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Morgan

Stanley takes hit
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Quarterly loss looks likely because of shifting values of complex bonds

BY AARON LUCCHETTI

Morgan Stanley isn’t in
crisis mode anymore, which
has soothed the Wall Street
firm’s trading partners and
lifted its stock and bond
prices. But the rebound was
brutal on the company’s bot-
tom line in an unusual way
during the first quarter.

Because of the accounting
treatment on some complex
bondsissued by Morgan Stan-
ley before the financial crisis
erupted, the New York com-
pany is expected to book a

loss of $1.2 billion to $1.7 bil-
lion on the bonds when it re-
ports quarterly results later
this month, according to peo-
ple familiar with the situa-
tion.

The bonds, valued at
about $29 billion recently, ral-
lied as Morgan Stanley dis-
tanced itself from fears last
fall that it was in dire trouble.
The gains forced the firm to
increase the paper value of
bonds owed to investors,
meaning Morgan Stanley has
to subtract the higher cost
from its earnings.

While the hit reverses
some of the gains Morgan
Stanley made last year from
the same securities, it could
plunge the New York com-
pany into the red for the sec-
ond straight quarter. That
hasn’t happened in the 23
years since the firm went pub-
lic. Analysts expect a tiny
profit, down from $1.45 a
share a year earlier.

Ugly first-quarter results
also would show how hard it
is for Morgan Stanley to es-
cape bets it made on real es-
tate and leveraged loans

when times were good. Write-
downs on those assets are ex-
pected to total at least $1 bil-
lionin the latest quarter, cast-
ing along shadow over Chair-
man and Chief Executive
John Mack’s continuing push
to shed risky businesses and
focus more on trading for the
firm’s clients.

Taking fewer chances
with trading also might have
cost Morgan Stanley busi-
ness in the first quarter, ac-
cording to some analysts.
And like other securities

Please turn to page 31
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POLL OUTRAGE: A protester holds up a sign on Wednesday, before Moldovan police regained control of the president’s office and Parliament.

Georgian opposition
urges mass protests

BY SAMANTHA SHIELDS

TBILISI, Georgia—Opposi-
tionleaders are calling for Geor-
gians to take to the streets on
Thursday to force President
Mikheil Saakashvili to resign
and call early elections.

The opposition, which in-
cludes Nino Burjanadze, a
former ally of the president,
and Irakly Alasania, Georgia’s
former ambassador to the
United Nations, estimates that
around 100,000 people will
turn out. Organizers say they
will camp out until their de-
mands are met.

“We’re demanding his resig-
nation because he is this coun-
try’s problem,” said Ms. Burjan-
adze, who was part of the
group that five years ago
helped to spark the so-called

Rose Revolution that swept Mr.
Saakashvili, then 36 years old,
to power on promises of im-
proved living standards, de-
mocracy and closer ties with
the West.

Since then, opponents
charge that Mr. Saakashvili has
concentrated too much power
in his own hands, muzzled the
media and allowed himself to
be provoked into a war with
Russia in August that crushed
the Georgian army, left
swathes of the country occu-
pied and badly battered the
economy.

The opposition so far is
united only in the desire to re-
move Mr. Saakashvili, with no
no clear leader or unified plat-
form. More than a dozen par-
ties are involved in organizing

Please turn to page 31
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Ship crew
in Africa

fends off

pirates

The American crew was
back in control of a hijacked
cargo ship off the coast of So-
malia, U.S. officials said, but
the ship’s captain was report-
edly still being held hostage
by fleeing pirates.

By Chip Cummins

in Dubai, John W. Miller
in Brussels and Louise
Radnofsky in Washington

A crewmember aboard the
Maersk Alabama told the As-
sociated Press that the
20-member crew had man-
aged to seize one pirate and
had retaken control of the
ship. The man, who answered
the ship’s satellite phone but

Boatload of woe

M Shippers like Maersk take it
slow amid a downturn .......... 4

didn’t identify himself, said
the pirates were now in a life-
boat and holding the ship’s
captain hostage.

Contacted later in the day
by The Wall Street Journal, a
man answering the Alabama’s
satellite phone said the ship
was “in the middle of a situa-
tionright now.” The man, who
identified himself as a crew
member and spoke with an
American accent, said he
couldn’t talk further, and
hung up.

The ship’s owner, Danish
shipping giant A.P. Mgller-
Maersk AS, confirmed that

Please turn to page 31
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U.S. electricity grid penetrated by spies

Intruders are traced
to China, Russia;
infrastructure at risk

BY SIOBHAN GORMAN

WASHINGTON—Cyberspies
have penetrated the U.S. electrical
grid and left behind software pro-
grams that could be used to disrupt
the system, according to current
and former national-security offi-
cials.

The spies came from China, Rus-
sia and other countries, these offi-
cials said, and were believed to be

Stealth attacks

Number of reported cybersecurity
breaches in the U.S., grouped
by sector

80,000+ ovomoee e
Government —
60]000 .....................................
Commercial —
40,000 Individuals —
e
FY 2006 '07 08

Note: Fiscal year ends Sept. 30
Source: Department of Homeland Security

on a mission to navigate the U.S.
electrical system and its controls.
The intruders haven’t sought to
damage the power grid or other key
infrastructure, but officials warned
they could try during a crisis or war.

“The Chinese have attempted to
map our infrastructure, such as the
electrical grid,” said a seniorintelli-
gence official. “So have the Rus-

sians.”

The espionage appeared perva-
sive across the U.S. and doesn’t tar-
get a particular company or region,
said a former Department of Home-
land Security official. “There are in-
trusions, and they are growing,” the
former official said, referring to
electrical systems. “There were a
lot last year.”

Many of the intrusions were de-
tected not by the companies in
charge of the infrastructure but by
U.S. intelligence agencies, officials
said. Intelligence officials worry
about cyber attackers taking con-
trol of electrical facilities, a nuclear
power plant or financial networks
via the Internet.

Authorities investigating the in-
trusions have found software tools
left behind that could be used to de-
stroy infrastructure components,
the senior intelligence official said.
He added, “If we go to war with
them, they will try to turn them on.”

Officials said other infrastruc-
ture systems also were at risk.

“Over the past several years, we
have seen cyberattacks against criti-
cal infrastructures abroad, and
many of our own infrastructures
are as vulnerable as their foreign
counterparts,” Director of National
Intelligence Dennis Blair recently
told lawmakers. “A number of na-
tions, including Russia and China,
can disrupt elements of the U.S. in-
formation infrastructure.”

Officials cautioned the motiva-
tion of the cyberspies wasn’t well
understood, and they don’t see an
immediate danger. China, for exam-
ple, has little incentive to disrupt
the U.S. economy because it relies
onU.S. consumersand holds govern-
ment debt.

But protecting the electrical
grid and other infrastructure is a
key part of the Obama administra-
tion’s cybersecurity review, which
isto be completed next week. Under
the Bush administration, Congress

approved $17 billion in secret funds
to protect government networks, ac-
cording to people familiar with the
budget. The Obama administration
is weighing whether to expand the
program to address vulnerabilities
in private computer networks,
which would cost billions of dollars
more. A senior Pentagon official
said Tuesday the Pentagon has
spent $100 million in the past six
months repairing cyber damage.

Examples in other countries
show the potential havoc.In 2000, a
disgruntled employeeriggedacom-
puterized control systemat awater-
treatment plantin Australia, releas-
ing more than 800,000 liters of sew-
age into parks, rivers and the
grounds of aHyatt hotel. Last year, a
senior Central Intelligence Agency
official, Tom Donahue, told a meet-
ing of utility company representa-
tives in New Orleans that a cyberat-
tack had taken out power equip-
ment in multiple regions outside
the U.S. The outage was followed
with extortion demands, he said.

The U.S. electrical grid com-
prises three separate electric net-
works, covering the East, the West
and Texas. Eachincludes many thou-
sands of miles of transmissionlines,
power plants and substations. The
flow of power is controlled by local
utilities or regional transmission or-
ganizations. The growing reliance
of utilities on Internet-based com-
munication has increased the vul-
nerability of control systems to
spiesandhackers, according to gov-
ernment reports.

The sophistication of the U.S. in-
trusions—which extend beyond
electric to other key infrastructure
systems—suggests that China and
Russia are mainly responsible, ac-
cording to intelligence officials and
cybersecurity specialists. While ter-
rorist groups could develop the abil-
ity to penetrate U.S. infrastructure,
they don’t appear to have yet
mounted attacks, these officials say.
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Robert Moran monitors an electric grid in Dallas. Such infrastructure grids in the

U.S. are vulnerable to cyberattacks.

It is nearly impossible to know
whether or not an attack is govern-
ment-sponsored because of the dif-
ficulty in tracking true identities in
cyberspace.U.S. officials said inves-
tigators have followed electronic
trails of stolen data to China and
Russia. Russian and Chinese offi-
cials have denied any wrongdoing.
“These are pure speculations,” said
Yevgeniy Khorishko, a spokesman
at the Russian Embassy. “Russia has
nothing to do with the cyberattacks
onthe U.S. infrastructure, or on any
infrastructure in any other country
in the world.”

A spokesman for the Chinese Em-
bassy in Washington, Wang Ba-
odong, said the Chinese govern-
ment “resolutely oppose[s] any
crime, including hacking, that de-
stroys the Internet or computer net-
work” and haslawsbarring the prac-
tice. China was ready to cooperate
with other countries to counter
such attacks, he said, and added
that “some people overseas with
Cold War mentality are indulged in
fabricating the sheer lies of the so-
called cyberspies in China.”

Utilities are reluctant to speak
about the dangers. “Much of what
we’ve done, we can’t talk about,”
said Ray Dotter, a spokesman at
PJMInterconnection LLC, which co-
ordinates the movement of whole-

sale electricity in 13 states and the
District of Columbia.

Last week, Senate Democrats in-
troduced a proposal that would re-
quire all critical infrastructure com-
panies to meet new cybersecurity
standards and grant the president
emergency powers over control of
the grid systems and other infra-
structure.

Specialistsat the U.S. Cyber Con-
sequences Unit, a nonprofit re-
search institute, said attack pro-
grams search for openings in a net-
work, much as a thief tests locks on
doors. Once inside, these programs
and their human controllers can ac-
quire the same access and powers
as a systems administrator.

The White House review of cyber-
security programs is studying ways
to shield the electrical grid from
such attacks, said James Lewis, who
directed a study for the Center for
Strategic and International Studies
and has met with White House re-
viewers.

The reliability of the grid is ulti-
mately the responsibility of the
North American Electric Reliability
Corp., an independent standards-
setting organization overseen by
theFederal Energy Regulatory Com-
mission.

—Rebecca Smith
contributed to this article.
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For Wild Turkey, city lights

Campari buys brand
with plans to expand
beyond ‘bourbon belt’

By AARON O. PATRICK
AND DAvVID KESMODEL

With its $575 million deal to ac-
quire the Wild Turkey bourbon
brand, Italy’s Gruppo Campari
hopes to bust the iconic whiskey out
of its down-home Southern roots
and find a new generation of young
drinkers in California and the U.S.
Northeast.

The agreement to buy the brand
from Pernod Ricard SA marks Cam-
pari’s biggest acquisition ever and
gives the Milan-based group access
to the U.S. whiskey market. It’s also
an example of how companies that
didn’t gear up during the boom can
use the recession to expand.

Campari—which traces its roots
to 1860, when Italian Gaspare Cam-
pari invented its namesake bright-
red aperitif—is banking that it can
use its brand-building experience to

increase Wild Turkey sales faster
than Pernod was able to. Campari
bought Skyy Vodka in 2001 and
turned it into one of the fastest-
growing vodkas in the U.S. through
innovative marketing, such as spon-
soring the “Sex and the City” movie.

“Wild Turkey will get more prior-
ity and more focus,” under Cam-
pari’s ownership, Chief Executive
Bob Kunze-Concewitz said in an in-
terview.

“I think Wild Turkey can grow by
breaking out of the heartland,” said
Arthur Shapiro, an industry consult-
ant in New York. “It is a very strong
brand with a history, a heritage.”

Pernod doesn’t consider Wild
Turkey one of its key brands and is
concentrating more on Scotch and
vodka. Indeed, the French drinks
company is selling Wild Turkey to re-
duce debt used to acquire Absolut
vodka last year for the rich price of
€5.6 billion, or about $7.4 billion.

The midpriced bourbon was a fa-
vorite of the late “gonzo” journalist
Hunter S. Thompson, known for his
hard-drinking ways. Its biggest mar-
ket is Texas, followed by other
Southern and Midwest states across

what the drinks industry calls the
“Bourbon Belt.”

Bourbon sales have been healthy
in recent years, as younger drinkers
discover a drink popular with older
generations of Americans. U.S. vol-
ume sales of Wild Turkey rose 7.6%
last year, according to an annual
study by industry journal Impact.

Distribution will be key. About
85% of Wild Turkey is sold in super-
markets and liquor stores, Mr.
Kunze-Concewitz said. Campari
hopes to drive sales in California
and the Northeast by getting more
supermarkets to stock it.

Campari is likely to work with its
distributors to persuade bars, retail-
ers and restaurants that already sell
Skyy vodka to add Wild Turkey to
their shelves. Campari, which also
sells wine and sodas, and generated
€942 million in revenue last year, of
which 32% came from the U.S.

The acquisition price is equiva-
lent to 12 times Wild Turkey’s pro-
jected earnings before interest, tax,
depreciation and amortization in
the year following the close of the
deal, whichis expected in June, Cam-
parisaid. While that is a little higher

Wild Turkey

Maker’s Mark

Four Roses

Knob Creek

-

0Old Grandad

—E

than analysts expected, it is a lot
cheaper than Pernod’s acquisition
last year of Vin & Sprit AB, the
maker of Absolut vodka. Pernod
paid 21 times historical earnings be-
fore interest, tax, depreciation and
amortization to win V&S.

“It is a very good deal for Cam-

Leading Kentucky bourbons
Sales volume in 2007, thousands of 9-liter cases

835

778

Sources: International Wine and Spirit Record; Campari

pari,” said Mr. Andrea Scauri, a
stock-broking analyst for Italian
bank Mediobanca, in part because
Wild Turkey’s 36% profit margins
are much higher than Campari’s
overall 23% profit margins.
—Dana Cimilluca
contributed to this article.
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Shipping lines take it slow in hard times

As volume drops, Maersk seeks to cut $1 billion in costs with steps like scaling back on fuel and canal passages

By JoHN W. MILLER

ABOARD THE EUGEN MAERSK,
in the North Sea—On an early after-
noon last month, the Eugen Maersk
has left Rotterdam, the Nether-
lands, on the tail end of a journey
from Shanghai. But the giant
freighter is cruising at 10 knots, well
shy of her 26-knot top speed.

At about half speed, fuel con-
sumption drops to 100-150 tons of
fuel a day from 350 tons, saving as
much as $5,000 an hour. “The strat-
egy now is to slow steam as much as
possible,” said Christian Hagart, the
Eugen’s chief officer.

That strategy is a key element in
plans by AP Moeller-Maersk AS to
cut $1billion in costs this year, scal-
ing back on everything from fuel to
paper napkins. Analysts say the cuts
should keep the whole company out
of the red in 2009, since Maersk’s
container unit is expected tolose be-
tween $1 billion and $2 billion.

Maersk’s moves come as ship-
ping companies are struggling to
survive the worst collapse of global
trade since World War II. Analysts
predict that at least one of the
world’s 20 biggest shipping compa-
nies will go bust this year, caught by
the global economy’s sudden down-
turn as the industry was ramping up
capacity. Global trade is expected to
fall 9% in value this year, according
to the World Trade Organization.

Other shipping companies are
taking similar cost-cutting mea-
sures to Maersk’s. CMA-CGM SA of
Marseille, France, the world’s third-
biggest shipping company by sales,

Slow boat

to China R

AP Moeller-Maersk
and other shipping
companies are sailing
from Europe to China
via the Cape of Good
Hope to avoid fees at
the Suez Canal.

Source: AP Moeller-Maersk

Cape of Good Hope

is slowing ships, canceling certain
routes and ordering that new ships
be made more fuel efficient.

These two European container gi-
ants are at little risk of going belly
up, but they are battling a industry-
wide fall in volumes of around 13%
compared to a year ago.

At Maersk, the world’s biggest
shipping company, the situation is
particularly stark. Though the
Copenhagen-based company isn’t at
risk of going belly up, its container
volume fell 12.8% last month from a
year earlier.
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“We cannot go on doing business
as we have done,” said Chief Execu-
tive Nils Andersen.

Maersk’s $1 billion target in cost
cuts is reachable in a company that
reported $61.2 billion in revenue
last year, said Henrik Lund, an ana-
lyst for Copenhagen-based Carn-
egie Bank A/S. Maersk’s container
business alone “consumes more oil
than the state of Denmark,” he said.

But the company, which also has
retail, energy, logistics and other
businesses, lost $8 million in the
fourth quarter, down from a $708
million profit a year earlier. Mean-

CHINA
Shanghai

while, industry shipping rates on
key routes, such as between Asia
and Europe, are down 69% from a
year ago, according to Drewry Ship-
ping Consultants Ltd.

Demand s solow on the Europe-to-
Asia route, that when the Eugen
steams back to Shanghai, she will add
8,850 kilometers to her journey, sail-
ing around the Cape of Good Hope.

Last year, Capt. Soren Hoppe
would have cruised through the
Suez Canal, saving two weeks of sail-
ing time and fuel. But with custom-
ers scarce and bunker fuel costing a
third what it did a year ago, the

$600,000 the Eugen pays to pass
through the canal no longer makes fi-
nancial sense. If the price of oil re-
turns to $130 a barrel, Maersk
would again use the canal, company
executives say. Asia still exports
enough goods to Europe to merit the
shorter, costlier route going the
other way.

Maersk also has to contend with
49 new ships on order, some of them
the largest freighters the world has
ever seen. Despite efforts to cancel
or delay orders, the company has re-
ceived 87 new vessels over the past
two years. To adjust, Maersk plans
to scrap 25 older vessels.

The Eugen Maersk is the world’s
longest ocean freighter at 396
meters. Her propeller shaft alone
stretches 122 meters. The ship can
handle up to 11,000 20-foot contain-
ers, known on board as “cans.”
While the Eugen typically wouldn’t
be quite full on her return to the
North Sea, today she is carrying well
under half her capacity, at the equiv-
alent of 4,100 cans.

Inthe Eugen dining salon, rolls of
paper towels instead of paper nap-
kins now grace the table where chief
engineer Steen Viig eats breakfast
and extols the life at sea. The shift to
paper towels will save the company
as much as $70,000 this year,
Maersk says.

Elsewhere on the ship, the Eugen
dims interior lighting, even on the
basketball half court favored by the
crew.

Seaman Guillermo Ubaldo, who
does odd jobs like mopping floors,
shrugs his shoulders. “At least we
still get to play sometimes,” he says.

Investors eye Christian Lacroix

By VANESSA O’CONNELL

The owner of the iconic but un-
profitable Christian Lacroix couture
fashion houseis in talks with private
investors considering a stake in the
firm, people familiar with the mat-
ter said, as cutbacks by high-end
U.S. department stores take a toll on
apparel designers.

Paris-based Lacroix, one of a tiny
and shrinking club of haute-couture
design houses, has been looking for
investors amid falling sales of lux-
ury goods. Neiman Marcus Group
Inc., Saks Inc., Nordstrom Inc. and
Barneys New York have reduced or-
ders for fall 2009 merchandise from
designers.

Neither the terms being dis-
cussed by Lacroix’s owner, Florida-
based Falic Group, nor the identity
of the investors could be immedi-
ately learned. The negotiations
could still fall apart, those people
said. Other luxury goods makers,
such as Italy’s Brioni Roman Style
SpA, also have been seeking inves-
tors amid weakening sales.

U.S. stores “aren’t taking any
risks” on designer labels that might
not sell well at their stores in the re-
cession, says Pierre Mallevays, man-
aging partner of Savigny Partners
LLP, an advisory firm in London. Re-
tail buyers “are favoring brands that
have a proven sales record—and
even then they are cutting orders by
20% or 30%,” he adds.

Spokesmen for Nordstrom and
Neiman Marcus say their stores
dropped Lacroix after carrying it

last year. Buyers for Saks purchased
Lacroix’s spring styles but didn’t
place any orders for its fall 2009 col-
lection, unveiled earlier this year.

Barneys New York, a unit of Is-
tithmar World, an investment arm
of the Dubai government, placed or-
ders for fall 2009 Lacroix merchan-
dise, according to a person with
knowledge of its plans.

Lacroix, whose spring collection
includes a $6,685 silk calligraphy
print gown and a $4,505 silk trench-
coat, generated 2008 wholesale vol-

U.S. department
stores are cutting
new orders for
designer labels.

ume of about €20 million ($27 mil-
lion) and about €40 million in total
revenue, by one estimate. Generally,
investors buying a stake in an un-
profitable fashion house might
value the company at 0.5 to 1 times
total revenue, according to invest-
ment bankers.

Lacroix recently incurred what
one knowledgeable person said
were “significant” losses. Another
person familiar with the matter said
that the fashion house could soon be
downsized. It currently has a little
more than 100 employees, up from
about 60 in 2005.

Requests for comment from exec-

utives at Falic Group weren’t re-
turned.

“An haute couture business is
very, very expensive to maintain,”
said Imran Amed, a consultant to lux-
ury goods firms. Lacroix has that
“big cost structure but hasn’t real-
ized the revenue streams on the
other side to offset that,” he said.
Houses like Chanel and Christian
Dior Couture, by contrast, get royal-
ties from licensing those brands in
fragrance and sunglasses.

Falic (pronounced FAY-lic)
Group, controlled by brothers Si-
mon, Jerome and Leon Falic, is best
known for its more than 100 duty-
free shops in airports and border
towns across the U.S.

Falic bought the House of Chris-
tian Lacroix from LVMH Moét Hen-
nessy Louis Vuitton SA in 2005.
Nicolas Topiol, the chief executive
of Christian Lacroix, built an infra-
structure for Lacroix, which had pre-
viously relied on a sister company
within LVMH for basic functions
such as sourcing, sales and ware-
housing. Under Falic’s ownership,
Lacroix also opened two of its own
boutiques in the U.S., one on New
York’s 57th Street and the other in
Las Vegas. The U.S. accounts for
about 15% of Lacroix’s total sales.

Falic Group began looking about
a year ago for an investor to help
share the burden of expanding its re-
tail sales outlets. One problem: not
many buyers want to spend on ex-
travagant fashion shows for a new
acquisition that doesn’t generate a
profit.

Fortis’s messy breakup gets
new wrinkle from EU probe

BY CHARLES FORELLE

BRUSSELS—The Dutch govern-
ment may have offered too much
help to an arm of Fortis NV when it
nationalized the financial-services
company last year, the European
Union’s competition regulator said,
announcing that it was opening a for-
mal investigation into the bailout.

EUrules meant to ensure that for-
eign companies can compete with
domestic ones in the common mar-
ket restrict how governments can
provide aid to businesses. It has
been a challenge to apply those rules
during the financial crisis, which
has led to a torrent of bank bailouts
and deposit-guarantee programs.

The EU has generally remained
on the sidelines, though it has
opened investigations into bailouts
of German lender WestLB AG, U.K.
bank Northern Rock PLC and
Franco-Belgian bank Dexia SA.

Belgian-Dutch Fortis was among
the first banks on the Continent tore-
quire government support last year,
after it was swamped by concerns
over bad subprime-mortgage bets
and the steep price it paid in 2007 for
the Dutch operations of ABN Amro.

In October, the governments of
Belgium, Denmark and Luxembourg
stepped in and split up the company.
The Dutch paid €16.8 billion ($22.29
billion) for their part of Fortis, and
shortly thereafter extended tens of
billions of euros in loans. In a state-

ment, the European Commission,
the EU’s executive arm, said the
loans mightn’t meet EU guidelines
for government aid.

The commission “has doubts
that the interest charged by the
state is sufficient to avoid distor-
tions of competition and does not
merely provide cheap funding” to
the Dutch Fortis unit, it said.

In December 2008, Denmark
transferred the ABN Amro assets
that came with the Fortis unit to di-
rect government ownership, put-
ting €6.5 billion into the Fortis unit
as compensation. The commission
said it was concerned that the ma-
neuver amounted to a capital injec-
tion, and that the Dutch valued the
ABN Amro assets too highly.

Under EU procedures, the com-
mission’s concerns are preliminary.
If, after an investigation, it deter-
mines that the transactions amount
toillegal aid, it has the power to de-
mand that the aid be repaid to the
government.

Fortis’s breakup has been messy:
Belgium has twice attempted to sell
Fortis’s banking operations to
France’s BNP Paribas SA, but has
been blocked each time by sharehold-
ers who think the price is too low.
There will be another vote April 28.

A Fortis spokesman declined to
comment on the EU’s investigation.
A spokesman for the Dutch Finance
Ministry didn’t return a message
seeking comment.
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New York car show opens under a cloud

Auto makers reduce
glitz in the displays,
stress safety, value

By ALEX P. KELLOGG

NEW YORK—As the New York In-
ternational Auto Show opens this
week, auto makers and organizers are
facing a tough task: generating enthu-
siasm about cars and trucks at a time
when the auto industry is consumed
with talk about bailouts and bank-
ruptcy.

Automotive marketers depend
heavily on car shows to generate ex-
citement for their latest models and
bring potential buyers into show-
rooms. About half of auto-show at-
tendees end up buying a vehicle in the
next year, industry insiders estimate.

But the New York show, which
held its preview for the media on
Wednesday, is shaping up as a more
restrained affair than in recent years,
as car makers cut costs and tone
down the festivities.

General Motors Corp., for exam-
ple, is still showing a full complement
of cars, crossovers and trucks, but has
cut its budget for the New York show
in half. (It declines to disclose the fig-
ure.) At its booth, the company is for-
going the thick, raised glass flooring
it usually uses for its Cadillac display.
The vehicles instead sit on a series of
lighter, cheaper aluminum frames.

Honda Motor Co. is using graphic
panels made of fabric instead of high-
tech LED screens it has used in the
past as backdrops to its exhibits. It
alsois using cheaper lighting and car-
peting to cut costs.

Several auto makers, GM and
Chrysler among them, decided
against holding dinners where they
typically wine and dine reporters, ana-
lysts and other industry insiders. Car
companies also are sending fewer ex-
ecutives to mingle during the show.

Honda’s approach this time
around “is to let the vehicle technol-
ogy speak for itself,” said Charles
Schnieber, manager of auto shows
and exhibits for Honda’s U.S. unit.
“We feel these shows are a critical
touch point between the customer
and our product” that the company
doesn’t feel its more conservative
spending compromises.

The New York car show isn’t the
only one operating under a cloud. In
January, Nissan Motor Co. didn’t par-
ticipate in the big Detroit show. The
show took place just after GM and
Chrysler LLC were saved from bank-
ruptcy by federal bailouts; many ex-
hibitors scaled down to bare-bones
displays and skipped the glitz and py-
rotechnics they typically employ to
turn heads.

This fall, the Frankfurt auto show
is expected to take on amore subdued
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tone as well, with Nissan and Honda
declining to attend. Later in the fall,
the Japan Auto Manufacturers Associ-
ation will put on a scaled-down Tokyo
show because a number of auto mak-
ers have pulled out. Most notable,
none of the Detroit Three will be
present in Tokyo.

One exception from the downbeat
trend: the Shanghai show later this
month. Thanks to continuing growth
and the optimistic long-term outlook
for the Chinese auto market, most car
makers will be there, and some are tar-
geting the show for major announce-
ments. Porsche AG, for example, will
debut its long-awaited four-door
sports car, the Panamera, in Shang-
hai.

InNew York, 35 new models are ex-
pected to debut, only a handful fewer
than last year, show organizers say.
That reflects in part the fact it typi-
cally takes three or more years for a
new car to hit the market.

On Wednesday, Chrysler unveiled
aredesigned version of its Jeep Grand
Cherokee sport-utility vehicle, GM
showed the GMC Terrain “crossover,”
and BMW AG presented the X6M, a
souped up version the X6, a cross be-
tween an SUV and a brawny sports
car. Land Rover, meantime, presented
its 2009 Range Rover.

Among the concept cars to be
shown at the New York show are Ford
Motor Co.’s Transit Connect, a boxy
delivery vanrefitted to carry kids and
strollers, and the Acura ZDX, a luxury
four-door coupe from Honda’s up-
scale brand.

GM will also shift gears and dem-
onstrate the PUMA—or personal ur-
ban mobility and accessibility—a two-

Associated Press

Hoping to stir up enthusiasm among new car buyers, BMW on Wednesday
unveiled its X6M all-wheel drive sedan at the New York International Auto Show.

wheeled electric vehicle developed in
partnership with Segway Inc., maker
of the Segway stand-and-ride
scooter.

“We’re greatly lucky to have the
manufacturers back,” said Mark
Schienberg, president of the Greater
New York Automobile Dealers Associ-
ation, which puts on the show. “Any
time there’s a big downturn in the
economy and companies need to take
alook at saving money, they’re going
to need to look at a whole host of
things differently.”

What visitors won’t see is some-
thing that had become a big attrac-
tion in recent years: the off-road test
track in the basement of the Jacob K.
Javits Convention Center, for which
Chrysler trucked in tons of dirt, rocks
and logs and where attendees once
could go for a short spin in a Jeep.

Volvo, however, will have a test track
set up so visitors can tryitslaser tech-
nology, which scans the road for ob-
stacles and automatically brakes the
car when something is in the way.

This year’s New York show ex-
pects to fill the same amount of floor
space at the Javits Center as last year,
roughly 843,000 square feet. Press
conferences, meanwhile, will be up to
20 this year, from 18 last year, Mr.
Schienberg said. From display to dis-
play, the emphasis will be on safety,
technology, value and fuel economy,
he added.

The change in tone reflects a real-
ization among auto makers that
costly stunts used in years past
prompted far more media hype and
one-upmanship than sales. Moreover,
they worry that any hint of excess
could risk turning off consumers by

seeming out of sync with the times.

In the past, “manufacturers de-
cided to use these shows for real
grandstanding,” said Geoff Day, a
spokesman for Daimler AG’s Mer-
cedes Benz-USA, which has stopped
supporting smaller U.S. shows and is
focusing its resources on the big four:
Los Angeles, Detroit, Chicago and
New York. “It probably wasn’t the
best investment .... It was more about
corporate hubris.”

Two years ago in Detroit, Mer-
cedes set up a small skating rink and
unveiled a new vehicle as figure skat-
ers twirled around the car.

The Big Three were particularly
known for spectacles. In years past,
Chrysler created a fake blizzard to
present the Dodge Aspen SUV, sent a
herd of cattle through Detroit’s
streets to launch a Dodge truck and
drove a new Jeep through the Detroit
convention center’s windows. GM ar-
ranged a parade of Corvettes through
the Detroit convention hall to show
off aredesign of its iconic sports cars.

“In the old days you would go all
out to outdo your competitor,” said
Scott Fosgard, a spokesman for GMre-
sponsible for auto shows and other
product-related events.

One plus for New York: Rather
than renting space by the square foot,
the organizers apportion floor space
among the auto makers based on
their market share and expect them
to fill it. This year’s allotments are
based on 2007 market-share num-
bers. So bigger manufacturers like
GM, even if they are struggling, are un-
der pressure to show up and bring as
many vehicles as they can fit, organiz-
€ers say.

Ford tries to sow grass-roots support for Fiesta

BY MATTHEW DOLAN

Auto makers must boost fuel
economy under new U.S. govern-
ment regulations, and a sure way to
dothat is to promote small cars. But
that poses a challenge for Detroit:
How can the Big Three battle back
in a market segment dominated by
foreign rivals such as Toyota and
Honda?

The latest attempt is just getting
under way at Ford Motor Co. The
company has picked 100 young,
Web-savvy drivers to get behind
the wheel of its new Ford Fiesta sub-
compact for six months and post
their impressions on sites such as
YouTube, Flickr and Twitter.

The marketing campaign is to
start later this month, almost a year
before U.S. consumers will be able
to buy the Fiesta. Since the Fiesta
name has been absent from the U.S.
market for years and Ford hasn’t
been in the subcompact market for
along time, the company has to find
a way of turning heads away from
top-selling small cars such as Toy-
ota Motor Corp.’s Yaris and Honda
Motor Co.’s Fit. “In terms of aware-
ness, we have to go from zero,” said
Chantel Lenard, Ford’s global car-
marketing manager.

Ford’s battle for young buyers
will be faced by its Detroit rivals
soon. General Motors Corp. will in-
troduce its own new small car, the
Chevrolet Cruze, in about a year.
And Chrysler LLC plans to roll out
new compacts under its proposed
alliance with Fiat SpA.

Asuccessful U.S. launch of the Fi-
esta in 2010 is critical to Ford Chief
Executive Alan Mulally’s strategy
to wean the auto maker off hefty
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profit margins from pickup trucks
and sport-utility vehicles. He says
the company must succeed in small
cars, not only in foreign markets,
but at home, where there are con-
sumers who won’t even look at a
small Ford model.

Last summer, the company
marked the shift by disclosing it
would convert three truck plants to
passenger-car production. But as
gas prices fell this year, the stocks of
small cars on dealer lots ballooned.

To build a new generation of
Ford car buyers, the “Fiesta Move-
ment” marketing effort is enticing
its 100 test drivers with a free car
for six months, auto insurance and
gas. In return, they agree to upload
their adventures online.

Ford selected the 100 partici-
pants from more than 4,000 video
submissions viewed more than
640,000 times online. Ford as-
signed applicants two scores: a “so-
cial vibrancy” rating based on how
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much they were followed online
and across how many platforms;
and an overall grade based on those
factors plus creativity, video skills
and their ability to hook a viewer
within the first five to 10 seconds.

Among the winners: a college
trio who disco-danced while their
cars’ hazard-lights kept time. An-
other winner is Tim Chantarangsu,
a 23-year-old Southern California
rap artist/waiter, whose submis-
sion video has been watched more
than 285,000 times on YouTube.

The Fiesta “looks more sporty
than Fords usually do,” Mr. Chant-
arangsu said in an interview. “I
think at this point a lot of young peo-
ple are looking for something more
fuel-efficient. When you think of
Ford, you think giant SUV—giant
and polluted.”

Ford is hoping the participants
will serve as “opinion leaders” and
generate a grass-roots following.

But the campaign isn’t without

risks. Ford says it will have no con-
trol over the online material
posted by the 100 participants.
That means some could be bluntly
critical of the car and Ford won’t be
able to stop it.
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Car makers use Web to woo Chinese buyers

In growing market,
online games expose
players to auto ads

By JULIET YE

HONG KONG—Global auto mak-
ers think the Internet is the way into
the hearts of anew generation of Chi-
nese car enthusiasts.

Both foreign and domestic auto
makers here are pouring ad money

——————— into online ven-
ADVERTISING tures, even as their
— overall spending re-
mains flat. Market-tracking firm iRe-
search expects outlays for online auto
marketing to reach 1.75 billion yuan,
or roughly $256 million, this year, up
from 1.38 billion yuan in 2008.
China’s biggest Web-site opera-
tors are jockeying to meet the de-
mand, with several offering online
games or other features designed to
encourage visitors to click on auto-re-
lated ads. One game, from social-net-
working site Kaixin001, lets users
“park” cars in virtual garages, earn-
ings points they can use to buy more
cars. BMW, Ford Motor’s Volvo
brand and China’s Shanghai Automo-
tive Industry Corp. have sponsored
cars featured in the game since it
started accepting ads in December.

“It’s the first time to have a
chance to show our dynamic style
online,” said Terry Johnsson, vice
president of Shanghai General Mo-
tors Co., a joint venture of SAIC and
General Motors of the U.S. that ad-
vertises its Buick model on the
game. “We will definitely do more
on social-networking sites,” he said.
Shanghai GM has allocated 10% of
its overall media budget to the Inter-
net in 2009, almost double 2007’s
level, he added.

Auto makers have their eyes on
one of the world’s few bright spots
for expansion. Auto sales in China
last year rose 6.7%, a slowdown

from double-digit growth since :

1999, and sales are expected torise a
still-slower 5% this year, according
to official state media. But that’s
still growth.

In February, Chinese auto sales
surged 25% from a year earlier to
827,600 vehicles, according to the
China Association of Automobile
Manufacturers. In the U.S., by con-
trast, February sales were down
41% from a year earlier, while Euro-
pean passenger-car registra-
tions—a proxy for sales—fell
about 18%.

Auto makers are also encour-
aged by China’s stimulus efforts. In
January, China slashed the purchase
tax on small-engine passenger cars,
seeking to boost sales of fuel-effi-

Kaixin001

o Zam, sxg
e > -
wa Y
el -
& in =N
aa e -0 Qo
. "y e
s - LR
anes L AN R 1 A LA o
- - - nhshTerw. LA s L X L] Y- -u .
2 WLTe \ AERIS 0 B AAETRE . § Bt e D 8 ae
r RS A B LSRR = L L LU Sl
"
| B ol
& | -
ne
" . o 4 e Sen e
: i - - —
£ - "

. b —— -

In a game on social-networking site Kaixin001, players ‘park’ cars in virtual garages.
Clicking on a ‘sponsored car’ logo, brings up a box containing details about the model.

cient vehicles, especially in the coun-
tryside. In March, the central gov-
ernment unveiled details of a plan
that would give rural car buyers a
subsidy of about 10% on their vehi-
cle purchases.

Most first-time car buyers in
China rely on advice from family
members and friends. But because
just 38 out of 1,000 Chinese own
cars, according to government
data, many of the new buyers are
among the first in their families to
own cars. That makes the Internet

an important source of informa-
tion for potential car buyers.
Autohome.com, one of China’s
biggest auto sites, says most of its
visitors plan to buy a car within
three to six months. “When the econ-
omy is good, auto companies will
simply put up display advertising”
on general-interest Web sites, says
Qin Zhi, chief executive of Auto-
home, which is controlled by Austra-
lian telecommunications operator
Telstra. “But now, they want more
follow-up marketing.” Autohome’s

ad revenue last year totaled 50 mil-
lion yuan, Mr. Qin said.

Still, some general-interest sites
have seen their auto advertising
jump. Video-sharing site Youku.
com says its auto revenue in the
first quarter was up 17% from the
fourth quarter. The company says it
expects auto-revenue growth to top
50% this year.

Television is still the auto mak-
ers’ preferred advertising method.
But Victor Koo, Youku.com’s CEO,
says that advertising fees for Chi-
nese video sites are a tenth of a TV
ad’s price and more cost-effective.

Some promotional strategies—
like online car-parking games—on
social-networking sites may not
last. Users go to social-networking
sites “not so much to seek informa-
tion, but rather to socialize and play
with their friends,” says Sam Flem-
ming, chief of Shanghai-based re-
search-and-consulting firm CIC.

Nissan Motor Co., which has one
of the hottest brands in the Chinese
market, has reduced its overall mar-
keting budget this year because of
the global downturn, says Toshim-
itsu Irie, the company’s spokesman
in Beijing. Nissan declined to dis-
cuss specific spending plans, but it
is a client of major Chinese Web por-
tals such as Sohu and Sina, which
are run by Sohu.com Inc. and Sina.
com Inc., respectively.

Nissan gets China electric-car deal

BY NORIHIKO SHIROUZU

BEIJING—Nissan Motor Co. is ex-
pected to sign an agreement to help
set up an electric-car program in a
major Chinese city, in an unusual
partnership between the Chinese
government and a foreign company
to further Beijing’s efforts to de-
velop environmentally friendly auto-
mobile technology.

Under the deal, which could be
signedasearlyasFriday, Nissanwould
workwith China’sMinistryofIndustry
and Information Technology and the
government of Wuhanto cooperateon
apilot electric-vehicle programin the
central Chinese city, according to peo-
ple familiar with the matter.

Nissan is expected to provide
free electric vehicles to Wuhan and
to help develop anetwork of vehicle-
charging stations, the people said. It
isn’t clear how many cars or how
much money the project involves.

Nissan and the industry ministry
are also expected to sigh a memoran-
dum of understanding to jointly ex-
plore ways to make electric vehicles
popular in China.

The planned agreements are
part of China’s efforts to promote ve-
hicles powered at least partly by bat-
teries. China’s government is en-
couraging its own auto industry to
shift to such electric vehicles, believ-
ing auto makers can use the technol-
ogy to narrow the gap with bigger
foreignrivals. Beijing last month un-
veiled an auto-industry plan to cre-
ate capacity to produce 500,000
“new energy” vehicles, such as all-
electric battery cars and plug-in
electric hybrid vehicles by 2011.

For Nissan, the project could pro-
vide a toehold in China for its elec-
tric cars and possibly subsidies for
building factories to produce batter-
ies and finished cars locally.

Wuhan, which has a population
of nine million, is among 13 cities re-
cently chosen by the Chinese govern-
ment for a pilot program to boost

Nissan is partnering with China to start an electric-car program in Wuhan. The
company is making a global push for its electric cars, like the Nuvu, above.

use of new-energy vehicles. Those
cities—which also include Beijing,
Shanghai and Chongqing, the coun-
try’s biggest municipalities—are
supposed to provide subsidies for
purchases of all-electric battery
cars, plug-in hybrids and hydrogen-
fuel-cell cars. They are expected to
collectively put 60,000 new-energy
vehicles in service in four years.

The ministry of industry believes
China could learn from Nissan, an ex-
perienced advocate of electric pro-
pulsion with plans for a big global
push for its line of small battery cars
starting in 2010. By that year, the
company is expected to start market-
ing a compact all-electric battery car
to corporate-fleet customers in the
U.S. and Japan. People familiar with
the planned Nissan agreement said
the joint effort could be extended to
more cities, such as Beijing.

In China, Nissan plans to launch
the same compact battery car as
early as 2011 and is considering build-
ing factories to produce batteries and
the entire car in China—something
Nissan wants to accomplish over the

next few years to “be cost competi-
tive,” according to a senior company
executive. Some auto makers believe
that by 2020, 10% to 20% of China’s
passenger-auto sales will come from
electric cars, plug-in electric hybrids
and other new-energy cars.

Nissan and its biggest share-
holder, France’s Renault SA, have
been signing agreements with city
and national governments in sev-
eral countries to promote electri-
fied vehicles. What distinguishes
the Wuhan project is its potential
scale and the fact that China has the
power to promote electrified vehi-
clesin ways that other governments
can’t or choose not to.

Theplanned Wuhanprogramis ex-
pected to be patterned on a program
currently being implemented in Nis-
san’s home prefecture of Kanagawa,
just south of Tokyo. Kanagawa plans
to install 1,000 charge stations by
2014.Kanagawa Gov. Shigefumi Mat-
suzawa is expected to deliver a
speech Friday at an electric-vehicle
forum in Beijing, where the Wuhan
planis expected to be announced.

Daimler, General Motors
post China sales records

By DENIS MCMAHON
AND PATRICIA J1AYI HO

SHANGHAI—Daimler AG’s Mer-
cedes-Benz and General Motors
Corp. said their sales in Chinarose to
amonthly record in March, despite a
global slowdown in auto demand.

March was Mercedes-Benz’s
“best ever” month in China, with
sales rising 50% from the same pe-
riod in 2008, said Klaus Maier, Mer-
cedes-Benz (China) Ltd.’s president
and chief executive.

“I think it shows confidence in
China is back,” Mr. Maier said at a
briefing Wednesday on the launch
of Daimler’s Smart minicar in China.
“Entrepreneurs in China are posi-
tive and are in a good mood.”

In China and Hong Kong, 11,800
Mercedes-Benz vehicles were sold,
which was up 23% from the 9,626
units sold in March last year.

Mercedes-Benz sold 98,500 cars
world-wide in March, down 18%
from a year earlier. In the quarter,
sales dropped 25% from the first
quarter of 2008, to 216,000 cars.

Separately, GM said its China

sales in March rose 25% from a year
earlier to a record 137,004 vehicles.
GM'’s brisk sales in China also run
counter to the global trend.

March sales at GM’s commercial
vehicle joint venture, SAIC-GM-Wul-
ing Automobile Co., rose 38% from a
year earlier to 90,784 units, a
monthly record. GM attributed the
growth to demand for its Buick
lineup, Sunshine and Wuling Rong-
guang minivans, and Spark mini-car.

Mercedes-Benz’s Mr. Maier said he
expects China’s car market to grow 6%
this year, and the luxury auto segment
to grow in the double-digits. He said
Mercedes aims to grow faster than the
market, but didn’t provide details.

Of the 421 Mercedes dealerships
in China, 17 will sell the imported
Smart minicar in 13 cities. The com-
pany has received 1,000 preorders
for the Smart, which is priced be-
tween 158,000 yuan and 206,000
yuan ($23,133 and $30,161).

Auto sales in China had declined
for five out of six months before re-
bounding 25% in February, accord-
ing to the China Association of Auto-
mobile Manufacturers.

Ssangyong proposes cuts in staff

SEOUL—Ssangyong Motor Co.
said it plans to cut 36% of its work
force and sell assets as part of re-
structuring measures designed to
guarantee the company’s survival.

The auto maker, which has been
under court receivership since Feb-
ruary, expects to save about 232 bil-
lion won, or $176 million, a year by
laying off 2,646 workers and reduc-
ing most welfare benefits.

The company also said it plans to
raise 100 billion won to 200 billion
won by selling idle property assets.

Ssangyong is the South Korean
unit of SAIC Motor Corp., one of Chi-
na’s biggest state-owned auto makers.

The Ssangyong union—which op-
poses any layoffs—has put forward
a series of alternative measures and
is considering its response to the
company’s proposals.

The union’s suggested measures
include reducing employees’ work-
ing hours as a way of saving money
without cutting jobs, and lobbying
the government for immediate fi-
nancial support.
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Daimler warns of significant loss

German auto maker
steps up cost cutting
amid sales downturn

BY CHRISTOPH RAUWALD

BERLIN—Daimler AG said
Wednesday it expects to report a sig-
nificant loss for the first quarter
and that it had initiated cost-cut-
ting and efficiency programs across
its divisions in response to the down-
turn in auto markets world-wide.

The German car maker added
that it doesn’t expect the economic
slump to ease until the second half
of this year at the earliest.

“Daimler intends to manage the
crisis...[with] rigid cost manage-
ment, reduced labor costs and re-
duced working capital, as well as by
maintaining financial flexibility and
executing further efficiency pro-
grams,” the auto maker said in a state-
ment ahead of its annual general

Pulte Homes

to buy Centex
for $1.3 hillion

BY MICHAEL CORKERY
AND KERRY E. GRACE

Pulte Homes Inc. agreed to buy ri-
val Centex Corp. for about $1.3 bil-
lion in stock, marking the first ma-
jor consolidation in the battered
U.S. home-building industry during
the housing downturn.

The combined company, which
will be based in Pulte’s hometown of
Bloomfield Hills, Mich., will save
about $350 million in costs annu-
ally and have a combined $3.4 bil-
lion in cash, the largest stockpile in
the industry.

The deal likely will bolster
chances that the companies, which
separately are two of the largest
home builders in the U.S., will sur-
vive the downturn.

U.S. new-home sales unexpect-
edly climbed for the first time in
seven months in February, the most
recent month with data available,
but prices continued to tumble.
Sales were still 41% below a year ear-
lier as rising layoffs discouraged
people from making big purchases
and inventories remained high.

Pulte Chief Executive Richard
Dugas Jr. said the deal would com-
bine Centex’s strength in the entry-
level and move-up categories and
Pulte’s strength in the move-up and
active-adult-community seg-
ments. In addition, Pulte will gain
Centex’s land positions in Texas
and the Carolinas.

Under the terms of the deal, Cen-
tex shareholders will receive 0.975
share of Pulte common stock for
each share of Centex they own.
Based on the $10.77 closing price of
Pulte stock on Tuesday, the transac-
tion values Centex at $10.50 a share,
a 38% premium over Centex’s Tues-
day close of $7.62.

In afternoon trading Wednesday
on the New York Stock Exchange,
Centex shares were up $1.47, or 19%,
to $9.09. Pulte shares were down
$1.15, or 11%, to $9.63.

Pulte shareholders will own
about 68% of the combined com-
pany, while Centex shareholders
will own about 32%. The company
will have approximately $6.2 billion
in debt.

meeting in Berlin. The company reit-
erated that it expects revenue in all of
its automotive divisions to be signifi-
cantly lower in 2009 and that it saw
“substantial burdens” on earnings be-
cause of the industry’s problems.

Daimler said it “drastically inten-
sified” the actions introduced last
autumn to reduce costs and ex-
pected talks with its labor represen-
tatives on planned cost cuts to be
concluded by the end of this month.

The auto maker last week an-
nounced plans to trim labor costs by
€2 billion ($2.65 billion) in Germany
this year to €10 billion, adding that
job cuts may have to be considered
if the pace of the current market
downturn continued.

Daimler said, however, that job
cuts weren’t the subject of the cur-
rent talks with the company’s labor
representatives. A labor deal rules

out forced layoffs at Daimler’s Ger-
man operations until the end of 2011.

The company already has initi-
ated wide-ranging cost cuts at its op-
erations abroad, for example in its
sales organizations, its North Ameri-
can truck operations and its Japa-
nese truck unit Fuso.

Meanwhile, Daimler’s talks with
Cerberus Capital Management LP
over a sale of its remaining 19.9%
stake in Chrysler LLC are continu-
ing, but the private-equity firm’s de-
mands are unacceptable, Daimler
Chief Executive Dieter Zetsche said
Wednesday, speaking at the annual
general meeting.

“Cerberus’s demands are mak-
ing it difficult to reach an agree-
ment,” Mr. Zetsche said.

Daimler sold an 80.1% stake in
Chrysler to Cerberus in August
2007, after the alliance failed to

reap the expected benefits. Daimler
reduced the book value of its
Chrysler stake to zero last year.
Charges related to the remaining
stake slashed €3.23 billion from
Daimler’s earnings last year.

Separately, Mr. Zetsche said
Daimler’s truck sales in the first
quarter fell 39% from a year earlier.
Orders declined 68%, he said. Daim-
ler’s truck division is the world’s
largest producer of commercial ve-
hicles by sales.

Mr. Zetsche said the European
truck market is likely to contract by
between 30% and 50% this year. The
Japanese market is expected to
shrink 40%, while the U.S. market
could fall almost 30%. The CEO said
the company is reacting to the down-
turn in global car and truck markets
with cost cuts. He said Daimler
planned to cut administration costs

Associated Press

Daimler CEO Dieter Zetsche expects
further contraction in auto markets.

“by another €500 million” in 2009.
Overall, Mr. Zetsche said that
Daimler is targeting cost reductions
of several billion euros in order to
streamline its operations.
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GLOBAL BUSINESS BRIEFS

Dubai indicts executives
in Deyaar property case

Former minister
among those named
in corruption probe

BY MAJDOLINE HATOUM

DUBAI—Dubai’s Public Prosecu-
tion on Wednesday indicted a
former minister of state and several
former company executives as a
year-long probe into what prosecu-
tors claim was corruption at one of
the city’s biggest property develop-
ers draws to a close.

In an emailed statement, prosecu-
tors said Mohammed Khalfan Bin
Kharbash, former government minis-
ter for finance and industry and ex-
chairman of Dubai Islamic Bank PJSC,
was indicted for alleged embezzle-
ment and “harming state interests.”

Prosecutors claim that Mr. Khar-
bash seized “public money and
harmed the state’s interests” inrela-
tion to an investigation into finan-
cial wrongdoing at Deyaar Develop-
ment PJSC, according to the state-
ment. The prosecution has also ac-
cused Mr. Kharbash of aiding Zack
Shahin, the former chief executive
of Deyaar, to allegedly take company
money. Mr. Kharbash was chairman
of the property company before re-
signing early last year. He declined
to comment when called, and his law-
yers were unavailable for comment.

Prosecutors also charged Mr.
Shahin, who has been held by Dubai
police for over a year, with “seizing
company money” and bribery, ac-
cording to the statement. His attor-
ney was unavailable for comment
Wednesday, but Mr. Shahin has pre-
viously said he is innocent. An offi-
cial at Deyaar didn’t immediately re-
spond to calls asking for comment.

Prosecutors are deciding when
the case, which has now been referred
to the Dubai Criminal Court, will be

heard in court, according to the state-
ment from the office of Dubai’s attor-
ney general, Essam Al Humaidan.

The Deyaar investigation, re-
ported last April by Zawya Dow
Jones, has triggered the biggest
crackdown on alleged corporate cor-
ruption seen in the Persian Gulf
boom town. Mr. Kharbash is the high-
est-profile official so far to be linked
with one of the city’s investigations
into alleged corporate crime.

Prosecutors have been empow-
ered in their effort to clean up the city
by Dubai’s ruler, Sheikh Mohammed
bin Rashid al Maktoum, whose office
issued a statement in August saying
“there will be no tolerance shown to
anybody who tries to exploit his posi-
tion to make illegal profits.”

The prosecutor’s statement says
that 14 people have been accused of
wrongdoing in three cases that have
arisen from the original Deyaar in-
vestigation.

The second case that emerged
from the investigation and has also
been referred to the Dubai Criminal
Court concerns what prosecutors
say was bribery involving two
United Arab Emirates nationals, in-
cluding former Deyaar board mem-
ber and Dubai Islamic Bank Chief Ex-
ecutive Saad Abdulrazak, whois cur-
rently being held by police.

“We trust the U.A.E.’s judiciary
and we are confident of our client’s
innocence,” Mr. Abdulrazak’s attor-
ney, Habib Al Mulla, said in a phone
interview. “Saad Abdulrazak has
committed no wrongdoing. We are
confident we will be able to prove his
innocence before the court of law.”

According to the prosecution’s
statement, the third case to
emerge from the original Deyaar in-
vestigation involves betrayal of
trust, bribery and forgery, and has
been referred to the Dubai Misde-
meanors Court.

—Mirna Sleiman
contributed to this article.

Constellation’s results hurt
by slow wine sales in Europe

By ANJALI CORDEIRO
AND TESS STYNES

Constellation Brands Inc.’s fiscal
fourth-quarterloss narrowed, reflect-
ingsmallerrestructuring chargescom-
paredwiththeyear-earlier period, but
the wine maker’s results disappointed
Wall Streetas sales droppedin Austra-
liaand Europe.

The company said net sales, which
exclude excise taxes, decreased 17% to
$735million.
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Salesofbrandedwine, whichrepre-
sent the bulk of Constellation’s earn-
ings, fell 4% amid a sharp declinein de-
mand in Europe. On a conference call,
the company, which produces Robert
Mondavi wines and other brands, said
the U.S. wine market continues to
grow despite the recession.

Spirits sales increased 6%, driven
by the growth of Svedka vodka brand.

Inthefourthquarter, Constellation
saw consumers turn more cautious on
alcoholic-beverage purchases, but the
company said some of that may have
beenanoverreaction,anditdoesn’tex-
pect to see as much of animpact in fis-
cal2010.

Forthe quarter ended Feb. 28, Con-
stellation, the biggest global wine-
makerbyvolume,reportedanetlossof
$406.8 million, or $1.88 per class A
share, compared with a prior-year net
loss of $834.8 million, or $3.91ashare.

The latest period included $468
million in restructuring costs and
other charges, mostly related to a de-
cline in its U.K. and Australian busi-
nesses. Year-earlier results included
$888 million in restructuring-related
and other charges.

For the just-started fiscal year, the
company expects per-share earnings
of $1.60 to $1.70.

Whirlpool Corp.

China washing-machine plant

to close; 600 jobs to be cut

Whirlpool Corp. said it will close
aplant in China that makes washing
machines, cutting 600 jobs, as it
looks to consolidate operations and
lower its costs in a market viewed as
being the company’s weakest. Michi-
gan-based Whirlpool said it will
close its washing-machine factory
in Shanghai and fold production
into the company’s joint-venture
plant with Hisense Kelon Electrical
Holdings Ltd. in Zhejiang province.
The Hisense-Whirlpool facility,
which also makes refrigerators, will
create 900 new jobs by the end of
2009. Whirlpool, the world’s largest
producer of household appliances,
said its China headquarters, a re-
search-and-development center
and its commercial and administra-
tive operations will remain in Shang-
hai. These operations employ ap-
proximately 480 people.

Schaeffler Group

German auto-parts maker Schaef-
fler Group, which is struggling with
debt after taking over the larger Con-
tinental AG, late Tuesday said it se-
cured a €1 billion ($1.33 billion) credit
line from its banks. “The conclusion
of the loan agreement is an impor-
tant sign of trust from our banks,”
said finance chief Klaus Rosenfeld.
Closely held Schaeffler completed a
deal valued at about €8 billion to take
control of Continental at the begin-
ning of this year, just as global car
markets were unraveling. Schaeffler
and Continental are squeezed by com-
bined debt of about €21 billion follow-
ing the takeover and Continental’s
earlier acquisition of Siemens AG’s
VDO auto-electronics division.
Schaeffler has called for financial
help from the government to see it
through “massive difficulties” posed
by the global economic crisis since
the Continental takeover. So far, the
government has offered no indica-
tion that it will help Schaeffler.

Wilhelm Karmann GmbH

German auto company Wilhelm
Karmann GmbH, which made the
classic VW Karmann Ghia two-
seater from the 1950s to the 1970s
and has built convertibles for Audi
AG and Chrysler LLC, filed for bank-
ruptcy protection Wednesday, blam-
ing the sharp decline in demand for
cars. Karmann said it faced “insol-
vency in view of impending finan-
cial obligations.” Karmann, which
employs nearly 7,000 workers, said
the fallout from the global financial
crisis and the sharp decline in de-
mand for cars undermined arestruc-
turing plan it drew up in September.
The company already cut 1,800
workers last year after it completed
production of Chrysler’s Crossfire
model, the Mercedes-Benz CLK for
Daimler AG and Audi’s A4. Kar-
mann, based in Osnabriick, Ger-
many, said it aims to restructurein a
bid to preserve its future and the
jobs of its workers continue opera-
tions. It has facilities in Germany,
the U.S., Portugal, Mexico, Britain
and Poland, and has been in busi-
ness since 1901.

Microsoft Corp.

Germany’s Federal Cartel Office
said Wednesday it has fined Mi-
crosoft Deutschland GmbH, a unit of
Microsoft Corp., about €9 million
($12 million) for exercising too much
influence on the resale price of its Of-
fice Home & Student 2007 software
package. The government said the
company supported retailers finan-
cially to promote the product, which

hit store shelves in spring 2008. In
one case, aretailer and employees of
Microsoft discussed pricing for the
product on at least two occasions.
The cartel office said that talks be-
tween producers and retailers on the
retail price aren’t generally prohib-
ited, but Microsoft exercised too
much influence on the pricing of its
product. Microsoft Deutschland said
on its Web site that it accepts the
fine and fully cooperated with the in-
vestigation. “We respect the compe-
tition laws and want to conduct our
business in full compliance with all
ofthelegal regulations,” said Associ-
ate General Counsel Severin Loffler.

Scapa Group PLC

French workers on Wednesday
released four managers they had
held captive overnight at a British-
run factory amid a labor dispute
over the plant’s closure, officials
said. The managers at the plant in
the foothills of the French Alps, run
by Scapa Group PLC of Britain, were
allowed toleave the site to attend ne-
gotiations Wednesday at the local
mayor’s office. Ian Bushell, Scapa’s
European finance director, said the
workers had promised they
wouldn’t sequester the managers
again when they return to the work
site. The Bellegarde plant, which em-
ploys 68, makes adhesive tape for
the auto industry. Hostage-taking
has become a popular negotiating
tactic among frustrated French
workers. In the past month, employ-
ees at French plants belonging to
Sony Corp., Caterpillar Inc., 3M Co.
and German auto-parts maker Conti-
nental AG have held bosses in re-
sponse to proposed job cuts.

France Télécom SA

France Télécom SA said Wednes-
day it will acquire a further 9.87% of
Senegal’s national telecommunica-
tions company, Sonatel Group, from
the Senegalese government to
strengthen its partnership with the
operator. The acquisition, France
Télécom’s second in Africa in a
week, will increase France Télé-
com’s stake in Sonatel to 52.2% from
42.3%. France Télécom will acquire
the stake for a total of €209 million
($277 million), based on a price per
share after the distribution of the
dividend and an exceptional payout
of €76 million. As of Dec. 31, Sonatel
had 3.8 million customers in Sene-
gal and a further 3.4 million in sur-
rounding countries. On Sunday,
France Télécom said it would ac-
quire Orascom Telecom Holdings
SAE’s stake in Egyptian mobile-
phone operator Mobinil for about
€530 million, as a result of a favor-
able court ruling.

Dassault Aviation SA

Dassault Aviation SA said
Wednesday that its first-quarter rev-
enue fell 28%, and the builder of Fal-
con corporate jets and Rafale com-
bat aircraft announced plans to trim
its production capacity. Like its com-
petitors in the U.S., Dassault has
seen demand for its products slump
as the financial crisis forces large
corporations to cut spending. Reve-
nue fell to €546 million ($724 mil-
lion) in the three months to March
31 from €754.7 million in the year-
earlier period. Dassault said it had
booked 27 more cancellations for
Falcon jets than it took in new or-
ders in the first three months of the
year, compared with 28 net new or-
ders in the same 2008 period. The
company said it has presented mea-
sures toreduce its production capac-
ity to employee representatives, in-
cluding a hiring freeze, the termina-
tion of temporary workers, and
early vacation.

San Miguel Brewery Inc.

San Miguel Brewery Inc. said
net profit in the first quarter rose
8% from a year earlier to 2.66 billion
pesos ($55.8 million), helped by cost
controls and stable prices for raw
materials. The company, the Philip-
pines’ largest brewer by sales, said
net sales rose “marginally” to 12.43
billion pesos, while operating in-
come showed a slight increase to 3.8
billion pesos. It didn’t provide com-
parative data. SMB said sales vol-
ume reached 43 million cases. In the
same period last year, it reported
sales volume was 47 million cases.
SMB’s main owners are San Miguel
Corp. and Kirin Holdings Co.

Tsingtao Brewery Co.

Tsingtao Brewery Co. said
Wednesday its 2008 net profit rose
25% as higher sales more than offset
rising raw-material costs. Net profit
was 699.6 million yuan ($102 mil-
lion), up from 558.1 million yuan the
previous year, according to Chinese
accounting standards. The Hong
Kong- and Shanghai-listed brewer
said its 2008 revenue rose to 16.02
billion yuan from 13.71 billion yuan
in 2007. According to international
accounting standards, Tsingtao
Brewery’s 2008 net profit totaled
699.6 million yuan, up 30% from
538.9 million yuan in 2007.

Family Dollar Stores Inc.

Discount retailer Family Dollar
Stores Inc. said fiscal second-quar-
ter net income surged 33% on strong
sales of food and cleaning supplies,
and raised its fiscal-year outlook.
The chain reported net income of
$84.1 million, or 60 cents a share,
for the quarter ended Feb. 28, up
from $63.3 million, or 45 cents a
share, a year earlier. Family Dollar
reported sales of $1.99 billion, up
8.7% from a year earlier, and a big-
ger-than-expected 6.4% increase in
same-store sales. The company
again boosted its fiscal-year profit
estimate, this time to earnings of
$1.90 to $2 a share on net sales ris-
ing 5% to 7%. Analysts recently were
looking for earnings of $1.90 a share
on revenue of $7.36 billion, up 5%.
Family Dollar’s shares were up
about 6% in Wednesday trading on
the New York Stock Exchange. The
stock, the top performer in the Stan-
dard & Poor’s 500 index last year
with a 36% gain, climbed another
24% in 2009 before Wednesday.

Mitsubishi UFJ Financial Group

Mitsubishi UFJ Financial Group
Inc. will relocate two subsidiaries in a
cut-price deal that demonstrates the
troubles in the U.K. commercial-prop-
erty market. Bank of Tokyo-Mitsub-
ishi UFJ and Mitsubishi UFJ Securities
signed an agreement to occupy more
than a third of the 560,000-square-
foot Ropemaker development in the
City of London, which is being devel-
oped by real-estate investment trust
British Land Co. The units will occupy
186,517 square feet at an average rent
of £46.50 ($68.49) a square foot, with
a minimum increase to £52.50 a
square foot in 2014, according to a
statement. It also will get a four-year
rent-free period for its 20%-year
lease. At the peak of the market two
years ago, similar office space would
have been rented for about £60 a
square foot, with just 18 to 21 months
rent-free, according to people with
knowledge of the deal. Knight Frank
advised the two tenants, and Jones
Lang LaSalle and CB Richard Ellis ad-
vised British Land.

—Compiled from staff
and wire service reports.
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Obama falls short of dealing with deficit

Budget plans sound
fiscally responsible
but don’t add up

By DAvID WESSEL

U.S. President Barack Obama
talks as if he has that old-time fiscal-
responsibility religion. “If we con-
front this crisis without also con-

CAPITAL fronting the defi-

cits that helped
cause it, we risk
sinking into another crisis down the
road,” he has said. “As our interest
payments rise, our obligations come
due, confidence in our economy

Can this be done again?

Spending on defense fell as
spending on Social Security,
Medicare and Medicaid rose.
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erodes and our children and our
grandchildren are unable to pursue
their dreams because they are sad-
dled with our debts.” But the presi-
dent has yet to acknowledge blunt
arithmetic reality: He almost surely
will be unable to deliver on ambi-
tious plans for federal spending
while reducing the long-run budget
deficit to a prudent level and keep-
ing his pledge not to raise taxes on
families with incomes under
$250,000 a year.

The president says reducing
growth in health costs is the one
sure way to fiscal nirvana. Slowing
the growth of government health
spending is in fact necessary to bal-
ance the books. But it isn’t suffi-
cient. Suggesting otherwise offers
Americans false comfort. “We’re go-
ing to need to do all they say they’re
going to do, and then we’re going to
have to do more,” says James Hor-
ney, a former Congressional Budget
Office staffer who now monitors fis-
cal policy at the Center on Budget
and Policy Priorities think tank.

The issue isn’t today’s deficit,
huge as it is. Deficits are supposed
to widen at times like this. The issue
is the size of the deficit—and thus
the amount of government borrow-
ing, largely from abroad—when the
recession is past. The solutions to
the short-term crisis and the long-
term problem are not the same.

The president gets credit for
avoiding accounting shortcuts to
mask the problem. His budget out-
line builds in the cost of likely natu-
ral disasters over the next decade, a
change from the past. He suggests
ways to pay for expanding health-
care coverage. And, now that he has
his stimulus, he promises to offset
future tax cuts and benefit expan-
sions with tax increases or spending

Widening wedge

Revenues and outlays as a percentage of gross domestic product
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cuts. He suggests ways, albeit unpop-
ular in Congress, to pay for covering
the uninsured. As the CBO chart ac-
companying this column shows, Mr.
Obama envisions a federal govern-
ment that taxes the American econ-
omy somewhat more than the histor-
ical average and spends signifi-
cantly more. The president’s own
projections show a deficit equal to
3% of gross domestic product well
into the next decade, and that as-
sumes all goes well. Republicans,
such as Wisconsin Rep. Paul Ryan,
counter with proposals that com-
bine tax cuts with spending cuts so
severe that even a Republican Con-
gress probably wouldn’t pass them—
and still show significant deficits
through 2019.

“Bending the curve” on health
care—Beltway talk for slowing the
growth of health spending—is unde-
niably crucial. If Mr. Obama suc-
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ceeds in getting Congress to pass a
law designed to do that, he will have
done something neither Bill Clinton
nor George W. Bush could. The prob-
lem is that no one is really sure how
to bend the curve and, even if a way
is found, that alone will not solve
the fundamental fiscal problem.

In the 1930s and the 1960s, the
government began popular pro-
grams to support the sick and the
elderly. The cost of treating the sick
is rising, and the number of old peo-
ple climbing. Since 1970, the govern-
ment has paid for that by cutting de-
fense spending. When taxes were
cut or the economy was weak, we
had deficits; when taxes were raised
or the economy boomed, we had
smaller deficits, even surpluses. But
going forward, defense spending
will not fall as much as it has, even if
the Iraq war ends and the Pentagon
is forced to be more efficient.

So either taxes as a share of GDP
rise or spending on those popular
benefit programs (or everything
else) is throttled back. If Mr.
Obama’s “investments” in educa-
tion and energy produce faster eco-
nomic growth in the future, the defi-
cit chore will be easier. That’s defi-
nitely worth trying, but not wise to
count on.

Inevitably the political conversa-
tion will turn to taxes. Mr. Obama
isn’t allergic to taxes: He just says he
will raise them only on Americans
with incomes above $250,000 a
year. There’s a lot of income up
there. New CBO data show that the
one million households with in-
comes above $332,000 claimed
18.8% of all pretax income and 16.3%
of all after-tax income in 2006, more
than the 56 million households at
the bottom combined. But there’s
not enough money up there to pay
for all Mr. Obama wants to do and
still bring the budget into balance.

One obvious option: Serve the
twin goals of arresting climate
change and reducing the deficit
with a carbon or energy tax, direct
or indirect, that all would pay in
higher energy prices. But today’s po-
litical winds point to giving nearly
all the revenue from such a tax back
to taxpayers in some form.

For 15 years, the American peo-
ple have been told they could have it
all: costly wars, expansion of Medi-
care to cover drugs, health insur-
ance for those without, more money
for schools—and tax cuts for most
of them. They deserve to be told that
they can’t have it all in the future.

Mr. Wessel responds to reader
comments at WSJ.com/
CapitalExchange. Or email him at
capital @wsj.com.

U.S. plans for F-22 may stir fight

BY AuGusT COLE

The highest-profile test of U.S.
Defense Secretary Robert Gates’s
plan to overhaul how the Pentagon
buys weapons will be whether he
succeeds in winding down produc-
tion of the most advanced fighter
the Air Force has ever flown.

The F-22 Raptor is capable of al-
most hovering in place and can de-
tect and kill an enemy
more than 320 kilometers
away. The Air Force
boasts that the fighter is
so far ahead of its competi-
tors that it gives the U.S. a
clear advantage in the sky.

The plane’s production
involves politically impor-
tant states such as Geor-
gia, where it is assembled,
and Connecticut, where
its engines are made. Lock-
heed Martin Corp., the
Pentagon’s biggest contractor by
sales, leads the project with Boe-
ing Co. as its major subcontractor.

But despite its political muscle
and technological prowess, more
F-22s don’t have a place in Mr.
Gates’s vision. He wants to curtail
production after 187 jets are deliv-
ered, some 60 jets short of what
the Air Force has told lawmakers it
wants.

Mr. Gates sees the F-22, which
costs $143 million, as overkill for a

Robert Gates

military that needs to be more fo-
cused on hunting insurgents than
fighting the militaries of peer na-
tions. He is throwing the Defense
Department’s weight behind an-
other plane made by Lockheed, the
F-35 Joint Strike Fighter. It is a
simpler design, and U.S. allies who
will buy the jet share the costs.

The White House has said it
wants to raise the Defense Depart-
ment’s base budget by 4%
to $533.7 billion. A de-
tailed version of Mr.
Gates’s plans is expected
in early May, which could
give certain lawmakers
ammunition in their fight
against cutbacks. There
are likely to be a flurry of
hearings on all aspects of
the Pentagon’s plans,
which will test Mr. Gates’s
holistic approach to the
budget.

Mr. Gates also wants to termi-
nate costly programs such as the
Lockheed-led effort to build a new
fleet of Marine One helicopters for
the president, which would have
cost more than $13 billion. He
wants the Navy to go back to pro-
ducing an older-model destroyer
and abandon a futuristic cruiser as
well. For the Army, Mr. Gates
wants to abandon plans to develop
high-tech ground vehicles that
were part of an $87 billion pro-
gram. All these programs, he says,

are too expensive and rely on un-
proven technology.

Lockheed Chairman and Chief
Executive Robert Stevens in a note
to employees Tuesday acknowl-
edged the disappointment with
some of the budget decisions, but
said, “I embrace Secretary Gates’
call to put the interests of the
United States first—above the in-
terests of agencies, services and
contractors—and I will support
him in every way.”

Some in Congress are gearing
up for a fight. “Without having an
additional 60 [F-22 fighters],
we’re kidding ourselves,” said
Sen. Saxby Chambliss (R., Ga.) in
an interview from Israel, where he
was on a congressional mission. It
would be shortsighted to think
“we’re going to be fighting the ter-
rorists for 50 years and we’re not
going to be engaged in a conven-
tional war,” he added.

Mr. Gates’s overhaul is about
more than trimming weapons con-
tracts.Hisbudgetisthefirststepin
along-term revamp.

In the past, he has been willing
to undertake swift action to bring
about change, such as firing the
Air Force secretary and chief of
staff last summer in part over
their continued advocacy of buy-
ing more F-22s.

—Yochi J. Dreazen
contributed to this article.

Fed officials split last month
about size of asset purchases

BY BRIAN BLACKSTONE

WASHINGTON—U.S. Federal Re-
serve officials were divided last
month on just how much to ramp up
purchases of mortgage and Trea-
sury securities, meeting minutes
showed, though they eventually
chose to pump more than $1 trillion
into the economy.

Fed officials were ultimately
swayed into bold action by an erod-
ing economy when they met March
18, and appeared particularly wor-
ried about a steep drop in overseas
activity.

Meanwhile, staff economists
marked down their economic fore-
casts, with a slow recovery not ex-
pected until next year amid rising
joblessness, according to the min-
utes of the March 17-18 meeting re-
leased Wednesday.

“Overall, participants ex-
pressed concern about downside
risks to an outlook for activity that
was already weak,” the minutes
stated, citing “fragile and unset-
tled” financial markets and an “ap-
parent sharp fall in foreign eco-
nomic activity.”

Fed staff economists shaved
their estimates for gross domestic
product for the second half of this
year and 2010, the minutes said,
“with real GDP expected to flatten
out gradually over the second half

of this year and then to expand
slowly next year.”

The unemployment rate should
rise “more steeply” into the early
part of 2010, according to Fed staff,
and then flatten out “at a high level
over the rest of the year.”

The Federal Open Market Com-
mittee voted unanimously March
18 to keep the target federal-funds
rate for interbank lending in a
range near zero, as Wall Street had
expected.

But officials surprised financial
markets at last month’s policy meet-
ing by announcing a $300 billion
program to purchase longer-matu-
rity Treasury securities over six
months and increasing the size of
existing programs to purchase mort-
gage-related securities by a com-
bined $850 billion, to $1.45 trillion.

Fed officials “agreed that sub-
stantial additional purchases of
longer-term assets eligible for
open market operations would be
appropriate,” the March 18 min-
utes said. However, “members ex-
pressed a range of views as to the
preferred size of the increase in
purchases,” according to the min-
utes, with several wanting a “very
substantial” increase to fight off
the economic downturn and oth-
ers preferring “a more modest,
though still substantial, increase
in asset purchases.”
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Lebanon to assist probe

g

Government agrees
to give U.N. files
on Hariri’s murder

By JAY SOLOMON
AND NADA RAAD

THE HAGUE—Lebanon’s govern-
ment agreed Wednesday to turn
over case files on the the 2005 mur-
der of former Prime Minister Rafik
Hariri to a United Nations court in
the Hague, setting the stage for the
possible transfer of suspects to the
tribunal as early as May.

The U.N. plans are getting close
attention in Washington because
the U.S. is hoping for Syrian help
in stabilizing Middle East hot
spots, and would face a dilemma if
the court demanded the handover
of Syrian suspects. Damascus de-
nies allegations of involvement in
the attack.

After Wednesday’s action by the
government of Lebanese Prime Min-
ister Fuad Siniora, the big question
is whether Lebanon’s internal poli-
tics will derail the tribunal. Hezbol-
lah, the political party and militia, is
given a strong chance of forming
Lebanon’s next government follow-
ing June elections. Hezbollah lead-
ers are casting doubt on their will-
ingness to transfer Lebanese citi-
zens overseas for trial.

“We want to monitor how the tri-
bunal will function in the future and
find out if it is subjective or politi-
cized,” said Mohammed Fneish, Leb-
anon’s labor minister and a Hezbol-
lah parliamentarian, in an inter-
view. “From the beginning, we were
never partners in the tribunal.”

A car bomb killed Mr. Hariri and
22 others in downtown Beirut
more than four years ago. The as-
sassination set off street protests
in Beirut that led within months to
the end of Syria’s military occupa-
tion of Lebanon.

Initial reports released by U.N. in-
vestigators linked the bombing to
the Syrian intelligence service, a
charge Damascus has repeatedly de-
nied. The Beirut government de-
tained four Lebanese generals in
connection with the crime, though

A Lebanese woman carries a poster of former Prime Minister Rafik Hariri. On
Wednesday, Lebanon agreed to turn over case files on his murder to a U.N. court.

none has been formally charged.
Syriais a major supplier of arms and
funds to Hezbollah.

The U.N.’s Special Tribunal for
Lebanon, which began operations
last month, marks the first time the
Security Council has established a
court to try suspects for a specific
act of terrorism, rather than
broader war crimes or genocide.
The tribunal works out of the
former headquarters of Dutch intelli-
gence in a quiet suburb of the
Hague. The courtroom is being built
out of the facility’s indoor basket-
ball court.

U.N. officials have expressed
complaints about Syria’s lack of co-
operation ininvestigating the Hariri
murder. Syrian President Bashar As-
sad has said his government has no
information on the bombing and
won’t hand over any suspects to a
U.N. court.

Senior Obama administration of-
ficials say they support the U.N. tri-
bunal. Any moves by the Syrian gov-
ernment to block the prosecution of
indicted officials could trigger calls
for sanctions against Damascus by
the U.N. Security Council.

“This tribunal is hanging over
Syria’s head,” says David Schenker,
a specialist on Lebanon and Syria at
the Washington Institute for Near
East Policy. “If they are not cooperat-
ing with the U.N., it will be hard for

the U.S. to make any progress with
Damascus and still maintain interna-
tional credibility for engagement.”

The Obama administration
wants Syria’s help in stabilizing
Iraq, Lebanon and the Palestinian
territories. Mr. Obama has an-
nounced his desire to help broker
peace talks between Syria and Is-
rael over the disputed Golan
Heights region.

U.N. officials are pressing for-
ward with prosecuting the case. Mr.
Siniora, the Lebanese prime minis-
ter, requested the tribunal and
pledged cooperation. His ruling coa-
lition is battling Hezbollah and its al-
lies in the June elections.

The information Lebanese inves-
tigators gathered about the four de-
tained generals will now be avail-
able to the U.N. tribunal. The tribu-
nal’s pretrial judge will then decide
whether to request the transfer of
the suspects to U.N. custody or seek
their release, U.N. officials say.

The Lebanese government has
yet to approve a memorandum of
understanding guiding the court’s
actions. Hezbollah and other oppo-
sition parties have raised objec-
tions, saying the terms undercut
Lebanese sovereignty.

The tribunal’s administrators
are building detention facilities for
the accused and establishing the re-
sources for legal aid.

U.K. to probe G-20 protest death

BY JENNIFER MARTINEZ

LONDON—The behavior of Lon-
don police at last week’s Group of 20
summit is coming under scrutiny af-
ter the emergence of a video that ap-
pears to show officers knocking
down a man who later died.

The U.K.’s Independent Police
Complaints Commission, or IPCC,
said Wednesday that it will conduct
its own investigation into the death
of 47-year-old Ian Tomlinson, who
collapsed during April 1 protests sur-
rounding the G-20 meeting.

The commission made the an-
nouncement after procuring video
footage, originally posted Tuesday
evening on the Web site of the Guard-
ian newspaper, that shows police of-
ficers striking a man who appears to
be Mr. Tomlinson and then pushing
him to the ground.

The City of London Police ini-
tially portrayed Mr. Tomlinson’s
death as a matter of unfortunate cir-
cumstance. Police said he had col-
lapsed after wandering into the pro-
tests near the Bank of England on

his way home from work at a news-
stand, and the London Metropolitan
Police reported that protesters had
complicated efforts to provide medi-
cal assistance. An autopsy deter-
mined that Mr. Tomlinson had died
of a heart attack.

The City of London Police had
been conducting the investigation
of the April 1incident under the di-
rection of the IPCC, but the commis-
sion decided to take independent
control of the probe after reviewing
the video.

Mr. Tomlinson’s family released a
statement a week ago that said po-
lice were keeping them abreast of
any developments. But in an inter-
view with the BBC after seeing the
video footage, Mr. Tomlinson’s son,
Paul King, 26, said: “There was norea-
son for the officer to push him in the
beginning. ... Until everything comes
out and we have the right evidence,
we cannot lay our father to rest.”

The video footage posted by
the Guardian shows a group of ba-
ton-wielding police, wearing uni-
forms of the City of London Police

and the Metropolitan Police, ap-
proaching a man who appears to
be Mr. Tomlinson from behind.
One officer appears to hit Mr. Tom-
linson, who is walking with his
hands in his pockets, in the thigh
with a baton. Seconds later, the of-
ficer abruptly pushes Mr. Tomlin-
son, who lands hard on his stom-
ach and then rolls over onto his
back, looking up with a stunned ex-
pression as a man helps him to
stand. Mr. Tomlinson collapsed
minutes later on a nearby street,
according to the IPCC.

In a statement Wednesday, Met-
ropolitan Police Commissioner Sir
Paul Stephenson said the new video
footage raises “obvious concerns”
and warrants a “full investigation.”

The City of London Police referred
requests to comment to the IPCC.

A spokeswoman for the IPCC
said that the man in the video had
been identified as Mr. Tomlinson.
The IPCC plans to request a second
autopsy of Mr. Tomlinson’s body
and will investigate whether police
contact led to his death.

Iran charges journalist
with spying and treason

BY FARNAZ FASSIHI

BEIRUT—Iran’s judiciary
charged Roxana Saberi, a 31-year-
old Iranian-American freelance jour-
nalist, with espionage and treason
on Wednesday after detaining her in
prison for more than two months.

The charges were outlined on
state television Wednesday evening
by the Revolutionary Court judge in
charge of the prosecution of Ms.Sa-
beri, who was arrested Jan. 31.

Judge Sohrab Heydarifard said
that Ms.Saberi had been collecting
interviews and documents from gov-
ernment circles under the cover of a
reporter, sometimes working with-
out an Iranian government press
card, and then transferring the infor-
mation to the U.S. Central Intelli-
gence Agency.

“This has been uncovered by the
counterespionage section of the In-
formation Ministry, and she has
thus been arrested. She will stand
trial in the course of the following
week,” said Mr. Heydarifard.

According to judiciary officials,
Ms.Saberi has admitted to the
charges against her. However, her
lawyer, Abdulsamad Khoramshahi,
said that she was innocent and had
been wrongly accused.

“My first goal is to get her out on
bail as soon as possible and then
prove to the court that she must be
acquitted on all charges,” said Mr.
Khoramshahi reached by phone at
home in Tehran.

The charges against her have fluc-
tuated since her arrest. Iranian au-
thorities first said Ms. Saberi had bro-
ken the law by purchasing a bottle of
wine. Then they said she was work-
ing without a valid press card, al-
though working without such a per-
mit isn’t a crime under Iranian law.
They said initially that she would be
released within weeks, and then that
it might take months or years.

“We are very concerned for Rox-
ana and for her safety. There is a seri-
ous lack of information in her case.
What is the evidence against her?”
said Mohamad Abdel Dayem, the
Middle East director for the New
York-based Committee to Protect
Journalists.

Treason and espionage are ex-
tremely serious crimes in Iran’s pe-
nal code, and cases go to trial in the
Revolutionary Court, a separate
court system that also deals with
such high-level crimes as drug traf-
ficking.

A senior public prosecutor in Teh-

ran, who was reached by phone and
who asked not to be named, said
that if Ms. Saberi were convicted of
spying, she would face between
three and 10 years in prison. If the
court found her guilty of spying
with intent to overthrow the govern-
ment, she could face execution.

Over the past two months, as Ms.
Saberi’s case has received global at-
tention, with petitions circling on
the Internet for her immediate re-
lease, the U.S. Congress has lobbied
on her behalf and U.S. Secretary of
State Hillary Clinton said last week
that the U.S. had sent Iran an official
letter asking for her release. Iran de-
nies receiving such a letter.

Ms.Saberi’s case could compli-
cate recent diplomatic gestures be-
tween Iran and the U.S., aimed thaw-
ing ties severed in 1979. U.S. Presi-
dent Barack Obama has said he is
ready to negotiate with Iran to try to
resolve their differences. Tehran has
said it too is willing to negotiate if it
sees real policy change from the U.S.

Some analysts in Iran say that
Ms. Saberi’s case has taken a politi-
cal tone and that she might be used
as leverage to secure the release of
three Iranian nationals arrested in
Iraq in a U.S. military raid in 2007.
The three Iranians are accused by
the U.S. of spying for Iran’s Revolu-
tionary Guards but so far haven’t
been formally charged.

Ms. Saberi was born to an Iranian
father and a Japanese mother in the
U.S. and grew up in Fargo, N.D. She
was an accomplished student, star
athlete and a beauty queen who was
crowned Miss North Dakota in 1997.

She moved to Iran six years ago
to work as a freelance journalist and
did broadcast and print stints for
the BBC, U.S. National Public Radio,
CBS and other media organizations.
Two years ago, her press card was re-
voked, but she continued to work on
personal projects, conducting inter-
views for a book on Iran.

Colleagues and friends in Iran
say that she was mild-mannered
and careful in her reportage and
they were shocked to hear of her ar-
rest. Ms.Saberi’s parents flew to Teh-
ran last week and met with their
daughter in jail on Monday, accord-
ing to her attorney. She was in bet-
ter spirits, eating and exercising
and was allowed to watch television
and read books.

He parents have appealed for her
release with Iran’s Supreme Leader
Ayatollah Ali Khamanei, who is the
only person in Iran possessing the
power to pardon prisoners.

German GDP expected to shrink

By NINA KOEPPEN
AND ROMAN KESSLER

FRANKFURT—German gross do-
mestic product will contract by
around 4.5% this year and unemploy-
ment could break above the four mil-
lion mark, an adviser to the govern-
ment said Wednesday.

Wolfgang Franz, who heads up
the German Council of Economic
Experts, said such a decline would
be the steepest drop in GDP since
World War II, highlighting the gov-
ernment’s struggle to cope with
the increasingly bleak economic
picture.

New figures showed that Germa-
ny’s export engine sputtered again
in February. German exports fell
23% in February from a year earlier,
while imports declined 16%, Germa-

ny’s Federal Statistics Office said.
February’s drop in exports matches
January’s fall, when exports also fell
23% year-to-year, the sharpest de-
cline since records began in 1950.

The Economics Ministry said to-
tal orders for German manufactur-
ers plunged 38% in February from
February 2008.

Falling global demand as the re-
cession has spread to Germany’s
main trading partners suggests that
foreign trade this year will no longer
offset tepid domestic demand,
which the government moved to re-
vive Wednesday by expanding its
subsidy for new car buyers.

Also on Wednesday, Chancellor
Angela Merkel’s government
agreed to expand a popular subsidy
for new-car buyers that has
boosted the auto industry.



