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U.K. output slid 1.9% in the
first quarter, its biggest fall
in 30 years, and Spain’s job-
less rate soared to 17.4%, un-
derscoring the pain sweeping
Europe as the global finan-
cial crisis takes hold. Page 8

M Developing nations are
pushing new IMF bonds as
part of a strategy to boost
their influence. Page 3

M European stocks have suf-
fered by comparison to their
counterparts in Asia, but some
money managers say there are
still reasons to buy. Page 19
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to expedite $1 billion in aid to
the government. Page 12
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der pressure from the govern-
ment to increase their capi-
tal reserves as a result of re-
cent “stress tests.” Page 22
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struggling. Page 5
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it doesn’t expect to need a
U.S. government loan. Page 4
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M Clinton met with Lebanon’s
president in a show of U.S.
support ahead of polls pitting
Western-leaning politicians
against Hezbollah. Page 12

M South Africa’s ANC won a
big majority in national elec-
tions, but was shy of the two-
thirds majority it needed to
govern unopposed. Page 8

M Iceland elected the coali-
tion of left-leaning parties
that has been running the
interim government. Page 9

M Partial results pointed to a
big victory for the candidate
from Putin’s party in a may-
oral vote in the Russian city of
Sochi, an election official said.

M Ethiopia arrested 35 peo-
ple suspected of a coup at-
tempt allegedly backed by
an Ethiopian economist now
teaching at a U.S. university.
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fended off a pirate attack far
off the coast of Somalia.
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Breaking news at europe WSJ.com

By BETSY McKAy

Global public health offi-
cials mobilized Sunday to
combat the spread of a
deadly new strain of flu, as
the locations of reported
possible cases stretched
from New Zealand to the U.S.
and the death toll in Mexico
rose to more than 80.

The World Health Organi-
zation and U.S. officials held
off on declaring the new
strain of A/HIN1 swine flu to
be a pandemic, saying they
need to learn more about its
severity and spread. But gov-
ernments intensified surveil-
lance for the disease—which
canbe hard to distinguish be-
cause its symptoms are glar-
ingly similar to those of sea-
sonal flu—and took steps to
halt its further spread.

Inthe U.S., the Obama ad-
ministration declared a
“public health emergency,”
with 20 cases confirmed
from New York to California,
and warned there are likely
to be more, including possi-
ble cases of severe disease.
The Centers for Disease Con-
troland Prevention said Sun-
day it has sent teams to Cali-
fornia, Texas and Mexico to
assist with investigations.

It isn’t clear so far why
the U.S. swine-flu casesiden-
tified so far have shown mild
symptoms, while Mexico has
experienced severe disease.
WHO and CDC officials said
further testing of viruses
and more surveillance is
likely to yield more clues.

New evidence emerged
Sunday that the disease has
spread. Spain’s health minis-

Please turn to page 31
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A family wearing preventive masks walked past an image of Our Lady of Guadalupe, patron saint of

flu threat spreads

WHO, U.S. hold off on declaring a pandemic as Mexican death toll climbs
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Mexico, at the Guadalupe’s Basilica in Mexico City Sunday.

Fear and casualties
mount at epicenter

By DAVIQ LUHN’OW
AND JOSE DE CORDOBA

MEXICO CITY—The death
toll in Mexico from the new
and deadly type of swine flu
continued to rise on Sunday,
with as many as 81 people be-
lieved to have died from the
virus and new cases reported
in other parts of the country.

Mexico City, epicenter of
the outbreak and home to 20
million people, looked like a
ghost town as most residents
took refuge indoors. Church
services in the city were can-
celed—the first time anyone
could remember that happen-
ing in this heavily Roman
Catholic nation. The Mexico
City archdiocese told its
faithful to pray for the city

and the flu victims.

Many restaurants and
movie theaters closed their
doors, city parks looked deso-
late, and normally bustling
city streets had only a few
dozen cars.

“The city is paralyzed,
what are we going to do?”
said Marta Robles, a middle-
aged housewife who went to
alocal pharmacy to buy a sur-
gical mask. The pharmacy
was sold out.

While the death toll could
be as high as 81, laboratory
tests have confirmed only 20
deaths caused by the new vi-
rus so far. Government
health officials are testing
the rest of the cases, but be-
lieve the majority were

Please turn to page 31
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U.S. rally

can’t live
on a diet
of trash

By ToMm LAURICELLA

Trash is king.

The biggest winners since
the U.S. stock market bounced
off 12-year lows in early
March have been the most
beaten-down names, which,
in the eyes of many investors,
also have the riskiest out-
looks. This winners list has
been dominated by financial
stocks, many of which have
more than doubled in value in
just a month and a half.

While such a junk-stock
rally after a massive selloff
isn’t unusual, some say the re-
bound is either going to have
to change in character to be
led by higher-quality compa-
nies or else will falter amid
continuing headwinds on
earnings and the economy.

At the very least, the rally
caught many investors flat-
footed. It had been a widely
held view that the best place
to be whenever stocks recov-
ered would be high-quality
companies with the resources
to tough out an extended diffi-
cult economic environment.
Despite missing the biggest
gainers in the bounce, those
with a “quality” focus say
they are sticking with it.

“By far and away the
strength has been in finan-
cials and consumer” stocks,
notes Neil Hokanson, a Solana
Beach, Calif., adviser. “And
when welook at the underpin-
nings in both of those areas

Please turn to back page
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IMF gets money, politically perilous tasks

Warning systems,
new credit lines keep
pressure on the body

By BoB DaAvis

WASHINGTON—International
Monetary Fund officials were
nearly giddy in early April when
they learned that leaders at the
G-20 summit backed a fourfold in-
crease in fund resources to $1 tril-
lion. During a press briefing, IMF
Managing Director Dominique
Strauss-Kahn used the phrase “the
IMF is back” six times.

But at the IMF’s spring meeting
this past weekend, reality set in.
— In exchange for

THE the money, the
—————— IMF has been
0UTLOOK handed tough as-
signments in fight-

ing the global recession and stav-
ing off another one. The work will
require a political dexterity and
willingness to stand up to power-
ful IMF members that the fund has
rarely shown in the past.

“There’s been a huge expansion
of IMF resources and huge atten-
tion to the IMF, but nothing has
been done to make members fear
IMF surveillance” or oversight,
says Adam Posen, deputy director
of the Peterson Institute for Inter-
national Economics, a Washington
think tank.

About $500 billion of the new
funds are earmarked for the IMF’s
main job of bailing out troubled
countries. The IMF has introduced
a credit line that doesn’t require
borrowers to make the kinds of
painful economic changes—cut-
ting spending, slashing subsidies—
that have turned the IMF into polit-
ical poison in much of Latin Amer-
ica and Asia. Mexico, Poland and

The great recession

IMF data say the current global recession is the worst since World War 1.
Inflation-adjusted per capita world gross domestic product, change from

the previous year:

B0 ettt

——Global recession
begins

1960 ‘65 70 ‘75 '80

Notes: Purchasing-power-parity weighted.
Data for 2009 and '10 are forecasts.

Colombia have signed up for the
credit line.

The new facility has won plau-
dits from some developing coun-
tries, but the IMF will still have to
make tough political calls. Only na-
tions ranked highly by the IMF can
qualify for credit line. The IMF of-
ten forces other borrowers to cut
spending or raise interest rates
even if that deepens a downturn,
though the IMF has taken steps to
protect some programs for the
poor.

The disparate treatment has
prompted complaints in Turkey,
Pakistan, Eastern Europe and else-
where that the IMF is playing fa-
vorites, and it may lead to pres-
sure on the fund to ease its stan-
dards. The World Bank has tried to
reduce the effect of the budget
cuts by financing infrastructure
projects that otherwise might be
jettisoned.

Pressure on the IMF will ramp
up when it must decide whether to
renew the credit lines after their
one-year terms. Saying “no”

'85 90 %5 2000 ‘05 ‘10

Source: International Monetary Fund

would undermine a country’s eco-
nomic standing; saying “yes,” if
the country’s policies don’t war-
rant it, would undermine IMF cred-
ibility.

“Countries that have these facil-
ities would be well advised not to
use them,” said Montek Singh Ahl-
uwalia, deputy chairman of India’s
planning commission and a
former IMF official. That way
countries can boast that IMF
credit lines give them extra re-
sources, but they wouldn’t be-
come too dependent on fund
money.

The IMF is also taking on a polit-
ically fraught new assignment:
providing early warnings of prob-
lems that could explode into an-
other crisis. IMF economists are
examining which economicindica-
tors signal asset bubbles are form-
ing, and they are assessing how po-
litical or economic decisions in
one part of the world could pro-
duce problems elsewhere.

The fund is now conducting
what it calls a “dry run” of the sys-
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tem, which it plans to have work-
ing by the IMF’s fall meeting in
Istanbul in October. “The IMF is
trying to assess vulnerabilities
across [financial] instruments,
across borders and across indus-
tries,” said Egyptian Finance Min-
ister Youssef Boutros-Ghali, who
heads the top IMF advisory board.

Some nations worry that the
IMF will mistakenly diagnose po-
tential problems, forcing coun-
tries to choose between ignoring
the warning or adopting policies
the IMF suggests, which could
choke off economic growth. “If
you cry wolf once and the wolf
doesn’t show up, it will cost peo-
ple a lot of money,” Mr. Boutros-
Ghali said.

How will the IMF get its mem-
bers to take its warnings seri-
ously? Friday at the School of Ad-
vanced International Studies, Mr.
Strauss-Kahn talked tough. “Early
warnings must be strong, candid,
credible and even-handed,” he
said. “They must not shy away
from naming and shaming”—cit-
ing specific countries—“where ap-
propriate.”

But Mr. Strauss-Kahn didn’t
commit to making the early-warn-
ing exercises public, and staffers
say they doubt the IMF will. In-
stead, the IMF economists plan to
deliver the news to financial offi-
cials as part of private consulta-
tions—the same formula that has
led to IMF recommendations be-
ing ignored in the past.

Last spring, the U.S. Treasury
shelved an IMF plan to recapital-
ize banks without paying it much
attention. Earlier this year, the Eu-
ropean Union blew off an IMF pro-

posal to have struggling Eastern
European countries devalue their
currencies and adopt the euro. In
both cases news of the IMF propos-
als leaked to the media well after
they could have made a difference
if they had been well publicized. It
may take public disclosure of the
warnings to get the attention of
policy makers and markets, espe-
cially in wealthy nations that
don’t rely on the IMF for loans.
Brazilian Finance Minister
Guido Mantega says the old pat-
terns may be breaking down be-
cause of the severity of the cur-
rent global downturn, which
started in the U.S., spread to Eu-
rope and then tanked developing
countries. The rich countries real-
ize they made many errors, he

Some nations worry
that the IMF will
mistakenly diagnose
potential problems.

says, and will be more amenable to
IMF advice even if it’s made pri-
vately. “Even advanced countries
will submit to oversight from
these [international financial] in-
stitutions,” he said.

The U.S., for instance, has said
it would ask the IMF to do a broad
review of the U.S. financial system—
after years of avoiding such a re-
view. If that’s a precursor of a new
attitude, the G-20 embrace of the
IMF will have changed the global
economic system perhaps even
more than it expected to do.

CORRECTIONS & AMPLIFICATIONS

United Technologies Corp. Chief
Financial Officer Gregory Hayes said
that while orders for the conglomer-
ate are still down, “they have stabi-
lized across the businesses. For the
full year, we still expect a better back
half.” In a Corporate News article on
the U.S. economy Thursday, the quote
was incorrectly attributed to Chief Ex-
ecutive Louis Chénevert.

American Electric Power Co.,

Hewlett-Packard Co., Home Depot
Inc. and Tiffany & Co. have reduced
or eliminated tax reimbursements
for senior executives on company-
provided perquisites. A chart ac-
companying a Money & Investing
article Wednesday detailed pay-
ments in 2008 to the chief execu-
tives of those companies, but didn’t
make clear that such payments
would be reduced or eliminated in
the future.
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who receive significant mention in today’s Journal.
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BRICs look to build more leverage at IMF

Offer to buy bonds
is part of a strategy
to have a bigger say

By BosB DAvis

WASHINGTON—A push by Bra-
zil, Russia, India and China to have
the International Monetary Fund is-
sue its first bonds has become part
of a strategy by developing nations
to gain a bigger say at the IMF.

At the fund’s annual spring meet-
ing, the four countries said they
were willing to contribute to a qua-
drupling of IMF resources to $1 tril-
lion, mostly by purchasing bonds.
The bonds would be denominated in
the IMF’s quasicurrency, called spe-
cial drawing rights, have a maturity
of ayear or so, and be sold only to cen-
tral banks. If the so-called BRIC coun-
tries have their way, the bonds could
also be sold on secondary markets to
make the instruments more liquid.

The proposed purchase is meant
to send a double message, said Es-
war Prasad, a former IMF official

who remains close with the Chinese
and Indian officials: The BRIC coun-
tries are willing to contribute to the
IMF, but they won’t contribute
heavily to longer-term fund re-
sources until the IMF increases their
voting shares substantially. “They
don’t want to get locked into provid-
ing more money until they get their
[shares]increased,” Mr. Prasad said.

The issue of voting rights and
IMF bonds were at the forefront of
the IMF meetings, where discus-
sions also explored the state of the
global economy and providing sup-
port for low-income countries.

In a statement Saturday to the
IMF’s main advisory committee, Bra-
zilian Finance Minister Guido Man-
tega said the IMF “still has to ad-
dress its original sin: its democratic
deficit.” Egyptian Finance Minister
Youssef Boutros-Ghali, the chairman
of the advisory group, said in an in-
terview that he wants to get national
leaders involved in remaking the
IMF voting system. IMF voting
shares are supposed to generally re-
flect global economic power but now
give far greater weight to countries
that were powerful after World War

II, especially smaller European ones.

In March 2008, after lengthy ne-
gotiations, the IMF announced that
developing nations’ voting shares
would increase by 5.4 percentage
points and said it would look again at
the subject in 2013. For Brazil, that

Voting rights and
the IMF bonds were
at the forefront of
weekend meetings.

meant its voting share increased by
0.3 point to 1.7%. China’s voting
share was boosted 0.9 percentage
point to 3.8%. Even those increases
haven’t yet gone into effect. (The vot-
ing rights for Belgium and the Neth-
erlands equal China’s, even though
China is a much larger economy.)
The IMF now is committed to re-
visiting the issue in 2011. But the
BRIC countries believe the IMF’s
need for funds gives them addi-
tional leverage. At the summit of

leaders of the Group of 20 industrial-
ized and developing nations early
this month, British Prime Minister
Gordon Brown said China was ready
to lend the IMF $40 billion. But
China never committed to that
amount and is now balking, said IMF
and other finance officials.

Instead, the Chinese are looking at
contributing perhaps half that much,
which would be in line with its voting
share, and providing additional
money through bond purchases. The
latter are seen as less significant by
the IMF because they are for alimited
time. Brazil, India and Russia also are
pushing bond purchases.

The U.S. generally backs the
BRICs’ effort to get greater represen-
tation. But some U.S. officials be-
lieve the BRIC bond strategy could
backfire because they would be seen
to have played politics rather than
contributing fully to the IMF during
an economic crisis. Indeed, Western
European countries, which have
pledged $100 billion to the IMF, are
now considering boosting that
amount to $160 billion, one official
said, in part to help justify Europe’s
bigger stake in the IMF.

Nearly every IMF plan to revamp
the voting structure foresees a
smaller role for European counties,
especially smaller ones like Belgium
and the Netherlands. In an inter-
view with Reuters, Belgian Finance
Minister Didier Reynders said that
the country should keep its seat on
the IMF’s 24-member governing
board because European countries
contribute heavily to the IMF.
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Chrysler debt talks benefit Fiat

Amid creditors’ concessions, the Italian auto maker wouldn’t need to put capital at risk

Chrysler LLC’s lenders contin-
ued to soften their stance toward a
debt-restructuring plan with the
U.S. Treasury, concessions that lend-
ers say are proving most beneficial
toaplayer not evenin the room: Ital-
ian auto maker Fiat SpA.

By Jeffrey McCracken, Kate
Linebaugh and Stacy Meichtry

The lenders said Friday that they
would trim their $6.9 billion in se-
cured debt to $3.75 billion, down
from a $4.5 billion offer made Tues-
day. The creditors dropped their re-
quest for $1 billion of preferred
stock in Chrysler and a separate re-
quest that Fiat put $1 billion of cash
into Chrysler as part of an alliance
between the car makers, people fa-
miliar with the matter said.

The lenders stayed firm in their
request to keep 40% of the equity in
a restructured Chrysler, said a per-
son familiar with the matter. That
leaves the lenders and the govern-
ment still far apart on the main
terms: The government wants the
lenders to keep just $1.5 billion of
the debt and 5% of the equity of a re-
vamped company. The government
has set a Thursday deadline to deter-
mine the auto maker’s fate.

Debt holders have expressed agi-
tation about Fiat, itself weakened by
the global recession. As designed,
the Turin, Italy, company would get
20% of the auto maker without put-
ting a dollar of its own capital at

Agence France-Presse
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risk. Fiat’s main commitment to
Chrysler would be to provide some
technology and to share the guts, or
platforms, of certain models.

The U.S. government already has
agreed to forgive the $4 billion it
lent Chrysler and to inject a further
$6 billion into the auto maker to fi-
nance its possible bankruptcy filing
and operations. Most important to
Chrysler’s health, the government
has negotiated a deal with the
United Auto Workers union that
should reduce the company’s pen-
sion and health-care costs.

For the lenders, the fear is that
Fiat doesn’t have enough at stake in
the negotiations, given it will likely
assume day-to-day control of the
company without putting up its own
money.

Several lenders said their con-
cernis Fiat will overcharge Chrysler
for new technologies or parts. It
could also make in-kind equity con-
tributions to build up its equity
stake if it does decide Chrysler has a
future.

This is why lenders’ proposals to
the government have demanded se-

Fiat, Chrysler and _ 5.86
GM Opel combined :

Source: CSM Worldwide

nior management appointees, gover-
nance provisions and technology
transfers that are acceptable to
them. The lenders also are pushing
for a board seat and rights to over-
see how Fiat governs the company.

The financial stakes are greater
for the lenders, the U.S. government
and the UAW. Each could lose bil-
lions of dollars if Chrysler can’t even-
tually pay its bills or its equity stake
turns out to be worth little.

“Fiat is getting a good deal,” said
Aaron Bragman, an analyst at IHS
Global Insight.

Ford targets rivals as it posts $1.4 billion loss

BY MATTHEW DOLAN

Ford Motor Co., reporting a
smaller-than-expected loss for the
first quarter, said it likely wouldn’t
need a government bailout. But it
warned that an uncontrolled bank-
ruptcy reorganization of General
Motors Corp. or Chrysler LLC
could change that by taking down
their shared networks of suppliers
and dealers.

Chief Executive Alan Mulally
said “we do not expect to require a
bridge loan from the U.S. govern-
ment.” His optimism reflects
Ford’s effort to remake itself as a
leaner car company without gov-
ernment oversight.

Ford posted a net loss of $1.4 bil-
lion, or 60 cents a share, a reversal
from net income of $70 million, or
three cents a share, a year earlier.
But the loss was lower than analysts
expected and a marked improve-
ment from the $5.5 billion Ford lost
in the fourth quarter. Revenue fell
37% to $24.8 billion.

The results reflect in part Ford’s
strategy: Steal customers from its
weakened crosstown rivals and sep-
arate Ford from GM and Chrysler in
the minds of the public, investors
and lawmakers.

The strategy is part of a longer-
term vision that would have Ford
rise above its age-old competitors
to form a new, global Big Three with
the two largest car makers, Toyota
Motor Corp. and Volkswagen AG,
people familiar with the company’s
thinking said.

In its earnings report, Ford of-
fered a glimpse at the latest thrust
in its strategy. The company said it

will boost production of midsize se-
dans such as the Ford Fusion, rais-
ing its overall U.S. production esti-
mate for the first time in 15 months.
The additional cars will help step up
its drive to grab customers and mar-
ket share from GM and Chrysler,
which are slashing production.

In certain U.S. markets, Ford has
been offering $1,000 in “conquest
cash” to customers who trade in
Chrysler vehicles. Its dealers also
are running ads to emphasize how it
differs from the other two.

One ad placed by Chicago-area
dealers argues that “Ford’s progress
in the past two years demonstrates
why it doesn’t need a bridge loan
from Congress.”

Chrysler and GM owners “have
been defecting to Ford and Lincoln-
Mercury products in great num-
bers since the beginning of the
year,” Amanda DeMouthe, a mar-
keting manager for Ford’s North-
east operations, wrote in an April 9
email to dealers.

Independent numbers seem to
back up Ms. DeMouthe’s assertion.
In March, 48% of Ford buyers turned
in cars or trucks of other manufac-
turers, up from 38% in August, ac-
cording to Edmunds.com, an auto-
shopping Web site.

Meantime, the “conquest rate”
for GM’s Chevrolet was 47% last
month, down from 49% in August,
and for the Chrysler brand the rate
was 59% last month, down from 67%
in August, according to Edmunds.
GM said the data are consistent with
its own numbers. “Regardless of the
swing, Chrysler’s conquest rate is
59%—the highest of the three com-
panies—we are pleased,” a Chrysler

A smaller loss
Ford’s quarterly net income/loss
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Source: the company

spokeswoman said.

Still, Ford isn’t out of the woods.
Its monthly sales have fallen year
over year by more than 40% for the
past three months. Since Mr. Mulal-
ly became CEO in 2006, the com-
pany pulled back from its promise to
return to profitability in 2009 and
has lost $31.4 billion. Ford insists
it’s on track to break even in its
North America operations by 2011.

The fate of Chrysler, which could
fall into a managed bankruptcy by
this week, is another pressing con-
cern. A similar fate hangs over GM,
which has until the end of May to se-
cure givebacks from its unionized
workers and debt holders or face
getting cut off from additional gov-
ernment loans.

Even a managed bankruptcy at
GM or Chrysler could disrupt the in-
dustry’s supply chain, triggering
plant shutdowns, including at Ford.
A person familiar with the matter
said Ford has drawn up a list of criti-
cal suppliers to decide which ones it

would prop up under that scenario
and which ones to pull out of in favor
of a more stable competitor. “The
health of the supply base is probably
the most critical issue as the govern-
ment helps GM and Chrysler restruc-
ture,” Mr. Mulally said Friday.

Just six months ago, fearful of
an industry collapse, Ford ap-
peared to be joined at the hip to its
two main rivals.

In October, at a meeting of De-
troit’s three CEOs, Chrysler’s Robert
Nardelli and GM’s then-chief, Rick
Wagoner, asked Mr. Mulally to join
them in Washington to present a
united front in pleading for aid for
Detroit, according to a person famil-
iar with the matter. The Ford boss
eventually agreed.

“There was a lot of debate back
and forth but at the end of the day
we said, ‘Hey, listen, we need to
show support to the industry,””
Mark Fields, Ford’s president of
the Americas, recalled in a recent
interview.

Unlike his counterparts, Mr.
Mulally didn’t ask Congress for
taxpayer dollars, but instead
sought only a $9 billion line of
credit in case the recession wors-
ened significantly.

By late December, Mr. Mulally
and his top lieutenants stopped
talking publicly about their re-
quest for a $9 billion U.S. line of
credit, concluding it tended to
make Ford be lumped in with the
more-troubled GM and Chrysler in
the public’s mind.

The company also realized it had
to accelerate restructuring efforts
to ensure Ford wouldn’t have to
seek a federal handout.

GM plans to junk
its Pontiac brand
amid cutbacks

BY SHARON TERLEP
AND JOHN D. STOLL

General Motors Corp. is ready-
ing plans to ditch its fabled Pontiac,
an 82-year-old division that last
flourished selling sporty, muscle
cars, people familiar with the mat-
ter said Friday.

During its heyday three decades
ago, Pontiac was the launching
ground for young auto designers
and executives including John De-
Lorean. But its sales have tumbled
70% since their peak in1978, and the
unit in recent years has been a
steady money loser.

GM has more than three months’
supply of Pontiacs on dealer lots, ac-
cording to Edmunds.com, an auto-
shopping Web site. Last month, the
average Pontiac sold for 22% off the
sticker price, compared with the in-
dustry average of 16%, Edmunds
said.

GM spokesman Jim Hopson said
no final decision on Pontiac’s future
has been made. But he said nothing
is guaranteed. “Everything has been
put under review,” Mr. Hopson said.

The auto maker, facing a June 1
U.S. deadline to dramatically re-
structure or go bankrupt, is ex-
pected to disclose this week that it
will eliminate or sell Pontiac, accord-
ing to several people who have been
briefed on the plan. The decision
comes as GM must show it can make
cuts to win continued government fi-
nancing.

GM had said it intended to keep
one or two Pontiac models. But the
Obama administration is pressuring
GM to accelerate its downsizing.
The auto maker is working on plans
to sell or liquidate its Saturn, Hum-
mer and Saab divisions. Each has re-
ceived some interest from outside
buyers, but it remains unclear
whether any will survive.

GM’s last automotive division to
be eliminated was Oldsmobile in
2000. That decision cost GM billions
of dollars in dealer-buyout costs, led
to litigation and frayed many rela-
tionships with dealers and buyers.

“Disappointment is an under-
statement,” Russ Shelton, owner of
Shelton Pontiac Buick GMC in Roch-
ester Hills, Mich., said of word of
GM’s decision.

Pontiac’s first model was a 1926
six-cylinder roadster called the
Chief of the Sixes. In following
years, the brand became known for
offering sporty V8 models that were
cheaper than Buicks and used com-
ponents from low-cost Chevrolets.

In the 1960s, the Pontiac GTO be-
came the founding member of De-
troit’s horsepower wars. That car
was created by Mr. DeLorean and in-
troduced in the fall of 1963. Shortly
thereafter, Ford introduced its Mus-
tang and Chrysler its Plymouth Barra-
cuda as responses to GM’s hit coupe.

One of Mr. DeLorean’s legacies—
the so-called widetrack vehicle de-
sign—remains a feature of some Pon-
tiac automobiles, and has played a
role in its advertising messages.

In the 1970s, Pontiac went into
decline as the Arab oil embargo
drove up gasoline prices and con-
sumers turned away from gas guz-
zlers. Pontiac enjoyed a brief resur-
gence during the 1980s when gas
prices fell and GM accompanied its
“Pontiac Excitement” marketing
campaigns with smaller cars that
had bigger engines, such as the
Trans Am and Firebird.
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Volvo swings to net loss

Swedish firm lowers
its truck-sales target
amid weak demand

By OLA KINNANDER

Truck maker Volvo AB said it
swung to a first-quarter loss and sig-
naled it doesn’t expect a turnaround
in the near future, in further signs
that the economic downturn contin-
ues to hit the auto industry hard.

The company reduced its fore-
cast for heavy-duty truck sales in Eu-
rope and North America, citing
weak demand.

Volvo, the world’s second-larg-
est truck maker by sales after Daim-
ler AG, posted a net loss of 4.23 bil-
lion Swedish kronor ($521.6 mil-
lion), compared with a year-earlier
net profit of 4.2 billion kronor. Reve-
nue fell 27% to 56.12 billion kronor.

“Demand weakened sharply in
all markets during the first quarter,”
Chief Executive Leif Johansson said,
noting the Swedish company is
slashing costs to better face the
tougher market environment.
“Against the backdrop of current
macroeconomic conditions it is diffi-
cult to make forecasts, but taking
into account the weak development
at the beginning of the year, we are
now reducing our forecast for mar-
kets in Europe and assess that the to-
tal market for heavy trucks will be at
least halved in 2009,” Mr. Johans-
son said.

The company had previously
forecast this year’s European heavy
truck market to fall 40%. The North

American truck market is likely to
fall 30% to 40% in 2009, Mr. Johans-
son added.

The order intake for trucks “con-
tinued to be very weak” in the first
quarter, Volvo said.

The company said the net order
intake, which takes into account
cancellations, plunged 65% from
the first quarter of 2008.

In Europe, Volvo’s biggest truck
market, net orders for trucks
dropped 71% to 7,494 vehicles. In
Asia, net orders fell 70% to 5,712
trucks, and in North America they
declined 49% to 2,869.

Volvo swung to an operating loss
of 4.53 billion kronor from an operat-
ing profit of 6.49 billion kronor.

The company is slashing costs to
better face the harsher market envi-
ronment. It has given notice to

Rough road

Volvo’s net profit/loss,
in billions of Swedish kronor

Sources: the company; Reuters (Photo)

Volvo Chief Executive Leif Johansson

20,757 employees, temporary work-
ers and consultants since the global
financial crisis erupted last autumn.
So far, 11,274 workers have left the
company. It had 98,476 employees
at the end of March.

The measures should save Volvo
nine billion kronor annually, start-
ing in “a few quarters,” Mr. Johans-
son said.

Economic-stimulus packages
from governments and falling inter-
est rates should help demand re-
cover over time, Mr. Johansson
said. China’s increased infrastruc-
ture investments “have led to im-
proved demand for construction
equipment there toward the end of
the quarter,” he said.

“Although these are positive
signs, it is too early to talk about a
sustainable recovery,” he added.

White House tests auto workers

BY NEIL KING JR.

WASHINGTON—In its bid to fix
Chrysler LLC, the Obama administra-
tion is championing a plan that ex-
poses the United Auto Workers and
its retirees to new risks.

The negotiations among the UAW,
the administration and Chrysler are
politically delicate for a White House
that relied heavily on union support
in key auto states like Michigan, Ohio
and Indiana during the campaign.

Nonetheless, at both Chrysler and
General Motors Corp., the adminis-
tration is demanding sacrifices—in-
cluding lower wages, significant job
cuts and leaner benefits—that will
probably diminish the UAW’s clout in
the industry and as a political force.

The UAW, particularly under Pres-
ident Ron Gettelfinger, has often re-
mained silent during difficult bar-
gaining as long as talks were making
progress.

But “one of the real surprises
here is that the Obama administra-

tion has taken an increasingly tough
line with the union, and yet there has
been almost complete silence from
the UAW and the other unions,” said
Jonathan Cutler, a labor expert at
Wesleyan University.

The Chrysler arrangement, tenta-
tively backed by the UAW,
seeks to protect retiree
health-care benefits in part
by granting the union a large
equity stake in a restruc-
tured Chrysler. The company
is expected to reorganize
through Chapter 11 bank-
ruptcy on the way to forming
an alliance with Fiat SpA.

Chrysler and the UAW
agreed in 2007 that the auto
maker would put $10.3 bil-
lioninto aunion-managed re-
tiree health-care fund. Half of that
would now be paid in equity, with the
rest coming over time in cash, either
from Chrysler or the U.S. Treasury De-
partment, according to people famil-
iar with the talks.

Kia reports profit amid weak won

By KyoNG-AE CHOI

SEOUL—Kia Motors Corp.
swung to a first-quarter net profit
thanks to a weak won and domestic
demand for new models.

Kia Motors—South Korea’s No. 2
car maker after Hyundai Motor Co.,
which owns a 39% stake in Kia—
posted a net profit of 974 billion
won ($72.7 million), compared with
a net loss of 24.8 billion won a year
earlier. Operating profit fell 13% to

88.88 billion won because of higher
overseas marketing costs.

Sales fell 5.8% to 3.502 trillion
won from 3.719 trillion won.

Kia Chief Financial Officer Lee
Jae-rok said that although the weak
won and robust sales boosted profit,
“market uncertainties continue to
weigh on the automobile industry.”
The dollar rose 48% against the
South Korean currency and the euro
appreciated 27% in the first quarter
from a year earlier, Kia said.

Ron Gettelfinger

The deal carries significant risks
for the UAW and its 255,000 Chrysler
retirees. The cash payout will be in
the form of a note that will come due
over several years, while the equity
portion can’t be monetized for some
time, people involved in the talks say.
“Who knows what equity in
Chrysler is worth?” said
one. “Regardless, there are
steep cuts coming to UAW-
Chrysler retirees.”

The proposal to grant
the UAW a large equity
stake has stirred concerns
among Chrysler’s secured
lenders. They question why
the union should be given
preferential  treatment
when bankruptcy law
grants priority to the se-
cured lenders. The administration
this week offered to grant the lend-
ers, including Citigroup Inc. and J.P.
Morgan Chase, a 5% equity stake if
they would cut 78% of their loans to
the company.

Even less clear is what will hap-
pen on the pension front. Chrysler’s
pension is underfunded by about
$9.3 billion, according to an estimate
by the government’s Pension Benefit
Guaranty Corp. But It’s unlikely Fiat
would agree to take on those obliga-
tions as part of any alliance.

Should they fall to the federal gov-
ernment as part of bankruptcy or liq-
uidation, Germany’s Daimler AG,
which owned Chrysler until 2007,
couldbe forced to chip in $1billion, as
itagreedtodoas part of its severance
from Chrysler.

—Melanie Trottman and
Jeffrey McCracken
contributed to this article.

GM accelerates efforts
in Chinese auto market

By JoHN D. STOLL

General Motors Corp. is intensify-
ing its focus on China as it edges
closer to a bankruptcy filing in the
U.S. and other international units
sputter.

The auto maker, until recently the
world’s biggest by output, has re-
mained a relative powerhouse in
China thanks to a pair of partner-
ships: a joint venture with Shanghai
Automotive Industry Corp. and a mi-
nority interest in microminivan
maker Liuzhou Wuling Motors Co.

GM Chief Financial Officer Ray
Young last week said that Wuling will
eventually begin developing its own
brand of ultrainexpensive passenger
cars, representing a major step for a
brand whose decades-old design pri-
marily caters to Chinese farmers and
other rural customers. Wuling’s push
into more consumer-oriented prod-
ucts also presents a considerable op-
portunity for GM, which has thus far
relied on its mainstream
Chevrolet brand as its low-
cost car division in emerg-
ing markets.

Mr. Young said that even
without a legitimate passen-
ger car, Wuling’s sales have
increased tenfold in recent
years and now represent
more than a half-million
sales annually, or more than
all of GM’s other brands com-
bined in China. Wuling has a
contract to build small Chev-
rolet vehicles for the Chinese market.

Mr. Young also said the auto
maker is looking to expand its GM
China operations beyond the na-
tion’s borders in order to boost its
presence in the entire Asian-Pacific
region. GM Asia Pacific President
Nick Reilly in an interview Saturday
said Wuling’s plan to build passen-
ger cars, which hasn’t been an-
nounced officially, could be the key
to making this happen.

Shanghai Automotive also owns
astake in Wuling, and Mr. Reilly said
the three-way venture could be how
GM plays a leading role in the gov-
ernment’s mandate for its indige-
nous auto companies to become
players on the global scene. “We’d
rather it be us than someone else,”
Mr. Reilly said.

Historically, in order for outsiders
to penetrate the Chinese market,
they had to enter a partnership with
a Chinese company. This arrange-
ment has led to better quality and
technology for Chinese auto makers
and an inside track into the country’s
rapidly growing market for non-Chi-
nese auto companies, such as GM,

Ray Young

Volkswagen AG and Toyota Motor
Corp., Mr. Young said.

Buzz concerning GM’s China oper-
ations has faded in recent months as
the auto maker has been forced to
rely on $15.4 billion in U.S. loans and
billions more from other govern-
ments. GM’s once-thriving Daewoo
Motor Sales Corp. operation in
South Korea and its businesses in Rus-
sia and Latin America have fallen on
hard times because of a global down-
turn. The auto maker is likely to re-
port continued losses in each of these
operations when it reports first-quar-
ter earnings in May.

Given the hardships of GM’s other
units and the rapid evolution of the
Chinese auto industry, GM China is
now considered to be among the com-
pany’s most important ventures and
one of the few units in the company
that could survive the current eco-
nomic crisis without major damage.
GM’s Opel division in Europe and its
Latin America operation are being
considered for partnership
with Fiat SpA and other
suitors.

While other global oper-
ations struggle, GM China,
in existence for little more
thana decade, is growing. It
is adding plant capacity,
plans toincreaseits stakein
Wuling from about a third
to nearly a half and is seek-
ing other partnerships. The
company plans dozens of ve-
hicle introductions over the
next five years, and eventually aims
to introduce a version of the Chevro-
let Volt electric car in the country.

While GM doesn’t own a control-
ling stake in Wuling, underestimat-
ing the unit’s importance to the De-
troit auto maker would be a mistake.
Mr. Young said the Wuling operation
is GM’s “lowest-cost operation in the
world” and it has become the compa-
ny’s global benchmark on produc-
tion costs.

“To win globally, we must win in
China,” Mr. Young told a small audi-
ence at a Chinese business luncheon
in Detroit last week. His comments
came as other GM executives and
leaders from dozens of other global
auto makers were assembled in
Shanghai for an annual auto show.

China is expected to become the
world’s No.l vehicle producer this
year, surpassing Japan. Mr. Young
said he is starting to think China
could outmuscle the U.S. this year as
the No.1 market for vehicle sales. GM
had been predicting China would sur-
pass the U.S. in 2015, but Chinese
sales leapfrogged those in the U.S. in
the first quarter.

Maruti Suzuki India posts loss

BY SANTANU CHOUDHURY

NEW DELHI—Maruti Suzuki In-
dia Ltd. posted its fifth straight
drop in quarterly net profit as
higher raw-material prices and a for-
eign-currency loss outweighed
higher car sales.

Maruti, which makes one in ev-
ery two cars sold in India, said net
profit slid 19% to 2.43 billion rupees
($49 million) inits fiscal fourth quar-
ter, which ended March 31, from 2.98
billion rupees a year earlier. Net
sales, which subtracts India’s excise
duty on production from gross sales,
climbed 32% to 63.08 billion rupees.

“The cumulative impact of the ad-
verse forex-exchange movement,

both direct and via vendor imports,
impacted our profit,” said Shinzo Na-
kanishi, Maruti’s managing director
and chief executive.

Maruti, the biggest overseas unit
of Japan’s Suzuki Motor Corp.,
gained from lower borrowing costs
and higher demand for its Swift and
A-Star small cars.

Prices of key raw materials, such
as steel and aluminum, began to de-
cline earlier this year amid the glo-
bal recession, but their costs still re-
mained high, company executives
said. Maruti made a fourth-quarter
provision of 1.21 billion rupees for
mark-to-market loss on dollar-ru-
pee derivatives. The rupee fell 3.9%
against the dollar in the quarter.
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Safran to buy GE unit

Aerospace company
to acquire 81% stake
in security business

By WiLLIAM HOROBIN
AND ScOoTT THURM

PARIS—French aerospace manu-
facturer Safran SA said it agreed to
buy an 81% stake in General Electric
Co.’s Homeland Protection unit for
$580 million in cash.

For Safran, the deal furthers its
diversification from jet-propulsion
activities into such areas as mainte-
nance and service.

For GE, the deal is largely an exit
from a business it entered following
the Sept. 11, 2001, terrorist attacks
but which proved disappointing.

The Homeland Protection busi-
ness focuses on explosive and narcot-
ics detection. GE entered the busi-
ness with its 2002 acquisition of Ion
Track Inc. for an undisclosed amount
and the 2004 acquisition of InVision
Technologies Inc. for $900 million.

InVision made bomb-detection
equipment used in airports and re-
ported 2003 sales of $416 million.
GE on Friday said the Homeland Pro-
tection unit had revenue of $260 mil-
lion last year. The deal values the
unit at $716 million, roughly 20%
less than GE paid for InVision alone.

A GE spokeswoman said the com-
pany had bought into the security
business “at the peak” following the
Sept. 11 attacks but that the market
is now “more normalized.” She said
the valuation was relatively high
compared with other recent deals in
the security industry.

GE and Safran have worked to-
gether for more than 30 years, in-
cluding a joint venture that pro-
duces the highly successful CFM
commercial-jet engine.

The acquisition “makes Safran a
pivotal player in the security mar-
ket,” said Safran Chief Executive
Jean-Paul Herteman. He said he
hoped to build the security business
to 20% of Safran’s revenue within a
decade, from 8% now.

GE will retain a seat on the board
and a 19% stake in the unit after the
deal, which is expected to be final-
ized by midyear.

GE said the stake would allow it
to swap technology between the se-
curity business and its health-care
and research units.

GE also maintains the remainder
of its security division, which offers
alarm systems, access control and
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Safran CEO Jean-Paul Herteman said he hoped to build the security business to
20% of revenue from 8%. Above, the company’s Paris headquarters in 2006

video and generates more than $1bil-
lion in annual revenue.

GE in 2007 agreed to sell 64% of
the Homeland Protection unit to
Smiths Group PLC as part of adeal in
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which GE acquired the British com-
pany’s aviation unit.

The companies abandoned the
Homeland security part of the deal
later that year.

(Oil-patch profits
will offer clues
on cost control

BY RUSSELL GOLD

The market will get a daily re-
minder this week that the days of
record-setting oil-industry earn-
ings are over—for now. On succes-
sive days, beginning Tuesday, BP
PLC, Royal Dutch Shell PLC, Exxon
Mobil Corp. and Chevron Corp. will
report results for what is expected
to be the worst quarter for these
profit machines in many years.

“The biggest fall in quarterly
earnings onrecord,” analysts at Bar-
clays Capital predicted for the Euro-
pean oil companies. Analysts’ esti-
mate for Exxon Mobil suggests a
58% drop in profits to $4.5 billion.

But the drop in first-quarter earn-
ings isn’t a surprise, with oil prices
down about 55% from where they
were a year ago. What remains to be
seenis how good ajob the oil compa-
nies are doing in driving down costs.
Analysts and industry executives
will be keeping a close eye on this.

Early reports have given mixed
signals. Italian oil company Eni SpA
said it wasn’t seeing any real reduc-
tions in its cost of drilling wells. But
ConocoPhillips was much more up-
beat when it reported results Thurs-
day, indicating that costs were com-
ing down thanks to negotiations
with contractors, eliminating over-
head and, ironically, lower fuel costs
helping it run refineries more
cheaply. Most analysts were skepti-
cal last month when ConocoPhillips
promised to shave $1.4 billion off its
costs this year, but the company
said it had already found $400 mil-
lion in savings.

Cutting costs is a “huge issue,”
said Jason Gammel, analyst with
Macquarie Research. If oil compa-
nies can cut costs quickly, margins
“won’t contract as much as we
would have expected in a low com-
modity price.”

Margins and costs matter be-
cause oil companies will keep in-
vesting to produce more oil if they
believe they can get a good return.
If margins are being squeezed, that
will lead to fewer wells drilled, less
oil and gas—and higher prices
down the road. So controlling costs
won’t just give analysts and execu-
tives a sense of when the days of fat-
ter profits return; it also will indi-
cate what oil prices might look like
in coming months.
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Xerox ekes out a profit
as revenue tumbles 18%

Forecast is slashed
as weakness sets in
across the board

By WiLLiIAM M. BULKELEY

Xerox Corp., which last month
slashed its outlook, reported a small
first-quarter profit as revenue fell
18% due to plummeting sales of copi-
ers and printers and declining use of
ink, toner and paper.

The Norwalk, Conn., company re-
set expectations for the year, predict-
ing net income of 50 cents to 55 cents
ashare for the full year. That would be
about half of last year’s per-share in-
come of $1.10, excluding charges.

“Xerox saw weakness across the
board, especially in developing mar-
kets,” Chief Executive Anne Mul-
cahy said in a conference call.She
said sales in places like Russia and
Latin America, which had contrib-
uted strongly to growth last year,
were down more than 30% because
a lack of available credit has led
both customers and distributors to
stop replenishing inventories of ink
and paper.

For the first quarter, Xerox re-
ported net income of $42 million, or
five cents a share, compared with a
year-earlier loss of $235 million, or
27 cents a share, when a $866 mil-
lion lawsuit settlement hurt results.
Revenue was $3.55 billion, down
from $4.34 billion.

Xerox also was whipsawed by
currency fluctuations which contrib-
uted six percentage points to the rev-
enue decline. The weakening of the
euro and many Latin American cur-
rencies against the dollar reduced
revenue from those areas.

The strength of the Japanese yen
against most other currencies also
hurt Xerox, because many of its low-
end office machines are made by

Xerox

Quarterly net income/loss, in millions

Source: the company

Fuji Xerox Corp. Xerox said restruc-
turing charges at Fuji Xerox reduced
its per-share earnings by two cents.

Ms. Mulcahy said Xerox saw few
signs of an upturn in business, and
that it is counting on the impact of its
cost-cutting measures and seasonal
increases in revenue from the low
first-quarter base to allow it toreport
bigger profit in coming quarters.

Xerox shares were ahead 3.7% at
$5.95in 4 p.m. composite trading on
the New York Stock Exchange.

Shannon Cross, president of
Cross Research, said investors
“were happy they didn’t go cash-
flow negative in the quarter and
that they have enough cash flow for
the year to cover debt, dividends
and capital spending.”

She added, “The underlying fun-
damentals remain pretty strong.
The economy just has people not
printing.”

Xerox said it believes it is gaining
market share against most of its
competitors. It said its installed
base of operating machines is con-
tinuing to grow, indicating that the
revenue decline reflects reduced
printing because companies are do-
ing less direct-mail advertising and
have fewer employees.

Steel-industry’s troubles
signal a likely shakeout

BY ROBERT GUY MATTHEWS

Weak demand is likely to lead to
increased losses in the world steel in-
dustry next quarter, which could
prompt consolidation, the shakeout
of marginal players and lower prices,
much of the industry now predicts.

“The demand for steel is virtually
nonexistent,” says Dan DiMicco,
CEO of steelmaker Nucor Corp.,
which reported a $189.6 million loss
and said it expected a wider loss in
the second quarter.

Steelmakers were hoping the first
quarter would be its worst, in terms
of losses, for 2009. Early signs that
the housing market would pick up,
that stimulus spending for projects
such as bridges would boost con-
sumption, and that an auto bailout
would shore up a key steel customer
were taken as clues that the steel mar-
ket was headed for a turnaround.

Moreover, other commodities, in-
cluding copper, have begun showing
signs of life. Freeport McMoRan Cop-
per and Gold Inc. said it expects cop-
per prices to rise compared to the
first three months of this year due in
part to lower world inventories.

Prices of nickel and lead also ap-
pear to be firming.

To be sure, the price of all these
commodities is much lower, often in
the range of 50%, when compared to
this time last year.

“As we have progressed from Sep-
tember 2008 to March 2009, we have
seen business and market conditions
worsen each succeeding month,”
Charlotte, N.C.-based Nucor said in a
statement. “Entering the second
quarter of 2009, both the U.S. econ-
omy and steel market conditions
have continued to deteriorate.”

Global crude-steel production fell
in March in every major market, in-
cluding China, which had increased
production earlier in the year. The
biggest drop was felt in North Amer-
ica, where production fell 52%, while
Europe production fell 44%.

Nearly every major Chinese steel-
maker has predicted losses for April,
said Zhang Xiaogang, vice-chairman
of the China Iron and Steel Associa-
tion. Those losses are expected to
continue, he said Tuesday.

Across Europe, steelmakers don’t
see an upturn anytime soon, Eu-
rope’s steel association, Eurofer, said
Thursday. “Orders intakes at EU steel
mills are expected to be at unprece-
dented low levels for the time being,”
Eurofer said.

Randstad NV

Temporary-staffing firm
posts loss amid deal costs

Randstad NV, one of the world’s
largest temporary-staffing compa-
nies, swung to a first-quarter loss as
it struggled with the costs of a major
acquisition amid the economic con-
traction. The net loss of €52.6 mil-
lion ($69.7 million) compared with
net profit of €75.1 million a year ear-
lier, while sales rose 37% to €3.06 bil-
lion thanks to the purchase of Vedior
NV in May 2008 for €3.5 billion.
Randstad said that sales would have
been down 28% if the companies had
been combined in both years. “The
markets of our clients are moving
through violent patterns,” Chief Ex-
ecutive Ben Noteboom saidin a state-
ment. But Mr. Noteboom added that
demand for temporary workers is
likely in the medium term, “immedi-
ately after the downsizing waves.”
The company said it couldn’t rule
out an even larger decline in like-for-
like sales in the second quarter.

Eni SpA

Eni SpA, Italy’s biggest oil and
natural-gas company by market
capitalization, said first-quarter
net profit tumbled 43% amid lower
crude prices and weaker hydrocar-
bon production. The Rome-based
company said net profit dropped to
€1.9 billion ($2.5 billion) in the first
three months of the year, from
€3.32 billion a year earlier. Net
sales from operations fell 16% to
€23.74 billion from €28.31 billion.
Eni’s hydrocarbon output for the
quarter averaged 1.779 million bar-
rels of oil equivalent a day, down 1%
from the 1.796 million posted for
the first quarter of 2008. Capital ex-
penditure is forecast to be lower
than €14.6 billion last year.

Ranbaxy Laboratories Ltd.

Ranbaxy Laboratories Ltd. re-
ported a consolidated net loss of 7.61
billion rupees ($153 million) for the
first quarter, hurt by currency fluctu-
ations, a U.S. ban on some of its drugs
and the global slowdown. Ranbaxy,
India’s largest drug maker by reve-
nue, said excluding foreign-exchange
losses and exceptional items, it had a
loss of 262 million rupees for the lat-
est quarter. It had a profit of 858 mil-
lion rupees in the year-earlier quar-
ter. The generic-drug maker, which is
64%-owned by Japanese drug firm
Daiichi Sankyo Co., is vulnerable to
currency volatility because of the
high level of hedged positions on for-
eign-currency billings and the large
size of its overseas loans.

TeliaSonera AB

TeliaSonera AB posted slightly
lower first-quarter net profit amid
restructuring charges. Net profit
slipped to 4.44 billion Swedish kro-
nor ($547.5 million) from 4.47 bil-
lion kronor a year earlier. The Stock-
holm-based operator booked 226
million kronor in charges, partly for
restructuring at its mobility and
broadband-services businesses.
Sales rose 12% to 27.2 billion kronor.
TeliaSonera said the economic
downturn dragged down the aver-
age price it charged per minute in Ka-
zakhstan, Azerbaijan and Georgia,
while revenue from its operation in
Turkey slipped 13%. The company
said it now expects 2009 net sales to
be around the same as last year
when stripping out currency fluctua-
tions and acquisitions. TeliaSonera
had forecast net sales to rise this
year. TeliaSonera’s comments fol-
lowed similar warnings from Ger-
man rival Deutsche Telekom AG and
Scandinavian rival Tele2 AB.

Deutsche Lufthansa AG

Deutsche Lufthansa AG Chief Exec-
utive Wolfgang Mayrhuber on Friday
reiterated the German flagship carri-
er’s profit outlook for 2009, and said
it needs to expand rapidly to survive
in an increasingly competitive global
market. Mr. Mayrhuber told share-
holders at the annual meeting that
Lufthansa expects its operating
profit to decline considerably in 2009
from the previous year, but that it will
remain “distinctively positive.” He
said it’s difficult to give a concrete
forecast for 2009, as demand for air
travel and cargo continues to be
weak. “However, even if the industry
has forecast red figures, our aim re-
mains a “distinctively positive [oper-
ating] result,” Mr. Mayrhuber said.
Mr. Mayrhuber pledged Lufthansa
would continue with strict cost man-
agement and further capacity cuts.

Ingka Holding BV

Home-furnishings maker Ikea
on Friday named Mikael Ohlsson as
its new president and chief execu-
tive. Mr. Ohlsson will take over
from Anders Dahlvig, who is step-
ping down on Sept. 1 after 10 years
as the head of the company. An Ikea
veteran, Mr. Ohlsson started out in
the carpet department of a store in
the Swedish city of Linkoping three
decades ago, the company said. In
the past 15 years he has worked as
regional retail manager for south-
ern Europe and North America.
Goran Grosskopf, chairman of the
group’s parent company, Ingka
Holding BV, called Mr. Ohlsson “a
great ambassador of the Ikea cul-
ture.” Founded in 1943 by Swede In-
gvar Kamprad, Ikea now employs
about 128,000 people and owns 262
stores in 24 countries.

Valeo SA

French auto-parts maker Valeo
SA swung to a first-quarter net loss,
forcing it to slash 2009 investment
by a third and to cut the year’s
planned spending by €600 million,
or about $800 million. Paris-based
Valeo posted a net loss of €159 mil-
lion compared with a €43 million
net profit a year earlier. Sales
dropped 33% to €1.62 billion from
€24 billion. Cost-saving measures
disclosed Friday build on a plan
from the end of last year to cut head
count by 5,000 people, which saved
€183 millionin costs in the first quar-
ter. While reiterating that global au-
tomotive production would tumble
30% in the first half and 20% over
the year, the company said the rate
of decline should be less pro-
nounced in the second quarter. Yet,
Chief Executive Jacques Aschenbro-
ich said it was unlikely Valeo could
recoup in the second quarter the
ground it lost in the first, making
break-even results questionable.

3M Co.

3M Co. reported lower profit for
the first quarter, and the diversified
manufacturer cut its full-year out-
look amid weak demand. Chairman
and Chief Executive George W. Buck-
ley said 3M expects the recession in
the U.S. to reach its bottom by the
end of the third quarter. He said Asia
will likely help lead the world out of
the slump. The Minnesota-based
company said first-quarter net in-
come fell 47% to $530 million, or 74
cents a share, from $1.01 billion, or
$1.38 a share, a year earlier. The lat-
est results included seven cents a
share inrestructuring charges. Reve-
nue fell 21% to $5.09 billion. The com-
pany now expects 2009 earnings of
$3.90 to $4.30 a share. In January,
3M had lowered its projections to
earnings of $4.30 to $4.70 a share.

Honeywell International Inc.

Honeywell International Inc. re-
ported a 38% drop in first-quarter
profit, and the diversified manufac-
turer lowered its full-year outlook,
noting slumping markets for busi-
ness jets and automobiles. Dave
Cote, Honeywell’s chairman and
chief executive, told investors on a
conference call that he was “embar-
rassed” about the projection cut.
“It’s not going to happen again,” he
said, adding that business appears
to be stabilizing. Honeywell finance
chief Dave Anderson said the compa-
ny’s very profitable commercial
aerospace and turbo units have expe-
rienced steeper-than-expected
drops in demand.Net income fell to
$399 million, or 54 cents a share,
from $647 million, or 85 cents a
share, a year earlier. Net sales de-
creased 15% to $7.57 billion.The com-
pany expects 2009 earnings of $2.85
to $3.20 a share, down from a previ-
ous projection of $3.20 to $3.55.

Schlumberger Ltd.

Schlumberger Ltd. said its first-
quarter net income fell 30%, as oil-ser-
vices revenue suffered from a sharp
drop in U.S. natural-gas drilling and
prices, weak activity in Russia and
the effects of a stronger dollar. Pro-
ducers have cut back on drilling as
low oil and gas prices have left many
projects unprofitable. As of early
April, the number of drilling rigs in
the U.S. was off by more than half
from September at 975, according to
Baker Hughes Inc., the first drop be-
low 1,000 since 2003. Schlumberger
reported net income of $940.4 mil-
lion, or 78 cents a share, down from
$1.34 billion, or $1.09 a share, a year
earlier. Revenue decreased 4.5% to $6
billion. Chief Executive Andrew
Gould said the company doesn’t ex-
pect a significant recovery in North
American gas drilling before next
year. He added that Schlumberger’s
customers overseas are seeking and
obtaining lower prices.

Beijing Airport

Beijing Capital International
Airport Co., which operates the air-
port in China’s capital, said its 2008
net profit fell 92% as operating ex-
penses jumped. The company, listed
in Hong Kong, said net profit fell to
85.3 million yuan ($12.5 million)
from 1.13 billion yuan a year earlier.
Revenue rose 31% to 4.62 billion
yuan. Beijing Airport said earlier its
operating costs rose substantially af-
ter the $3 billion third terminal at
the Beijing airport started opera-
tion at the end of March 2008.
Beijing Airport had agreed to pay its
parent 26.9 billion yuan for the new
passenger terminal and related as-
sets, or 22% more than expected, be-
cause of revised valuation of assets
and interest costs.

—Compiled from staff
and wire service reports.
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U.K., Spain underscore Europe’s woes

Bigger-than-expected GDP fall casts doubt on Britain’s ability to pay for bailout; Spanish jobless hit 4 million

The U.K.’s economy took its worst
dive in 30 years and Spain’s jobless
rate soared to nearly one in five, un-
derscoring the pain sweeping across
Europe as repercussions of the glo-
bal financial crisis take hold.

By Alistair MacDonald and
Laurence Norman in London
and Thomas Catan in Madrid

Britain’s economic output
shrank by 1.9% in the first quarter of
2009 from the fourth quarter of last
year, the government said in a pre-
liminary report—significantly more
than economists had expected and
the fastest rate of contraction since
1979, when Prime Minister Marga-
ret Thatcher came to power.

The plunge raised fresh concerns
about the U.K.’s ability to handle the
mounting costs of its financial and
economic bailouts. Compared with a
year earlier, the U.K. economy
shrank by 4.1%. That cast doubt on
an official projection last week that
the economy will contract by only
3.5% in 2009 and rebound quickly
enough to help the government get
its stretched finances under control.

In Spain, the unemployment rate
jumped to 17.4% at the end of March
from 13.9% three months earlier, pil-
ing pressure on the government to
take fresh action to stem job losses.
Figures from the Spanish Statistics
Institute on Friday showed that a
record four million people were out
of work—alevel the government had
repeatedly said it wouldn’t reach.

“Things are looking pretty bad,”
said 33-year-old Alberto Zamarro,
who was laid off eight months ago
from an information-technology com-
pany serving Spanish banks. “I’'ve
tried finding other jobs in my field. If

Deepening gloom

Spain’s jobless rate soared higher as the U.K. economy posted its largest

quarterly contraction since 1979.
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I don’t find one soon I'll have to try
anything, work waiting on tables.”
The dismal news in the U.K. and
Spain highlights how troubles in fi-
nancial services and real estate are
crippling economies that had de-

pended heavily on those sectors for
growth. The U.K., with a capital city
that serves as one of the world’s pre-
mier financial hubs, has depended
on financial services for one in five
jobs and more than a quarter of its

tax revenues. Spain’s construction
sector swelled to account for almost
a fifth of the economy.

CW-25>The worsening picture
comes at a time when countries
across Europe are seeing ariseinun-
easiness related to economic mal-
aise. Worker protests in France have
sometimes become violent, and
union leaders in Germany have
warned that their country could be
next if layoffs mount.

In the UK., wildcat strikes have
protested the hiring of foreign work-
ers and anger over bankers’ hefty pay
packages recently materialized in an
attack on the Edinburgh home of
former Royal Bank of Scotland CEO
Sir Fred Goodwin. In the first set of of-
ficial quarterly crime figures since
the recession began, the government
Thursday announced personal thefts
in the last quarter of 2008 rose by
25% from the year-earlier quarter
and that burglaries rose by 4%.

The economic decline is taking a
toll on the private charities that sup-
plement the U.K.’s social safety net to
help the poor and underprivileged.
Sheila Davidson, who helps to run the
Bridge Women’s Education Centre, a
charity in northern England, said do-
nations are dropping off and women
are no longer enrolling for courses as
they tighten their belts.

“All in all, it is very dim out
there,” Ms. Davidson said.

The economic data from Europe
aren’t all bad. German business con-
fidence improved at the start of the
second quarter after hitting a
record low in March, a survey from
Germany’s Ifo Institute showed Fri-
day. A report from the Centre for
Economic Policy Research and the
Bank of Italy showed that the euro-
zone economy contracted in April,
but at a slower pace than in March.

Economists are also seeing some
positive signs in the U.K. Banks are
lending more, real-estate agents are
reporting increasing inquiries
about house buying, and retail sales
have held up better than expected.
On Friday, data showed seasonally
adjusted retail sales rose 0.3% in
March from February.

Still, the plunge in first-quarter
gross domestic product presents a
challenge for the U.K. government,
which is taking on debt at a rate not
seen since World War II, as it spends
money to cushion the downturn and
salvage its banking system.

Over the next three years the gov-
ernment’s net borrowing require-
ment will be £488 billion ($718 bil-
lion). Having announced limited tax
rises and spending cuts last week,
Treasury chief Alistair Darling is
counting on a swift return to growth
to bring in revenue that would help
pay back the debts. Friday’s data
make it less likely that the economy
will meet Mr. Darling’s forecast of a
3.5% contraction this year, followed
by above-consensus growth of 1.2%
in 2010 and 3.5% in 2011.

In Spain, unions called for the So-
cialist government to increase
spending and extend unemploy-
ment benefits. Finance Minister El-
ena Salgado said there are signs the
government’s fiscal stimulus is start-
ing to work and predicted the rate of
job losses will slow.

The Spanish government has put
in place one of the biggest packages
of tax cuts and spending in Europe
relative to the size of its economy,
sending its accounts deep into the
red. Last week, the IMF forecast
that the Spanish economy will
shrink by 3% in 2009 and by 0.7% in
2010. It predicted that unemploy-
ment will rise to 19.3% next year.

South Africa’s ANC faces new test

BY SARAH CHILDRESS

PRETORIA, South Africa—The
ruling African National Congress
won a huge majority in last week’s
national elections on a platform
that vowed to create more jobs and
improve basic services. The chal-
lenge now: to deliver on those prom-
ises amid grim economic conditions
and without its previous dominance
in parliament.

The ANC won 65.9% of the vote,
which translates to 264 of the 400
seats in parliament—just
three seats shy of the two-
thirds majority it needed to
govern unopposed. Still,
the tally is a solid victory
for the ANC. Its leader, the
populist Jacob Zuma, is to
be swornin as the next pres-
ident in May.

Mr. Zuma and his team
will take office at a difficult
time for South Africa. The
economy contracted at the
end of last year for the first
time since 1998. It is expected to
shrink again this year, by 0.3%, accord-
ing to the latest projections by the In-
ternational Monetary Fund. The man-
ufacturing and mining sectors have
been hit hard amid falling demand for
commodities and exports. (Please see
related story on page 25.)

Domestic problems abound.
Many poor South Africans lack basic

Jacob Zuma

skills needed to compete with immi-
grants for scarce, lower-level jobs.
Crime remains a problem, educa-
tion and health care need reform,
and infrastructure, particularly en-
ergy, is in dire need of investment.

The ANC has promised a massive
infrastructure-spending bill, which
it hopes will also help fuel growth in
the economy and lure private invest-
ment. It also is counting on a boost
from the mining industry’s gold, dia-
monds and platinum operations,
which haven’t been hit as hard by
falling prices.

Mr. Zuma lost many
votes in the white and busi-
ness communities, which
fear a left-leaning govern-
ment. Many of them voted
to check his power, whit-
tling down the ANC’s tally.

The Democratic Alli-
ance, the main opposition
party, received the second-
largest number of votes,
16.6%, and 67 seats in parlia-
ment. It managed to wrest
from the ANC one province, which in-
cludes Cape Town. In third place,
with 7.42%, was the upstart Con-
gress of the People, formed by dis-
gruntled ANC members who left the
party late last year. The Cope party
will take 30 seats in parliament.

Mr. Zuma sought to reassure
these voters directly in his first ad-
dress to the nation, after the results

were announced on Saturday, prom-
ising to be a “president for all.”

“There will be no surprises in the
next administration’s program of ac-
tion,” Mr. Zuma said. “The elector-
ate has endorsed our call for an equi-
table, sustainable and inclusive
growth path that will bring decent
work and sustainable livelihoods.”

He declined to address cabinet
posts until they are officially an-
nounced—Ilikely this week—but said
he will appoint “quality people” and
be “tough on performance.” Whom-
ever he appoints, Mr. Zuma will have
to establish a delicate balancing act
to appease the conservative busi-
ness community as well as his power
base, the unions and the Communist
Party. His advisers are well aware of
the need to cater to all sides.

Mr. Zuma is expected to ask Fi-
nance Minister Trevor Manuel to be-
come the head of a new planning
commission that would be tasked
with setting economic policy. Local
newspapers speculated Sunday that
high-powered businessmen Cyril Ra-
maphosa and Tokyo Sexwale might
also be tapped for the commission, a
strong signal to reassure the busi-
ness community and foreign inves-
tors. But Mr. Zuma also will have to
incorporate members of the left.

The independent electoral com-
mission and independent observers
praised the vote as free and fair.
Turnout was just more than 77%.

U.S. Treasury Chief Geithner
casts a darker tone than G-7

BY DEBORAH SOLOMON

WASHINGTON — U.S. Treasury
Secretary Timothy Geithner said Fri-
day that the world’s economies are
beginning to stabilize but cautioned
that itis “too early” to say risks have
receded and that more action needs
to be taken to counteract the worst
financial crisis in generations.

“Financial conditions in some
markets have shown modest im-
provement,” Mr. Geithner said, add-
ing that it would be “wrong to con-
clude that we are close to emerging
from the darkness that descended on
the global economy early last fall.”

The secretary struck a more som-
ber tone than a statement released
by the Group of Seven finance minis-
ters who gathered in Washington be-
fore weekend-long meetings at the
International Monetary Fund.

In their statement, the finance
ministers said “the pace of decline
in our economies has slowed and
some signs of stabilization are
emerging. Economic activity should
begin to recover later this year amid
a continued weak outlook, and
downside risks persist.”

The finance chiefs pledged to con-
tinue efforts to shore up financial in-
stitutions across the globe, includ-
ing providing “liquidity support,” in-

jecting capital into banks and taking
“all necessary actions to ensure the
soundness of systemically impor-
tant institutions.” The group also
promised to “deliver the scale of sus-
tained fiscal effort necessary to re-
store growth.”

Mr. Geithner said the ability of
other countries to shore up their
economies is critical to the U.S. re-
covery. “Recovery in the U.S. de-
pends significantly ... on recovery
in those large and previously rap-
idly growing markets,” he said.
Some economists worry about
growth in Europe.

The meeting took place the same
day the U.S. released the methodol-
ogy behind stress tests it is conduct-
ing on the nation’s 19 largest banks.
The tests are part of the U.S.response
to the financial crisis, which includes
capital injections into banks, efforts
to help distressed homeowners and a
plan to purge toxic assets from bank
balance sheets.

Mr. Geithner said he “did not dis-
cuss the preliminary results” of the
stress tests with his counterparts
but said they all agreed to make sure
there’s “enough capital in the finan-
cial system.” Mr. Geithner has
pledged to make enough capital
available so banks can resume mak-
ing loans.
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Germany’s FDP gains
amid economic crisis

BY MARcuUSs WALKER

BERLIN—Around the world, the
economic crisis is raising doubts
about unfettered markets and lead-
ing to more state intervention in the
economy. But in Germany—a coun-
try long skeptical of freewheeling
capitalism—one winner amid the
fallout from the crisis is a political
party that believes in freer markets
and smaller government.

The Free Democratic Party,
whose credo is getting the state off
the back of the individual, is riding
high in opinion polls. It has notched
up successes in recent regional elec-
tions, and has good chances of enter-
ing government in Germany’s na-
tional vote this September.

The FDP is benefiting from the
fact that Germany’s two large ruling
parties, Chancellor Angela Merkel’s
conservative Christian Democratic
Union and its partner the Social
Democrats, have backed away from
business-friendly policies and
shifted to the left.

“In this context many citizens
find it refreshing that the FDP has re-
mained in the center,” says the FDP’s
leader, Guido Westerwelle, in aninter-
view. His party currently enjoys the
support of 14% to 16% of voters, ac-
cording to recent opinion polls. This
is up from the FDP’s 9.8% support in
Germany’s last election in 2005.

What Mr. Westerwelle calls his
party’s “center” stance has long ap-
peared to many Germans as a right-
leaning economic policy of tax cuts
and deregulation that would mainly
benefit high earners. The FDP’s im-
age as a rich people’s lobby helped
keep the party’s share of the vote
low in the 1990s.

Today, however, many middle-
class voters are concerned about
the state’s expanding role in the
economy in response to the crisis,
on top of longstanding grievances
over Germany’s high and compli-
cated taxes and its jungle of bureau-
cratic red tape.

The result could be that the FDP,
which aims to form a pact with the
Christian Democrats, helps Ms. Mer-
kel to win the election and to escape
her awkward coalition with the left-
leaning Social Democrats. A conser-
vative-FDP coalition could tilt Ger-
many back toward an overhaul of its
tax system and welfare state, al-
though the long recession, big bud-
get deficits and divisions in Ms. Mer-
kel’s camp could limit the scope for
cutting taxes.

Mr. Westerwelle, a youthful-
looking 47-year-old trained law-
yer, is expected to become foreign
minister in any FDP-Christian
Democrat government.

However, both parties would
have to maintain their current opin-
ion-poll support to achieve a major-
ity in parliament. In the past two
elections the Christian Democrats’
support faded badly shortly before
polling day, thanks partly to cam-
paign blunders and disunity. Ms.
Merkel’s conservatives are still
squabbling over their party’s
course, especially on the economy.

The FDP doesn’t correspond to ei-
ther major political party inthe U.S.,
but is typical of liberal parties in Eu-
rope, where the word “liberal” de-
notes both free-market economics
and left-leaning social policies that
stress diversity and tolerance.

The FDP, for instance, supports
minority rights, higher immigration
and curtailing the state’s powers of
surveillance. Mr. Westerwelle, who

Kingmaker?

The Free Democratic Party
could help Christian Democrats
win German elections in
September. Opinion-poll support
for German parties

Christian Democratic Union/
Christian Social Union
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Free Democratic Party
I 15

Left Party
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Greens
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35%

Note: 2001 people were polled
between Apr. 14-17. Average
margin of error: +/- 2%.
Source: Forsa
Institute/Stern/RTL

would be Germany’s first openly gay
foreign minister, has said he would
cut development aid to countries
that persecute homosexuals. But
what’s winning the party new sup-
porters is Mr. Westerwelle’s attacks
on the government for its high tax-
and-spend policies.

Ms. Merkel, constrained by her
coalition with the left-leaning Social
Democrats, has made little progress
in addressing middle-class frustra-
tion with heavy taxes and bureau-
cracy. Her involvement in increased
state intervention in the economy
during the current crisis, including
costly bailouts of banks and subsi-
dies for Germany’s struggling auto-
makers, was the final straw for
many middle-class voters and small-
business owners, who now say they
will vote for Mr. Westerwelle.

The FDP has become the protest
party for longtime Christian Demo-
crat voters as well as moderate So-
cial Democrats who are disillu-
sioned with their parties’ leftward
drift, says Manfred Giillner, head of
the Forsa Institute, a Berlin opinion-
polling company. “The FDP’s main
strength is simply that it exists, not
its specific policies or its person-
nel,” he says.

In contrast, the economic crisis
hasn’t benefited German left-wing
groups, such as the post-communist
Left Party. Despite its questioning of
capitalism, voters don’t believe the
Left Party has the answer, Mr. Giill-
ner says.

Mr. Westerwelle has qualified
his past deregulation rhetoric, and
says he wants a “strong state” in ar-
eas where it is needed, such as bank-
ing supervision. Government has be-
come “big in the wrong areas,” he
says. The role of the state should be
that of a strict referee who sets and
enforces clear rules, but doesn’t get
involved in the economy as a player.

For example, the FDP opposes
the government’s buying a stake in
car maker Opel, the German-based
unit of General Motors Corp. Ms.
Merkel’s government is under pres-
sure from labor unions to help Opel
with taxpayer money if a new pri-
vate-sector investor can’t be found.

“The German government
should have used this crisis to do ur-
gently necessary things like reduc-
ing bureaucracy and obstacles to in-
vestment to trigger growth,” says
Mr. Westerwelle. The recession is a
good opportunity to cut and sim-
plify taxes on middle and lower in-
come earners, he says. “People who
work should no longer be the fools
of the nation,” he says.

Iceland takes a left turn

Interim coalition duo
beat conservatives
ousted in February

BY CHARLES FORELLE

A coalition of left-leaning parties
won elections in Iceland on Satur-
day, decisively beating conserva-
tives who have dominated the is-
land’s politics for two decades and
are widely blamed for the meltdown
in its banking system last fall.

The Social Democratic Alliance
will hold 20 seats in the 63-seat par-
liament, and its coalition partner
the Left-Green Movement will hold
14, giving the two parties an out-
right majority, according to results
as of Sunday afternoon from state
broadcaster RUV.

Together, the two parties took
slightly more than half the popular
vote. The coalition has been running
Iceland on an interim basis since
February, when economic turmoil
forced out the conservative Indepen-
dence Party prime minister and his
government.

Interim Prime Minister J6hanna
Sigurdardottir, 66 years old, of the So-
cial Democrats, will keep the top job.

“The nation is settling the score
with the neo-liberalism, with the In-
dependence Party, who have been
in power for much too long,” Ms.
Sigurdardottir, a former flight at-
tendant, union organizer and long-
time politician, said at an election

Agence France-Presse

Interim Prime Minister J6hanna Sigurdardéttir, Iceland’s Social Democrat leader,
celebrates victory with teammates and supporters after Saturday’s elections.

celebration Saturday, according to
the Associated Press.

The Independence Party received
about 24% of the vote and 16 seats in
parliament, its worst showing in at
least 45 years. Since the early 1990s,
the party had presided over a wave
of privatizations—including in the
banking sector—that energized Ice-
land’s stodgy, state-dominated econ-
omy and created an economic boom.

But when the banks, swollen af-
ter several years of rising lending,
collapsed in the credit crunch in Oc-
tober, public opinion rapidly turned,
and voters on Saturday punished

the Independence Party at the polls.
Iceland’s gross domestic product is
forecast to contract 10% this year,
and unemployment shot up to 7.1%
in the first quarter, more than triple
the rate a year ago.

The win by the left-wing coali-
tion could also move Iceland closer
to joining the European Union—a
major goal of the Social Democrats.

The Left-Greens have resisted
EU membership, but smaller,
pro-EU parties also scored well in
Saturday’s elections; that could pro-
vide the Social Democrats with back-
ing for an EU push.
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BP executive focuses on biofuels’ future

U.S. operations chief
draws on experience
he gained in Russia

BY ANGEL GONZALEZ

In January, oil giant BP PLC ap-
pointed Lamar McKay, an experi-
enced Russia hand, to head its opera-
tions in another key energy-produc-
ing trouble spot—the U.S.

BP runs the two largest oil fields
inthe U.S., andits U.S. operations ac-
count for about 40% of the compa-
ny’s global business. BP America is
still recovering from a recent string
of high-profile incidents ranging
from a lethal explosion at its Texas
City refinery to federal charges of
propane-market manipulation and
operational problems in Alaska and
the Gulf of Mexico. Last month, the
federal government and the state of
Alaska sued BP for civil damages
over two 2006 oil spills in the North
Slope.

Mr. McKay also is taking the helm
as a new U.S. administration seeks
to give alternative energy a solid
footing, an effort that creates uncer-
tainties for fossil-fuel producers.

Mr. McKay has dealt with tough
issues before. As head of BP’s spe-
cial-projects unit, he was key last
year in defusing a dispute between
BP and its Russian partners in
TNK-BP, a massive integrated oil
and gas joint venture.

And BP has long invested in alter-

native energy, including various ven-
tures and a $500 million grant to
fund the Energy Biosciences Insti-
tute, a U.S.-based research organiza-
tion created in 2007.

Mr. McKay recently spoke with
The Wall Street Journal about the
challenges and opportunities of his
new position. Following are edited
excerpts:

THE WALL STREET JOURNAL: Why
does the U.S. play such a big role for
BP?

MR. MCKAY: One reasonis heritage.
We’ve got a portfolio that’s been
built over 100 years. The other rea-
son is future opportunity. There’s
still alot of potential in deep water—
technology is allowing a lot of
things that were not imaginable 10
years ago. We’re really pleased
Thunder Horse [an oil platform in
the deep waters of the Gulf of Mex-
ico] began producing last year. It’s
been doing tremendously well—
about 300,000 barrels of oil equiva-
lent per day. It’s the second-largest
oil field in the U.S. Other opportuni-
ties exist in unconventional natural
gas and in Alaska [where BP oper-
ates the largest oil field in the U.S.,
Prudhoe Bay].

WSJ: Do you expect that role to in-
crease in the future?

MR. MCKAY: We like the investment
opportunities in the U.S. We’re in-
vesting roughly $6 billion a year. We
plan to continue to invest at that
same level.

WSJ: Your new role coincides with
an administration seriously embrac-
ing alternatives to fossil fuels. What
do you think of this environment?
MR. MCKAY: We believe that the
best thing for the country is a di-
verse energy portfolio. We’re con-
vinced there is not an either/or solu-
tion—it will take all forms of energy
to make this country work.

We’re investing not only to grow
oil and gas production and increase
the efficiency of our refineries, but
alsoin what we think are the alterna-
tive energy technologies that are
the most likely to succeed.

WSJ: Some policies to raise revenue—
partly to fund alternative-energy ini-
tiatives—target oil and gas produc-
ers. What effect will the administra-
tion’s proposal to repeal longstand-
ing tax breaks for the oil and gas in-
dustry have on energy investments?
MR. MCKAY: Increasing taxes on
the industry, especially at a time
when it is under a lot of stress, has
the potential to reduce investment
and domestic energy production.

The marginal areas will be the
most affected. Companies like us
will, to the extent possible, try to in-
vest through the cycles, because we
have strong balance sheets, but
small companies could be hurt even
more.

WSJ: The Obama administration
seems intent on creating a compre-
hensive method to reduce green-
house-gas emissions—most likely a
cap-and-trade system. How will you

China targets UHV power lines

By DAvID WINNING

China wants to use melting snow
on the Tibetan Plateau to power neon
lights more than 1,500 kilometers
away in Shanghai. And to make that vi-
sionareality, it is dusting off a 40-year-
old technology for moving electricity—
ultra-high-voltage power lines.

UHV lines can not only carry
more electricity than regular lines
but also move it vast distances
withlessloss of power. That makes
UHV ideal for bringing electricity
from remote areas, such as hydro-
power projects in the foothills of
the Himalayas, to China’s eastern
urban centers.

A number of countries gave the
idea atest run decades ago, but im-
proved technology has made it a
lot more practical—and attractive.
Now Chinais betting that UHV can
solve its massive energy dilemma.
Most of the nation’s resources,
such as coal and hydropower, are
located far from the booming cit-
ies that need electricity most.

The developments are being
closely watched around the world.
“Iwould expect that the more coun-
tries use renewable energy,” the
more they look to UHV technology,
says Daniel Assandri, senior vice
president and head of the power-
system division for ABB Ltd. in
China and North Asia, which is
working on China’s UHV project.

China’s proposed network will
cover 90,000 kilometers and allow
up to 6.4 gigawatts of power to be
transmitted on each line—equiva-
lent to nearly two-thirds of the en-
tire generating capacity of Sin-
gapore. State Grid Corp., one of two
state-owned power distributors,
has said it is seeking regulatory ap-
proval to spend as much as $14.6 bil-

lion over the next three to four
years to roll out UHV power lines.

It’s an ambitious plan, but China
is in urgent need of an upgrade. Ac-
cordingtoa 2007 report by the Inter-
national Energy Agency, China
needs to invest $1.51 trillion in its
grid through 2030 to accommodate
soaring demand for power. And the
potential power sources are far
from the growing eastern cities
where electricity is needed.

Two-thirds of China’s coal depos-
its are concentrated in a handful of
inland provinces, more than 1,000 ki-
lometers from the manufacturing
hubs of the Pearl River Delta. Gov-
ernment planners want power gen-
erators to build plants closer to coal
supplies and then ship their electric-
ity via the grid.

China also wants to make better
use of its renewable-energy re-
sources, particularly hydropower,
but two-thirds of its dams are lo-
cated in distant southwestern prov-
inces such as Yunnan and Sichuan.
Hydropower currently accounts for
nearly a fifth of China’s electricity
generation, but much of it is used lo-
cally rather than shipped to cities be-
cause the grid is inadequate.

The quest to transmit electric-
ity greater distances at higher volt-
ages dates back decades. Govern-
ments and utilities began to look
seriously at the problem in the af-
termath of World War Il as a way to
meet rising energy demand.

Conventional transmission lines,
which use alternating current, can
carry up to 500 kilovolts of energy
from power plants to substations
for distribution. But they’re limited
in how far they can transmit power,
typically up to about 850 kilome-
ters. And they lose a significant
amount of power—about 7% of ca-
pacity—in transit.

In looking for an alternative, en-
gineers tried a couple of different
paths. One was direct-current
power lines, which can transmit elec-
tricity at greater distances than AC
lines, with less power loss. But many
utilities felt DC lines were too expen-
sive because they required con-
verter stations to turn the power to
AC soit could be distributed to utili-
ties and consumers.

The other avenue of exploration
was higher-voltage AC lines. They
first appeared in Canada in 1965.
The most progress was made in the
Soviet Union. However, interest
waned in the 1990s after the Soviet
Union collapsed and power demand
in Japan stagnated.

Improved technology has made
UHV more feasible. For instance, in-
sulators on UHV systems used to be
made of porcelain. Now it’s possible
to use materials like silicone rubber.

China currently has only one
functioning UHV line, a 1,000-kilo-
volt AC pilot project that repre-
sents the highest-voltage system
operating commercially anywhere
in the world. The line connects two
big power grids: one in Shanxi
province in northern China, which
relies heavily on coal-powered
plants, and another in the central
province of Hubei, which has abun-
dant hydropower resources, in-
cluding the Three Gorges dam. The
line enables power to be trans-
ferred between the grids when-
ever there is a shortfall in supply.

More UHV AC lines are planned,
but Beijing concedes the technology
isn’t commercially viable yet. Suppli-
ers haven’t achieved economies of
scale on core equipment, and the
lines aren’t yet carrying enough
power to show real savings over con-
ventional systems.

Julian Puckett

Lamar McKay

adapt to it?

MR. MCKAY: We favor cap and trade,
but we favor cap and trade that isim-
plemented with an understanding
that it takes time. The details are ex-
tremely important. It needs to the
broad and market-based, so that
there’s not undue distortion [in the
way emissions rights are distrib-
uted]. You can’t flip a switch and
make this work overnight.

WSJ: Do you think it could change
the economics of the oil and gas in-
dustry?

MR. MCKAY: Undoubtedly it would,
insome ways, but it’s hard to predict
how. It could change investment pat-
terns as we search for the most effi-
cient reductions in CO, emissions. It
could change consumer patterns, as
citizens make more-informed
choices on their carbon footprint.
Those choices could transform how
we balance investments in oil and
gas production and refining.

This will be one of the most com-
plicated systems ever put in place in
terms of the interaction of industry,
consumers and energy provision—
everything will be affected. That’s
why taking things in steps and
phases, with the ability to adjust, is
an important component of what-
ever comes out of this.

WSJ: You had an interesting job in
Russia, negotiating on behalf of BP
in a tough environment. What les-
sons are you bringing here from that
experience?

MR. MCKAY: I learned that if you
have areal ability to listen, hear and
understand, and the pragmatism to
form some sort of agenda with com-
mon goals, people can work out vir-
tually any problem. We have been
successful in Russia; we had our
problems, and we’ve been able to
work through these things.

I see parallels with difficult is-
sues in the United States. There are
staunchly divided positions in the
U.S. right now—about what’s right
for the country, where our energy
should come from and the type of
economy we want to have.

Not everything can be solved at
once. One has to have the pragma-
tismto take things one step at a time
and try to move forward together.

WSJ: What are the biggest chal-
lenges facing a company like BP in
the U.S. right now?
MR. MCKAY: Being able to get the
cost structure in line so that the in-
dustry can be healthy with the oil and
gas commodity prices we see today.
We must also strive to match our
investment patterns with changes
in regulatory and legislative areas.
We invest with a 10- to 15-year time
horizon for the bigger projects, so

anticipating and understanding the
shape energy policy is going to take
is important.

We must be able to [communicate]
our experience in energy markets and
production so that the pace of policy
matches the pace of technology.

WSJ: Starting in 2005, BP suffered a
series of mishaps and setbacks, rang-
ing from a lethal explosion in its
Texas City refinery to a spill in Alaska
to a three-year delay in Thunder
Horse, your highest-profile projectin
the U.S. What lessons have you
learned from those incidents?
MR. MCKAY: These were terrible
events that we think about every
day and which are the catalyst for
major change at BP. We have learned
that consistency, rigor and con-
stancy of operating standards is im-
portant and that accountability
must be clear. So we are implement-
ing a new system of processes and
standards by which we operate,
with better ways to identify risks,
manage work in our facilities and
make sure that our processes and
standards are applied consistently.
The statistics [incident rates, em-
ployee surveys] show improvement
as we work to ingrain this in the cul-
ture of the company. I am really
proud of what has been done. But let
me also be clear, we’ve still got a
long way to go.

WSJ: A lot of people seem to have
given up on biofuels, thinking that
low oil and gas prices make them
less competitive, and it’s still very
difficult to mass-produce them. Yet
in February BP invested in a $45 mil-
lion venture with Verenium to build
a cellulosic-ethanol plant in Florida.
Is it just an expensive way to kick
the tires, or are you really interested
in biofuels?

MR. MCKAY: We’re seriously inter-
ested in biofuels. Brazilian ethanol
works—we have a joint venture in
Brazil that is probably going to ex-
pand to a very, very significant
project over time, a world-scale
kind of project. It works there be-
cause you’ve got adequate rainfall
and land for a use that does not com-
pete with food crops, and you’ve got
an infrastructure and automobile
fleet that uses it.

We are also working on a better
molecule called biobutanol. It has
higher energy density, closer to gas-
oline than ethanol. It is also less cor-
rosive, easier to mix with gasoline
and easier to distribute.

With Verenium, we’re [building
acommercial-scale plant] in Florida
using feedstocks that are not com-
peting with food. We’re committed
to getting that project going. We’re
also very serious about research at
the Energy Biosciences Institute.

WSJ: Won’t the automobile fleet
leapfrog the biofuel stage to go elec-
tric?
MR. MCKAY: There is still a lot of
mileage—no pun intended—to be
gained by moving to smaller, lighter
vehicles and smaller engines. That
would be the most cost-effective
way of saving fuel. Hybrids, running
on batteries and gasoline, are also
feasible. Biofuels complement both
of those. We see improved technol-
ogy in gasoline and the increased
use of diesel, biofuels and hybrids as
big pragmatic steps along the way
to a less carbon-intensive fleet.
There’s always future electrifica-
tion, but youruninto really big infra-
structure issues when you cross
that bridge. I don’t think the leap-
frog will necessarily happen, be-
cause other solutions are more cost-
effective.





