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The U.S. and Russia put nu-
clear-arms control on the
world stage for the first time
in at least a decade, promis-
ing a binding arms-reduction
treaty by year-end and a Mos-
cow summit in July. Page 2

B U.S. auto sales continued
to drop in March, but car
makers pointed to a rebound
in the last week of the month,
driven by incentives. Page 5

M Daimler plans to cut labor
costs in Germany by $2.66 bil-
lion this year and may have
to consider layoffs. Page 5

Ml Unemployment increased
in the euro zone and the
manufacturing sector contin-
ued to contract, suggesting
more job losses loom. Page 10

M The pace of decline in
U.S. manufacturing showed
signs of moderating in March,
but the job market contin-
ued to deteriorate. Page 11

B U.S. stocks rose on some

encouraging signs in data on
manufacturing, housing and

auto sales. Shares in Europe
also advanced. Page 20

M Small investors have been
snapping up Citigroup shares
in recent months amid the
bank’s price slide. Page 21

M Belgium’s Solvay plans to
seek buyers for its pharma-
ceutical division in a deal
that could be valued at as
much as $6.6 billion. Page 9

M Greenhouse-gas emissions
in the EU fell 6% last year as
the economic downturn slowed
industrial activity. Page 10

M Israel's new foreign minister
said the country won't abide
by commitments it made to

pursue Palestinian statehood
at a summit in 2007. Page 12

B Ukraine’s Parliament set
presidential elections for
Oct. 25, but Yushchenko said
he would challenge the date.

M Albania and Croatia be-
came NATO’s newest mem-
bers in a historic expansion
into the western Balkans.

M A suspected U.S. drone
fired missiles at an alleged
hideout connected to a Taliban
leader who threatened to at-
tack the US, killing 14 people.

M Taliban suicide bombers

stormed a government office
in southern Afghanistan, kill-
ing themselves and 13 others.

M At least eight people died
when a helicopter returning
from a North Sea oil plat-
form went down off the
northeast coast of Scotland.
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Fiat’s turn

Can Italian auto maker do
what Daimler couldn’t—
fix Chrysler? Page 14
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ny press Obama

President has G-20 star power, but Sarkozy, Merkel demand bank curbs; success with Medvedev

LONDON — U.S. President
Barack Obama took the
world stage here Wednesday,
pressing arms control with
Russia and trade with China,

By Jonathan Weisman,
Alistair MacDonald and
Carrick Mollenkamp

while fending off a challenge
by French and German lead-
ers who say the Group of 20
isn’t accomplishing enough.

In a jam-packed debut,
Mr. Obama could claim some
success, especially with Rus-
sian President Dmitry
Medvedev. But as a summit
once hailed as the start of a
global New Deal got under
way, the American president
conceded some U.S. culpabil-
ity in the global financial cri-

sis, and saw his efforts to re-
claim world leadership run
French President Nicolas
Sarkozy and German Chan-
cellor An-
G-20

: kel an-
swered a
news con-
by Mr. Obama and British
Prime Minister Gordon
Brown with a combative ap-
manding stricter interna-
tional regulation of the

world financial system.
speak with one and the same
voice,” Mr. Sarkozy said, add-
ing, “As the chancellor
sults. We want hard and fast
results...We are facing a
very significant crisis which

into stumbling blocks.
gela Mer-
In
London
ference
pearance of their own, de-
“Germany and France will
rightly said, we demand re-
has led to a lot of suffering.”

e

p—

Thousands of demonstrators converged on London’s financial district on Wednesday in a protest to coincide with the G-20 summit. Page 4.

Mr. Sarkozy added: “Regu-
lation is not simply a word,
an empty word,” he said. “It
is a major objective.”

The summit of 20 indus-
trial and developing nations
is still expected to produce
some substantive accords.
Mr. Brown said participants
will pledge $100 billion “at
an absolute minimum” to fi-
nance international trade,
which has dropped off precip-
itously. On economic stimu-
lus, members will pledge to
do whatever is necessary,
without setting targets.

A communiqué will lay out
broad principles to remake
the global financial regula-
tory system andreinin tax ha-

vens, with the International
Monetary Fund—whose lend-
ing powers would be ex-
panded—and a strengthened
Financial Stability Forum em-
powered to police them.

The communiqué will
also include the establish-
ment of so-called regulatory
colleges to help coordinate
supervision of the world’s
biggest banks, and strong lan-
guage against protection-
ism. There also is likely to be
language on principles that
canbeused to guide banks on
how they calculate staff bo-
nuses.

But the outcome is a step
toward solving the financial
crisis—rather than a solu-

Turkey and Armenia
near historic accord

By MARC CHAMPION

BRUSSELS—Turkey and
Armenia could soon an-
nounce a deal aimed at reopen-
ing their border and restoring
relations, according to diplo-
mats, a move that could help
stabilize a region that’s in-
creasingly important as a tran-
sit route for oil and gas.

The timing of the deal is be-
ing choreographed with the
schedule of U.S. President
Barack Obama, who visits Tur-
key next week, these people
say.

The Turkish and Armenian
governments have agreed to
terms in three areas: opening
and fixing borders, restoring
diplomatic relations and set-
ting up a series of commis-
sions to look at disputes, in-

cluding one on the history of
conflict between the two coun-
tries, according to the diplo-
mats, all of whom declined to
be named due to the sensitiv-
ity of the talks.

There is strong opposition
to a deal in both countries, as
well as in Armenia’s neighbor
Azerbaijan. Turkey closed its
border with Armenia in 1993
to protest Armenia’s occupa-
tion of Nagorno-Karabakh, an
enclave in Azerbaijan, follow-
ing a bloody war. That conflict
remains unresolved.

But a deal is seen in West-
ern capitals as a major poten-
tial success that could help to
open up and stabilize an in-
creasingly important transit
corridor for oil and gas. The re-
gion is studded with unset-

Please turn to page 30
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tion itself—and divisions
among the players were diffi-
cult to paper over. “We have
some tough negotiations
ahead,” Mr. Brown said to re-

Russian accord
M Obama, Medvedev promise
arms-reduction treaty............ 2

porters. “It will not be easy.”

Hoping to disarm mem-
ber states looking for some-
one to blame, Mr. Obama ac-
cepted some responsibility.
“If you look at the source of
this crisis, the United States
certainly has some account-
ing to do withrespect to areg-

ulatory system that was inad-
equate,” Mr. Obama said dur-
ing his joint news conference
with Mr. Brown.

Yet even as the U.S. presi-
dent appeared to give up on
the idea that other countries
would announce large stimu-
lus packages to kick-start
growth, he warned that the
world can’t rely on the U.S. to
drive global growth. The vo-
racious appetites of U.S. con-
sumers that fueled the boom
years are unlikely to return,
even after the world recov-
ers from recession, Mr.
Obama said.

“If there is going to be re-
newed growth it can’t just be
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U.S., Russia pursue arms control

|

Obama, Medvedev
promise a treaty
by end of the year

BY JONATHAN WEISMAN

LONDON—The presidents of the
United States and Russia thrust nu-
clear-arms control back onto the
world stage for the first time in at
least a decade Wednesday, promis-
ing a binding arms-reduction treaty
by year’s end and a Moscow summit
in July.

It was a powerful symbolic start
to what both sides have called a “re-
set” of relations that were “drifting,
and drifting in some wrong direc-
tions,” Russian President Dmitry
Medvedev said after the meeting
with Barack Obama.

The two presidents pledged to
produce a binding arms-reduction
treaty before December, which will
mark the expiration of the existing
Treaty on the Reduction and Limita-
tion of Strategic Offensive Arms
(START) that regulates the number
of nuclear weapons Washington and
Moscow can possess. They also said
they are committed to “achieving a
nuclear-free world,” language that
White House officials said had never
been used by the heads of the
former Cold War rivals before.

For all the warmth of the meet-
ing, the leaders skirted the thorni-
est areas of tension that have

[ -9

U.S. President Barack Obama, right, shakes hands with his Russian counterpart,
Dmitry Medvedev during their meeting at Winfield House in London, Wednesday.

brought U.S.-Russian relations to
their lowest point in years: Russia’s
efforts to reassert its influence in
the rest of the former Soviet Union
and U.S. plans for a missile-defense
system in Europe.

But senior U.S. administration of-
ficials stressed the president had
given no ground on opposing Rus-
sian ambitions in Georgia. They said
Mr. Obama refused to recognize
South Ossetia and Abkhazia, Russian
allies, as independent states. He
brought up specific allegations of hu-
man rights abuses, including the
beating of human rights activist Lev
Ponomaryov on Tuesday night, they

said. And the two nations are still di-
vided over missile defense.

The four-page joint statement re-
leased after their private meeting fo-
cused on key areas where the two
sides indicated willingness to give
ground—issues that had been stick-
ing points as U.S.-Russian relations
worsened in recent years.

Moscow said in the statement
that it is willing to work toward an
international treaty banning the pro-
duction of fissile material for nu-
clear weapons, a key demand of
Washington’s as it tries to counter
Iran’s nuclear ambitions. The White
House said it is willing to address ar-

CORRECTIONS & AMPLIFICATIONS

U.S. Treasury Secretary
George Shultz held an informal
meeting with finance ministers of
the UK., France, Germany and Ja-
pan in the White House library in
March 1973, following a devalua-
tion of the dollar in 1971. A graphic
that appeared with a page-one arti-
cle in some editions Wednesday in-
correctly said the meeting occurred

in 1971; in other editions the
graphic said the devaluation oc-
curred in 1973.

The S&P Case-Shiller Index,
which tracks home pricesin 20 met-
ropolitan areas, fell 19% for the
three-month period ended in Janu-
ary compared with the year earlier
period, which was a record annual

rate of decline. An Economy & Poli-
tics article in some editions Wednes-
day incorrectly said that the index
had hit a record low.

Commerzbank AG doesn’t pay a
dividend. A chart that ran Tuesday
in the European Markets Lineup in-
correctly gave Commerzbank’s divi-
dend yield as 26.81%.
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eas of disagreement “openly and
honestly in a spirit of mutual re-
spect,” the language Moscow
wanted to deal with areas of conflict
such as Russian domination of Geor-
gia and the eastward expansion of
the North Atlantic Treaty Organiza-
tion, according to a source familiar
with the Kremlin’s thinking.

“We, the leaders of Russia and
the United States, are ready to move
beyond Cold War mentalities and
chart a fresh start in relations be-
tween our two countries,” the joint
communique read. “In just a few
months we have worked hard to es-
tablish a new tone in our relations.
Now it is time to get down to busi-
ness and translate our warm words
into actual achievements of benefit
to Russia, the United States, and all
those around the world interested
in peace and prosperity.”

The main thrust of the U.S-Russian
relationship under the Obama admin-
istration will be arms control, a diplo-
matic arena that virtually disap-
peared from the world stage after
former President George W. Bush ab-
rogated an antimissile treaty and de-
clined to press for ratification of the
Comprehensive Nuclear Test Ban
Treaty.

At the meeting, Mr. Obama
agreed to revive the test ban accord,
an international agreement that
bans nuclear-weapons testing,
which was signed by President Clin-
tonbut never ratified by the U.S. Sen-
ate.Bothleaders said they would pur-
sue further reductions in nuclear
warheads before the START accord’s
expiration, with a status report due
in July. The aim is a reduction “dra-
matically below” the limits in the cur-
rent treaty, set in Moscow in 2002, a
senior administration official said.

Messers. Obama and Medvedev
were more circumspect about the
areas where the nations are deeply
divided. The leaders said they dis-
cussed possible cooperation on
missile defense, a statement that
falls well short of Russian demands
that Washington pull back plans to
deploy a missile shield based
partly in Poland and the Czech Re-
public.

French watchdog
urges G-20 to lift

market oversight

BY NATHALIE BOSCHAT
AND GABRIELE PARUSSINI

PARIS—Group of 20 leaders
need to give regulators oversight of
unregulated markets and products,
such as credit-default swaps and col-
lateralized debt obligations, to pre-
vent future systemic crises, accord-
ing to Jean-Pierre Jouyet, head of
the French market watchdog AMF
and head of an international task
force on unregulated markets.

“The crisis doesn’t arise from the
markets but from the lack of organiza-
tion of some of them,” Mr. Jouyet said
in an interview Tuesday. “We need to
redraw the perimeter of regulation.”

Financial regulators are looking
to the G-20 for guidelines to act,
with U.S. and European positions
converging on the need for stricter
supervision of financial markets.
However, there are still differences
among the G-20 members, with
France pushing for tougher regula-
tory oversight both at the European
and the global level and the U.S and
the U.K. focused on beefing up the
powers of domestic regulators first.

“The debate at the G-20 is not be-
tween regulation and no regulation,”
Mr. Jouyet said. “What I expect from
the summit is that policy makers tell
us how far we have to go.”

Mr. Jouyet, who speaks for an In-
ternational Organization of Securi-
ties Commissions task force on un-
regulated markets and products,
said he will tell world leaders from
G-20 countries gathering in London
Thursday that some over-the-
counter markets need to be regu-
lated through the setting up of new
clearing houses. These clearing
houses, by acting as intermediaries
between buyers and sellers, will in-
crease transparency and therefore
reduce counterparty risk, he said.

“Having clearing houses for
these markets will enable us to en-
sure that the right counterparties
arein place in terms of liquidity, and
that there is no excessive concentra-
tion of risk in one single hand,” Mr.
Jouyet said.
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G-20 IN LONDON

Hard times get harder in the C

From down the road,
longing, resentment
Jor world of finance

BY ALISTAIR MACDONALD

LONDON—Though it is in the
shadow of this city’s Canary Wharf
financial district, the Poplar neigh-
borhood never saw much benefit
from the financial boom. But it’s
getting hit hard in the bust.

Poplar, which contains Lon-
don’s poorest area, is just down
the road from the conference cen-
ter that will host Thursday’s Group
of 20 meeting, but thereis
almost no awareness that
the world’s most power-
ful leaders will soon
gather nearby.

Only a rail track and
highway separate most of
the neighborhood from
Canary Wharf and the
bank towers where, in the
eyes of resentful Poplar
residents, the credit
crunch began.

“They are a big teaser,”
says Raj Sengupta, from
an office that looks across at sky-
scrapers carrying the logos of
HSBC, Barclays and Bank of Amer-
ica. “People walk past them every-
day and know they’ll never work
there.”

Mr. Sengupta is an example of
the modest, everyday ambitions
that became collateral damage in
the collapse of the world’s biggest
financial institutions. A 23-year-
old entrepreneur, he opened a real
estate office in Poplar last year to
sell and rent property in the down-
trodden area. It was a tough assign-

Raj Sengupta

ment, given that home sales in the
area were already declining as buy-
ers struggled to come up with the
25% deposits banks started de-
manding from buyers.

He received a rude welcome.
Mr. Sengupta launched his busi-
ness in May, opened his office in
August and then watched a month
later when the implosion of Leh-
man Brothers Holdings
Inc.—whose European headquar-
ters are just a10-minute walk away—
hit his dream.

Mr. Sengupta was quickly
forced to evict his first customers,
two Lehman trainees. Now, Mr.
Sengupta and other landlords rely
more on renting housing to the gov-
ernment for people on
lower incomes or benefits.
According to the most re-
cent statistics, 53% of
households in the local
Tower Hamlets borough
live in public housing,
against 19% elsewhere in
England.

In London, Poplar sits
at the top of a government-
compiled “index of depri-
vation” that takes into ac-
count factors such as
crime, wages and unem-
ployment. Local men can expect to
live around five years less than
other men in Britain. Crime is high,
and the amount of people claiming
unemployment benefits here is
over a third higher than the rest of
the country.

Hafma Begum, 26, lost her job as
an office assistant a year ago due to
therecession that halted an unprece-
dented 15-year boom in the U.K. Ms.
Begum says she never thought of ap-
plying for ajob in Canary Wharf and
has never seen these jobs advertised
in the local job center.
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London’s Canary Wharf financial district, in background, as seen from Poplar, the
city’s poorest neighborhood, where the financial crisis has also taken a toll.

“They never look for peoplein a
place like this,” she said, voicing a
common attitude in Poplar.

Jim Fitzpatrick, the Member of
Parliament who represents both
Poplar and Canning Town—where
the ExCel Centre, home to the G-20
meeting, is located—says Canary
Wharf has benefited the area. Lo-
cals work in the development’s re-
tail center and hotels. The govern-
ment has invested “mega bucks”
into the area’s education, with
Tower Hamlets seeing a 185% in-
crease in people going into higher
education over the last decade,
and “when the current crop of
bankers die off or move away, our
kids will have a chance to replace
them,” he said.

Kamran Hizib, 19, harbored am-
bitions to escape Poplar. Two
years ago, he saw himself as a debt
trader in one of the bank towers he

can see from the apartment he
shares with his unemployed par-
ents above a shoe shop in central
Poplar. He imagined an office over-
looking Poplar and a house in the
country.

Last February, an executive
from Morgan Stanley came to his
college for a two-day role-playing
exercise, in which students
pitched business ideas. In Novem-
ber, a Canary Wharf bank provided
Mr. Hizib with a mentor to advise
him on his career.

But no bank returned to his
class this year, and Mr. Hizib’s men-
tor, whose name he says he can’t re-
call, soon cut the meetings back.
They haven’t been in contact for
over two months, he says.

“There is no chance of me get-
ting in now. The banks have ruined
it for me,” he said. Mr. Hizib is look-

Bloomberg News

ity’s shadow

ing to continue his education and
is uncertain what job he will do.

The Canary Wharf develop-
ment began in 1980 after the last
cargo berths closed on the West In-
dia Docks, once among the busiest
in the world. Lawrence Delan-
banque, 48, remembers a “rat-rid-
den landscape of abandoned ware-
houses, where everybody had
worked in the docks, and then no-
body worked at all.” When the first
towers went up and banks moved
in, Mr. Delanbanque, a manager of
a local stationery and office-sup-
ply business, says he felt “great
hope” for Poplar.

But despite years of pitching to
procurement departments, Mr.
Delanbanque says Canary Wharfre-
mains a “closed avenue” to his com-
pany, accounting for only around
5% of its business.

The recession is affecting the
area in other ways. Some crimes
have increased, Mr. Sengupta’s of-
fice was raided twice in its first
month. The redevelopment of
Robin Hood Gardens, a sprawling
1960s housing project considered
“unique” by architects and a crime-
ridden eyesore by many locals, has
been put on hold due to lack of
funds, according to Peter Golds, a
local councilor.

A white sign outside the ExCel
conference center boasts of the
G-20 meeting it will host: “The Lon-
don Summit 2009. Stability,
Growth, Jobs.”

At the center’s main doors, Val-
entine Petkin sits on a bench read-
ing a free newspaper in the sun.
Mr. Petkin, who is unemployed,
came to Tower Hamlets from Bul-
garia over a year ago to work in
London’s construction boom.

“G-20? What is it? It’s coming
here?” he said.

Quibbles over trade, protectionism

By BosB DAvis

Protectionism looms large on
the agenda of this week’s Group of
20 summit, with leaders expected
to make abundant declarations
against trade barriers—but take
few specific actions to demolish
them.

Officials from industrialized
and developing countries say
their heads of government will in-
veigh against protectionism, just
asthey did at the most recent G-20
summit in November.

After that gathering, 17 of the
G-20 countries put in place a total
of 47 antitrade measures, accord-
ing to the World Bank. Among the
ones enacted since the last sum-
mit are Russian tariffs on car im-
ports, French subsidies for French
cars, U.S. barriers to Mexican
trucking and Chinese subsidies for
Chinese exporters.

“Everybody is a bit of a sinner,”
says Michael Froman, the Obama
White House’s summit organizer.
“This is a bit of a revival meeting
among sinners.”

The head of the International
Monetary Fund, Dominique
Strauss-Kahn, says that during a
recession, protectionism canbe re-
strained only so much amid the de-
mands on politicians from constit-
uents worried about jobs. Trade
agreements limit protectionism
but countries have leeway be-
cause formal ceilings on tariffs are

often far higher than what coun-
tries actually charge.

That means that during tough
times, countries can boost restric-
tions without breaking World
Trade Organization rules, which
Fred Bergsten, director of the
Peterson Institute of International
Economicsin Washington, calls “le-
gal protectionism.”

India’s average tariff is about
16%, for instance, but that
is only half as steep as the
country’s formal tariff
limit.

Global trade in goods
and services is expected
to fall by 6.1% in 2009,
with a steeper decline in
manufactured goods, the
World Bank estimates.
That is the sharpest fall
since at least 1970. The
WTO, which forecasts a
2009 decline in global
trade of around 9%, says the fall is
due mostly to collapsing global de-
mand and a shortage of trade fi-
nance.

On the trade-finance front, the
G-20 meeting is expected to show
concrete results. Member nations
are finalizing an agreement to pro-
vide more than $100 billion in
trade finance. As part of the pro-
gram, G-20 countries also would
agree to increase funding of their
own trade-finance agencies,
which help to underwrite exports.
They would also contribute to the
World Bank as well as regional de-

Robert Zoellick

velopment banks to help finance
exports from the world’s poorer
nations.

On Tuesday, the World Bank
said it expects to line up about $50
billion in trade finance over three
yearsthroughatrade-finance facil-
ity. The World Bank’s private-sec-
tor arm, the International Finance
Corp., expectstousethefundtoat-
tract matching private-bank fi-
nancing.

The global credit
crunch has deepened the
problem by raising the
cost of trade finance and
making it less available. A
World Bank report, citing
Dealogic data, said global
trade finance shrank by
about 40% in the final quar-
ter of 2008 compared with
a year earlier.

Protectionism is a
longer-term  problem.
Once economies begin to recover,
they need open trade channels to
maximize gains so that exporters
can sell overseas.

The G-20 is relying mainly on
the power of international organi-
zations to embarrass trade offend-
ers by naming them—and the will-
ingness of countries to make
amends.

But not all international institu-
tions are willing to call out their
members. The WTO is especially
reluctant because it operates by
consensus, and some countries
i:&)(uld block reports they don’t

ike.
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Wales, Scotland
may feel left out

Obama lauds relationship
with England, but U.K.
has so much more than that

The goods news out of London
is that Barack Obama has reaf-
firmed America’s “special relation-
ship” with the UK. The bad news
is that the “affinity and kinship”
the U.S. president spoke of appar-
ently extends only to England.

Mr. Obama’s first major for-
eign trip has been seen as a test
not just of his leadership skills
but also of his ability to navigate
diplomatic protocol. In the UK.,
that means mentioning the spe-
cial relationship between the
countries, which has been impor-
tant here since Winston
Churchill first referenced it after
World War II.

On Wednesday at a news con-
ference with Prime Minister Gor-
don Brown, Mr. Obama at-
tempted to acknowledge the spe-
cial relationship and inadvert-
ently broke a cardinal protocol
by at one stage using England to
denote the UK.

“We owe so much to England,;
that when you come here there’s
that sense of familiarity, as well
as difference, that makes it just a

special place,” he said, leaving
Wales, Northern Ireland and Mr.
Brown’s home country of Scot-
land out in the cold.

In a statement that might
make republican-minded Scots
wince, Mr. Obama conceded one
thing he loved about the U.K.: the
Queen.

Later Wednesday, the
Obamas met with Queen Eliza-
beth and her husband, the Duke
of Edinburgh, at Buckingham Pal-
ace.

U.S. security personnel and
advisers visited the palace in ad-
vance to check the arrangements
and take advice on protocol, such
as the neck bow that Mr. Obama
was expected to make, and the
curtsy Michelle Obama would
have been advised to deliver, a
person familiar with the matter
said. The Queen, was to be ad-
dressed as her Majesty and the
Duke as his Royal Highness. Any
personal contact is frowned
upon.

From there, it was on to a re-
ception in the palace’s lavishly
furnished state rooms for all
G-20 heads, before dinner at
Number Ten Downing Street,
cooked by British celebrity chef
Jamie Oliver.

—Alistair MacDonald

Read continuous updates free
online at wsj.com
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G-20 IN LONDON

Protesters rally in the City ahead of summit

Discontent boils over
as thousands declare
‘financial fools day’

By NEIL SHAH
AND JENNIFER MARTINEZ

LONDON—Thousands of pro-
testers crowded the heart of Lon-
don’s financial district and
stormed a branch of state-con-
trolled Royal Bank of Scotland on
Wednesday, amid demonstrations
that began peacefully but grew
more violent as the day progressed.

As President Barack Obama and
other world leaders arrived in Lon-
don for a meeting of the Group of
20 nations, protesters from various
groups staged actions to voice their
dissatisfaction with the govern-
ments and bankers at the center of
the crisis.

About 4,000 people converged
on the Bank of England in London’s
financial center, known as the City,
around noon, according to esti-
mates by the London Metropolitan
Police. The protesters, gathered for
acarnival-like event dubbed “Finan-
cial Fools Day,” carried slogans
such as “Make Love Not Leverage”
and wrote graffiti on the walls of
the Bank of England, including,
“People will stop robbing banks
when banks stop robbing people.”

The gathering was punctuated
later in the day with growing inci-
dents of tension and violence. Po-

lice trying to control the flow of peo-
ple to and from the Bank of Eng-
land, tussled with the protesters,
who pelted them with soda cans,
water bottles and other items. Pro-
testers also attacked a retail
branch of RBS located near the
Bank of England. They broke win-
dows and entered the building,
prompting a heavier response from
police in riot gear.

London police had been prepar-
ing for trouble at the G-20 meet-
ings, amid growing signs of social
unrest throughout Europe. In sev-
eralincidents in France, workers an-
gry over layoffs have held man-
agers hostage. And in Edinburgh

Protesters carried
slogans such as
‘Make Love Not
Leverage.’

last week, vandals broke windows
at the villa of former RBS Chief Ex-
ecutive Sir Fred Goodwin, who has
been criticized for keeping a
£693,000 ($994,000) annual pen-
sion after presiding over a period
of rapid growth that ended in the
bank’s near collapse last year.
Wednesday was expected to the
biggest day for protests, though
demonstrators are also planning ac-
tions Thursday around the ExCel
conference center, where leaders

will be meeting.

By Wednesday evening, police
had made 32 arrests. At one point,
police pulled over a van converted
to look like an armored vehicle, a
spokesman said. Officers arrested
11 people in the van for being in pos-
session of police uniforms. Later, 21
were arrested for a variety of of-
fenses, including possession of
drugs, threatening behavior, vio-
lent disorder and breach of the
peace.

Some 5,000 officers were dis-
patched to handle the protestsin Lon-
don, a Metropolitan Police spokes-
man said. One officer was hospital-
ized after being hit, but the injury
was not serious, a spokeswoman
said. Seven protesters were taken to
the hospital with minor injuries.

Protesters at the Bank of Eng-
land included a mix of anticapital-
ists, anarchists and environmental-
ists organized by a coalition of
groups calling itself “G-20 Melt-
down.” Most railed against reck-
lessness and greed of City bankers,
but others also championed sepa-
rate causes, such as climate change.

“I really hope it gets across to
G-20 leaders that we mean busi-
ness,” said Amelia Parker, a
20-year-old from London, who was
wearing a sign around her neck
that read “Slave to Greed.” “It’s go-
ing to be a big, peaceful protest. I
hate it when the police talk it up.
We’re good people and want to try
to get change.”

A brass band, in funeral suits,
played Dixieland music on one side

Thousands of protesters descend on the Bank of England and the Royal Exchange
in central London on Wednesday, the day before the G-20 summit.

of a broad intersection, while on
the other side a throng of young pro-
testers in bright clothing danced to
techno music. One protester
dressed in a suit and zombie mask
rolled along in a wheelchair, toting
a briefcase with a sign that read
“Greed is Good.”

The protesters came in all ages.
Joe Reed, an unemployed 25-year-
old, was busy selling “anticapital-
ism whistles” to fellow protesters
for £1. Barry Pegg, 48, a mechanical
engineer from south of London,
railed against “financial engi-
neers” and the role of exotic deriva-
tives in the crisis.

“All the real wealth is paying off
the debts between the banks,” Mr.
Pegg said. “That’s where the money
is going. It’s like a giant casino.”

Many wore scarves to hide their
faces from the baton-wielding po-
lice, who were filming and taking
still photographs of the protesters.

Jabari Mears, a 19-year-old stu-
dent at the City of Westminster Col-
lege, wore a blue-and-yellow scarf
to cover his face from the police.
One of the police told him to take
off his scarf or face arrest.

“I’m going to be aslegally annoy-
ing as possible,” said Mr. Mears.
“Believe me when I say that.”

China’s battered housing market shows signs of life

By ANDREW BATSON

BEIJING—There are tentative
signs of improvement in a key sec-
tor of China’s economy, as lower
prices start to lure buyers back
into the country’s battered hous-
ing market.

The nascent uptick in home
sales hasn’t yet translated to a re-
starting of construction, a driver
of jobs and economic activity; the
supply of empty homes that built
up during the boom remains large.
Still, the fact that Chinese house-
holds are responding to falling
mortgage costs and lower real-es-
tate prices is a positive sign for
consumer spending in the world’s
third-biggest economy.

The volume of residential prop-
erty sold nationwide in January
and February inched up 1.1% from a
year earlier, government figures
show. That compared with a 20.3%
decline for all of 2008. According
to Soufun a property consultancy,
the numbers for housing transac-
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tions in major cities have contin-
ued to rise in the past few weeks,
including for Beijing in the north,
Chongging in the west, and Shang-
hai and Hangzhou in the east.

“The Chinese housing market
may have a good chance to be
among the first ones to see real
signs of picking up,” said Mei Jian-
ping, a professor of finance at the
Cheung Kong Graduate School of
Business in Beijing.

Chinese President Hu Jintao,
speaking just before flying to Lon-
don for Thursday’s summit of the
Group of 20 major economies, said
the early effects of his govern-
ment’s stimulus policies already
are evident, giving him confidence
that China’s growth will stabilize.

China’s housing boom wasn’t as
heavily fueled by easy credit as
thoseinthe U.S. or Spain were, ana-
lysts say, and there is still real de-
mand for homes from its urbaniz-
ing population. In February, aver-
age housing prices in China were
down 1.2% from a year earlier. U.S.
declines have been far sharper. For
the three-month period ended in
January, the S&P Case Shiller In-
dex—which tracks pricesin 20 U.S.
metropolian areas—fell 19% from
a year earlier.

Huang Yang, a 26-year-old in
Beijing who works for a financial
magazine, bought a modest
46-square-meter apartment in De-
cember.

“I had thought about buying an
apartment for a long time. I am
tired of looking for apartments to
rent,” Ms. Huang said. The fact
that the price of her apartment
had dropped by nearly 15% from
the peak helped convince her to
take the plunge.

Many analysts forecast a fur-

Is it really a rebound?

Housing sales in China have started to pick up, though new construction remains weak.

Residential property sales, year-to-year change

Construction starts, 3-month moving average
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ther decline of 10% to 15% in Chi-
nese property prices this year,
thanks to the huge existing supply.

How many more Chinese follow
Ms. Huang into the housing mar-
ket this year will be crucial to de-
termining whether China can meet
its leaders’ goal of 8% economic
growth, or end up closer to the 5%
that some private-sector analysts
expect. The government’s stimu-
lus plan, while large, can’t restore
growth without a return of private-
sector investment.

Because China’s construction
sector accounts for a big part of
global demand for raw materials
such as steel and copper, housing
also will help determine the path
that commodity prices take.

Housing sales are still well be-
low their levels in the boom years,
and given the uncertain economy
and rising unemployment, Chi-
nese consumers aren’t likely to
splurge this year. More important,
analysts say the large supply of un-

occupied housing needs to be sold
off before developers start to build
again.

Nationwide, construction
starts declined 14.8% in the first
two months of 2009 from a year
earlier, and purchases of land for
development also are still falling.
While some economists predict a
turnaround by the second half of
the year, businesses are still adjust-
ing to what they expect to be a
much weaker market. British
home-improvement retailer King-
fisher PLC said last week it plans
to cut the number of its B&Q stores
in China to 41 from 63 this year.

According to Dragonomics, a
Beijing-based research firm, 90
million square meters of new, va-
cant residential property were
built in 2008, equivalent to about
820,000 units. Citigroup analysts
estimate that real-estate markets
in most major Chinese cities will
take more than a year to digest the
current backlog, and some 20

| I
1

IIIIIIIIII|I
[/

07

IIIIIIIIII|I
1

08 09

months in some.

“The market cannot clear in
just one or two quarters,” the
State Information Center, a govern-
ment think tank, saidin arecent re-
port. “This means that the current
industrial adjustment will extend
for some time into the future.”

Still, the perception that prices
are bottoming is causing home buy-
ers like Xia Feng, a 33-year-old
bank employee in Shanghai, to
think the worst may be past. He
had been eying one place for
nearly a year, but held off because
prices were too high. When Mr. Xia
found out that the price of the
unit, near his daughter’s school,
had dropped 20%, he signed the
deal.

“Last year, there was no doubt
that prices would go down,” Mr.
Xia said, but further declines now
seem less of a sure bet.

—Gao Sen in Beijing
and Ellen Zhu in Shanghai
contributed to this article.
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THE AUTO INDUSTRY SHAKE-UP

Drop in U.S. auto sales narrows

Consumer demand
shows ‘signs of life;
helped by incentives

By MIKE BARRIS

U.S. auto sales continued sliding
in March, but car makers pointed to a
rebound in the last week of the
month, driven by buyer incentives.

“The market is starting to show
small signs of life which need to be
nourished like seedlings,” said
Chrysler LLC Vice Chairman and
President Jim Press. “It’s too early to
see a trend, but spring shows signs of
hope.”

The top five makers all reported
improvements in year-on-year de-
cline compared with February. Gen-
eral Motors Corp. reported a 45%
drop in March sales, while Chrysler
and Japan’s Toyota Motor Corp. both
posted a 39% slide. Ford Motor Co.
saw a 41% decline. Honda Motor Co.,
meanwhile, reported a 36% sales
drop, to 88,379, with car sales falling
34% and trucks tumbling 40%.

The drops—extending the indus-
try’s months-long slide—are likely to
ratchet up the pressure on GM and
Chrysler to demonstrate they de-
serve fresh financial aid from Wash-
ington, part of a historic makeover of
the U.S.’s troubled car industry.

Annualized sales of cars and light
trucks in the U.S. are forecast to have
fallen below nine million in March,
compared with 9.12 million in Febru-
ary, which was the lowest
figure since 1981.

GM light-vehicle sales
dropped to 155,334 from
280,713, which was better
than expected. Car sales
fell 41% and light trucks
slid 47%. There were 25
selling days in March, one
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Online today
See car-sales
data and updates
onthe US. auto
industry, at
WS.J.com/Detroit

U.S. auto sales declined again in March, falling to an annualized rate below nine
million. But declines at the top five U.S. sellers narrowed from February. General
Motors brands, including these at a Los Angeles dealership, dropped 45%.

hasn’t requested government aid.

Ford executives said it was too
early to call a bottom, though they
said economic indicators suggested
improved demand conditions would
emerge in about three months.

The car makers all reported anim-
provement in business at the end of
the month, largely driven by new
buyer incentives. Mike DiGiovanni,
GM’s sales analyst, said
the trends “bode well” for
an annualized industry
selling rate of 10.5 million
for 2009. He called it “the
first signs of brightening.”

Toyota’s sales fell to
132,802 from 217,730, in
line with expectations. Car

fewer than a year earlier.
GM executives sug-
gested that U.S. industrywide sales
had bottomed out despite a year-on-
year decline of more than 40% in
March. The company, facing a May 31
deadline to meet a government-im-
posed restructuring, offered a more
optimistic outlook than Ford, which

sales dropped 38%, while
trucks fell 41%. SUV sales were off
33%.

Chrysler’s sales of light vehicles
and trucks dropped to 101,001 from
166,386, yet topping 100,000 for the
first time since September. Inventory
fell 17% from a year earlier.

Ford’s light-vehicle sales fell to

131,102 from 221,642, topping ana-
lysts’ estimates. SUVs fell 73%, while
trucks and vans dropped 40%.

Nissan Motor Co., meanwhile,
said sales fell 38%. And Daimler AG
said U.S. sales of its Mercedes-Benz
and Smart cars fell 23%.

Tojump-start sales, U.S. auto mak-
ers offered, on average, a record
$3,169 in incentives per vehicle sold
in March, said Web site Edmunds.
com. The figure represents a jump of
$733, or 30.1%, from a year earlier
and $171, or 5.7%, from February.

Meanwhile, in Europe, initial
March data released Wednesday
showed a rebound in some markets
driven by government incentives.
Sales in France rose 8.1% in March,
ending five months of declines.

PSA Peugeot Citroén SA’s new-
car registrations in France surged
16% last month. That boosted Peu-
geot-Citroén’s market share to 32.4%
from 30.2% a year earlier, according
to the French car-manufacturers as-
sociation. Rival Renault SA reported

Hot wheels

French car registrations surged
8.1% in March as government
incentives boosted sales

PSA Peugeot-Citroén

Units: 66,204
Renault

[ B
Units: 54,256
Total French market

I .1
Units: 204,095

Source: Comité des Constructeurs Frangais
d’Automobiles

new registrations rose 13% from a
year earlier, while its market share
grew to 26.6% from 25.5%.

In Italy, new-car registrations in
March rose 0.24% to 214,218 from
March 2008. Fiat SpA’s market share
rose to 32.62% from 32.07% in Febru-
ary, according to the Italian infra-
structure ministry.

—Doug Cameron, David Pearson

and Sabrina Cohen
contributed to this article.

Daimler to reduce its labor costs

BY CHRISTOPH RAUWALD

STUTTGART, Germany—Daim-
ler AG plans to cut labor costs in Ger-
many by €2 billion ($2.66 billion)
this year to €10 billion, with mea-
sures including salary reductions.

The auto maker also said Wednes-
day that job cuts may have to be con-
sidered if the dramatic pace of the
current market downturn contin-
ues. The maker of Mercedes-Benz
luxury cars is seeking to streamline
its cost structures as it curbs produc-
tion after a sharp fall in demand for
new cars and trucks.

“Our vehicle sales fell by 40% in
February; this of course is a signifi-
cant decrease in earnings,” Giinther
Fleig, Daimler’s executive board
member responsible for personnel,
told reporters in Stuttgart.

He added, however, that job cuts
aren’t the subject of current talks
with Daimler’s labor representa-
tives. “All voluntary measures
would have to be exploited first be-
fore we talk about job cuts,” he said.

The cost reductions the com-
pany initiated last year “aren’t

enough” because the market down-
turn has accelerated and the time
frame for a recovery remains uncer-
tain, Mr. Fleig said. “What we need
is a substantial contribution from
all involved parties to adjust our
costs,” he added.

Alabor deal rules out forced lay-
offs at Daimler’s German operations
until the end of 2011. The company
already has initiated cost cuts at its
operations abroad, such asinits U.S.
truck unit Freightliner and its Japa-
nese truck division Fuso.

Daimler employs about 141,000
people in Germany, including
68,000 in a program with shorter
working hours. The salaries of the re-
maining 73,000 employees not af-
fected by shorter working hours
could be cut 14%, Mr. Fleig said.

The Stuttgart-based auto maker
also wants to save about €280 mil-
lion by delaying a profit-sharing pay-
out to its employees, Mr. Fleig said.
Daimler had planned to pay out
€1,900 to each employee for 2008.

Additionally, a planned pay raise
of 2.1% agreed on last year could be
delayed to Dec.1from May 1, leading

to savings of more than €100 mil-
lion, Mr. Fleig said. Daimler’s top la-
bor representative, Erich Klemm,
said at a separate briefing that the
savings would total €120 million.
Daimler swung into thered in the
fourth quarter of 2008 because of a
slump at the Mercedes-Benz unit
and a charge related to the compa-
ny’s stake in U.S. car maker Chrysler
LLC. Daimler expects earnings in
the first quarter of 2009 to be nega-
tive, as car sales remain weak in
light of lackluster consumer confi-
dence amid the economic downturn
and tight credit markets.
Separately, Volvo AB’s chief execu-
tive said the Swedish truck maker
needs to make further cost cuts. The
company warned last week that it ex-
pects European truck sales to fall 40%
this year. Volvo already has laid off
16,000 regular and temporary worker-
sworld-wide since September.
“There is aneed, however, for ad-
ditional cost savings,” CEO Leif Jo-
hansson said during a speech at Vol-
vo’s annual general meeting in Goth-
enburg, Sweden.
He said that the company has
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A worker assembles a diesel engine at
a Berlin Mercedes plant in February.

sound finances and liquidity and al-
ready has refinanced the 15 billion
Swedish kronor ($1.83 billion) in
loans due for payment this year.
—Anna Molin in Stockholm
contributed to this article.

Honda to cut pay,
reduce output
in North America

BY KATE LINEBAUGH

DETROIT—Honda Motor Co.
said it will cut North American pro-
duction further, reduce pay of its sal-
aried employees in North America,
and for the first time, force its
hourly workers to take unpaid leave,
as vehicle sales continue to plunge.

The company will reduce output
by 62,000 units over three months
starting May 1, according to a Honda
spokesman. Honda reduced cut pro-
duction in North America by
204,000 units, bringing its unoffi-
cial total output to 1.25 million in
the fiscal year ended Tuesday.

Honda will accomplish the cuts
through 13 nonproduction days, six
of which are unpaid for all its North
American hourly employees. This
marks the first time Honda has
taken such a move. In the past
Honda offered to pay workers to
come to the factories and partake in
training or maintenance activities.

Honda’s salaried employees will
also see their pay cut with higher ex-
ecutives taking bigger hits. Bonuses
this year will be greatly reduced or
eliminated, the spokesman said, and
the company is offering voluntary
buyouts and retirement packages at
most of its operations.

Auto manufacturers have strug-
gled to adjust production to the de-
clines in vehicle sales. All manufac-
turers have been trying to lower in-
ventory levels as cars pile up on
dealer lots. Chrysler LLC has shut its
Sterling Heights, Mich., assembly
plant, which produces two midsize
sedans for a month after sales of the
products plunged.

Honda’s salesin the U.S. last year
fell 7.9% from a year before com-
pared to the overall market’s de-
cline of 18%. This year, the company
has been harder hit with sales fall-
ing 33% in the first two months of
the year compared to the same pe-
riod a year before. U.S. vehicle sales
in March will be announced Thurs-
day, and analysts expect that the
pace of sales may have worsened
from February.

Honda’s Japanese rivals Toyota
Motor Corp. and Nissan Motor Co.
have both instituted production
cuts in their U.S. operations.

Delphi to sell
brakes business

to BeijingWest

Delphi Corp. said it will sell its
brakes-and-suspension business to
BeijingWest Industries Co. of China
as part of Delphi’s turnaround plan.
Terms of the deal weren’t an-
nounced.

The U.S. auto-parts supplier said
it expects the sale to close during
the fourth quarter. It said Beijing-
West will acquire machinery and
equipment, along with intellectual
property and some customer and
supplier contracts. The business em-
ploys about 3,000 people, mostly in
the U.S., France, Mexico, China and
Poland.

Delphi had identified the busi-
ness as a noncore product line.

Delphi, which has been in bank-
ruptcy-court protection since Octo-
ber 2005, is General Motors Corp.’s
largest supplier and has been hurt
by a drop in new-vehicle demand.
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Rivals’ revamps vex Ford

Bankruptey filings
by GM or Chrysler

could upset supplies

BY MATTHEW DOLAN

Having declined federal loans,
Ford Motor Co. has been watching
the car industry’s bailout drama from
the sidelines. But now, company offi-
cials worry that a bankruptcy filing
by a crosstown rival could severely
disrupt Ford’s operations.

A bankruptcy reorganization by
either General Motors Corp. or
Chrysler LLC—as suggested by Pres-
ident Barack Obama this week—
could damage the networks of sup-
pliers and dealers shared by De-
troit’s three auto makers, throwing

uncertainty into Ford’s parts deliver-
ies and its retail operation.
Moreover, Ford officials are con-
cerned that bankruptcy could allow
GM or Chrysler to restructure more
fundamentally and exact deeper con-
cessions from unions and bondhold-
ers. That could leave arival in better
competitive shape than Ford, unless
Ford can gain the same concessions.
Ford, which is trying to engineer a
turnaround on its own, has already
reached agreements with its union to
reduce wages and restructure retiree
health-care costs. It also offered
bondholders a deal to shed some
debt. The company has said the steps
will put it in a better position than
competitors toride out the recession.
The auto-parts industry serves
multiple car manufacturers but oper-
ates on thin profit margins that could
evaporate if one of the auto makers

stopped paying for components under
bankruptcy or went out of business.

“The collapse of one of our com-
petitors would have a severe impact
on Ford and our transformation
plan, because the domestic auto in-
dustry is highly interdependent,”
Ford Chief Executive Alan Mulally
warned late last year in testimony
before the U.S. Senate.

Even without a bankruptcy,
some Ford officials fear that the un-
certainty surrounding the car mak-
ers over the next few months could
keep shoppers from considering a
vehicle from a domestic maker.

“I think the Obama announce-
ment is a near-term depressant on
auto sales and the economy,” said
one Ford official Tuesday. “It intro-
duces uncertainty and confusion
among most consumers.”

To reassure jittery customers,

Bloomberg News

Ford, which this week unveiled incentives in an attempt to increase sales, is
concerned that GM or Chrysler could gain an advantage from a bankruptcy filing.

Ford on Tuesday introduced a plan
that will cover car payments for as
long as a year if a customer loses his
or her job. Under the program, Ford
also is offering 0% financing on some
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vehicles. The job-protection program
started at Hyundai Motor Co. and
was quickly matched Tuesday by GM.

Ford has been able to move much
further and faster in trimming costs
and debt than its two domestic com-
petitors, which are propped up by
$17.4 billion in U.S. loans approved
in December. And it also has started
to see some promising sales trends,
with more consumers gravitating
from the other car makers toward
Ford’s vehicles.

“I think it’s more important that
in the last 60 days, we’ve gotten
more consideration for our new
products.” Ford sales chief Jim Far-
ley said in an interview Tuesday,
downplaying the potential impact
of a GM or Chrysler bankruptcy on
his company. “There’s concrete re-
search around this.”

He cited CNW Marketing re-
search that shows in the first two
months of the year, 19% of consum-
ers who had planned to buy a GM car
instead bought a Ford, Lincoln or
Mercury. And some 15% of people
who set out to buy a Chrysler or
Dodge in January instead switched
to one of Ford’s brands.

Ford also has been able to con-
tinue to invest in new products. A per-
son familiar with the company’s plans
confirmed Tuesday that its Chicago
assembly plant has been selected to
produce anew version of the Explorer
sport-utility vehicle for 2011, which
will lead to the callback of hundreds
of laid-off full-time workers.

Ford’s healthier prospects were
the principal reason the United Auto
Workers union approached Ford
months ago in the hopes of setting a
floor that would be matched by agree-
ments at GM and Chrysler, according
to people involved in the talks.

Union members reopened their
Ford contract to make concessions in
cost-of-living increases, vacation,
overtime and the so-called jobs bank,
which paid laid-off workers. The
union also agreed earlier this month
to let Ford use stock instead of cash
to fund as much as halfits future obli-
gations to a retiree health-care fund.

Ford says those givebacks will re-
duce its average hourly labor cost,
including benefits, to $55, putting
the auto maker on a clearer path to-
ward competitiveness with foreign
makers that build vehicles in the
U.S., which have total labor costs of
about $49 an hour.

Ford’s finance arm doubled the
size of one part of a planned debt
buyback to $1billion after seeing sig-
nificant investor interest.

Ford plans to offer buyouts to all
42,000 of its U.S. hourly workers. But
company officials expect a relatively
low acceptance rate because workers
worry it may be difficult to find other
jobs. Company officials say they are
confident that if the UAW or debt
holders make new cost-cutting deals
with GM and Chrysler, the Dearborn,
Mich., company could return to the
bargaining table to match the gains.
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Edward Montgomery was tapped to
help auto regions.

Obama

Directory of recovery
aims to aid regions
hurt in restructuring

BY MELANIE TROTTMAN
AND NEIL KING JR.

WASHINGTON—Edward Mont-
gomery faces one of the toughest
jobs in the Obama administration:
soothing the pain of remaking the
U.S. auto industry.

The former deputy labor secre-
tary was picked by President Barack
Obama Monday to minister to the
communities likely to be hurt by the
government’s restructuring of Gen-
eral Motors Corp. and Chrysler
LLC. Mr. Obama compared Mr. Mont-
gomery to someone who helps
towns heal after a hurricane.

Mr. Montgomery’s title, director
of recovery for auto communities
and workers, is an indication of the
stew of unions, layoffs and benefits
the administration must tackle in
coming weeks.

Cities such as Warren, Michigan,
the state’s third largest city, show
the enormous task ahead of Mr.
Montgomery. The two auto makers
employ 30,000 workers there,
nearly a quarter of the city’s popula-
tion. “GM and Chrysler pay a lot of
the bills around here,” said Warren
Mayor James Fouts.

Mr. Montgomery Wednesday
flew to Michigan to meet with Gov.
Jennifer Granholm and Detroit
Mayor Ken Cockrel Jr.
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Mr. Montgomery’s biggest chal-
lenge will be money. For now, his task
will be to pluck money from the $787
billion stimulus package that Con-
gress passed last month. Those funds
are already largely apportioned, so it
will be difficult to squeeze additional
monies for the auto states.

Some officials aren’t exactly
thrilled at his mandate. “I'm sure they
didn’t mean this announcement to
sound as condescending as it does:
that the federal government is going
to send an academic to help us poor
provincials devise approaches” for re-
covery, said Indiana Governor Mitch
Daniels, a Republican. Mr. Daniels said
Indiana already “has a very clearly ar-
ticulated economic strategy.”

Mr. Montgomery declined to
comment through a spokeswoman.

An administration official who
helped design the program said,
“It’s important to have a high-level
advocate who can really push and co-
ordinate people to assure that
things are being used as aggres-
sively as possible.”

The administration says it wants
to extend to the auto industry bene-
fits normally reserved for workers
who lose their jobs due to import
pressures. The benefits include re-
training, income support and health-
care extensions. Congressional
aides said extending such help to
GM and Chrysler would require rein-
terpreting existing laws.

A Harley-riding professor of eco-
nomics and dean of the College of Be-
havioral and Social Sciences at the
University of Maryland, Mr. Mont-
gomery, 53 years old, was President

chooses a healer

Clinton’s deputy secretary of the La-
bor Department. Before that he was
the agency’s chief economist.

Mr. Montgomery, who drives a
2000 Lincoln Town Car, joined the
administration’s auto task force last
month. His job was to assess the
wage competitiveness of GM and
Chrysler workers compared with
non-union shops.

In a 1999 statement prepared for
a public hearing, Mr. Montgomery
recognized the “benefits” of interna-
tional trade for the U.S. But he said
that the costs are sometimes “borne
disproportionately by workers dislo-
cated from their jobs when their in-
dustry is hurt by export falls or im-
port surges.”

Officials in Michigan say they wel-
come Mr. Montgomery’s help. Gov.
Granholm “hopes to see from the fed-
eral government efforts to address
the economic pain we have suffered,”
said her press secretary, Liz Boyd.

Mr. Fouts, Warren’s mayor, said he
looks forward to meeting with Mr.
Montgomery “so he can understand
the impact” that the companies’
downsizing will have on Warren.

The Obama administration de-
cided to launch the effort partly under
pressure from lawmakers. Some of the
details were left until the very end. On
Sunday, the program was aimed only
at Michigan. An updated version cited
Michigan “and the broader region.”

Mr. Obama widened the scope
still further Monday in a speech, say-
ing Mr. Montgomery would aid com-
munities in “Michigan and Ohio and
Indiana and every other state that re-
lies on the auto industry.”

GM, Chrysler face messy surgery

BY JEFFREY MCCRACKEN

With talk of applying U.S. bank-
ruptcy laws to General Motors Corp.
and Chrysler LLC in a “surgical”
way, the Obama administration has
painted a picture of a smooth pro-
cess that would clear away much of
the auto makers’ debt and other ills.

But the recent history of big bank-
ruptcies—including those of major
airlines and auto-parts supplier Del-
phi Corp.—suggests the effort will
be messier than advertised, espe-
cially given the political stakes in-
volved and the complexity of the De-
troit auto makers’ problems.

The administration’s leading plan
would use bankruptcy filings to re-
lieve the auto makers of their biggest
burdens, including bond debt and re-

tiree health-care costs, according to
people familiar with the matter.

The plan would, in effect, split
the assets of the two companies into
“good” and “bad” components, leav-
ing the “bad” assets and obligations
of both auto makers behind in bank-
ruptcy court.

A “good” GM and a “good”
Chrysler would be created from
brands and assets deemed to have
more value, and proceeds from the
sale of those companies would be
used to pay off creditors.

The “good” GM would emerge
much more quickly from court pro-
tection than the “bad” one, spend-
ing three to six months there, in a
best-case scenario, said a person fa-
miliar with the plan.

But rarely has a company as big

or as encumbered as GM or Chrysler
entered bankruptcy proceedings or
tried to navigate the process under
the intense public scrutiny the two
auto makers are sure to face.

GM has $177 billion in liabilities,
including $29 billion in unsecured
bond debt. Chrysler has $7 billon in
secured debt. Both companies have
hundreds of thousands of employ-
ees and retirees and multibillion-
dollar obligations for retiree
health care.

“The No. 1risk is the parties can’t
agree to a consensual deal. The gov-
ernment takes away a lot of its lever-
age by admitting they won’t let these
companies liquidate,” said Peter Kauf-
man, president of the investment
bank Gordian Group, which advises
corporate clients on restructurings.

Few good choices await
U.S. auto-union leader

By KRris MAHER

United Auto Workers President
Ron Gettelfinger has squared off
against plenty of auto executives. But
now he may be facing an even tougher
opponent: the U.S. government.

The Obama administration has
made clear it is willing to push Gen-
eral Motors Corp. and Chrysler LLC
into bankruptcy if the UAW and bond-
holders don’t agree to cut costs.
Bankruptcy would give the compa-
nies the ability to tear up their UAW
contracts and impose deep cuts in
auto workers’ wages and benefits. At
stake are the fortunes of about
141,000 UAW members and hun-
dreds of thousands of retirees.

Mr. Gettelfinger has said repeat-
edly that the union has already
made substantial concessions com-
pared with other stakeholders and
won’t make any more until bond-
holders and other creditors agree re-
duce GM and Chrysler debt.

But the union chief has no good
options. He either agrees to conces-
sions or the car makers end up in
bankruptcy, which would mean split-
ting them into good and bad compa-
nies, closing plants and giving up
jobs. Pensions and retiree health
care would likely be cut as well.

Mr. Gettelfinger has already an-
nounced his retirement, so he
doesn’t have to worry about win-
ning another election. In theory,
that makes it easier for him to ac-
cept unpopular terms. But he still
has to win approval of any agree-
ment from the rank and file, which
must ratify any changes.

For Mr. Gettelfinger, it’s the big-
gest challenge he has faced. “If a set-
tlement isn’t reached and GM goes
into bankruptcy, it could be a black
mark against the union for decades,”
says Gary Chaison, a professor of in-
dustrial relations at Clark University
in Worcester, Mass. “Gettelfinger is
good at bargaining, but this isn’t bar-
gaining. The union doesn’t have the
right to strike, and he’s already been
told what the outcome will be.” A
UAW spokesman said the union
didn’t have any comment Tuesday.

The situation is made more diffi-
cult because it comes on top of prior
concessions, Mr. Chaison says. Nego-
tiations led by Mr. Gettelfinger two
years ago resulted in new GM work-
ers being paid lower wages than ex-
isting workers and a trust to cover
retiree health coverage. At the time,
the concessions were touted as ama-
jor restructuring of the UAW’s his-
torically generous contracts.

The UAW and auto makers face
some of the same challenges—
mainly huge legacy costs, overcapac-

ity and foreign competition—that
hobbled the domestic steel industry
between 2000 and 2003. In working
through those problems, several
steelmakers went bankrupt, eventu-
ally emerging with new ownership
and labor accords that restructured
retiree health obligations.

Billionaire investor Wilbur Ross,
who runs distressed asset specialist
WL Ross & Co., bought out and con-
solidated bankrupt steelmakers,
working with the steelworkers
union to create new contracts. One
of the biggest challenges facing Mr.
Gettelfinger will be balancing the
needs of active workers and retirees,
Mr. Ross says. “There’s obviously
much heavier government influence
in this situation than there was in
steel,” he adds, and U.S. car makers
could even come out of the restruc-
turing as the lowest cost producer.

The three Detroit auto makers pro-
vide health care for more than one
million Americans, including union
retirees and their dependents. In
2007, the UAW agreed to allow GM,
Chrysler and Ford Motor Co. to pay
billions of dollars into a trust fund,
known as a VEBA, or voluntary em-
ployee beneficiary association, that
the union would manage and use to
cover the cost of retiree health care.

Under the terms of the bailout
loans GM and Chrysler have ac-
cepted from the federal govern-
ment, the companies are supposed
to renegotiate the VEBA agree-
ments, persuading the UAW to take
equity in exchange for half the com-
panies’ payments to the VEBA. La-
bor costs also have to be cut to
match those of Japanese auto mak-
ers. Some estimates have put the
hourly compensation gap between
Detroit auto makers and the Japa-
nese at $10 an hour, though UAW of-
ficials say that’s too high.

One UAW worker, 56-year-old
Jeff Hall, a GM maintenance pipe fit-
ter in Pittsburgh now on layoff, says
he remains a supporter of Mr.
Gettelfinger. But he doesn’t like the
union leader’s options. “It seems
like the government and everyone is
encouraging bankruptcy. To me that
is going to be a disaster.”

Accepting more concessions
could also hurt the union’s ability to
grow at healthy companies. The
UAW has been unable to organize
U.S. workers at plants run by foreign
auto makers. Accepting more cuts to
GM wages and benefits would make
organizing elsewhere even more dif-
ficult because the union would have
little of value to offer nonunion work-
ers, says John Russo, co-director of
the Center for Working-Class Stud-
ies at Youngstown State University.

Getty Images

Ron Gettelfinger, president of the United Auto Workers, has insisted that
creditors accept givebacks before he will approve new labor concessions.
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Chicago airport’s privatization hits snag

Investor group to miss deadline for $2.52 billion payment on Midway lease, in trailblazing deal for the U.S.

By DANIEL MICHAELS
AND AMY MERRICK

An investment group contracted
to take over Chicago’s Midway Air-
port won’t meet a Monday deadline
to pay the city $2.52 billion, a per-
son familiar with the talks said,
marking the latest setback to air-
port-privatization efforts in the U.S.

Mayor Richard M. Daley must
now decide whether to extend the
consortium’s deadline or cancel the
deal and keep for the city a $126 mil-
lion deposit.

The consortium, which includes
a division of Citigroup Inc., John
Hancock Life Insurance Co. and a
private consulting firm tied to Cana-
da’s Vancouver Airport, won a priva-
tization tender on Sept. 30 for a
99-year lease on the airfield. The in-
vestors have until Monday to pay
Chicago a lump sum of $2.52 billion
for the right to operate the 25th-big-
gest U.S. airport by traffic.

The global credit crisis and the
deal’s rich valuation have impeded
financing the deal, people familiar
with the transaction said. Chicago
officials are considering giving the
investors as much as six months
more, but “need to be convinced”
that extra time would help, said a
person close to the talks.

A spokeswoman for the consor-
tium declined to comment. A spokes-
womanforthemayorsaidthecityisne-
gotiating an extension but declined to
comment further.

Mayor Daley wants the deal to suc-
ceed because Chicago plans to use the
proceeds for infrastructure invest-
ments and to plug budget deficits. Chi-
cagoisanationalleader in privatizing
highways and parking facilities.

For the consortium, in which Citi
Infrastructure Investors controls
89%, the lease offers the potential

Getty Images

for steady revenue flow—infrastruc-
ture like airports or toll roads are
seen as annuities and are fairly pre-
dictable. But prospects were
dimmed by the major drop in travel
seen since the onset of the global fi-
nancial downturn.

According to the terms of the
lease, the city would continue to pro-
videpoliceandfireservices,whilese-
curitywould continue tobe managed
bythe TSAdivisionoftheU.S.Depart-
ment of Homeland Security. The con-
sortiumwould coverthe costsofman-
agingtheterminals,andinreturncol-
lect fees from airlines, retailers and
service providers.

The consortium had pledged to

increase revenue by improving the
operation of the stores and restau-
rants and by reducing energy and

procurement expenses,
other things.

Around the U.S., other local offi-
cials have been hoping the Midway
deal would blaze a new path for fi-
nancing their airports.

In Toledo, Ohio, Republican may-
oral candidate Jim Moody had Mid-
way in mind when he recently pro-
posed selling a share in the local air-
port to investors. He says he has re-
ceived several calls to discuss the
idea. “The mere fact that the sale
concludes [in Chicago] is all I care
about,” he says. “That lets me know
that we can do it.”

among

Holding pattern

The privatization of Chicago’s Midway
Airport, shown left, faces a delay and
could be canceled. Here are terms of
the deal, as announced Sept. 30:

The Midco Consortium

m Citi Infrastructure Investors
(Citigroup) - 89%

m John Hancock Life Insurance - 8%

m YVR Airport Services Ltd.
(Vancouver Airport) - 3%

Contract terms

m 99-year lease, granting right to
operate Midway Airport

m $2.52 billion up-front payment at
closing, due by April 6

m Net proceeds go to city
infrastructure improvements,
pensions and budget

m Job protection for 160 city
employees at Midway

Sources: City of Chicago; the companies;
ACI North America

The U.S. stands out among devel-
oped countries for the degree to
which it has kept airfields firmly in
the hands of cities and states. Brit-
ain, France, Mexico, China and many
other countries have raised billions
of dollars by selling stakes in air-
ports to private investors. The U.S.
only once before attempted to priva-
tize an airport, Stewart Airport, 90
kilometers north of New York City,
during the mid-1990s. The effort
failed, and Stewart, in Newburgh,
N.Y., is now back in state hands.

U.S.government ownership allows
the airports to issue tax-free bonds,
avoid paying real-estate tax and re-
ceive federal development funding
that private airports couldn’t get.

At the same time, they operate
more like private utilities than like
national parks or public libraries.
U.S. airports earn regulated profits,
which they can reinvest into bigger
facilities. Many have even con-
tracted out daily management to for-
profit companies, including to priva-
tized foreign airports.

The current U.S. ownership model,
tax breaks and development funding
for airports all date to aviation’s early
days, when municipalities wanted to
foster air links. Outside the U.S., air-
ports lack such government support,
sopoliticians haveresorted to privati-
zation for funding.

Britain pioneered the practice of
privatizing airports in 1987 with the
public floatation of British Airports
Authority PLC. BAA was bought by
Spanish construction group Fer-
rovial SA in 2006.

Those who back privatization ef-
forts in the U.S. say private owner-
ship would increase tax revenue and
improve airport management.

In Connecticut, Republican law-
makers have proposed selling the
six state-owned airports, including
Bradley International, to help fill a
large budget deficit. In Kansas City,
Mo., the city council has made steps
toward applying to the FAA to priva-
tize its two airports. Officials in Mil-
waukee and Austin, Texas, also have
explored privatizing their airports,
although no moves are imminent.

Yet some private airlines over-
seas oppose the global trend toward
airport privatization. Public air-
ports feel less pressure from inves-
tors to jack up airline fees during
rough economic times like now, said
Jean-Cyril Spinetta, chairman of Air
France-KLM SA, who says most Eu-
ropean airport privatizations were
a mistake. “The U.S. has been both
wise and cautious not to privatize
airports,” he said.

Hungarian oil firm MOL is wary of Russian rival’s stake

By Guy CHAZAN
AND MARGIT FEHER

The head of Hungarian oil-and-
gas company MOL Nyrt called a Rus-
sian oil producer’s acquisition of a
big stake in the company “un-
friendly,” amid growing opposition
to the deal from across Hungary’s po-
litical spectrum.

Surgutneftegaz OAO said Mon-
day it had acquired the 21% stake in
MOL from OMV AG, an Austrian en-
ergy company, for €1.4 billion ($1.9
billion). OMV had launched a take-
over bid for its Hungarian rival in
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2007 but dropped the offer last year
in the face of competition concerns
raised by the European Union.

Surgut’s move stoked fears that
Russia was exploiting the financial
crisis in Eastern Europe to expand
its influence in the region’s energy
markets. Hungary is heavily reliant
on Russian imports of oil and gas,
and many there are opposed to rein-
forcing the already close energy rela-
tionship between the two former
Warsaw Pact allies.

In aninterview, MOL Chief Execu-
tive Zsolt Hernadi said that Surgut’s
move on the Hungarian company

was unsolicited. “It cannot be
friendly, because any friendly move
would be based on communication
between the companies, and there
was none,” he said.

The Surgut deal has united Hunga-
ry’s government and opposition, a
rare event. The main opposition party
Fidesz has denounced the deal, and
the government also has been critical,
warning Surgut not to try to launch a
hostile takeover of all of MOL. It said
it backed the company’s indepen-
dence and opposed any attempt to
gain influence in strategic Hungarian
industries “with a hostile intent.”

Surgut, which has a cash pile of
about $22 billion, is run by Vladimir
Bogdanov, who is seen as close to
Prime Minister Vladimir Putin. Igor
Sechin, Russia’s deputy prime minis-
ter, called Surgut Russia’s best pri-
vate oil company in a recent Wall
Street Journal interview. A person
close to the MOL deal said Mr.
Sechin had encouraged it.

A spokeswoman for Surgut, Raisa
Khodchenko, said the Russian com-
pany hadn’t been in contact with MOL
prior to the transaction. “Why should
there have been any contact?” she
said. “We simply bought an asset that

was for sale and that we found attrac-
tive.” She denied that Surgut intended
to take over the whole company.

But Surgut may face obstacles as-
serting its rights as a shareholder in
MOL. OMV’s bid for a “friendly
merger” was resisted by MOL man-
agement and the Hungarian govern-
ment, which is determined to main-
tain the company’s independence
and even pushed through a law to
protect MOL from foreign preda-
tors. MOL has a 10% cap on voting
rights, and large stakes in the com-
pany are controlled by management
and by friendly institutions.

More Textron divisions curtail production levels

By WiLLIAM M. BULKELEY

Textron Inc. said it is cutting pro-
duction at its industrial and Cessna
aviation units as “commercial mar-
kets continue to soften,” but added
that the company’s plan to improve
its financial position is ahead of
schedule.

Textron faces a welter of prob-
lems. Its corporate-jet and small-
plane sales have been hammered by
the recession, leading to layoffs of
4,600. The golf industry, a key market

for Textron’s carts and mowers, is fac-
ing tough times. The Army canceled
the Bell Helicopter unit’s contract for
reconnaissance helicopters last year
after cost overruns.

The problems were heightened by
the finance unit, which took fourth-
quarter charges onits golf-course and
luxury-resort loans. The finance unit
replaced its two top executives in Feb-
ruary, and the parent said it will re-
turn to its roots as a lender for buyers
of Textron industrial products.

Textron, based in Providence, R.I.,

hassaid it is trying to boost its cash po-
sition to offset the charges at the fi-
nance business. Textron Chief Execu-
tive Lewis Campbell told investors in
February that if necessary, the com-
pany would consider selling the fi-
nance unit or the Cessna or Bell Heli-
copter units.

Mr. Campbell said Tuesday that
“despite the tough environment, the
company’s plan to generate cash...is
on track.” Textron declined to com-
ment on whether that would mean it
could avoid more asset sales.

Textron said it is ahead of target
onreducing receivables at the finance
unit. It said it expects to finish the cur-
rent quarter with $1 billion in cash on
hand, up from $531 million at the end
of the fourth quarter. It also expects
to close the sale of its HR Textron unit,
which makes industrial and aviation-
control systems, to Woodward Gover-
nor Co. for $365 million on Thursday.

Textron stock was up 9.9% inmid-
afternoon trading Wednesday.

—David Benoit
contributed to this article.
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AB InBeyv tests the market

Sale of Korean assets
interests equity firms,
but credit is tough

BY RicK CAREW

HONG KONG—Anheuser-Busch
InBev NV’s effort to sell its Korean
beer assets for up to $2 billion will
test the appetite for new leveraged
buyouts in Asia.

Private-equity bidders Kohlberg
Kravis Roberts & Co., MBK Part-
ners LP and Affinity Equity Part-
ners are trying to put together fi-
nancing packages ahead of an April
10 deadline for binding bids to buy
Anheuser-Busch InBev’s Oriental
Brewery Co., according to people fa-
miliar with the situation.

Corporate buyers are also in the
game. SABMiller PL.C may be inter-
ested in Oriental Brewery, according
to a person familiar with the situa-
tion. And South Koreanretailer Lotte
Group is interested in the asset, this
personsaid, thoughits offers have re-

mained below competing bids.

Asked about the sale, AB InBev
spokeswoman Gwendoline Ornigg
said that while the company is con-
templating a sale of certain assets,
“we will not comment on who has ap-
proached us for which assets.” AB In-
Bev is the world’s largest beer
maker by sales.

Bids for Oriental Brewery are ex-
pected to end up between $1 billion
and $2 billion, which would likely
make it one of the biggest potential
targets for private-equity firms and
their financiers in Asia this year.
However, more than in its dollar
size, the sale’s importance would lie
in its getting done at all amid the
tough conditions prevailing in glo-
bal credit markets.

Because of those conditions,
bankers in Hong Kong expect that
private-equity bidders would need
to put forth about half of their total
bid in equity and the other half as
debt commitments. That is a larger
proportion of equity than private-
equity firms typically like and poten-
tially represents a big chunk of their
funds. Bidders are canvassing both

Korean banks and foreign banks, but
they expect Korean banks to offer a
larger proportion of the financing.

Oriental Brewery, South Korea’s
No. 2brewer after Hite Brewery Co.,
offers potential buyers a consumer
business viewed as less susceptible
than many to the economic downturn.

The sale of the Korean brewer,
known as OB, is part of Belgium-
based AB InBev’s efforts to sell non-
core assets to pay down part of the
$45 billion in debt it took on to fi-
nance InBev’s $52 billion acquisition
of U.S. brewer Anheuser-Busch Cos.
last year. AB InBev agreed this year
to sell a 20% stake in Chinese brewer
Tsingtao Brewery Co. for $667 mil-
lion to Japan’s Asahi Breweries Ltd.

Leveraged buyouts have been the
hardest deals to complete as banks
shy away from fresh financing in fa-
vor of shoring up their own balance
sheets. The market for such deals in
Asia has been cold since October
when two big auctions for assets
owned by Hong Kong telecommuni-
cations firm PCCW Ltd. and China’s
Huawei Technologies Co. were can-
celed for lack of sufficient interest.
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PCCW and Huawei pulled auc-
tions of stakes in units that had at-
tracted keen interest before the
credit crisis began to hit Asia. PCCW
Chairman Richard Li has since
launched a bid to privatize the com-
pany with financing from HSBC
Holdings PLC. That bid is pending.

J.P. Morgan Chase & Co. and
Deutsche Bank AG are advising AB In-
Bev on the sale of Oriental Brewery.

—Laura Santini in Hong Kong
and John Miller in Brussels
contributed to this article.

Solvay will

BY JEANNE WHALEN
AND DANA CIMILLUCA

LONDON—Belgian conglomer-
ate Solvay SA plans to seek buyers
for its pharmaceutical division in a
deal that could be valued at as much
as €5 billion, or up to $6.6 billion,
people familiar with the matter
said, as the company seeks to take
advantage of a global acquisitions
boom in the drug industry.

In a statement Wednesday,
Solvay said it was exploring “vari-
ous options for its pharmaceutical
activities,” and that this review in-
volves “discussions with third par-
ties.” Solvay also sells chemicals
and plastics.

People familiar with the matter
said Solvay has held preliminary dis-

seek buyers for drug division

cussions with potential buyers of
the drug division, and that a formal
sales process is likely to get under
way later this month.

Potential bidders include Bayer
AG, Sanofi-Aventis SA, Abbott Labo-
ratories, AstraZeneca PLC and
Merck KGaA of Germany, the people
said. Officials at Bayer, Sanofi, Ab-
bott, Merck and AstraZeneca de-
clined to comment.

A Solvay spokesman said the
company has taken no firm deci-
sions yet on its drug division. He de-
clined to comment further.

Solvay didn’t explain why it was
reviewing options for the drug divi-
sion, but companies often look to
sell businesses whose value they be-
lieve the market doesn’t fully ap-
preciate. Still, in selling the phar-

maceutical unit, Solvay would relin-
quishits fastest-growing and most-
profitable division.

The business had revenue last
year of €2.7 billion, or 28% of the
company’s total sales of €9.49 bil-
lion. The division’s sales rose 4%,
compared to a1% decline in the com-
pany’s total sales. By one measure of
cash flow—earnings before interest
and tax payments as well as other
items—the division generated €617
million last year, more than the
chemicals or plastics divisions. If a
buyer were willing to pay eight
times cash flow, a common multiple
in pharmaceutical deals, that would
put the price tag near €5 billion. It is
unclear in the current market envi-
ronment whether a buyer would be
willing to pay that much.

Solvay’s products include drugs
for hypertension, cholesterol and
Parkinson’s disease, as well as hor-
mone-replacement therapies for
men and women. In December, the
U.S. Food and Drug Administration
approved for sale a new drug, TriL-
ipix, for cholesterol and triglycerides
that Solvay co-markets with Abbott.

The FDA approved the drug, TriL-
ipix, for use alone or in combination
with a statin, another type of choles-
terol-lowering drug. AstraZeneca,
which makes a statin called Crestor,
is working with Abbott to develop a
combination pill that would include
Crestor and TriLipix. The compa-
nies plan to seek FDA approval for
the combination pill this year.

In Belgium Wednesday, Solvay
shares rose 9% to €57.50.

Debt looms in Dow Chemical-Rohm &

By JoHN KELL
AND KERRY E. GRACE

Dow Chemical Co. completed its
$16.3 billion acquisition of Rohm &
Haas Co. on Wednesday and took
steps to raise cash to reduce the
deal’s debt burden.

After the deal closed, Standard &
Poor’s Ratings Services lowered its
credit ratings on both companies and
its senior unsecured-debt ratings on
Dow one notch apiece to BBB-, or one
notch above junk territory.

Dow had been counting on $9 bil-

lion from the sale of a stake in some
of its plants to a Kuwaiti company.
But that venture fell through in De-
cember under pressure from the Ku-
waiti government. On top of the col-
lapsed deal, business in the chemi-
cal sector has soured because of the
global recession.

Dow turned to a bridge loan to fi-
nance the deal with Rohm and to help
manage its roughly $10 billion in debt
associated with the purchase, and
has unveiled cost-cutting measures
such as a dividend cut and layoffs.

The company on Wednesday

said it decided to exercise its option
to have the Haas Family Trusts
make an additional $500 million in-
vestment in Dow stock so it can stay
on track toward retiring the bridge
loan by year-end.

Dow spokesman Bob Plishka said
the company has been “working
hard to fill the hole created” when
the Kuwait deal fell through.

He said the company will be
able tolower its debt burden on the
deal by about $6 billion, through
its dividend cut; investments by Ro-
hm’s majority shareholders, the

Haas deal

Haas Family trust and Paulson &
Co.; and a planned divestiture of
Morton Salt.

Dow, which had tried to back
out of the deal, said it will create a
new Advanced Materials division,
of which Rohm will be the key ele-
ment. Pierre Brondeau, Rohm’s
chief operating officer, will serve
as chief executive for the segment,
which will include coatings, adhe-
sives and materials for building,
construction and electronics.

The ratings on both companies re-
main on watch for further downgrade.

Taiwan Memory and Elpida forge technology partnership

A WSJ NeEws Rounpup

HSINCHU, Taiwan — Taiwan Mem-
ory Co., the memory-chip company be-
ing created by the Taiwan govern-
ment, said it has picked Elpida Mem-
ory Inc. of Japan as a technology part-
nerinits effort to make Taiwan’s mem-
ory-chip sector more competitive.

John Hsuan, a Taiwanese chip-in-
dustry veteran in charge of setting up
Taiwan Memory, said at anews confer-
ence that Taiwan Memory is holding

separate talks with U.S.-based Micron
Technology Inc. for cooperation.

Mr. Hsuan said that Taiwan Mem-
ory will secure technology, including
key intellectual-property rights,
from Elpida to jointly develop dy-
namic random-access memory chips
for computers and mobile devices.
Taiwan Memory will then outsource
manufacturing to local DRAM mak-
ers before it sells the chips under El-
pida’s or its own brand.

Mr. Hsuan said Taiwan Memory
may inject capital into Elpida and Mi-
cron or consider buying a stake in the
two companies in exchange for their
technology. He didn’t provide a time-
table or offer any financial figures.

Last year, the global DRAM chip in-
dustry lost US$7 billion on sales of
US$23.6 billion, according to U.S. mar-
ket-research firm iSuppli Corp. Tai-
wan DRAM makers, which account
for roughly a quarter of global DRAM

production, accounted for more than
US$3 billion of those losses.

Taiwan’s government has been
looking at ways to save its strug-
gling DRAM companies, and last
month created Taiwan Memory to
coordinate strategy for the island’s
six memory-chip makers. Mr. Hsuan
has said Taiwan’s government may
inject as much as 30 billion New Tai-
wan dollars (US$884 million) into
Taiwan Memory.

GLOBAL
BUSINESS
BRIEFS

Lafarge SA

Lafarge starts rights issue
to repay acquisition debt

Lafarge SA, a French cement and
building-materials company,
launched its planned €1.5 billion
($1.99 billion) capital increase. The
proceeds will be used for the early re-
payment of the Al/A2 tranches of
debt related to its acquisition of
Egypt’s Orascom Cement. The com-
pany said it plans to repay the €2.6
billion by the end of June, thereby re-
moving the related debt covenant.
The subscription price will be €16.65
per share, said Lafarge. The compa-
ny’s largest shareholders, Belgium’s
Groupe Bruxelles Lambert SA and
Egypt’s NNS Holding, have each com-
mitted to subscribe to their pro rata
shares of the rights issue, represent-
ing about €500 million. The subscrip-
tion runs from April 2 to April 15.

Gestevision Telecinco SA

Spanish television broadcaster
Gestevision Telecinco SA said
Wednesday it is considering merg-
ing with a peer as an advertising cri-
sis and stiffer competition from
new channels erodes its revenue.
“We are studying [a possible
merger] in depth... and will hold
conversations with other TV opera-
tors about it,” Chairman Alejandro
Echevarria said at the company’s
shareholder meeting. Spanish chan-
nels are looking for ways to cut
costs as arecession reduces the de-
mand for TV advertising, and the
launch of channels Cuatro and La
Sexta has left veteran players such
as Telecinco with a smaller slice of
the total advertising-market pie. In
March, Telecinco’s audience share
slipped to 15%.

GlaxoSmithKline PLC

GlaxoSmithKline PLC asked U.S.
and European regulators to expand
the use of its breast-cancer pill Tyk-
erb as a first-line therapy for pa-
tients with advanced tumors. The
drug, known as Tyverb in Europe, is
currently prescribed in combina-
tion with Roche Holding AG’s Xe-
loda to some breast-cancer patients
who have already been treated with
other medicines. If the new useis ap-
proved, Tykerb would be used as a
first-line treatment in combination
with anti-hormonal therapy in
women with advanced, hormone-
sensitive breast cancer. Known ge-
nerically as lapatinib, Tykerb gener-
ated sales of £102 million ($146.3
million) last year.

BP PLC

Tom McKillop, former chairman
of Royal Bank of Scotland Group
PLC, has decided to retire from the
board of BP PLC, the oil company
said. “I feel thisis an appropriate step
for me to take at this time,” said Mr.
McKillop. Mr. McKillop has been em-
broiled in the U.K. controversy over
the £703,000 ($1.01 million) per year
pension granted to RBS’s former
chief executive, Fred Goodwin. He
has rejected claims by government
ministers that the bank was less than
candid about Mr. Goodwin’s payoff.
RBS lost £24.1 million last year, the
largest corporate loss in British his-
tory. Mr. McKillop, 66 years old,
joined the BP board in 2004 as a non-
executive director and served on the
remuneration committee.

—Compiled from staff
and wire service reports.
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EU greenhouse-gas emissions drop 6%

Industrial slowdown reduces carbon output, but eases pressure on big polluters to change their behavior

By LEILA ABBOUD

Greenhouse-gas emissions from
heavy industry and utilities in the Eu-
ropean Union fell 6% last year as the
economic downturn slowed indus-
trial activity in everything from con-
struction to auto manufacturing.

Some analysts and economists
say the recession, though it re-
duces emissions in the short-term,
could also slow the adoption of low-
carbon technologies in factories
and power plants. When the price
of polluting is quite low, big pollut-
ers have little incentive to change
their behavior.

Carbon-dioxide emissions from
the 10,500 factories and power
plants covered by Europe’s “cap-
and-trade” system decreased to
2.11billion tons last year from 2.25
billion tons in 2007, according to
an analysis of European Union
data by Point Carbon, an Oslo-
based consultancy.

Carbon dioxide is the main gas be-
lieved to contribute to global warm-
ing. The cap-and-trade system lim-
its allowable emissions and creates
a market for businesses to buy and
sell the right to produce them.

“The numbers reflect the sever-
ity of the recession that began about
sixmonths ago,” said Imtiaz Ahmad,

Price to pollute

The price of a permit that allows a firm to
emit one ton of carbon-dioxide equivalent
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the executive director for carbon
trading at Morgan Stanley. “Emis-
sions are likely to fall even more
steeply this year as industries in-
cluding steel and cement decrease
output and the demand for electric-
ity drops as well.”

The European Union’s environ-
ment commission oversees the re-
gion’s carbon caps. It represents
more than 80% of all the emissions
in the system but the final numbers

A worker at an ArcelorMittal plant in Luxembourg, which is covered by Europe’s

increasingly tight caps on carbon dioxide. Emissions have been falling at factories
as production is slowed or stopped because of the economic downturn.

won’t be out until May. Point Carbon
analyzed the early data and found
that emissions were down all over
Europe for the first time since the in-
troduction of legal limits on green-
house gas in 2005.

In Spain, one of the countries hit
earliest and hardest by recession
last year, emissions were down
12.9% to 142 million tons, according
to Point Carbon. U.K. emissions de-
creased 6.8% to 254 million tons,

while German emissions dropped
3.2% to 457 million tons.

Under cap-and-trade rules, Euro-
pean governments give companies
permits that allow them to emit a
certain amount of carbon dioxide an-
nually. If a company emits more
than its cap, it must cover the excess
by obtaining more permits.

One way is by trading on the “car-
bon market,” that is, buying permits
from companies with permits to spare.

Associated Press

Permits also can be earned by
doing carbon-reduction projectsin
developing countries, such as put-
ting up wind turbines in China. The
goal of the system is twofold: to
limit emissions and to give compa-
nies an incentive to revamp their
factories and move to cleaner meth-
ods of electricity generation and in-
dustrial production.

Carbon permit prices are trading
at 18-month lows because produc-
tion decreases mean many of the big-
gest emitters are now well within
their caps. Analysts don’t expect the
prices to increase before next year.

“It’s all a question of how long
the carbon price stays low,” said
Mark Lewis, head of carbon re-
search at Deutsche Bank. “If the re-
cession is deep and severe, then
there is a risk of a material slow-
down in the transition to the low-
carbon economy of the future.”

The permit price fall is good
news for companies like German
utility RWE AG and steelmaker Ar-
celorMittal because it will lower
their cost of compliance with Eu-
rope’s carbon caps. After the EU
emissions data was released, the
price for a 2009 carbon permit
rose 2% to close at €12.15 ($16.14),
according to ICAP, a broker of car-
bon allowances.

Further job losses loom over EU

LONDON—Unemployment in
the euro zone rose to an almost
three-year high in February while
the manufacturing sector con-
tracted for a tenth consecutive
month in March, suggesting more
job losses loom for the 16 nations
that share the currency.

By Ilona Billington,
Nicholas Winning and
Emese Bartha

In Germany, the bloc’s largest
economy, new orders for factories
and machinery plunged 49% in Feb-
ruary from a year earlier, industry
group VDMA said—an ominous
sign for the country’s export-
driven economy. German retail
sales also declined 0.2% from Janu-
ary, and 5.3% from a year earlier.

Inthe U.K,, the results were bet-
ter, with Markit Economics’ Pur-
chasing Managers Index for the
manufacturing sector rising to
39.1in March from an upwardly re-
vised 34.9 in February—a fresh in-
dication that government efforts
to stimulate the economy may be
working.

The European Union statistics
agency Eurostat said the euro
zone’s unemployment rate was
8.5% in February, up from 8.3% in
January. January’s figure was re-
vised up from 8.2%. Eurostat said
the rate was last 8.5% in May 2006
and was last higher, at 8.7%, in
March 2006.

About 13.5 million jobless work-
ers were counted in the euro zone
in February, up more than 2.1 mil-
lion from February 2008, Eurostat
said. Analysts expect the ranks of
the jobless to more than double,
pushing the unemployment rate as
high as 11% some time in the latter
half of 2010.

“Extended and now deep eco-

Out of office | Euro zone’s unemployment rate

Note: Seasonally adjusted monthly data

nomic contraction, extremely
weak business confidence and de-
teriorating profitability is weigh-
ing down ever harder on labor mar-
kets across the euro zone,” said
Howard Archer, chief European
and U.K. economist for IHS Global
Insight.

The rise in unemployment will
further weaken feeble consumer
spending and strengthens the case
for the European Central Bank to
cut rates to a new low Thursday.

Economists expect the ECB to
cut its key rate by half a percent-
age point to 1%. ECB President
Jean-Claude Trichet is expected to
give some indication of other non-
conventional methods the bank
may employ as it steps up at-
tempts to boost the economy.

The unemployment rise in Feb-
ruary follows confirmation of the
March manufacturing purchasing
managers survey. Although the
headline index for the euro zone
was little different from its initial
reading—33.9, compared with
34.0 earlier—it was still up from a

February: 8.5%

Source: Eurostat

record low of 33.5 in February. A
reading above 50 signals growth
in the sector and below 50 signals
contraction.

In Germany, VDMA said domes-
tic orders slipped 45%, while for-
eign orders were down 50% in Feb-
ruary compared with the same
month of 2008.

VDMA also said it expects ma-
chinery production to fall by be-
tween10% and 20% inreal terms in
2009. It was the second time in six
weeks that the group has had to
cut its estimates for the sector.

German retail sales also fell in
February, signaling that house-
hold demand remains depressed,
leaving little hopes for a recovery
soon.

“Today’s numbers dent hope
that private consumption could
substantially cushion the down-
swing of the German economy,”
said Carsten Brzeski, economist at
ING Financial Markets.

—Christopher Emsden
contributed to this article.

Poland prepares to relax
its goals for euro adoption

By DAviD McQUAID
AND MALGORZATA HALABA

WARSAW—Poland will have to
slow down its timetable for adopt-
ing the euro if the zloty remains vola-
tile, the government’s coordinator
for euro adoption said Wednesday.

Poland had intended to enter a
trading band pegged to the euro by
the middle of the year but global eco-
nomic turmoil has roiled the schedule.

“Under such conditions, one
can’t contemplate entering a cur-
rency band or setting a central par-
ity rate (against the euro),” Dep-
uty Finance Minister Ludwik Ko-
tecki said in an interview with lo-
cal Radio PiN.

Mr. Kotecki, Poland’s lead negoti-
ator with the EU and the European
Central Bank on adopting the euro,
said the government still aims to
adopt the euro by Jan. 1, 2012.

But for the first time, he said the
government may have to delay its
euro-adoption drive because two
self-imposed conditions—a stable
zloty and a political compromise
with an opposition leery of joining
the EU—won’t be met.

“We still have a few weeks to de-
cide. If these conditions can’t be
met, then we would need to con-
sider (arevised timetable),” he said.

Analysts said the remarks
brought a reassuring note of prag-
matism to Poland’s fast-track euro
plans, which many observers regard
as too ambitious. Volatility is the
government’s main problem, with
the zloty losing as much as 35%
against the euro since its mid-2008
peak, including a 25% plunge in Janu-
ary and February.

According to a euro-adoption
road map accepted by Prime Minis-

ter Donald Tusk’s government in Oc-
tober 2008, Poland and its EU part-
ners should agree no later than June
on a central parity rate fixing the
zloty to the euro.

The currency would then have
to stay within the plus or minus
15% trading band of the exchange-
rate mechanism, or ERM2, for a
minimum of two years before Po-
land is cleared to enter the euro
zone.

“Kotecki’s comments could be
viewed as the first indication that
the Polish government is softening
its stance on ERM2 entry,” said Dan-
ske Bank A/S economist Lars Chris-
tensen in a research note.

“We think that it is positive that
the Polish government now recog-
nizes that uncertainty is very high
in the global financial markets and
that the (European Central Bank)
and the European Commission
would prefer to postpone Polish
ERM2 for the time being,” Mr. Chris-
tensen wrote.
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