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Writers throw their books

at the financial crisis
CORPORATE NEWS | PAGE 4

' Australia’s policies change
the lives of its Aborigines

—  NEWSIN DEPTH | PAGES 18-19

What’s News—

Business &3 Finance

Brown unveiled new steps to
aid the U.K. banking industry as
RBS warned of a 2008 loss that
could top $41 billion and saw its
shares plunge 67%. The latest
measures, which center on in-
suring banks against losses, high-
light how governments are strug-
gling to keep up with the deep-
ening economic crisis. Page 1

m Fiat is poised to take a 35%
stake in U.S. car maker
Chrysler, people familiar with
the matter said. Page 1

m S&P cut its credit rating for
Spanish government debt by a
notch to AA-plus, as more euro-
zone downgrades loom. Page 3

m Russia and Ukraine signed
an agreement they said will re-
store gas shipments to Europe.
But Western governments re-
mained wary. Page 10

m Hedge fund GLG is hiring
the founders of smaller fund
Pendragon, highlighting how
hard it now is for smaller oper-
ators to go it alone. Page 21

m Pearson said profit for 2008
will exceed expectations. The
British publisher said it expects
per-share earnings about 20%
higher than in 2007. Page 4

m Richemont’s sales fell 7% in
the fourth quarter as a drop in
luxury-goods spending left the
Cartier owner facing its worst
market in two decades. Page 5

m Russian metals tycoons have
proposed forming a mining gi-
ant part-owned by the Kremlin,
a spokesman for holding com-
pany Interros said. Page 6

m France is considering an aid
package for Renault and Peu-
geot Citroén, on the condition
that the car makers don’t close
French factories. Page 6

m European stocks fell as inves-
tors fretted that moves to sup-
port banks won’t be enough to
get them lending again. Page 22

m Aluminum producers should
cut output instead of waiting
for peers to do it, or prices
could take years to recover, in-
dustry executives said. Page 24

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 8281.22 Closed
Nasdaq 1529.33 Closed
DJ Stoxx 600 189.72 -3.24 -1.68
FTSE 100 4108.47 -38.59 -0.93
DAX 4316.14 -50.14 -1.15
CAC 40 2989.69 -27.06 -0.90
Euro $1.3137 -0.0109 -0.82
Nymex crude  $36.51 Closed

Money & Investing > Page 21

World-Wide

Israel hopes to pull all its
troops out of Gaza by the time
Obama is inaugurated as U.S.
president Tuesday, Israeli offi-
cials said. In the territory’s big-
gest city, streets brimmed with
people as residents began pick-
ing up the pieces of the lives
they led before Israel’s assault.
Saudi Arabia pledged $1 billion
to help rebuild Gaza. Page 2

m Obama called Americans to
service and optimism amid a
flurry of preinaugural festivi-
ties in the U.S. capital that
have seized the imagination of
a country in the grips of an eco-
nomic crisis. Pages 11-14

m Obama is expected to have
a significant impact on U.S.
courts of appeal, with appoint-
ments that could shape the way
laws are interpreted. Page 9

® A human-rights lawyer who
fought the early release of a Rus-
sian colonel convicted of killing
a Chechen woman was shot dead
on a Moscow street. Page 10

m Afghanistan’s Karzai said
Russia is ready to cooperate on
defense matters, at a time
when tensions between Afghan
and Western officials are rising.

m Medvedev ordered Russia’s
government to introduce eco-
nomic sanctions against nations
supplying weapons to Georgia.

m Turkey’s prime minister re-
newed his commitment to EU
membership on a rare visit to
Brussels aimed at boosting slow-
moving talks to join the bloc.

m Militants killed a Pakistani
soldier near a supply route to
coalition forces in Afghanistan,
while suspected Taliban mili-
tants bombed five schools.

m Two Iranian AIDS physicians
were among four men sentenced
to prison for allegedly taking
part in a U.S.-backed plot to top-
ple Iran’s Islamic regime.

m Iraq’s most powerful Shiite
cleric appealed to Iragis to vote
in this month’s elections but
emphasized he wasn’t support-
ing any particular candidates.

m Power-sharing talks resumed
in Zimbabwe, with both Mugabe
and opposition leader Tsvangi-
rai intransigent on demands.

m Officials found the body of a

French soldier missing after a
helicopter crash near Gabon.

EDITORIALEOPINION

Brown’s antidote

The prime minister’s latest
gamble: insuring toxic assets.
Review & Outlook. Page 15

EUROPE

A NEWS CORPORATION COMPANY

TUESDAY, JANUARY 20, 2009

U.K. boosts aid to banks,
as RBS has huge setback

Loss that could top
$41 billion would set

a British record

The U.K. government committed
billions more to revive a flagging fi-
nancial-rescue plan, even as one of
the bailout’s primary beneficiaries,
Royal Bank of Scotland Group PLC,
warned of a massive 2008 loss and
saw its share price collapse.

The situation demonstrates how
governments on both sides of the At-

By Carrick Mollenkamp,
Sara Schaefer Mufioz and
Alistair MacDonald

lantic are struggling to keep up with
the deepening economic crisis—and
may be running out of ammunition
to battle it.

The U.K.s latest measures center
on a move to insure banks against
current and future losses, similar to
a U.S. effort to cap losses at Citi-
group and Bank of America.

Yet previous versions of the UK.
rescue plan have failed to stem the
worsening of the economy or revive
lending, and the ultimate extent of
banks’ troubles remains largely un-
known. That was made plain Monday

Please turn to back page

Fiat is poised
to take a stake
in Chrysler

Italy’s Fiat SpA is poised to take
a 35% stake in U.S. car maker
Chrysler LLC, people familiar with
the matter said, in a move aimed at
helping both firms weather an eco-
nomic downturn threatening the
survival of some of the auto indus-
try’s biggest companies.

Under terms of the deal, Fiat is
likely to take a 35% stake by midyear

By Stacy Meichtry in Rome and
John D. Stoll in Detroit

and have the option of taking as
much as 55% of the company over
time, these people said. Cerberus
Capital Management LP, Chrysler’s
owner, is looking to retain an inter-
est in the U.S. car maker, these peo-
ple said, adding that it is unclear
whether Daimler AG will want to
keep its entire 19.9% stake.

The deal could be unveiled as
early as Tuesday, barring any last-
minute offers. As recently as last
week, Chrysler executives had dis-
cussions with Nissan Motor Co.
over a possible alliance, according
to one person familiar the matter.

At the heart of the potential alli-
ance is an agreement whereby Fiat
would share its engine and transmis-
sion technology with Chrysler, al-
lowing the U.S. car maker to intro-

Please turn to page 35

 Associated Press

U.S. President-elect Barack Obama holds Charles Rollins, 1 year old, of Maryland, at
Calvin Coolidge High School in Washington on Monday, a day before the inauguration.

In Obama White House,

3 unseen powers preside

By GERALD F. SEIB

When Barack Obama walks into
the White House Tuesday, three of
the most important figures in his
new administration won’t be with
him. Technically, they won’t be mem-
bers of his administration at all.

These influential figures are Bill
Clinton, Al Gore and Robert Rubin,
the progenitors of

CAPITAL many of the people
—————— and ideas that will
JOURNAL populate the

Obama years. None
of the three has a direct role in the
proceedings, at least for now.

Yet it’s no exaggeration to say
their influence will be felt every day.
If Lincoln’s ghost still hovers over
the White House family quarters, as
some believe, the Clinton/Gore/Ru-

bin spirit now surely hovers over
the offices of the West Wing.

The mere fact that these leading
lights of the last Democratic admin-
istration—the president, vice presi-

History at hand

M Past inaugural speeches that res-
onated with the public ....c.......... 1
m First lady’s choice of ball gown
has to hit the right tone............ 12
® Tough times at a neighborhood
close to the Capitol .......cceuvennns 13

dent and Treasury secretary who
dominated Washington in the 1990s—
are playing such a role means this
transfer of power is markedly differ-
ent from the one that occurred the
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Israel promises swift pullout from Gaza

Troops leave behind
damaged territory
and a strong Hamas

A WSJ News Rounbpup

JERUSALEM—Israel hopes to
pull all its troops out of the Gaza
Strip by the time Barack Obama is
inaugurated as U.S. president Tues-
day, Israeli officials said.

In Gaza’s biggest city, streets
brimmed with people and cars Mon-
day as residents began picking up
the pieces of the lives they led be-
fore Israel’s three-week air and
ground onslaught.

Israeli tanks had been stationed
on the rim of Gaza City, and destruc-
tion there was heavy. Tank shells
turned some buildings into heaps
of concrete while the tanks them-
selves rammed into the sides of oth-
ers, peeling off pieces. Orange
groves and olive groves were flat-
tened.

Further inside the city, the par-
liament building and other targets
of Israeli warplanes and helicopter
gunships were reduced to debris.

Israel made its troop-with-
drawal plan known at a dinner Sun-
day with European leaders who
came to the region in an effort to
consolidate the fragile cease-fire,
government officials said. The
Tuesday pullout target won’t be
met if militants resume fire, offi-
cials said.

A swift withdrawal would re-
duce the likelihood of clashes be-
tween militants and Israeli troops
that could rupture the truce.

By getting its soldiers out be-
fore the Obama inauguration, Is-
rael would spare the new adminis-
tration the trouble of having to
deal immediately with a burning

problem in Gaza. Mr. Obama has
said Mideast peace will be a prior-
ity for his administration.

Thousands of Israeli troops
have left Gaza, but large contin-
gents of soldiers have been kept
close to the border on the Israeli
side, prepared to re-enter if vio-
lence reignites, defense officials
said.

Prime Minister Ehud Olmert
told his European dinner guests his
country had no desire to stay in
Gaza, a Mediterranean strip of 1.4
million people that Israel vacated
in 2005, while retaining control of
its airspace, coastal waters and bor-
der crossings.

Israel started its offensive on
Dec. 27, saying it was responding to
increasing rocket attacks on Israel,
after an informal cease-fire be-
tween Israel and Hamas expired
last month.

If the cease-fire results in an
end to those rocket attacks, it could
allow Israel to claim a military vic-
tory. For Hamas, a sustained cease-
fire would end a blistering attack
that has destroyed infrastructure
and homes across the territory. De-
spite the damage, Hamas stands to
gain a boost toits regional credibil-
ity just by surviving the attacks.

“Hamas has never had this
much legitimacy,” said Hady Amr, a
fellow at the Brookings Institu-
tion’s Saban Center for Middle East
Policy and director of the think
tank’s Brookings Doha Center. On
Friday, Hamas’s Damascus-based
leader Khaled Meshal attended a
summit of leaders in Doha, Qatar,
which provided the militant group
a rare public stage and under-
scored the support in much of the
region for the group.

That support threatens the
hopes of Israel and the U.S. that Ha-
mas, which the U.S. designates as a

A Palestinian family by their destroyed
house in southern Gaza Strip Monday.

terrorist organization, would be
marginalized by the end of the Is-
raeli campaign.

More than 1,100 Palestinians
have been killed in the fighting,
about one-third of them children,
according to United Nations and
Palestinian health officials. Thir-
teen Israelis have died, including
three civilians.

Monday was the first day since
the war began that city residents
were out in full force. At one afflu-
ent home near the border, the
homeowners had brought a truck,
and were carting off Chinese vases,
a refrigerator and baby stroller.

Electricity cables dangled all
over the city. Those who could af-
ford expensive fuel relied on gener-
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ators, but donkey carts piled high
with tree branches and split logs
plied the city’s streets, providing
the city’s most impoverished with
wood to cook and heat their homes.

Palestinian surveyors estimate
the war destroyed at least $1.4 bil-
lion of buildings, roads, power
lines and pipes in the already im-
poverished territory. Arab and
Western countries will be expected
to foot most of the bill. On Monday,
Saudi Arabia pledged $1 billion to
the reconstruction project.

But the delivery of Western aid
will be complicated because West-
ern powers class Hamas as a terror-
ist organization and refuse to deal
with it. A top European Union offi-
cial said Europe wouldn’t help tore-
build buildings and infrastructure
destroyed in Israel’s offensive until
Gaza is governed by rulers accept-
able to the EU.

The weekend cease-fire fol-
lowed a U.S.-Israel deal commit-
ting Washington to help Israel keep
arms from reaching Hamas in Gaza.
The U.S.-Israeli deal, signed by Is-
raeli Foreign Minister Tzipi Livni
in Washington, specifically calls
for the U.S. to deploy technical, in-
telligence and military assets
across the Middle East to help pre-
vent the smuggling of arms into
Gaza.

The U.S. also committed to coor-
dinating with NATO members and
Mideast allies to prevent arms
from reaching Gaza or Egypt’s Si-
nai Peninsula, particularly from
Iran.

The commitment doesn’t call
for the U.S. to employ its own
troops in the Palestinian territo-
ries, but rather to provide training
to local security forces.

U.S. officials compared the
scope of the agreement to the Pro-
liferation Security Initiative, a
Bush administration program that
focuses on interdicting ships and
airplanes believed to be trafficking
equipment used in developing nu-
clear weapons and long-range mis-
siles.

U.S. officials said that the deal
augments the diplomacy Egypt is
currently leading to forge a formal
cease-fire in Gaza. U.S. officials
said it will remain in effect after
Mr. Obama assumes power Tues-
day. Secretary of State Condo-
leezza Rice said she has been brief-
ing the Obama transition team on

the agreement’s implications.

Egypt is seeking an agreement
between the Israelis and Palestin-
ians to reopen border crossings
into Gaza under the auspices of the
Palestinian Authority. Cairo also
wants to broker a rapprochement
between Hamas and the Fatah
party headed by Palestinian Au-
thority President Mahmoud Abbas.

The U.S. wants the Palestinian
Authority, rather than Hamas, to
control Gaza’s border crossings.
Washington also believes Mr. Ab-
bas should control the flow of any
reconstruction aid into Gaza once
hostilities end. “The PA comes back
to save the people of Gaza,” said
one Western diplomat in Jerusa-
lem. “That’s the narrative.”

But boosting Mr. Abbas at the ex-

Prime Minister
Ehud Olmert said
Israel had no desire
to stay in Gaza.

pense of Hamas in any deal would
be difficult. Hamas beat Fatah in
Palestinian parliamentary elec-
tions in 2006 and violently overran
Gaza the following year. Israel’s mil-
itary pounding and its heavy civil-
ian death toll has boosted empathy
for Hamas across much of the Mid-
dle East. Mr. Abbas, meanwhile,
has been widely criticized across
the Arab world for his perceived
weak response to Israel’s attack.

At a conference of Arab leaders
in Qatar, officials including Iranian
President Mahmoud Ahmadinejad
and Syrian President Bashar Assad
warmly welcomed Mr. Meshal, the
Syria-based Hamas leader.

The meeting also showed how
the Gaza conflict has widened the
rift among Middle East leaders,
with the Western-leaning leader-
ship, including Egyptian President
Hosni Mubarak and Mr. Abbas, on
one side, and Iran and Syria and
their proxies including Hamas and
the Lebanese militant group
Hezbollah on the other. Saudi Ara-
bia and Egypt stayed away from the
Doha meeting, sending representa-
tives instead to a summit of Arab
ministers in Kuwait City.
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S&P downgrades Spain’s rating

Default is unlikely,
but slowing growth
will take large toll

BY JOELLEN PERRY

Spain became the second euro-
zone country in less than a week to
suffer a downgrade of its govern-
ment debt, as the bloc’s deepening
recession eats into tax revenues and
threatens the health of public fi-
nances.

The downgrade was the latest
stage in Spain’s rapid fall from being
the euro zone’s star economy to one
of the most troubled.

For a decade, Spain was the
bloc’s largest creator of jobs, as its
construction industry boomed.
Now it has the highest unemploy-
ment rate in the 16-nation euro
zone. The Spanish government ex-
pects the jobless rate to hit 16% this
year as construction sector grinds
to a halt and worried consumers
rein in spending.

Standard & Poor’s cut its credit
rating for Spanish government debt
Monday by one notch to AA-plus
from AAA. A default is still unlikely
for Spain, but the end of a decade-
long housing boom will slow growth
and end up straining public coffers
in the euro-zone’s fourth-largest
economy.

The move followed a similar-
size cut for Greek government debt

The downgrade
revived speculation
the euro zone itself
could break apart.

last Wednesday, and came after
S&P put Spain on credit watch last
week.

The euro zone’s recent down-
grades may not be the last. S&P put
both Ireland and Portugal on credit
watch this month. Ireland’s rating is
thought to be vulnerable because of
its slowing economy and the cost of
an expensive bank-guarantee plan,
which is about twice the size of its
gross domestic product.

“I expect a downgrade for Ire-
land as well,” said Luca Cazzulani, a
fixed-income strategist with Uni-
Credit SpA in Milan.

The downgrades and warnings
reflect increasing worries about
euro-zone governments’ abilities to
escape a steepening downturn.

Spain has launched an ambitious
fiscal stimulus plan to cushion the im-
pact of its economic downturn. After
al4-year growth spurt, Spain’s econ-
omy slid into recession in the second
half of last year. The government has
promised to pump €38 billion
($49.78 billion) into the economy in
2008 and 2009—equivalent to about
2% of annual GDP—through tax cuts
and spending. As part of a bank-res-
cue plan, Spain also pledged to buy
as much as €30 billion in assets is-
sued by its banks and guarantee up
to €200 billion in bank debt.

Analysts said years of responsible
public-finance management made a
default unlikely for Spain. Though
the economic slowdown and fiscal
stimulus plans will push Spain’s gov-
ernment debt to 53% of GDP by 2010,
according to European Commission
forecasts, Spain’s public finances re-
main far healthier than those of Italy

and Greece, where public debt will
hit 98% and 110%, respectively.

“The default probability still re-
mains low because the rating of
Spain is still quite high,” said Uni-
Credit’s Mr. Cazzulani.

More likely, however, is that
Spain will endure a deep, protracted
slowdown as it seeks out new en-
gines of economic growth.

Spain’s downgrade also reig-
nited market speculation that the
euro zone itself could break apart.
The Frankfurt-based European Cen-
tral Bank sets its interest rates for
the euro zone as a whole, leaving
Spain and other struggling coun-
tries without the option to slash in-
terest rates or devalue their curren-
cies to prop up growth.

Economists continue to dismiss
the likelihood of a breakup as re-
mote. Not only would a defector

likely face currency and bank runs
as investors and depositors rushed
to safer havens, said Barry Eichen-
green, an economic historian at the
University of California at Berkeley:
“They’d also have to go through the
incredibly messy process of rede-
nominating all their euro-zone
debts and assets into the new cur-
rency.” That, he said, “would be infi-
nitely worse than a plain-vanilla de-
fault.”

The economic outlook darkened
further Monday for the euro-zone’s
$12.2 trillion economy. The Euro-
pean Commission forecast the bloc’s
annual output will shrink this year
for the first time in its decadelong
history. The European Union’s execu-
tive arm forecast a 1.9% contraction
in 2009, compared with the 0.1% ex-
pansion it foresaw in November.

Faltering export growth and in-

vestment mean Germany, Europe’s
largest economy, will contract by
2.3% this year, according to the fore-
cast. Spain and Italy were forecast
to contract by 2% this year, and the
Irish economy was predicted to
shrink by 5%. The commission also
warned diminishing tax receipts
and higher government spending
will hurt public finances across the
bloc. Euro-zone budget deficits, it
said, will average 4% of gross domes-
tic product this year and 4.4% of
GDP in 2010. That’s far worse than
the 1.7% average deficit recorded in
2008 and well above the European
Union’s 3% ceiling.

Joaquin Almunia, European com-
missioner for economic and mone-
tary affairs, has said governments
that went into the downturn with-
out too much debt relative to the
size of their GDP are allowed to

Falling down

Euro-zone’s gross domestic product,
real annual percentage change
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boost deficits to 4% of GDP for one
year, but he reiterated that govern-
ments must “commit that they will
reverse the deterioration of public
finances as soon as we return to nor-
mal economic times.”
—Thomas Catan and Adam Cohen
contributed to this article.
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How to survive the boom in money books

Publishers are rushing out a spate of new personal-finance titles, but some advice may be two years late

BY ELEANOR LAISE

We’ve seen the stock-market
plunge. The foreclosures surge. The
layoffs and the bankruptcies mount.
Now comes the inevitable next
stage of the economic downturn: a
rash of personal-finance books that
promise to help readers navigate
their way through the rubble—and
even to prosper amid it.

To some observers, it’s the sur-
est sign yet that the worst is over.

In other respects, the actual use-
fulness of many of these books may
be less than advertised. Some of the
authors offer few specific tips,
while others are substantially alter-
ing the advice they’ve served up in
the recent past.

Financial gurus whose past
books have highlighted low-money-
down home-buying strategies and
exotic mortgages are now stressing
20% down payments and standard
fixed-rate loans. Market prognostica-
tors are revising earlier bullish fore-
casts to fit the more-somber market
mood. Other authors are packaging
investment fundamentals into books
that promise to help readers beat
the current financial crisis.

Justayearorsoago,thepersonal-fi-
nancebookshelfwasahappy-go-lucky
placewhereeverybodyandtheirneigh-
borwasabouttobecomeamillionaire.
Now it’s more like a bomb shelter
stocked with canned goods for a long
battle. Pugilistic titles like “Fight for
Your Money” and “Gimme My Money
Back” are pushing aside sunnier fare
like “Millionaire by Thirty” and “You
Can Do It!: The Boomer’s Guide to a
Great Retirement.” At Amazon.com
Inc., the top-selling business book in
mid-Januarywas “Suze Orman’s 2009
ActionPlan: Keeping Your Money Safe
andSound.” Atthesametimelastyear,
the top seller was “Ready, Fire, Aim:
Zero to $100 Million in No Time Flat.”

“I don’t think anybody’s making
that promise now,” says Tom Nissley,
senior editor for books at Amazon.
“Youseealittleless of those big prom-
ises for what you’re going to make. It’s
morelike ‘How to survive.” ”

Personal-finance titles are typi-
callybig sellers at the start of the year,
whenpeople vowtoget out of debt and

balance their checkbooks. But as eco-
nomicwoes deepen, publishers, book-
sellersandreaders are paying particu-
lar attentionto the category.

National book-store chains
Barnes & Noble Inc. and Borders
Group Inc. are creating special pro-
motions highlighting personal-fi-
nance and other titles tied to the fi-
nancial crisis. Customers are show-
ing a surge of interest in personal-fi-
nance books, booksellers say. And
publishers are racing to meet the de-
mand.

“We are
scrambling to
get books on
401(k)s, books |2
on how to best +
manage your
money,”  says
Drew Nederpelt,
publisher at Ster-
ling & Ross Pub-
lishers in New
York. The rela-
tively small firm,
which published
no personal-fi-
nance books last
year, plans to pub-
lish six or seven
this year, Mr.
Nederpelt says.

o i

Lindsay Holmes/The Wall Street Journal

published in 1973, is an enduring ti-
tle that “gives a really sound ground-
ing in the economics of how finan-
cial markets work,” says David
Yeske, managing director at finan-
cial planning firm Yeske Buie. Yet he
warns readers away from books
that have a neat gimmick. “You can
often recognize when a book is go-
ing to be the latest version of the
grapefruit diet,” Mr. Yeske says.
There may be one way readers
can use all these books to their ad-
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of “The Great Depression Ahead:
How to Prosper in the Crash Follow-
ing the Greatest Boom in History” “a
major buy signal.”

Indeed, the work of Harry S.
Dent, Jr., author of “The Great De-
pression Ahead,” shows that finan-
cial titles don’t always have perfect
timing. While Mr. Dent’s 1993 book
“The Great Boom Ahead” was a well-
timed forecast of the 1990s bull mar-
ket, his 2004 book “The Next Great
Bubble Boom: How to Profit from
the Greatest Boom in History:

The mad
dash to publish A growing collection of
titles tied to the personal-finance guides are T e T
crisis ~ some- appearing from authors with tips for _ RIPPED BT &HD sl
times leaves lit-  gyryiving, and even thriving, during Ll Ak oL T
tle time for actu- the recession. ; ;
ally writing the ' DAVID BAC {ER\  2005-2009
books. “Gimme vantage: Ig- proved less
My Money Back,” for example, “was  pore the prescient.
literally written and printed and gloomy tone. A “Every-
shipped in about 40 days,” says Mr.  study published body com-
Nederpelt, the book’s publisher. Au-  in the Journal of Behavioral Fi- plains that econ-

thor Ali Velshi, chief business corre-
spondent at CNN, says he wrote the
book in roughly two weeks.

Of course, financial books can
lay out complex investment princi-
ples in a slower-paced, user-
friendly format that’s generally not
possible in magazine or newspaper
articles or conversations with finan-
cial planners. “A Random Walk
Down Wall Street,” for example,
written by Princeton University
economist Burton Malkiel and first

nance in 2006 found that stocks per-
form substantially better after the
publication of bearish financial
books than they do after bullish ti-
tles are published.

“If you go to the business section
and everything is bullish, it’s time to
watch out,” says Larry Speidell,
chief investment officer at Frontier
Market Asset Management in La
Jolla, Calif.,, and co-author of the
study. On the other hand, Mr.
Speidell calls the recent publication

omists don’t make bold forecasts,”
says Mr. Dent, who also publishes a
newsletter. “We do, but it does mean
we’ll be wrong at times.” He adds that
he’s quick to adjust his forecasts if he
senses they’re going off track.

Some financial scribes actually of-
fer precious little in the way of specif-
ics on handling the current market
mayhem, despite their publishers’
promises. The back cover of “Gimme
My Money Back” promises readers “a
straightforward guide to understand-

ing how we got into the mess we’re in,
with concrete, simple, proven steps to
getyououtofit.”Butthebookislargely
an investing primer that explains the
fundamentalsofstocks,bondsandmu-
tualfunds.

“Intuitively, there’s nothing in the
bookthatyou’venotheard of, butmost
folkshave aproblemgoing andmaking
changes in their 401(k),” says author
Mr. Velshi. “It’s almost like a
‘Dummies’ type of book.”

Someauthorsofferupadvicethat
readers will likely wish they’d heard
ayear or two ago. In “The Great De-
pression Ahead,” Mr. Dent warns
that “we will see the deflation of
three great bubbles—stocks, real es-
tate and commodities—and the

broader deleveraging of
the greatest credit
bubble in history.”

And in “The Mot-

ley Fool Million

Dollar Portfolio:

How to Build and

Grow a Panic-
Proof Investment
Portfolio,” Motley
Fool cofounders

David and Tom Gard-
ner warn readers to
“be skeptical of long
periods of low volatil-
ity,” adding that such
calm markets are “usu-
ally asignal that stormy
waters might be just
around the bend.”

Personal-finance gu-
rus are also offering up
more-conservative home-buying
tips that may come too late for
many readers. In “The Money Book
for the Young, Fabulous & Broke,”
published in 2005, Suze Orman rec-
ommended hybrid mortgages,
which typically have a fixed interest
rate for several years and an adjust-
able rate thereafter, saying they’re
“smarter than a thirty-year fixed-
rate mortgage if you intend to move
within the next ten years.” In her
new book, Ms. Orman writes that
the ability to buy ahome with a stan-
dard fixed-rate mortgage is a “re-
quirement” for potential buyers.
The fixed-rate mortgage is smarter,
she says, “so you never have to
worry about your payment rising.”

Pearson expects stronger net, topping analyst

By KATHY SANDLER

LONDON—Pearson PLC, which
publishes textbooks, Penguin books
and the Financial Times newspaper,
Monday said it has largely bucked
the economic downturn so far and
its 2008 earnings will beat market
expectations.

Shares in Pearson rose 4.5% in
London, compared with a 0.9% drop
in the FTSE 100.

Boosted by a lower tax rate and
sterling’s fall against the dollar, the
company expects earnings per
share to be about 20% higher in
2008 than the 46.7 pence (68 U.S.
cents) it posted for 2007, ahead of
analyst expectations.

Pearson said it saw difficult con-
ditions in some markets, including
its school-publishing operations in
the U.S. and advertising at the FT,
but all units achieved or exceeded
its own forecasts for 2008.

Looking ahead to results for
2009, the company said it expects
“to prove durable once again thanks
to the strength and breadth of our
education business, Penguin’s con-
sistent publishing performance and
the FT Group’s shift towards sub-
scription and content revenues.”

The company’s education busi-
ness has been under the spotlight
lately amid concerns about the im-
pact of a cut in U.S. education bud-
gets. Pearson supplies textbooks
and educational-instruction tools,
including online learning and assess-
ment, to U.S. schools and colleges.
The concerns were compounded by
Pearson’s educational-publishing ri-
val McGraw-Hill Cos. reporting an
expected drop of 10% to 15% in ele-
mentary- and high-school textbook
sales in 2009.

Still, Pearson said Monday that
results at its educational division
came in ahead of expectations last

DAILY SHARE PRICE

Pearson

On the London Stock Exchange
Monday’s close: 625 pence, up 4.5%
Year-to-date: up 0.7%
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year, with budgetary pressure on its
U.S. school-publishing operations
more than offset by good growth in
its testing business and strength in

U.S. higher education and interna-
tional education.

Numis Securities says Pearson is
better-placed to outperform its
peers in the U.S. educational sector,
because McGraw-Hill is grappling
with turning around its Standard &
Poor’s division, while Houghton Mif-
flin Cos., another competitor, is
hamstrung by high debt.

Pearson’sresilience in the face of
aglobal media slump reflects its rel-
atively small exposure to advertis-
ing, with only its FT operations be-
ing affected by the advertising
downturn.

Despite the advertising slow-
down in the fourth quarter, Pearson
said its FT unit has produced good
sales and profit growth. The com-
pany has been diversifying its FT
business away from the cyclical con-
straints of advertising for some
years: About 30% of the unit’s sales
now come from advertising, down

forecasts

from more than half in 2000. In-
stead, Pearson has shifted the focus
at FT toward subscription and con-
tent revenue—predominantly circu-
lation—which, though it has fallen,
has held up well compared with U.K.
national-newspaper peers.

The company raised the week-
day price of the FT to £1.80 ($2.64)
from £1.50 in November, which
may have helped maintain revenue
despite falling circulation.

Even so, Pearson is mindful of
the economic climate and has taken
measures to reduce costs, including
cutting 80 jobs at the FT and imple-
menting a companywide pay freeze
for employees earning more than
£30,000 a year.

These measures reflect an indus-
trywide focus on cutting costs amid
uncertainty about the duration and
depth of the economic downturn.

—Steve McGrath
contributed to this article.
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Richemont sales slide

Emerging markets
didn’t offset decline
in luxury goods

By STACY MEICHTRY

Cartier owner Compagnie Finan-
ciere Richemont SA said it is facing
theworstmarketconditionsintwode-
cadesascustomersreinedinspending
on pricey watches and jewelry, caus-
ing a steep drop inrevenue during the
crucial holiday shopping season.

Richemont on Monday said sales
were €1.55 billion ($2.04 billion) dur-
ingthethree-monthperiodthatended
Dec. 31, 7% lower than in the same pe-
riod the previous year.

The slowdown at Richemont, the
world’s second-biggest luxury-goods
maker after LVMH Moét Hennessy
Louis Vuitton,showshowtheglobalfi-
nancial crisis is sapping an industry
thatanalystsonce consideredless vul-
nerable to economic malaise because
ofits big-spending customers.

“The deterioration seen at Riche-
montisstrongerthanweanticipated,”
J.P. Morgan analyst Melanie Flouquet
wroteinaresearch note Monday.

Evenastheglobaleconomyheaded
into adownturnayear ago, customers
kept buying items priced above
€10,000,suchasleatherhandbags,jew-
elryandwatches. Theluxury-goodsin-
dustry still racked up strong sales in
the 2007 end-of-year holiday season.
The industry’s apparent resilience
was one of the factors that prompted
Richemont to spin off its cash-rich to-
bacco business last year, to focus

John Allan to get
chairman’s post
at retailer DSG

By LiLLY VITOROVICH

LONDON—DSG International
PLC Monday said John Allan—cur-
rently a senior executive at Deut-
sche Post AG—will take over as
chairman at a time when the elec-
tronics retailer is battling through
the consumer-spending downturn
and increased competition.

Mr. Allan will succeed John Col-
lins, who announced last year that
he would retire at DSG’s annual
shareholder meeting on Sept. 2.
The company expects Mr. Allan to
join the board as a nonexecutive di-
rector ahead of his appointment as
chairman to provide a “suitable
handover period.”

The 60-year old, who has experi-
ence in marketing and finance as
well as general management, is cur-
rently chief financial officer of
Deutsche Post World Net.

Last week, DSG reported a sharp
fall in sales and margins over the hol-
idays as shoppers delayed buying
big-ticket items until the post-
Christmas sales. Chief Executive
John Browett said 2009 will be a
“challenging” year across most of
the retailer’s markets and warned of
high single-digit sales drops.

Separately, Deutsche Post Mon-
day reiterated that it expects ad-
justed earnings before interest and
taxes, or Ebit, to grow this year and
said that it met its 2008 adjusted
Ebit forecast of €2.4 billion ($3.2 bil-
lion).

—Hilde Arends
contributed to this article.

purely onluxury goods.

The luxury industry, however, is
nowfullyinthegrip ofthesouringglo-
bal economy. U.S. jeweler Tiffany &
Co. and leather-goods maker Coach
Inc. both recently reported disap-
pointing holiday sales. Richemont
said sales worsened in the month of
December, falling 12%, compared
with December 2007.

“Richemont is currently facing the
toughest market conditions since its
formation 20 years ago,” the company
said in a statement Monday. Riche-
mont said it saw “no cause for opti-
mism” and that the luxury industry

neededtoadjust toleaner times.

Richemont’s pessimistic outlook
also undercuts the luxury industry’s
hope that rising demand for luxury
goods in emerging markets such as
China would be strong enough to off-
set declines in traditional luxury mar-
kets like the U.S. and Europe.

Sales in Asian countries, excluding
Japan, were€395millionbetweenOcto-
ber and December, 4% higher than they
had been in the year-earlier period.
However, that rise wasn’t strong
enough to counter a 24% fall in the
Americasto€250 millionandan8%fall
t0€689 million in Europe.

Reuters

Christmas shoppers last month outside a Cartier store in New York. The financial
crisis is hurting luxury-goods sales, once thought to be resistant to downturns.
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Beauty business gets ugly

™ —

Arden, Lauder trim
outlooks; consumers
cut down on makeup

By ELLEN BYRON

Elizabeth Arden Inc. and Estée
Lauder Cos. cut their sales and earn-
ings forecasts Friday and watched
their stocks take a beating, as con-
sumers—already buying fewer
sweaters and handbags—begin to
sacrifice their beauty regimens to
the recession.

“The unprecedented global eco-
nomic crisis produced one of the
worst holiday seasons in decades,” Es-
tée Lauder Chief Executive William
Lauder said. “Our business was no ex-
ception to the downturn in consumer
spending.”

Although a mounting number of
high-end brands, from Tiffany jew-
elry to Coach handbags, have re-
cently reported disappointing holi-
day sales and issued pessimistic out-
looks, some beauty-industry observ-
ers expected upscale makeup and
skin-care products to hold their
own, thinking consumers would re-
sist scrimping on their appearance.

Whether shoppers are trading
high-end department-store beauty
products for lower-priced drug-store
options or forgoing purchases alto-
gether will be clearer next week,
when mass-market beauty giants in-
cluding Procter & Gamble Co., which
makes Olay skin cream and CoverGirl
cosmetics, and Alberto-Culver Co.,
owner of Tresemmé shampoo and St.
Ives skin care, report earnings.

“Beauty is still holding up better
than other categories, but nothing is
recession-proof,” says Bill Chappell,
a SunTrust Robinson Humphrey ana-
lyst. “Instead of buying their fifth
and sixth tubes of lipstick, [consum-
ers are] going to work down what’s
already in their pocketbook.”

R

Agence France-Presse

Estée Lauder, which employs actresses Gwyneth Paltrow, left, and Elizabeth
Hurley, right, in the company’s advertising, has lowered earnings expectations.

Estée Lauder, whose Clinique,
MAC and namesake line dominate the
beauty counters of U.S. department
stores, expects sales for its fiscal sec-
ond quarter, ended Dec. 31, to fall
about 6% from a year earlier, down
sharply from the 2% to 3% revenue
gains previously forecast. Quarterly
earnings per share are expected to
range from 75 to 82 cents, the New
York company said, down from its pre-
vious guidance of 97 cents to $1.05.

Warning of difficult sales trends
in North America as well as in its for-
eign markets, Estée Lauder down-
graded already-lowered expecta-
tions for the rest of its fiscal year,
ending June 30. The company now
expects earnings per share of $1.30
to $1.60, down from the lowered full-
year guidance of $2.20 to $2.50 is-
sued in October. Full-year sales are
expected to be flat to down 3% from
a year earlier, lower than its previ-
ous guidance of 3% to 5% sales gains.

The dismal outlook sent Estée
Lauder’s share price down $2.92, or
10%, to $26.11 Friday on the New York
Stock Exchange. Elizabeth Arden’s
shares plunged 39%, or $4.50, to $7.06
on the Nasdaq Stock Market. The
news sent other beauty companies’
share prices down, too. L’Oreal SA
shares fell 6% t0€53.81($70.78), Avon
Products Inc. shares fell 8% to $20.25
and Revlon Inc. fell 3% to $6.21. U.S.
stock markets were closed Monday
for a holiday.

Elizabeth Arden, best known for
its fragrances under its namesake,
Elizabeth Taylor and Britney Spears
brands, expects sales for the quar-
ter ended Dec. 31 to fall 12.5% to
13.5% from a year earlier, while earn-
ings per share for the period are ex-
pected to range between 57 cents
and 61 cents. Earnings per share for
its fiscal year ending June 30 are ex-
pected to range from 71 cents to 84
cents, on sales down 4% to 5%.

French auto aid will hinge on jobs

By LEILA ABBOUD

PARIS—The French government
is working on an aid package for do-
mestic car makers Renault SA and
PSA Peugeot Citroén, but the chief
condition—that they close no
French factories—might hurt busi-
ness in the longer term.

“We will not give the financing
without concrete pledges from the
automakers,” said Luc Chatel, the
junior industry minister who is pre-
paring recommendations for Presi-
dent Nicolas Sarkozy on how to save
the ailing French auto sector. He ad-
mitted that negotiations with the
car makers on this point were “very
difficult,” but said the demand was
logical and it was “in the public in-
terest” to preserve jobs.

The condition shows the di-
lemma that rescue plans can pose to
businesses. French car makers
would like to keep the government
at arm’s length and make it through
the downturn on their own. But car
manufacturing is capital-intensive,
and they are having trouble access-
ing credit on the financial markets
at what they see as reasonable rates.

Analysts estimate that Renault
needs some €9 billion ($12 billion)
in working capital a year. It is
15%-owned by the French state, and
has pushed hard in recent weeks for
more help from the government.

“It’s only fair for the government
to ask for such assurances,” said
Renault spokeswoman Nathalie
Bourotte, adding that Renault
wasn’t currently considering any
plant closures in France.

Peugeot Citroén, which is con-
trolled by the Peugeot family, appears
to need less capital and is less in-
clined than Renault to compromise
its independence. “We see no reason
why a chief executive of an indepen-
dent, publicly traded company should
have to make these sorts of promises
to the state,” said Hugues Dufour, a
Peugeot Citroén spokesman.

Promises not to close factories
may be hard to keep: Demand for
new cars has plummeted and few an-
alysts expect European car demand
to return to pre-crisis levels for at
least five years. Credit Suisse esti-
mates that the sector has as much as
15% too much production capacity
in Europe, most of it in high-cost
countries like France and Italy, and
that Renault has the greatest overca-
pacity of any car maker in Europe.

The debate comes as the govern-
ment plans a conference in Paris on
Tuesday on how to preserve the
long-term health of France’s auto in-
dustry. Auto makers and their suppli-
ers employ about 10% of France’s la-
bor force, but the industry has been
hit hard as consumers put off spend-
ing on big-ticket items such as cars.

Even before the current down-
turn, Renault and Peugeot Citroén
had begun to move more manufac-
turing to lower-cost countries in
Eastern Europe and Asia. Their busi-
ness model was in large part based
on improving profitability by build-
ing mass-market cars in cheaper
countries, while seeking additional
sales growth in emerging markets
such as Russia and Brazil.

Now the government seems to be
calling that model into question, and
is looking for ways to make French
auto manufacturing more cost-com-
petitive. “What can we do to make
sure that a Clio is made in France
and not in Turkey?” said Mr. Chatel,
referring to one of Renault’s top-sell-
ing small cars. “There must be ways
to make the French automobile sec-
tor—from suppliers to dealers—
more efficient and competitive.”

Both Renault and Peugeot Cit-
roén declined to comment on
whether it would be feasible or de-
sirable to bring production back to
France from current manufacturing
sites outside the country.

Some 1,000 attendees are ex-
pected at Tuesday’s conference,
from labor unions, auto-parts sup-
pliers and the companies, including
the chief executives of Renault and
Peugeot Citroén. The government
aid package could be unveiled as
early as next month.

Marketers branch out
in placing search ads

By EMILY STEEL

Marketers, seeking to boost
their online exposure while keeping
alid on costs, are looking beyond In-
ternet search engines such as Goo-
gle and Yahoo to find new places for
their search ads.

e ——— The trend re-
ADVERTISING  frects a change in
— the way consumers
are navigating the Web. More online
searches now take place on YouTube,
the popular video site owned by Goo-
gle, than on Yahoo, the No. 2 Web-
search property. The change has com-
panies including Pizza Hut, Universal
Pictures and Monster.com rethinking
their search marketing strategies.

Even as No. 1 search engine Goo-
gle’s share of the online ad market—
including search ads—continues to
grow, marketers have started shift-
ing ad purchases to other digital me-
dia, from social-networking sites to
mobile phones. “Searchisbeingrede-
fined in a lot of different ways,” says
Peter Hershberg, managing partner
at Reprise Media, a search marketing
agency owned by Interpublic Group.

In search-engine advertising,
marketers bid on key words in a con-
tinuous auction. When a consumer
searches for any of the words, the
marketer’s ad appears above or next
to the results, depending on the
amount the company bids and an al-
gorithm the search engines use to
determine an ad’s relevance to a par-
ticular search.

For the past few years Pizza Hut
has bought ads on the major search
engines tied to pizza-related
searches, such as “cheese pizza” and
“pizza delivery.” Placing bids on
those terms pits the Yum Brands res-
taurant chain against many competi-
tors, including Domino’s Pizza, Papa
John’s International and even local
pizzerias, which have made search
advertising an important piece of
their own marketing. The auction sys-
tem for the ads ultimately increases
the price each pizza marketer pays
when a consumer clicks on an ad.

Lately, PizzaHut has started work-
ing with its agency, WPP’s Group M
Search, to expand its search-ad buys
to new areas. The chain started buy-
ing mobile search ads to pitchitsprod-
ucts. And to publicize the launch of a
new whole-grain pizza, Pizza Hut is
creating a promotion and buying ads
through Facebook. While the Face-
book ads aren’t technically search
ads, they are part of a broader effort
to boost the company’s profile in the
nonpaid search results consumers
get when seeking online information.

Over the past decade, search has
evolvedintothebiggest categoryof on-
line ad spending in the U.S. Despite the
popularity of social-networking sites,

Pizza Hut

socialmediahashadahard timegener-
ating significant ad revenues, because
marketershaven’t gotten comfortable
showing their adsnext touser-created
content that could be in dubious taste.
Recognizing that concern, sites such
as YouTube, Facebook and News
Corp.’s MySpace have created sys-
tems that let marketers create and bid
onads through a self-service Web site,
similar to the way they buy ads on
search engines. News Corp. owns The
Wall Street Journal.

OnFacebook and MySpace, market-
ers don’t buy ads tied to search terms.
Instead, the ads are linked to informa-
tion that users reveal about them-
selves on the sites, such as their age,
hobbies or other personal interests.
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Pizza Hut's Facebook promotion aims
to generate more buzz for the brand.

Universal Pictures, a unit of Gen-
eral Electric, has started working
with its digital agency 360i to buy
sponsored video ads on YouTube to
promote its recent film releases. Re-
cent YouTube searches for “horror
film” or “scary movie,” for instance,
display a link to a sponsored video
for the supernatural thriller “The
Unborn.” Clicking on the ad takes
visitors to a spot on YouTube where
they can watch a movie trailer or
other promotions for the film.

Job-listing site Monster.com,
meanwhile, is testing a search-ad
program for mobile searches done
on the iPhone. “It just seemed like a
no-brainer, that we would want to
be able to access users on their
smartphones and do that through a
proven environment,” says John Fe-
derico, vice president of global me-
dia at Monster.com.

Russians discuss mining merger

A WSJ NEws Rounpup

Russian metals tycoons Vladimir
Potanin and Oleg Deripaska have
proposed the creation of a mining gi-
ant part-owned by the Kremlin that
would wipe out existing debts, a
spokesman for Mr. Potanin’s hold-
ing company Interros said.

Messrs. Potanin and Deripaska,
who both own stakes in OAO Norilsk
Nickel, plan to invite other compa-
nies to swap some of their debt to
the state for a stake in a much larger
company. The proposed company,
in which the state could take a block-
ing stake of at least 25% plus one

share, would be formed by merging
Norilsk, the world’s largest nickel
miner, with steel makers, Russian
business daily Vedomosti reported.

The newspaper said iron-ore gi-
ant OAO Metalloinvest, Evraz
Group and OAO Mechel were in-
cluded in a draft proposal to be sent
on Monday to Deputy Prime Minis-
ter Igor Sechin. OAO Uralkali, which
mines potash, could also join the
group, it reported. Representatives
from Rusal, Mechel, Evraz, and Ural-
kali declined to say whether their
companies are considering the
merger proposals.
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U.S. state lawmakers turn to alcohol levies

During recession,
a move to ‘sin taxes’;
opposition is strong

By DAvID KESMODEL

State lawmakers in the U.S. are
hoping alcohol will ease the pain of
recession and budget deficits.

Politicians in Kentucky and Ar-
kansas in the past week announced
proposals to increase taxes on alco-
holic beverages, echoing similar ef-
forts in New York and California.

Higher taxes on beer, wine and li-
quor face stiff opposition from alco-
hol distributors, retailers and other
industry groups. Lobbies have
helped kill most efforts to increase al-
cohol taxes in recent years. Still,
deep economic woes might make it
easier to pass such measuresin 2009.

“This will be an extremely tough
year” to stop state tax increases,
said Peter H. Cressy, chief executive
of the Distilled Spirits Council of the
United States, a trade group.

Mr. Cressysaid his groupis aware

of tax-increase proposalsin about 10
states, and he expects the idea to
spread to as many as 30 more by
year’send. Thegrouphasbeguncoor-
dinating battle plans with local res-
taurant and hotel trade associations.

Politicians often look to so-
called sin taxes during tough times.
During the economic downturn
early in this decade, politicians
were more successful passing alco-
hol-tax increases than they have
been in healthy economies, said
Bert Waisanen, fiscal analyst for the
National Conference of State Legis-
latures in Denver. A handful of
states raised alcohol taxes in 2003.

Tobacco-tax increases are more
common. In 2007, states approved a
combined $1 billion in tobacco-tax
increases, compared with $3 million
in alcohol-tax increases, Mr. Wai-
sanen said.

In Kentucky, Democratic Rep.
Rick Nelson last week introduced a
bill to raise the wholesale tax on alco-
holic beverages. His idea is to raise
an additional $68 million of revenue
for the state, which faces a $450 mil-
lion budget shortfall. He said his pro-
posal would add about 25 cents to

Raising spirits
Alcohol sales-tax revenue as a share

of total sales-tax receipts, first
three quarters of 2008
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the price of a six-pack of beer.

“We need the money, and I think
among the electorate it will be a
good bill,” Mr. Nelson said. “The
only thing that worries me is that
the liquor industry has a lot of
money” to fight it.

The Kentucky Beer Wholesalers
Association and the Kentucky Distill-
ers’ Association have launched a cam-
paign to thwart the bill, arguing it
could result in job losses. The state’s
alcohol industry employs about
17000 workers at distilleries, bars
and liquor stores. Purveyors also ap-
pealed on behalf of their customers.

“When the national economy is a
disaster, it doesn’t appear to me
that the way to remedy the problem
is to increase the tax on the average
guy,” said Gene McLean, executive
director of Kentucky’s beer-whole-
salers group.

Instead of raising taxes, he said,
lawmakers should consider allow-
ing alcohol sales statewide. About
three-quarters of Kentucky coun-
ties remain dry or partly dry.

New York Gov. David Paterson
last month proposed raising beer
and wine taxes—part of along list of
higher taxes and fees to raise $4 bil-
lion to help offset the state’s $15.4
billion shortfall.

The tax increases would add a
projected $63 million to New York
coffers. “Beer and wine tax rates are
two areas where we are far below

the national average,” said Matt
Anderson, a spokesman for the
state budget division. The state’s
wine tax of 18.9 cents a gallon is the
nation’s second lowest, he said.

Among anumber of groups oppos-
ing the proposal is the New York Asso-
ciation of Convenience Stores, which
represents many upstate stores.
“The cumulative effect of sharp in-
creases in those taxes is going to
leave our customer with less money
in his or her pocket to buy stuff,” said
Jim Calvin, the group’s president.

Industry groups are also resisting
a proposal by California Gov. Arnold
Schwarzeneggertoraisealcoholtaxes
byanickeladrink, whichwould gener-
ateanestimated $829 millionthrough
mid-2010. So far, lawmakers have
giventhe proposal acool reception.

In Wisconsin, a group represent-
ing district attorneys has proposed
increasing the state’s beer and li-
quor taxes to raise prosecutors’ pay
and address a shortage of assistant
district attorneys. The Tavern
League of Wisconsin, representing
many bar owners, will fight any
such proposal, said Scott Stenger, a
lobbyist for the group.
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Kirin seeks San Miguel stake

Japanese brewer
looks to strengthen
foothold overseas

By HIROYUKI KACHI
AND CRIS LARANO

TOKYO—Kirin Holdings Co. said
Monday that it aims to buy a 43.25%
stake in San Miguel Brewery Inc., in
amove to further strengthen its busi-
ness in Asia and Oceania.

The Japanese company has
signed a memorandum of under-
standing with San Miguel Brewery’s
parent, San Miguel Corp., allowing it
to enter into exclusive negotiations
to acquire that portion of the beer-
making unit.

Based on the Philippine compa-
ny’s closing price of 8.80 pesos (19
U.S. cents) a share, the value of the
stake that Kirinintends to buyis val-
ued around 58.65 billion pesos, or
$1.2 billion.

A Kirin spokesman said details
such as the transaction value will be
discussed later. Kirin and San Miguel
Corp. aim to conclude a definitive ac-
cord by the end of February.

The move is in line with Kirin’s
strategy of broadening its sources of
revenue in overseas markets, as a
shrinking population in Japan chips
away at Kirin’s domestic customer
base. In recent years Kirin, which
holds a 46% stake in Australia’s Lion
Nathan Ltd., has purchased a number
of companies, including Australian
dairy product and soft-drink maker
National Foods Ltd.

Reuters

Kirin’s move to buy a stake in the maker of San Miguel beer, pictured above in a

store in Manila, could broaden the Japanese brewer’s reach in foreign markets.

Kirin last year earmarked an addi-
tional 300 billion yen ($3.3 billion) to
expand outside the domestic beer
market and has been raising its stake
in San Miguel Corp. since 2002. It now
has about a 20% stake in the company
with its investment roughly totaling
100 billion yen, but it doesn’t yet hold
a stake in San Miguel Brewery.

What steps the Japanese brewer
plans to take in its alliance with San
Miguel Corp. has been a vital issue
since the Philippine company spun
offitslocalbeeroperations—akeyin-
terest for Kirin—and listed it in May
2008.

A 5.75% stake in San Miguel Brew-
ery has been offered to the public, and
parent San Miguel Corp. holds the re-
mainder. San Miguel Corp. intends to
keep a majority stake of at least 51% in
the beer-making unit. It sold the stake
to the public to raise funds to invest in
mining, power, infrastructure, water
and other utilities.

Analysts say that the sale of a $1.2
billion stake would be sufficient for
San Miguel Corp. to settle a loan that
has covenants that include a prohibi-
tion on the conglomerate from invest-
ing more than 10% of its assets innon-
core businesses.

Enel raises financing for Endesa stake

By LiAM MOLONEY

ROME—TItalian utility Enel SpA
has set up about €7 billion ($9.21 bil-
lion) of financing to enable it to take
full control of Spanish utility
Endesa SA in a deal expected in the
next few weeks, people familiar
with the matter said Monday.

Thefinancingdeal,lineduptobuy
the 25% stake in Endesa owned by
Spanish conglomerate Acciona SA,
would enable Enel torunthe Spanish
utility onits own. Enel already spent
nearly €30 billion to buy a 67% stake
in Endesa in 2007, but it has jointly
run the company with Acciona.

Disagreements between Enel

and Acciona in their joint manage-
ment of Endesa indicate parting
would be better, analysts say.

The pool of Italian and Spanish
banks that are part of the financing
are Mediobanca SpA, UniCredit
SpA, Intesa Sanpaolo SpA, Banco
Santander SA, Banco Bilbao Vizcaya
Argentaria SA and La Caixa, the peo-
ple familiar with the matter said.

Aspartofthe2007 dealtoacquire
Endesa, Enel granted Acciona a put
option that could force the Italian
utilityasofnextyeartobuyAcciona’s
stake in Endesa, in a deal valued at
about €11 billion. Since that deal, Ac-
ciona has come under pressure to
raise cash to pay down debts result-

ing from the acquisition. By entering
talks with Acciona now, Enel may be
able to acquire the stake at more fa-
vorable terms.

Enel is also interested in buying
out Acciona so it can run Endesa
more efficiently, one of the people
familiar with the matter said.

The person cautioned that cer-
tain conditions still had to be met in
order for the sale to go through. A
key question of the deal is how Ende-
sa’s renewable assets are valued.The
transaction would include selling the
renewable assets to Acciona in order
to reduce the cash burden for Enel.

—Sabrina Cohen
contributed to this article.

Finnish paper companies make job cuts

BY GUSTAV SANDSTROM

Two Finnish companies revealed
a big round of layoffs Monday as the

global downturn hits the paper in-
dustry and other sectors.

Blaming falling demand, engi-
neering company Metso Corp. said
it may cut up to 2,700 jobs from its
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work force of 28,000, while paper
and wood producer Stora Enso Oyj
announced plans to temporarily
cut 5,000 jobs, or up to 45% of its
work force.

Metso, which supplies technol-
ogy for the mining, power genera-
tion and paper industries, said it
will start talks with staff about cut-
ting 900 to 1,200 jobs in its Finnish
units serving the paper industry. It
also plans to eliminate about 200
jobs and make up to 1,000 tempo-
rary layoffs at its Finnish Metso Min-
erals division.

Separately, Metso said it expects
to permanently lay off 39 people
and temporarily lay off a maximum

of 260 people at its fiber business in

Pori, Finland, and cut 45 jobs at its
paper business in Karlstad, Sweden.
The company took several steps, in-
cluding temporary layoffs and flexi-
ble working hours, last autumn to
combat weakening global markets.
“Unfortunately, in the current de-
mand environment these measures
have not proved sufficient,” it said
Monday.

Nordic paper and mining compa-
nies, including Sweden’s Boliden AB
and Finland’s UPM-Kymmene
Corp., have cut capacity and output
over the past year.

Stora Enso Monday said it will
curtail production in the first half of
2009 because of the declining de-
mand. The exact number of layoffs
and their duration will be deter-
mined as negotiations proceed, it
said.

—Ola Kinnander contributed to
this article.

BASF SE

Earnings outlook weakens
as market conditions sink

BASF SE said Monday that 2008
and 2009 earnings will be hurt by
difficult market conditions, which
have deteriorated more than the Ger-
man chemical company expected.
BASF didn’t put estimates on its
new outlook. In November the com-
pany abandoned its goal to match
the previous year’s earnings and
said it would temporarily shutter 80
plants around the world and curb or
stop production at others. The Lud-
wigshafen-based company, which
makes glues, paints and fertilizers
and produces oil and natural gas,
said it will attempt to compensate
for the lower demand wherever pos-
sible by using flexible-working-time
arrangements such as reduction of
overtime and holiday accounts.

Porsche SE

German sports-car maker Porsche
SEonMondaymadeamandatorytake-
over offer for Sweden’s Scania AB—a
moverequiredbylawafterittookindi-
rect control of the truck maker—but
made clear it was only going through
the motions and had no “strategic in-
terest.” Porsche said earlier this
month that Swedish law required it to
make an offer for Scania after it upped
itsholdinginVolkswagenAG,thecom-
pany’s biggest shareholder, to more
than 50%. The Stuttgart-based car
makerreiterated thatit “hasnostrate-
gicinterestin acquiring Scania shares
andistherefore offering only the mini-
mum prices required by law.” That
means it will offer 68.52 kronor
($8.37) for every Class A share and
67.10 kronor for every B share of the
truck maker, valuing the mandatory
bid at around 31.6 billion kronor.

UBS AG

UBS AG said it will buy American
International Group Inc.’s commod-
ity-index business, including the
rights to the Dow Jones-AIG Com-
modity Index. The Swiss bank said it
will pay $15 million on closing and
as much as $135 million more over
the next 18 months, depending on
performance. The purchase by UBS
comes as a surprise. It recently sold
assets to get out of the commodities
business. Last Friday, UBS an-
nounced the sale of various com-
modities operations to Barclays
PLC. Separately, according to slides
from a presentation by Chairman Pe-
ter Kurer, the bank’s priority is to
settle an inquiry by the U.S. Justice
Department over allegations of tax
evasion. The slides are the first indi-
cation given by UBS that it is seek-
ing a settlement, which is expected
by experts to result in a hefty fine.

Alitalia SpA

Aunionrepresenting flight atten-
dants, ground workers and pilots
staged the first strike against the
new Alitalia SpA on Monday, a week
after the privatized airline took off.
The four-hour strike by the SDL
union was called to protest hiring
policies at the new Italian carrier
and began at 10 a.m. local time. Alita-
lia said the strike caused the cancel-
lation of four flights. Wildcat pro-
tests at Rome and Milan airports
marred the launch of the new Alita-
lia last Tuesday, causing some de-
lays and cancellations, but Mon-
day’s was the first scheduled strike
at the new company. Alitalia’s 62
years as a state-run company ended
in bankruptcy. The new Alitalia is
owned by a group of Italian inves-
tors who have merged much of the
old carrier’s profitable assets with
the much smaller Air One SpA.

Philips Electronics NV

Philips Electronics NV said Mon-
day that it will write down the book
value ofits Lumiledslighting subsid-
iaryby €232 million ($308.3 million)
becauseofslowingdemandinthe au-
tomotive and consumer sectors. Af-
ter the impairment costs, the unit’s
book value will total €637 million,
Philips said. The value adjustment of
Lumileds is part of a larger write-
down plan Philips announced in De-
cember. Because of plummeting de-
mand, the company said last month
that it expects write-downs of about
€1.1 billion in the fourth quarter,
mainly related to its financial stakes
inflat-panel TV company LG Display
Co. and NXP BV, formerly Philips’s
semiconductordivision. The Amster-
dam-based maker of shavers, televi-
sions, lighting and high-end medical
equipmentreportsfourth-quarterre-
sults Jan. 26.

Veolia Environnement

French utility Veolia Environne-
ment said Monday that Thomas
Piquemal, a former banker at Lazard
Ltd., will succeed Senior Executive
Vice President Jérome Contamine as
executive vice president in charge of
finance. A Veolia spokeswoman said
his departure and Mr. Piquemal’s ap-
pointment were “absolutely not
linked” to the company’s results or
forecast. The news nevertheless hit
Veolia’s stock, which fell 9.9% Mon-
day in Paris trading. The spokes-
woman said the two executives
weren’t available to comment. UBS
analyst Per Lekander called the move
a surprise that the company didn’t
choose an internal candidate but a
banker at a time when a key chal-
lenge is to improve profitability and
organization rather than to do deals.

Grupo Ferrovial SA

Airport operator BAA Ltd. hasre-
ceived five or six bids for London’s
Gatwick Airport, a person familiar
with the situation told Dow Jones
Newswires Monday. BAA, a unit of
Grupo Ferrovial SA of Spain,
launched the sale in September. Bid-
ders include Gatwick Future Partner-
ship, which comprises Alternative
Investments, Deutsche Bank AG’s al-
ternative-investment-management
arm, and Australia’s Babcock &
Brown, people familiar with the mat-
ter said. Global Infrastructure Part-
ners, a joint venture between Gen-
eral Electric Co. and Credit Suisse
Group, on Monday said it is bidding
for Gatwick. GIP owns London City
Airport. Germany-based Hochtief
AG, the owner of Budapest Airport,
also said it submitted a bid.

Hankook Tire Manufacturing

South Korea’s Hankook Tire
Manufacturing Co. is targeting an
operating profit of 195.2 billion won
($140 million) for this year, down
23% from a year earlier, amid the glo-
bal downturn. “The one-fifth operat-
ing profit target cut is mainly be-
cause we have reflected [last year’s]
high raw-materials prices in the
2009 business plans,” a company
spokesman said on Monday. “Slow-
ing tire demand from car makers
was another factor.” The country’s
largest tire maker by sales said it
aims for 2.695 trillion won in
sales—a 1.9% year-to-year rise—
and 136.5 billion won in pretax
profit, up 85% from the previous
year. Despite slowing demand, the
company continued to pass on
higher raw material prices onto sell-
ing prices, analysts said.

—Compiled from staff
and wire service reports.
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Obama has chance to shape U.S. courts

Vacancies of appellate judges, makeup in Congress should give new president sway over how laws will be interpreted

By ASHBY JONES

U.S. President-elect Barack
Obama is expected to have a speedy
and significant impact on a number
of federal courts of appeal, with the
potential to lessen the conservative
influence that several of these
courts now wield.

Given significant vacancies in
some the nation’s 13 federal appel-
late courts, Mr. Obama’s appoint-
ments may shape the ways laws are
interpreted across the country. “He
really has an enormous opportu-
nity,” said Carl Tobias, a law profes-
sor at the University of Richmond in
Virginia and expert on the federal ju-
diciary. “At least initially, I don’t see
him having much trouble getting his
seats filled.”

Because the U.S. Supreme Court
accepts only a small percentage of
the cases requested, federal appel-
late judges serve as the arbiters of
last resort for the vast majority of
federal lawsuits, and therefore argu-
ably have as much effect on federal
law. From March 2007 through
March 2008, for instance, federal ap-
pellate courts effectively ended
more than 60,000 cases. “Few of
Obama’s actions will have as much
significance or lasting impact as his
appointments to the courts of ap-
peals,” said Nan Aron, the president
of Alliance for Justice, aleft-leaning
association of public-interest and
civil-rights groups.

In the short term, court watch-
ers have their eyes set on the Fourth
Circuit, which hears appeals from
federal trial courts in Maryland, Vir-
ginia, West Virginia, North Carolina
and South Carolina. In the 1990s,
the court developed a reputation as
one of the nation’s most conserva-
tive circuit courts. In a 1999 deci-
sion, for example, the court ruled

Bench Warming | President Obama could give the federal judiciary a more liberal tilt by filling a number
of vacancies in the U.S. Courts of Appeals. Below are the U.S. regional circuits:
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that the protections conferred by
Miranda warnings—the act of read-
ing suspects their “rights” upon ar-
rest—weren’t constitutionally re-
quired. (The decision was over-
turned by the U.S. Supreme Court
the following year.)

The complexion of the Fourth Cir-
cuit has changed in recent years
with some notable departures, in-
cluding that of J. Michael Luttig,
who left the bench in 2006 to be-
come the general counsel of Boeing
Co., and fellow conservative William
Walter Wilkins, who retired last
year. Currently, the court consists of
six Republican-appointed judges
and five appointed by Democrats, as
well as four vacancies. “Under Mr.
Obama, the Fourth Circuit really
could become a Democratic court,”
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said Russell Wheeler, a visiting fel-
low at the Brookings Institution and
expert on judicial appointments.

Mr. Obama also will face two va-
cancies in each of the following: the
Ninth Circuit, which covers much of
the western U.S.; the Third Circuit,
which hears federal appeals from
Pennsylvania, New Jersey and Dela-
ware; and the District of Columbia
Circuit, which makes much of the
law concerning the nation’s regula-
tory agencies.

During their eight years in office,
Presidents Bill Clinton and George
W. Bush installed 66 and 60 federal
appellate judges, respectively.
Court watchers argue that Mr. Clin-
ton had a greater impact on the ap-
pellate courts because more of his
appointments replaced appointees
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made by presidents from the oppos-
ing party.

Mr. Obama will face roughly a
quarter of those numbers in vacan-
cies—16—by the end of his first
year. But he could pick up more if
Congress passes a law providing for
an additional 14 appellate judges.
The law stalled in Congress last
year, but Mr. Wheeler and others
suspect that given the current
makeup in Congress, the law could
pass early within Mr. Obama’s first
term. “It seems a safe assumption
that the new Congress will do what-
ever it takes to create new judge-
ships,” he said.

The Democrats’ majority in the
Senate makes it likely that Mr.
Obama will be able to get his picks
confirmed, court watchers say. Yet

Republicans still have weapons at
their disposal. A unified vote of all
41 Republican Senators would be
enough to filibuster any given nomi-
nation. There is also the “blue slip
policy,” which effectively allows a
senator to block the appointment of
a judge from his or her state.

And Republicans can always
mount a public-relations campaign
against a nominee who particularly
galls them. While it might not be
enough to sink a candidate, such a
strategy might influence picks down
the road. “It’s important for the Re-
publicans to make clear they’re re-
viewing the nominees carefully,” said
Ed Whelan, the president of the Eth-
ics and Public Policy Center, a right-
leaning think tank in Washington.

In October, while on the cam-
paign trail, Mr. Obama hinted that
he would appoint judges who have
“the heart, the empathy...to under-
stand what it’s like to be poor, or Af-
rican-American, or gay, or disabled,
or old.” Apart from this, he has
given little indication of his inten-
tion concerning judicial appoint-
ments. “We just don’t know much at
all,” said Ms. Aron. The Obama tran-
sition team didn’t return calls seek-
ing comment.

But the dearth of information
hasn’t stopped speculation. Some
view the tenor of his cabinet ap-
pointments as a sign that he is likely
to nominate moderate candidates.
Others, however, think Mr. Obama
might use judicial appointments to
placate his base on the left. “That
makes some sense to me,” said
Arthur Hellman, a professor at the
University of Pittsburgh Law School
and expert on the federal judiciary.
“He can do something important for
the left wing without it costing him
a lot; most people just don’t follow
judicial nominations that closely.”

World court provides test for U.S. on arrests of foreigners

By JESS BRAVIN

A United Nations court handed
the incoming Obama administra-
tion a diplomatic challenge when it
reiterated its 2004 ruling that the
U.S. must provide new hearings for
nearly 50 Mexicans sent to Ameri-
can death rows without receiving
consular access.

The International Court of Jus-
tice Monday unanimously found that
the U.S. had violated the Hague tribu-
nal’s July order to stay the execution
of José Medellin, a Mexican con-
victed in Texas of murder. The court
had called for additional judicial
hearings to be held to weigh whether
he was entitled to anew trial or other
relief because local police failed to
provide him consular access after ar-
rest, as required by a 1963 treaty.

Texas authorities, asserting they
weren’t bound by the world-court
opinion, executed Mr. Medellin in
August.

The ruling highlights a perennial
irritant between Washington and
foreign governments that President-
elect Barack Obama will have to ad-
dress after taking office Tuesday:
the spotty compliance by U.S. state
and local authorities with the Vi-
enna Convention on Consular Rela-
tions, which provides that arrested
aliens have access to diplomats

from their home country and which
the U.S. ratified in 1969.

The U.S. insists that foreign coun-
tries afford Vienna Convention privi-
leges to Americans in trouble over-
seas. But both the Clinton and Bush
administrations had argued that they
were powerless to force states to com-
ply with the treaty, when it came to
the latter’s handling of foreign nation-
als. Under an annex to the treaty, the
U.S. agreed to let the world court re-
solve disputes over the interpreta-
tion of the Vienna Convention.

The International Court of Jus-
tice, the U.N.s principal judicial
body, hears disputes between gov-
ernments. Its decisions can be en-
forced only by a vote of the Security
Council, however, where the U.S.
holds a veto.

The controversy “makes the U.S.
look like it’s putting itself above the
law,” said Diana Shelton, an interna-
tional law professor at George Wash-
ington University. “And it’s also put-
ting U.S. nationals at risk” when
they travel abroad, she said, be-
cause foreign governments can cite
U.S. noncompliance should they
deny consular access to Americans.

Spokesmen for Mr. Obama
couldn’t be reached for comment.

Frustrated by their nationals be-
ing jailed without consular access,
foreign governments have increas-

ingly turned to The Hague to pres-
sure Washington to comply. After
Paraguay and Germany won world-
court cases against the U.S., Mexico
in 2003 asked the Hague tribunal to
find the U.S. in breach and vacate
the death sentences of dozens of
Mexican nationals in several states.

In a 2004 opinion, the court

Mexico sought to
have the U.S. death
sentences of its
nationals commuted.

stopped short of Mexico’s request
but directed the U.S. to conduct addi-
tional judicial hearings to see
whether the inmates were entitled
to new trials or other relief.

The decision sparked a battle
early in President George W. Bush’s
second term between hard-liners
who considered international law
largely irrelevant and moderates con-
cerned that perceptions that the
Bush administration was ignoring
Washington’s international obliga-
tions would undercut U.S. diplomacy.

Mr. Bush accepted Secretary of
State Condoleezza Rice’s advice to di-

rect states to comply with the world-
court opinion. But at then-Attorney
General Alberto Gonzales’s urging,
Mr. Bush overruled State Depart-
ment officials and withdrew from the
treaty annex giving the world court
jurisdiction over Vienna Convention
disputes, a person familiar with the
discussions said. That prevented fu-
ture cases from reaching The Hague.

Oklahoma’s governor, noting the
diplomatic implications, in 2004
complied with the world-court rul-
ing by commuting an affected in-
mate’s death sentence to life without
parole. But Texas argued that neither
the world court nor the president
could override the decisions of its
state courts. Mr. Bush, on the advice
of Ms. Rice, attempted to comply
with the world court’s decision by
seeking to spare Mr. Medellin from
his home state’s death chamber.

In March, the U.S. Supreme Court
ruled that Mr. Bush lacked authority
to intervene in state criminal pro-
ceedings. The 6-3 decision acknowl-
edged Washington’s Vienna Conven-
tion obligations, but said the conven-
tion, like certain other treaties, isn’t
enforceable in American courts with-
out additional legislation by Con-
gress. The justices rejected the Bush
administration’s argument that the
president, as part of his foreign-pol-
icy responsibilities, could force

states to set aside rulings of their
state courts. In an election year, law-
makers showed little enthusiasm
for legislation that at the behest of a
U.N. court would spare the lives of
aliens convicted of murder.

In its Monday ruling, the world
court noted that the Bush adminis-
tration had taken efforts to comply
with the ruling, albeit unsuccess-
fully. John Bellinger, the departing
administration’s chief State Depart-
ment lawyer, attended the Monday
session at the world court.

“It’s underappreciated in the in-
ternational community and among
those who believe this [Bush] admin-
istration is not committed to inter-
national law, just how hard we
worked to comply with the ICJ’s rul-
ing,” Mr. Bellinger said. With the is-
sue unresolved, “it will be an early
international law challenge for the
new administration to comply with
our obligation.”

Donald Donovan, a New York at-
torney who represents Mexico in
the case, said, “We are confident
that President-elect Obama’s admin-
istration and the new Congress will
act together to reassure the world
of our nation’s commitment to the
rule of law. We now have a tremen-
dous opportunity to demonstrate to
the international community that
the United States keeps its word.”



10 TUESDAY, JANUARY 20, 2009

THE WALL STREET JOURNAL.

ECONOMY &3 POLITICS

Russia, Ukraine sign dea

EU says it won’t say
the crisis is over
until the gas arrives

By ALAN CULLISON

MOSCOW—Smarting from diplo-
matic pressure and their own crum-
bling economies, Russia and Ukraine
signed an agreement Monday that
they said will restore gas shipments
to Europe and make cut-offs to their
customers a problem of the past.

Western capitals remained wary,
despite the fanfare of the signing
ceremony in Moscow. The European
Union, vexed by the failure of previ-
ous gas transit deals in the past two
weeks, testily called Monday for a
timetable for deliveries and said it
won’t consider the crisis over until
its monitors register gas arriving at
the bloc’s borders.

Ukraine’s prime minister, Yulia
Tymoshenko, said shipments would
resume “in a matter of hours,” but
officials have said it could take a day
or two for the gas to travel hundreds
of kilometers through Ukrainian
pipelines to Eastern Europe.

The signing ceremony in Moscow
ends a two-week standoff between
Russia and Ukraine that badly dented
the reputation of both countries as
energy suppliers and plunged several
European countries into the cold.
Both blamed the other for holding up
gas supplies while they argued over
terms of the deal. Europe gets about
20% of its natural gas from Russia,
with about 80% of that flowing
through Ukrainian pipelines, and the
cut-off hit hard some countries, such
as Bulgaria and Slovakia, that rely al-
most entirely on Russia for gas.

Russian Prime Minister Vladimir
Putin said that the 10-year agreement
signed Monday would prevent a re-
peat of the annual disputes over
terms that have become a year-end
ritual. Mr. Putin and Ms. Tymoshenko
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Russian Prime Minister Vladimir Putin, right, and Ukrainian counterpart Yulia
Tymoshenko, left, at the gas-agreement signing ceremony in Moscow on Monday.

said the deal would also put an end to
the practice of using scandal-tainted
intermediaries in the gas trade,
which both accused the other of us-
ing for private profit. Mr. Putin said
the new agreement on gas transit
would be “absolutely transparent.”
Ms. Tymoshenko was optimistic.
“We have created an absolutely objec-
tive basis for gas prices and transit
fees,” she said. “This allows us to be-
lieve there will be no more debates,
no more crises at the end of the year.”
A gas agreement has been compli-
cated by tense relations between Rus-
sia and Ukraine since the Orange Rev-
olution of 2004 and by infighting
within the Ukrainian government.
Russiahas accused Ukraine of siphon-
ing off some of its gas exports
through Ukraine, and Ms. Tymosh-
enko has been fighting with Ukrai-
nian President Viktor Yushchenko in
the run-up to presidential elections.
Under terms of the agreement,
both Russia and Ukraine can claim to
have won some concessions from
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each other. Ukraine will buy Russian
gas at a 20% discount to European
market prices in 2009, while Kiev
agreed to retain preferential transit
fees for Russia this year. Both sides
said they will pay market prices be-
ginning in 2010. Neither side re-
leased actual prices, however.

The agreement came as both coun-
tries’ economies show fresh signs of
buckling under the strain of the finan-
cial crisis. Ukraine’s currency has
shed halfits value against the dollar in
the past three months, and analysts
warn of an Iceland-style meltdown.

Russia, which like Ukraine relies
heavily on energy and metals ex-
ports, has likewise been struggling
with a slide in the ruble and a col-
lapse in export revenues. On Mon-
day Mr. Putin ordered that the 2009
budget be reworked at half the origi-
nally planned price for oil, Russia’s
chief export. The budget had
counted on a price of $91, and that
should be adjusted to $41, he said.

In Hong Kong on Monday, Finance
Minister Alexei Kudrin warned the
once-hot economy is likely to stag-
nate, even as inflation remains high.

Malaysian leader dealt
setback as economy dips

By JAMES HOOKWAY

KUALA LUMPUR—Malaysia’s rul-
ing coalition lost a key parliament
by-election on Saturday, underscor-
ing the dangers faced by incumbent
governments in Southeast Asia as
their export-dependent economies
begin to absorb the full impact of
the global slowdown.

The vote in Kuala Terengganu, a
predominately Muslim city, dealt a
setback to Deputy Prime Minister
Najib Abdul Razak, who is expected
to take over as the country’s leader
in March. Mr. Najib had orches-
trated a high-profile campaign on
behalf the government’s candidate,
hoping to demonstrate his
clout with a victory.

Instead, the opposition
coalition showed it still
commands considerable
voter support after unex-
pectedly strong gains in a
national  parliamentary
election last March.

Parti Islam Se-Malaysia,
or PAS—part of the
strengthening opposition
alliance—took 51% of the
votes cast, as ethnic Malay
and ethnic Chinese voters
switched support from the National
Front to the Muslim party.

Incumbent governments else-
where in the region are under pres-
sure. In Thailand, Prime Minister Ab-
hisit Vejjajiva’s shaky new coalition
government, which was formed in
December, must now struggle with
an economy on the brink of reces-
sion as opposition parties loyal to
former Prime Minister Thaksin Shi-
nawatra try to destabilize it.

In the Philippines, where elec-
tions are due in 2010, prospective
presidential candidates are already
distancing themselves from Presi-
dent Gloria Macapagal Arroyo. Polit-
ical analysts there say her deputy,
Vice-President Noli De Castro, is
likely to run as an independent
rather than representing Ms. Ar-

royo’s party.

Najib Abdul
Razak

The Malaysian economy is also
in trouble. The government says
gross domestic product could grow
3% this year, but many private sec-
tor economists are less optimistic.
Citigroup Global Markets says GDP
is likely to expand just 0.5% in 2009.
Demand for Malaysia’s biggest man-
ufactured export, electronics com-
ponents, is slumping and prices
have fallen sharply for oil, natural
gas and palm oil, the country’s big-
gest commodity exports.

At the same time, race-based pol-
itics continue to play a pivotal role
in this country of 27 million people.
Since independence from Britain in
1957, many of Malaysia’s ethnic Chi-
nese and Indians—who col-
lectively make up more
than 30% of the population—
have mostly lent their sup-
port to the National Front
coalition led by the United
Malays National Organiza-
tion, the dominant party of
the country’s Muslim eth-
nic Malays.

But as the economy
slows, many non-Malay vot-
ers are tiring of a decades-
old affirmative action pol-
icy designed to help the ma-
jority ethnic Malay population
catch up economically with the gen-
erally wealthier ethnic Chinese com-
munity.

“Chinese voters are now giving
up on the government. They’ve had
enough,” says James Chin, a politi-
cal science professor at the Malay-
sia campus of Australia’s Monash
University.

Mr. Najib, 55 years old, is ex-
pected to take over as premier in
March after he formally wins elec-
tion as UMNO party president, a
post for which he is running unop-
posed. After Saturday’s defeat, Mr.
Najib tried to play down the impor-
tance of the election loss for the gov-
ernment. “Of course, this is a set-
back for us,” he told reporters, but
added that “We will not be disheart-
ened by the result.”

Rights lawyer

BY ANDREW OSBORN

MOSCOW—Human-rights law-
yer Stanislav Markelov told report-
ers Monday he will use all legal
means to overturn the early release
of the most senior Russian military
officer ever convicted of war crimes
in Chechnya. After walking out of the
news conference, he was shot dead.
A journalist with him was also killed.

Mr. Markelov’s murder on a
downtown Moscow street drew
comparisons to the 2006 slaying of
investigative journalist Anna Politk-
ovskaya and threatens to stir anti-
Kremlin sentiment in Chechnya,
where Russia fought two military
campaigns in a decade to quell sepa-
ratist sentiment.

Mr. Markelov, 34 years old, repre-
sented the family of an 18-year-old
Chechen girl, Elza Kungayeva, who
was strangled to death in 2000 by
Col. Yuri Budanov. Mr. Budanov was
found guilty of the murder in 2003
and sentenced to 10 years in prison,
including time served. The former
colonel, who was stripped of his
rank, was released for good behav-
ior Thursday, 1'% years early.

After Ms. Kungayeva’s murder, Mr.
Budanov swiftly became a symbol to

shot dead on Moscow street

Chechens of Russian military brutal-
ity. Convicting him and making sure
he served his full term became a mat-
ter of honor for Chechnya’s pro-Krem-
lin leadership and tangible proof of
the limited justice Russia grudgingly
meted out to its own army.

Russian nationalists and many
fellow servicemen saw Mr. Budanov
as a hero who was unfairly perse-
cuted for a crime committed in a
war against a people guilty of simi-
lar atrocities against Russians. Mr.
Budanov had said he thought the
18-year-old girl was a rebel sniper
and that he killed her in a moment of
insane rage.

Mr. Markelov had blocked Mr.
Budanov’s early release before. He
said Monday Mr. Budanov had been
let go illegally, before an appeal he
had lodged had been considered. He
said he would challenge the release
and appeal to an international court
if necessary.

Police and witnesses told state
TV a masked gunman approached
Mr. Markelov from behind and shot
him at point-blank range in the back
of the head. He died on the spot. A
freelance journalist, Anastasia Babu-
rova, was walking beside him and, ac-
cording to some accounts, tried to

detain the gunman. She was shot in
the head and taken to a Moscow hos-
pital, where she later died of her
wounds.

Investigators said they were con-
sidering several scenarios, includ-
ing the possibility Mr. Markelov was
killed in relation to his professional
activities. A lawyer for Mr. Budanov,
Alexei Dulimov, told a Russian radio
station his client had nothing to do
with the murders of Mr. Markelov
and Ms. Baburova.

Oleg Orlov, of human-rights group
Memorial, said Mr. Markelov had
been involved in many dangerous le-
gal cases and had “many enemies.”

Mr. Orlov said the killing in
broad daylight spoke poorly of the
government. “Anyone who fights
for the truth here puts themselves
in danger,” he said. “This shows the
government doesn’t want to defend
people who protect human rights.”

Analysts said the murder could un-
dermine stability in Chechnya, which
has been brought under control by
pro-Kremlin strongman Ramzan
Kadyrov. Thousands took to the
streets there in December to protest
the prospect of Mr. Budanov’s early re-
lease. Mr. Kadyrov has since criticized
the decision to grant him parole.





