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Freddie Mac’s acting finance
chief, David Kellermann, was
found dead inside his Virginia
home in an apparent suicide.
The 41-year-old executive
was at the center of Freddie’s
struggles to cope with huge
losses from home-mortgage
defaults and investigations of
its accounting policies. Page 3

H Morgan Stanley recorded a
second straight quarterly loss,
hurt by weakness at its asset-
management unit. Page 21

M Roche said a trial of cancer
drug Avastin failed, raising
questions about whether the
company paid too much in its
takeover of Genentech. Page 2

M BP’s Russian venture
launched a bid for a stake in
Russia-based oil company
Sibir Energy. Page 6

M GM doesn’t plan to make
a $1 billion payment to bond-
holders June 1 because it ex-
pects to have swapped debt
for equity or be headed to
bankruptcy by then. Page 19

M A Hong Kong appeals
court rejected the $2.1 billion
buyout of telecom PCCW led
by Richard Li. Page 25

B U.S. stocks wavered be-
tween gains and losses as
growing confidence offset
gloomy news. European
stocks gained. Page 20

M Volkswagen’s profit fell
74% amid the slump in glo-
bal auto markets; revenue
declined 11%. Page 4

B LVMH posted a modest
sales gain as its Louis Vuit-
ton brand offset declines in
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B GE CEO Immelt told share-
holders the firm will weather
what he called the worst re-
cession in 80 years. Page 6

M Boeing cut its forecast
and posted a 50% drop in
quarterly profit, hurt by
lower aircraft prices. Page 7

M South African voters
stood in line for hours to
cast ballots. Few irregulari-
ties were reported. Page 9

M Glaxo’s profit slipped 13%
in the first quarter, hurt by
generic-drug rivals, but it
promised a reinvigorated sec-
ond-half performance. Page 2

B A marketing document cir-
culated in Taiwan by a Cali-
fornia investment firm run
by Danny Pang may have ex-
aggerated steps taken to
guarantee the safety of
notes the firm sold. Page 25
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The real deal

Ukraine’s promises to
reform its gas sector may
come true at last. Page 14

Breaking news at europe WSJ.com

Economy faces
deeper recession,
slower recovery

Europe’s economy faces a
deeper recession and a slower
recovery than the U.S. or
other world regions. As a re-
sult, the European Union is be-
coming the region that is
most hurting prospects for an
early end to the global eco-
nomic slump.

The EU’s economy is set to

By Marcus Walker
in Berlin and Joellen
Perry in Frankfurt

contract 4% this year and an ad-
ditional 0.3% next year, accord-
ing to new forecasts published
Wednesday by the Interna-
tional Monetary Fund. That’s
even worse than the outlook
for the U.S. economy, which
the IMF says will shrink 2.8%
this year and stagnate in 2010.
Mounting expected losses
have exposed European
banks’ weakness, and policy
makers are struggling to
come up with an aggressive re-
sponse to the crisis. The wors-
ening outlook for the 27-na-
tion EU is a blow for many of
the region’s governments,
who have argued that the U.S.
is the center of the global eco-
nomic storm and that Eu-
rope’s problems are smaller.
Because of that, plus fear of
rising inflation and public
debt, authorities in the euro
zone have been slower than
those in the U.S. or leading
Asian economies to cut inter-
est rates or adopt ambitious
fiscal-stimulus measures.
Mounting distressed as-
Please turn to page 31

People look at job
listings at a career
fair in London

The grim outlook
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Taliban move closer
to Pakistan’s capital

BY ZAHID HUSSAIN

ISLAMABAD — Pakistan’s
Taliban seized control of an-
other district in the country’s
northwest just 110 kilometers
from the capital Islamabad af-
ter consolidating their hold
on the Swat Valley, according
to local government officials
and residents.

The latest Taliban advance
into the Buner district has
spurred fears that a controver-
sial peace accord, which al-
lows the militants to enforce
Shariah law in Swat, has em-
boldened them to expand
their influence.

Militants have been mov-
ing into Buner since the Swat
peace deal was signed with
the government in February.
But starting Tuesday night

they seized control of the en-
tire district, which has a popu-
lation of more than one mil-
lion people, local government
officials and residents said.
Heavily armed militants,
streaming in from neighbor-
ing Swat, occupied govern-
ment offices and set up their
own checkposts. Terrified res-
idents fled their homes.
Dozens of hooded fighters
carrying rocket launchers and
machine guns ransacked the
offices of international aid
and development agencies
working in the district and
took away their vehicles.
Some employees of the agen-
cies were also briefly taken
hostage. The militants set up
their headquarters in the
town of Buner after driving
Please turn to page 31
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U.K. budget plan
to increase debt,
pressure Brown

By ALISTAIR MACDONALD

U.K. Treasury chief
Alistair Darling laid out a gov-
ernment-spending plan that
will put the country deeper
into debt than it has been in
decades, underscoring the dis-
mal economy, the heavy toll of
the financial crisis and the po-
litical challenges facing Prime
Minister Gordon Brown.

Hopes and fears

H A truly global recession ...........
M Japan’s pain eases some
M Beijing is optimistic ...

M UK. credibility on the line .32

Mr. Darling said govern-
ment borrowing will amount to
£175 billion ($256.7 billion) in
the coming year, or 12.4% of
gross domestic product—
much higher than the govern-
ment’s November estimate of
£118 billion.

Mr. Darling’s budget offers
little in terms of deficit-reduc-
ing tactics, such as spending
cuts or tax increases—aside
from a new 50% income-tax
rate for top wage earners,
among the highest in the de-
veloped world.

The budget represents a
gamble that a strong economic
rebound will set right the big-
gest economic contraction
since World War II, and reduce
the need for future borrowing.

Mr. Darling said the U.K.’s
economy will contract by
3.5% this year, but then return
to growth 0f 1.25% in 2010 and

Please turn to page 31

Floor debate

Companies show optimism,
but is the worst over?
Corporate News, page 4
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Roche reports a key trial for Avastin failed

Cancer-drug study
raises questions
on Genentech deal

By JEANNE WHALEN
AND JULIA MENGEWEIN

Inablow to Roche Holding AG, the
Swiss drug maker said a closely
watched trial of its cancer drug Avas-
tin has failed, sending the company’s
shares down about 10% and raising
questions about whether Roche paid
too much in its $46.8 billion takeover
of Genentech Inc.

Avastin, a drug originally devel-
oped by Genentech, failed to signifi-
cantly prevent colon cancer from re-
turning in patients in the early stages
of the disease, Roche said. Avastin is
already sold for several advanced-
stage cancers, but Roche is aiming to
extend its use to early-stage cancer, a
move that would boost the drug’s
sales significantly.

Avastin’s global sales rose 37% to
5.2 billion Swiss francs ($4.45 billion)
last year, making it one of Roche’s big-
gest sellers.

Roche shares fell 16 francs to
13740 francs in Zurich. The company
called the market reaction to the
news overblown and said Avastin still
has strong growth prospects. In a
phone interview, Bill Burns, the head
of Roche’s pharmaceuticals business,
said Avastinis still on track to achieve
annual sales of eight billion to nine bil-
lion Swiss francs by 2011.

He said Roche is disappointed by
the study results but still hopes Avas-
tin can be useful in early-stage colon
cancer. “There are clearly signs of ac-
tivity here,” he said of the drug’s per-
formance in the trial. Roche didn’t re-
lease data from the trial, saying de-
tails will be presented at the Ameri-
can Society of Clinical Oncology con-
ference, which begins next month.

The trial looked at about 2,700 pa-
tients who underwent surgery to re-
move their cancer, and were then di-
vided into two groups. One group re-

Drug effect
Roche Holding’s daily share price

Wednesday'’s close:
137.40 Swiss francs, down 10%

e e I
2008 09

Source: Thomson Reuters Datastream

ceived chemotherapy alone for six
months, and the other chemotherapy
plus Avastin for six months, followed
by an additional six months of Avas-
tin alone. In the Avastin group, the
drug failed to meet its primary aim of
significantly lowering the risk of the

cancer returning.

The trial, called C-08, was a wild
card in Roche’s eight-month battle to
buy full control of Genentech. Genen-
tech shareholders weighed whether
to accept Roche’s offer for the com-
pany without knowing the results of
the trial, which they believed could
significantly affect the company’s
value. Ultimately, Genetech’s board
and shareholders accepted Roche’s of-
fer of $95 a share for the 44% of the
company it didn’t already own. Roche
completed the buyout a few weeks
ago.
The failure of the trial would likely
have caused Genentech’s stock price
to fall significantly, at least in the
short-term, analysts say. “Right now,
at face value, probably they could
have gotten Genentech at a lower
price,” Andrew Weiss, an analyst at
Vontobel Group in Zurich, said. “Five
years down the line, we’ll have a far
better understanding,” he added, say-
ing Avastin may well end up working
in early-stage cancer.

Mr. Burns said Roche still feels it

paid a fair price for Genentech, and re-
peated Roche’s longstanding view
that investors were too focused on
the C-08 trial. Genentech’s strategic
value to Roche lies in many areas be-
yond this one trial, he said.

He added that Roche is still com-
mitted to continuing a clutch of trials

Roche is aiming to
extend the drug’s use
to early-stage cancer
to boost sales.

of Avastin in other early stage can-
cers. Roche is spending big money on
the program, with about 20,000 pa-
tients in these trials. Mr. Burns said
the results of C-08 may cause Roche
to adjust the other trials to increase
their chances of success.
—Hans Schoemaker
contributed to this article.

Glaxo’s net income drops 13%
amid stiff generic competition

By JEANNE WHALEN
AND ELENA BERTON

GlaxoSmithKline PLC said first-
quarter net profit fell 13% due to
stiff competition from cheaper ge-
neric drugs in the U.S., but it prom-
ised a reinvigorated performance in
the second half of this year.

The world’s second-largest drug
maker by sales said generic competi-
tion with several of its big products
resulted in U.S. prescription-drug
sales declining 22% at constant ex-
change rates.

Chief Executive Andrew Witty
said genericrivals to Glaxo products
including Lamictal for epilepsy and
Imitrex for migraines will continue
to hurt U.S. sales in the second quar-
ter. But sales should improve in the
second half of the year as new prod-

ucts gain momentum, he said.

Mr. Witty added that he expects a
continuing reshuffle of Glaxo’s U.S.
sales force to boost revenue, as sales
representatives specialize in a smaller
number of products and try to per-
suade frugal insurers and other drug
buyers of the value of Glaxo drugs.

In the first quarter, net profit de-
clined to £1.13 billion ($1.66 billion)
from £1.31 billion in the year-earlier
period, hurt by the weak U.S. per-
formance and £115 million in re-
search and development write-offs,
including £90 million for a cancer
drug that failed in tests.

Total sales climbed 19% to £6.77
billion from £5.69 billion a year ear-
lier, boosted by the British pound’s
decline against most major curren-
cies. Total salesfell 5% at constant ex-
change rates.

CORRECTIONS & AMPLIFICATIONS

In the last quarter of 2008, con-
sumer spending on food fell by anin-
flation-adjusted 3.9% from the previ-
ous quarter. A News in Depth article
Wednesday on food companies gave
the decline as 3.7%, which was an
earlier estimate from the Com-
merce Department.

Imagem Music Group, a music
publisher that is buying the Rodgers
& Hammerstein catalog, has annual-
ized revenue of more than €100 mil-
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lion, or about $129 million. A Corpo-
rate News article Wednesday incor-
rectly gave the currency conversion
as $126 million.

A graphic accompanying an
Economy & Politics article Wednes-
day about the International Mone-
tary Fund’s April estimates of finan-
cial-sector losses showed estimated
write-downs from 2007-2010 as-
signed according to where the loans
and securities originated. The chart
incorrectly failed to note this.

Photos taken on Nintendo Co.’s
DSigame player can be sent to other
DSi machines. The Mossberg Solu-
tion column on Wednesday incor-
rectly stated that photos can’t be
shared between DSi devices.

China has 2,185,000 active-duty
members of its army, navy and air
force, while the U.S.has 1,539,587 ac-
tive-duty members of the Army,
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Freddie’s finance chief an apparent suicide

Mortgage titan’s
Kellermann stood out
as jovial, popular

By JAMES R. HAGERTY
AND T.W. FARNAM

VIENNA, Va.—David Kellermann,
Freddie Mac’s acting chief financial of-
ficer, was found dead inside his home
here early Wednesday in an apparent
suicide.

Responding to a 911 call at 4:48
a.m., Fairfax County police found
the body of the 41-year-old execu-
tive in the basement of the home he
shared with his wife, Donna, and
daughter, Grace, in the Hunter Mill
Estates subdivision in Vienna, a sub-
urb of Washington. A police spokes-
man wouldn’t provide details on Mr.
Kellermann’s death, but said there
were no signs of foul play.

Several colleagues described Mr.
Kellermann as jovial, upbeat and
very popular at the government-
backed mortgage company, but one
said he had recently appeared

stressed at work. “He worked him-
self into a frazzle,” a former col-
league said.

Mr. Kellermann was at the center
of Freddie’s struggles to cope with
huge losses from home-mortgage de-
faults and investigations of its ac-
counting policies. Investigators
from the Securities and Exchange
Commission and Justice Depart-
ment have been questioning offi-
cials of Freddie about possible ac-
counting violations and other mat-
ters in recent months, the company
disclosed in March.

While colleagues said they be-
lieved Mr. Kellermann probably
would have been involved in answer-
ing those questions, there was no in-
dication that he personally was a tar-
get of any investigation. “We know
of no connection between this terri-
ble personal tragedy and the ongo-
ing regulatory inquiries discussed in
our recent SEC filing,” said David Pal-
ombi, Freddie’s chief spokesman.

In a statement, the Federal Hous-
ing Finance Agency, or FHFA, which
regulates Freddie Mac, described
Mr. Kellermann as “a person of the
utmost ethical standards who was

hard-working and knowledgeable in
his field.” A Freddie statement
praised him for his “extraordinary
work ethic and integrity.”

Mr. Kellermann, who joined Fred-
die in 1992 and has had a key role in
accounting policy in recent years,
was named acting finance chief in
late September. He had been a se-
nior vice president and corporate
controller. As acting finance chief,

Executive was at
center of company’s
struggle to cope with
mortgage defaults.

he took the place of Anthony
“Buddy” Piszel, now finance chief of
First American Corp., a provider of
real-estate data based in Santa Ana,
Calif.

Along with rival Fannie Mae,
Freddie is caught in a turbulent pe-
riod that has pressured executives
and left some demoralized. The two

government-backed companies
own or guarantee more than $5 tril-
lion of U.S. home mortgages, around
half of all those outstanding. That
has exposed them to huge losses as
home prices have crashed and mil-
lions of mortgages have gone into
foreclosure.

The government seized control
of Fannie and Freddie in September
through a legal process known as
“conservatorship,” under which
their regulator, the FHFA, is seeking
to restore them to financial health.
The companies reported combined
losses of about $108 billion for
2008, and are being kept alive by in-
fusions of capital from the U.S. Trea-
sury, so far totaling about $60 bil-
lion.

Adding to the turmoil, David Mof-
fett resigned in early March as chief
executive officer of Freddie, forcing
the company to search for a succes-
sor. Mr. Moffett, a former chief finan-
cial officer at U.S. Bancorp who be-
came CEO in September, resigned
partly because of frustration over
the need to consult with regulators
on nearly all significant decisions
and to follow public-policy man-

dates that he didn’t necessarily see
as good for Freddie, according to
people familiar with the decision.

The net worth of many Fannie
and Freddie employees has been
slashed by the fall in the companies’
stock prices to less than $1 a share.
In an effort to avoid an exodus of tal-
ent, the regulator last year directed
the companies to set up a program
under which they expect to pay
about $210 million in retention bo-
nuses to 7,600 employees over 18
months. Those bonuses, which will
exceed $1 million for a few execu-
tives, have drawn angry protests
from Congress and the public, be-
cause of the huge losses being re-
ported by the companies.

Under that retention-bonus
plan, Mr. Kellermann was due to re-
ceive $850,000. Of that amount,
$170,000 was paid in December
2008, and the rest was to be paid in
installments through early next
year, assuming he remained at the
company, according to a Freddie
spokesman.

—Damian Paletta
contributed to this article.
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Companies spy an end to fall in earnings

Some firms forecast economy is near bottom, but others say it is far too soon to make call; Geithner is upbeat

By KELLY EVANS
AND VANESSA O’CONNELL

For the first time since the reces-
sion began more than a year ago, a
host of major companies said this
week the economy is approaching a
bottom. But their tentative optimism
triggered a debate with other firms
that say it’s far too early to call a floor.

Delta Air Lines Inc. reported that
its portion of filled seats for May and
Juneisjust slightlybelowyear-agolev-
els—the period before the full force of
the financial crisis struck. U.K.-based
retailer Tesco PLC. saiditis seeingim-
proved sales in Poland and Hungary,
both particularly hard-hit by Europe’s
woes, and said buyers were returning
in Asiaaswell. Andhandbag and acces-
sories maker Coach Inc. said sales at
its North American stores have begun
to stabilize to pre-Christmas levels.

United Technologies Corp.,
maker of Otis elevators and Pratt &
Whitney jet engines, said Tuesday its
first-quarter income fell by a quarter,
but that the overall rate of decline in
orders is slowing. While orders are
still down, “they have stabilized
across the businesses,” CEO Louis
Chénevert said. “For the full year, we
still expect a better back half.”

Meanwhile, U.S. Treasury Secre-
tary Timothy Geithner struck an up-
beat tone on the global economy in a
speech Wednesday, saying he’s al-
ready starting to see “some signs of
stabilization of declines in output and
trade.” Still, the secretary said
progress will take time and policy
makers may have to adopt policies af-
ter market conditions evolve.

But General Electric Co. Chair-
man and CEO Jeff Immelt told share-
holders Wednesday that it is “diffi-
cult to predict” the length and depth
of the recession, but that GE is “set to
thrive in a global economy that favors
clean energy, affordable health care
and services.”

An assortment of powerful manu-
facturers and other companies said
they feel it’s far too soon to spot the
floor. Chip maker Advanced Micro De-
vices Inc. late Tuesday expressed cau-
tion even though it saw first-quarter
improvements. “I don’t see how any-
body can say that we’ve hit the bot-
tom,” given the broad economic uncer-
tainty, said CEO Dirk Meyer, respond-
ing to a question on a conference call.

His words were considerably less
upbeat than those of Paul Otellini,
CEO of Intel Corp., AMD’s chief rival,
who said last week he believed “the
worst is now behind us.” Intel said rev-
enue should be more or less flat in the
second quarter, a period that’s usu-
ally slightly slower than the first.

None of the data indicate a return
to economic growth. In fact, given
that last year’s fourth quarter was par-
ticularly disastrous, it’s relatively
easy to achieve improvement on a
quarter-by-quarter measure. Con-
struction-equipment maker Caterpil-
lar Inc. on Tuesday said it swung to a
first-quarter loss and cut its full-year
sales and profit forecasts, saying con-
tinued uncertainty makes it “ex-
tremely difficult to know how our cus-
tomers will respond” the rest of the
year, according to CEO Jim Owens.

Some policy makers see the earn-
ings figures reaffirming their cau-

Associated Press

Treasury Secretary Timothy Geithner

tiously optimistic assessments of
the economy. In a speech Monday
night, Federal Reserve Vice Chair-
man Donald L. Kohn said the first
three months of this year show that
“consumption appears to have stead-
ied some after a sharp drop” last
summer and fall. “There are afew ten-
tative signs that the pace of decline in
some other key components of de-
mand may be lessening,” he said.
Any signs of stabilization at some
companies are also notable given the
finance industry’s continued weak-
ness. On Tuesday, the CEO of Capital
One Financial Corp. said U.S. credit-
card charge-off rates are going to
“cross 10% in the next couple of
months,” up from 8.4% in first quar-
ter. At the same time, BlackRock Inc.,
the nation’s largest publicly traded as-

Volkswagen’s profit takes a hit

— R

BY CHRISTOPH RAUWALD

FRANKFURT—Volkswagen AG
said it couldn’t give a firm forecast
for this year, citing market volatility,
after it reported a 74% drop in first-
quarter net profit as the slump in the
global auto markets took its toll.

“Revenue in 2009 will be lower
than in the previous year because of
the decline in volume sales. Rising re-
financing costs and a worsening of
the country mix will serve as an addi-
tional drag on earnings,” said Eu-
rope’s largest auto maker by sales.

First-quarter net profit was €243
million ($314.4 million), compared
with €929 million a year earlier. Reve-
nue fell 11% to €24 billion from €27.01
billion as vehicle sales declined 16%
to 1.35 million cars and trucks.

Executives previously indicated
Volkswagen might post a loss for
the first quarter, but the sale of its
Brazilian truck operations added
€600 million to operating profit,
keeping it in the black.

Operating profit declined 76% to
€312 million.

Analysts described VW’s drop in
revenue and profit as moderate con-
sidering the extremely weak market
conditions.

Volkswagen so far has steered
through the industry downturn bet-
ter thanrivals as the Wolfsburg, Ger-
many, auto maker benefits from its
geographical scope and production
of a wide range of vehicle sizes. The
company is benefiting from scrap-
ping initiatives in several countries
in Europe, and it is exposed to Brazil

Associated Press
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A Volkswagen Golf in a storage and loading tower in Wolfsburg, Germany

and China, two growth markets. It
has little exposure to the U.S.

Investors expect further guid-
ance on Volkswagen’s strategy at
the company’s annual general meet-
ing Thursday, along with an update
on the future role of Porsche Auto-
mobil Holding SE after the Stut-
tgart, Germany, sports-car maker
raised its stake in VW to 51% in Janu-
ary. Detailed first-quarter earnings
are expected April 29.

Separately, French car maker
PSA Peugeot-Citroén SA’s first-
quarter revenue declined 25% to
€10.97 billion as the deepening eco-
nomic recession hammered sales
world-wide, leading the company to
reiterate that it expects a loss and

negative cash flow for the full year.
The company said that “while
the various European incentive pro-
grams have had a beneficial impact
on sales, notably in France and in
Germany, the overall outlook re-
mains volatile with limited visibility
at this stage in the year.”
Particularly difficult to gauge
was whether government incen-
tives to spur consumers to buy new
cars will be extended beyond this
year, Chief Financial Officer Isabel
Marey-Semper said, adding that
there was some market visibility for
the second and third quarters, but
not for the fourth.
—A.H. Mooradian in Paris
contributed to this article.
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set manager, reported disappointing
earnings, along with others including
Huntington Bancshares Inc. On Mon-
day, a Wall Street Journal analysis
showed deeper-than-thought de-
clines in overall bank lending.

“It remains our expectation that
no significant turnaround will occur
this year,” said Stephen D. Steinour,
Huntington’s president.

Many economists agree it’s too
early to call a bottom. The U.S. econ-
omy posted a 6.2% annualized drop in
the fourth quarter, the most in nearly
three decades; it likely weakened al-
most as much in the first quarter.

Forecasters in the latest Wall
Street Journal survey don’t expect
the current recession, which began in
December 2007, to end for at least an-
other six months, making it by far the
longest downturn since World War II.
Companies have shed more than five
million jobs through March. The un-
employment rate, currently 8.5%, is
widely expected to hit double-digits
by next year.

Still, the latest spate of earnings re-
portsis starting to reveal glimmers of
stabilizationin the U.S. economy, par-
ticularly retail sales, consumer spend-
ing, and housing. Even the devastated
auto industry is showing some signs

“| don't see how anybody
can say that we've hit
the bottom.”

"l
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“...first quarter will
prove to be bottom”
for industry

Reports Thursday

Source: WSJ Market Data Group

of stability, said Michael J. Jackson,
CEO of Ft. Lauderdale, Fla.-based Au-
toNation Inc., the country’s largest
chain of auto dealers.

“We believe the industry has defi-
nitely stopped going down,” Mr. Jack-
son said. “There is a stabilization in
new-vehicle sales taking place.” Mr.
Jackson said the first quarter will
prove to be the bottom, with a “very
gradual recovering” over the course
of the year. AutoNation reports earn-
ings Thursday.

Analysts credit the U.S. govern-
ment’s response to the crisis, includ-
ing the $787 billion stimulus package
and aggressive moves by the Fed,
with helping to create conditions for
an eventual recovery. Similar mas-
sive government spending in China is
also widely cited as helping that coun-
try navigate the downturn.

Michael Darda, chief economist at
Greenwich, Conn.-based MKM Part-
ners, says the early indicators are “es-
sentially pointing to a reversal in the
economy sometime later this year.”

—Don Clark, Neal Boudette,
E.S. Browning, Paul Glader,
Robert Guy Matthews,

and Maya Jackson Randall
contributed to this article.

Bayer hid details of plant blast

BY JARED A. FAVOLE

WASHINGTON—Bayer Crop-
Science LP on Tuesday told a con-
gressional investigative committee
that concerns over bad publicity
drove its attempts to limit disclo-
sure of details of a deadly explosion
in a West Virginia plant last year.

In a Tuesday hearing on the inci-
dent, the House Energy and Com-
merce Committee said its investiga-
tion showed that the plant’s video
equipment had been disconnected,
and critical video footage of the ex-
plosion was missing. It also said the
plant’s air-safety monitors weren’t
working at the time of the blast.

An August explosion at one of Bay-
er’s chemical buildings in Institute,
W.Va., sent fireballs hundreds of feet
into the air, killing two employees
and injuring a handful of emergency
responders. The blast involved the
chemical methyl isocyanate, which
is used to produce pesticides. In
1984, a leak of the same chemical
from a former Union Carbide plant in
Bhopal, India, killed 4,000 people.

Bayer CropScience, a unit of
Bayer AG of Germany, said the air
monitors weren’t working because

they were undergoing maintenance.
It acknowledged that some video
cameras had been disconnected, say-
ing an “unidentified” subcontractor
had disconnected the cameras
though it was unclear when.

Testifying at Tuesday’s hearing,
Bayer CropScience President and
Chief Executive Bill Buckner said
the company’s initial response “cre-
ated confusion and concern” but
was well-intentioned. He said Bayer
had sought to keep details of the inci-
dent confidential in part because of
“a desire to limit negative public-
ity,” and that the company didn’t
want the chemical to become part of
the public debate as it is a “primary
and integral building block” for Bay-
er’s pesticides.

The company denied allegations
made in the committee’s investiga-
tionreport that it had destroyed evi-
dence related to the blast. The re-
port alleged that Bayer had de-
stroyed parts of a blast mat, or
shield, that covered a tank holding
large amounts of methyl isocyanate.
Bayer spokesman Bryan Iams said
the company has replaced the dam-
aged shield, but that the original
cover remains on site.
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It's rough out there. Economic realities are
daunting. And yet, as with every competitive
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LVMH sales rise shghtly

Louis Vuitton gain
offsets revenue drop
for jewelry, spirits

By MAX COLCHESTER

PARIS—Revenue at LVMH Moet
Hennessy Louis Vuitton SA edged
up in the first quarter as strong
sales of Louis Vuitton offset de-
clines at other brands of the
world’s biggest luxury-goods com-
pany.

The results underscore how es-
tablished fashion brands—with
their presence in emerging mar-
kets and huge advertising budgets—
are weathering the the luxury-
goods industry’s worst downturn
in years better than smaller com-
petitors.

Sales at the fashion unit, which
includes Louis Vuitton as well as
the much smaller Fendi and Kenzo
brands, rose 11% to €1.59 billion
($2.06 billion), driving LVMH’s to-
talrevenue for the quarter to €4 bil-
lion, a 0.4% year-to-year rise.

The fashion gains offset sales de-
clines for expensive jewels, wines
and spirits. Sales at LVMH’s
watches and jewelry business,
which includes the Hublot and Tag
Heuer watch labels, fell 27% to €154
million, the company said. The
champagne, spirits and wine divi-
sion, which includes Dom Pérignon
Champagne and Hennessy Cognac,
also suffered, with sales falling
16%, to €540 million.

Associated Press

First-quarter sales at LVMH?’s fashion unit rose 11%, offsetting declines in the
company’s other businesses. Above, customers enter a store in Paris last month.

“Megabrands are producing re-
sults ahead of the market average,”
said Luca Solca, a luxury analyst at
Sanford C. Bernstein.

LVMH said Louis Vuitton, which
is famous for its LV monogrammed
and limited-edition handbags, per-
formed well across all regions. The
brand posted double-digit sales
gains in Asia, excluding Japan, dur-
ing the first quarter, the company
said. LVMH didn’t break out profit
for the quarter and didn’t provide
an outlook for the coming year.

“This is a very tough economic
environment,” said Jean-Jacques

Guiony, LVMH’s chief financial of-
ficer.

Much of the luxury-goods indus-
try has coalesced around big, multi-
label players such as LVMH and
Gucci Group, part of PPR SA of
France, and Cie. Financiére Riche-
mont AG of Switzerland.

These three companies own an
array of luxury labels, and make
make most of their sales and prof-
its from a few star brands. PPR said
Tuesday that its key Gucci brand
had outperformed other labels in
its fashion portfolio during the
first quarter of the year.

BP venture

By Guy CHAZAN

BP PLC’s Russian venture has
launched a bid for a stake in Russian-
based oil firm Sibir Energy PLC.

The move shows how the global
economic crisis is triggering consoli-
dation in the oil-and-gas sector, as
large energy companies move in on
smaller rivals. One of Sibir’s key share-
holders, Chalva Tchigirinski, was af-
fected by financial woes late last year.

The businessman faced margin
calls on loans secured against his
stake in Sibir last year when tum-
bling oil prices and the global credit
crunch triggered a collapse in the
Russian stock market.

In October, Sibir said it had
agreed to buy some of the cash-
strapped tycoon’s real-estate assets
to protect his stake in the company
and advanced him $115 million. In
February, trading in Sibir’s shares
was suspended after it emerged the
true sum was almost three times
higher. Earlier this month, the Sibir
board fired Henry Cameron, Sibir’s

bids for stake in Sibir

chief executive, and started legal pro-
ceedings against him and Mr. Tchigir-
inski torecover as much as $400 mil-
lionit claims is owed to the business.

TNK-BP’s bid also shows how the
venture has recovered since the set-
tlement of a dispute between BP and
a group of Soviet-born billionaires,
which roiled the company last year.
Among other accusations, the Rus-
sian partners claimed BP was holding
TNK-BP back from making acquisi-
tions and expanding internationally.

Agreement on the Sibir bid was
reached last week at a meeting in
Moscow between BP Chief Executive
Tony Hayward and the Russian share-
holders. “We’re fully behind TNK-BP
on this,” a BP spokesman said. “It
shows how our interests are now
aligned with the Russian partners.”

A person familiar with the matter
said that once TNK-BP gained the sup-
port of minority investors, it would
seek to acquire stakes owned by the
key shareholders. Yet that might
prove difficult: Mr. Tchigirinski’s stake
is currently held by state-controlled

Sherbank as collateral on loans to the
businessman that remain unpaid.

Credit Suisse International said
in a statement that it is offering to
purchase shares in Sibir on behalf of
TNK-BP. The offer would value the
company at $2.3 billion. TNK-BP de-
clined to comment, referring all ques-
tions to Credit Suisse. Mr. Tchigirin-
ski couldn’t be reached to comment.

In a statement, Sibir said no ap-
proach had been made by TNK-BP or
its advisers. It also said it had re-
ceived an informal approach from an-
other party. Discussions are at a “very
preliminary stage,” and there could
be no guarantee that an offer for Sibir
would be forthcoming. A person famil-
iar with the matter named the other
party as state-owned OAO Rosneft,
Russia’s largest oil producer.

Sibir has a large oil field in Sibe-
ria, which it operates in a joint ven-
ture with Royal Dutch Shell PLC; a
stake in a Moscow refinery; and a
network of retail gasoline stations
inthe Moscow area. Its total produc-
tion is about 80,000 barrels a day.

GE chief says firm will ‘weather’ cycle

BY PAUL GLADER

ORLANDO, Fla.—General Elec-
tric Co. Chief Executive Jeffrey Im-
melt said the company is preparing
for a once-in-a-generation "reset”
as it tries to weather what he called
the worst recession in 80 years.

Speaking at GE’s annual meeting
Wednesday, Mr. Immelt tried to ap-
pease investors disheartened by the
company’s recent performance. The
meeting came after a rough year for

GE, largely because of growing
losses inside its finance unit, which
had been providing roughly half of
the Fairfield, Conn., firm’s profits.
Last week the company posted a
35% drop in earnings for the first
quarter, hurt by 58% profit decline
in its GE Capital unit.

Many of the shareholders were
upset about GE’s plan to cut its divi-
dend by 68% for the second half of
the year, to 10 cents per quarter. The
dividend cut, announced earlier this

year, is the company’s first since the
Great Depression. It "was the tough-
est decision we have ever wrestled
with,” said Chief Financial Officer
Keith Sherin.

Mr. Immelt said the finance arm
will shrink to concentrate on more
profitable sectors that are better
connected to other GE businesses.
He said the financial services indus-
try would be changed dramatically
by the crisis, emerging with fewer
competitors and more regulation.

H&M pushes ahead

with store expansion

By ME1 FonG

BEIJING—Hennes & Mauritz
AB, the world’s third-largest fash-
ion chain by revenue, says it is on
track to open 225 new stores this
year, despite the global slowdown.

H&M has acquired several stores
from bankrupt competitors, but
spokesman Nils Vinge said, “We cer-
tainly have the resources and capac-
ity to have 225 net openings, open-
ing more [stores] than we are clos-
ing.”

He was speaking on the eve of the
opening of H&M’s first Beijing store,
which will be the 15th outlet in
China. The Swedish company has
added to its outlets at a pace of be-
tween 10% and 15% a year. Last year,
the company opened 234 stores
while closing 18.

Like others in the industry, the
chain—which specializes in “cheap
chic” inexpensive fashions—has
been hit by the global economic cri-
sis, reporting a 12% drop in fiscal
first-quarter net profit, to 2.58 bil-
lion Swedish kronor ($319.3 million),
from the same period a year earlier.

The retailer has been working to
expand its global footprint to offset
weakening sales in Europe and the
U.S. Aside from plans to open five or
six new outlets in China this year,
the company will also open H&M out-

lets in key markets such as the Mid-
dle East and Japan. In 2010, the com-
pany will open its first store in
South Korea. As of February, it had
over 1,748 outlets.

H&M’s first Beijing location will
open Thursday to coincide with the
launch of its latest designer collabo-
ration with designer Matthew Will-
iamson. Like other mass-market re-
tailers, H&M has run small apparel
lines in collaboration with famous
designers, such as Karl Lagerfeld
and Commes des Garcons.

China sales, while growing, make
up about 840 million Swedish kro-
nor, or less than 1% of total group
sales. The country is more impor-
tant to H&M as a sourcing area, with
Chinese factories supplying a third
of the company’s inventory.

The company will be the first ma-
jor foreign retailer opening a store
in Beijing’s newly renovated Qian-
men strip south of Tiananmen
Square, an area dominated by local
and state-owned enterprises. Con-
servationists had protested the
opening of the strip, a set of period-
stylelooking buildings, which neces-
sitated the destruction of some of
the city’s ancient hutong alleyways.

U.S.-based Gap Inc. and Spain’s
Inditex SA, which owns the Zara
chain, are the world’s two largest ap-
parel retailers by revenue.
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H&M will be the first major foreign retailer opening a store in Beijing’s newly
renovated Qianmen strip south of Tiananmen Square.

Altria’s net plunges 77%
although revenue increases

By TESS STYNES
AND ANJALI CORDEIRO

Altria Group Inc.’s first-quarter
net income fell 77% because of the
year-earlier spinoff of its interna-
tional operations as cigarette vol-
ume declined 14%. Sales, however,
were higher.

The cigarette maker, which reit-
erated its 2009 profit view, said
U.S. market share for its Marlboro
brand rose 0.5 percentage point to
42.4%, while its total market share
fell 0.3 percentage point to 50.9%.

Credit Suisse said the share gain
for Marlboro was a positive factor,
although overall volume declines
appeared to be worse than inves-
tors may have been expecting.

Cigarette makers have raised
prices to offset a recent excise-tax
increase and expanded their smoke-
less tobacco offerings as Ameri-
cans continue to puffless. Fitch Rat-
ings recently said the declines
could accelerate, with price in-
creases cutting U.S. volume as

much as 7%, putting total volume
declines this year as high as the low-
double digits on a percentage basis.

The maker of Marlboro ciga-
rettes and other tobacco products re-
ported net income of $589 million,
or 28 cents a share, down 77% from
of $2.52 billion, or $1.16 a share, a
year earlier. Excluding restructuring
and acquisition costs, earnings from
continuing operations rose to 39
cents a share from 37 cents.

Revenue rose 2.6% to $4.52 bil-
lion, mainly because of its acquisi-
tion of smokeless-tobacco maker
UST Inc. Revenue excluding excise
taxes increased 5.8%.

Gross margin rose to 45.1% from
38.9% on lower costs.

Altria’s U.S. cigarette business
was hurt by lower volume as reve-
nue excluding excise taxes fell 6.6%.

At its smokeless-tobacco unit,
volume fell 5.3%, and the segment
posted an operating loss amid $128
million in acquisition-related
charges and discounts to promote
UST brands.
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AT&T profit falls 9%

despite wireless gains

Apple’s iPhone lures
new subscribers
to wireless service

BY ROGER CHENG

AT&T Inc.’s first-quarter net in-
come fell 9%, but continued demand
for Apple Inc.’s iPhone helped to
drive growth in the company’s wire-
less business.

Wireless competition in the U.S.
is heating up with prepaid service
providers attracting customers look-
ing to cut costs and avoid contracts.
AT&T appeared to weather the com-
petitive and economic storm in the
first quarter, adding 1.2 million net
new wireless subscribers—three
quarters of whom signed a long-
term contract.

The iPhone was the biggest fac-
tor. Dallas-based AT&T activated 1.6
million new iPhone accounts during
the quarter. The company had
added 4.3 million iPhone subscrib-
ers in the second half of 2008.

“In Apple we trust,” said Roger
Entner, who runs the communica-
tions practice at Nielsen Co. Given
the number of new customers ver-
sus iPhone activations, it appears
virtually every new subscriber
added the smart phone, Mr. Entner
said.

AT&T posted net income of $3.2
billion, or 53 cents a share, compared
with $3.52 billion, or 57 cents a share,
a year earlier. The latest results in-
cluded five cents a share in pension
and retiree benefit expenses.

Revenue fell 0.6% to $30.57 bil-
lion, disappointing investors look-
ing for slight growth.

The wireless business reported a
13% increase in profit and nearly 9%
gain in revenue. The rate of cus-
tomer cancellations held stable at
1.2% despite increasing pressure for
customers to cut costs.

While the iPhone has been avalu-
able tool for adding customers, it’s
also been a costly one. AT&T pays a
subsidy to Apple for every iPhone it
activates. Mr. Entner estimates the
subsidy totaled $400 million for the
latest period.

“We said that our upfront invest-
ment in iPhone customers would de-
press margins in the short-term,”
AT&T Chief Financial Officer Rick
Lindner told analysts on a call. “But
given the attractive customer pro-
file, it would support margins in the
quarters and years ahead, and that’s
what you see in our first quarter re-
sults.”

The iPhone effect is dissipating
as AT&T worked through the initial
increase of subsidy payments and re-
alized the benefits of customers
with a higher monthly cellphone
bill. Analysts said that the increased
data revenue helped AT&T bank
more profit.

“As those iPhone customers get
on the network and generate reve-
nue, that should provide further lift
to margins in the balance of the
year,” said William Power, an ana-
lyst at Robert W. Baird & Co.

AT&T wasn’t completely im-
mune to the competition. Ahead of
the company’s earnings, several ana-
lysts lowered their expectations for
new prepaid customers as aresult of
more aggressive rival offers.

The wireline business, mean-
while, continues to falter, hit particu-
larly hard by the economy as custom-
ers drop their home-phoneline in fa-
vor of a cheaper cable-phone service
or wireless. Revenue slipped 5.4%,
but operating income fell 27.4%.

Offsetting those declines, how-
ever, were additions to its high-
speed Internet and television busi-
nesses. AT&T added 359,000 wired
Internet connections in the period,
an increase from the fourth quarter.
Its U-Verse TV service added
284,000 customers—a slight in-
crease from the December period.

McDonald’s profit rises 4%
as currencies crimp revenue

BY PAUL Z10BRO

McDonald’s Corp. said it is win-
ning new customers with its focus
on classic products such as Quarter
Pounders and Chicken McNuggets,
helping the chain drive first-quarter
same-store sales growth and nar-
rowly top analyst expectations de-
spite a big hit from unfavorable for-
eign-exchange rates.

McDonald’s on Wednesday re-
ported that profit for its latest quar-
ter rose 4% as same-store sales rose
4.3% across the globe, including in-
creases 0f 4.7%inthe U.S., 3.2% in Eu-
rope and 5.5% in the Asia/Pacific,
Middle East and Africaregion. Over-
all revenue slipped to $5.08 billion
from $5.61 billion, reflecting cur-
rency impacts and the sale of com-
pany-owned restaurants.

There are signs that fast-food
chains are fighting over a smaller
pie. Morgan Stanley earlier this
week suggested that the fast-food in-
dustry is becoming a “zero-sum in-
dustry” as companies battle for the
same pool of customers.

In an earnings call with analysts,
McDonald’s Chief Executive Jim
Skinner said the company would

hold firm to its pricing strategy,
even if competitors use declining
food prices to offer better deals at
their stores. “I don’t see us dictating
any change in strategy around that,”
Mr. Skinner said.

The company is continuing its
push into specialty coffees, where it
has added the McCafe brand to
about 10,000 stores and is on track
to complete its U.S. rollout in the
next two months. Sales of its bever-
ages could pick up steam once a na-
tional ad campaign launches in the
coming weeks.

McDonald’s reported that it
earned $979.5 million, or 87 cents a
share, in the first quarter, up from
$946.1 million, or 81 cents a share,
in the year-earlier period. The lat-
est results included a 4-cent-a-
share gain from the sale of a minor-
ity interest in Redbox Automated
Retail, putting the results a penny
ahead of consensus estimates of 82
cents a share.

Currency translation hit quar-
terly earnings by 8 cents a share.
McDonald’s added that if ex-
change rates stay roughly where
they are, the annual impact will be
32 cents a share.

Aerospace gains
help Northrop net
increase by 47%

BY MIKE BARRIS

Northrop Grumman Corp. posted
a 47% jump in first-quarter net in-
come as its aerospace division regis-
tered earnings and sales gains de-
spite an industrywide slump.

The company also raised its
2009 earnings forecast by 15 cents
to $4.65 to $4.90 a share.

Northrop Grumman, which contin-
ues to battle Boeing Co. for a $35 bil-
lion U.S. Air Force fuel-tanker pact,
posted net income of $389 million, or
$1.17 a share, compared with $264 mil-
lion, or 76 cents a share, a year earlier.
The company booked a 61-cent charge
inthe year-earlier quarter. Revenuein-
creased 7.7% to $8.32 billion. Analysts
expected earnings of $1.08 a share on
revenue of $7.98 billion.

“We’re pleased with our first-quar-
ter financial results, and we’re confi-
dent that our products and capabilities
continue to be extremely well-aligned
with current and emerging national-se-
curity priorities,” said Chairman and
Chief Executive Ronald D. Sugar.

U.S. defense contractors are expe-
riencing slumps at their aviation
businesses as customers delay or can-
cel orders. Analysts have said the in-
dustry may be hurt as the administra-
tion of U.S. President Barack Obama
realigns priorities. Revenue rose at
all of Northrop’s business segments,
with its aerospace business seeing a
4%rise in sales, mainly on higher vol-
ume for unmanned-aircraft pro-
grams, and a 2% profit increase.

Boeing cuts forecast

By Doug CAMERON
AND ANN KEETON

Boeing Co. cut its full-year earn-
ings forecast as it reported a 50%
drop in first-quarter profit,
weighed down by charges and lower
aircraft prices.

The Chicago-based company and
rival Airbus are working through
record order books, but weak airline
traffic and tight financing for cus-
tomers have unleashed awave of de-
ferred orders.

Boeing booked 60 aircraft defer-
rals in the first quarter and is work-
ing on more than 60 additional de-
ferrals, Chairman and Chief Execu-
tive Jim McNerney said Wednesday
in a conference call.

Boeing lowered its earnings fore-
cast for the year to $4.70 to $5 a
share from $5.05 to $5.35 a share.
The forecast includes a charge of 14
cents a share for lower prices on air-
craft deliveries. The company
booked a five-cent charge for the
same reason in the first quarter.

The company on Wednesday re-
ported first-quarter net income of
$610 million, or 86 cents a share,
down from $1.21 billion, or $1.62 a
share, a year earlier.

Revenue rose 3.2% to $16.5 bil-
lion.

Operating profit for commercial
aircraft fell 58% to $417 million. De-
fense-business operating profit fell
18% to $709 million.

Boeing earlier announced produc-
tion cuts for its most-profitable wide-
body aircraft. The falling global air-
freight market, expected by the in-
dustry to drop 20% this year, has led

Profit falls

Boeing’s net income/loss,
in millions
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Boeing to cut production on its 777.

But Boeing said its policy of over-
booking for the narrow-body 737
means current production levels are
appropriate.

The company doesn’t expect it
will need to cut production on the
747-8, its supersize freighter.

“Adjusting production rates is
part of this business. We’ll have to
keep reading and reacting,” Mr. Mc-
Nerney said. Deferrals are more
likely than cancellations, he said.
“We have seen very few signs that
customers are running away.” If the
economy picks up, Boeing could con-
sider increasing some production a
year from now, he said.

Boeing said it remains on track
for the first flight of its delayed 787
model to take placelater in this quar-
ter. Boeing’s total order backlog at
the end of the first quarter was $339
billion, down 4% from a year earlier.
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GLOBAL BUSINESS BRIEFS

Electrolux loss widens
amid drop in demand

Shares rise as CEO
notes U.S. market
may be stabilizing

BY GUSTAV SANDSTROM

STOCKHOLM—Electrolux AB on
Wednesday reported a wider first-
quarter net loss as demand for appli-
ances such as refrigerators and
washing machines continued to fall,
but saw its shares rally after it said it
is seeing early signs of a turnaround
in the key North American market.

The company said it expects
overall demand for its appliances
to be down again in 2009, but Chief
Executive Hans Straberg said statis-
tics indicate that the U.S. market is
stabilizing. “You can say that the
downturn is decelerating, but we
haven’t seen the bottom yet,” he
said in an interview.

The cautiously optimistic com-
ments echo similar sentimentsinre-
cent weeks from companies such as
Nokia Corp., Intel Corp. and Tesco
PLC, which have said that while the
downturn will continue, there are
some signs the worst may be over.

Electrolux shares were up 16%,

outperforming a 2.2% rise in the
broader Stockholm market.

Appliance makers world-wide
have been badly hit by the economic
downturn, which has hurt consumer
demand just as raw-material costs
have been rising. The world’s larg-
est appliance company, Whirlpool
Corp., which reports first-quarter
earnings April 27, predicted in Febru-
ary that North American appliance
sales will fall to their lowest level in
a decade this year.

Appliance makers have re-
sponded to the downturn by cutting
jobs and production, launching new
products and raising prices.

Stockholm-based Electrolux,
which sells refrigerators, dishwash-
ers and vacuum cleaners, reported a
net loss of 346 million Swedish kro-
nor ($40.4 million) for the three
months ended March 31, compared
with a year-earlier loss of 106 mil-
lion kronor. The loss wasn’t as wide
as analysts had expected, helping
boost the company’s share price.

Electrolux booked restructuring
charges of 424 million kronor as it
continued to trim capacity in Europe.

First-quarter sales increased 7%
to 25.8 billion kronor, as a stronger
dollar boosted reported revenue
from the U.S.

Iberdrola net declines 34%
as electricity demand falls

BY BERND RADOWITZ

MADRID—Spanish electricity
company Iberdrola SA said Wednes-
day that fewer gains, along with fall-
ing domestic electricity demand
and prices, led to a 34% decline in its
first-quarter net profit.

Iberdrola said net profit fell to
€793 million ($1.03 billion) in the
three months ended March 31
from €1.2 billion in the year-ear-
lier period, during which it booked
gains of €535.9 million from asset
sales, mainly from the disposal of
its 3.8% stake in Portuguese oil
company Galp Energia. For the
first quarter of this year, however,
it posted just €26.6 million in
gains from asset sales. Without
the effect of the difference in
gains, profit would have fallen
2.7%, the company said.

Iberdrola’s net revenue in the
first quarter rose to €7.64 billion
from €6.3 billion a year earlier.

The company maintained its fore-
cast for investments of €4.2 billion
this year and said it will take advan-
tage of new opportunities linked to

renewable energy development in-
centives in the U.S. and Europe.

Iberdrola also plans to sell assets
valued at more than €2.5 billion this
year, Chairman Ignacio Galan said in
a conference call. Real-estate assets
and some gas operations are among
those marked for sale, Mr. Galan
said, without elaborating.

The disposals will be mainly
used to reduce the company’s net
debt, which reached €31.18 billion at
the end of the first quarter.

Banco Espaiiol de Crédito ana-
lyst Antonio Cruz said the compa-
ny’s first-quarter results came in
above expectations, although they
reflect a difficult operating environ-
ment at the start of this year.

Mr. Galan said the company ex-
pects 2009 profit to be similar to
2008 levels, once the effect of gains
is excluded. “The situation can only
get better,” Mr. Galan said, adding
that margins will improve as they
start to reflect lower prices for raw
materials, such as natural gas. Elec-
tricity demand is also expected tore-
cover gradually throughout the
year, Mr. Galan noted.

Nestlé sales slip despite price hikes

BY MARTIN GELNAR

ZURICH—Switzerland’s Nestlé
SA on Wednesday posted a 2.1%
drop in first-quarter sales as price
increases failed to offset stagnating
volumes and the effect of a strong
Swiss franc.

Revenue at the world’s largest
food and beverages company by
sales and market capitalization fell
to 25.17 billion Swiss francs ($21.54
billion) from 25.72 billion francs a
year earlier.

Sales fell in five of Nestlé’s eight
product categories, and the com-

pany said the franc’s strengthening
against most currencies dented the
top line by 5%. Price increases of
more than 3% offset some of the neg-
ative currency effect.

The maker of Nescafé coffee and
Kit Kat chocolate bars said organic
growth, an industry measure com-
prising volume growth and price in-
creases, was 3.8%.

Sales declined in Europe and
Asia, Oceania and Africa while reve-
nue in the Americas region rose,
boosted by the dollar’s rise against
the Swiss franc—the only major cur-
rency to have shown such a tendency.

Coke holders
reject proposal
on pay packages

BY VALERIE BAUERLEIN

DULUTH, GA. — Coca-Cola Co.
shareholdersrejected proposals call-
ing for limits on executive compensa-
tion, an independent board chair-
man and the establishment of a
board committee on human rights.

The company’s annual meeting
here continued its recent tradition
asagathering place for corporate ac-
tivists, who this year raised con-
cerns about water use in India and
pressed Coke to label its Dasani bot-
tled water as originating from mu-
nicipal sources, among other issues.

This year’s meeting was held
near the company’s Atlanta head-
quarters for the first time in 17 years
and attracted 550 people, signifi-
cantly more than some recent an-
nual meetings in Wilmington, Del.,
where Coke is incorporated.

The tone of the meeting was of-
ten upbeat, as CEO Muhtar Kent
lauded the soft-drink giant’s contin-
ued growth amidst a global eco-
nomic storm. Mr. Kent officially as-
sumes the role of chairman on Thurs-
day, and thanked outgoing Chair-
man E. Neville Isdell for his “vision,
skills and talent” in rebuilding the
company’s operations and optimis-
tic outlook after taking over in 2004.

Inresponse to audience questions
about whether Coke would buy its
biggest independent bottler, after ri-
val PepsiCo Inc. launched a bid for its
two biggest bottlers, Mr. Kent reiter-
ated his support for the Coke system.
Mr. Kent said Coke’s relationship
withits biggest bottler, Coca-Cola En-
terprises Inc., is working well, espe-
cially in the wake of recent improve-
ments to supply-chain management
and the model for selling concentrate
and syrup. Quarterly results also
showed the merits of Coke’s system,
he said, particularly as Coke’s North
American volume fared better than
itsrival. “You can see how we are out-
performing our competition in the
marketplace,” he said.

Mr. Kent said he is “bullish” on
Coke’s prospects for global sales
growth, particularly as more people
move to urban areas and join the mid-
dle class.

The two-hour gathering became
rowdy at times, as activists occasion-
ally yelled over Mr. Isdell’s reading
of shareholder proposals.

Caspar Hoffman, a 24-year-old
student at City University of New
York, was escorted from the meet-
ing after he shouted protests and
would not be seated. Mr. Hoffman, a
volunteer with an organization
called Campaign to Stop Killer Coke,
said he was attempting to draw at-
tention to allegations that several
years ago bottlers in Colombia com-
mitted or condoned violence
against union officials and employ-
ees.

Mr. Isdell said an independent
investigation found no evidence of
such violations in Colombia. He
also said the company considers
the correct handling of human
rights, child labor and water sus-
tainability issues as critical to its
ongoing mission.

Outside, protestors were rele-
gated to a “free speech” zone more
than 100 yards from the meeting
site.

Shareholders rejected four pro-
posals in this year’s proxy. A com-
pensation proposal gained traction,
though: The company said 64% of
shares voted were cast against an ad-
visory resolution to allow sharehold-
ers annual ratification of executive
compensation packages.

O0AO Mechel
Russian miner agrees to buy

Bluestone Coal of the U.S.

Russian miner OAO Mechel said
Wednesday that it agreed to buy
U.S. coal producer Bluestone Coal
Corp. in a $436 million deal that
would give it a foothold in North
America. “The addition of Blue-
stone’s production assets and
large, high-quality coking coal re-
serves and resources establishes
Mechel as one of the largest pro-
ducers of coking coal in the world
and provides us with additional
scale that will drive added efficien-
cies through our business,” said
Mechel’s chief executive officer,
Igor Zyuzin. Mechel, whose stock
is listed in New York, said it would
acquire the West Virginia-based
coking coal producer for cash and
preferred shares, also assuming
$132 million in debt in the process.

Carrefour SA

French retailer Carrefour SA
said it is launching a low-cost range
of products to attract cash-con-
scious consumers hurt by the reces-
sion and to win market share on its
home turf. “Carrefour wants to im-
prove its image on price,” said Gilles
Petit, head of the French division.
The Carrefour Discount range is de-
signed to compete with deep-dis-
count stores, he added. Carrefour is
the world’s second-largest retailer
by sales after Wal-Mart Stores Inc.
Carrefour is responding to “all the
people today who are keeping a
close eye on their budget,” Mr. Petit
said. Chief Executive Lars Olofsson
has said his priority is to improve
performance in France, which ac-
counts for about 40% of Carrefour’s
sales. The retailer operates more
than 5,500 stores in France.

Volvo AB

Sweden’s Volvo AB said it is lay-
ing off 1,543 more workers in Swe-
den due to weak demand for its
trucks, construction equipment
and engines. Since September, the
company has dismissed about
16,300 workers, about half of those
in Sweden. It had 101,381 workers at
the start of 2009. Volvo’s truck divi-
sion, the world’s largest truck
maker by sales after Daimler AG, is
giving notice to 655 employees. The
construction-equipment unit is lay-
ing off 125 workers and 100 consult-
ants. Volvo Penta, which makes
boat engines, is dismissing 108 em-
ployees. The powertrain division,
which coordinates Volvo’s engine-
related operations, is laying off 655
workers. A Volvo spokesman said
negotiations had already started
with union representatives.

Elan Corp.

Dublin-based biopharmaceutical
company Elan Corp. reported a wid-
ened first-quarter net loss Wednes-
day, as it booked restructuring and
U.S. tax charges, but its operating
loss narrowed and revenue rose on
higher sales of Tysabri, a multiple
sclerosis drug. The drug maker’s net
loss widened to $102.6 million from
an $85.5 million loss a year earlier.
However, revenue rose 14% to
$245.1 million, helped by a 48% in-
crease in sales of Tysabri, as well as
contract manufacturing revenue.
The company gave no update on the
results a strategic review being con-
ducted by Citigroup Global Markets
Inc., but said its best option would
be a partnership with a larger phar-
maceuticals company. In January,
Elan said the review could lead to a
minority investment, a strategic alli-
ance, a merger or a sale.

Tele2 AB

Nordic telecommunications oper-
ator Tele2 AB said the economic
downturn was starting to hurt its op-
erations as it reported a 13% fall in
first-quarter net profit. Net profit fell
to 640 million Swedish kronor ($74.8
million) from 738 million kronor a
year earlier, hit by foreign exchange
losses. Sales rose 6.2% t010.12 billion
kronor. Tele2 said the economic slow-
down is now hitting its operations in
some areas of Russia, Sweden, and in
the Baltics, where gross domestic
product looks set to fall by at least
10% this year. “The economy isn’t
turning around yet, it’s starting to hit
the real economy, the consumers,”
said Chief Executive Harri Koponen.
“Europe will continue this tumbling
through 2009” and consumer confi-
dence isn’t likely to pick up until the
latter part of 2010, he said.

Daimler AG

A German court on Wednesday
threw out a lawsuit from sharehold-
ers seeking damages over what they
claimed was DaimlerChrysler AG’s
failure to make a timely announce-
ment of former Chief Executive Jiir-
gen Schrempp’s plans to quit. The an-
nouncement at the time sent the
company’s shares higher, hurting in-
vestors who had sold in preceding
days. Stuttgart state court judge
Eberhard Stilz said the company,
now known as Daimler AG, doesn’t
have to pay any compensation. The
court was considering sharehold-
ers’ claim for damages over the al-
leged impropriety for a second time.
Judges already rejected the claim in
2007, ruling that the company had
no obligation to announce the depar-
ture before its supervisory board
made a formal decision.

Heineken NV

Dutch brewer Heineken NV on
Wednesday reported a 24% rise in
first-quarter revenue thanks to the
Scottish & Newcastle acquisition
and higher prices, but it reported a
drop in organic revenue as the eco-
nomic downturn hit volumes. Sales
rose to €3.05 billion ($3.95 billion)
from €2.47 billion as the addition of
Scottish & Newcastle boosted vol-
umes by 12%. Yet, excluding the ac-
quisition, revenue fell 1% amid a
6.3% decline in volumes. The com-
pany blamed bad weather and
higher taxes as well as the economic
situation. Volumes fell 9.8% in West-
ern Europe, 12% in Central and East-
ern Europe, and 8.9% in the Ameri-
cas. In Africa and the Middle East,
volume rose 16%. Sales rose 3.4% in
the Asian-Pacific region.

0OAO Gazprom

Gazprom Neft, the oil arm of Rus-
sian state-controlled gas company
0OAO Gazprom, extended Russia’s
push into European refining and
marketing on Wednesday by buying
Italian oil operations from Chevron
Corp. Gazprom Neft will buy a plant
in Bari, southern Italy, that pro-
duces 36,000 metric tons of lubri-
cants a year for cars, trucks and
other industrial uses. It will also ac-
quire fuel-marketing and sales oper-
ations in Rome. Russian oil produc-
ers have been expanding their pres-
ence in Western Europe in recent
years, in a Kremlin-backed move to
extract more value from Russian
crude. Chevron and Gazprom Neft
didn’t reveal the price of the deal.
Gazprom Neft will also get the right
to use the Texaco brand in the Ital-
ian market until 2010.

—Compiled from staff
and wire service reports.
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South Africans turn out to vote

Former ANC devotees voice frustration, say they will back other parties to check its power

BY SARAH CHILDRESS
AND NICOLAS BRULLIARD

JOHANNESBURG—South Afri-
can voters stood in line for hours on
Wednesday to cast their ballots in
the most competitive election since
the first postapartheid vote.

Final results won’t be an-
nounced until Saturday or Sunday, a
spokesman for the electoral commis-
sion said. But preliminary results
will trickle in late Wednesday and
Thursday. Voting went smoothly
Wednesday, with few irregularities
and no major reports of violence or
other disturbances.

A win is virtually guaranteed for
the ruling African National Con-
gress, which has won a majority in ev-
ery election since 1994. But the party
is at risk of losing the two-thirds ma-
jority it holds in parliament. Some
formerly diehard ANC voters, frus-
trated by what they see as slow deliv-
ery of services and corruption in the
ANC, have said they would stay
home, or vote for a rival party.

“The people we vote for are only
satisfying themselves,” said Pule
Mudau, an unemployed 36-year-
old who lives in Alexandra, a poor
township of Johannesburg. Mr.
Mudau, one of many who have been
waiting for a government-subsi-
dized home for a decade, plans to
vote for an opposition party. “I
voted for the ANC twice already,
and there’s no change.”

Associated Press

South Africans lined up for hours to cast their votes in Katlehong township east of Johannesburg on Wednesday.

In upscale Sandton, Ronnie Ku-
nutu, 50 years old, and his son
Thabo, a university student who is
voting for the first time, said they
supported the ANC but would vote
for an opposition party to check the
ANC’s power.

“A two-thirds majority is not a
good thing,” Ronnie Kunutu said. “It
can be abused. We [vote] with the
hope that people will deliver as ex-
pected. Once in power, they get
drunk and forget what people want
from them.”

But the ANC still has a powerful

hold over many black South Afri-
cans who revere the party for its lib-
eration past. The ANC drew 100,000
people to arally over the weekend to
court these voters. Nelson Mandela,
the former party leader, made a sur-
prise appearance.

James Masiela, a 46-year-old
ambulance driver, said he voted for
the ANC for the fourth time since
1994. He said the party earned his
vote the moment it brought an end
to apartheid and has done much to
keep his loyalty since then by pro-
viding housing, schools and basic

services to his community a few
hours north of Johannesburg.

“I'm still satisfied, even right
now,” Mr. Masiela said. “At home
T’'ve got electricity, we’ve got the
houses and then we’ve got the water
there. I think it’s much better.”

Sakhiwo Mgcani got up early to
cast his ballot for the ANC to help
ensure its win. The 25-year-old car-
penter disagrees with the criti-
cism that the ANC hasn’t done
enough to help the people. “It all
takes time,” he said. “They can’t
do things all at once.”

IMF says that global recession is deepening

By ToMm BARKLEY
AND BoB DAvis

WASHINGTON—The global econ-
omy is in the grips of a deepening re-
cession that isn’t likely to turn
around until sometime next year,
the International Monetary Fund
said Wednesday. The IMF, which
had been slow to apply the word to
the current downturn, also released
anew definition of global recession.

Overall, the world economy is
now expected to contract 1.3% this
year—a sharp reduction from the
IMF’s January estimate of 0.5%
growth for 2009—and then register
just 1.9% growth in 2010, well below
the global growth rate before the
economic crisis hit.

“By any measure,” the IMF’s
twice-yearly World Economic Out-
look concluded, “this downturn rep-
resents by far the deepest global re-
cession since the Great Depression.”

Examining the results, U.S. Trea-
sury Secretary Timothy Geithner
said that “only 17 of the 182 econo-
mies followed by the IMF are ex-
pected to grow faster this year than
they did last year. Some 71—includ-
ing 30 of the world’s 34 advanced
economies—are expected to shrink.”

Ahead of a gathering of Group of
Seven finance ministers and central
bankers later this week, as well as
the spring meetings of the IMF and
the World Bank, the IMF urged glo-
bal leaders to keep up the momen-
tum that began at the Group of 20
summit earlier this month.

The fund is anticipating that
G-20 countries will pursue fiscal
stimulus measures totaling about
2% of gross domestic product this
year and 1.5% next year, but said

Economic output | Change from the previous year

I 2008 I 2009 estimate

that may not be enough.

“It is now apparent that the ef-
fort will need to be at least sus-
tained, if not increased, in 2010, and
countries with fiscal room should
stand ready to introduce new stimu-
lus measures as needed to support
the recovery,” the IMF said.

That’s likely to be a subject of de-
bate at the G-7 meeting; European
leaders thus far are resisting U.S.
pressure to pursue additional stimu-
lus measures.

Advanced economies, which are
expected to contract 3.8% this year
and experience no growth in 2010,
should also continue to pursue rate
cuts and unconventional monetary
measures to support demand and
counter deflationary pressures, the
fund said.

The U.S., which remains the “epi-
center” of the crisis, is expected to

2010 estimate

Source: International Monetary Fund

contract 2.8% this year, with no
growth next year. Much of the expec-
tation for a U.S. recovery to begin by
the second half of 2010 hinges on
the success of the government’s
plan to partner with private-sector
investors to remove bad debts from
bank balance sheets, the fund said.
The euro area is forecast to experi-
ence an even deeper recession, de-
clining 4.2% this year and 0.4% in
2010, as the drop in exports increas-
ingly takes a toll on domestic de-
mand. The UK. is expected to con-
tract 4.1%in 2009 and 0.4% next year.
Jorg Decressin, the IMF’s chief of
world economic studies, said that
Germany is better poised than other
major European economies to add
more stimulus measures and should
consider getting a package ready.
“Germany stands out as the one
which has the most room,” he said,

when compared with Spain, Italy
and France.

Japan is expected to suffer the
most among advanced economies
this year, contracting 6.2% on the
back of falling exports. A 0.5% recov-
ery is anticipated for 2010.

Meanwhile, emerging economies
overall are expected to remainin pos-
itive territory, growing at a1.6% pace
in 2009 and 4% next year as a group.
But an increasing number are sliding
into recession, with Eastern Euro-
pean countries faring the worst.

China is expected to post a solid
6.5% growth rate this year and 7.5%
in 2010, but those are still slightly
lower than January’s forecasts of
6.7% and 8%, respectively—and
much lower than China has chalked
up in recent years.

Informally, past IMF chief econo-
mists have called global growth of
lower than either 3% or 2.5%—de-
pending on the chief economist—a
recession. It hadn’t called the cur-
rent downturn a global recession
yet, partly because it didn’t have a
good definition.

Now, IMF economists have a pre-
cise way to measure global reces-
sion: a decline in real per-capita
world GDP, backed up by alook at in-
dicators such as industrial produc-
tion, trade, capital flows, oil con-
sumption and unemployment.

In terms of the new definition,
this is the fourth global recession
since World War II, and the deepest
by a long shot. The earlier reces-
sions werein1975,1982 and 1991. All
were one-year recessions when mea-
sured by purchasing power parity,
which takes into account the differ-
ent cost of goods and services in dif-
ferent countries.

Japan enjoys
rare good news
in trade, output

BY YUkA HAYASHI

TOKYO—Japan is seeing some
easing of the pain in recent economic
data, even while economists remain
cautious about the prospects for any
long-term growth.

Sharp drops in exports and manu-
facturing output are letting up, rais-
ing hopes that the economy could
see signs of an uptick, possibly as
soon as the April-June quarter, re-
cent indicators show. Forecasts,
however, still point to weak con-
sumer demand domestically and
world-wide in the longer term.

A rapid cool-down in global con-
sumer demand for cars and elec-
tronic gadgets since last fall had
pushed down Japan’s exports
sharply, throwing the nation into its
worst recession since World War II.
But the recent improvements, econo-
mists say, suggest manufacturers
have come out of the worst phase of
inventory adjustments.

Japanese manufacturers had been
focused on cutting production and ex-
ports as inventories piled up in re-
sponse to shrinking demand. Thanks
to such efforts, much of the excess in-
ventory has now been eliminated.

“What that means is, over the next
few months, companies will adjust
the levels of production and exports
upward,” says Richard Jerram, a Mac-
quarie Group economist in Tokyo. “So
you are going to see very sharp im-
provements on a short-term basis.”

Still, the numbers the govern-
ment unveiled Wednesday for March
trade were gloomy. The value of ex-
ports tumbled 45.6% from a year ear-
lier. As exports fell faster than im-
ports, Japan posted its first annual
trade deficit in 28 years for the fiscal
year ended in March, a very negative
development for anation that had re-
lied on external trade to fuel growth
since the start of the decade.

But compared with February,
March exports were up 2.2%, mark-
ing the first month-to-month in-
crease in 10 months. And although
shipments bound for the U.S. shrank
51% in March from a year earlier, that
figure was better than the 58% drop
in February. China-bound exports
were down 31.5%, compared with a
39.7% fall in February.

The production index for the man-
ufacturing sector is expected to rise
in March and April, after falling for
five straight months through Febru-
ary, according to data from the Minis-
try of Economy, Trade and Industry.
The shipment-to-inventory ratio for
electronic components and devices,
often seen as an early indicator for
the manufacturing industry as a
whole, has been improving since hit-
ting a bottom in December.

“If this trend continues, thereis a
good chance Japan’s GDP growth
will turn positive for the April-June
quarter,” says Kyohei Morita, a Bar-
clays Capital economist in Tokyo.

He warns, however, that the Janu-
ary-March number, due out May 16,
will be “horrendous” because of the
sharp deterioration in the trade bal-
ance during the quarter. He thinks
real GDP may have shrunk at an annu-
alized pace of as much as 20%, com-
pared with a contraction of 12.1% in
the October-December quarter.

Despite the signs of a rebound in
exports and manufacturing, a
gloomy outlook for Japan’s domes-
tic demand keeps economists cau-
tious about the nation’s growth po-
tential in the longer term.
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Military command
to coordinate defense
of Pentagon networks

BY SIOBHAN GORMAN
AND YOCHI J. DREAZEN

WASHINGTON—The Obama ad-
ministration plans to create a mili-
tary command to coordinate the de-
fense of Pentagon computer net-
works and improve U.S. offensive ca-
pabilities in cyberwarfare, accord-
ing to current and former officials fa-
miliar with the plans.

The initiative will reshape the mil-
itary’s efforts to protect its networks
from attacks by hackers, especially
those from countries such as China
and Russia. The new command will
be unveiled within the next few
weeks, Pentagon officials said.

The move comes amid growing
evidence that sophisticated cyber-
spies are attacking the U.S. electric
grid and key defense programs. The
Wall Street Journal on Tuesday re-
ported that hackers breached the
Pentagon’s biggest weapons pro-
gram, the $300 billion Joint Strike
Fighter, and stole data. Lawmakers
on the House Oversight and Govern-
ment Reform Committee wrote to
the defense secretary Tuesday re-
questing a briefing on the matter.

Lockheed Martin Corp., the
project’s lead contractor, said in a
statement Tuesday that it believed
the article “was incorrect in its rep-
resentation of successful cyber at-
tacks” on the F-35 program. “To our
knowledge, there has never been
any classified information breach,”
the statement said. The Journal arti-
cle didn’t say the stolen information
was classified.

President Barack Obama, when he
was a candidate for the White House,
pledged to elevate cybersecurity as a
national-security issue, equating it in
significance with nuclear and biologi-
cal weapons. A White House team re-

ersecurity push
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U.S. Defense Secretary Robert Gates, pictured last week, plans to announce the
creation of a new military ‘cyber command,” military officials say.

viewing cybersecurity policy has
completed its recommendations, in-
cluding the creation of a top White
House cyberpolicy official. Details of
that and other proposals are still un-
der debate. A final decision from the
president is expected soon.

A draft of the White House re-
view steps gingerly around the ques-
tion of how to improve computer se-
curity in the private sector, espe-
cially key infrastructure such as tele-
communications and the electricity
grid. The document stresses the im-
portance of working with the pri-
vate sector and civil-liberties
groups to craft a solution, but
doesn’t call for a specific govern-
ment role, according to a person fa-
miliar with the draft.

Defense Secretary Robert Gates
plans to announce the creation of a
newmilitary “cyber command” after
the rollout of the White House re-
view, according to military officials
familiar with the plan.

Pentagon officials said the front-
runner to lead the new command is
National Security Agency Director
Keith Alexander, a three-star Army

general. In a rare public appearance
Tuesday at a cybersecurity confer-
ence in San Francisco, Gen. Alex-
ander called for a “team” approach
to cybersecurity that would give the
NSA lead responsibility for protect-
ing military and intelligence net-
works while the Department of
Homeland Security worked to pro-
tect other government networks.
His spokeswoman said he had no ad-
ditional comment.

Former President George W.
Bush’s top intelligence adviser, Mike
McConnell, first proposed the cre-
ation of a unified cyber command
last fall. The military’s cybersecu-
rity efforts are currently divided be-
tween entities like the NSA and the
Defense Information Systems
Agency, which is responsible for en-
suring secure and reliable communi-
cations for the military. The Air
Force also runs a significant cyberse-
curity effort.

Advocates believe the new com-
mand will be able to avoid duplica-
tion and better leverage the techni-
cal expertise of the agencies and the
military services’ cyberwarriors.

How harsh interrogations spread

By JESS BRAVIN

WASHINGTON—Senior Bush ad-
ministration officials made possible
the spread of aggressive interroga-
tion methods from Guantanamo to
Afghanistan and Iraq, according to a
report released by the Senate Armed
Services Committee.

Bush officials “solicited informa-
tion on how to use aggressive tech-
niques” and “redefined the law to
create the appearance of their legal-
ity,” concludes the report, which, ac-
cording to committee chairman Carl
Levin (D., Mich.), was approved with-
out objection from Democrats or Re-
publicans on the panel. The report
says the Bush officials suppressed
or ignored conflicting legal advice
from senior military officers to en-
sure that practices would be avail-
able to interrogators.

The 232-page report, compiled af-
ter years of investigation by commit-
tee staff, was adopted in November,
but it wasn’t until Tuesday that the
Defense Department approved the re-
lease of an unclassified version, Sen.
Levin said. The report adds to the pic-
ture of an administration scrambling
after the terror attacks of Sept. 11,
2001, to construct a “new paradigm”
for dealing with enemy prisoners, in
the words of former White House

Associated Press (2)

Jay Bybee, left, and John Yoo were U.S. Justice Department lawyers who wrote
some key memos justifying the CIA’s use of aggressive interrogation tactics.

Counsel Alberto Gonzales, who later
served as attorney general.

The Justice Department legal
opinionsreleased last week, in which
Justice lawyers authorized harsh in-
terrogation methods, denied the ap-
plication of antitorture laws. By the
end of Mr. Bush’s presidency, the de-
partment conceded that many of its
earlier legal views were in error.

John Yoo, a University of Califor-

nia, Berkeley, professor who was a
key legal mind behind the Justice
opinions under Mr. Bush, on Tuesday
reiterated his view that the legal logic
wasjustified. “We are in a state of war
with the al Qaeda terrorist network,”
Mr. Yoo said Tuesday at a forum in Cal-
ifornia. “If we are at war...is it all that
surprising that this circumstance will
call forth the most vigorous aspect of
presidential power?”

Obama extends invites

to Middle East leaders

By JAY SOLOMON

WASHINGTON—U.S. President
Barack Obama, already pursuing an
ambitious foreign-policy agenda,
launched what aides called a sus-
tained push to forge an Arab-Israeli
peace by inviting Israeli, Egyptian
and Palestinian leaders to the White
House for separate meetings in com-
ing weeks.

The Obama administration’s an-
nouncement Tuesday comes amid ag-
gressive lobbying by Arab govern-
ments calling for the U.S. to pressure
Israel into accepting an independent
Palestinian state as part of a broader
strategy to stabilize the Middle East.

Mr. Obama will likely encounter a
reluctant partner in new Israeli
leader Benjamin Netanyahu,
who has voiced skepticism
about the merits of a sepa-
rate Palestinian homeland.
Any pronounced U.S. effort
to induce concessions from
the Israelis on the Palestin-
ian issue could fuel tensions
between Washington and its
closest Mideast ally, ana-
lysts said.

Mr. Obama said Tuesday
following a meeting with Jor-
dan’s King Abdullah II that
he expected both the Israelis and Pal-
estinians to make “gestures of good
faith” in a bid to revitalize the Middle
East peace process.

Mr. Obama has pledged to directly
engage in efforts to settle the Arab-Is-
raeli conflict. He has criticized
former President George W. Bush for
waiting too long to engage on the is-
sue and has said Washington needs to
take a long-term approach.

Mr. Obama’s involvement could
mark a shift from Mr. Bush’s reluc-
tance to pressure Israel to make con-
cessions to the Palestinians. Mr. Bush
and former Secretary of State Condo-
leezza Rice did push aggressively for
a Palestinian state, but didn’t get di-
rectly involved until the last two
years of Mr. Bush’s term. They also re-
sisted brokering Syrian-Israeli peace
talks, something Mr. Obama has com-
mitted to. Bill Clinton, conversely,
took a much more direct role in facili-
tating peace talks, but was alter-
nately criticized both for not ensur-
ing a crackdown on Palestinian mili-
tancy and for not winning enough
concessions from Jerusalem.

Mr. Obama’s foray into the Middle
East adds to his already expansive for-
eign-policy agenda launched in re-
cent weeks, including efforts to en-
gage longstanding enemies Iran and
Cuba, and pledges for new global ef-
forts on arms control and climate
change, while simultaneously prose-
cuting wars in Iraq and Afghanistan.

In the Mideast, Arab govern-
ments have been calling for a halt to
all Israeli construction in territories
claimed by Palestinians and aloosen-
ing of travel restrictions on Palestin-
ians. Israel, meanwhile, is seeking
greater Arab assistance in choking
off the supply of arms to Palestinian
militants. Jerusalem also wants
Arab governments to pressure Pales-
tinian groups to recognize Israel’s
right to exist.

U.S. and Middle East officials said
Mr. Obama’s meetings with Mr. Netan-
yahu, Egyptian President Hosni
Mubarak and Palestinian Authority
President Mahmoud Abbas are likely
to take place between mid-May and
early June. White House spokesman
Robert Gibbs said Tuesday that he
hoped these meetings could build on
the dialogue Mr. Obama held with

Barak Obama

King Abdullah, whose government is
a central player in the Arab-Israeli
peace process.

Efforts to broker a deal have
been undercut by the split leader-
ship in the Palestinian territories:
Mr. Abbas and his Fatah party con-
trol the West Bank, while Hamas,
with which Mr. Obama has refused
to talk, controls Gaza.

Arab governments have been
stressing to the Obama administra-
tion in recent weeks their belief that
the creation of a Palestinian state is
central to their efforts to combat aris-
ing trend of radicalism in the Middle
East, fed by Iran. Tehran is the princi-
pal arms supplier and financier of mil-
itant Palestinian organization Ha-
mas, as well as the Lebanese militia
Hezbollah, Arab diplomats
say. And Tehran is exploit-
ing Israel’s rising conflict
with Hamas as a tool to un-
dermine the Arab leaders
who have sought to make
peace with Jerusalem.

Many Arab leaders are
also advising Mr. Obama to
directly broker peace talks
between Israel and Syria as
a means to weaken Iran.
Damascus is Tehran’s clos-
est ally in the region, Arab
officials say, but has shown a willing-
ness to weaken this alliance if
progress is made in settling Syria’s
conflict with Israel over the disputed
Golan Heights region.

“Iran is successfully positioning
itself as the champion of the Palestin-
ian issue,” said an Arab diplomat
who has met with senior U.S. offi-
cialsinrecent days. “We either move
towards peace or further lose the re-
gion to extremists.”

Mr. Netanyahu is seen as sharing
the Arab government’s focus on
Iran’s increasing power. But mem-
bers of his government have ex-
pressed a reluctance to quickly
move to establishing a Palestinian
state at a time when Mr. Abbas’s
own authority is in question. In-
stead, Mr. Netanyahu has expressed
a desire to strengthen the Palestin-
ian Authority’s economic and politi-
cal prospects before addressing the
issue of statehood.

Some supporters of Israel criti-
cized Mr. Obama’s statements Tues-
day for not acknowledging Israel’s de-
sire for peace. The Anti-Defamation
League, in particular, said the presi-
dent’s statement that “now is the
time to take steps” to end the conflict
implied a lack of Israeli willingness.

“We find this comment disturbing
because it leaves the impression that
Israel has not acted for peace,” te ADL
said in a statement. “In fact, in the
year 2000 Israel made a generous of-
fer for peace. ... The Palestinians said
no and turned to violence and terror.”
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