CAPITOL HILL

WASHINGTON WHISPERS
TO WALL STREET

Low-profile firms enjoy a lucrative
business selling ‘political intelligence’

BY EAMON JAVERS
AY TRADERS WERE CON-
fused. On Tuesday, Nov.
15, they couldn’t figure
out why there was so0
much action in USG
Corp., & Chicago build-
ing-materials company
whose subsidiary is mired in asbestos
lawsuits. The stock was trading at double
the normal daily volume and would gain
$2.12 to close at $61.55. But there wasn’t
any major news to power the run-up.
Public news, that is. Behind the scenes,
Senate Majority Leader Bill Frist (R-
Tenn.) had decided to override the
qualms of Budget Committee leaders and
press ahead with a bill to create a $140
billion fund to relieve companies such as
USG of their asbestos liabilities. Frist
wouldn’t announce his move until Now.
16. But the news got to key Wall Street
players a day early via a little-known
pipeline: a small group of firms specializ-
ing in “political intelligence” that mine
the eapital for information and translate
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‘Washington wonkspeak into trading tips.

The business started with a couple of
cottage firms in the early 1970s. But now
it’s taking off. Industry insiders say the
explosion of hedge funds hias driven new
clients and bigger dollars to Washing-
ton-watchers. “What hedge funds do is
look for inefficiencies in the market,”
says one hedge fund manager who buys
several firms’ reports. “And
Washington is the world’s
greatest creator of [market]
inefficiencies.”

TUnlike lobbyists, political
intelligence outfits are not

Explosive
owth in

edge funds

by Stanford Financial Group of Houston.
The business stretches beyond Capitol
Hill. “We analyze public policy—macro-
economics, the Fed, budget, trade, cur-
rency—that affects overall financial mar-
kets, sectors, or companies,” says Leslie
Alperstein, a founder of the firm Wash-
ington Analysis. And while leals such as
Frist’s asbestos news are welcome, Alper-
stein says his business is mostly about ex-
plaining trends. “If we only dealt in [hot
tips], I wouldrn’t be living in Potomac,” he
says, referring to a pricey Maryland sub-
urb. “It doesn’t happen often enough.”

LOOSE STANDARDS

IT HAPPENS ENOUGH, however, to trou-
ble some Jawmakers, On Nov. 23, Repre-
sentative Brian Baird (D-Wash.) asked
the House Committee on Standavds of Of-
ficial Conduct to issue guidance for
staffers sitting on some of the capital’s
most valuable information. “The posst-
bility of direct kickbacks [is] enormous,”
says Baird, who read about the political
intelligence business in The Hill, a news-
paper covering Congress. He worries
that the trafficking comes “very close” to
insider trading.

But ethics experts say no one’s break-
ing the rmles. Hill staffers and govern-
ment employees are forbidden from per-
sonally profiting from confidential data
and can’t share information that’s classi-
fied or deemed secret by their employers.
But within those loose standards, politi-
cal intelligence is just another legal way
for investors to perform due diligence.
The intelligence operatives say that Con-
gress, where decisions are made publicly,
is fair game.

As the value of their product rises, the
political intelligence firms themselves are
becoming fair game. Alperstein sold
Washington Analysis in July to China’s
Xinhua Finance, which is 6.5%-cwned by
government-controlled Xinhua News
Ageney. Xinhua picked up
‘Washington Analysis for an
undisclosed amount just as
the bidding war between
Chevron and  China’s
CNOOC over the acquisition

required to disclose their b of Unocal was reaching its
clients or annual revenues, has UuSImess apogee this summer.

masking the size of this very 1 Chevron  outmuscled
quiet business. One veteran boommg cNooc for that deal—evi-
estimates there are more TEEEGCG—__E— dence that the Chinese

than a half-dozen con-

tenders collectively raking in $30 million
to $40 million a year. Prominent players
inchude the Washington research shops of
Prudential, Lehman Brothers, and Stan-
ford Washington Research Group, owned

didn’t fully understand life
inside the Beltway. That might be chang-
ing. For Chinese communists as well as
Wall Street traders, there’s increasing val-
ue in getting smart about capitalism,
Washington-style. #
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