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Leaders bolster IMF aid, tighter bank requlation, but are short on specifics

Agence-France Presse

While leaders of the Group of 20 nations had reason to smile, differences among key players blocked the chance for even more progress.

By Stephen Fidler,

Bob Davis, Carrick
Mollenkamp

and Jonathan Weisman

LONDON—Leaders of the
Group of 20 nations Thursday
announced a host of mea-

sures they said should help
many of

Lop]don sions or
Facing the worst eco-

lift the global economy but de-

the tricki-
forwarded them to interna-
nomic crisis in decades—and

ferred
G-20
y est deci-
tional institutions.
one they admit hasn’t hit bot-

tom—theleaders concluded a
summit by agreeing to alarge
increase in financing for trou-
bled economies, through a $1
trillion commitment to the In-
ternational Monetary Fund.

The G-20 also worked to
clamp down on tax havens
and to tighten financial regu-
lations, bringing large hedge
funds and financial institu-
tions into the global regula-
tory net.

The measures may ease
some pain from the eco-
nomic crisis. But many decla-
rations were of principles
that have to be followed up—
some at another G-20 meet-
ing that will be scheduled

later this year.

The group’s communiqué
didn’t specifically tackle the
problems that many say are
at the root of today’s prob-
lems, such as the broken
banking systems. It did, how-
ever, declare a set of princi-
ples on how to deal with toxic
bank assets.

The chance for more
sweeping progress here was
sidelined by differences
among key players that took
shape before the meeting.
Calls by the U.S. and the U.K.
for more financial stimulus to
restart economies collided
with European calls—prima-
rily from France and Ger-

many—for stricter interna-
tional regulation of the world
financial system.

The group made no com-
mitment to a specific stimu-
lus target that the U.S. sup-
ported. Franco-German oppo-
sition had already made it
abundantly clear that no such
accord would be possible. In-
stead, the leaders made a
vague commitment to “de-
liver the scale of sustained fis-
cal effort necessary to re-
store growth” and said the
world was in the middle of a
giant monetary and fiscal
stimulus worth $5 trillion.

Nonetheless, by Thursday

Please turn to page 27
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Markets
take off

on hopes
of upturn

By PETER A. McKay
AND DAVID GAFFEN

A stock rally spread around
the world Thursday, as inves-
tors seized on evidence that a
global economic recovery is in
sight.

New standards

H The U.S. makes it easier for
banks to limit some losses ......17

The optimism that has been
growing over the past few
weeks was fueled further by de-
velopments on Thursday. The
European Central Bank indi-
cated it may take further steps
to help stoke markets and the
economy, new data showed
that China’s manufacturing sec-
tor is growing again, and lead-
ers of the Group of 20 nations
announced a tripling of the
lending power of the Interna-
tional Monetary Fund.

In the U.S., investors fo-
cused onthe Financial Account-
ing Services Board’s decision to
ease rules that force banks to
write down their soured credit
bets based on the most recent
trades. Advocates hope the
move will allow banks to lend
more freely, driving growth
throughout the global econ-
omy as consumers and compa-
nies in an array of sectors
spend newly borrowed cash.

Market veterans say stocks
are rallying in anticipation of
an economic recovery later in
theyear, not inabelief that are-

Please turn to page 26

ECB cuts key rate, signals it may do more

BY JOELLEN PERRY

FRANKFURT—The Euro-
pean Central Bank cut its key
rate Thursday by a smaller-
than-expected quarter per-
centage-point to
1.25% but signaled it
could cut again and
debut new measures
to shore up the strug-
gling euro-zone econ-
omy as soon as next
month.

In a news confer-
ence following the de-
cision, ECB President
Jean-Claude Trichet
suggested at least
one more quarter-
percentage-point cut
to 1% is likely, saying the cur-
rent level is “not the lowest
limit.”

The size of the cut and the
ECB’s decision to postpone
taking more unconventional

Jean-Claude
Trichet

steps to bolster euro-zone
banks could stoke further crit-
icism that European policy
makers are dragging their
feet amid the global econo-
my’s worst recession since
World War II.

“Obviously, the
ECB believes that it
makes sense to keep
some ammunition
in reserve,” wrote
Carsten Brzeski,
economist with ING
Bank NV in Amster-
dam, in a note to cli-
ents. “However, it re-
mains hard to see
what the ECB is wait-
ing for.”

Mr. Trichet said
Thursday’s decision was
taken “by consensus,” sug-
gesting some on the bank’s
22-member Governing Coun-
cil argued in favor of a larger
cut. He hinted further cuts

Baby steps
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will be “measured,” prompt-
ing some economists to pre-
dict that a quarter-percent-
age-point reduction to 1% in

May could be the ECB’s last
for a while. Investors, who
had expected the key rate to
fall to 1% Thursday, pushed
the euro to a one-week high
near $1.35 against the dollar
after the decision. Higher in-
terest rates can attract inves-
tors to a currency. The U.S.
Federal Reserve in December
lowered its key rate to just
above zero.

The ECB’s cut was its sixth
since October and brought
short-term rates in the euro-
zone economy, second in size
only to the U.S., to a new low
in the central bank’s 10-year
history.

Mr. Trichet said the ECB
had decided to postpone to the
bank’s May rate-setting meet-
ing a decision about stepping
up efforts to bolster euro-zone
banks. He declined to divulge
specifics, saying he would pro-

Please turn to page 26
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Austria unvelils fraud case

Grocery heir Meinl
is arrested in probe
of real-estate fund

By DAVID CRAWFORD

Prosecutors in Austria have ar-
rested a prominent businessman in
a potential €3 billion ($4 billion)
fraud case involving a real-estate
fund. In arelated case, prosecutors
are investigating the role of a
former government minister.

The Wednesday night arrest of
Julius Meinl V, an heir to one of Aus-
tria’s most prominent grocery-
store fortunes, and the potential im-
plication of ex-Finance Minister
Karl-Heinz Grasser, has caused a
stir in Austria.

Julius Meinl is an Austrian
brand name associated with high-
end groceries for more than a cen-
tury. A Vienna street, Julius Meinl
Gasse, bears the family name. Mr.
Grasser was one of Austria’s most
popular politicians in the Austria
Liberal Party or FPO—frequently
photographed together with his
with socialite wife.

Charged on Wednesday by Vi-
enna prosecutors with embezzle-
ment and fraud in connection with
two companies, Mr. Meinl was one
of about a dozen suspects named in
the case, said Gerhard Jarosch, a
spokesman for the prosecutor’s of-
fice.

At the center of the charges is
Meinl EuropeanLand Ltd., aJersey-
based company, controlled by Mr.
Meinl. Mr. Jarosch alleged that Mr.
Meinl and other suspects ran an ex-
pensive advertising campaign in
Austria between about 2004 and
2006 to sell certificates represent-
ing shares in Meinl European Land,
but not the shares themselves, to
thousands of small investors.

Among the charges against the
49-year-old Mr. Meinl is that the
company overcharged clients by
€300 million in commissions on
sales of the certificates, Mr.
Jarosch said. Mr. Jarosch declined
to provide specific details of the
commission calculation, but de-
scribed it as very complicated.

Grocery-store heir Julius Meinl V was
arrested in a $4 billion fraud case.

Later, the company issued
shares without informing the certif-
icate holders—small investors who
held certificates representing
shares held by the fund. The shares
were sold cheaply to a beneficiary
and bought back at a much higher
price, according to Mr. Jarosch.

The 150-million-share issue was
sold at one cent per share, or €1.5
million, according to Mr. Jarosch.
Meinl European Land allegedly
then bought shares back at €20 per
share, valuing the issue at €3 bil-
lion. That left the unnamed benefi-
ciary with a large profit, although
Mr. Jarosch declined to say how
many shares were bought back.

Herbert Eichenseder, a lawyer
for Mr. Meinl, declined to comment
or discuss details of the case. He
said Mr. Meinl deposited a €100 mil-
lion bail payment with the court on
Thursday. Mr. Meinl was held over-
night on Wednesday, and Mr.
Jarosch said Mr. Meinl would be re-
leased late Thursday or Friday, but
only after the court verified that
the bail money can’t be recalled by
the bank.

Theinvestigation comesasasec-
ondblowto Austria’s financial insti-
tutionsinrecent months.In Decem-
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ber, Austria’s Bank Medici was re-
vealedtobeaconduit for more than
$2 billion in investments in the
New York-based Ponzi scheme run
by Bernard Madoff. No charges
have been filed against any Bank
Medici employees. Bank Medici, its
directors and senior management
have said they knew nothing about
the Madoff fraud at the time.

Unlike in the Madoff case, Meinl
European Land did make actual in-
vestments, primarily in Eastern Eu-
ropean real estate, the prosecution
spokesman said. Mr. Jarosch said
prosecutors haven’t yet put a num-
ber onhowmuch of the fund’s money
they allege was stolen in total.

In August 2008, shortly after the
share issue, Meinl European Land
was renamed by its new manage-
ment as Atrium European Real Es-
tate Ltd., following an injection of
€500 million by outsideinvestors. Ri-
chard Sunderland, a spokesman for
Atrium European Real Estate, says
the current fund and its management
named by thenew investors aren’tun-
der investigation.

Mr. Jarosch says prosecutors
are also investigating allegations
that Mr. Meinl and other suspects
manipulated the share price of
Meinl Power Management Ltd. be-
tween 2006 and 2007, buying
shares from themselves through
trustees. Mr. Grasser was a direc-
tor at Meinl Power Management
during part of this time period, and
prosecutors are investigating his
activity, Mr. Jarosch said.

A lawyer for Mr. Grasser said
his client was a secondary figure in
the investigation. Mr. Meinl and
Mr. Grasser, 40, have known each
other for years, the lawyer said.
Mr. Grasser was named a director
of Meinl Power Management, a sub-
sidiary of Meinl Bank, in June
2007, shortly after he retired as fi-
nance minister, said the lawyer,
Manfred Ainedter, in a telephone
interview.

Mr. Ainedter said prosecutors
informed him about the investiga-
tion involving Mr. Grasser as long
ago as September 2007. Mr.
Ainedter said Mr. Grasser is inno-
cent and wasn’t involved in the al-
leged fraud or embezzlement.
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Global regulators support
stricter bank-capital rules

BY DAMIAN PALETTA

WASHINGTON—A group of glo-
bal bank regulators has agreed to
move toward establishing stricter
capital requirements for the world’s
banks, marking a reversal from a
push just a few years ago to give fi-
nancial institutions more flexibility
in how they calculate reserves.

The Financial Stability Forum
embraced for the first time Thurs-
day the idea of a capital floor for
banks, referring to it as a “supple-
mentary non-risk based measure to
contain bank leverage.”

“There was a consensus that
there wasn’t enough capital in the
banking system coming into this,”
U.S. Comptroller of the Currency
John Dugan, a member of the forum,
said in an interview.

Therelease of the Financial Stabil-
ity Forum report is designed to coin-
cide with the conclusion of the Group
of 20 summit, where financial regula-
tion was a major topic. The G-20 has
in the past called for the forum to
have more power as a global coordina-
tor of banking policy, giving increas-
ing weight to its recommendations.

Major changes wouldn’t likely
happen for months because they re-
quire approval by legislatures in
multiple countries. But the fact that
the forum is advancing suchideasil-
lustrates the far-reaching nature of
the discussions about overhauling
how financial institutions are regu-
lated. The forum is expected to be
the clearinghouse that vets ideas for
global financial regulation.

Banks hold capital as reserves to
cushion the impact of unexpected
losses. But many banks found ways
to exploit existing capital require-
ments and weren’t prepared for the
heavy losses that resulted from bad
bets on real estate and other loans
when the financial crisis hit.

Only a few countries, including
the U.S., Canada, and Switzerland,
have such simplified capital require-
ments, often referred to as leverage
ratios, which attempt to put a floor
on their activities. In recent years,

several people, including then-Fed-
eral Reserve Chairman Alan
Greenspan, thought that new global
capital standards known as Basel II
would supplant the need for a lever-
age ratio. The Basel framework gave
banks more flexibility to determine
their own levels of capital, a concept
that is politically discredited follow-
ing last year’s markets blowup.

It still isunclear what a new stan-
dard might look like. And even
stricter models can be exploited.
For example, it is easy for banks to
getaround the U.S. leverage ratio be-
cause it doesn’t fully account for as-
sets banks hold off their balance
sheets, which proved to be a major
area of risk for big banks.

Mr. Dugan said U.S. and foreign
regulators have agreed that no ma-
jor changes to capital requirements
will take place until after the finan-
cial crisis subsides.

The simplified capital require-
ment could be a percentage of the to-
tal assets that a bank has, or it could
be based on its revenue. Larger
banks could face tougher capital re-
quirements. U.S. and foreign regula-
tors said the new standards should
“complement” the risk-based re-
quirements of Basel II.

Thereport said it “should be trans-
parent and simple to implement;
limit the build-up of leverage in the
banking system during booms; put a
floor under the risk-based measure
that becomes binding if firms take on
excessive leverage or attempt to arbi-
trage the risk-based regime; and not
produce adverse incentives.”

Federal Deposit Insurance Corp.
Chairman Sheila Bair pushed for an
international leverage ratio a few
years ago but made little progress
with skeptical foreign officials. The
financial crisis has breathed new
life into the idea. Canadian officials
have pushed aggressively for it, too.

The Financial Stability Forum
also called for “principles” on com-
pensation for bank executives, nota-
bly theidea that compensation prac-
tices align incentives with long-
term profitability.
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G-20 IN LONDON

Brown and Obama claim summit victories

U.K. leader declares
philosophy change;
U.S., ‘we did OK’

BY JONATHAN WEISMAN
AND ALISTAIR MACDONALD

LONDON—U.S. President Barack
Obama and British Prime Minister
Gordon Brown both claimed to
emerge as winners from the Group
of 20 leaders’ summit—one in his de-
but on the world stage, the other in
his protracted campaign to launch a
new world economic order.

As the meeting drew to a close
Thursday, Mr. Brown declared the
end of the Washington Consensus,
the free-market philosophy forged
in the U.S. in the 1990s, and the be-
ginning of a new order of global co-
operation that he hopes will be
named after his nation’s capital.

And Mr. Obama, who lamented in
his presidential campaign the U.S.’s
diminished power and influence in
the world, took to the stage to say
that his style of leadership is bring-
ing that power back.

“I would like to think that with
my election, we’re starting to see
some restoration of America’s stand-
ing in the world,” he said at a news
conference, touting the U.S.’s contin-
ued status as the world’s largest
economy with the most powerful
military. As for his debut, “I think we
did OK,” he laughed.

Mr. Obama’s news conference at-

U.S. President Barack Obama, left, and British Prime Minister Gordon Brown at the G-20 summit Thursday.

tracted a much larger crowd than
did one by Mr. Brown, intended to an-
nounce the summit’s results. But if
Mr. Obama upstaged Mr Brown, Brit-
ish aides seemed unconcerned
about it.

Once Mr. Obama got involved, ne-
gotiations became much easier for
the U.S.-British position, the aides
said. At the leaders’ dinner Wednes-

day night, Mr. Obama spoke at
length on the history of failure at
such gatherings, of the importance
of humility and of unity in achieving
consensus.

Mr. Brown, for his part, got many
of his G-20 wishes: An early-warn-
ing system to spot risks to the global
economy, $500 billion for an IMF
fund that he can call a global stimu-

lus, and trade credits valued at $250
billion.

“I think a new world order is
emerging with the foundation of a
new progressive era of interna-
tional cooperation,” Mr. Brown said.

Mr. Obama did acknowledge that
the U.S.isn’t the Great Power it once
was when it virtually dictated the
economic order of the capitalist

Reuters

world. “You know, there’s been a lot
of comparison here about Bretton
Woods, the last time you saw the en-
tire international architecture be-
ing remade,” he said. “Well, if it’s
just [Franklin] Roosevelt and [Win-
ston] Churchill sitting in a room
with a brandy, you know, that’s an
easier negotiation. But that’s not
the world we live in. And it shouldn’t
be the world that we live in.”

Mr. Obama’s tasks won’t get any
easier Friday, when he heads to
France for ameeting of the North At-
lantic Treaty Organization. His aim:
To persuade his NATO allies to in-
crease their commitment of mili-
tary and nonmilitary support to Af-
ghanistan and Pakistan. The actors
who helped to create an air of divi-
sion at the G-20 summit, German
Chancellor Angela Merkel and
French President Nicolas Sarkozy,
will be joint hosts of the NATO gath-
ering.

Meanwhile, any boost from the
G-20 summit could be short-lived
for Mr. Brown, who faces the pros-
pect of putting himself up for re-
election before mid-2010 as U.K. un-
employment rises and the economy
descends into a deep recession.

“Gordon Brown wants his legacy
to be capitalism with a conscience,”
said Joy Johnson, a former director
of communications at Mr. Brown’s
Labour Party. “But aside from a
short-term boost that positive head-
lines should give him, most people
on the streets are worried about is-
sues such as job” losses.

IMF, once dismissed, emerges as summit’s biggest winner

By BosB DAvis

LONDON—Talk about a change
of fortune. The IMF, widely dis-
missed as irrelevant six months ago,
was the biggest winner in the Group
of 20 leaders’ summit.

World leaders agreed to pump
up the IMF’s financial capacity four-
fold, to $1 trillion, to help handle cri-
ses in developing nations, and as-
signed the IMF to monitor whether
G-20 nations are sufficiently stimu-
lating their economies and trans-
forming their regulatory systems.
Another assignment: to provide
early warnings of deepening finan-
cial problems.

“The IMF is back,” said the orga-
nization’s beaming managing direc-
tor, Dominique Strauss-Kahn. “To-
day you get the proof.”

The assignments are sure to test

the IMF’s ability to call to account
its 185 member nations. The IMF
generally issues private, not public,
warnings, which powerful countries
often ignore.

Most recently, the IMF has cam-
paigned for countries to lift their
stimulus spending by 2% of gross do-
mestic product—but wouldn’t spe-
cifically say which countries hadn’t
yet lived up to the goal.

So-called naming and shaming
“may produce a defensive response,”
said John Lipsky, the IMF’s No. 2 offi-
cial, before the G-20 meeting. “To be
effective you may need to be seen as
constructive.” Mr. Strauss-Kahn said
he warned G-20 leaders that they
may not like some of the warnings
the IMF issues in the future.

Egyptian Finance Minister
Youssef Boutros-Ghali, who heads
an IMF oversight board, has said he

is wary of the IMF issuing early
warnings for fear that “false posi-
tives”—faulty predictions of trou-
bles ahead—could produce the very
disasters the IMF is trying to avoid.

The IMF is working out the kinks
in its early-warning system, which
combines quantitative indicators of
asset bubbles and other problems
with evaluations of how political
problems could escalate into eco-
nomic ones. The IMF plans a dry run
of the system in April and a full-
blown exercise in time for its annual
meeting in October in Istanbul. It’s
unclear whether the IMF will make
its findings public.

On the financial front, the IMF
had a lending war chest of about
$250 billion before the crisis, and
has since lent about $50 billion to Pa-
kistan, Iceland and countries in East-
ern Europe.

Although Mr. Strauss-Kahn
pressed to double that kitty, the
G-20 was more generous.

It approved as much as a tenfold
increase to a special emergency
fund, called the New Arrangements
to Borrow, to $500 billion. The U.S.
has pledged around $100 billion to
that fund, and Japan and the Euro-
pean Union each are making $100 bil-
lion loans, which will also be folded
into the emergency fund. Chinais ex-
pected to chip in $40 billion, though
that is likely to come by purchasing
what would be the IMF’s first bond.

Many of the loans will go to big
developing countries whose poli-
cies the IMF judges to be sound, but
which are threatened by the deepen-
ing global recession. On Wednesday,
Mexico’s finance minister said his
country is seeking $47 billion to $48
billion under a new IMF credit line

that doesn’t require countries to
make changes in economic policy.
Such changes have provoked resent-
ment of the fund in the past.
Additionally, the IMF is planning
to allocate $250 billion to its mem-
bers in what are called special draw-
ing rights, a kind of IMF currency
that can be traded for dollars, euros,
yen and other hard currencies. SDRs
are allocated according to countries’
shares in the fund, meaning bigger,
richer countries like the U.S. would
get more of them than the poor coun-
tries that need them. But Mr. Strauss-
Kahn said that countries could assign
or loan their SDRs to needier nations.
The G-20 also asked the IMF to
use a portion of its large gold hoard
to fund a $6 billion increase in
nearly zero-interest loans to poor
nations, essentially doubling that
IMF program for those countries.

U.K's push to increase bank lending shows signs of progress

By NEIL SHAH

LONDON—The U.K. govern-
ment’s efforts to revive bank lend-
ing may be starting to work, accord-
ing to new data released Thursday.

A Bank of England survey
showed banks are planning to in-
crease lending to British companies—
and households in some cases—for
the first time in more than a year.
Meanwhile, house prices logged an
unexpected 0.9% rise in March from
February, the first such gain since
October 2007, according to British
mortgage lender Nationwide Build-
ing Society.

“This has got to be a good sign,”
said Howard Archer, chief U.K. econ-

omist at consultancy IHS Global In-
sight in London. He cautioned,
though, that “it’s premature to start
getting too optimistic.”

The data are only a small part of
an economic picture that remains
largely dismal. Earlier this week,
the Organization for Economic Co-
operation and Development fore-
cast the U.K. economy will shrink by
3.7% in 2009. And even if U.K. banks
boost lending, the country still faces
a large gap left by foreign lenders
that have left the market. Mean-
while, the securitization markets, in
which banks package and sell their
loans to investors, remain largely
shut.

Over the past year, the U.K. gov-

ernment has put up more than £1 tril-
lion ($1.444 trillion) in financing,
debt guarantees, insurance and
other measures in an effort to sal-
vage its banking system and stem a
sharp drop inlending. In the process,
it has taken controlling stakes in two
of the country’s largest banks, Royal
Bank of Scotland Group PLC and
Lloyds Banking Group PLC.

The Bank of England has also
taken the unconventional route of
pumping money directly into the
economy by buying securities. The
central bank’s policy, known as
“quantitative easing,” is aimed at
bringing down borrowing costs and
making more funds available for
lending—two factors banks said

were driving their plans to increase
credit.

Thursday’s data on bank lending
and house prices built upon a string
of better-than-expected U.K. eco-
nomic news. Earlier this week, the
Bank of England reported that mort-
gage approvals for potential home
buyers rose in February to the high-
est level in nine months. Also, a key
measure of U.K. consumer confi-
dence rose for a second straight
month in March.

In the Bank of England’s credit-
conditions survey, released Thurs-
day, lenders said they expected the
availability of credit for companies
toincreasein the next three months,
after logging the first rise in more

than a year in the three months
ended mid-March. Lenders also ex-
pected arise in the ability of house-
holds to get new secured loans such
as mortgages.

The survey wasn’t all good news.
The bankers polled said that de-
mand for loans to buy houses was
down in recent months and that
they expected it to fall further.

That poses a problem for the
Bank of England’s quantitative eas-
ing program: If demand for loans
falls, making borrowing easier won’t
help the economy. Large majorities
in the survey also expected a rise in
defaults on both corporate and
household loans.
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Hollywood clamps down on stars’ pay

Studios back away from upfront payouts to help reduce risk; Harrison Ford, Steve Carell accept ‘back-end’ deals

BY LAUREN A.E. SCHUKER

Hollywood, needing to cut costs
in lean times, is starting to say no to
its stars.

For years, top movie stars often
landed deals paying them a percent-
age—sometimes as much as
20%—of a studio’s take of box-office
revenues from the first dollar the
movie makes, even if it turned out to
be a flop that cost the studio mil-
lions. As aresult, the biggest celebri-
ties broke the $20 million mark. Ed-
die Murphy got that kind of payday
for the flop “Meet Dave,” which cost
Twentieth Century Fox about $70
million and took in only $11.8 million
at the domestic box office.

These “first-dollar gross” deals
are hitting the cutting-room floor as
studios slash the number of movies
they are making. For two new
projects, Viacom Inc.’s Paramount Pic-
tures has done away with such deals,
even though it has landed top talent.
In “Dinner for Schmucks,” with Steve
Carell, and “Morning Glory,” starring
Harrison Ford, the actors accepted
“back-end” deals, in which they get a
portion of the gross, but only after the
studio and its financing partners
have recouped their costs. The studio
also cut a back-end deal with “Din-
ner” director Jay Roach.

“The days...where the star gets
whatever he wants and gets paid
through the roof—those days are
over, for everybody,” says Eric Gold,
aproducer and manager who repre-
sents top talent, including Jim Car-
rey and Ellen DeGeneres. “You can
be the hottest thing in Hollywood,
but if the economics don’t match it,
it doesn’t mean anything. ...The stu-
dios are pushing back and they have
to play the margins.”

|-r: UniversalEverett Collection; Everett Collection; Warner Bros./Everett Collection

Julia Roberts is guaranteed millions of dollars from ‘Duplicity,” which has underperformed expectations. For ‘Yes Man,’ Jim
Carrey forfeited first-dollar gross and took no money upfront in exchange for a sizable back-end deal. For ‘The Sorcerer’s
Apprentice, Nicolas Cage, seen in ‘Knowing,’ won't receive a percentage of the gross until after it has recouped some costs.

Hollywood stars are still paid
handsomely. For example, in “Din-
ner,” which cost a modest $65 mil-
lion, Mr. Roach and Mr. Carell will re-
ceive upfront fees of between $10
million to $15 million each. Still, by
deferring their gross payments un-
til after the movie has made its
money back, Paramount and its part-
ners shaved about $5 million off the
production cost of the film.

General Electric Co.’s Universal
Pictures made a similar move with an
untitled big-budget Robin Hood film
planned for release in 2010, directed
by Ridley Scott and starring Russell
Crowe. According to people familiar
with the project, which at one point
went by the working title “Notting-
ham,” none of the film’s talent will re-
ceive first-dollar gross deals, even
though the roster includes some of
Hollywood’s highest-paid stars.

Some stars are still able to cut
first-dollar gross deals. Denzel

Washington has first-dollar gross
on “The Book of Eli,” which comes
out next year. But as the economic
pressure builds, studios have begun
to push back more frequently.

Studios have long regarded the
first-dollar gross deals as a poten-
tially ruinous excess, even as they
went along with it. By guaranteeing
rich compensation for stars, irre-
spective of a film’s profitability, the
studios ended up shouldering much
of the risk.

That was less of a problem when it
was easy to secure third-party financ-
ing for blockbuster budgets and DVD
sales grew at a double-digit clip. But
recent changes have put the studios
under strain. Though box-office re-
ceipts have been up inrecent months,
DVD sales continue to decline. In addi-
tion, the billions of dollars Wall
Street poured into the industry over
the past few years also have dried up,
forcing the studios to rein in budgets.

Now, studios can ill afford the
gamble. “Duplicity,” a thriller star-
ring Julia Roberts, hit theaters in mid-
March but has underperformed ex-
pectations, bringing in about $27 mil-
lion at the domestic box office so far.
Universal Pictures could lose money
on the $60 million movie, while Ms.
Roberts is guaranteed to walk away
with several million dollars.

Kissing first-dollar gross good-
bye doesn’t necessarily mean that
the actors earn less money.

Jim Carrey in the past has made
first-dollar gross and upfront fees
of more than $20 million on films
such as “Fun with Dick and Jane.”
But he accepted a risky tradeoff for
his last major film, “Yes Man,” re-
leased this past December. He for-
feited first-dollar gross and took no
money upfront in exchange for a siz-
able back-end deal, whichincluded a
33% ownership stake in the film.

Had the film bombed, Mr. Carrey

would have received a fraction of his
usual fee. The film was a success,
but didn’t perform as well as the stu-
dio had expected. Still, Mr. Carrey
made about $35 million off the deal—
roughly $5 million more than he
would have made had he not for-
feited his fee, according to Mr. Gold,
who helped craft the agreement
with talent agency Creative Artists
Agency and the studio.

“It was a big moment for the busi-
ness,” says Mr. Gold, who adds that
similar deals have followed. “For
agents, it’s disruptive—they don’t
want to face the idea that the busi-
ness has changed forever, but the
whole industry is moving this way.”

Nicolas Cage, who starred in the
recent box-office hit “Knowing,” has
been one of those first-dollar gross
players, but for a new family film
produced by Jerry Bruckheimer,
“The Sorcerer’s Apprentice,” he
won’t receive a percentage of the
gross until after Walt Disney Co.
and its partners on the movie have
recouped some costs.

In the past, studios have strug-
gled to push back against rich pay-
days for talent. With so many movies
being made, big stars could cherry-
pick projects and command exorbi-
tant fees. Studios began to generate
more of their box office overseas,
where the name of a big actor was
even more crucial to a film’s success.
Hollywood’s high-powered agents
also set themselves up as extremely
effective gatekeepers to top talent.

“Starting about six months ago, the
studios started to make a unified and
determined effort to cut back on these
deals,” says an agent. “They’re just
not going to keep losing vast amounts
of money while paying out millions to
the first-dollar-gross players.”

T-Mobile may block Skype from iPhone

BY ARCHIBALD PREUSCHAT

DUSSELDORF—Deutsche Tele-
kom AG on Thursday said it could
prevent its customers from using
Skype on Apple Inc.’s iPhone.

Skype, a phone service that
routes calls through the Internet
and is owned by eBay Inc., made its
debut on the iPhone on Tuesday. It
allows most iPhone users con-
nected to a wireless Internet net-
work or third-generation mobile
network to call other Skype users at
no extra cost.

Skype’s iPhone application puts
it in competition with mobile opera-
tors such as Deutsche Telekom’s
T-Mobile and Telefénica SA’s O, in
Europe, both of which sell the iPhone
and run 3G networks which feed
data to and from it.

T-Mobile’s rules on using applica-
tions such as Skype on 3G phones are
stricter than those of its major com-
petitors. A T-Mobile spokesman said
using any Voice over Internet Proto-
col, or VoIP, service is prohibited un-
der all T-Mobile customer contracts.
Telefénica, meanwhile, said under
its terms and conditions customers
can use Skype over Wi-Fi, but not
over its 3G network. A Vodafone
Group PLC spokesman said “on the
whole we don’t block VoIP over our
3G network.”

The T-Mobile spokesman said us-
ing VoIP or IM applications is a
breach of contract. If a customer
uses Skype on its 3G network, T-Mo-
bile reserves the right to block the ap-
plication. He said even using Skype
at a Wi-Fihot spot is a breach of con-
tract. In the U.S., currently there are

no such restrictions, said T-Mobile
USA spokesman Peter Dobrow.

Since most of the European data
plans sold with the iPhone either in-
clude a set amount of data or have a
flat traffic rate, users could save
money on domestic calls and espe-
cially calls abroad.

Users who have older versions of
the iPhone that can only access so-
called second-generation networks
can’t use the Skype application.

In Europe, T-Mobile markets the
iPhone on an exclusive basis in Ger-
many, the Netherlands, Hungary and
Croatia, and on a nonexclusive basis
in Austria, Poland, the Czech Repub-
lic, Slovakia, Greece, Bulgaria, Mace-
donia and Montenegro.

In France, the iPhone is currently
sold by France Télécom SA’s Orange
and by Vivendi SA and Vodafone’s

SFR. Bouygues Telecom, the telecom-
munications operator owned by
Bouyues SA, will distribute the
iPhone in France starting April 29.

None of the French operators
were immediately available to com-
ment on the Skype issue.

With more than 400 million regis-
tered users, Skype is by far the
world’s biggest Internet telephony
service.

Popularity of the service on the
iPhone could help boost Apple’s
revenue. Since its debut in July
2007, Apple has sold about 17 mil-
lion iPhones.

Skype and Apple weren’t immedi-
ately available to comment on the im-
pact of operator restrictions.

—Jason Sinclair,
Kathy Sandler and Ben Charny
contributed to this article.

(erman new-car registrations rose 40% in March

A WSJ NEws Rounpup

German new-car registrations in
March rose 40% from a year earlier,
the vehicle manufacturers’ associa-
tion VDIK said Thursday, a rise
largely attributable to government
incentives for motorists to junk old
cars and buy new ones.

There were 401,000 new registra-
tions in March. The increase was es-

pecially strong in the eastern Ger-
man states, which posted a rise of
62%. Adjusted for the differing num-
ber of working days to reflect Easter
falling later this year, the March rise
was 20%, it added.

The German government car-
scrapping program already had
prompted VDIK to forecast double-
digit percentage growth in new regis-

trations in the first quarter despite
steep declines in auto sales in other
major markets such as the U.S. The
German government has extended
the subsidy until the end of year.
To get the €2,500 ($3,300) gov-
ernment check, people must scrap
an existing car that is at least nine
years old and buy a new car that
meets the latest emissions stan-

dards. So far, 134,000 people have
applied for the so-called scrap bo-
nus, a number rising by 7,000 a day.

Other European countries includ-
ing France, Italy and Spain have in-
troduced scrap bonuses and in some
cases, subsidized loans for buying
cars. The trend is spreading to East-
ern Europe, with Slovakia adopting
a version in February.

GMAC attempts

to lift car sales,
give dealers relief

BY APARAJITA SAHA-BUBNA

General Motors Corp.’s financing
arm Wednesday introduced mea-
sures intended to bolster new-car
sales and provide relief for dealers.

The offer by GMAC LLC came a
day after GM and Ford Motor Co. an-
nounced incentives in an effort to
jump-start sales.

Improved sales are pivotal for
GM, which is in the midst of a re-
structuring, to clear dealers’ lots of
vehicle stockpiles.

“We announced these actions to
reduce stress on auto dealers and to
help spur auto salesin the U.S.,” said
Gina Proia, a GMAC spokeswoman.

Detroit-based GM owns a 49%
stake in GMAC. GM will cut its own-
ership of GMAC to less than 10%
next month as part of conditions at-
tached to GMAC becoming a bank-
holding company.

As part of the measures
Wednesday, GMAC cut certain
charges to dealers, including pay-
ments through April that dealers
had to make to the lender on aging,
unsold new vehicles.

For potential buyers of GM vehi-
cles, GMAC’s offer includes reduced
rates for new- and used-vehicle fi-
nancing.
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Booze makers replace the

Pre-mixed cocktails
are designed to woo
at-home partyers

By DAvID KESMODEL

Liquor giants are rolling out pre-
mixed products to entice recession-
weary Americans to serve more
cocktails at home.

On Thursday, Beam Global Spir-
its & Wine Inc. is unveiling Sauza
Margarita-in-a-Box, 15 servings of
pre-made margaritas containing its
Sauza tequila. The party-in-a-box,
scheduled to hit the market in May,
will cost about $18. Brown-Forman
Corp., meanwhile, plans to release
two ready-to-drink cocktails in bot-
tles this summer, including South-
ern Comfort Sweet Tea. And Diageo
PLC has begunreleasing several pre-
pared cocktails, including Captain
Morgan Long Island Iced Tea.

Distilled-spirits makers are
aware that many drinkers don’t
want to fuss with mixing drinks
themselves. At the same time, they
want to address a shift by consumers
toward entertaining at home more
and visiting bars less. Last year,
sales of spirits in bars and restau-
rants in the U.S. fell 2.2% by volume,
the first decline since 1995, accord-
ing to the Distilled Spirits Council of
the U.S., a trade group. Total liquor
sales rose 1.3% by volume last year,
the slowest rate in a decade, accord-
ing to Impact Databank, the research
arm of drinks-industry publisher M.
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Spirits makers face a challenge in
trying to court consumers in a weak
economy because liquor is perceived
as more expensive than beer or wine,
said Anne Carlson, an analyst with
market-research firm Information
Resources Inc. “They are doing a lot
of different things to find their way,”
including selling both smaller and
larger bottles of liquor to give con-
sumers more choices, she said.

Some consumers, preferring cock-
tails with fresh ingredients, may balk
at the pre-made drinks. These new
products come at a time when restau-
rants and bars have introduced cock-
tails with fresh fruit and juices, and
spirits companies have been helping
train bartenders to make more so-
phisticated cocktails.

New cocktails include, from left, Southern
Comfort Sweet Tea, Sauza Margarita-in-a-Box
and Captain Morgan Long Island Iced Tea.

Beam Global, a unit of the Deer-
field, Ill., conglomerate Fortune
Brands Inc., saysits 1.75-liter marga-
rita boxes are made to fit into a re-
frigerator and to be toted to barbe-

Spirits makers know
that many drinkers
don’t want to fuss
with mixing drinks.

cues and picnics. The company says
it will be the first boxed margarita
cocktail in the U.S. market contain-
ing real tequila.

Beam Global decided to offer the

bartender
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beverage partly to compete better
with beer and wine products, which
typically can be carried more easily
to outdoor events than various cock-
tailingredients. In addition, the suc-
cess of boxed wines in the U.S.
“shows that convenient packaging
can be a big benefit for consumers,”
said Gary Ross, associate brand man-
ager for Sauza.

The liquor maker also will re-
lease this month several new flavors
of its DeKuyper Burst Bar Shots,
which are pre-mixed shots that it be-
gan selling last summer.

Brown-Forman, the Louisville,
Ky., maker of Jack Daniel’s whiskey,
plans in late June to release two pre-
pared cocktails made with its South-
ern Comfort whiskey-flavored li-
queur: Southern Comfort Sweet Tea

and Southern Comfort Hurricane.
The 1.75-liter bottles will sell for
about $20 each. The beverages mark
one of the largest new product
launches for Southern Comfort since
Brown-Forman bought the brand 30
years ago, said Campbell Brown, di-
rector of the Americas for the brand.

Sales declines for Southern Com-
fort in bars in key markets such as
New York and Florida “have been
pretty large” in the recession, Mr.
Brown said. Sales in grocery and li-
quor stores have “softened the land-
ing, but we need to have new news
out there about the brand.”

London-based Diageo is releas-
ing Smirnoff Tuscan Lemonade,
Captain Morgan Long Island Iced
Tea and Captain Morgan Parrot
Bay Mojitos across the U.S. by the
end of May. Diageo, the world’s
largest spirits producer by vol-
ume, has been pleased with the
sales of other prepared cocktails,
including its four-year-old Jose Cu-
ervo Golden Margarita, sold in bot-
tles, said Larry Schwartz, presi-
dent of the U.S. arm of Diageo. The
company believes the new prod-
ucts also help lift awareness and
sales of its flagship brands, such
as Smirnoff vodka, he said.

Sales of prepared cocktails have
been rising faster than spirits sales
overall in the U.S. over the last year.
In the year to date through Feb. 22,
sales of prepared cocktails at U.S.
food and drug stores rose 8% in dol-
lar terms against year-earlier levels,
while total spirits sales climbed 4%,
according to Chicago-based Infor-
mation Resources.

Airbus German unit snooped, too

A WSJ NEws Rounpup

The German unit of commercial-
aircraft maker Airbus said Thurs-
day it carried out secret checks on
employees’ data by comparing
workers’ bank-account numbers
with those of suppliers in 2007.

Airbus’s new management de-
cided to investigate whether the
company had taken any suchaction
after news of data checks at other
companies, spokesman Tore Prang
said.

The revelations threaten em-
barrassment for the company and
add to growing criticism of corpo-
rate snooping tactics.

Germany’s national railway op-
erator, Deutsche Bahn AG, has
said it carried out similar checks
on several occasions in an anticor-
ruption effort. Earlier in the week,
the company’s chief executive,
Hartmut Mehdorn, offered his res-
ignation after the scandal esca-
lated with allegations that the rail-
way filtered employees’ email.

The employee council of Air-
bus, a unit of European Aeronau-
tic Defence & Space Co., was in-
formed immediately after the dis-
covery that the plane maker had
checked worker data, Mr. Prang
said. Employees were informed at
a meeting on March 23, he added.

Separately, EADS said Airbus
booked eight new orders in the
first three months of 2009 after ac-
counting for cancellations. The
company’s mainrival, the commer-
cial-airplane unit of U.S.-based
Boeing Co., had nine more cancel-
lations than new orders between
Jan. 1 and March 24, according to
its Web site.

Airbus’s net orders were val-
ued at $1.8 billion, while Boeing’s
net cancellations had a value of
$3.1 billion, according to EADS’s
Web site. Excluding cancellations,
Airbus booked 22 aircraft orders
valued at $2.9 billion in the first
quarter of this year, compared
with 23 orders valued at $2.5 bil-
lion for Boeing, said EADS.

The plane maker’s trading up-
date came as Strategic Airlines, an
Australian airline start-up, said it
has signed a letter of intent to buy
two single-aisle Airbus A320 jets
that will constitute its inaugural
fleet. Entry into service is planned
for June and July this year.

Daimler’s Grube nominated

as new Deutsche Bahn CEO

By ERIN FINES

News in Depth

Power surge

Oil-rich U.A.E. pushes

nuclear bid with help from
U.S. > Pages 14-15

FRANKFURT—Germany’s Trans-
port Ministry said Thursday that it
will nominate Riidiger Grube, a mem-
ber of Daimler AG’s management
board, as chief executive of Deutsche
Bahn AG, after the resignation of Hart-
mut Mehdorn earlier in the week.

Transport Minister Wolfgang
Tiefensee also will nominate
Mr. Grube as CEO of the state-
owned rail and logistics company’s
DB Mobility Logistics unit. Both
Chancellor Angela Merkel and Vice
Chancellor Frank-Walter Stein-
meier support the nomination.

The nomination must be ap-
proved by the company’s supervi-
sory board.

Railway unions GDBA and Trans-
net said they “acknowledged” the
nomination of Mr. Grube, but
wouldn’t discuss it until Monday.
Neither the unions nor labor repre-
sentatives on the supervisory board
will approve any personnel changes
before that time. Daimler also de-
clined to comment.

The involvement of labor repre-
sentatives in deciding on the CEO is
important because of the “deep cri-
sis of confidence” at the company,
the ministry said.

Messrs. Grube and Mehdorn
couldn’t be reached for comment.

Mr. Mehdorn resigned as Deut-
sche Bahn’s CEO amid a scandal in-
volving allegations of spying on
staff.

Adecco names new CEQO,
aims for expanded reach

BY GORAN M1Juk

ZURICH—Adecco SA on Thurs-
day ousted its chief executive and ap-
pointed the CEO of Swiss chocolate
maker Barry Callebaut AG to head
the company as it seeks to expand
its professional-staffing business.

Patrick de Maeseneire, 51 years
old, will succeed Dieter Scheiff, who
will leave the company after three
yearsin the top job, on June 1. His ap-
pointment is part of Adecco’s strate-
gic plan to broaden the global reach
of its professional-staffing busi-
ness, which places highly qualified
workers such as lawyers, econo-
mists and medical employees, said
Chairman Rolf Dorig.

Mr. de Maeseneire, a Belgian who
worked at Adecco from 1998 to 2002,
hasintimate knowledge of the compa-
ny’s professional-staffing business.
Heled this business from New York be-
tween 2000 and 2002 before he
joined Barry Callebaut as CEO. It was
under his reign that Adecco started
moving into the field more actively.

Professional staffing generates
substantially higher profit margins
than the regular placement of nonpro-
fessional workers, where profitabil-
ity is on the decline as companies hire
fewer staff. Like its rivals Manpower
Inc. of the U.S. and Randstad NV of
the Netherlands, Adeccois struggling
with sharply deteriorating employ-
ment markets, especially in countries
such as the U.S., Spain and the U.K.

To counter this trend Adecco is
aiming to accelerate growth and
profitability in the professional-
staffing division. “We want to grow

this business organically and via ac-
quisitions,” Mr. Dorig said.

Mr. de Maeseneire declined to de-
tail his plans, but said the board
picked him as it was “clearly looking
for someone with international ex-
perience.” Mr. Scheiff wasn’t avail-
able to comment.

Adecco hasrecently said it hoped
to counter declining sales and prof-
its with job cuts and cost reductions.
The company posted a fourth-quar-
ter net loss and saw sales fall about
25% in January and February.

Mr. Dérig thanked Mr. Scheiff for
his contribution “to improve the
profitability of the company even in
challenging times.” The 56-year-old
had joined Adecco three years ago
from Germany-based staffing com-
pany DIS.

Analysts were a bit surprised by
the timing of the move, saying a man-
agement shuffle in such a difficult en-
vironment poses risks. However, they
said that Adecco’s choice of an experi-
enced manager was positive, particu-
larly in light of the influence of Jacobs
Holding GmbH, an investment firm
controlled by the Jacobs family that
owns more than 20% of Adecco and a
majority stake in Barry Callebaut.

Barry Callebaut meanwhile
tapped Jiirgen Steinemann to suc-
ceed Mr. de Maeseneire. Mr. Steine-
mann, a 51-year-old German na-
tional, will be taking over as CEO on
Aug. 1. He joins the chocolate maker
from Dutch animal-feed company
Nutreco Holding NV, where he was
chief operating officer.

—Katharina Bart and Anita Greil
contributed to this article.
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Intel, GE in health pact

Companies to invest
in new technologies
to assist home-care

By DoN CLARK
AND PAUL GLADER

Intel Corp. and General Electric
Co. announced an alliance to de-
velop and sell technology to help
care for the elderly and chronically
ill in their homes.

Intel Chief Executive Paul Otell-
ini and GE Chief Jeffrey Immelt
Thursday pledged to invest more
than $250 million over five years on
research and development associ-
ated with the effort.

Among other things, GE will sell
and market a system called the Intel

Health Guide, which is designed to
help patients to track their health
and provide data about their condi-
tions over the Internet to doctors.
The partnership is based on a be-
lief that caring for patients in the
home can bring cost savings over
treating them in hospitals. While
GE is already a giant in products
sold to hospitals, it is a much
smaller player in home health care.
Intel, which has been trying to
build a business in health care, is
hoping to exploit GE’s salesforce.
While the deal comes as the
Obama administration has made
lowering health-care costs a big pri-
ority, the companies said they ex-
pect to only indirectly benefit from
the government’s stimulus package.
“This is actually 250 million real dol-
lars,” Mr. Immelt said during a news
conference in New York. “Believe it

or not, there are still things that hap-
pen without the stimulus.”

Besides discussing existing tech-
nology, Intel also showed off a proto-
type dubbed “Arlington” it is test-
ing. The product includes a low-
priced Intel Classmate PC equipped
with a built-in camera, which offers
reminders to take medication, a so-
cial-networking program it de-
scribes as “Facebook for nursing
homes” and brain games for seniors
such as sudoku. “It shows if they are
slowing down,” said Eric Dishman,
director of product design and inno-
vation at Intel Health.

GE already offers a system called
QuietCare that uses wireless motion
sensors to track patients’ daily activ-
ities and communicate the data to
servers and computers used by
health-care staff. GE estimates it
has sold about 2,500 units so far.

BASF finds an organism
that can cut tooth decay

ASSOCIATED PRESS

BASF SE, the world’s largest
chemical maker, said it has found a
way to prevent cavity-causing bacte-
ria from attacking teeth, a develop-
ment that could be seen in tooth-
paste, mouthwash and even candy
as early as next year.

Using a microorganism related to
those used in yogurt cultures, the Ger-
many-based company said it has engi-
neered a process that clusters harm-
ful bacteria in the mouth before they
can bind with sugar and form plaque.

The organism and plaque-caus-
ing bacteria are then swallowed as
part of the mouth’s natural cleaning
process. It’s safe to swallow the bac-
teria, known by the scientific name
Streptococcus mutans, because it’s
regularly found in the mouth and hu-
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mans already digest it constantly,
the company said.

“There is a complex dynamic of
bacteria that grow on the teeth,”
said the University of Connecticut
Health Center’s Jason Tanzer, who
studied BASF’s results and is pre-
senting his findings at an industry
conference Thursday. “They can
stick to those surfaces and form a
film or they can be swallowed.”

Tooth decay in the
group of rats using
pro-t-action was less
pronounced.

As part of his study, Dr. Tanzer
fed two groups of rats a diet high in
sugar, but put BASF’s product,
known as pro-t-action, in only one
group’s food.

Tooth decay in the group of rats
using pro-t-action was less pro-
nounced than in the group not using
the product, a development that Dr.
Tanzer said was promising.

The active organism in pro-t-ac-
tion is effectively dead, meaning it
doesn’t need to be kept cool and can
be used in a wide array of products
such as sugar-free candy, gum, tooth-
paste, and possibly beverages.

BASF developed pro-t-action
with OrganoBalance, a Berlin-
based microbiology company. BASF
hopes to have pro-t-action on store
shelves by 2010 or 2011.

GM is preparing
in case it fails
to get Europe aid

BY SHARON TERLEP

General Motors Corp. is develop-
ing “contingency plans” for its Euro-
pean operations should negotia-
tions to secure government aid fail,
the auto maker said in a regulatory
filing Thursday.

GM said its European restructur-
ing may not be complete until mid-
year.

The company said it expects no fi-
nancial support from the Swedish
government unless it can find a suit-
able investor for its Saab unit based
in that country. GM is looking to off-
load Saab and is seeking court pro-
tection from creditors for it similar
to a U.S.-style bankruptcy.

The car maker is seeking billions
in aid from other regions as it scram-
bles to avoid bankruptcy. It has re-
quested help from the German gov-
ernment for its Opel operations
based in that country. It also said it
is talking to the Export-Import Bank
of Thailand about securing loans for
its operations there.

The updates came as part of GM’s
submission on Monday to U.S. Presi-
dent Barack Obama’s automotive
task force. GM promised to overhaul
its money-losing European opera-
tions as part of a plea for up to $30
billion in U.S. government loans.

The White House this week gave
GM until June 1torestructure its op-
erations and balance sheet. If those
efforts fail, the company could be
forced into a government-funded
bankruptcy reorganization.
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Agricultural slowdown
hurts Monsanto’s profit

Net sales hit record,
but a key herbicide
is feeling the pinch
By LAUREN ETTER

Monsanto Co. achieved record
net sales in its fiscal second quarter
but earned lower net profit as sales
of its top-selling herbicide slid amid
a sluggish agriculture economy.

The St. Louis-based company
also warned investors that profit
will peak this fiscal year for the her-
bicide Roundup, profit from which
have fueled acquisitions and helped
Monsanto post stellar profit growth
in recent months. For the second
quarter ended Feb. 28, sales of
Roundup and other similar products
fell 21%, while profit for the herbi-
cide products declined 9%.

Monsanto Chief Executive Hugh
Grant tried to reassure investors on
a conference call Thursday by say-
ing that Roundup is “not the key to
grow our profitability, nor our fu-
ture success.” By 2012, he said,
Roundup will be just a “hum in the
background” as Monsanto’s seeds
and genomics business takes over as
the company’s profit-generating
hub.

Monsanto posted record quar-
terly sales in that business as farm-
ers continued to plant seeds that
will help them achieve higher yields
in their fields. Net sales for its seeds
and genomics business reached
about $3 billion, up 19% from the
year-earlier period. That was
largely driven by higher prices, as
corn-seed volume was “about flat,”
said Terrell K. Crews, Monsanto’s
chief financial officer.

For the fiscal year ending Aug.
31, Monsanto projected that its earn-
ings per share will increase between
21% and 24% compared with fiscal
2008. But the company lowered
gross-profit projections for the corn-
seed and traits business by $100 mil-
lion to $200 million. It also lowered
its 2009 gross-profit expectations
for Roundup and other herbicides to
$2.4 billion, down from an earlier
range of $2.4 billion to $2.5 billion.

That was a caution to investors
who have gotten used to a steady
beat of raised-and beaten-expecta-
tions.

“This is the first time in memory
when they’ve actually pulled back
on some of their targets,” said Rob-
ert Koort, an analyst at Goldman
Sachs. But he said “a company that
will produce 20%-plus earnings

Small drop

Monsanto’s net income/loss,
in billions

1Q 2Q 30 4Q 1@ 2Q
2008 '09

Note: Fiscal year ends Aug. 31
Source: the company

growth in a recession is pretty darn
good.”

Monsanto’s Mr. Grant remained
upbeat about the seed-giant’s fu-
ture and projected that the compa-
ny’s gross profit would more than
double by 2012 over its 2007 gross
profit as the company hones in on
what he called the “golden trian-
gle”—increasing penetration of its
technology in farmers’ fields; main-
taining firm pricing in a volatile com-
modities environment; and increas-
ing share growth. Monsanto has a
number of potentially promising
technologies in the pipeline, includ-
ing a corn seed expected to be able
to grow in drought conditions.

Some consider Monsanto’s ag-
gressive pricing strategy risky. In to-
day’s recessionary environment,
farmers are being squeezed by
higher-priced supplies, like seeds
and chemicals and lower grain
prices amid weak demand for grain
in the U.S. and overseas.

Mr. Grant said Monsanto risks
losing market share as competition
heats up in the seed business and as
deal-seeking farmers switch to com-
petitors’ lower-priced products. But
he said he is confident Monsanto
will be able to find the “sweet spot”
that allows the company to grow
market share while keeping higher
prices.

For the second quarter, Mon-
santo posted net income of $1.09 bil-
lion, or $1.97 a share, down 3.3%
from $1.13 billion, or $2.02 a share, a
year earlier. The latest results in-
cluded charges of 19 cents a share re-
lated to in-process research and de-
velopment. Excluding items in both
quarters, the company said per-
share earnings rose to $2.16 from
$1.77.

Gross margin rose to 62.5% from
59.3%. Revenue increased 8.3% to
$4.04 billion.

K+S buys Morton Salt from Dow

BY ALLISON CONNOLLY

FRANKFURT—K+S AG said late
Wednesday that it bought
U.S.-based Morton Salt from Dow
Chemical Co. for $1.68 billion. The
deal makes the German fertilizer
company the world’s biggest salt
producer and caps months of specu-
lation about its expansion strategy.

With Morton, famous for its logo
showing a girl holding an umbrella,
K+S plans to expand its salt business
in North America and save on distri-
bution costs between Brazil, Chile
and North America. It expects the ac-
quisition to add to earnings from
2010 onward.

The deal, subject to antitrust ap-

proval, is expected to close in
mid-2009.

Dow had to divest Morton Salt as
part of its deal to buy the salt compa-
ny’s parent, Rohm & Haas Co.

Investors sent K+S shares up 11%
in Frankfurt trading Thursday.Com-
merzbank said Morton offers a high-
margin business that will increase
K+S’s salt capacity by 78% and more
than double its salt sales.

The company doesn’t plan any
other major acquisitions in the salt
business, Chief Executive Norbert
Steiner told journalists Thursday.
He added that K+S isn’t planning
any takeovers in the potash sector,
and that it will continue examining
greenfield projects instead.

ABB Ltd.

Despite some big contracts,
quarterly profit will be hurt

Swiss engineering company ABB
Ltd. warned that falling orders, high
commodity prices and foreign-ex-
change losses will hurt its first-quar-
ter operating profit despite winning
some large orders. The warning
comes as ABB disclosed a $490 mil-
lion oil and gas-infrastructure order
in Algeria, on top of winning
projects in Kuwait and Ireland val-
ued at nearly $1billion over the past
two weeks. “Market conditions for
the company as a whole remain chal-
lenging,” the company said. ABB
said that smaller orders, which
make up the bulk of its operations,
were declining. ABB has benefited
from infrastructure demand in the
Middle East, Asia and the U.S. over
the past three years as emerging
countries built new sites and power
networks were upgraded in industri-
alized regions, spurring the compa-
ny’s annual orders.

PSA Peugeot-Citroén SA

French car maker PSA Peugeot-
Citroén SA said Thursday that it ap-
pointed Jean-Marc Gales as head of
its Citroén brand. Mr. Gales, 46 years
old, succeds Gilles Michel, who left
Citroén earlier this year to head the
French government’s new strategic
investment fund. Mr. Gales, a citizen
of Luxembourg, has spent his entire
professional career in the European
automobile industry, working for
Volkswagen AG, BMW AG and Gen-
eral Motors Corp.’s Opel and Saab
brands. Since 2006, he has been head
of global sales for Daimler AG’s Mer-
cedes-Benz brand. The appointment
comes days after Peugeot ousted
Chief Executive Christian Streiff, say-
ing a change in leadership was
needed. Board member Roland Var-
dan will run the company until June1,
when the new CEO, Philippe Varin,
former head of steelmaker Corus, will
take over.

ArcelorMittal SA

ArcelorMittal SA said Thursday
it has refinanced $1.2 billion of debt
until 2012, as it struggles with loans
amid its first quarterly loss and
plunging demand for steel. The com-
pany said it extended credit lines un-
til 2012 for debt due in 2010 and 2011.
It is also selling €1.25 billion ($1.65
billion) in bonds—more than origi-
nally planned—to help pay off debt.
It said there was strong demand for
the corporate bonds, a tough market
in recent months as investors have
been afraid companies might default
on loans. ArcelorMittal had net debt
of $26.5 billion at the end of last year,
a burden it accumulated from a re-
cent expansion program and Mittal
Steel Co.’s 2006 takeover of Arcelor.
ArcelorMittal is stepping up cut-
backs as it tries to pay off $10 billion
in debt by the end of this year.

Sanofi-Aventis SA

French pharmaceutical company
Sanofi-Aventis SA said Thursday it
is expanding in emerging markets
by buying Mexican generic drug-
maker Laboratorios Kendrick SA
for an undisclosed sum. Kendrick,
which in 2008 reported sales of
about €26 million ($34.4 million),
has amarket share in the Mexican ge-
neric drug market estimated at 15%,
Sanofi said in a statement. Sanofi-
Aventis said the acquisition is de-
signed to accelerate sales growth
and further extend its pharmaceuti-
cal portfolio in emerging markets.
Sanofi’s takeover of Kendrick fol-
lows its purchase of Czech generic
drugmaker Zentiva.

Deutsche Postbank AG

Deutsche Postbank AG could still
post a small pretax loss for the first
quarter, but there is a possibility of
breaking even, Chief Executive Wolf-
gang Klein said Wednesday. “The
first quarter will be a significant
turnaround compared with the
fourth quarter of last year,” Mr.
Klein told an investor conference in
London, pointing to the bank’s reduc-
tion in its risky assets, such as the
complete sale of its equity portfolio
in the fourth quarter. “However, it is
too early to say whether we’ll have a
slightly negative quarterly result or
maybe break even again,” Mr. Klein
said. Postbank posted net losses for
the third and fourth quarters, lead-
ing to a full-year net loss in 2008.

Bombardier Inc.

Bombardier Inc.’s fourth-quarter
results remained strong despite the
weakening global economy, comingin
ahead of analysts’ expectations. Still,
with new orders off sharply, the aero-
space and transportation-equipment
company lowered its projections for
business-aircraft deliveries again and
plans to cut a further 3,000 jobs. Bom-
bardier had been guiding for a10% de-
cline in business-jet productionin fis-
cal 2010, but now sees a drop of about
25%. It still expects commercial air-
craft deliveries to increase 10%. The
aerospace unit saw margins improve
on better selling prices, in spite of the
steep decline in orders, cheering Wall
Street. For the fourth quarter ended
Jan.31,theMontreal-based train-and-
plane maker said earnings rose 42% to
US$309 million, or 17 cents a share,
fromUS$218million, or12 cents,ayear
earlier.Revenuerose3%toUS$5.43bil-
lion.

NYSE Euronext

Jean-Francois Theodore, deputy
chief executive of NYSE Euronext,
will retire at the end of 2009 as he
will turn 63 years old, the U.S.-Euro-
pean stock-exchange operator said
Thursday. Mr. Theodore will stay on
the company’s board thereafter,
said NYSE Euronext. Separately,
Chief Executive Duncan Niederauer
said at the annual shareholder meet-
ing that the company will focus on
cutting expenses and may reduce
head count further before year end.
The company has planned to reduce
its European staff by about 200 by
year end and continues to cut jobs as
it integrates the Amex unit.

BNP Paribas SA

BNP Paribas SA said Thursday
that judicial authorities have de-
manded documents related to
French investigations into disgraced
U.S. financier Bernard Madoff. The
Paris-based bank didn’t give details,
but a spokeswoman said BNP
Paribas is cooperating with authori-
ties. The procedure follows a lawsuit
filed by a BNP Paribas client, regard-
ing the bank’s investment in Luxal-
pha, managed by Swiss bank UBS AG
in Luxembourg, and itself invested
with Mr. Madoff. Mr. Madoff, is in jail
in New York awaiting sentencing af-
ter he pleaded guilty to swindling bil-
lions from investors in what could be
the biggest financial scam in history.

News Corp.

News Corp., as expected, named
former AOL Chief Executive Jon
Miller to a new role overseeing its
digital strategy. Mr. Miller, 52 years
old, will report directly to News
Corp. CEO Rupert Murdoch and will
direct the company’s stand-alone dig-
ital businesses, including MySpace,
IGN Entertainment, Photobucket,
Jamba and the Hulu joint venture

with General Electric Co.’s NBC Uni-
versal. He served as CEO of AOL from
2002 to 2006. News Corp. also
named Peter Levinsohn president of
new media and digital distribution
for Fox Filmed Entertainment, the
unit that controls the company’s film
and TV content. He will report to Jim
Gianopulos and Tom Rothman, who
last month were named co-chief exec-
utives of the company’s combined
film- and TV-production business.
News Corp. owns Dow Jones & Co.,
publisher of The Wall Street Journal.

Thales SA

French defense-electronics com-
pany Thales SA said Thursday that it
booked an €80 million ($106 mil-
lion) provision related to the Airbus
A400M military-aircraft develop-
ment program last year. The com-
pany said the second half of 2008 ac-
counted for €60 million of that provi-
sion. Thales develops cockpit dis-
plays for Airbus’s new A400M mili-
tary-transport aircraft, which has
been delayed. Airbus is a unit of Eu-
ropean Aeronautic Defence & Space
Co., which said earlier it remained
committed to the A400M project.

Qantas Airways Ltd.

Qantas Airways Ltd. said it will
increase its ownership in two Sin-
gapore-based discount airlines, Jet-
star Asia and Valuair. The initiative
is designed to help Qantas’s Jetstar
discount carrier increase its pene-
tration of Asian markets. Qantas
said there will be no immediate im-
pact on the existing work force,
route networks, customers or man-
agement. The two airlines also will
continue to enjoy Singapore traffic
rights. Qantas’s stake in the two car-
riers will increase to 49% while Sin-
gaporean businessman Choo Teck
Wong will hold the majority 51%
stake in a new holding company for
the two airlines, called Newstar.

Satyam Computer Services Ltd.

India’s Satyam Computer Ser-
vices Ltd. said it modified the bid-
ding process for selling a stake in
the company to include open auc-
tion if necessary in the second
round. The company will conduct
the open auction if there are other
bids in the first round that are 90%
or more in value compared with
the top bid, the software exporter
said in a statement to the Bombay
Stock Exchange. Earlier, Satyam
had said there would be no open
auction and that qualified bidders
would be allowed to submit only
sealed bids. A Satyam spokes-
woman declined to say what
prompted the change. Last Friday a
unit of India’s Spice Group—one of
the shortlisted bidders—said it
wouldn’t participate because it
wanted a transparent bid process.

—Compiled from staff
and wire service reports.
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Greeks stage strike over jobs and pay

Schools are closed, news outlets silenced and flights canceled as the global slowdown feeds Greek discontent

Thousands of Greeks marched
through central Athens on Thurs-
day as a nationwide general strike
over public-sector pay and job
losses brought much of the country
to a standstill.

By Alkman Granitsas in Athens
and Sebastian Moffett in Paris

The strike, timed to coincide
with the Group of 20 meeting in
London, closed public services
across the country, including
schools. More than 100 flights
were canceled and ferry services to
the Greek islands were suspended.
A strike by journalists led to a na-
tionwide news blackout: there was
no Greek radio, television or Inter-
net news Thursday and no newspa-
pers were scheduled for publica-
tion Friday.

Most private businesses were
open, though banks, a frequent tar-
get of violent demonstrators, and
several small retailers in down-
town Athens were shuttered.

Discontent has been rising in
Greece as the world economic
slowdown reaches its shores.

Key industries such as tourism
and shipping depend on demand
from overseas, but the slowdown
in world trade has reduced the
need to transport products from
grain to coal. Tourism, which gen-
erates a fifth of Greek jobs, is suf-
fering as recession-hit Americans
and North Europeans tighten their
purse strings.

Greece’s biggest economic bur-

’

Agence France-Presse

Demonstrators rally in central Athens during a 24-hour protest. All boat links with the Greek Islands were suspended for 24
hours, and rail traffic and urban transport was limited to services allowing strikers to reach rallying points.

denisits public debt, which is fore-
cast to exceed 100% of gross do-
mestic product this year, a figure
second in Europe only to that of It-
aly.

Greece’s budget deficit is fore-
cast toreach 3.7% of GDP this year.
The European Commission has
told the government to bring this

down to 3% by 2010.

Finance Minister Yannis Pap-
athanassiou said last month that
this prevented Greece from stimu-
lating demand through public
spending as the U.S. and big Euro-
pean economies have done.

A stimulus package would “ex-
ceed the possibilities of the Greek

economy,” he said.

Instead, the government last
month announced measures to
freeze wages of almost half a mil-
lion civil servants, while raising
taxes on the wealthy in an effort to
restrain spending and boost reve-
nues.

Economic indicators are al-

ready showing the downturn. In-
dustrial production fell 10.2% in
January from January 2008, and
retail sales were down 10.8%. Econ-
omists say Greece will post little
or no growth this year, compared
with 2.9% in 2008. Unemployment
rose to 7.9% in the fourth quarter
0f 2008, up from 7.2% in the preced-
ing quarter, and many Greeks fear
job losses will mount.

Thursday’s strike followed stu-
dent riots in December and the
emergence of new violent activist
groups since then. The demonstra-
tions targeted the increasingly un-
popular center-right New Democ-
racy government, which is cling-
ing to power with a one-seat major-
ity in parliament.

Though protesters were largely
peaceful, a small group of protest-
ers stopped to hurl eggs at the la-
bor ministry.

“If the unjust policies, the anti-
social policies don’t change, they
will be overturned,” Yannis Pana-
gopoulos, president of the private-
sector umbrella union GSEE, told a
rally of roughly 10,000 protesters.

However, the next elections
aren’t scheduled until 2011 and the
government has repeatedly re-
jected calls for an earlier poll.
“Will this have a destabilizing ef-
fect on the Greek government?”
asked Anthony Livanios, a politi-
cal commentator and chief execu-
tive of market research company
Alpha Metrics. “The answer is
‘No.””

Consumers around world
cut back as recession hits

BY SUDEEP REDDY

The consumer transition toward
cheaper and store-branded prod-
ucts has gone global with the deep-
ening recession.

A new Nielsen Co. gauge of con-
sumer behavior across 11 of the
world’s largest economies found
consistent shifts in consumer activ-
ity soon after a country’s economy
turned down.

“Consumers can be pretty grad-
ual in their change of behavior,”
said James Russo, Nielsen’s vice
president of marketing. “But what
this recession has showed us is that
consumers are making changes
quickly.”

Nielsen plans to release on Fri-
day the first installment in its glo-
bal barometer of consumer behav-
ior. The firm, best known for tally-
ing television viewers, already
tracks consumer trends around the
world. The latest effort is its first to
provide a single, comprehensive
picture of consumer trends around
the world based on its data from re-
tailers, consumer panels and local
contacts.

The study follows changes in 11
of the 12 countries with the largest
economic output: Brazil, Canada,
China, France, Germany, India, Italy,
Russia, Spain, the U.K. and the U.S.

Nielsen eventually plans to up-
date the figures monthly—within

six weeks after the month ends—to
assess changes in consumer confi-
dence, spending, shopping habits
and use of promotions to identify
shifts in behavior.

The first release covers the pe-
riod through January, showing con-
sumers in the U.S., Germany and
Spain under the most strain. Spain,
whose economy has been hit hard
by a housing downturn, showed a
particularly sharp change between
December and January as consum-
ers quickly shifted to store brands
while the recession worsened.

Globally, the study found con-
sumers cutting back on purchases,
moving to store brands and using
more promotions as confidence
weakened. They also showed signs
of cutting back on the number of
trips to stores, showing “moder-
ate” signs of stocking up on prod-
ucts they need.

“What has been interesting is
the uniformity in behavior across
countries,” Mr. Russo said. “This
consistency in their behavior really
goes to this point of these econo-
mies being very, very closely tied to-
gether.”

With many nations following
the U.S. into recession, the January
results offered one hopeful sign:
American consumers increased
their number of store trips by 1.5%
during the month, reversing a six-
month trend of cutting back on
store visits.

U.S. considers
adding troops
for Afghanistan

BY YOocCHI J. DREAZEN

WASHINGTON— Barack Obama
is weighing whether to deploy 10,000
more troops to Afghanistan but law-
makers are questioning an increased
commitment and seeking specific
measures of progress against the de-
teriorating conditions in Afghani-
stan and Pakistan.

The White House has announced
plans to send 21,000 reinforcements
to the refion in coming months, in-
creasing the tally to almost 60,000.
Mr. Obama will decide this fall
whether to order 10,000 more
troops to Afghanistan next year, se-
nior Pentagon officials told a Senate
panel Wednesday.

Lawmakers sought benchmarks
on U.S. efforts in the area. “How will
we know if we’re winning?” asked
Sen. Susan Collins (R., Maine).

The White House plan calls for de-
ploying 4,000 troops and hundreds of
civilian officials, expanding U.S. coun-
ternarcotics efforts in southern Af-
ghanistan, and giving billions of dol-
lars in development aid to Pakistan.

Lawmakers from both parties ex-
pressed skepticism about Pakistan’s
willingness—or ability—to take ef-
fective measures against its mili-
tants. Sen. John McCain of Arizona,
the panel’s ranking Republican,
faulted Pakistan for striking a treaty
with Taliban militants in the Swat
Valley that allows for implementa-
tion of strict Islamic law there.

Israel’s new foreign minister
is interrogated by the police

BY SARA TOTH

JERUSALEM—Israeli police said
they questioned the country’s new
foreign minister, Avigdor Lieber-
man, for 7% hours Thursday, in con-
nection with an investigation for
bribery, money laundering and
breach of trust.

The interrogation puts an uncom-
fortable spotlight on Mr. Lieber-
man, who has courted controversy
both during parliamentary cam-
paigning earlier this year and after
he was swornin as Israel’s top diplo-
mat just a few days ago.

The interrogation was con-
nected to an investigation that po-
lice opened against Mr. Lieberman
in 1996, according to Irena Ettinger,
a spokeswoman for the foreign min-
ister. She said Mr. Lieberman had co-
operated with police and answered
all of their questions.

Mr. Lieberman has in the past de-
nied any wrongdoing related to the
probe, and has said the investiga-
tion was politically motivated. Last
year, Mr. Lieberman petitioned Isra-
el’s highest court to order the police
to either drop the investigation or
file charges. The court has made no
ruling on the matter.

Authorities plan to question Mr.
Lieberman again in the near future,
said Micky Rosenfeld, a spokesman
for the Israeli police. He declined to
comment on whether charges in the
case would be filed.

An indictment wouldn’t require
Mr. Lieberman to step down, but a
conviction would, according to Avra-
ham Diskin, an associate professor
of political science at Hebrew Uni-
versity. But recent precedent has
been for ministers and parliament
members to step down upon indict-
ment, Mr. Diskin said. A government
spokesman declined to comment.

Mr. Lieberman is head of the na-
tionalist Yisrael Beitenu party,
which allied itself with Prime Minis-
ter Benjamin Netanyahu’s Likud
Party to form the country’s new gov-
ernment.

The probe threatens to become
an early distraction for Prime Minis-
ter Netanyahu at a time when Isra-
el’s electorate has grown weary over
allegations of official corruption.

A series of police investigations
helped to bring down the govern-
ment of former Prime Minister Ehud
Olmert, forcing February elections.
Mr. Olmert was questioned repeat-
edly by police while in office. No
charges have been filed against Mr.
Olmert and he has denied wrongdo-
ing.
Mr. Lieberman’s legal troubles
are complicated by the fact that the
new government’s minister oversee-
ing the police, Yitzhak Aharono-
vitch, is also a member of Mr. Lieber-
man’s party. On Thursday, his de-
partment, the ministry of public se-
curity, distanced itself from the
probe and said the minister has
asked not to be briefed about it.
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Long-simmering populism tests
Obama’s financial-sector rescue

OPULIST ANGER is like a

long-caged animal now on
the loose, and the success of U.S.
President Barack Obama’s eco-
nomic policy may well depend on
whether he can tame it and put
it to good use in the next few
months.

The crucial test likely will
come late in the year, if the presi-
dent has to return to
Congress to get another—
perhaps final—dose of
money to complete the
rescue of the financial
sector. Right now, the
surge in populist senti-
ment means there is vir-
tually no political sup-
port for such a move;
the key question is
whether passions can be
cooled by the fall.

To fully appreciate
this challenge, consider a little-
noted but significant turn of
events in Congress this week. In
the budget it submitted for the
next fiscal year, the Obama ad-
ministration tried to quietly pave
the way for another dose of fi-
nancial-bailout money by includ-
ing a placeholder request for
$250 billion in rescue funds, to
start financing the ultimate pur-
chase of perhaps an additional
$750 billion in toxic bank assets.

But now the House and Sen-
ate are finishing up budget bills
that have simply sliced out that
money. If the administration
needs more rescue funds later
this year—and most analysts
think that’s likely—it will be
starting from scratch.

That won’t be easy, because
the populism now standing in
the way has some deep roots. It’s
tempting to think it all started
with those big bonuses for execu-
tives from firms being bailed out
with billions of dollars in tax-
payer money. Tempting—but in-
correct. Bonuses may have sent
the pitchfork brigades into the
streets, but the social forces be-
hind the surge have been years
in the making.

The primary cause is a broad
feeling, now upheld by a large
body of academic work, that the
distribution of income has be-
come skewed in recent years. Put
simply, those at the top of the in-
come ladder have done notice-
ably better in the past two de-
cades than have those in the mid-
dle or bottom.

RANK LEVY of the Massachu-

setts Institute of Technol-
ogy, a leading scholar of income
trends, has noted that median
family income, in constant 2005
dollars, rose from about $22,000
to $50,000 during the period
from the end of World War II
through 1980. Since then, except
for a bump up in the latter
1990s, median family income has
been relatively flat. In fact, Cen-
sus Bureau statistics show it ac-
tually fell from 2000 to 2007.

In the top 1% of American
households, meanwhile, median
income increased by about
$250,000 between 1986 and
2005.

But that tells only part of the
story. A disproportionate share

Barack Oama

of this increase at the top has
come from the financial sector—
the very sector that has been
dragging down the entire econ-
omy. Income growth for those in
the financial sector tracked other
industries through the early
1980s but then began moving
well ahead of other businesses.
“When we say that the top 1% of
tax filers now receive
something over 17% of
all taxable income, it will
not surprise you that a
significant fraction of
that top 1% comes from
the financial sector,” Mr.
Levy noted in a
late-2007 speech, just be-
fore the storm hit the fi-
nancial world.

As the financial sec-
tor was soaring, the man-
ufacturing base—tradi-
tional source of so many of those
earlier gains in the middle in-
comes—was undergoing a broad
contraction. The recent numbers
are dramatic. In this decade
alone, the U.S. has lost 4.8 mil-
lion manufacturing jobs. While
unemployment nationally hovers
around 8%, in the manufacturing
sector it stands at 11.5%, and has
more than doubled in a year’s
time.

EANWHILE, some of the

social sinews that once
linked those at the top and those
in the middle of the income
scales also have come undone.
Military service, once a great so-
cial equalizer bringing together
upper and lower classes, is in-
creasingly a middle- and lower-
class enterprise. As public
schools in cities have declined, a
growing share of upper-income
Americans have opted for pri-
vate education.

The cumulative result is a
more stratified society. Mr.
Obama’s strategy for dealing
with the resulting anger has
been to call it understandable—
and then, having accepted it as
legitimate, try to damp it down.

That’s why you saw the presi-
dent, on the day the House
passed a bill to slap a 90% tax on
bonuses paid to executives of
American International Group
and others, issue a statement say-
ing the vote “rightly reflects the
outrage that so many feel”—but
then almost immediately dial
back the rhetoric to say “we’re
all in this together.” It’s also why
the White House has been quiet
as the drive to pass any similar
bonus-bashing bill in the Senate
has slowed to a crawl.

In the long run, the adminis-
tration is trying to tell the pitch-
fork brigades that it intends to
use the power of government to
try to reduce income gaps—rais-
ing taxes on the wealthy, cutting
those on the middle class, giving
refundable tax credits to the
working poor. When Treasury
Secretary Timothy Geithner was
asked about income inequality
on ABC’s “This Week” last week-
end, he said explicitly: “It should
go down.” The goal, he said, is a
recovery in which “the gains are
more broadly shared across the
economy as a whole.”

Hungary tightens its belt

Premier-designate
sets out budget cuts
to tackle fiscal crisis

BY MARGIT FEHER
AND EDITH BALAZS

BUDAPEST—Hungarian Prime
Minister-designate Gordon Bajnai
on Thursday unveiled a much-
awaited fiscal plan that includes
freezing public-sector wages and
cutting elements of the once-sacro-
sanct pension system.

The plan is designed to help Hun-
gary out of a crisis that started in Oc-
tober, when it was unable to sell
bonds to finance its deficits. An emer-
gency lifeline from the International
Monetary Fund and other groups
has helped the country pay its bills
for the time being. But those failures
eventually felled Prime Minister Fer-
enc Gyurcsany, whom Mr. Bajnai is
expected to succeed on April 14.

Hungary, which has been particu-
larly hard-hit by the financial crisis,
is a key test of the European Union’s
willingness to come to the aid of its
weakened members, particularly in
Eastern Europe. Mr. Gyurcsany has
called for a regional bailout by
richer countries in the West, but EU
leaders have so far made clear that
they prefer an IMF-led restructur-
ing. Those questions are sure to re-
emerge if Hungary’s efforts to re-
pair its finances don’t work.

Mr. Bajnai’s plans go beyond Mr.
Gyurcsany’s. The new plan would
scrap some popular public spending
measures, such as the 13th-month
pension plan instituted in 2003,
which pays a one-month bonus to re-
tirees each year.

Mr. Bajnai would replace that
plan for all retirees next year with an
optional payment that would depend
on the government achieving certain
budget targets. He would also post-
pone this year’s pension adjustment

Agence France-Presse

Hungary’s Prime Minister-designate Gordon Bajnai unveiled his fiscal plan, including
a public-sector wage freeze, Thursday. Above, he holds a news conference Monday.

to Jan. 1 from the second half of
2009, and change the rules determin-
ing how state pensions rise by tying
them to the government’s projected
gross domestic product growth.

“These are the issues that need to
be tackled on the spending side. Hun-
gary doesn’t really have any other al-
ternative,” said Mariann Trippon, an-
alyst at CIB Bank in Budapest.

Mr. Bajnai would suspend the
state’s co-payment on subsidized
mortgages from July 1, reduce natu-
ral-gas and other heating subsidies
as soon as this year and eliminate
them gradually starting next year,
and freeze benefits for families with
children for two years.

He also plans to freeze public-sec-
tor wages for two years and scrap the
13th-month salary bonus from 2010
on. Public wages could only rise in
the future by as much as expected
GDP growth. Other measures include
areductionin state subsidies for pub-

lic transport and a lowering of co-pay-
ments on EU farm-sector subsidies.

The document sums up what it
calls the “inevitable and painful”
measures that will require parlia-
mentary approval soon to tackle the
crisis, state news agency MTI said.

“Aslong as any details on planned
tax reform are missing one cannot
fully weigh this package, but so far
these measures will be welcomed by
the market,” said Ms. Trippon.

Mr. Bajnai has sent the declara-
tion to all parliamentary representa-
tives of the ruling Socialist party and
the liberal SZDSZ party to sign. The
Socialists need the support of the lib-
eral SZDSZ to form a new majority
government. Mr. Bajnai, currently
economy minister, accepted the nom-
ination to succeed Mr. Gyurcsany on
condition that lawmakers sign on to
his program before voting him in.

—Charles Forelle
contributed to this article.

IMF delays payment to Latvia

BY MiCcHAEL WILSON
AND JOEL SHERWOOD

The International Monetary
Fund on Thursday delayed a €200
million ($264.6 million) payment to
Latvia, part of a €7.5 billion emer-
gency loan to rescue the country’s
ailing economy.

The IMF delayed the payment be-
cause of the previous government’s
failure to prepare budget amend-
ments that had been agreed as
terms of the loan.

The IMF’s refusal sent the cost
of protecting sovereign debt is-
sued by Latvia significantly
higher. Five-year credit-default
swaps written on Latvia rose 0.7
percentage point Thursday to 9.21
percentage points, according to
CMA Datavision, meaning it now
costs $921,000 to insure $10 mil-
lion of Latvian sovereign debt
against default.

While the Baltic country’s trea-
sury said it has enough in reserves
to last several months, the need for
fiscal reform within the nation re-
mains a pressing issue.

“The fact remains that if the
Latvian government fails to imple-
ment new fiscal measures very
soon, there is a real risk that the
Latvian government will go into de-
fault,” said Lars Christensen, chief

analyst at Danske Bank AS.

Latvia agreed in December as
part of the rescue program to hold
its budget deficit at 5% of gross do-
mestic product this year.

But the economic outlook has de-
teriorated this year as global finan-
cial strife persists and more spend-
ing cutbacks are needed to meet the
deficit target.

Latvian Finance Ministry spokes-
woman Diana Berzina said Latvia’s

new government, which took power
in March after the previous govern-
ment collapsed earlier in February,
is preparing those spending reduc-
tions.

Those changes look likely to in-
clude increasing public-sector wage
cuts to 20% on average from a previ-
ously planned 15% decrease.

Latvia has enough liquid re-
serves in its treasury “for several
months ahead,” Ms. Berzina said.
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North Korea’ S opaque dlplomacy

Kim’s regime gives
few answers about
arrests of reporters

By EvAN RAMSTAD
AND SUNGHA PARK

SEOUL—The vagueness sur-
rounding North Korea’s recent ar-
rests of two U.S. journalists on its bor-
der with China is a hallmark of Pyong-
yang’s relationship with the world
and a powerful tool for dictator Kim
Jong II’s authoritarian regime.

North Korea’s opacity—used in
circumstances as varied as Mr.
Kim’s face-to-face diplomatic meet-
ings and the writing of the country’s
laws—enables his regime to stay in
power and win concessions from the
U.S. and other nations trying to
push Pyongyang to disarm.

In recent weeks, Pyongyang
wielded this power in preparing to
test a long-range missile. North Ko-
rea says the missile is really a rocket
heading to space and announced a
launch window—from Saturday to
Wednesday—though it won’t allow
outsiders to watch.

According to the Associated
Press, senior U.S. defense officials
said trailers and vehicles carrying
rocket propellant were in place at
North Korea’s coastal launch site
and fueling had begun. A U.S.
counter-proliferation official said
the fueling process could take “up to
afew days.” But a senior U.S. intelli-
gence official told the AP that Pyong-
yang was on track for a projected
Saturday launch.

The regime’s public declarations
about the missile launch contrast
with its handling of journalists
Laura Ling and Euna Lee of Current
TV LLC, of San Francisco. North Ko-
rean border soldiers arrested the
two on March 17 near the Chinese
city of Tumen.

Pyongyang has issued only two

Associated Press

brief statements about the women.
The first said they were being in-
vestigated and the second that
they would stand trial for illegal en-
try and hostile acts toward the
country. Pyongyang hasn’t offi-
cially notified Washington of the
charges, a State Department
spokesman said Wednesday.

Two men working with the
women got away from the North Ko-
rean border guards. One of them, an
American cameraman named Mitch
Koss, left China shortly after the inci-
dent and hasn’t spoken publicly
about what happened. The otheris a
Chinese guide whose whereabouts
aren’t known.

Current TV executives declined
to comment about the situation, as
did former U.S. Vice President Al
Gore, a co-founder of the network.

The company operates a TV net-
work and a Web site with content

created by journalists as well as
viewers. About a third of its on-air
broadcast is user-generated video.
Ms. Ling and Ms. Lee work for Van-
guard, a team of professional corre-
spondents who produce a weekly
show oninternational affairs target-
ing young adults.

According to the record of their
work on the Current Web site, Mr.
Koss had worked with Ms. Ling in
China before. In 2004 the two spent
two weeks in China following public
health officials to produce a piece
about AIDS. Their most recent story
posted the site, on Feb. 26, was
about drug cartels in Mexico.

North Korea’s first arrests of
American civilians since 1996 come
just months after the U.S. dropped
the country from its list of state
sponsors of terrorism—a step made
as part of a five-year diplomatic ef-
fort to persuade Pyongyang to give
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Detained
Timeline of events

B March 13: Current TV crew
arrives in China to meet North
Korean refugees.

M March 17: North Korean border
soldiers arrest Laura Ling and
Euna Lee on or near the river
dividing China and North Korea. A
cameraman and a guide get away.

M March 19: Word of the reporters’
arrest leaks from South Korean
diplomats.

M March 21: North Korea announces
the arrest and says the reporters
are being investigated.

H March 31: North Korea announces
it charged the reporters with
illegal entry and hostile acts
against the country.

<« South Korean protesters shout
slogans at a rally against North
Korea in Seoul.

up its pursuit of nuclear weapons.
The two countries don’t have diplo-
maticrelations, but since 2006 have
talked often through official and un-
official channels.

The detentions create a delicate
situation for U.S. diplomats. The two
reporters were working on a story
about North Koreans who flee the
closed country to make a better liv-
ingin China, a situation that has per-
sisted for decades and is embarrass-
ing to both Pyongyang and Beijing.

For years, American diplomats
have seen North Korea agree to one
thing, then change its stance and
seek a new outcome that it considers
more favorable. In the case of nuclear-
weapons negotiations, the desire of
the U.S. and other countries to focus
on the big goal of disarmament often
sets them up to make concessions.

Victor Cha, a National Security
Council member in the Bush admin-
istration and deputy negotiator in
the six-party talks with North Ko-
rea, calls it the “dilemma of North
Korean unreasonableness.”

In the case of the journalists, the
overarching desire to get them out
of the country may force the U.S.,
the company and their families to ac-
cept seeing the women paraded in
show trials and forced to sign state-
ments of guilt. “North Korea’s intrac-
tability eventually leads people to
cave in to their unreasonableness,”
Mr. Cha says.

Also, the U.S. tendency to treat
North Korea more gently than other
rogue nations is reinforced by the de-
sires of China and South Korea, who
tend to worry that acting too tough
with the North will lead to instabil-
ity that will be harmful to them.

North Korea’s two statements
are creating confusion about how se-
rious a situation the women face.
The use of the language “hostile
acts” in the second statement has
left analysts wondering if that
means espionage. North Korean
civil law books, reviewed in Seoul,
are vague. Espionage convictions
come with severe penalties, such as
five to 10 years, or longer, in prison.

“There are no precedents that
are open to the public” for determin-
ing the North’s course in the matter,
says Lee Kyu-chang, research fellow
at the Korea Institute of National
Unification, a government-affili-
ated think tank.

—Geoffrey A. Fowler
in San Francisco
contributed to this article.

U.S. jobs outlook

remains negative
as claims jump

By SUDEEP REDDY

U.S. employers are cutting jobs
at a faster pace despite some early
signs of improvement in the econ-
omy.

New claims for jobless benefits
climbed 12,000 to 669,000 last
week, hitting a new high for the cur-
rent recession, the Labor Depart-
ment said Thursday. Continuing
claims for unemployment benefits
rose to a record 5.7 million in the
week ended March 21 as job hunters
struggled to find new work.

Recent economic data from hous-
ing sales to consumer spending
have provided some tentative signs
that the economy might be close to
bottoming out. The latest positive
signal came in a report Thursday
that showed new orders at U.S. facto-
ries rose 1.8% in February. That
marked the first gain after six
straight monthly declines and fol-
lowed a jump in orders for durable
goods, those products expected to
last three years or more.

“While it may be too soon to ex-
pect asustained recovery, it does in-
creasingly appear that the free fall
in activity registered over the last
six or seven months may have
largely runits course,” said Michelle
Girard of RBS Greenwich Capital.

Employers have slashed their
payrolls since the fall as weak de-
mand forces production cutbacks.
Employers cut almost two million
jobs between December and Febru-
ary alone. Wall Street forecasters ex-
pect Friday’s government report on
March employment to show job
losses topping February’s 651,000
positions shed. Several economists
expect payrolls to decline by
700,000 or more, with the unemploy-
ment rate rising to as high as 8.5% in
March from 8.1% the prior month.

The latest increase in jobless
claims suggests the job market will
continue to deteriorate well into
April.

“Claims are typically one of the
very first indicators to signal eco-
nomic recovery, and there is no sign
of that in the data yet,” said Ian Shep-
herdson, chief U.S. economist at
High Frequency Economics, which
forecasts a loss of 750,000 jobs in
March. “An inflection in demand is
not enough to persuade companies
to stop laying people off.”

The job losses are likely to weigh
on consumer spending and threaten
prospects for improvement in the
overall economy.

Lost consumer income is exact-
ing a deep toll on banks and other fi-
nancial institutions. The American
Bankers Associationreported Thurs-
day that 3.22% of consumer loans
were delinquent at the end of the
fourth quarter. That was up almost a
third of a percentage point, to the
highest level since the group started
tracking an overall loan-delin-
quency rate in the mid-1970s.

That composite rate covers
closed-end loans, or those for a
fixed amount of money and with a
fixed repayment period, including
autos and boats. The ABA said 3.03%
of home-equity loans were at least
30 days overdue, up 0.4 percentage
point to a new record for the series.
Delinquencies on home-equity lines
of credit also set a record, rising al-
most a third of a percentage point to
1.46%. Only mobile-home loan delin-
quencies decreased slightly.





