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Goldman Sachs rolled out a
$5 billion stock offering a day
after reporting stronger-than-
expected earnings, while its
finance chief said the firm
remains cautious about the
current quarter. Page 19

W U.S. retail sales fell 1.1%
in March, leaving a shadow
over recent signs of improve-
ment in the economy. Page 12

B U.S. stocks slid as fading
optimism about the banking
sector and the economy
halted recent gains. European
shares rose. Pages 20, 21

M Citigroup’s plans to issue

4.4 billion new shares won't
move forward until at least

Friday, potentially prolonging
a short squeeze. Page 26

B GM’s interim chairman ac-
knowledged that the auto

maker is running out of time
to reach a deal to restructure
outside of bankruptcy. Page 6

M Philips Electronics posted
a quarterly loss as its health-
care unit was hit by a weak
U.S. hospital market. Page 4

M North Korea abandoned
disarmament talks and or-
dered international monitors
out of the country, moves
criticized by the U.S. Page 32

B UBS and fund manager
Ashmore are starting a fund
to buy distressed emerging-
market assets from banks
and insurance firms. Page 19

M Pirates attacked two more
ships off the Horn of Africa,
despite recent U.S. and French
military action against hijack-
ers in those waters. Page 2

M Poland said it plans to ap-
ply soon to the IMF for a
flexible line of credit of
about $20 billion. Page 3

M Russia’s economic decline
may force the country to re-
turn to international debt
markets next year to fund
its budget deficit. Page 21

M France’s Total is in negotia-
tions with China and Venezu-
ela on a three-way multibil-
lion-dollar oil production and
refining venture. Page 6

B Germany will decide next
week whether to set up a
“bad bank” to absorb banks’
illiquid assets. Page 22

M Singapore’s economy con-
tracted a record 19.7% in the
first quarter on weak de-
mand for exports. Page 25

H A team of scientists in
Dubai said it produced the
world’s first cloned camel.
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Beggar thy neighbor
Cutting wages across
Europe will kill chances
of a recovery. Page 15
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Challenges loom for Hungary’s new premier
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AUSTERE TIMES: Gordon Bajnai took the oath of office Tuesday. ‘| have a contract for a determined
period of time,” he told Hungary’s Parliament. Page 3.
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Fed chief
‘optimistic’
on recovery

BY BRIAN BLACKSTONE

WASHINGTON—U.S. Fed-
eral Reserve Chairman Ben
Bernanke Tuesday offered
the

some hope that
16-month-old reces-
sion may be losing
some of its severity
and said he is “funda-
mentally optimis-
tic” about the econo-

my’s longer-term
prospects.
“Recently we

have seen tentative
signs that the sharp
decline in economic
activity may be slow-
ing,” Mr. Bernanke
said in Atlanta.

He specifically cited re-
cent figures on housing, con-
sumer spending, and new ve-
hicle sales as some of those
signs that the recession is
slowing. “A leveling out of
economic activity is the first
step toward recovery,” Mr.
Bernanke said.

“Today’s economic condi-
tions are difficult, but the
foundations of our economy
are strong, and we face no
problems that cannot be
overcome with insight, pa-
tience, and persistence,” he
said.

In a question-and-an-
swer session after the
speech, Mr. Bernanke ac-
knowledged that the job mar-
ket for graduates is the most
difficult in decades. But he

Be Béranke

said the country still needs
smart and hard-working peo-
ple, especially in the busi-
ness community, and urged
students not to make finan-
cial compensation the main
factor in what pro-
fession they
choose.

“People ought to
go into a profession
based on what they
enjoy, what is valu-
able to them, what
they think is valu-
able to their soci-
ety,” Mr. Bernanke
said.

Referring to the
current economic
crisis, Mr. Bernanke said “it
is clear that some of the com-
pensation and some of the
risk-taking was excessive”

Economic report card
W Obama defends his policies to

combat the downturn........ 2
W U.S. retail sales fall, belying
[0 T L \V/= [ E3 O — 12

in the financial community.
There will be a more vigilant
regulatory environment
from now on, he added.

Mr. Bernanke also ad-
dressed the inequities in
wealth between whites and
minorities. “Part of it has to
do, I think, with financial ed-
ucation,” Mr. Bernanke told
students at Morehouse Col-

Please turn to page 30

Another TARP headache: U.S. work permits

BY ROBIN SIDEL

Some big U.S. banks that
have received billions of dol-
lars from the government are
shipping some of their new-
estrecruits overseas in order
to comply with a federal law
that restricts their ability to
hire foreign workers for U.S.
jobs.

Although some financial
firms have rescinded job of-
fers entirely to such prospec-
tive employees, J.P. Morgan
Chase & Co., Citigroup Inc.,
Goldman Sachs Group Inc.
and Morgan Stanley are qui-
etly offering international
jobs to foreign students
whom they have recruited
from U.S. colleges and gradu-
ate schools.

The overall numbers af-
fected by the restrictions are
small, but the moves repre-
sent the banking industry’s
latest effort to deal with

what they consider to be un-
tenable consequences of the
Troubled Asset Relief Pro-
gram.

“There are no U.S. immi-
gration restrictions on peo-
ple working outside the U.S.,
so anyone who wants to can
have folks work in London
versus New York,” says Allen
Erenbaum, alawyer who spe-
cializes in immigration is-
sues at Mayer Brown LLP in
Los Angeles.

Under the federal eco-
nomic-stimulus  package
signed by President Obama
in February, companies that
receive TARP funds face addi-
tional hurdles before they
can hire skilled foreign work-
ers who need temporary
work permits known as H-1B
visas. Firms that have re-
ceived government money
must prove they have tried to
recruit American workers for
those jobs and that the for-

eigners aren’t replacing U.S.
citizens.

Bank executives have pri-
vately lambasted some of
TARP’s restrictions, particu-
larly those that seek to limit
compensation. Some firms al-
ready are exploring loop-
holes that would allow them
toraise base salaries in order
to offset potential restric-
tions in bonus packages.

The restrictions on for-
eign workers have frustrated
bank executives who com-
pete to recruit students fresh
out of college or graduate
school. They say itisin the na-
tion’s interest for them to
hire highly skilled foreigners
who are educated in the U.S.
rather than have non-U.S.
companies benefit from their
American training.

Such recruitment efforts
are a Wall Street tradition,
with most firms establishing
formal relationships with the

U.S.’s top universities. Wall
Street firms also use these
programs to hire minority
students from the U.S. and
abroad.

Lloyd Blankfein, Gold-
man’s chief executive, de-
scribed the visa restrictions
as “protectionist and self-de-
feating” in a speech this
month to the Council of Insti-
tutional Investors.

“Especially at this time in
our economy, do we really
want to tell individuals who
will help companies to grow
and innovate—ultimately cre-
ating more jobs—that they
should go work elsewhere?”
Mr. Blankfein said.

About 50 of J.P. Morgan’s
225,000 employees, or 3% of
its graduating hires, are af-
fected by the new restric-
tions, according to a person
familiar with the matter.
Most of them work in the

Please turn to page 30
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The oil industry braces for a
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Obama defends policies

U.S. president cites
‘glimmers of hope,’
but picture is mixed

By HENRY J. PULI1ZZI

WASHINGTON—Delivering a re-
port card on the U.S. economy after
his first 12 weeks in office, President
Barack Obama on Tuesday offered a
stout defense of his agenda to kick-
start growth and fix the financial
sector.

Mr. Obama, inremarks at George-
town University, said actions taken
so far are starting to show signs of
progress, but he warned that the eco-
nomic gloom won’t lift immediately.

“There is no doubt that times are
still tough. By no means are we out
of the woods just yet,” Mr. Obama
said. “But from where we stand, for
the very first time, we are beginning
to see glimmers of hope.”

That mixed picture was rein-
forced in the combination Tuesday
of optimistic remarks by Federal Re-
serve Chairman Ben Bernanke and
downbeat figures on U.S. retail
sales. Mr. Bernanke, pointing to
housing, consumer spending and ve-
hicle sales data, said there are “ten-
tative signs” the downturn is slow-
ing. At the same time, though, retail
sales slumped 1.1% last month.

Mr. Obama made no new policy
announcements during the re-
marks, but he provided a lengthy re-
cap of the policies his administra-
tion is taking to combat the reces-
sion, from the Troubled Asset Relief
Program to a proposed regulatory
overhaul and plans for a cap on car-
bon emissions. He called on lawmak-
ers to wrap up new financial regula-
tions before the end of the year and
said the tax code should be updated
to close corporate loopholes and re-
store balance for taxpayers.

He also took on critics who say he
is spending recklessly and pushing a

Pirates seize two more ships
off Africa despite security shift

By CHIP CUMMINS

DUBAI—Pirates attacked two
more cargo ships early Tuesday off
the Horn of Africa, continuing a
spate of attacks despite recent U.S.
and French military action against
hijackers in those waters.

Pirates seized the MV Irene in the
Gulfof Adenbetweenla.m.and2a.m.
local time, about 160 kilometers
southwest of Al Mukalla, Yemen, ac-
cording to the U.S. Fifth Fleet in Bahr-
ain and pirate trackers. The vessel—
flagged in the Caribbean island na-
tionof St. Vincent and the Grenadines—
was managed by a Greek company
and crewed by more than 20 sailors.

Later in the day, the Togo-
flagged freighter MV Sea Horse was
hijacked off the coast of Somalia,
east of Mogadishu, the Navy said. As

pirates approached, the Sea Horse
made radio contact with the Cana-
dian warship Winnipeg, sailing un-
der the command of the North Atlan-
tic Treaty Organization, according
to a NATO spokeswoman.

The Winnipeg sent a helicopter,
but by the time it got near the
freighter, pirates had taken control
of the vessel. The chopper con-
firmed the seize by radio and
headed back to the Winnipeg.

NATO ships have a policy of not
engaging with hijacked ships unless
fired upon, said spokeswoman
Shona Lowe. They can fire at pirates
before they board ships, she said.

“For NATO, it’snot a case of chasing
pirates across the high seas,” she said.
NATO’s priority is “the crew’s safety.”

—John W. Miller in Brussels
contributed to this article.

liberal agenda and defended the ad-
ministration’s bailout of belea-
guered U.S. banks. “Although there
are a lot of Americans who under-
standably think that government
money would be better spent going
directly to families and businesses
instead of banks—‘where’s our bail-
out?’ they ask—the truth is that a
dollar of capital in a bank can actu-
ally result in eight or 10 dollars of
loans to families and businesses, a
multiplier effect that can ultimately
lead to a faster pace of economic
growth,” he said.

At the same time, he said it
would have been unwise for the gov-
ernment to pre-emptively step in
and take over major financial institu-
tions. “Let me be clear—the reason
we have not taken this step has noth-
ing to do with any ideological or po-
litical judgment we’ve made about
government involvement in banks,
and it’s certainly not because of any
concern we have for the manage-
ment and shareholders whose ac-
tions have helped cause this mess,”
he said. “Rather, it is because we be-
lieve that pre-emptive government
takeovers are likely to end up cost-
ing taxpayers even more in the end,
and because it is more likely to un-
dermine than to create confidence.”

On the cap-and-trade proposal
for greenhouse-gas emissions, Mr.
Obama said the administration “can
no longer delay putting a frame-
work for a clean energy economy in

-
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Associated Press

U.S. President Barack Obama, in a speech Tuesday, said actions are starting to
show signs of progress, but he warned the economic gloom won't lift immediately.

place.” Doing so quickly will send
businesses a signal to begin invest-
ment in clean energy, he said.

On the struggling U.S. auto mak-
ers, Mr. Obama said it is his “fervent
hope” that General Motors Corp.
can craft a business plan that puts it
on a track toward profitability and
Chrysler LLC can find a business
partner to keep it from collapsing.

Addressing criticism that his re-
covery plans are unnecessarily
boosting the already record-high
federal budget deficit, Mr. Obama
said his spending programs aren’t
to blame for the government’s
strained finances. He said it
wouldn’t be smart to slash spending
at atime when the economy is floun-

dering.

“If every family in America cuts
back, then no one is spending any
money, which means there are more
layoffs, and the economy gets even
worse,” he said. “That’s why the gov-
ernment has to step in and tempo-
rarily boost spending in order to
stimulate demand. And that’s ex-
actly what we’re doing right now.”

While Mr. Obama pointed to can-
celed layoffs at schools and police
departments, a boost in “green”
jobsand arisein home-mortgage re-
financing, he acknowledged that
more difficult days are likely ahead.

“This is all welcome and encour-
aging news, but it does not mean
that hard times are over,” he said.

INDEX TO PEOPLE

This index lists the names of businesspeople and government regulators who receive significant mention in today’s Journal.

For more people in the news, visit

Has your world changed?

So has ours. The Europe edition of WSJ.com brings you
unrivalled reporting, analysis and data from around the world,
and a focus on events across Europe.

In this world, knowing more than the next person really matters.
Visit europe.WSJ.com

Understand your fast changing world

THE WALL STREET JOURNAL.

PRINT® ONLINE-®MOBILE

@ CareerJournal.com/WhosNews

Allison, Herb ....coeee.. 26
Barsky, Neil .............. 26
Bernanke, Ben ......... 20

Bhaskaran, Manu ... 25
Blankfein, Lloyd ..... 1,19
Brennan, David
Brundage, Jeffrey ....... 4
Buffett, Warren ........
Cisilino, Pablo
Deacon, Nick
de la Vega, Francisco 9
Dimon, James
Dore, Tony

Erenbaum, Allen ........ 1 Katayama, Mikio ...... 30 Nacchio, Joseph ..........
Garwood, John ......... 31 Kornilov, Yevgeny ...... 9 Nayyfir, Vinegt
Gault, Nigel ... Koskinen, John O'Reilly, David
Glading, Laura Kresa, Kent ... Oszko, Peter ...
Goodman, Julian ... 24 Lim Haw-Kuang ....... 25 Phelps, Nelson ...
Goryunov, Roman ... 24 Lonksi, John ............. 22 Popper, Ar:jdrefvv ’
Grubel, Oswald —....... 21 Mack, John ... .20 Prior-Wandesforde,
) Robert ..o 25

Harte, Jeff ..oveeneeee. 19 Mahindra, Anand ........ 9 ) :

" Salisbury, David ........ 22
Heffernan, Michael ...25 Mahoney, Maureen ....8 Sangston, Tim  ....... 2%
Ineichen, Alexander ..24  Masotti, Marco ......... 19 Scemama’, Didier ... 4

Johnson, Hugh ......... 12 Mayer, Sam Schréder, Michael ..... 22
Jones, Tim w.oevvrvnenns 8 Mehrotra, Louise ........ 8  Schwamberger,
Joyce, Alan ... 9 Mrowiec, Marcin ........ 3 Jeanette ... 22

Simmons, Matthew ... 6
Storrie, Colin . .

Suga, Junichi
Thitinan Pongsudhirak

Tillerson, Rex
Vahl, Tamas ..
Valdes, Alan
van Steenis, Huw ... 24

Verleger, Phillip ......... 6
Viniar, David ........ 19,20
Wagoner, Rick ............. 6
Weldon, William ......... 8

Williams, Michael J. . 26

INDEX TO BUSINESSES

This index of businesses mentioned in today’s issue of The Wall Street Journal Europe is intended to include all significant references to compa-
nies. First reference to these companies appear in boldface type in all articles except those on page one and the editorial pages.

Abbott Laboratories......8
Allegheny Energy ....... 26
Alson Capital Partners 26
Amazon.com .......ccceven 8
American Express ....... 20
American International

[CTC 1V o 20,30
AMR .......... -
Angang Steel .... .9
Antofagasta ...... W21
Argyll Partners ............. 9

Ashmore Group ...........
AstraZeneca

.................................. 25 ER'GWOI\T tI
ina Nationa
Barclay_s """"""""""" 21 Petroleum ....ccccveveenee Michelin ....
Berkshire Hathaway....20 Citigroup
BHP Billiton.............. 9,22 cummins .. 26
BNP Paribas .. .21 Delphi ...cooe.... .6
BOGING v 9 Delta Air Lines )
Dendreon........... 20
Deutsche Bank . 24

Brand

THE WALL STREET JOURNAL EUROPE (ISSN 0921-99)

Telephone: 32 2 741 1211

E-mail: WSJUK@dowjones.com

Paris: 33140 17 17 01

87, 1200

Editeur responsable: Daniel Hertzberg

Belgium
Fax: 32 2 741 1600

SUBSCRIPTIONS, inquiries and address changes to:
Telephone: +44 (0) 207 309 7799
Calling time from 8am to 5.30pm GMT

Website: www.services.wsje.com

Advertising Sales worldwide through Dow Jones
International. Frankfurt: 49 69 971428 O; London: 44 207 842 9600;

Printed in Belgium by Concentra Media N.V. Printed in Germany by
Dogan Media Group / Hurriyet A.S. Branch Germany. Printed in
Switzerland by Zehnder Print AG Wil. Printed in the United Kingdom by
Newsfax International Ltd., London. Printed in Italy by Telestampa
Centro Italia s.r.l. Printed in Spain by Bermont S.A. Printed in Ireland
by Midland Web Printing Ltd. Printed in Israel by The Jerusalem Post
Group. Printed in Turkey by GLOBUS Diinya Basinevi.

Registered as a newspaper at the Post Office.

Trademarks appearing herein are used under license from Dow Jones
& Co. © 2008 Dow Jones & Company All rights reserved.

M-17936-2003

Exxon Mobil ..... 6,16
Fannie Mae .. .26
Fifth Third Bancorp ....
Flying J
Freddie Mac . .26

Johnson & Johnson .8,20
J.P. Morgan Chase....1,20
Kirin Holdings ............... 9
Korn/Ferry International

................................. 2
Mahindra Group... .
Micex Group..... 24

Nippon Chemi-Con.......30
Nissan Motor .........
Pernod Ricard ..
PetroChina......cccevvveeenee

Petréleos de Venezuela 6

Gazprom............ Philips Electronics
General Electric VA ,21,32
General Motors ............. 6 Phorm .............. ....30
Goldman Sachs Group Publicis Groupe.... .8
................ 1,19,20,25,32 Qantas Airways.............9
Heidrick & Struggles Qwest Communications
International ............ 26 International............... 8
HSBC Holdings ........... 25 Range Fuels 1
Hypo Real Estate Rio Tint0 vueeeveeereeereenns
Holding......ccooevverneeee. 22 Royal Dutch Shell

Industrial Bank of Korea

Russell Reynolds

Associates ... 26

Satyam Computer
SErVICeS .ovviveveenrenen. 9
Sears Holdings .26
Seimens ...... LA
Sharp........ .30
.25

Shenhua Group
Y] 117
Songbird Estates ........ 31
Southwest Airlines ...... 4

StatoilHydro ......ccuueeee. 9
Sunoco ... 17
Talbots ... 20

Tech Mahindra.

UBS i 19,21,24
United Overseas Bank 25
US Airways Group ........ 4
Valero Energy.............. 17
Vedanta Resources......21
VeraSun Energy .......... 17
Vimpel Communications

Wells Fargo & Co.
Williams..............
X5 Retail Group .
Xstrata..oveeeeevereenan




THE WALL STREET JOURNAL.

WEDNESDAY, APRIL 15, 2009 3

LEADING THE NEWS

Poland to apply
for ‘no-strings’

IMF eredit line

By DAvID McQUAID
AND TOM BARKLEY

WARSAW—Poland plans to ap-
ply soon to the International Mone-
tary Fund for a flexible credit line of
about $20 billion, the country’s fi-
nance minister said, in a move to
make it a “pillar of stability” for Cen-
tral and Eastern Europe.

Finance Minister Jacek Ros-
towski said Poland, which has kept
its fiscal and external deficits under
control, would benefit from the
credit line by lowering its debt-ser-
vicing costs and limiting potential
depreciation pressures on its cur-
rency, the zloty. Central and Eastern
European countries have suffered
major capital flight amid the global
credit crunch.

Poland will become the second
country, after Mexico, torequest the
credit, which is aimed at providing
well-managed economies with easy
access to financing to reassure inves-
tors during the economic crisis.

In Washington, IMF Managing Di-
rector Dominique Strauss-Kahn wel-
comed the request, saying Poland’s
sound economic policies make the
country well-suited for the new pro-
gram.

“Its economic fundamentals and
policy framework are strong, and
the Polish authorities have demon-
strated a commitment to maintain-
ing this solid record,” Mr. Strauss-
Kahn said in a statement. He said he
will seek quick approval from the
fund’s executive board.

Analysts said access to the “no-
strings-attached” program devised
by the IMF for the best-managed
emerging-market economies is
good news for the Polish bond mar-
ket, which has been subject to bouts
of fiscal jitters on fears that slowing
economic growth will drive up bor-
rowing needs.

“This should prompt investors to
accept lower yields,” said Marcin
Mrowiec, chief economist of Bank
Pekao SA in Warsaw.

Economists and fund managers
also agreed with the finance minis-
ter’s assessment that the credit line
should help backstop the zloty,
which has already rebounded 15%
from its mid-February low of 4.90
zlotys to the euro.

The zloty traded at 4.24 to the
euro late Tuesday, strengthening
from 4.36 zlotys before the finance
minister’s announcement.

“This move makes a world of
sense,” said Pablo Cisilino, a New
York-based fund manager for Stone
Harbor Investment Partners. “The
result should be lower interest rates
and a stronger exchange rate, al-
thoughit could get lost in the shuffle
initially because we’re in the middle
of a [global equity] selloff today.”
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Hungary endorses new prime minister

Bajnai aims to bring
new fiscal austerity;
outlines new cabinet

By EDITH BALAZS

BUDAPEST—Hungary’s Parlia-
ment endorsed Gordon Bajnai to be-
come the next prime minister, pav-
ing the way for a stringent fiscal aus-
terity program aimed at guiding the
nation through its biggest down-
turn in nearly two decades.

Mr. Bajnai will head a govern-
ment facing an economy in a severe
recession, rising unemployment, a
deeply depreciated currency, a dis-
satisfied electorate and a fragile ma-
jority in Parliament. The economy is
also being kept afloat by a $25.1 bil-

lion loan package led by the Interna-
tional Monetary Fund.

“I have a contract for a deter-
mined period of time and a deter-
mined task,” Mr. Bajnai told Parlia-
ment, referring to the fact
that his cabinet will have
one year to tackle the eco-
nomic crisis until the next
general election in 2010.

Mr. Bajnai’s austerity
program will aim to keep
the budget deficit below
3% of gross domestic prod-
uct and to kick-start eco-
nomic activity. Hungary’s
economy has been forecast
to shrink by around 5% this
year.

Mr. Bajnai appointed nonparti-
san technocrats to some key cabinet
posts. His new finance minister, Pe-
ter Oszko, is managing director of au-
diting firm Deloitte & Touche’s Hun-

Grdon Bajnai

garian unit.

“The most important task of the
new finance minister will be to pre-
serve the fiscal balance... and to
draw up a new tax system,” which
will be simpler than the cur-
rent one and will help boost
the economy, Mr. Bajnai
said in his speech.

The post of economics
and national development
minister, Mr. Bajnai’s cur-
rent job, will be given to
Tamas Vahl, president of
the German-Hungarian
Chamber of Commerce and
chief executive of Hungar-
ian navigation software
firm Nav N Go. Mr. Vahl pre-
viously served as the CEO of German
software company SAP’s Hungarian
arm.

Mr. Bajnai’s nomination received
204 votesinthe 385-member Parlia-

ment, with the main opposition
party, Fidesz, and the conservative
MDF refusing to participate in the
vote.

Outgoing Prime Minister Ferenc
Gyurcsany announced in late March
his resignation over economic pol-
icy debates, saying he would make
way for a new governemnt to steer
Hungary through the crisis.

Mr. Bajnai accepted the nomina-
tion on the condition that lawmak-
ers sign on to his program before
voting him in. The new prime minis-
ter’s program envisages deep cuts in
social spending—including pen-
sions, family allowances, state subsi-
dies on household energy, public
transport and mortgages.

The Hungarian forint firmed
slightly as news of Mr. Bajnai’s par-
liamentary approval eased fears
that the political vacuum would per-
sist.
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Philips records a net loss

Lower volume, prices
hit health-care unit;
company’s sales sag

BY ROBIN VAN DAALEN

AMSTERDAM—Philips Electron-
ics NV swung to a first-quarter net
loss as its health-care business was
hit by a weak U.S. hospital market.

The Dutch electronics company
said health-care margins more than
halved to 4.3%, hit by lower volumes
and prices of imaging systems in the
U.S., which include magnetic-reso-
nance imaging, or MRI; computed to-
mography, or CT; and X-ray scan-
ning systems.

“Health care was much weaker
than expected, while profits van-
ished in lighting and consumer life-
style posted an operating loss even
higher than expected,” said Didier
Scemama, an analyst at Royal Bank
of Scotland.

The U.S. imaging market has
been in a slump for about a year as
hospitals rein in spending on new
equipment. Outpatient clinics
where many scan and X-rays are
done have also been hurt by changes
to reimbursement levels for Medi-
care patients. The trends have
meant that the U.S is proving less lu-
crative for big medical-equipment
vendors such as General Electric

Philips
Net income/loss
€15 DIllION -+« evvveemmmmmneeemeeeeeieaeeeann

Source: the company

Co., Seimens AG and Philips.

For the period ended March 31,
Philips reported a net loss of €59 mil-
lion ($78.9 million), compared with
ayear-earlier net profit of €294 mil-
lion. Sales fell 15% to €5.08 billion
from €5.97 billion.

Philips booked €47 million in re-
structuring charges in the latest
quarter after cutting 5,216 jobs. The
latest results also included a €30 mil-
lion provision for the recall of mil-
lions of its popular Senseo coffee
maker, announced in the quarterly
report.

Philips said that in some Senseo
machines—produced between 2006
and 2008—a heavy buildup of chalk
together with a sudden surge in
power can cause the machine’s

boiler to burst. The faulty machines
were sold in the Netherlands, Bel-
gium, France, Germany and the U.S.

In recent years, Philips has been
transforming itself from an electron-
ics-manufacturing company into a
technology company focused on life-
style and health to become more re-
silient to economic cycles.

The company’s health-care unit
saw sales rise 18% in the latest quar-
ter thanks to the acquisition of U.S.
health-care company Respironics,
but sales were down 2% on a compa-
rable basis. Consumer-lifestyle
sales dropped 33% amid falling de-
mand, while lighting sales fell 15%,
as the automotive, construction and
original-equipment manufacturing,
or OEM, lighting markets deterio-
rated further.

Inan effort to mitigate the effects
of falling demand and lower mar-
gins, Philips said it is stepping up
cost-cutting efforts. The company is
now targeting annual cost savings of
more than €500 million by year end,
up from its previous target of €400
million. It expects €170 million inre-
structuring costsinthe second quar-
ter. In Amsterdam, Philips’s shares
rose Tuesday 3.3% to €12.63.

“We still believe that earnings
will gradually improve going for-
ward, as Philips started early in ad-
dressing its cost base,” noted ana-
lysts at Sal Oppenheim.

—Leila Abboud
contributed to this article.

Moscow court postpones
decision in Telenor case

BY ANDREW LANGLEY
AND WILL BLAND

MOSCOW—A Moscow court Tues-
day postponed an appeal by Telenor
AS to halt a multibillion-dollar dam-
ages claim, technically clearing the
way for bailiffs to sell the Norwegian
telecom group’s stake in Russia’s No.
2 cellular provider, OAO Vimpel Com-
munications.

Telenor had applied for a stay of
execution of the claim, but a judge in
the Moscow Arbitration Court put
off consideration of the application
until April 30, saying representatives
from VimpelCom must attend.

The damages—which total $1.7 bil-
lion—were awarded by a Siberian
court, which ordered Telenor to pay
compensation for delaying Vimpel-
Com’s entry into neighboring
Ukraine five years ago.

Telenor has said it won’t pay the
damages and is appealing them, with
ahearing due in a Siberian court May
26. Meantime, bailiffs in Moscow
have frozen most of Telenor’s shares
in VimpelCom so they can be used as
collateral while Telenor appeals
against the damages.

Telenor said it fears its stake in
VimpelCom could be sold before it
has a chance to appeal to the Siberian
court. The Norwegian company had
hoped that the judge in the arbitra-

tion court would rule the sale of it is
illegal before then. Instead, by ad-
journing until month-end, the Mos-
cow court has made the sale possible.

“Technically the bailiff can still go
ahead with the sale of our Vimpel-
Com shares,” said a spokeswoman
for Telenor. A spokeswoman for the
Federal Bailiff Service, which is re-
sponsible for collecting the damages,
said the service hasn’t seen the
court’s ruling and can’t comment on
the current status of the arrested
shares. “We can’t sell anything. We
canonly act on the court’s decisions,”
said the spokeswoman.

The case is the latest in a series of
lawsuits, which state-controlled Tele-
nor alleges have been masterminded
by Russia’s Alfa Group conglomerate—
its long-standing partner at Vimpel-
Com. It has sparked political ten-
sions between Moscow and Osloinre-
cent weeks and has fueled concerns
that President Dmitry Medvedev
isn’t following through on pledges to
ensure courts aren’t manipulated by
powerful local business groups.

The suit was filed by Farimex
Products Inc., a British Virgin Islands
company that owns 0.002% of
VimpelCom. Telenor says Alfa is be-
hind Farimex, something both Fa-
rimex and Alfa deny.

—Daria Solovieva contributed to

this article.

Labor demands cloud outlook for American Airlines

BY MIKE ESTERL

FORT WORTH, Texas—American
Airlines is mired in increasingly con-
tentious labor negotiations with its
pilots, flight attendants and mainte-
nance crews—six years after union
concessions allowed the carrier to
avoid bankruptcy protection.

The AMR Corp. unit faces grow-
ing liquidity concerns as it prepares
to announce Wednesday a first-quar-
ter loss that analysts have forecast at
about $400 million. American last
month said it expected to end the
quarter with a cash and short-term
investment balance of approxi-
mately $3.1 billion, down from $3.6
billion at the end of December.

Wednesday’s report will be the
first in a series of what are likely to
be dismal earnings announce-
ments from U.S. airlines. Even as
the recession is gutting corporate
travel budgets, workers at many
carriers are trying to win back
wage cuts that helped the industry
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survive the last downturn.

The situation is especially tense
at American. Workers at the second-
largest U.S. airline by traffic agreed
in 2003 to $1.8 billion in payroll cuts,
pushing compensation to levels of a
decade earlier. But many of the air-
line’s rivals—including Delta Air
Lines Inc., US Airways Group Inc.
and UAL Corp. unit United Airlines—
secured bigger cuts in recent years
through bankruptcy courts.

American’s labor cost, at 3.69
cents per available seat mile as of
last September, was the highest in a
list of 13 airlines compiled by the fed-
eral Bureau of Transportation Statis-
tics. Southwest Airlines Co. was No.
2 at 3.44 cents.

American’s pilots are demand-
ing a50% pay increase. The Allied Pi-
lots Association has rented bill-
boards near the Dallas-Fort Worth
and Chicago O’Hare airports, slam-
ming $300 million in bonuses to the
company’s top 1,000 executives
over the past three years and high-
lighting an ongoing U.S. govern-
ment probe into possible safety vio-
lations at the airline.

The 2003 concessions “are
viewed by our pilots as a loan, and
it’s time to restore us,” says Sam
Mayer, a pilot-union spokesman and
767 captain for American.

American’s pilots are among the
most experienced in the industry
and among the highest paid. They
earned an average of about $225,000
in salary and benefits in 2007, de-
pending on seniority and other fac-
tors—well above a 15-airline average
of $188,268, according to the Massa-
chusetts Institute of Technology.

American’s management says its
executive compensation is in line
with other airlines and that the air-
line’s safety is top-notch. The Fed-
eral Aviation Administration is con-
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American Airlines pilots are renting billboards near the Chicago and Dallas-Ft. Worth airports to get support for higher pay.

tinuing its investigation of wiring
problems on American aircraft.

The airline and pilots union
sincelast May have beenin talks su-
pervised by the National Media-
tion Board. American has since en-
tered federal mediation with repre-
sentatives of its flight attendants
and maintenance crews.

Delta, the biggest U.S. airline,
and Southwest Airlines, the largest
low-cost carrier, recently struck
agreements for increases well be-
low what is sought at American
without much discord. But talks
are growing more combative at US
Airways, where pilots are pressing
for federal mediation. Negotia-
tions with United’s main unions are
getting underway this month.

Negotiations at American could
drag on for months.Under U.S. la-
bor law, airline employees are pro-

hibited from striking or taking
other job actions until mediators
declare an impasse. If they strike,
the White House can order employ-
ees back to work, as it did 24 min-
utes after a pilot strike was called
at American in 1997.

Laura Glading, head of the Associ-
ation of Professional Flight Atten-
dants, says American attendants
also want to be made whole after
their salaries were cut by more than
25% six years ago. The Transport
Workers Union of America, which
represents American’s maintenance
crews, has called for annual pay in-
creases of 6%, 4% and 3%, respec-
tively, over the next three years.

American has yet to make wage
counterproposals to the pilots’
union or flight attendants, prefer-
ring to first work on productivity
issues. The airline’s most recent of-

fer to transport workers included a
5% bonus payment in return for
scaled-back medical benefits. Ameri-
can also said it will freeze wages for
nonunion employees.

Analysts say big pay increases at
American could push the airline to
the brink of insolvency. American ex-
ecutives are making the same argu-
ment as they urge unions to scale
back demands. “If we don’t exist,
they don’t exist,” says Jeffrey Brund-
age, American’s senior vice presi-
dent for human resources.

The deadlock with pilots has
stalled American’s plan to fly planes
to Beijing from Dallas, which is sub-
ject to the pilots’ approval because it
involves long-distance flights.
Unions also could step up opposition
to possible job cuts from a proposed
trans-Atlantic alliance between
American and British Airways PLC.

Allied Pilots Association
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Exxon chief’s pay rises

Tillerson earned
$23.9 million in *08

amid record profits

BY RUSSELL GOLD

Rex Tillerson, chairman and
chief executive of Exxon Mobil
Corp., received a 10% raise in 2008,
a year in which the oil company re-
ported a record-setting profit but
saw its stock price drop 15%.

Mr. Tillerson received a com-
pensation package valued at $23.9
million, according to the compa-
ny’s proxy filing, which was re-
leased Monday.

Word of the raise came after a
year in which Exxon, the largest U.S.
oil company, recorded the highest
profit of any corporation to
date—$45.2 billion—as oil prices
soared in the first half of the year. But
when oil prices swooned late in the
year, so did the company’s shares.

Mr. Tillerson, who has been chair-
man and CEO of the Irving, Texas,
company since 2006, received $1.87
million in salary, which is to rise a
further 10% to $2.06 million this
year. He also received a $4 million
bonus, half in cash and half deferred
pending future corporate earnings.

He got stock grants valued at
$17.6 million in late November,
which are restricted for five to 10
years. And he received additional
compensation, such as life insur-
ance, personal security and per-
sonal use of company planes, valued
at $446,000.

Mr. Tillerson’s stewardship of
the company has drawn mixed re-
views.

Admirers say that Exxon was bet-
ter prepared for the drop in oil
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The 2008 pay package for Exxon CEO Rex Tillerson, above, totaled $23.9 million.

prices than its peers because it
didn’t make big bets when prices
were high last year. “He deserves ev-
ery penny he is getting,” says Phillip
Verleger, a professor in the Univer-
sity of Calgary business school.

But Matthew Simmons, a Hous-
ton-based investment banker, was
critical of the salary, pointing out
that Exxon’s large profit came
mostly from the enormous runup in
the price of oil—which Exxon execu-
tives including Mr. Tillerson often
said they couldn’t control.

“The only reason that all of big
oil had such record profits is they
were all totally wrong on their fore-
cast of oil prices,” he said. “Is that
really grounds to say we should
raise salaries?”

Last year, Mr. Tillerson’s leader-
ship of Exxon also came under fire
from a high-profile group of share-
holder activists: the Rockefeller fam-
ily, descendents of the founder of
Standard Oil.

A shareholder proposal last year
to create an independent chairman,
effectively stripping Mr. Tillerson of
one of his titles, received 39.5% of
the vote. The proposal is back on the
ballot this year; Exxon’s board rec-
ommends voting against it.

Mr. Tillerson’s compensation
package topped that of Chevron
Corp. Chairman and CEO David
O’Reilly, who received 2008 compen-
sation valued at $13.8 million.

This was 12% less thanin 2007, as
Mr. O’Reilly saw performance-
linked compensation slide.

Mr. O’Reilly received fewer stock
options and fewer shares granted to
him under a Chevron performance
program. Among the reasons Mr.
O’Reilly’s pay fell was that the board
determined that the company didn’t
perform as well versus its peers in
2008—it slipped a rank in total
shareholder return—and lowered a
multiplier used to determine annual
cash incentives to senior executives.

China, Total to bid on Venezuela oil

By SimonN HALL

BEIJING—China, Venezuela and
France’s Total SA are in advanced
negotiations on a three-way multi-
billion-dollar oil production and re-
fining venture, people close to the
negotiations said Tuesday.

The talks are another example
of China’s increasingly active role
on the global oil stage and follow
Royal Dutch Shell PLC’s confirma-
tion Tuesday that it is discussing a
joint bid with Chinese oil compa-
nies for an Iraqi oil-field contract.

Senior officials from state-
owned Petrdleos de Venezuela
SA, China National Petroleum
Corp. and Total are to meet in Cara-
cas in May to discuss a 20-year
pact to send 200,000 barrels a day

of Venezuelan oil to China, possi-
bly starting in 2013, with volumes
rising after that.

The people close to the talks
said the plan involves CNPC-Total
bidding for one of the Carabobo oil
blocks in the Orinoco basin that
Venezuela has offered to foreign in-
vestors. Under the proposals,
heavy Venezuelan crude will first
be processed at a so-called up-
grader unit in Venezuela, to be
built by Total, then shipped to
China to be made into products
like gasoline and diesel for the do-
mestic market.

A CNPC official who declined to
be identified said the Carabobo oil
will be processed in a joint-venture
CNPC-PdVSA refinery to be built in
Guangdong in southern China.

Total declined Tuesday to dis-
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cuss details of planned bids, but a
spokeswoman for the company in
Paris noted that Total has exten-
sive links with China and con-
firmed that “we are in discussions
with CNPC on avariety of projects.”
A deal would help cash-strapped
Venezuela develop its oil reserves,
trim dependency on the U.S. as the
main buyer of its oil and allow energy-
hungry China to reinforce ties with a
nation sitting on huge oil reserves.
It would also cement Total’s rela-
tions with Chinese state companies
asitis waiting for approval for ama-
jor gas project in China. Addition-
ally, it would let Total enhance ties
with Venezuela, which took a beat-
ing when President Hugo Chavez na-

tionalized much of the petroleum
sector two years ago.

The plan shows China may be
ready to trade access to its energy
markets for expertise gained by ven-
tures with international oil majors.

Shell, meanwhile, hopes a joint
bid with China’s two biggest state-
owned oil companies to develop
the Kirkuk oil field in northern Iraq
will make it easier to get Beijing’s
backing for Shell to join a gas
project inside China, according to
people familiar with the situation.

CNPC’s spokesman and PdVSA in
China weren’t available to comment.

Total has a stake in a refinery in
northeastern China, the first Sino-
foreign oil-refining joint venture,
and is waiting for the Chinese gov-
ernment’s go-ahead on a joint-ven-
ture development of part of the
Sulige gas field, one of the most re-
source-rich areas in China, where it
would work with CNPC’s listed unit
PetroChina. Final approvals likely
won’t come until late 2009, said one
person involved with the project.

Under the Venezuela plan, ac-
cording to a person close to the ne-
gotiations, CNPC and Total are con-
sidering paying the Venezuelan gov-
ernment just over $1 billion. They
would have the rights to 40% of the
heavy oil they produce from the Car-
abobo block, with PAVSA entitled
to the other 60%. They would also
have to shoulder exploration and
production costs, the person said.

—Jing Yang
contributed to this article.

AstraZeneca keeps its eye
on possible small deals

BY PETER LOFTUS

AstraZeneca PLC, steering clear
of the recent wave of large-scale acqui-
sitions in the pharmaceutical indus-
try, is sizing up potential purchases of
smaller European drug makers.

Chief Executive David Brennan
said in an interview that the UK.
drug maker will take alook at “some
smaller companies that appear to be
coming up for sale in Europe.”

Mr. Brennan didn’t identify tar-
gets but noted there were a few Euro-
pean drug companies in the €3 bil-
lion to €5 billion range (roughly $4
billion to $6.6 billion) that could be
on the block.

AstraZeneca, which makes Cre-
stor cholesterol-lowering pills and
the antipsychotic Seroquel, has
largely stayed on the sidelines this
year as Pfizer Inc. agreed to buy Wy-
eth and Merck & Co. snatched up
Schering-Plough Corp. in deals in-
tended to lessen the pain of patent ex-
pirations for top-selling drugs.

Mr. Brennan reiterated that he
has no interest in being a party to
such megamergers. “I don’t believe
scale beyond a certain level conveys
an advantage from an innovation
perspective,” he said. “I believe
we’re above that threshold level.”

One smaller European operation
that could be coming up for sale is
Solvay SA’s pharmaceutical unit,
for which the Belgian company is
considering options.

Mr. Brennan was coy about As-
traZeneca’s intentions for the
Solvay unit, saying, “I don’t know
whether they’re coming on the

block or not.” He added that
Solvay’s recent statement about
considering options for the unit
“sounds like a fishing expedition.

“We have an obligation to look at
everything, but every company in
the industry does the same thing, so
we’re in no better or worse posi-
tion,” Mr. Brennan said.

Mr. Brennan said smaller drug
makers “haven’t been able to sus-
tain their portfolio in a way that
keeps them in growth mode” and
they need larger scale to compete.

He said he expects any deal Astra-
Zeneca strikes to strengthenits late-
stage research pipeline in the com-
pany’s priority disease categories.
But there aren’t many companies fit-
ting that criteria, he added. Astra-
Zeneca’s focus areas are cancer; car-
diovascular, respiratory, inflamma-
tion and gastrointestinal problems;
infections; and neuroscience.

Some analysts have speculated
AstraZeneca itself could be a take-
over target, but Mr. Brennan played
down that possibility.

“Would we put the company up
for sale? The answer is no,” he said.
At this point, AstraZeneca hasnoin-
terest in pursuing deals to diversify
beyond prescription drugs, Mr. Bren-
nan said, the way some rivals have.
He said the company’s expertise is
in drugs for people, not other busi-
nesses such as consumer health-
care or animal health.

AstraZeneca could continue to
add toitslineup through license deals
and partnerships. “I think collabora-
tion is a more likely path for us than
consolidation,” Mr. Brennan said.

GM faces crucial deadlines
to avoid bankruptey filing

BY SHARON TERLEP

DETROIT—The interim chair-
man of General Motors Corp. ac-
knowledged Tuesday that the auto
maker is running out of time to
reach a deal with stakeholders and
the federal government to restruc-
ture outside of bankruptcy.

Kent Kresa said the GM board re-
mains convinced that an out-of-
court restructuring is the preferred
option, but several looming dead-
lines could impinge on that goal.

“The times are very, very short,”
Mr. Kresa said in an interview.

Mr. Kresa was installed at the end
of March after Chairman and Chief Ex-
ecutive Rick Wagoner was ousted by
the White House, which also handed
GM a June 1 deadline to revise its re-
structuring plan or face bankruptcy.

“This is a very difficult thing to
do,” added Mr. Kresa. “We have some
deadlines rapidly approaching and
the probabilities are decreasing we
can do [this] outside of bankruptcy.”

GM faces a Friday deadline to
launch a debt-for-equity swap with
bondholders that would eliminate
much of the company’s debt. A deal
with bondholders would be needed
by then to have the swap under way in
time for an impending bond payment.

The government also is pressing
for aresolution to talks involving bank-
rupt car-parts maker Delphi Corp., a
former unit of GM that may be forced
to liquidate if it can’t secure more
funding to continue functioning in
Chapter 11 bankruptcy, Mr. Kresa said.

GM is surviving on $13.4 billion
in U.S. government loans, and Mr.
Kresa said GM will need another in-
fusion “very shortly.”

The chairman said GM would wel-
come the government’s willingness
to let the car maker pay off some of
the loans with GM stock. “Certainly,
that would be helpful,” he said. But
any plan that would leave the U.S.
government with an ownership
stake in GM could be controversial.

The company was able to delay a
request for more U.S. funding in
March, but continues to burn cash
as car sales globally remain weak.

Mr. Kresa said talks this week in
Detroit with the White House auto
task force have focused on seeking
an agreement on what market as-
sumptions GM should use in its revi-
talization plan. GM believes the as-
sumptions it laid out Feb. 17 will hold
up, but is still working to make that
case to the task force, Mr. Kresa said.

President Barack Obama on
March 30 shot down GM’s restructur-
ing plan as too slow and small in
scope. The auto maker is working on
anew plan but also is crafting a bank-
ruptcy option should its revamping ef-
forts fail. The White House said it
would provide GM with enough fund-
ing to continue operating until June 1.

Along with cutting a deal with
bondholders to swap billions in debt
for shares, GM is required by the
Obama auto team to reach deep con-
cessions from the United Auto Work-
ers. Talks with the bondholders and
union have stalled as each side de-
mands more sacrifice from the other.
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Qwest’s ex-

Nacchio reports
for six-year term,
capping legal battle

BY DIONNE SEARCEY

Joseph Nacchio, the former chief
executive of Qwest Communica-
tions International Inc., reported to
federal prison Tuesday, nearly two
years after a judge sentenced him to
serve six years for insider trading.

Mr. Nacchio, 59 years old, arrived
at the Schuylkill minimum security
camp in Minersville, Pa., around
noon. A federal appellate panel had
denied amotion for bail Monday. His
attorneys asked U.S. Supreme Court
Justice Stephen Breyer, who over-
sees the 10th Circuit Court of Ap-
peals in Denver, for bail but shortly
after reporting to prison Justice
Breyer denied his request.

Mr. Nacchio’s lawyer, Maureen
Mahoney, declined to comment.

Mr. Nacchio was convicted in
2007 of 19 counts of insider trading
for selling $52 million in Qwest
stock while knowing the company’s
finances were faltering. His legal
journey since then has been a roller
coaster of rulings with a federal
panel tossing out his conviction,
only to have that decisionlater over-
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Joseph Nacchio was expected to enter a federal prison in the U.S. Tuesday, nearly
two years after being convicted of insider trading while CEO of Qwest. Mr.
Nacchio, center, with his wife, Anne, and son, Michael, in 2007.

ruled, and then several deadlines to
report to prison extended at the last
minute after he filed appeals.

The legal twists have been
closely followed by a group of
former employees who lost their sav-
ings under Mr. Nacchio’s leadership.

“Our people have been soup and
down...there have been so many
put-offs and stays to the point of ri-
diculousness,” said Nelson Phelps,
the executive director of a group

Ad-spending forecast is slashed

BY SUZANNE VRANICA

Zenith Optimedia again slashed
its forecast for spending on advertis-
ing this year, citing steeper declines
in the U.S. and Western Europe.

The Publicis Groupe SA-owned
media firm now predicts global ad
spending will sink 6.9% to $453.2 bil-
lion, while U.S. ad outlays will drop
8.7% to $156.9 billion.

“The last two quarters have been
eye opening in terms of the reduc-
tion in spending,” said Tim Jones,
chief executive of Zenith’s North
American operations. “Many (mar-
keters) are treating advertising as a
discretionary expense, and one they
find convenient to cut.”

Zenith had previously lowered its
2009 spending forecasts in Decem-
ber, to a decline globally of 0.2%.

representing Qwest retirees.

Ms. Mahoney has appealed his
conviction to the U.S. Supreme Court
and said in a court filing she expects
others including the U.S. Chamber of
Commerce, to file briefs in support.

An attorney for the Chamber said
the brief would ask the court to clar-
ify the internal information that can
make CEOs guilty of insider trading.
Mr. Nacchio’s attorneys also have
asked for a new trial after a witness
against him recently offered sworn
statements that seemed to conflict
with testimony at his criminal trial.

Mr. Nacchio also faces a civil suit
from the Securities and Exchange
Commission, which was on hold
while other legal issues tied to his
criminal case were clarified. The SEC
is seeking to bar him from serving as
adirector or officer of another public
company as well as seeking to obtain
variousill-gotten gains and penalties.

Mr. Nacchio requested to spend
his six years in Schuylkill because of
its proximity to his wife, who has a
home in New Jersey.
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J&J earnings fall 2.5%,

firm maintains outlook

BY PETER LOFTUS

Johnson & Johnson’s first-quar-
ter profit fell 2.5% as the stronger U.S.
dollar, a consumer-products slow-
down and generic competition for
prescription drugs weighed on sales.

The weak economy continued to
hurt the health-care company’s re-
sults, with sales coming in lower
than Wall Street expectations for
the second quarter in a row. J&J’s
consumer unit, which had posted
strong sales growth for much of last
year, is now seeing sluggish sales.

The New Brunswick, N.J., maker
of Band-Aid bandages and Tylenol
pain reliever has offset some of the
pressure by cutting costs, including
last week’s disclosure that it will elim-
inate about 900 positions, or 6% of
its U.S. pharmaceuticals work force.

J&J said first-quarter net income
was $3.5 billion, or $1.26 a share,
compared with $3.6 billion, or $1.26
a share, a year earlier. The latest re-
sults exceeded the mean estimate of
analysts surveyed by Thomson Reut-
ers for profit of $1.22 a share.

Sales dropped 7.2% to $15.02 bil-
lion from $16.19 billion a year earlier,
falling short of the Thomson esti-
mate of $15.4 billion. Unfavorable cur-
rency-exchange rates accounted for
six percentage points of the decline.

For the full year, J&J main-
tained its earnings projection of
$4.45 to $4.55 a share, excluding
one-time items.

J&J Chief Executive William Wel-
don acknowledged “challenging eco-
nomic and near-term business pres-
sures” but said the company is well-
positioned for long-term growth.

J&J’s biggest unit, pharmaceuti-
cals, had quarterly sales of $5.8 bil-

lion, down 10% from a year earlier.
While sales of Concerta for attention-
deficit hyperactivity disorder and anti-
inflammatory drug Remicade rose,
sales of the antipsychotic medication
Risperdal declined 66% because of
last year’s U.S. patent expiration. The
anemia drugs Procrit and Eprex
posted a combined sales decline.

“Our results continue to be im-
pacted by generic competition for
some of our products,” Louise Me-
hrotra, J&J’s vice president of inves-
tor relations, said on a conference
call Tuesday morning.

The company’s medical-device
and diagnostics unit had sales of $5.5
billion, down 2.9% from a year ear-
lier. Sales of surgical-care and joint-
reconstruction products increased,
but sales of drug-coated stents fell.

J&J’s Cypher coronary stent is
fighting for market share against Ab-
bott Laboratories’ new Xience
stent, which is also marketed by Bos-
ton Scientific Co., under the name
Promus. For the quarter, J&J’s sales
of drug-coated stents decreased
about 37% to $252 million from
$400 million. Coated stents are tiny
scaffolds that prop open heart arter-
ies and use medication to keep scar
tissue from closing them off again.

Consumer sales dropped 8.7% to
$3.7 billion. Sales of the over-the-
counter version of the allergy drug
Zyrtec, which had been strong for
much of 2008, suffered from com-
parisons with a year-earlier period
in which inventory was built up in
connection with the product launch.

The U.S. market for over-the-
counter health products dropped by
2% to 3% in the first quarter, “and
competition from private label has
intensified,” said Ms. Mehrotra.

Amazon error removes titles
on gay, health-care issues

BY GEOFFREY A. FOWLER
AND JEFFREY A. TRACHTENBERG

Amazon.com Inc. said an inter-
nal cataloging glitch inadvertently
removed more than 57,000 books
from its sales rankings and main
search page.

The Seattle company was hit by
criticisminrecent days from the au-
thors of affected books, mainly
those focusing on gay themes. But
Amazon said the problem was glo-
bal, and affected other categories
such as health, mind and body, re-
productive and sexual medicine
and erotica.

“This is an embarrassing and
ham-fisted cataloging error for a
company that prides itself on offer-
ing complete selection,” wrote Drew
Herdener, Amazon’s director of com-
munications, in an email.

Amazon declined to explain its
cataloging process or what had
gone wrong with it.

“Many books have now been
fixed and we’re in the process of fix-
ing the remainder as quickly as pos-
sible, and we intend to implement
new measures to make this kind of
accident less likely to occur in the fu-
ture,” added Mr. Herdener.

Books by E.M. Forster and Gore
Vidal were among those with gay
themes whose rankings had been
missing but were later restored.
Books whose rankings were still
missing included a lesbian love

story by Sylvia Brownrigg and a bi-
ography of Ellen DeGeneres by
Lisa Iannucci.

The issue came to light in recent
days, after authors began to blog
about their rankings disappearing.
Author Mark Probst posted what he
said was anote from an Amazon cus-
tomer service representative, stat-
ing that his book had been classified
as “adult,” a category of books that
isn’t included in sales rankings.

Craig Seymour, author of “All I
Could Bare: My Life in the Strip
Clubs of Gay Washington, D.C.,” pub-
lished in June 2008 by Atria, an im-
print of CBS Corp.’s Simon &
Schuster, said he noticed in early
February 2009 that his memoir no
longer had a sales ranking, nor could
it be found using the search function
on Amazon’s home page.

After repeated requests for in-
formation, he was told that his
book had been classified as “adult
product.” He says he then got in
touch with his publisher, and soon
after the sales ranking was re-
stored, and his book could once
again be found from Amazon’s
home page. An Atria spokeswoman
declined immediate comment.

“I initially thought it was a
fluke,” said Mr. Seymour, who is
now teaching journalism at North-
ernIllinois University, located in De-
Kalb, IlI. “I'm happy now that this is
out so that Amazon can give us
some answers.”
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Tech buy boosts Mahindra

Satyam deal pushes
conglomerate’s unit
into major leagues

By ERIC BELLMAN

MUMBAI—Tech Mahindra Ltd.’s
winning bid for troubled Satyam
Computer Services Ltd. is a bold
move in tough times for an Indian
conglomerate known better for its
rugged tractors than its software.

Tech Mahindra, a midsize out-
sourcing company, is part of the
farm-equipment-to-finance Mahin-
dra Group, one of India’s largest con-
glomerates. Its aggressive bid for Sa-
tyam shows how much it wants to ex-
pand its outsourcing business and
profile in the Indian economy. Its
bid was valued at $351 million for a
31% stake in Satyam, with the re-
quirement to purchase 20% more at
the same price per share later. The
bid was 20% above that of the next
closest bidder and more than dou-
ble that of the lowest.

“Both companies can benefit
from each other,” said Anand Mahin-
dra, chairman of Tech Mahindra and
vice chairman and managing direc-
tor of Mahindra Group, to reporters
in Mumbai Monday.

Until the financial scandal in
which Satyam’s founder admitted to
inflating the company’s books by
close to $1 billion, Satyam was one
of India’s most trusted outsourcing
and software companies. Tech Ma-
hindra is betting that the Satyam
scandal won’t ruin the company’s
business and that there is still value
in its roughly 50,000 employees and
hundreds of clients.

Mahindra was started in 1945 by
Mr. Mahindra’s grandfather and
granduncle. It first made off-road ve-
hicles and then farm equipment and
auto parts.

In the past 20 years, it has ex-
panded into everything from out-
sourcing to resorts to real estate. Its
annual revenue is nearly $7 billion.
Much of the group’s diversification
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Chairman Anand Mahindra at a news conference in Mumbai Monday after IT
outsourcer Tech Mahindra won an auction to buy Satyam Computer Services.

has been led by the 53-year-old Mr.
Mahindra. Mahindra is already the
fourth-largest tractor company in
the U.S.. and is exporting its farm
equipment to China.

Its information-technology busi-
ness has grown increasingly impor-
tant. Most of Tech Mahindra’s busi-
ness is building software for the tele-
communications industry in Eu-
rope, analysts say. The unit is
around 30% owned by BT Group
PLC.

The Satyam acquisition moves
the group from a niche player to one
of the largest companies in the soft-
ware industry.

Tech Mahindra was willing to bid
so much because there is little over-
lap between its business and Sa-
tyam’s, indicated Vineet Nayyar,
vice chairman and chief executive of
Tech Mahindra. More than 70% of Sa-
tyam’s business is in the U.S. and not
much of that is in telecommunica-
tions. Satyam leans more toward fi-
nancial and design work.

“Satyam provides a partner
which is almost completely comple-
mentary,” Mr. Nayyar said.

With Satyam’s profit margins at
less than 3%, Tech Mahindra will

have to find ways to cut costs and
boost business at Satyam. Analysts
say the divergent businesses of the
two companies could actually be-
come a liability, making it tougher
to find ways to reduce costs. “There
doesn’t seem to be any common
thread of synergy,” said Viju George,
an analyst with Edelweiss Securi-
ties Pvt. Ltd in Mumbai.

While growth rates in the out-
sourcing business have slowed this
year because of the global economic
crisis and struggling financial cus-
tomers, analysts and executives ex-
pect the industry to grow in the long
run as more companies try to save
money by sending complicated in-
formation technology work to India.

Mahindra wouldn’t comment on
how it plans to raise the close to
$500 million it will have to put up
for the 51% stake in Satyam. It will
be difficult to raise money because
of the global credit crisis, analysts
say, but Tech Mahindra should be
able to cobble it together through
loans, selling shares or bringing in a
private-equity partner.

—Jackie Range in New Delhi and

Sonya Misquitta in Mumbai
contributed to this article.

Qantas forecasts declining profit

BY BILL LINDSAY

SYDNEY—Qantas Airways Ltd.
forecast that its earnings would
drop sharply this fiscal year and said
it would cut as many as 1,750 jobs as
it extends efforts to reduce costs.

The airline cut its forecast for
profit before tax to between 100 mil-
lion Australian dollars and
A$200 million, or about
US$75 million to US$145
million, for the year
through June. That was
down from a previous fore-
cast of around A$500 mil-
lion. Qantas posted profit
before tax of A$1.41 billion
and net profit of A$969 mil-
lion for fiscal 2008.

Chief Executive Alan
Joyce said Tuesday that
while the carrier remains
strong, it has suffered on premium
and international routes.

The company posted pretax earn-
ings of A$288 million for the half
through December, so Tuesday’s fore-
cast indicates that Qantas expects to
post a pretax loss for the second half.
That would be its first since 2003,
when the airline was combating a
slowdown from the SARS epidemic.

Alan Joyce

Chief Financial Officer Colin Stor-
riesaidprice competitionandreduced
demand for business-class seatsin the
March quarter pushed profit per pas-
senger down by 15% to 20% from the
previous quarter. He said he expects
the deterioration to continue.

Qantas will cut capacity by 5% on
its main international and domestic
routes. It will also cut
freight capacity, grounding
the equivalent of 10 aircraft
that it will look to sell. The
airline said it won’t exit ex-
isting routes but will reduce
the frequency of flights, par-
ticularly on domestic routes
and flights to the U.S., the
U.K. and South Africa.

A further 500 manage-
ment positions will be cut
and as many as 1,250 addi-
tional positions will be
dropped. The latest measures repre-
sent around 5% of the carrier’s staff.
Qantas in March announced it
would cut 90 management positions
and in July said it would cut 1,500
other jobs from its work force of
more than 34,000.

Mr. Joyce, the CEO, said the air-
line’s discount arm Jetstar has con-
tinued to perform well. But interna-
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tional, premium travel has been hurt
by industry discounts of as much as
50%. Freight operations also have
beenhithard by the global recession.

Qantas will defer orders for 12
Boeing 737-800 aircraft and four Air-
bus A380 aircraft, but will take its
next three scheduled deliveriestoin-
crease its superjumbo fleet to six.
Mr. Joyce said the airlineisindiscus-
sions with Boeing Co. about reduc-
ing a near-term order for 15 new
787-800 aircraft.

Pernod Ricard SA

Founding family to boost

holding via Kirin stake

Pernod Ricard SA on Tuesday
said its founding family will boost its
holding in the French drinks com-
pany by agreeing to buy a 3.74%
stake held by Japanese brewer Kirin
Holdings Co. Societé Paul Ricard, the
holding company of Pernod Ricard’s
founders, will buy the 8.23 million
shares from Kirin for an undisclosed
amount after the completion of Per-
nod Ricard’s planned €1 billion
($1.32 billion) capital increase, ac-
cording to the company’s statement.
The Ricard family is already Pernod
Ricard’s largest shareholder, and its
stake will rise to 16.17% of the capital
and 22.02% of the voting rights, said
company spokesman Francisco de la
Vega. Tokyo-based Kirin has been in-
tensifying efforts to diversify as
growth in Japan’s food and beverage
sector has been sluggish.

British Airways PLC

British Airways PLC said propos-
als put forward by the Unite labor
union aimed at boosting staff effi-
ciency weren’t sufficient but that
talks will continue. Unite last week
proposed a range of measures, includ-
ing pay freezes and millions of
pounds in deferred payments over
the next two years. The airline is look-
ing to cut costs as the global down-
turn in the industry hits passenger
traffic and earnings. A British Air-
ways spokeswoman said discussions
will continue with local bargaining
groups. Unite’s proposals included de-
ferring the 2009-10 pay award; post-
poning incremental compensation in-
creases for those earning basic pay
over £14,500, or around $21,500; and
measures to adjust head count follow-
ing areduced flight schedule. BA is of-
fering voluntary layoffs.

Argyll Partners

Germanretail chain DWW Wool-
worth Deutschland GmbH has filed
for bankruptcy protection, a
spokesman for the Frankfurt admin-
istrative court said Tuesday. The ad-
ministrator’s office said business
would continue as normal at the
company’s roughly 300 branches in
Germany and 20 in neighboring
Austria. Woolworth has some
11,000 employees. The company,
originally a unit of the U.S. Wool-
worths brand, opened its first Ger-
man branch in 1927. It split from its
former U.S. parent in a 1998 man-
agement buyout. Since 2007, it has
been owned by a unit of British in-
vestor Argyll Partners. Woolworth
Deutschland is separate from Brit-
ain’s Woolworths, which closed all
of its 800 stores in early January af-
ter failing to find a buyer.

X5 Retail Group NV

X5 Retail Group NV, Russia’s big-
gest grocer by revenue, posted a
hefty net loss for the fourth quarter
of 2008, but it reiterated its sales
forecast for 2009 and said it plans to
open about 100 new stores this year.
“We entered 2009 with a solid finan-
cial position, and during the year we
expect this to strengthen further
through cash-flow management,
cost control, disciplined investment
and deleveraging,” Chief Financial
Officer Yevgeny Kornilov said. X5
posted a net loss of $2.28 billion,
compared with a year-earlier net
profit of $89.5 million. The earnings
were weighed down by a $2.26 bil-
lion goodwill write-down related to
the 2006 merger of the Pyaterochka
and Perekryostok chains, as well as
foreign-exchange losses. Revenue
rose 41% to $2.4 billion.

Telenor ASA

Tele2 AB and Telenor ASA said
they will form a joint venture to
build a high-speed wireless Inter-
net network in Sweden. The net-
work will be based on fourth-gen-
eration wireless technology that
offers Internet speeds of up to 150
megabits per second—10 times as
fast as current third-generation
technology—a Tele2 spokes-
woman said. Sweden’s Tele2 and
Norway’s Telenor will be equal
partners in the joint venture,
named Net4Mobility. The net-
work, which will be based on so-
called LTE mobile broadband tech-
nology, is expected to start opera-
tion at the end of next year.

Monsanto Co.

Germany on Tuesday banned a
genetically modified strain of corn
that the European Union has
deemed safe for planting. Agricul-
ture Minister Ilse Aigner said U.S.
seed maker Monsanto Co.’s
MONS810 corn product “presents a
danger for the environment.” Geneti-
cally modified organisms are com-
mon in the U.S. but controversial in
Europe. In 2004, the EU authorized
the planting of MONS810 seeds,
which produce a toxin to ward off in-
sects. Monsanto claims this genetic
trait precludes the need for danger-
ous pesticides, but opponents fear
the seeds will spread and alter the
natural surroundings. France,
Greece, Austria and Hungary have
also imposed “safeguard” bans on
the MONS8I10 variety.

StatoilHydro ASA

Norwegian oil and gas company
StatoilHydro ASA said it bought a
40% stake in 50 oil and gas blocks in
the DeSoto Canyon in the U.S. Gulf
of Mexico from BHP Billiton Ltd.
The frontier regionis a largely unex-
plored area of the eastern part of
the Gulf of Mexico. “Obtaining
early access to new plays is re-
garded by the company as key to
our success,” said StatoilHydro
Vice President Tony Dore. A spokes-
woman declined to comment on the
price of the transaction,but added
that the blocks “fit quite well with
our expertise in deepwater areas.”
She said the blocks aren’t far from
the Walker Ridge area where Sta-
toilHydro holds other oil and gas as-
sets, but noted it’s too early to say
whether any production could be
tied back to that area. The new as-
sets, in which BHP Billiton has re-
tained a 60% majority stake, add to
StatoilHydro’s already extensive
portfolio in the region.

Angang Steel Co.

Chinese steelmaker Angang
Steel Co. said its 2008 net profit
fell 60%, citing higher raw-mate-
rial costs and falling steel prices.
The Anshan-based company re-
ported net profit of 2.99 billion
yuan ($437.4 million), down from
7.53 yuan billion the previous year.
Revenue rose 22% to 79.62 billion
yuan. The company, shares of
which are listed in Hong Kong and
Shenzen, China, proposed a final
dividend of 0.21 yuan a share, down
from 0.55 yuan the previous year.
Angang said it will continue to face
pressure from the Chinese econ-
omy this year because of weak con-
sumer markets. The company said
it plans to invest 3.53 billion yuan
in a new steel production and 4.6
billion yuan in upgrading existing
production this year.

—Compiled from staff
and wire service reports.
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Pakistani peace deal gives Taliban clout

Once a weekend getaway, Swat Valley morphs into rebel stronghold, and locals are too scared to challenge them

By ZAHID HUSSAIN
AND MATTHEW ROSENBERG

MINGORA, Pakistan—Thou-
sands of Islamist militants are pour-
ing into Pakistan’s Swat Valley and
setting up training camps here,
quickly making it one of the main
bases for Taliban fighters and rais-
ing their threat to the government
in the wake of a controversial peace
deal.

President Asif Ali Zardari effec-
tively ratified the government’s
deal with the Taliban Monday by
signing a bill that imposes Islamic
law in Swat, a key plank of the ac-
cord, hours after legislators over-
whelmingly approved a resolution
urging it. Pakistani officials have
touted the deal, reached in Febru-
ary, as a way to restore peaceful or-
der in the bloodied region—which
lies just a few hours’ drive from the
capital—and halt the Taliban’s ad-
vance.

Yet a visit to the Taliban-con-
trolled valley here found mounting
evidence that the deal already is
strengthening the militants as a
base for war. U.S. officials contend
the pact has given the Taliban and
its allies in al Qaeda and other Is-
lamist groups an advantage in their
long-running battle against Paki-
stan’s military.

The number of militants in the
valley swelled in the months before
the deal with the Taliban was
struck, and they continue to move
in, say Pakistani and U.S. officials.
They now estimate there are be-
tween 6,000 and 8,000 fighters in
Swat, nearly double the number at
the end of last year.

With harsh version
of Islamic law in

place, floggings are
becoming common.

Talibanleaders here make no se-
cret of their ultimate aim. “Our ob-
jective is to drive out Americans
and their lackeys” from Pakistan
and Afghanistan, said Muslim
Khan, a spokesman for the group, in
an interview here. “They are not
Muslims and we have to throw
them out.”

Militant training camps are
springing up across the valley’s
thickly forested mountainsides.
“Young men with no prospect of em-
ployment and lack of education fa-
cilities are joining the militants,”
said Abdur Rehman, a school-
teacher in Swat.

Until the fighting began nearly
two years ago in the valley, it was a
popular weekend getaway for well-
heeled Pakistanis, known for its al-
pine ridges, fruit orchards and
trout-filled streams. With the Tali-
ban now imposing its harsh ver-
sion of Islamic law, floggings and
even executions are fast becoming
commonplace. Residents said
many young men are joining the
militants to ensure the safety of
their families, who they hope will
be left in peace if one of their own
is fighting the government.

“Weareall frightened by this bru-
tality. No one can dare to challenge
them,” said Fazle Rabbi, who owns a
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Above, Pakistani Taliban armed with rocket-propelled grenade launchers patrol near the Swat border Saturday, after attacking a village in neighboring Buner.
Below, Muslim Khan, the Taliban spokesman in Swat.

cloth shop in Mingora, Swat’s main
town. The shop sits on asquare that
has become known among resi-
dents as “Slaughter Square” be-
cause the Taliban have begun using
it to dump bodies after executions.

Since the new peace deal was
made, the militants are beginning
topushintoneighboring areas. Last
week they overpowered a village mi-
litia in the adjacent Buner district.
The attack was a violation of the
peace accord. But the Taliban fac-
tion that controls Swat says it has
no intention of withdrawing. “We
want Islamic sharia [law] also to be
enforced in Buner,” said Mr. Khan.
“No one can force us out from any
part of the province.”

Many of the longer-term jihad-
ist fighters are loyal to groups with
ties to al Qaeda, such as Jaish-e-Mo-
hammed. They have been hardened
on battlefields in neighboring Af-
ghanistan and the Kashmir region
claimed by India and Pakistan—un-
derlining the growing confluence
between the various Islamist
groups fighting on either side of
the Afghan-Pakistani border, the of-
ficials say.

The Taliban and al Qaeda were
once largely confined to a moun-
tainous ribbon that runs along the
Afghan border and has long existed
in a semiautonomous limbo, techni-
cally part of Pakistan but never
fully under the control of its govern-
ment.

In the past two years, however,
the Taliban and its allies have
pushed into areas where Pakistan’s
state had held sway, such as Swat,
about 100 miles from Islamabad.

Striking peace deals with some
Taliban factions is part of Paki-
stan’s broader strategy to counter
the militants. The government’s
logic is that such accords can ex-
ploit the groups’ fractious nature;
one enemy can be neutralized with
a peace deal while another is de-

feated on the battlefield. The deals
also have been struck when the
army has struggled to overcome
militants. In Swat, about 3,000 mili-
tants pushed four times as many sol-
diers out of the valley in 18 months
of fighting, leaving some 1,500 peo-
ple dead.

Nearly all the peace accords
reached in the past few years in ar-
eas near the Afghan border, where
the Taliban are strongest, have col-
lapsed. Often they have left the mili-
tants more powerful. A similar deal
in Swat fell apart last year after the
Taliban renewed attacks on Paki-
stani forces.

The Taliban’s actions since the
new peace deal was unveiled have
alarmed Washington, where offi-
cials fear that Swat will become an
effective launching pad for expan-
sion into Pakistan’s more densely
populated plains. “This is a rest
stop for the Taliban, it’s nothing
more,” said a U.S. official in Wash-
ington.

Swat now offers a glimpse of
the Taliban’s vision for Pakistan.
They have taken control of the lo-
cal government and the police,
who have been ordered to shed
their uniforms in favor of the tradi-
tional Shalwar Kameez, an outfit
comprising a long shirt and loose
trousers. They also have seized
Swat’s emerald mines, which ex-
tract millions of dollars a year in
gemstones.

At barbershops, notices warn
men not to shave their beards.
Women are no longer allowed to
leave their homes without their hus-
bands or male blood relatives.
Girls’ schools have been reopened
after initially being closed but the
students must be covered from
head to toe, and Taliban officials
routinely inspect classrooms for vi-
olators.

“We used to have lots of cultural
and extracurricular activities in the

Shazad Alam for The Wall Street Journal

school, but all that has been
stopped,” said Ziaullah Yousaf Zai,
a principal of a private girls’ school
in Mingora. “We do not want to give
any pretext to the Taliban to shut
the school again.”

Mr. Khan, the Taliban spokes-
man, predicted there would soon be
more executions, showing off a list
of people whom the Taliban want to
try in Islamic courts for what he
called their “anti-Islamic” ways.
The list includes senior govern-
ment officials, a woman whose hus-
band is in the U.S. military, and oth-
ers. Many of them have fled or are
in areas outside Taliban control.

“These kinds of people should
not live,” said Mr. Khan, who also is
a commander in the Tehrik-e-Tali-
ban, a broader Taliban alliance fo-
cused on battling the Pakistani gov-
ernment.

Islamic courts haven’t yet been
set up in Swat because Pakistani
President Zardari had delayed sign-
ing the bill to impose sharia, as the
peace deal stipulates. Until Mon-
day, he had maintained there first
must be complete peace in the val-
ley, though he didn’t explain how he
would determine that, nor did he ad-
dress it Monday.

Mr. Zardari’s delay was widely
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viewed as an attempt to save face
with opponents of the deal in his
own government and Washington.
He relented after the Parliament
vote established support from al-
most every national political party,
said a senior official close to the
president. One party walked out in
opposition.

Mr. Khan had warned of more
bloodshed if Islamic law was not for-
mally imposed. “It does not matter
to us whether the peace deal stays
or not. No one can stop us from set-
ting up our own courts,” he said.

The Taliban were already impos-
ing their own version of sharia,
which has been interpreted with
wide variations by Islamic scholars
for centuries. Pakistani TV stations
recently broadcast a video of a
woman being flogged by black-tur-
baned Taliban in Swat. Most official
accounts say she was alleged to
have left her house without a male
blood relative.

While Mr. Khan insisted the
video was a fake, he acknowledged
that such an incident did happen.
“As a Muslim, we cannot allow a
woman to violate Islamic values,”
he said.





