”
Fabian said. “It may be more
difficult generally for issuers to
come to market over the next
couple of weeks.”
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1.75 LITER SALE� 2010 ROSÉS FOR SUMMER�
AKAKIES (GREECE) ................................. 10.69
BOXWOOD (VIRGINIA) ........................... 13.99
CALERA PINOT NOIR (CALIFORNIA) .......... 16.99
CHATEAU MONTAUD PROVENCE (FRANCE) ....8.99
*CLOS BOURBON BORDEAUX (FRANCE)......8.99
*ST. EUGENIE CORBIERES (FRANCE) ............9.69
D’ESCLANS “WHISP ANGEL” (PROVENCE)... 15.99
*DOM DE CHEVALIER BORDEAUX (FRANCE) .14.99
DOMAINES OTT “CH DE SELLE” (PROVENCE)... 32.99
*GRANDE CASSAGNE (COST. DE NIMES).........8.69
*LISTEL TETE DE CUVEE (FRANCE) ...............9.99
MAS DE LA ROUVIERE BANDOL (FRANCE) 17.99
MITTELBACH ZWEIGELT (AUSTRIA) .......... 10.49
MORDOREE COTES DU RHONE (FRANCE).... 12.99
*MULDERBOSCH CABERNET (SOUTH AFRICA) .9.99
NOUELLES ANJOU (FRANCE) ......................8.69
TERRAPIEN NAVARRA (SPAIN) ..................7.99
THOMAS SANCERRE (FRANCE)................ 19.99
VALLE REALE MONTEPULCIANO (ITALY) .....9.99
*6 BOTTLE ROSÉ SAMPLER $58.50
� NEW ZEALAND SAUVIGNON BLANC�
BRANCOTT ............................................7.99
KIM CRAWFORD................................. 11.99

REBATE 3 BOT $5 • 6 BOT $12 • 12 BOT $30
MATUA..................................................9.99
MONKEY BAY ........................................6.99
NOBILO.................................................8.49

REBATE 3 BOT $4 • 6 BOT $10 • 12 BOT $24
OYSTER BAY..........................................8.99
VILLA MARIA “PRIVATE BIN“ (90 WS) ......9.99

�MOST POPULAR AMERICAN SALE�
WHITE ZINFANDEL .............4.49
FOUNDERS...ALL TYPES ........6.99BERINGER NAPA CHARDONNAY...........9.99

FOUNDER & NAPA REB 2 BOT $3 • 4 BOT $7 • 6 BOT $12

CLOS du BOIS
CHARDONNAY .....................8.28
CABERNET • MERLOT .....................9.99
BV COASTAL CAB • CHARD • MERLOT • PINOT NOIR....6.99
BLACKSTONE MERLOT • CABERNET • CHARD......6.99

REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24
ZINFANDEL .............................8.99CLINE ANCIENT VINES ZINFANDEL ........ 12.99

REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24

COLUMBIA CREST
CHARD • CAB/MER • SHIRAZ • CAB 4.99
COLUMBIA CREST GR EST CHARD • CAB • MERLOT...7.99
EDNA VALLEY CHARDONNAY .......................8.99

CHARD • PINOT GRIGIO • SAUV. BL .....8.99ESTANCIA CABERNET • MERLOT • PINOT NOIR ...10.99
REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24

CHARDONNAY ...........................8.99HESS CABERNET ............................. 12.99
HOGUE CHARD • SAUV BLANC • RIESLINGS • CAB...6.99

KENDALL-JACKSON
CHARDONNAY • ZINFANDEL......9.99
SAUVIGNON BLANC • RIESLING........... 8.99
GRAND RESERVE CHARDONNAY (90 WA)...12.88
LIBERTY SCHOOL CABERNET • CHARDONNAY....9.99

RIVERSTONE CHARDONNAY.........8.99J LOHR 7 OAKS CAB • LOS OSOS MERLOT ... 10.99
KENWOOD CHARDONNAY • SAUVIGNON BLANC ..7.99
LOUIS MARTINI SONOMA CABERNET........... 11.99
MARIETTA OLD VINES RED ...........................9.99
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MIRASSOU PINOT NOIR • CHARD...................6.99
MONDAVI WOODBRIDGE…ALL TYPES..............4.99
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� BEER SALE�
BUSCH ................................ 30PACK13.99
MILWAUKEE’S BEST ............. 24PACK11.99
BUD LIGHT & REG. • MILLER LITE ... 24PACK 13.99
NATURAL LIGHT................... 24PACK 10.99

ROLLING ROCK • YUENGLING LAGER... 16.99
MILLER LITE • COORS LIGHT 16.49
DOS EQUIS • BECK’S • MOLSON......... 19.99
HEINEKEN REG & LT. • AMSTEL
FOSTERS • HARP • SPATEN .................21.99
PILSNER URQUELL • RED STRIPE
STELLA ARTOIS • BASS • CORONA....22.99
GUINNESS • ABITA • SAM ADAMS
PAULANER • SIERRA NEVADA......25.99
BLUE MOON • LEFFE • HARPOON I.P.A.
HOEGAARDEN • FLYING DOG (ALL)...26.99
OTTER CREEK • GOOSE ISLAND I.P.A.
MAGIC HAT • LONGTRAIL PALE ALE .........27.99
VICTORY HOP DEVIL • BROOKLYN LAGER
KONA LAGER • LAGUNITAS I.P.A. ...........29.99

� 4 and 5 Liter Sale�
CHABLIS • BURG • BLUSH • RHINE ...5L 11.99ALMADEN CHARD • CAB • MERLOT...5L 13.99

CHABLIS • BURG • BLUSH ............. 5L 10.99FRANZIA CHARD • CAB • MERLOT ........ 5L 11.99
CARLO ROSSI .................................. 4L 9.99

� 1.5 Liter Magnum Sale�

ALICE WHITE SHIRAZ
CHARDONNAY • MERLOT 6.88
BELLA SERA PINOT GRIGIO • PINOT NOIR .........9.49
BERINGER STONE CELLARS .....................8.69
CAVIT P. GRIGIO • MER • RIESLING • P. NOIR .......9.95
COLUMBIA CREST MER/CAB • CHARD ........ 10.49
CONCHA Y TORO MERLOT • CHARD • CAB/MER • SAUV BL. • SHIRAZ ....6.99
CORBETT CANYON CAB • CHARD • MER • SAUV. BLANC ...6.49

FOLONARI SOAVE
PINOT GRIGIO • VALPOLICELLA 7.77
GLEN ELLEN MERLOT • CHARDONNAY • CABERNET...7.29
LINDEMANS CHARD • MERLOT • CAB • SHIRAZ ...8.99
LITTLE PENGUIN…ALL TYPES .....................9.49
MONDAVI WOODBRIDGE…ALL TYPES • UP TO $2 REB 6.99 ...8.99
RENE JUNOT RED • WHITE ..........................7.99
VENDANGE…ALL TYPES ............................6.49

CITRA TREBBIANO
SANGIOVESE • MONTEPULCIANO 5.99
WALNUT CREST MERLOT • CHARD • CABERNET...7.49
YELLOW TAIL 6 GRAPE VARIETIES...................9.49

� Malt Scotch Sale�
GLENLIVET 12 • GLENMORANGIE 10 ... 33.99
DALMORE • GLENFIDDICH 12 .............. 34.99
ABERLOUR • BOWMORE 12 ................ 36.99
CARDHU • HIGHLAND PARK 12........... 39.99
MACALLAN 12 • BALVENIE 12
JOHNNIE WALKER GREEN • LAPHROAIG 10...43.99
LAGAVULIN 16 • OBAN 14.................. 59.99

� Cognac Sale�
VS......... 19.99COURVOISIERVSOP .... 25.99

HENNESSEY VS ................................... 25.99
MARTELL VSOP................................... 29.99

VSOP ... 31.99REMY MARTIN 1738 .... 39.99
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MARKET TURMOIL

Officials scramble to tame financial anxiety
dollar fell over the weekend while
gold soared. Stock markets in the
Middle East plunged, and U.S.
stock futures appeared negative.
Asian markets dropped at the
opening.

After the emergency conference
call involving Geithner and Ber-
nanke, the top seven economies ex-
pressed support for actions taken
by both the United States and Eu-
rope and committed “to taking co-
ordinated action where needed, to
ensuring liquidity, and to support-
ing financial market functioning,
financial stability and economic
growth.” They said theywould par-
ticularlytakeactiontocurbvolatili-
ty in currency trading.

Amid this uncertainty, the
Obama administration an-
nounced Sunday that Geithner,
the president’s longest-serving
economic adviser, would remain
in his post through fall 2012.
Geithner had told President
Obama that he was ready to step
down after leaders reached an
agreement to raise thedebtceiling
last week, but the president asked
him to stay.

Geithner told Obama on Friday
morning that he would agree to
remain in the administration —
only to inform the president later
in the afternoon that the country
would face a downgrade.

S&P cited the U.S. debt burden
and political paralysis in its deci-
sion to remove the nation’s ster-
ling AAA rating. The Obama ad-
ministration blasted the decision,
saying it was based on faulty logic
and math, while acknowledging
that Washingtonmust do more to
tame its debt.

“I think S&P showed really ter-
rible judgment,” Geithner said
Sunday on NBC’s “Nightly News.”
“Our country is much stronger
thanWashington.”

The political parties continued
to point fingers at each other Sun-
day for the downgrade. On NBC’s
“Meet the Press,” Sen. John F. Ker-
ry (D-Mass.) called S&P’s action
the “tea party downgrade,” refer-
ring to conservative Republicans

economy from A1

whorefusedtovote foran increase
in the federal debt limit.

OnCBS’s “Face theNation,’’ Sen.
Lindsey O. Graham (R-S.C.)
blamed Obama, saying that “if he
was in the Southeastern Confer-
ence, he’d be fired as a coach.”

Most analysts say the markets
have been prepared for a down-
grade by S&P, which had been
issuingthreatsaboutadowngrade
for months. And although the di-
rect impact might be limited, the
downgrade adds to broader con-
cernabout the stateof theU.S. and
European economies.

On Monday, S&P will issue
more detailed guidance about the
impact of the downgrade on the
many entities whose own ratings
rely on theU.S. government’s AAA
rating. These includemoneymar-
ket funds, government-owned
corporations such as Fannie Mae
and Freddie Mac, banks, insur-
ance firms, and states and locali-
ties, including those in the Wash-
ington area.

The ratings on numerous mu-
nicipalities are likely to be down-
graded after the S&P action, ac-
cording to a report issued Satur-
day by J.P.MorganChase.

Meanwhile, onTuesday, theFed
is set to meet amid increasing
evidence that the U.S. economic
recovery is faltering.

The central bank is expected to
downgrade its assessment of the

U.S. economy and is considering
taking new, modest steps to bol-
ster economic growth, such as
pledging to continue its ongoing
efforts to support the economy for
a longer period. Fed officials are
unlikely to take a significant step
toward stimulating the economy
at thismeeting.

By intervening in bond mar-
kets, the European Central Bank
could at least temporarily take
some of the pressure off Italy and
Spain. Investors have been dump-
ing Spanish and Italian bonds,
driving their borrowing costs to
record levels in recent days.

The events have sparked fears
that theworld’s seventh- and12th-
largest economies could be en-
gulfed by the same kind of crisis
that forced far smallerGreece, Ire-
land and Portugal to request
emergency bailouts.

TheECB,asiscustomary,didnot
explicitly say it would buy Italian
and Spanish bonds. But it strongly
suggested that itwould. The bank’s
governing council agreed after an
eleventh-hour emergency telecon-
ference to take more drastic steps
“to ensure [bond] price stability in
theeuroarea.”

Raj Badiani, economist with
IHS Global Insight in London,
said theECB’s action represents “a
vote of confidence in the respec-
tive governments and an attempt
to provide a sharp jolt to the nega-

tive sentiment engulfing Spain
and Italy.”

German Chancellor Angela
Merkel and French President Ni-
colas Sarkozy issued a separate
statementSundaysayingthat they
support efforts announced last
week by Spain and Italy to shore
up their finances and that they
support an expanded European
rescue fund.

But analysts say the actions
maybe only a short-termsolution.
If Italy or Spain fail to quell mar-
ket panic, analysts say, Europeans
might be forced to move toward
the advent of a new euro-bond,
putting the economic weight of
Germany and France behind their
profligate neighbors. Germany
andother strongEuropeanecono-
mies are opposed to such a deal or
other measures that would make
them carry the burden of their
struggling neighbors any longer.

Concern over Italy, in particu-
lar, is growing in large part be-
cause Europe’s economies are
slowing at the same time that the
countries need strong economic
growth to tame their debt loads.

Although a snapshot of the Ital-
ian economy released by authori-
ties Friday indicated that the
country’s economic growth is bet-
ter thanthatof someothernations
in the region, investors are fixat-
ingon its $2.2 trilliondebt and the
question of who would aid Italy if
it cannot pay its bills.

Last week, the ECB began to
scoop up the debt of Portugal and
Ireland for the first time since
March.But even thatmeasurewas
opposed by Germany and other
fiscally conservative nations, and
analysts expect greater concern
about the vast sums that would be
spent to bolster Italy and Spain.

In a worst-case scenario, Italy
would need a bailout of about
$1.4 trillion — or more than dou-
ble the sizeof anestablishedEuro-
pean rescue fund.

goldfarbz@washpost.com
faiolaa@washpost.com

Faiola wrote from London. Staff writers
Cezary Podkul andNeil Irwin
contributed to this report.

Geithner to remain Treasury secretary
BY ZACHARY A. GOLDFARB

Treasury Secretary Timothy F.
Geithner has told President
Obama he plans to remain in his
job through the fall of 2012, keep-
ing in placeObama’s longest-serv-
ing economic adviser after the
first-ever U.S. credit downgrade
and renewed fears of a second
recession.

Geithner,whohasbeenbattling
financial crises since 2007 as a top
Federal Reserve official and then
Treasury secretary, considered
leaving the administration after
Congress raised the federal debt
ceiling and reached an agreement
with Obama to tame the national
debt.

But several developments have
madehisdeparturemoredifficult.
The debt ceiling was raised with
only hours to spare. The deal to
tame the debt fell short of what
Geithner andObamawanted. The
economy has suddenly taken a
turn for the worse. And on Friday,
Standard & Poor’s downgraded
the U.S. credit rating for the first
time. And the White House, wor-
ried that it would be hard to find a
suitable replacement, pressured
him to stay.

Geithner told the president Fri-
day morning that he would re-
main in his post. Hours later, he
had to go to the White House to
meet with Obama again and tell
him the nation would likely lose
its AAA credit rating.

OnSunday afternoon,Geithner
joined an emergency conference
call involving the sevenmajor eco-
nomic powers to discuss the im-

pact of the downgrade.
“Secretary Geithner has let the

president know that he plans to
stayon inhispositionatTreasury,”
Treasury spokeswoman Jenni
LeComptesaid inastatement. “He
looks forward to the important
work ahead on the challenges fac-
ing our great country.”

White House press secretary
Jay Carney said, “The president
asked Secretary Geithner to stay
on at Treasury and welcomes his
decision.”

Exhausted from the multiple
crises of recent years, Geithner
and his family had decided to
move back to New York, where
they livedwhenhewasheadof the
Federal Reserve Bank of New
York. His sonwill finish his senior
year of high school there.

Geithner planned to commute
from New York to Washington
during the week. He did so during
the beginning of the term and
didn’t like it, so he considered
stepping down to tend to his fami-
ly needs and get a break from
government service.

His departure would have
marked the loss of Obama’s lon-
gest-serving economic adviser at a
time when the recovery has
slowed and the unemployment
rate remains stubbornly high.

Geithner is the last remaining
memberof thepresident’soriginal
economic team. Austan Goolsbee,
chairman of Council of Economic
Advisers, left Friday. Other key
members of the team include Na-
tional Economic Council director
Gene Sperling, a former Treasury
counselor who is reprising a role

he held in the Clinton administra-
tion, and Jacob Lew, the budget
director who is likewise reprising
a Clinton-era role.

Duringhis tenure,Geithnerhas
continually won over Obama in
contentious policy debates. He
shaped thepresident’s response to
the financial crisis, successfully
arguing that the government
should not seize struggling banks.

More recently, he urgedObama
toproposecutting theannualdefi-
cit by $4 trillion over 10 years,
despite other top advisers advo-
cating that the president focus
squarely on the nation’s high un-
employment.

Geithner turns 50 later this
month. He was one of the archi-
tects of the Wall Street bailout in
the fall of 2008 and faced sharp
criticism in his first year as Trea-
sury secretary, including calls for
his resignation. He has been ac-
cused of protecting the bonuses of
Wall Street traders while paying
insufficient attention to the na-
tion’s foreclosure epidemic.

In the past, analysts have dis-
cussed Roger Altman, an invest-
ment banker and deputy Treasury
secretary in the Clinton adminis-
tration, and Erskine Bowles, a for-
mer Clinton chief of staff who
co-chaired Obama’s deficit reduc-
tion commission, as possible can-
didates for the top Treasury post.
But administration officials have
feared what a confirmation battle
would look like ina timeof intense
partisanship.

goldfarbz@washpost.com

Foreign trading lower in
post-downgrade session

BY CEZARY PODKUL

Markets across Asia sankMon-
day, their first day of trading after
the United States lost its top-
notch credit rating, providing the
first indication of how investors
are likely to react to the country’s
first-ever credit downgrade.

Japan’s Nikkei 225 stock index
was down 1.3 percent in early
trading Monday, Hong Kong’s
Hang Seng index was down 2.9
percent and South Korea’s bench-
mark KOSPI index was down 1.75
percent.

Australia’s Standard & Poor’s/
ASX 200 was down about 1.4
percent, hitting a two-year low,
while the Shanghai Stock Ex-
change composite index retreat-
ed 0.95 percent and the Singa-
pore Straits Times index tumbled
nearly 3.3 percent.

The losses provide the first
indication that already skittish
markets may slide lower as a
result of the downgrade, which
occurred Friday when ratings
agencyStandard&Poor’s lowered
its U.S. credit rating one notch,
from the risk-less AAA to AA+.

Over the weekend, there were
signs that world markets might
deteriorate further on the news.
Safe bets, which had been draw-
ing investors away from more
risky assets such as stocks, con-
tinued to advance.

Spot prices for gold rallied
nearly 2 percent, to more than
$1,695 per troy ounce late Sunday
night, indicating that investors
were likely to continue to seek
safety in the precious metal.

The dollar also slid against the
Japanese yen and the Swiss franc,
two currencies that many inves-
tors consider safe bets. The dollar
was down about 0.4 percent
against the yen, to 78.09 yen per
dollar, Sunday night and down
about 0.9 percent against the
Swiss franc, to 0.76 francs per
dollar.

The slide came despite indica-
tions late Sunday by finance min-
isters from the world’s top seven
countries that they would take

“all necessary measures” to sup-
port financial stability, including
further intervention in foreign
exchange markets.

Kazuhiro Takahashi, general
manager of investment research
at Daiwa Securities in Tokyo, said
the finance ministers’ statement
probably blunted the full impact
of the U.S. credit downgrade. But
he still thinks the fallout is likely
to be severe, as evidenced by
Japan’s 1998 credit downgrade.
After ratings agencyMoody’s took
away Japan’s top-notch credit rat-
ing, the Japanese economy expe-
rienced deflation, or a period of
falling prices, which led to stag-
nated economic growth, he said.

“The same kind of problem
should be expected for the U.S.
economy, too,” Takahashi said.
“Of course, if the U.S. economy,
the largest economy in the world,
becomes deflationary like Japan,
that would have a great impact
for the world economy.”

Investors had a less optimistic
outlook for the U.S. stock market,
as futures contracts for two of the
top U.S. stock indexes — the Dow
Jones industrial average and the
Standard & Poor’s 500 — were
each down nearly 2 percent late
Sunday. Some analysts pinned
the weaker outlook on the down-
grade.

“The U.S. equity market ap-
pears vulnerable to further sell-
ing induced by the downgrade,
whichcomes in thewakeofdown-
ward revisions in the U.S. eco-
nomic outlook,” analysts at the
Royal Bank of Scotland said in a
report Sunday night.

The Royal Bank of Scotland
also warned of “far-reaching con-
sequences” for U.S. Treasurys, the
dollar and risky assets generally
as a result of the downgrade.

podkulc@washpost.com
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Rudalf Oultz watches display boards at the Australia Stock Exchange
in Sydney. Australianmarkets opened lowerMonday.

Municipal bondmarket prepares for downgrades
BLOOMBERG NEWS

The $2.9 trillion municipal
bond market is preparing for
“hundreds and hundreds” of
downgrades after Standard &
Poor’s lowered the U.S. credit
rating one level, to AA+, the first
such reduction for the country.

S&P is likely to cut its ratings
on municipal debt secured by the
federal government, such as pre-
refunded bonds, tax exempts
backedbyU.S. agencies, and cred-
its that are most dependent on
federal spending, Peter DeGroot,
head of municipal research at
JPMorgan Chase, wrote in a re-
port Friday that was distributed
after the downgrade. The New
York-based ratings company said
it would release a statement on
state and local issuers.

“There will be hundreds and
hundreds of municipal down-

grades, which will not do well to
bolster investor confidence,”Matt
Fabian, a managing director of
Municipal Market Advisors,
based in Concord, Mass., said in a
telephone interview. “Treasuries
may be able to shake off a real
impact from the downgrade. Mu-
nis I’m less sure about.”

Municipal issuance has fallen
amid the U.S. debt-ceiling im-
passe. The slump and signs of a
slowing economy helped drive
tax-exempt yields to the lowest
this year. Scheduled debt sales
total about $2.8 billion this week,
the slowest August week since
2003, according to data compiled
by Bloomberg.

Yields on top-rated 10-year tax-
exempt debt fell to 2.4 percent
last week, the lowest since Octo-
ber, according to BVAL data. Two-
year Treasury yields touched a
record low last week, then rose

Friday before the S&amp;Pdown-
grade on government data show-
ing the United States addedmore
jobs in July than the average
forecast.

The potential for downgrades
to raise municipal borrowing
costs comes as some states are
preparing for midyear budget
cuts in the face of a weakening
economy. Ohio Gov. John Kasich
(R) told his budget director to
monitor revenue collections so
any emerging deficit can be avert-
ed, he said last week. Maine is
also contemplating cutting its
budget, the Bangor Daily News
reported.

The downgrade “reinforces the
economic pessimism that we’ve
had the last couple of weeks,”
Fabian said. “It may be more
difficult generally for issuers to
come to market over the next
couple of weeks.”
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4339 CONNECTICUT AVE., NW � ADJACENT TO VAN NESS METRO STOP
HOURS: M-F 10-8:30 • SAT 9:30-8:30 � SALE THRU SATURDAY

WWW.CALVERTWOODLEY.COM � WINE@CALVERTWOODLEY.COM
GIFT CARD
AVAILABLE

���� PARK FREE ON OUR LOT ����

VOTED WASHINGTON’S BEST AND ONE OF THE 10 BEST IN U.S.

FINE WINES & SPIRITS � LA CHEESERIE & INTERNATIONAL DELI
SEE OUR AD IN WED FOOD SECTION • 202-966-4400 • WINELINE: 966-0445

1.75 LITER SALE� 2010 ROSÉS FOR SUMMER�
AKAKIES (GREECE) ................................. 10.69
BOXWOOD (VIRGINIA) ........................... 13.99
CALERA PINOT NOIR (CALIFORNIA) .......... 16.99
CHATEAU MONTAUD PROVENCE (FRANCE) ....8.99
*CLOS BOURBON BORDEAUX (FRANCE)......8.99
*ST. EUGENIE CORBIERES (FRANCE) ............9.69
D’ESCLANS “WHISP ANGEL” (PROVENCE)... 15.99
*DOM DE CHEVALIER BORDEAUX (FRANCE) .14.99
DOMAINES OTT “CH DE SELLE” (PROVENCE)... 32.99
*GRANDE CASSAGNE (COST. DE NIMES).........8.69
*LISTEL TETE DE CUVEE (FRANCE) ...............9.99
MAS DE LA ROUVIERE BANDOL (FRANCE) 17.99
MITTELBACH ZWEIGELT (AUSTRIA) .......... 10.49
MORDOREE COTES DU RHONE (FRANCE).... 12.99
*MULDERBOSCH CABERNET (SOUTH AFRICA) .9.99
NOUELLES ANJOU (FRANCE) ......................8.69
TERRAPIEN NAVARRA (SPAIN) ..................7.99
THOMAS SANCERRE (FRANCE)................ 19.99
VALLE REALE MONTEPULCIANO (ITALY) .....9.99
*6 BOTTLE ROSÉ SAMPLER $58.50
� NEW ZEALAND SAUVIGNON BLANC�
BRANCOTT ............................................7.99
KIM CRAWFORD................................. 11.99

REBATE 3 BOT $5 • 6 BOT $12 • 12 BOT $30
MATUA..................................................9.99
MONKEY BAY ........................................6.99
NOBILO.................................................8.49

REBATE 3 BOT $4 • 6 BOT $10 • 12 BOT $24
OYSTER BAY..........................................8.99
VILLA MARIA “PRIVATE BIN“ (90 WS) ......9.99

�MOST POPULAR AMERICAN SALE�
WHITE ZINFANDEL .............4.49
FOUNDERS...ALL TYPES ........6.99BERINGER NAPA CHARDONNAY...........9.99

FOUNDER & NAPA REB 2 BOT $3 • 4 BOT $7 • 6 BOT $12

CLOS du BOIS
CHARDONNAY .....................8.28
CABERNET • MERLOT .....................9.99
BV COASTAL CAB • CHARD • MERLOT • PINOT NOIR....6.99
BLACKSTONE MERLOT • CABERNET • CHARD......6.99

REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24
ZINFANDEL .............................8.99CLINE ANCIENT VINES ZINFANDEL ........ 12.99

REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24

COLUMBIA CREST
CHARD • CAB/MER • SHIRAZ • CAB 4.99
COLUMBIA CREST GR EST CHARD • CAB • MERLOT...7.99
EDNA VALLEY CHARDONNAY .......................8.99

CHARD • PINOT GRIGIO • SAUV. BL .....8.99ESTANCIA CABERNET • MERLOT • PINOT NOIR ...10.99
REBATE 3 BOT $3 • 6 BOT $9 • 12 BOT $24

CHARDONNAY ...........................8.99HESS CABERNET ............................. 12.99
HOGUE CHARD • SAUV BLANC • RIESLINGS • CAB...6.99

KENDALL-JACKSON
CHARDONNAY • ZINFANDEL......9.99
SAUVIGNON BLANC • RIESLING........... 8.99
GRAND RESERVE CHARDONNAY (90 WA)...12.88
LIBERTY SCHOOL CABERNET • CHARDONNAY....9.99

RIVERSTONE CHARDONNAY.........8.99J LOHR 7 OAKS CAB • LOS OSOS MERLOT ... 10.99
KENWOOD CHARDONNAY • SAUVIGNON BLANC ..7.99
LOUIS MARTINI SONOMA CABERNET........... 11.99
MARIETTA OLD VINES RED ...........................9.99

MARK WEST PINOT NOIR 8.48
MERIDIAN CHARD • CAB • MERLOT • PINOT NOIR ...5.49
MIRASSOU PINOT NOIR • CHARD...................6.99
MONDAVI WOODBRIDGE…ALL TYPES..............4.99

REBATE 4 BOT $5 • 8 BOT $10 • 12 BOT $15
MONDAVI PRIVATE SELECTION…ALL TYPES........7.99

REBATE 3 BOT $5 • 6 BOT $11 • 12 BOT $24

RAVENSWOOD
ZIN • CHARD • CAB • MERLOT 6.66

SAUVIGNON BLANC .......................9.99SIMI CHARDONNAY.......................... 11.99
ST. FRANCIS RED.....................................7.99
ST. JEAN SONOMA CHARD • CAB • FUME BLANC ...8.99

RIESLING ..........................6.99STE. MICHELLE CHARDONNAY • SAUV. BLANC...7.99
TURNING LEAF CHARDONNAY • CAB • MERLOT...4.69

VODKA

RUM • GIN

BOOTH’S
16.99

GILBEY’S
12.99

BOMBAY
23.44

ABSOLUT
26.99

GORDON’S
12.49

GORDON’S
13.99

BACARDI
18.69

CAPTAIN
MORGAN
19.99

BOMBAY
SAPPHIRE
29.88

SOBIESKI
16.69

GILBEY’S
10.49

SVEDKA
17.99

STOLICHNAYA
28.49 8.99

BOWMAN’S

ZELKO
8.69

14.49
INVER HOUSE

GRANT’S
21.99

46.99
BELVEDERE

GREY GOOSE
48.99

BURNETTS
11.99

TANQUERAY
25.49

CANADIAN • BOURBON

KENTUCKY
GENTLEMAN
9.69
$2 REB=7.69

SCOTCH

CUTTY
SARK
24.79

CHIVAS REGAL
47.99

JOHNNIE
WALKER BLACK
51.49

TEACHERS
26.99

CANADIAN
CLUB

15.49

DEWAR’S
27.99

WILD
TURKEY 101°
30.99
$5 REB=25.99

SEAGRAM’S
VO

18.99

CROWN
ROYAL
33.88
JACK

DANIEL’S
33.99

SEVEN
CROWN
12.99

OLD
GRAND
DAD
19.98

JIM
BEAM
21.79

•SKYY
•3 OLIVES
20.99
•LUKSUSOWA
•SMIRNOFF
17.29

KETEL
ONE
36.49

JOHNNIE
WALKER RED
28.99

FAMOUS
GROUSE
28.49

MOUNT GAY
23.99

BEEFEATER
23.99

•OLD SMUGGLER
•CLUNY
15.99
•WHITE HORSE
•BALLANTINE
22.99

•EVAN WM.
•VA. GENT
16.99

BLACK
VELVET
10.49

� BEER SALE�
BUSCH ................................ 30PACK13.99
MILWAUKEE’S BEST ............. 24PACK11.99
BUD LIGHT & REG. • MILLER LITE ... 24PACK 13.99
NATURAL LIGHT................... 24PACK 10.99

ROLLING ROCK • YUENGLING LAGER... 16.99
MILLER LITE • COORS LIGHT 16.49
DOS EQUIS • BECK’S • MOLSON......... 19.99
HEINEKEN REG & LT. • AMSTEL
FOSTERS • HARP • SPATEN .................21.99
PILSNER URQUELL • RED STRIPE
STELLA ARTOIS • BASS • CORONA....22.99
GUINNESS • ABITA • SAM ADAMS
PAULANER • SIERRA NEVADA......25.99
BLUE MOON • LEFFE • HARPOON I.P.A.
HOEGAARDEN • FLYING DOG (ALL)...26.99
OTTER CREEK • GOOSE ISLAND I.P.A.
MAGIC HAT • LONGTRAIL PALE ALE .........27.99
VICTORY HOP DEVIL • BROOKLYN LAGER
KONA LAGER • LAGUNITAS I.P.A. ...........29.99

� 4 and 5 Liter Sale�
CHABLIS • BURG • BLUSH • RHINE ...5L 11.99ALMADEN CHARD • CAB • MERLOT...5L 13.99

CHABLIS • BURG • BLUSH ............. 5L 10.99FRANZIA CHARD • CAB • MERLOT ........ 5L 11.99
CARLO ROSSI .................................. 4L 9.99

� 1.5 Liter Magnum Sale�

ALICE WHITE SHIRAZ
CHARDONNAY • MERLOT 6.88
BELLA SERA PINOT GRIGIO • PINOT NOIR .........9.49
BERINGER STONE CELLARS .....................8.69
CAVIT P. GRIGIO • MER • RIESLING • P. NOIR .......9.95
COLUMBIA CREST MER/CAB • CHARD ........ 10.49
CONCHA Y TORO MERLOT • CHARD • CAB/MER • SAUV BL. • SHIRAZ ....6.99
CORBETT CANYON CAB • CHARD • MER • SAUV. BLANC ...6.49

FOLONARI SOAVE
PINOT GRIGIO • VALPOLICELLA 7.77
GLEN ELLEN MERLOT • CHARDONNAY • CABERNET...7.29
LINDEMANS CHARD • MERLOT • CAB • SHIRAZ ...8.99
LITTLE PENGUIN…ALL TYPES .....................9.49
MONDAVI WOODBRIDGE…ALL TYPES • UP TO $2 REB 6.99 ...8.99
RENE JUNOT RED • WHITE ..........................7.99
VENDANGE…ALL TYPES ............................6.49

CITRA TREBBIANO
SANGIOVESE • MONTEPULCIANO 5.99
WALNUT CREST MERLOT • CHARD • CABERNET...7.49
YELLOW TAIL 6 GRAPE VARIETIES...................9.49

� Malt Scotch Sale�
GLENLIVET 12 • GLENMORANGIE 10 ... 33.99
DALMORE • GLENFIDDICH 12 .............. 34.99
ABERLOUR • BOWMORE 12 ................ 36.99
CARDHU • HIGHLAND PARK 12........... 39.99
MACALLAN 12 • BALVENIE 12
JOHNNIE WALKER GREEN • LAPHROAIG 10...43.99
LAGAVULIN 16 • OBAN 14.................. 59.99

� Cognac Sale�
VS......... 19.99COURVOISIERVSOP .... 25.99

HENNESSEY VS ................................... 25.99
MARTELL VSOP................................... 29.99

VSOP ... 31.99REMY MARTIN 1738 .... 39.99

WOLFSCHMIDT
10.99

69.99
GLENFIDDICH

GLENLIVET
63.99

J&B
24.99

TEN
HIGH
10.99
$2 REB=8.99

12.99
RONRICO

CRUZAN
16.49
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