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What’s News—

Business &3 Finance

Treasury’s Geithner discussed
a plan with Fed Chairman Ber-
nanke and other top U.S. officials
this week that carves certain as-
sets out of the banking system
while offering partial guarantees
on other bad loans held on banks’
balance sheets. The idea is one of
several being contemplated. Page 1

M Ford registered a quarterly
loss of $5.9 billion and said it
will draw on a credit line to bol-
ster its cash position. Page 32

H European business morale
fell to a 24-year low in Janu-
ary, and unemployment jumped
in Germany. Page 2

H Soros’s comments sent the
euro lower. He said that unless
the EU pushes for a global pact
on soured assets, the currency
may not survive. Page 20

M Shell will raise spending
and its dividend despite a
steep slide in oil prices. Page 3

M Raytheon’s defense division
reported a 10% rise in sales amid
growth in U.S. Army programs.
L-3’s net rose 29%. Page 4

B Law firm Linklaters will cut
100 to 120 nonpartner attor-
neys and paralegals as demand
for legal work falls. Page 4

Ml AstraZeneca said fourth-quar-
ter profit fell 1.4% and disclosed
that it plans to cut 7,400 more

jobs world-wide by 2013. Page 4

M U.S. stocks slumped as un-
ease about the economy
weighed on energy and indus-
trial shares. European bank
and airline stocks fell. Page 20

H U.S. companies kept cutting
jobs and reducing investment,
as durable-goods orders fell
2.6% and 588,000 people made
new jobless claims. Page 12

M Xstrata detailed a $5.9 bil-
lion rights offering and un-
veiled a deal to buy Colombian
coal operations from its major
investor. Page 19

B Hennes & Mauritz intends to
expand despite the economic

downturn’s effect on even its less
expensive clothing stores. Page 4

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 8149.01 -226.44 -2.70
Nasdaq 1507.84 -50.50 -3.24
DJ Stoxx 600  190.79 -3.53 -1.82
FTSE 100 4190.11 -105.09 -2.45
DAX 4428.11 -90.61 -2.01
CAC 40 3009.75 -66.26 -2.15
Euro $1.3078 -0.0168 -1.27
Nymex crude  $41.44 -0.72 -1.71

Money & Investing > Page 19

World-Wide

The U.S. Senate girded for ac-
tion on Obama’s economic-re-
covery package, as prospects
rose that at least some Senate
Republicans would support the
new spending and tax cuts. Top
Senate Republicans are raising
doubts about the Senate version
of the package, which is ap-
proaching $900 billion. Page 3

W The U.N.’s ElBaradei detailed
measures the new U.S. adminis-
tration should take to halt Iran’s
nuclear-weapons program, de-
scribing previous U.S. efforts
as “a total failure.” Page 10

B The new U.S. envoy for the
Middle East said the Western-
backed Palestinian government
must play a crucial role in ce-
menting the shaky Gaza truce.
M The U.N. began an emergency
appeal for $613 million to help
Palestinians recover from Isra-
el’s military operations in Gaza.

M Georgia’s opposition parties
issued a joint declaration accus-
ing Saakashvili of leading the
country to catastrophe and de-
manding his resignation.

M Iraq plans to force Blackwa-
ter Worldwide to exit the coun-
try, which could shift the for-

tunes of the private security in-
dustry and push the U.S. to find
alternative contractors. Page 13

M A military judge at Guantan-
amo rejected a request by the
U.S. government to suspend a
hearing for the alleged master-
mind of the USS Cole bombing.

M Illinois Gov. Blagojevich told
his impeachment trial that he
shouldn’t be removed because of
unproven criminal charges and
complaints about his conduct.

M Prime Minister Wen said
China can’t be blamed for fluc-
tuations in currency markets,
an apparent response to pres-
sure from the U.S. Page 11

B Zimbabwe scrapped foreign
currency controls to allow busi-
ness to be done in U.S. dollars

and other currencies, admitting
defeat in a fight against inflation.

M Afghanistan delayed its pres-
idential election by four months
to Aug. 20 to give international
forces time to bolster security.

W Somali pirates hijacked a Ger-
man gas tanker and its 13 crew
in the Gulf of Aden, the third ship
captured in the area in January.

EDITORIALEOPINION
Strikeout

French walkouts to protest job
cuts will hurt the economy.
Review & Outlook. Page 14
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U.S. weighs a new plan
to bail out ailing banks

Government entity
may buy some assets
and guarantee others

By DAMIAN PALETTA
AND DEBORAH SOLOMON

WASHINGTON—U.S. Treasury
Secretary Timothy Geithner dis-
cussed a plan with Federal Reserve
Chairman Ben Bernanke and other
top U.S. officials this week that
carves certain assets out of the bank-
ing system while offering partial
guarantees on other bad loans held
on banks’ balance sheets.

Such a design attempts to get at

one of the central conundrums fac-
ing policy makers: how to rid banks
of some bad loans without causing
them to write down the value of
other assets. By buying assets that
already are marked down heavily
and insuring those that aren’t, pol-
icy makers could try and sidestep
this issue.

The idea is one of just several be-
ing contemplated by government of-
ficials, and it appears to be a hybrid
between several ideas under consid-
eration for the past month. Govern-
ment officials stressed that conver-
sations still are fluid and that much
could change, though many people
expect a decision by next week.

The announcement is expected
to be coupled with a broad program

aimed at preventing foreclosures.

Mr. Geithner discussed the latest
idea Wednesday afternoon at a
meeting with Mr. Bernanke, Federal
Deposit Insurance Corp. Chairman
Sheila Bair, and Comptroller of the
Currency John Dugan, according to
people familiar with the matter. He
met with his staff throughout the
day Thursday and met with Presi-
dent Barack Obama in the after-
noon, part of a weekly series of meet-
ings on the economy.

The newest idea would set up a
“bad bank,” possibly run by the
FDIC, which would buy certain as-
sets that banks already held for sale,
perhaps in their trading books. Be-
cause these assets are already

Please turn to page 11

Masked crusaders

European capitalism gets a halo

BY JOELLEN PERRY

DAVOS, Switzerland—One day af-
ter Chinese and Russian leaders fin-
gered a free-wheeling U.S. financial
system as the source of the global
economic crisis, Europeans here are
taking comfort in what they see as
their kinder, gentler version of capi-
talism.

“In Europe, we have a social-mar-
ket economy,” said European Com-
mission President José Manuel Bar-
roso in an interview. “We have uni-
versal health care, a more generous
system of social security, a general
principle of almost free university
education. And we want to keep
that.”

For years, Europe’s more-regu-
lated model of capitalism has been
maligned by some economists as a

DAV%&S

WORLD ECONOMIC FORUM
B IMF is finalizing a $100 billion

loan from Japan....c...cecevunerreennnnne 8
H U.N. official calls U.S. policies
on nuclear Iran a failure ............ 10

B Continuing live Davos coverage
.......................... ‘WSJ.com/Davos

study in second-rate market eco-
nomics. Now, as world leaders seek
a way out of the crisis—and aim to
avoid repeating it—U.S.-style capi-
talism is under siege and the Euro-
pean model is getting another look.

America may be stealing a
glance across the Atlantic. As the
U.S. Senate gears up for next week’s

debate on its version of the $819 bil-
lion economic-stimulus package
that the House passed Wednesday,
Mr. Barroso said, “President Obama
is moving toward a European-style
model.” Mr. Barroso, who runs the
executive arm of the 27-nation Euro-
pean Union, cited the new adminis-
tration’s aim to boost health-care
coverage, access to student loans
and public-infrastructure spending
as examples of the U.S’s emerging
European tilt.

After Wednesday’s stinging sug-
gestions from the Chinese and Rus-
sian leaders that the world might
benefit from less reliance on the dol-
lar, many Davos attendees said the
crisis had dented the U.S.’s reputa-
tion. Few predicted the crisis would
cost the greenback its status as the

Please turn to page 11
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Business morale in euro zone plummets

Job cuts, slow output
and slump in lending

feed the 24-year low

By PAuL HANNON

Job cuts and reduced activity at
euro-zone businesses helped to
send business morale to a 24-year
low this month, according to Euro-
pean Commission surveys. Euro-
pean business confidence is slump-
ing, while unemployment is rising
sharply in Germany.

Adding to concerns, other fig-
ures released Thursday showed
that banks cut their lending to busi-
nesses in December. This was the
first fall since records began in
1991, although banks have been cut-
ting lending to households since
October.

The low morale and slow credit
flows suggest economic growth
will slow drastically in coming
months, giving the European Cen-
tral Bank fresh cause to consider
another cut inits key interest rate.

The overall economic senti-
ment of the euro zone in January

International Investor

Widening rift
Chinese frustration about

the U.S. financial system
mounts > Page 24

fell to an index reading of 68.9
from 70.4 in December, bringing
the measure to its lowest level
since the commission began its sen-
timent survey in 1985. National
measures hit a record low in Bel-
gium, Germany, Italy, the Nether-
lands, Austria, Portugal, Slovakia
and Slovenia.

As orders shrink, euro-zone fac-
tories have boosted their spare ca-
pacity to the highest levels since
the survey began in January 1990,
and businesses are increasingly
opting to cut their payrolls.

In January, German businesses
chose to cut jobs in a big way, swell-
ing the numbers of unemployed in
the euro zone’s largest economy
by 56,000, the German govern-
ment labor office reported Thurs-
day. That total was above the
33,000 who lost their jobs in De-
cember.

“Recession has finally arrived
on the German labor market,” said
Martin Lueck, an economist at
UBS. “We ... expect unemployment
to go up sharply in 2009 and fore-
cast the jobless rate to stand at 9%
at year end.” The unemployment
rate rose to 7.8% from 7.7% in De-
cember.

Manufacturers and service pro-
viders in the euro zone told the
commission in its survey they in-
tend to cut payrolls in the coming
months.

The Central Bank of Ireland
said it expects Ireland’s jobless
rate to jump to 9.4% in this year,
from 6.2% in 2008, as gross domes-
tic product contracts by 4% in
2009, a deeper recession than the
bank had previously estimated.

In a quarterly survey of manu-
facturers, the European Commis-
sion found that factories were run-
ning at 75.2% of capacity at the
start of the first quarter, down
from 81.6% at the start of the
fourth quarter.

“The output gap is widening at
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an alarming pace,” said Aurelio
Maccario, an economist at Uni-
Credit in Milan.

Confidence among banks and
other financial-services compa-
nies collapsed in December, with
the commission’s measure falling
to minus 22 from minus 9.

The European Central Bank’s
monthly figures for bank lending
in the currency area, also released
Thursday, explain why sentiment
fell so far.

As 2008 drew to a close, banks
were cutting back on lending to
both households and companies.

Lending to companies fell by
€15 billion ($19.7 billion), while
lending to households fell by €20
billion. Bank lending to the private
sector as a whole fell for the first
time since records began in 1991,
by €47 billion, or 0.4%.

“It has taken 16 months for the
financial-market crisis to have a
significant impact on banks’ abil-
ity to lend to the ... corporate sec-
tor,” said Daniele Antonucci, an
economist at Merrill Lynch.

Unsentimental journey

The euro zone’s indicator of business and consumer sentiment dropped
to 68.9 points in January, the lowest since records began in 1985

1985 90 95

Source: European Commission

“These numbers provide more evi-
dence that credit constraints are
becoming more severe.”

The euro-zone economy con-
tracted by 0.2% in both the second
and third quarters. Surveys and
economic indicators indicate that

the recession continued into the
fourth quarter.

The International Monetary
Fund on Wednesday forecast that
the euro-zone economy will con-
tract by 2% this year, with Germa-
ny’s economy shrinking by 2.5%.
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New stage for stimulus bill

Some Republicans
are likely to support
legislation in Senate

BY GREG HITT

WASHINGTON—The Democratic-
controlled Senate girded for action
next week on U.S. President Barack
Obama’s economic recovery pack-
age, as prospects rose that at least
some Senate Republicans would sup-
port the new spending and tax cuts.

Top Senate Republicans are rais-
ing doubts about the Senate version
of the package, which is approach-
ing $900 billion. “In a time of tril-
lion-dollar deficits, we cannot af-
ford Washington business-as-
usual,” Senate Minority Leader
Mitch McConnell (R., Ky.) said
Thursday. “Are these projects really
necessary? Will they stimulate the
economy? Should we ask the Ameri-
can people to foot the bill?”

Maine Sen. Olympia Snowe, who
holds a Republican seat on the tax-
writing Finance Committee, is emerg-
ing as a strong supporter. “We must
simply begin to restore confidence
among the American people in the fu-
ture of our economy,” she said in a
statement issued after she voted this

week for the tax-relief package dur-
ing Finance Committee action.

After Sen. Snowe, congressional
aides suggest four to six other Re-
publican senators could be poten-
tial supporters.

Not a single Republican voted
Wednesday for the House’s $819 bil-
lion package, which provides an array
of tax cuts and a heavy dose of new
spending, including investments in
everything from new roads and
bridges to an expansion of jobless ben-
efits and food assistance for the poor.

The vote reflected philosophical
differences over the role of govern-
ment in the private sector. But for

Partisan power

B Package passes in U.S. House,
but one side isn’t on board ........ 16

B Fast action on sweeping legisla-
tion comes at a cost ......cc.ceuueueee. 17

Republicans it was also an effort to
ensure Democrats have ownership
of the issue, forcing them to take the
blame if the plan fails and the econ-
omy continues to weaken.

In the wake of Wednesday’s
House vote, Mr. Obama himself sug-
gested the legislation could be re-
vised to bring on Republicans.

For example, Maine’s other Re-

publican senator, Susan Collins,
said she wants to work “with my col-
leagues on both sides of the aisle to
come up with a final stimulus pack-
age that will indeed jump-start our
economy.” But she worries that not
all of the proposed spending—an
aide points to a proposal research
on pandemic flu—is appropriate for
the stimulus package. “We need to
try and achieve the right balance,
the right size, and the right mix of
tax relief and spending proposals,”
Sen. Collins said. “Iam not at all cer-
tain that we have achieved these
goals in this bill.”

Sen. Arlen Specter (R., Pa.) said
he wants “to be helpful to the new
administration,” but he, too, wor-
ries about the spending, as well as
the rapid pace of action. The White
House wants approval by mid-Febru-
ary. “I have grave doubts that that’s
a wise course of action,” he said.

Senate debate on the package is
expected to begin Monday and
could take several days. Heading
into next week, Democrats have
eased tensions by setting the stage
for an open amendment process,
which will allow Republicans to of-
fer a number of alternatives. They
have also already made an effort to
reach out to Republicans, agreeing
to a proposal by Iowa Sen. Charles
Grassley (R., Iowa) that would hold
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President Barack Obama suggested that his proposed economic-recovery package
could be revised after House Republicans unanimously voted against it Wednesday.

millions of middle-income taxpay-
ers harmless from the alternative
minimum tax, a levy originally de-
signed to hit the wealthy.

Senate Majority Leader Harry
Reid (D., Nev.) predicted a number
of Republicans will eventually climb
on board by the time the bill makes
it through the Senate and negotia-
tions conclude on a final compro-
mise package. “It’s easy to sit back
and nitpick about ‘Why did they do
this, why did they put more here?’ ”
Mr. Reid said. “But we’ve done the

best we can, and we think it’s going
to be very good for the country.”
To raise pressure on senators, a
coalition backing the recovery pack-
age, which includes labor and envi-
ronmental groups, announced
Thursday it will air ads around the
country to encourage Republicans
“to support the Obama plan for jobs,
not the failed policies of the past.”
The ads will run in Maine, New
Hampshire, Iowa and Alaska.
—Naftali Bendavid
contributed to this article.

Despite low oil prices, Shell to boost dividend and spending

By Guy CHAZAN

LONDON—Amid deep gloom in
the oil patch, Royal Dutch Shell PLC
struck a discordantly bullish tone
Thursday, saying it was raising divi-
dends and capital spending this
year despite a steep slide in the oil
price and a weak global economy.

That cheered investors, who
have worried that some oil compa-
nies may be forced to cut their pay-
out if oil prices stay low for months
or years to come.

The move was in sharp contrast
to ConocoPhillips, which has been
hit much harder by the global slow-
down and said Wednesday it is cut-
ting staff and slashing its capital
budget. On Thursday, Chevron
Corp. said it would hold the line and
spend $22.8 billion on capital
projects in 2009, nearly identical to
its spending last year. The Califor-
nia-based company has warned its
profits would drop amid lower en-
ergy prices and refining margins. It
reports earnings on Friday.

Shell announced a net loss of
$2.81 billion in the fourth quarter,
largely as a result of lower oil
prices. It said its overall net profit
for 2008 was $26 billion. Shell’s net
profit on a current cost of supply ba-
sis—a measure that strips out
changes in the value of inventories
and is closely watched by investors—
stood at $4.79 billion, down 28%
from a year earlier. The results were
largely in line with analysts’ expecta-
tions.

With recession damping demand
for energy, the price of oil has fallen
by more than $100 a barrel since
last summer, badly denting Big Oil’s
revenues. Yet industry costs have re-
mained stubbornly high. Jeroen van
der Veer, Shell’s chief executive,
said that while crude was now back
to the same level it was trading at
five years ago, costs have doubled
since then. He said conditions in the
downstream part of the business—
refining, marketing and petrochemi-

cals—were as tough now as they
were in the early 2000s, when crude
was around $25 a barrel.

“That is a hard landing, and it
puts a lot of pressure on the indus-
try,” he said. Costs would come
down—they already had for on-
shore drilling rigs and steel—but
only after a lag of 12 to 18 months,
he added.

Yet despite the tough environ-
ment, Shell would stick to a policy of
paying “competitive and progres-
sive dividends” and making “signifi-
cant investments,” Mr. van der Veer
said. He announced a dividend of
$0.42 per share for the first quarter
of 2009, up 5% from a year earlier,
and said capital spending this year
would rise to between $31 billion
and $32 billion, compared with $30
billion in 2008.

While majors like Shell and
Conoco are continuing to spend,
however, many smaller producers
are slashing spending in the face of
tumbling revenues. Occidental Pe-
troleum Corp. on Thursday became
the latest independent oil company

Royal Dutch Shell
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to announce such a move, saying it
would reduce its capital budget by
25%, t0 $3.5 billion in 2009. The com-
pany said it is canceling some drill-
ing contracts, even when it needs to
pay termination fees.

But even as they cut spending,
smaller producers may enjoy an ad-
vantage over their giant counter-
parts in their ability to focus on
smaller but still profitable projects.
Occidental, the first large indepen-
dent producer to report fourth-quar-
ter earnings, said it earned $443 mil-
lion in the fourth quarter, down 69%
from a year earlier but a sharp con-
trast to the losses posted by Shell
and Conoco for the quarter. Revenue
for the quarter fell 27% to $4 billion.

“The coming months will be chal-
lenging for all companies in all in-
dustries,” Occidental Chief Execu-
tive Ray Irani told investors. But he
said, the company’s “low-risk, low-
leverage profile” would allow it to
remain strong.

Analysts welcomed Shell’s plan
on its dividend and spending, in
what they described as a clear sign
of the company’s confidence in the
business. They noted that Shell’s
strong balance sheet and healthy
cash flow meant it was better
placed than others to sustain its pay-
out, even in a low oil-price environ-

ment. “[It] sends an encouraging
sign of commitment to the market,”
wrote Peter Hutton of NCB in a note
to clients.

Although Shell said it would
spend more this year than last, it
has also postponed some decisions
on major investments in the hope
that costs may come down. These in-
clude Carmon Creek in Canada;
Mars B, an oil project in the Gulf of
Mexico; and the Pierce field in the
U.K. Last year, it also announced it
was putting off a decision to expand
its Athabasca oil sands develop-
ment in northern Canada.

Peter Voser, Shell’s chief finan-
cial officer, said it cost $38 a barrel
to produce oil in Canada’s oil sands,
with energy costs accounting for
around a fifth of that. With crude
now trading at around $40 a barrel,
that puts the economics of oil sands
under intense pressure, and several
oil sands operators have announced
delays or cancellations of big
projects.

—Russell Gold and Ben Casselman
contributed to this article.

Nationwide strike disrupts services in France

By DAVID GAUTHIER-VILLARS

PARIS—Striking labor unions
brought parts of France to a near
halt on Thursday, just months af-
ter President Nicolas Sarkozy de-
clared victory over the country’s
culture of frequent work stop-
pages.

A nationwide strike, led by pub-
lic-sector unions but joined by
some in the banking, automobile
and other industrial sectors,
closed schools and disrupted ser-
vices. Workers held marches in
most major cities, saying they
were protesting tough living condi-
tions, including low wages and
fear of losing their jobs. They also

had a variety of individual com-
plaints: Teachers wanted smaller
classes and transport workers
higher pay.

“I marched with 20,000 people
this morning,” Alain Cambi, a na-
tional delegate with the railway
union Sud Rail, said in a telephone
interview from a rally in Saint Eti-
enne, in southern France. “You’d
have to be quite deaf not to hear
people’s suffering.”

The strike, the biggest national
protest since Mr. Sarkozy took of-
fice, was also abattle over the pres-
ident’s attempts to change the
country. After Mr. Sarkozy was
elected in May 2007 on promises
to put France back to work, he in-

troduced the so-called minimum
service law: Some trains would run
during a transport strike
and children would be able
to spend the day at school
during a teachers’ strike. In
July, he smiled and told an
audience from his UMP
party that now, “when
there is a strike, no one no-
tices.”

Unions said Mr. Sarkozy
couldn’t claim that was the
case on Thursday.

Only one-third of re-
gional trains ran in the
Paris area, the Marseille subway
shut down and only half of long-dis-
tance trains circulated. In addi-

Nicolas Sarkozy

tion, about a third of short-haul
flights were canceled and many
schools were closed.

Ahead of the strike,
Mr. Sarkozy had said it
was “normal” that peo-
ple with grievances
would want to protest.
Late Thursday, the presi-
dent said in a statement
that he will meet union
delegates in February “to
agree on a program of re-
form to be conducted in
2009 and on the methods
to implement it.”

Labor unions said they will con-
fer next week to see whether to call
for another day of protest soon.
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Hennes is still set on expansion

Fashion retailer plans to forge ahead despite December sales that suffered from slump

BY CECILIE ROHWEDDER

Fashion retailer Hennes & Mau-
ritz AB aims to forge ahead with a
fast-paced global expansion, de-
spite December sales figures show-
ing that even its inexpensive cloth-
ing stores are getting hit by the eco-
nomic downturn.

The Swedish company, which op-
erates the H&M chain in the U.S. and
32 other countries, said Thursday
that sales in stores open at least a
year dropped 7% in December after
rising in the previous three months.
That dented investors’ hopes that
its relatively cheap offerings would
continue to benefit as cash-
strapped consumers change their
spending habits.

Nonetheless, H&M said it would
stick to its ambitious expansion
plans, signaling that it aims to stay
in a race with rival Inditex SA of
Spain, which operates the Zara
clothing chain, to be the world’s sec-
ond-largest clothing retailer after
Gap Inc. The company said it plans
to open 225 stores this year, includ-
ing its first branch in Beijing. The
move will add as many as 7,000 jobs
to the company’s work force of
68,000, at a time when other retail-
ers are slashing jobs and preparing
for a long and difficult downturn.

Investors sent H&M shares
down 2% in Sweden after the sales
announcement. The performance
was “a major surprise on the nega-
tive side,” said Christian Nagstrup,
an analyst with Jyske Bank in Den-
mark. H&M said it expects sales to
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Hennes & Mauritz said it plans to open 225 stores this year. Above, the company’s flagship store in New York.

grow 8% this month.

Both H&M and Inditex have man-
aged to defy the gloom in the retail
industry, in part because they built
up ample cash and took on little
debt during the good times.

Both also have withstood the
worsening economy better than
many midmarket and upscale retail-
ers because they appeal to style-con-
scious shoppers who frequently up-
date their look, and they have at-
tracted cash-conscious consumers

trading down from more expensive
stores.

Last fall, H&KM opened its first
stores in Tokyo, while Inditex set up
shop in Cairo.

Slowing sales, though, could
pose a challenge to H&M’s expan-
sion drive, analysts say. H&M’s De-
cember sales drop marks a turn for
the worse from the preceding quar-
ter.

In the three months through
Nov. 30, the company’s fourth quar-

ter, total sales rose 15% to 30.85 bil-
lion Swedish kronor ($3.83 billion),
from 26.84 billion kronor in the
same quarter a year ago.

Net profit for the quarter rose
9.4%, to 5.09 billion kronor from
4.65 billion kronor a year ago. For
its full fiscal year, H&M reported
net profit of 15.29 billion kronor, up
13% from 13.59 billion kronor in
2007.

—Ola Kinnander
contributed to this article.

Raytheon net drops, but battle unit is strong

BY KERRY E. GRACE

Raytheon Co.s fourth-quarter
net income fell 30% on a year-ear-
lier gain as the defense contractor
reported strength in its key technol-
0ogy segment.

Among the company’s special-
tiesis homeland security, which gov-
ernments usually consider essential
to their spending, even in an eco-
nomic downturn.

Raytheon posted net income of
$421 million, or $1.02 a share, down
from $598 million, or $1.37 a share,
a year earlier. Excluding pension
costsin the latest quarter and prior-
year gains, earnings from continu-
ing operations rose to $1.13 from
$1.02.

Revenue increased 1.5% to $6.09
billion from $6 billion. Analysts

polled by Thomson Reuters ex-
pected earnings of $1.11 on revenue
of $6.21 billion.

Raytheon’s integrated defense
systems division, which provides
technology for ground, sea and air
battle coordination, reported earn-
ingsup16%onal0%increaseinsales
due to growth in U.S. Army pro-
grams. Intelligence and information
systems division profits rose 2% on
flat revenue.

The company’s space and air-
borne systems segment, however,
saw profit fall 5.1% as sales slid 4.3%
due to lower volumes.

Total bookings were $8.53 bil-
lion, down 7.1%. The company’s back-
log increased 6.2% to $38.88 billion,
which Raytheon said was a record.

Raytheon,whichaffirmedits2009
outlook, last month entered into a

Steady ending
Raytheon’s quarterly net income
$16 b|II|0n ............................................

2007 08
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$3.3 billion contract with the United
Arab Emirates for U.S.-made Patriot
missilesaftermonths ofnegotiations.

Goldman Sachs said this month
that the Obama administration may
not be as bad for defense stocks as it
initially thought. The firm says it
sees President Barack Obama as un-
likely to cut defense programs and
jobs as the administration tries to
fight rising unemployment.

Many defense programs, such as
aerial tankers, fighters and ships, are
up for review as the administration
puts together the Pentagon budget,
according to U.S. Defense Secretary
Robert Gates. “The spigot of defense
spending that opened on 9/11is clos-
ing,” he said.

Separately, L-3 Communica-
tions, a defense-technology com-
pany, reported fourth-quarter net in-
come of $267 million, up 29% from
$207 million in the year-earlier
quarter.

Linklaters to cut 100-120 legal jobs as demand falls

By ASHBY JONES

The global recession continued
to hit large law firms on Thursday,
as Linklaters LLP, a firm with about
2,400 lawyers world-wide, an-
nounced it was eliminating between
100 and 120 nonpartner attorneys
and paralegals.

A spokeswoman for the firm con-
firmed that a number of partners
would also be leaving the firm, but
she declined to comment further.

Big law firms have been pum-
meled of late by the economic down-

turn, and many have resorted to lay-
offs, a step the industry largely
avoided in previous downturns. The
Linklaters cuts are among the larg-
est to date. “We are acting now tore-
duce our headcount in order to meet
anticipated demand,” said the
firm’s managing partner, Simon
Davies, in a prepared statement.
Linklaters has 26 offices across
the globe, but traces its roots to Lon-
don. It’s regarded one of the U.K.’s
five “Magic Circle” law firms, a
group considered to be among the
world’s most prestigious and power-

ful. Two other Magic Circle firms,
Clifford Chance LLP and Allen &
Overy LLP, have also cut lawyers in
recent months.

Tony Williams, a law-firm con-
sultant in London, says that the
dropoff in transactional work, such
as mergers and acquisitions, have
hit the London firms hard. “These
firms are billion-pound businesses
and have got big furnaces to keep
burning,” he says. “If the deal flow
drops, firms start to sputter.” Mr.
Williams said he thought the firms
were taking prudent steps in light of

what is gearing up to be a sluggish
2009.

Earlier this week, two U.S. firms
on the West Coast also announced
significant layoffs. Wilson Sonsini
Goodrich & Rosati laid off 45 law-
yers, and Morrison & Foerster LLP
cut 53 lawyers and 148 staff mem-
bers. “These decisions are exceed-
ingly painful, but necessary to as-
sure that we address the current
economic challenge from a position
of financial conservatism and
strength,” said a Morrison & Foer-
ster spokeswoman.

AstraZeneca pares
7400 positions
as sales flatten

By ELENA BERTON

LONDON—AstraZeneca PLC re-
ported a1.4% decline in fourth-quar-
ter net profit and unveiled plans to
cut a further 7,400 jobs world-wide
by 2013.

Chief Executive David Brennan
said AstraZeneca doesn’t plan a
merger or large acquisition, but
added that he does see opportuni-
ties for partnerships and collabora-
tions that would strengthen the
company’s pipeline.

Net profit declined to $1.25 bil-
lion in the latest quarter from $1.27
billion a year earlier, weighed down
by restructuring costs and impair-
ment charges. Sales rose slightly to
$8.19 billion from $8.17 billion, with
growth curbed by the strengthening
dollar. Stripping out currency fluctu-
ations, sales rose 4%.

AstraZeneca, the UK.’s second-
largest drug maker by sales after
GlaxoSmithKline PLC, said it now
aims to cut a total of 15,000 jobs by
2013, or more than 20% of its work
force of 67,000. Staff reductions are
expected across AstraZeneca’s oper-
ations, including research and devel-
opment.

Combined with other cost-cutting
moves announced last year, AstraZen-
eca said the overall efficiency pro-
gram should deliver savings of $2.5
billion a year at a cost of $2.9 billion.

Most big drug makers have been
cutting thousands of employees in
recent years as the global market
for pharmaceuticals grows tougher.
Sales growth in big markets includ-
ing the U.S. has slowed significantly,
and companies are having a hard
time bringing new products to mar-
ket. Insurers and other drug buyers
are also growing more frugal, refus-
ing to pay for drugs that don’t offer
enough benefit to justify their price.

Pfizer Inc.’s takeover of rival Wy-
eth this week has reignited specula-
tion that other major drug makers
may follow its example and con-
sider a large deal to overcome the
considerable revenue decline ex-
pected to affect most of the big phar-
maceutical companies as today’s
blockbuster drugs go off patent in
the next five years.

But AstraZeneca isn’t planning
such a move, Mr. Brennan said. “We
don’t have large acquisitions in our
strategy,” the CEO said in a confer-
ence call with reporters.

For 2009, AstraZeneca forecast
flat revenue in constant currency
terms, while flagging core earnings
per share, which exclude restructur-
ing costs and charges related to the
2007 purchase of U.S. biotech com-
pany MedImmune, in a range of
$5.15 to $5.45 a share.

Sales of cholesterol-lowering
drug Crestor, one of AstraZeneca’s
best-selling products, rose 23% in
the fourth quarter to $987 million.
Sales of asthma treatment Sym-
bicort were also strong, up 18% to
$514 million in the quarter.

AstraZeneca announced plans to
apply for approval of four experi-
mental drugs in 2009. They include
lung-cancer drug Zactima; pain-
killer PN400, which is developed
with Pozen Inc.; blood thinner Bril-
inta, previously known as AZD6140;
and a combination pill containing
cholesterol drugs Crestor and Ab-
bott Laboratories’ TriLipix.

AstraZeneca’s key experimental
drug, diabetes treatment Onglyza,
is under regulatory review in the
U.S. and the European Union.
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Toshiba to slash costs 15%

Chip maker to shift
more production
to cheaper markets

BY DAISUKE WAKABAYASHI

TOKYO—Projecting the biggest
annual loss in the company’s history
from a sharp decline at its chip divi-
sion, Toshiba Corp. said it plans to
slash costs by 15%, shift semiconduc-
tor production to cheaper markets
and cut 4,500 temporary jobs in Ja-
pan.

Battered by a strong yen and a
sharp slowdown in consumer spend-
ing, Toshiba lowered its full-year
earnings estimates for the second
time in four months. It now forecasts
anet loss of 280 billion yen ($3.1 bil-
lion) in the fiscal year ending March
31, from an earlier estimate of a net
profit of 70 billion yen. The loss
would be the biggest since Toshiba
started reporting earnings in 1949.

The steepest losses are coming
from its semiconductor business,
where it expects to post a 290 bil-
lion yen operating loss this fiscal
year. Last April, the company was
projecting a 90 billion yen profit at
the division.

To reduce 300 billion yen in costs,
Toshiba said it plans to cut chip pro-
duction in Japan while increasing
overseas output. It didn’t give details
on how much production will be cut.

It will also postpone the con-
struction of two new flash memory
plants in Japan and cut its capital
spending forecast this fiscal year by
more than $1.5 billion, and then re-
duce total capital spending by more
than 60% next year. Such drastic
cuts in spending on chip factories

Looking down

Toshiba’s bleak earnings forecasts are due mainly to its struggling chip business
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and equipment highlight the dire cir-
cumstances gripping an industry
known for its steep investment cy-
cles.

Earlier this month, South Ko-
rea’s Samsung Electronics Co. re-
ported its first quarterly loss since
2000 due in part to losses at its chip
division. Other chip makers are turn-
ing to government assistance or
mulling tie-ups with competitors.

Atsutoshi Nishida, Toshiba’s
president, said Toshiba would also
“proactively pursue” alliances with
other Japanese chip makers to con-
solidate segments of the semicon-
ductor market.

Deep jobs cuts in Japan have been
rare in the past, but Japanese compa-
nies, especially those reliant on ex-
ports, are increasingly cutting jobs
at home because of the yen’s sharp
rise. A strong yen reduces overseas
revenue while inflating costs of prod-
ucts made in Japan and sold abroad.

The dollar, which was above 120
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yen in 2007, is now at around 90 yen.

What’s more, Japanese electron-
ics firms including Toshiba ramped
up production in Japan in recent
years despite high labor costs and
difficulty inlaying off workers. Com-
panies, helped by a weaker yen and
a cheaper work force of temporary
workers, pointed to the risk of intel-
lectual property theft at overseas
factories and praised the productiv-
ity of Japanese workers.

Now, with global demand grind-
ing to ahalt and a stronger yen, many
Japanese companies are saddled
with excess capacity and inflated
costs. They are letting go tens of thou-
sands of staff and are starting to
close domestic factoriesn.

Toshiba said sales in the quarter
ended Dec. 31 fell 21% from a year
earlier, while net losses totaled 121
billion yen, compared with an 80 bil-
lion yen profit in the year-ago pe-
riod. It said it won’t pay a dividend
to shareholders this fiscal year.

Sony net skids 95% on falling prices

BY Yuzo YAMAGUCHI

TOKYO—Battered by the strong
yen and sliding consumer demand,
Sony Corp. Thursday reported fiscal
third-quarter net profit skidded 95%
and reiterated it will likely swing into
its first net loss in 14 years in the fiscal
year ending March.

The Tokyo-based electronics giant
said net profit for the October-Decem-
ber period dropped to 10.4 billion yen
($115.2 million) from 200.2 billion yen
ayear earlier. Revenue fell 25% to 2.15
trillion yen from 2.86 trillion yen. It
posted an operating loss of 18 billion
yen, compared with an operating
profit of 236.2 billion yen in the same
period a year earlier.

The slide in third-quarter net
profit was in line with the forecast
Sony issued last week, when it
warned it now expects a 150 billion
yen net loss this fiscal year, compared

with a 369.4 billion yen net profit a
year ago. That underscored the ur-
gency of a global restructuring pro-
gram Sony announced last December:
cutting 16,000 jobs around the world,
half of them full-time positions. Sony
hopes to save 250 billion yen in costs
in the next fiscal year starting April,
while booking 170 billion yen in total
charges to cover the cutbacks.

Lossesinits core TV operations re-
main a challenge. Sony booked a loss
of 43 billion yen from its TV opera-
tions in the October-December quar-
ter, hurt by deteriorating pricing con-
ditions and the strong yen.

Sony said in a separate, joint state-
ment with Japanese electronics peer
Sharp Corp. that the pair will delay by
ayear aplanned ajoint venture to pro-
duce and sell liquid crystal display
panels. The venture now won’t be set
up until March 2010, they said.

Overall, Sony said the electronics

Sony
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operations made an operating loss of
15.9 billion yen in the third quarter. It
eked out an operating profit in its
video-games division of 389 million
yen, down 97% from a year earlier.

Nintendo cuts expectations for profit, Wii sales

By KENNETH MAXWELL

TOKYO—Nintendo Co. cut its
full-year earnings estimate by 33%
due in part to the strong yen’s im-
pact on overseas sales, while
slightly lowering full-year projec-
tions for its Wii game console
sales because of a slowdown in con-
sumer spending.

The videogame maker said its
net profit fell 18% to 212.5 billion
yen ($2.35 billion) in the first nine

months of its fiscal year ending
March 31 as foreign-currency
losses totaling 174 billion yen
weighed on the bottom line. Kyoto-
based Nintendo generates close to
90% of its sales overseas.
Analysts have long highlighted
Nintendo’s foreign-currency expo-
sure as a potential earnings brake
to the runaway popularity of its
Wii game machine and Nintendo
DS handheld device. Nintendo
maintains billions of dollars worth

of assets in U.S. dollars and euros,
incurring currency losses when it
adjusts the value of those assets in
yen.

For the fiscal year ending
March, Nintendo now expects 230
billion yen in net profit, which is
down from an October forecast of
345 billion yen. The projected earn-
ings are an 11% decline from last
year’s 257.3 billion yen profit. Nin-
tendo didn’t disclose separate re-
sults for its fiscal third quarter.

GM halts its

‘jobs bank’;

Chrysler wrings suppliers

By JEFF BENNETT
AND ALEX P. KELLOGG

DETROIT—General Motors
Corp. and Chrysler LL.C moved tore-
duce costs as required by the terms
ofthe U.S. government bailout loans
they were granted to keep both auto
makers from running out of cash.

GM on Wednesday said it has
reached an agreement with the
United Auto Workers union to end
the so-called jobs bank program, in
which laid-off workers continued to
get most of their pay.

Separately, Chrysler issued a let-
ter to at least some of its suppliers
saying “all production suppliers”
will have to cut their prices by April
1. The letter doesn’t specify the size
of the cuts Chrysler is seeking.

Ending the jobs bank and winning
concessions from constituents—
such as suppliers, the UAW and deal-
ers—are among the requirements
the auto makers must fulfill to re-
mainin compliance with the terms of
the loans they started receiving in
January. So far, GM has received $9.4
billion and is in line to get an addi-
tional $4 billion in February.
Chrysler has received $4 billion and
hopes to borrow $3 billion more by
the end of March.

Both companies are also required
to negotiate with their banks and
bondholderstoreduce their debt, and
must limit executive pay. They must
presentrestructuring plans by Feb.17
that show they can become “viable.”

On Wednesday, the U.S. Treasury
released loan contracts showing
that the two companies also must
provide the government with de-
tailed monthly financial reports
through 2010 and submit annual re-
ports from 2010 through 2014.

Ending the jobs bank means
1,600 GM workers will be classified
as laid off and must apply for state
and federal unemployment bene-
fits. Workers will receive some GM-
subsidized payments along with
their unemployment benefits,
which means they will continue to
earn about 72% of their pay.

Themove will allow cash-strapped
GM to use state unemployment bene-
fits to help cover some of the costs of
paying the workers. Chrysler ended
its jobs bank program Monday, forc-
ing about 1,000 workers to seekunem-
ployment compensation. The UAW
had previously agreed to suspend the

“All production
suppliers” will have
to cut their prices by
April 1, Chrysler said.

jobs bank in a bid to help GM and
Chrysler win government aid.

Chrysler informed suppliers of
the price cuts in a letter Monday
from its head of purchasing. The let-
ter also said Chrysler is freezing
what the company will pay for raw
materials, even if costs rise. The ex-
istence of the letter was earlier re-
ported by Automotive News.

Some suppliers said they hadn’t
received the letter. A supplier senior
executive familiar with theletter said
the price cuts will hurt many parts
makers that are already ailing. Auto-
motive suppliers are seeking $10 bil-
lion from Washington themselves to
help them weather the tough times.

AutoNation resists pressure
to load up on Detroit vehicles

By JOHN KELL

AutoNation Inc. said its fourth-
quarter sales tumbled 34%, while its
net income rose with the help of a
tax gain.

The U.S. auto dealership chain
also said it is resisting efforts by
General Motors Corp. and Chrysler
LLC to prop up sales by getting deal-
ers to order more cars and trucks.

The two auto makers have “im-
plemented wholesale incentive pro-
grams where they basically say to
get the incentives for the inventory
you want, you have to buy more in-
ventory,” Chairman and Chief Execu-
tive Mike Jackson said Thursday in
a conference call to discuss fourth-
quarter financial results.

“I think this is the wrong thing to
do,” he said. “We are not playing
that game.”

Auto sales have slumped as the
economic downturn has damped
consumers’ appetites for large pur-
chase, with 2008 industry sales hit-
ting levels last seen in the early
1990s. And AutoNation is expecting
worse, pegging 2009 industrywide
sales at about 11 million, compared
with nearly 13.5 million last year.

The Ft. Lauderdale, Fla., com-
pany reported net income of $67.1
million, or 38 cents a share, for the
fourth quarter, up from $51.7 mil-
lion, or 28 cents a share, a year ear-
lier. The latest quarter included

items yielding a net gain of 28 cents
a share. Besides the tax gain, there
was a benefit from the repurchase
of the company’s senior notes.

Revenue dropped to $2.74 billion
from $4.14 billion a year earlier.

Gross margin rose to 17.6% from
16%.

New-vehicle revenue dropped
41% and used-vehicle sales fell 33%.
By contrast, total U.S. industry new-
vehicle retail sales dropped 49%, Au-
toNation said, citing CNW Research
data. Meanwhile, parts and service
sales were down 8.3%.

Mr. Jackson said despite the se-
verely depressed sales environ-
ment, AutoNation continues to gen-
erate “solid” cash flow, which al-
lowed the company to reduce its
non-vehicle debt by $155 million
and close the quarter with a $110 mil-
lion cash position. He said the com-
pany remained in compliance with
all financial covenants in its debt
agreements.

Falling sales and uncertainty
over the future of the Detroit Three
and their brand has threatened the
sustainability of auto dealers.
Lower availability to credit, amid
the squeezed financial sector, is an-
other hurdle the industry must over-
come as the industry loses sales
from consumers that aren’t being
approved for loans.

-Sharon Terlep
contributed to this article.
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Airlines weigh fuel relief
against decline in traffic

Many expect profits,
but oil and recession
are still wild cards

By SusaAN CAREY

Four more U.S. airlines reported
fourth-quarter losses, capping a
tough year in which the industry cut
capacity to deal with record-high
fuel prices and more recently a sharp
economic downturn.

This year, however, airlines gener-
ally hope receding fuel prices will
trump a fall-off in travel demand and
allow a return to profitability. But
that is a big bet given gyrating oil
prices and the unknown nature of

this recession.

Volatile crude prices gave airlines
fitslast year, as oil’s descent in the lat-
ter half led to losses on hedging con-
tracts they had entered to guard
against rising jet-fuel costs.

JetBlue Airways Corp. re-
ported a fourth-quarter loss Thurs-
day, but finance chief Ed Barnes
said he expects the discount car-
rier this year to generate free cash
and a profit. Other executives were
less definitive.

“Since 9/11, it’s the most volatile
market we’ve seen and the most diffi-
cult to predict,” said Larry Kellner,
chief executive of Continental Air-
lines Inc., which also posted a quar-
terly loss. “The revenue outlook is
not encouraging.”

So far, the industry’s capacity re-

1

e

N

sociated Press
|

A

Discount airline JetBlue said it expects to generate free cash and a profit this year. Other carriers were less definitive.

ductions have enabled carriers to
raise prices and report fairly healthy
gains in unit revenue, or the amount
taken in for each seat flown a mile.
They also are boosting revenue by

raising fees and charging for services
that once were included in the price
of a ticket. Scott Kirby, president of
US Airways Group Inc., said his com-
pany hopes to generate up to $500
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million in such ancillary revenue this
year, irrespective of the economy.

But there are headwinds, includ-
ing the challenge of holding down
unit costs as capacity is cut and previ-
ously profitable international routes
turn weaker. The International Air
Transport Association, a global
trade group, said Thursday that it ex-
pects total industry revenue to con-
tract by $35 billion this year, to $501
billion. The group said passenger de-
mand fell 4.6% in December and inter-
national cargo traffic plunged more
than 22%.

Continental said it is concerned
about a deterioration in its premium
international business, its business
bookings and even some leisure mar-
kets. The Houston-based company
said its domestic routes lose money
and its overseas routes, which repre-
sent half its capacity, remain profit-
able but less so than in the past.

While Continental, the fourth-
largest U.S. airline by traffic, figures
its annual fuel bill will drop $2 billion
this year, it said it is anybody’s guess
whether oil will climb to $150 a bar-
rel or decline to $20 a barrel. Crude
oil settled Thursday at $41.44 a bar-
rel, down 72 cents in New York.

Continental’s fourth-quarter loss
widened to $266 million, or $2.33 a
share, from $32 million, or 33 cents a
share, a year earlier. The latest quar-
ter included charges of $170 million,
including a $125 million loss on fuel
contracts with Lehman Brothers
Holdings Inc., which filed for bank-
ruptcy in September. Revenue fell
1.5% to $3.5 billion.

US Airways, the No. 6 U.S. carrier
by traffic, reported a net loss of $541
million, or $4.74 a share, compared
with a loss of $79 million, or 87 cents
a share. Revenue was nearly flat at
$2.76 billion. The latest red ink in-
cluded $321 million in charges, with
$234 million in losses reflecting ad-
justments to its fuel hedges.

The Tempe, Ariz., company ex-
pects it will pay $1.7 billion less this
year on fuel than in 2008.

US Airways plans to reduce its
mainline capacity by nearly 6% in the
current quarter. Mr. Kirby, the presi-
dent, said weakness in business-cus-
tomer bookings that began in the
fourth quarter has carried into this
year, and the carrier’s international
flights are starting to underperform
the domestic network.

Discounter JetBlue, ranked sev-
enth, said its February and March
bookings are “significantly lower.”
The Forest Hills, N.Y., company said it
plans to pare its first-quarter capac-
ity by 5% to 7% and may sell planes.

JetBlue’s pretax loss widened to
$49 million from $3 million in 2007’s
final quarter, including a noncash
charge of $53 million related to the
decline in value of some auction-rate
securities. The company said it is
evaluating the tax deductibility of
the charge and will report net results
later. The latest result also included
$58 million in hedge losses.
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(laxo warns of charge,
hinting at a settlement

Drug firm sets aside
$400 million related

to a marketing probe

BY JEANNE WHALEN

GlaxoSmithKline PLC warned
that its 2008 earnings will be hit by
a$400 million legal charge, in a sign
that the pharmaceutical company
could be approaching a settlement
in a five-year-old federal investiga-
tion into marketing of antidepres-
sants and other drugs.

Glaxo said the charge was re-
lated to the ongoing investigation,
which is looking at “marketing and
promotional practices for several
products for the period 1997 to
2004.” Those products include the
antidepressants Wellbutrin SR, ac-
cording to the company; Paxil is an-
other, according to people familiar
with the matter.

Glaxo, which first disclosed the
investigation in 2004, said the
charge would cause its earnings per
share for the year to fall more
steeply than its previous forecast.
The earlier forecast had seen a de-
cline in the a mid-single-digits.

The Glaxo investigation began at
the U.S. Attorney’s Office in Colo-
rado, but is now being led by the U.S.
Attorney’s Office in Massachusetts,
a Glaxo spokesman said.

In 2007, the Massachusetts inves-
tigators were looking into Paxil, in-
cluding how Glaxo portrayed the
risk of suicidal behavior among pa-
tients to doctors and the Food and
Drug Administration, according to
lawyers interviewed by investiga-
tors at the time.

Glaxo has also disclosed in an-
nual reports that investigators
probed whether Glaxo promoted
Wellbutrin SR for uses not ap-
proved by the FDA, a practice
known as “off-label” promotion.

Glaxo’s decision to take the
charge against earnings comes at a
time when other big pharmaceuti-
cal companies have been striking
settlements related to similar inves-
tigations. Earlier this month, Pfizer
Inc. agreed to pay $2.3 billion to set-
tle a federal investigation into
whether it engaged in off-label pro-
motion of the painkiller Bextra. Also
this month, Eli Lilly & Co. agreed to
pay $1.4 billion to settle similar
charges involving to its antipsy-
chotic medicine Zyprexa.

The Glaxo spokesman declined
to comment on the status of the in-
vestigation or the drugs involved.

In its statement Thursday, the
company said the charge “is based
upon the company’s most recent
evaluation of the matter,” and that
the ultimate liability depends on
“the outcome of the investigatory
process and potential litigation.”

Officials at the U.S. Attorney of-
fices in Colorado and Massachu-
setts declined to comment.

Glaxo has said in annual reports
that the investigation is looking at
nine of its largest selling drugs at
the time, which included various
forms of Paxil and Wellbutrin, as
well as the diabetes drug Avandia
and the asthma inhaler Advair.

Investigators are looking at
Glaxo-funded medical education
and clinical trials involving the
drugs, and at Glaxo’s hiring of doc-
tors for various services related to
the drugs, according to the compa-
ny’s annual reports.

Air cargo traffic dwindles
as world trade slows down

By JONATHAN Buck

LONDON—International  air-
cargo traffic fell 23% in December
from a year earlier, signaling a
broader drop in world trade, and the
head of an aviation-industry group
called for structural changes to al-
low airlines to cope with the eco-
nomic crisis.

December’s drop in global cargo
traffic “is unprecedented and
shocking,” Giovanni Bisig-
nani, director general of
the International Air
Transport Association,
said in a statement.
“There is no clearer de-
scription of the slowdown
in world trade,” he added.
Air cargo carries 35% of
the value of goods traded
internationally.

This year is shaping up
to be one of the toughest
ever for international avia-
tion. IATA forecasts a com-
bined industry loss of $2.5 billion
for 2009, compared with a $5 billion
loss in 2008. It predicts a decline of
3% in passenger volumes and a drop
of 5% in cargo traffic.

Industry revenues are expected
to contract by $35 billion to $501 bil-
lion from $536 billion. IATA repre-
sents about 230 airlines that ac-
count for 93% of scheduled interna-
tional air traffic.

Giovanni
Bisignani

“We don’t want bailouts,” Mr.
Bisignani said. “But we need to
change the ownership rules. Almost
every other business has the free-
dom to access global capital and the
ability to merge across borders
where it makes sense. To manage in
this crisis, airlines need the same
management tools,” he said.

Traditionally, airline mergers
and acquisitions have faced signifi-
cant regulatory hurdles. British Air-
ways PLC, AMR Corp.’s
American Airlines and Ibe-
ria Lineas Aéreas de Es-
pafia currently are seeking
antitrust immunity from
the U.S. Department of
Transportation to expand
their cooperation, for exam-
ple. This is the third time
that BA and American have
sought antitrust immunity.
They backed off in the past
when regulators asked for
big concessions. (See re-
lated article on page 10.)

International passenger traffic
fell 4.6% in December from a year ear-
lier, IATA said. Carriers in the Asian-
Pacific region saw the sharpest de-
cline in international traffic at 9.7%.

“Airlines are struggling to match
capacity with fast-falling demand,”
Mr. Bisignani said. “Until this comes
into balance, even the sharp fall in
fuel prices cannot save the industry
from drowning in red ink.”

Thomson SA
With debt breach looming,

a sale of units is planned

French media-technology com-
pany Thomson SA said Thursday
that it is likely to breach covenants
on some of its debt, and that it will
start talks with creditors and poten-
tial investors to try to repair its bal-
ance sheet. Thomson shares closed
down 16%. The company, whose cus-
tomers include major Hollywood
film studios and France Télécom
SA, also outlined plans to shed oper-
ations that generated about €1 bil-
lion ($1.31 billion) of revenue in
2008, as it seeks to concentrate on
providing services to creators un-
der its Technicolor brand. The
tough environment Thomson faces
was highlighted as the company
posted preliminary fourth-quarter
revenue of €1.47 billion, down 8.2%
from ayear earlier, stripping out the
effect of currency fluctuations.

Novo Nordisk A/S

Novo Nordisk A/S said Thursday
that fourth-quarter net profit more
than doubled, helped by strong
sales of insulin and the absence of a
year-earlier charge, and raised its
long-term financial targets. The
Copenhagen-based pharmaceutical
company, the world’s largest maker
of insulin, posted a net profit of 2.33
billion Danish kroner ($411 million)
for the three months ended Dec. 31,
up from 977 million kroner. The
year-earlier results were hit by 1.3
billion kroner in charges related to a
discontinued product. Sales rose
15% to 12.58 billion kroner from
10.95 billion kroner. Novo Nordisk
said it is now targeting an operating
margin of 30%, up from 25% previ-
ously. It raised the target for return
on invested capital to 50% from
30%.

Banco de Sabadell SA

Spain’s Banco de Sabadell SA
Thursday said it swung to a net loss
in the fourth quarter, as deteriorat-
ing market conditions led it to pump
the remaining capital gains from an
asset sale into provisions against fu-
ture bad loans. The bank posted a
net loss of €88.3 million ($116 mil-
lion), compared with a net profit of
€177.9 million a year earlier. Net in-
terest income rose 11% to €374.8 mil-
lion. “Given the deteriorating macro-
economic outlook, Sabadell is pledg-
ing all of its capital gains from the
sale of 50% of its insurance unit to
boost solvency,” the bank said. It
took a €296.7 million asset write-
down and made a€320.3 million pro-
vision for potential future losses.
Nonperforming loans rose to 2.35%
at December’s end, from 1.59% in
September and 0.47% a year earlier.

Union Fenosa SA

Spanish electricity company
Union Fenosa SA Thursday posted a
4.6% increase in fourth-quarter net
profit thanks to gains and higher pool
prices. Net profit rose to €295.2 mil-
lion ($387.8 million) from €282.1 mil-
lion a year earlier as revenue was up
21%at€1.96billion.Full-yearnet profit
jumped 20% to €1.19 billion from
€989.4 million a year earlier, boosted
by €287 million in gains from the sale
ofstakesinManilaElectric Co.and two
Spanish telecommunications opera-
tors. The company spread the extraor-
dinary gains over all four quarters of
theyear.Full-yearrevenue wasup 20%
at€7.19billion. Profits came out better
than expected, but likely won’t have
any impact on the company’s share
priceasinvestorsfocusonGasNatural
SDG SA’s acquisition of the company,
said Banesto analyst Antonio Cruz.

Suez Environnement SA

French utility Suez Environne-
ment SA Thursday reported a 5.4%
rise in 2008 revenue, helped by
higher prices and new services in
water, but said it has adapted its
short-term priorities to the eco-
nomic downturn. The Paris-based
water and waste utility, spun off by
Suez before it became part of GDF
Suez SA, said revenue rose to €12.36
billion ($16.24 billion) from €11.73
billion a year earlier. Earnings be-
fore interest, taxes, depreciation
and amortization, or Ebitda, in-
creased 4% to €2.1 billion from
€2.02 billion a year earlier, said the
company. While sticking to its
longer-term strategy, the company
said it will slow investments and ac-
celerate its cost-reduction program
in the short-term amid the difficult
economic environment.

UBS AG

UBS AG is legally bound to pay
out the bulk of the two billion Swiss
francs ($1.75 billion) it has ear-
marked as bonus payments for bank-
ers, a spokesman for the Swiss gov-
ernment said Thursday. The Zurich-
based bank has ignited a firestorm
over its plan to pay out the bonuses
for 2008 despite a streak of quar-
terly losses, which prompted the
Swiss government to inject six bil-
lion francs into the bank in October.
UBS is contractually bound to pay
out 1.3 billion francs of the total, gov-
ernment spokesman Oswald Sigg
said. “The cabinet emphasizes that
UBS’s overall variable-compensa-
tion planis 80% lower than in 2007,”
Mr. Sigg said. UBS said that the two
billion-franc total isn’t a final figure
and that the bank will provide an
overview of the payments when it re-
ports earnings Feb. 10.

Areva SA

French state-controlled nuclear
company Areva SA said Thursday
that its fourth-quarter sales rose
5.2%, led by a strong performance
in the transmission and distribu-
tion division. Areva, which is pro-
moting its third-generation Evolu-
tionary Power Reactor around the
world, said fourth-quarter sales to-
taled €4.06 billion ($5.33 billion),
up from €3.86 billion a year earlier.
Areva’s order backlog increased
21% to €48.2 million in 2008,
slightly exceeding the company’s
target of a 20% increase. Looking
ahead to 2009, Areva said it ex-
pects “further significant growth
in revenue and backlog.” Earlier
this week, German industrial con-
glomerate Siemens AG said it will
exercise its option of selling its 34%
stake in the Areva NP nuclear-reac-
tor joint venture to Areva, which
owns the remainder.

JCDecaux SA

French outdoor-advertising com-
pany JCDecaux SA Thursday said
revenue for 2008 rose 2.9%,
boosted by a good performance of
its street furniture and transport
businesses despite worsening eco-
nomic conditions. Full-year revenue
rose to €2.17 billion ($2.85 million)
from €2.11 billion a year earlier, rep-
resenting 6.3% organic growth,
mainly driven by emerging markets.
Fourth-quarter revenue inched up
1% to €605.4 million from €599.7 mil-
lion, hindered by the weakening of
sterling against the euro, which
failed to offset the recovery of the
U.S. dollar and the Chinese yuan.
The company warned that 2009
“will be very challenging,” adding
that it will intensify tight cost man-
agement, but that it will continue to
“invest selectively.”

Colgate-Palmolive Co.

Colgate-Palmolive Co. reported
a20% increase in fourth-quarter net
income. The New York company,
whose products include its name-
sake toothpaste and dish soap,
posted net income of $497 million,
or 94 cents a share, compared with
$414.9 million, or 77 cents a share, a
year earlier. Revenue edged up 0.6%
to $3.66 billion, as unit volume in-
creased 1%. Excluding the effects of
acquisitions, divestments and the
stronger dollar, sales rose 9%. Glo-
bal pricing increased 7.5% but
wasn’t sufficient to offset rises in
raw-material prices. North Ameri-
can sales rose 1.5%. Sales were
helped by product launches, which
contributed to market share gains
across all categories. Latin Ameri-
can sales rose 5.5%, with a 5% in-
crease in volume.

Telecom Italia SpA

Telecom Italia SpA controlling
shareholder Telco said Thursday it
wrote down its 24.5% stake in Ita-
ly’s largest telecoms operator, post-
ing a first-half loss of €1.5 billion
($2 billion). Unlisted holding com-
pany Telco—which groups Italian
banks Mediobanca Group and In-
tesa Sanpaolo SpA, insurer Assi-
curazioni Generali SpA, the Benet-
ton family and Spain’s Telefonica
SA—said the value of its investment
in Telecom Italia was written down
by €1.4 billion. Telecom Italia
shares are now booked at €2.2 each,
still way above the current market
value of €0.99. Telefénica and the
four Italian investors, which bought
control of Telecom Italia in 2007,
said in July they had lost around €5
billion on their initial investment.
Since the Telco deal was sealed,
Telecom Italia’s share price has
fallen about 60%.

3M Co.

3M Co.” s fourth-quarter net in-
come fell 37%, reflecting a restructur-
ing charge, lower margins and fall-
ing international sales. The company
also cut its 2009 outlook because of
economic uncertainty and chal-
lenges in its markets. Chief Execu-
tive George Buckley said the manu-
facturer, whose products range from
Post-It notes to power lines, planned
to reduce capital spending by about
30% this year and is working to con-
serve cash. Industrial conglomer-
ates and manufacturers have
warned about profits recently, not-
ing that customers have sharply re-
duced orders. Overall revenue at 3M
decreased 11% to $5.51 billion in the
latest quarter, hurt by a stronger U.S.
dollar. For the latest quarter, 3M’s
net income fell to $536 million from
$851 million a year earlier.

Fiat SpA

Lorenzo Sistino, the head of Fiat
SpA’s automotive unit, predicted
Thursday that the Italian car mar-
ket is going to shrink between 35%
and 40% in January and Fiat’s sales
for the month will be in line with the
rest of the domestic market. Speak-
ing on the sidelines of an event in Mi-
lan, Mr. Sistino, who was recently
appointed head of Fiat Auto, said
the company doesn’t expect the mar-
ket to recover very soon because po-
tential clients are waiting for possi-
ble state aid packages. Due to crum-
bling car sales, Fiat was forced to
shut most of its Italian plants for
January and February at least, leav-
ing 50,000 people at home with re-
duced salaries.

—Compiled from staff
and wire service reports.
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DAVOS: WORLD ECONOMIC CRISIS

IMF considers issuing bonds for first time

Effort is designed
to counter crisis;
Japan loan finalized

By BoB Davis

DAVOS, Switzerland—The Inter-
national Monetary Fund is finaliz-
ing a $100 billion loan from Japan
and is considering issuing bonds for
the first time in its history, as part
of an effort to double the financial
resources it has to fight the global fi-
nancial crisis.

“The simplest and most practi-
cal way forward is to pursue raising

The IMF has felt the
need to double its
lending ability to
about $500 billion.

funds on a conditional basis [from
Japan] or to get an agreement to is-
sue securities,” said John Lipsky,
the IMF’s deputy managing direc-
tor, who was holding a series of
meetings with IMF borrowers at the
Davos economic forum.

Mr. Lipsky said the IMF, which
now has a total of about $250 billion
to lend, wasn’t running short of
money despite making commit-
ments to lend about $50 billion in re-

cent months to Pakistan, Iceland
and a clutch of Eastern European
countries. But the IMF has felt for
months that it needs to double its
lending ability to about $500 billion
to bolster confidence that it could
handle other lenders. The IMF’s ex-
ecutive board is expected to take up
the issue of whether to approve any
new avenues of funding early in Feb-
ruary.

Asked whether Western Euro-
pean countries, outside tiny Ice-
land, might turn to the IMF for loans
if the crisis worsens, Mr. Lipsky
said, “in the current circumstances,
the right approach is ‘never say
never.’ ”

A new $100 billion loan program
could quickly tax IMF resources. In
October, the IMF said it would make
three-month loans to countries fac-
ing liquidity problems, but the coun-
tries would have to have policies the
IMF judges to be sound. The IMF
wouldn’t require those borrowers
to make the often-severe changes in
their policies that it has demanded
for decades. Inside the IMF, the loan
program has been dubbed “E-Z
loans.”

But thus far, no country has ap-
plied for such a loan, partly because
the term of the loan is so short and
partly because countries may feel
that any IMF loan signals to the mar-
ket that the nation may have greater
problems ahead. Mr. Lipsky said the
IMF is looking at how to revamp the
program.

To fund these loans and others,
the IMF wants more money. Since at
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least November, Japan has offered
to lend the IMF $100 billion, but the
two sides haven’t been able to craft
a deal. Mr. Lipsky said the IMF now
“is finalizing our negotiations with
Japanese authorities.”

He said the Japanese loan would
be structured in a way similar to
two IMF programs called the Gen-
eral Arrangements to Borrow and
the New Arrangements to Borrow,
which provide as much as $50 bil-
lion in additional funding if the IMF
runs through its $200 billion in core
financing. The supplementary
money is meant to deal with emer-
gencies, as would the new $100 bil-
lion Japanese loan program.

By working through the IMF, Ja-
pan would be taking a different
route than it did during the Asia fi-
nancial crisis of a decade ago. Then,
Tokyo talked of establishing an
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Asian Monetary Fund, which could
have been a competitor to the IMF.
Under heavy pressure from the U.S.,
Japan dropped the idea. This time,
by working through the IMF, Japan
could help provide financing for fi-
nancially troubled countries—many
of which import Japanese goods—
without kicking up opposition
abroad.

Mr. Lipsky said the IMF also is ex-
amining whether to issue bonds to
help raise part of the $150 billion

the IMF wants, apart from the Japa-
nese loan. Although the World Bank
has long financed itself through
bonds, the IMF depends on loans
from its member nations for financ-
ing. The IMF is considering whether
to sell some—perhaps most—of the
prospective bonds to central banks
and other government agencies,
rather than to the general investing
public, according to a person in-
volved in the discussions.

Traditionally, the U.S. and Eu-
rope have blocked other attempts
by the IMF to issue bonds, figuring
it would make the IMF too indepen-
dent of their direction, said former
IMF chief economist Michael
Mussa.

But the scope of the financial cri-
sis has stretched the financial re-
sources of wealthy nations, giving a
new impetus to an IMF bond initia-
tive. Asking the IMF’s 185 member
nations to increase their lending
commitments also is probably im-
practical given the financial trou-
bles many nations have at home. Is-
suing bonds is “an avenue that mer-
its consideration,” Mr. Lipsky said,
and IMF staff is now working out
technical issues.

British Airways expects
decision on Iberia soon

By NATASHA BRERETON

DAVOS, Switzerland—British
Airways PLC’s chairman said Thurs-
day the airline would soon decide
whether to proceed with its planned
merger with Iberia Lineas Aéreas
de Espaia SA.

“I'would be very concerned if we
weren’t able to make a call at least
in the first quarter,” BA’s
Martin Broughton said,
speaking on the sidelines of
the World Economic Fo-
rum. “We need to decide,
‘Are we going, or are we not
going?’ ”

The British and Spanish
carriers announced a £3.16
billion ($4.49 billion) all-
share merger in July, with
terms still to be set. How-
ever, BA’s £1.74 billion pen-
sion-fund deficit and its re-
cent share-price drop
emerged as challenges, and the
merger talks have slowed in recent
months as Iberia has pushed for a
greater share of a merged entity.

“I wouldn’t say that the pensions
issue is resolved, but we chose to dis-
continue discussions on any other as-
pect until they were satisfied on the
pension,” Mr. Broughton said. “It is
quite clear to me that they [Iberial
have got a great deal more comfort-
able with the pension issue, so we
have now reopened discussions on all
the other issues,” Mr. Broughton said.

Mr. Broughton acknowledged
that the disproportionate fall in the
two companies’ share prices—which
affects market capitalization—was
perplexing. Trying to hit a fair
merger ratio, he said, is “tricky.”

BA has seen its hand weakened
by a 47% fall in its share price since
talks were disclosed July 29. Ibe-
ria’s shares have fallen 4% over the
same period.

Though the merger has hit a
stumbling block, Mr. Broughton
said the two airlines believe it is
“the right deal to do,” but warned

Martin
Broughton

that if the deal wasn’t in the best in-
terest of shareholders, BA would
walk away.

The chairman also said that BA
wouldn’t stop its merger plans at
Iberia, adding that any alliance
would see BA as the “jewel in the
package.”

“From when we first started the
negotiations or discussions with Ibe-
ria, we always made it clear
that the only basis on
which we were prepared to
negotiate was this was the
first step in building a glo-
bal airline group,” he said.

Mr. Broughton also said
it remains a possibility that
BA would merge with Aus-
tralian carrier Qantas Air-
ways Ltd. BA had been in
merger talks with Qantas
but negotiations broke
down in mid-December.

Mr. Broughton added he
is confident the company would
gain antitrust immunity status for a
planned alliance with AMR Corp.’s
American Airlines and Iberia, but
said the new U.S. administration
could create delays.

BA signed a joint business agree-
ment with American and Iberia and
applied for antitrust immunity status
in August. Granted immunity status,
the deal would bypass monopoly laws
in the U.S., allowing BA, American
and Iberia to work together on sched-
uling and pricing. The planned tie-up
would also be a revenue-sharing deal.
However, Mr. Broughton wasn’t keen
on the idea of making any conces-
sions—namely giving up slots—to
guarantee a successful outcome.

Mr. Broughton said he would be
happy for BA to break even in its next
fiscal year, ending in 2010. This past
week, the UK. flag carrier warned it
expects to post an operating loss of
about £150 million for the year end-
ing March 31, hit by the drop in ster-
ling’s value and the economic slump.

—Kaveri Niththyananthan
contributed to this article.
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THE DAILY DAVOS

Updates from the World Economic Forum

Moralizing makes up for lost morals

Thursday in Davos began with
blue sky outside—and more repent-
your-sins inside the conference
halls, which started to resemble
tent-revival meetings.

Capitalism has seen better
days.

Early-morning sessions in-
cluded “Can the world live with
the frugal American,” where Zhu
Min, group executive vice presi-
dent at the Bank of China, and oth-
ers tackled American credit-card
debt. That session ran on a paral-
lel track with one focused on the
breakdown in computation mod-
eling.

But the real value assessment
was midmorning as Tony Blair
and Shimon Peres along with ex-
ecutives such as Stephen Green,
chairman of U.K. bank HSBC Hold-
ings PLC, discussed the disap-
pearance of morals before a
standing-room-only crowd in a
main conference call.

All seemed to agree business
ethics went off track, and regula-
tion needed a review, too. Mr.
Green told the story of how a Brit-
ish train system had prepared for
a snowstorm. Yet when the snow
arrived, it was annnounced that
the train operator had prepared
for the wrong form of snow. In
other words, there was plenty of
regulation. It was just the wrong
kind.

PepsiCo chief Indra Nooyi, Mr.
Green and others did say capital-
ism was needed to power emerg-
ing markets and scientific re-
search. Ms. Nooyi also said the ma-
jority of “Main Street” had good
values.

“The other part of the economy
needs some work,” said Ms. Nooyi,
who argued that innovation in the
financial world got too far ahead of
regulation.

—Carrick Mollenkamp

OPEC’s Cuts May be Unkind

Top oil chiefs said the oil sector
is at risk of cutting too much invest-
ment amid the global economic
downturn and may end up laying
the foundation for sharply higher
prices when economic activity
eventually recovers.

Abdalla Salem El-Badri, the sec-
retary-general of the Organization
of Petroleum Exporting Countries,
said $40- and even $50-a-barrel oil
prices were too low for OPEC na-
tions to keep investing in future
production capacity. OPEC could
cut more output to support prices,
which are at around $41.66 a bar-
rel, Mr. El-Badri said.

Echoing Mr. El-Badri, BP PLC
Chief Executive Tony Hayward
said the “big challenge” for glo-
bal oil companies was continuing
investment in new pumping ca-
pacity.

“Iabsolutely agree with the sec-
retary-general” on the threat that

falling investment would hurt pro-
duction and cause much higher
crude prices in the future, Mr. Hay-
ward told an audience. “Demand
will recover and unless we are able
to invest, prices will rise sharply.”

—Spencer Swartz

Erdogan Storms Off Stage

Davos is often used as proof
that despite superficial differ-
ences, the global elite is really just
a cozy club. But not when Israel’s
the topic.

Turkish Prime Minister Recep
Tayyip Erdogan walked off stage
red-faced after a sharp exchange
with Israeli President Shimon
Peres over the fighting in Gaza,
calling it “very wrong.”

Mr. Erdogan tried to rebut
Mr. Peres as the discussion was
ending, asking the moderator,
Washington Post columnist
David Ignatius, to let him speak
once more. Mr. Erdogan said in

Turkish that “I remember two
former prime ministers in your
country who said they felt very
happy when they were able to en-
ter Palestine on tanks. I find it
very sad that people applaud
what you said,” he said. When
Mr. Ignatius tried to cut Mr. Er-
dogan off —“We really do need to
get people to dinner”—MTr. Er-
dogan said, “Thank you very
much. I don’t think I will come
back to Davos after this.”

The confrontation saw
Messrs Peres and Ergodan raise
their voices—highly unusual at
Davos. Forum founder Klaus
Schwab huddled with Mr. Er-
dogan in a corner of the Con-
gress Center. “I have know Shi-
mon Peres for many years, and I
also know Erdogan. I have never
seen Shimon Peres so passionate
as he was today.”

—Associated Press
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Humiliation accompanies new humility

Executives become

simulated refugees;
‘Mustafa’ of Gueci

BY ALESSANDRA GALLONI
AND BoB DAvis

DAVOS, Switzerland—Gucci
Group Chief Executive Robert Polet
switched off his BlackBerry,
wrapped his head in a bandage and
became Mustafa, a 40-year-old refu-
gee in desperate search of his six
lost children. As a war raged outside
his barbed-wire-encased refugee
camp, Mustafa slept on the muddy
floor of a canvas tent and drank wa-
ter out of a tin bowl.

“Please, please, help me find my
children,” he begged as an armed
guard pinned him down to
the ground, a rifle to his
neck.

The simulation of a refu-
gee camp—a one-hour exer-
cise co-sponsored by the
United Nations High Com-
missioner on Refugees—is
one of the more earnest
manifestations of the
please-forgive-me spirit at
Davos this year.

“What a humbling expe-
rience to feel so defense-
less,” said Mr. Polet, who runs one of
the world’s biggest luxury-goods
companies, as he brushed off the
dirt from his corduroys and stepped
out of his role at the end of the simu-
lation in a concrete basement near
the main conference center. “Davos
is Davos and there are subjects we
come here to discuss. But certainly
this economic crisis has brought a
back-to-reality mood.”

This conference of global highfli-
ers has long been known for excess
of glitz, parties and private planes.
This year, there is some regret, too.

Robert Polet

The global recession has sapped
the confidence of bankers, corpo-
rate executives and other onetime
evangelists of globalization who
gather here. There is little Holly-
wood attendance, too, withno Ange-
lina Jolie or Sharon Stone, who have
participated in the past. On the
ground, there have many more pan-
els on what went wrong in the econ-
omy and fewer sessions on lighter
subjects such as creativity or the
arts.

Jim Wallis, a several-time Davos
attendee who runs Sojourners USA,
a Christian social-justice network,
says that instead of being relegated
to panels that dealt solely on reli-
gion or social issues, he has been in-
vited to speak on big-ticket panels—
including one on the values of capi-
talism with former British Prime
Minister Tony Blair and Indra
Nooyi, CEO of PepsiCo Inc.

Many here have flown in
on private jets. But the con-
ference’s organizers are
now urging everyone not to
take public transportation
and to walk the icy streets
of tiny Davos instead: All
participants have been
given a pedometer to count
their steps. Dinners, panels
and bleary-eyed nightcaps
have been marked by self-
flagellation. Some 100 con-
ference-goers were asked to vote on
the question: “What policy assump-
tion led to the greatest damage to
the global economy?” The winner,
with 50.8% of the vote was “self-reg-
ulation of markets.”

At a dinner with business and po-
litical officials to examine the U.S. fi-
nancial meltdown, Morgan Stan-
ley’s chairman for Asia, Stephen
Roach, responded to the question,
“How could bankers be so stupid?”
by posing his own questions: “How
could regulators be so stupid? How
could borrowers be so stupid? How

Associated Press

PepsiCo’s Indra Nooyi, left, and Tony Blair participate in a plenary session at the
World Economic Forum in Davos on Thursday.

could politicians be so stupid?
C’mon guys, how could all you been
so stupid?”

Not all the glitz is gone, of
course. Google Inc. is planning to
host its annual dancing and booze
party on Friday night and another
evening of revelry has been sched-
uled by Bollywood actors and direc-
tors. Still, the economic crisis is
looming large here, prompting
some to switch venue—at least for a
couple of hours.

The idea behind the refugee sim-
ulation is to give people a taste of
the life led by 32.9 million displaced
people around the world who live in
refugee camps for weeks, months or
even more than a decade, says David
Begbie, who together with his par-
ents works for the Hong Kong-
based Crossroads Foundation Ltd,
which stages the simulations. Refu-
gee camps are often set up spontane-
ously by displaced people and have
little oversight. Even camps run by
the United Nations are often beset
by corrupt guards, says Mr. Begbie.

The nonprofit organization,

which was founded 13 years ago,
sends humanitarian aid to homeless
people, disaster victims, refugees
and others in need from China to Af-
ghanistan to Cambodia. In Davos,
Crossroads has teamed up with UN-
HCR and a Davos nonprofit called
Global Risk Forum to provide the
simulation for the conference-go-
ers.

The simulations, which use
Crossroads volunteers as actors and
props from theme parks—is held
four or five times a day for groups of
15-30 participants. Everyone is
given a role to play.

Mr. Polet, a former Unilever exec-
utive who runs some of the world’s
most expensive fashion labels in-
cluding Gucci, Bottega Veneta and
Yves Saint Laurent, is in Davos to at-
tend panels, speak at one session on
how the crisis has changed con-
sumer behavior and network.

On Thursday, he became Mus-
tafa—a farmer who had been caught
in the middle of a war and, in flee-
ing, had lost track of his wife and six
children. Before the session started,

Mr. Polet was told to leave his phone
and BlackBerry behind. He was
given an identity card, a little bit of
money—represented by a yellow
piece of paper in a Ziploc bag—and a
bandage for his head.

As he and other refugees walked
to the camp—a structure of con-
crete floor, hay, barbed wire and can-
vas tents strung on ropes—armed
militia ambushed them, ordering ev-
eryone to lie flat on their stomachs
amid the sound of exploding bombs.
Mustafa, in his brown corduroys
and tweed jacket, lay with his head
in hay for several minutes as a sol-
dier pointed a gun to his back. Then,
during the journey to the camp, one
of the refugees—a Crossroads ac-
tress—stepped on a make-believe
landmine and was carried away, arti-
ficial blood streaming down her leg.

Nighttime fell (the lights were
switched off) and Mustafa was or-
dered into a canvas tent, where he
curled up on the ground and closed
his eyes. Sounds of children wailing
and women screaming filled the air.

But at one point, Mustafa got up
and began pleading with the sol-
diers to find his children. When he
refused to get back in the tent, the
soldiers pushed him onto the
ground, holding rifles to his head.
“You said you would find my chil-
dren. I'm not going anywhere until
you do,” insisted Mustafa.

The UNHCR says it timed the
event for Davos, figuring it could
rope in some corporate chieftains
who might come through with con-
tributions of money or technology.
But the global downturn gives the
event added piquancy, says UN High
Commissioner Antdénio Guterres,
who went through one of the simula-
tions himself.

“We should have the same level
of determination in saving lives as
in saving banks,” Mr. Guterres said.

—Joellen Perry
contributed to this article.

U.N. official calls U.S. policies on

By MARC CHAMPION

DAVOS, Switzerland—The
United Nations official responsible
for keeping tabs on Iran’s nuclear
program detailed measures the new
U.S. administration should take to
halt Tehran’s nuclear-weapons pro-
gram, describing previous U.S. ef-
forts as “a total failure.”

Mohamed ElBaradei, director
general of the International Atomic
Energy Agency, said in an interview
Thursday that U.S. President Barack
Obama should be able to take the ini-
tial steps to halt the expansion of
Iran’s nuclear-fuel program—which
can be used for civilian or military
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purposes—within six months.

In the interview at the World
Economic Forum here, Mr. ElBara-
dei said those steps would include
opening “direct dialogue at a high
level, with no preconditions” with
Tehran. The U.S. should then nego-
tiate a “freeze for freeze” agree-
ment, in which Iran would
halt any expansion of its
nuclear-fuel program,
while the U.S. and other na-
tions would halt the expan-
sion of United Nations Se-
curity Council sanctions
on Iran. Previous efforts to
negotiate such a deal have
failed.

After that, Mr. ElBara-
deiacknowledged, the chal-
lenges facing the new ad-
ministration would be
enormous. Any agreement
would have to be a “grand bargain”
that addresses Iran’s security con-
cerns and its desire to be accepted
as a regional player. Mr. Obama
also would need to change the po-
litical atmosphere across the Mid-
dle East and persuade other na-
tions, including Iran, that nuclear
weapons are no longer the ticket
to prestige and security.

“He has to pick up the pieces,
which he inherited,” Mr. ElBaradei
said.

Mr. ElBaradei, an Egyptian na-
tional who won a Nobel Peace

Momd
ElBaradei

Prize jointly with the IAEA in 2005
for his work at the Vienna-based
organization, crossed swords re-
peatedly with the previous U.S. ad-
ministration of George W Bush.
The U.S. opposed Mr. ElBaradei’s
reappointment for a third four-
year term at the agency in 2005.

Israeli Deputy Prime
Minister Shaul Mofaz
also once called for Mr. El-
Baradei to be sacked for
burying “his head in the
sand” over Iran’s nuclear
program.

Mr. ElBaradei was en-
thusiastic about Mr.
Obama’s early steps in of-
fice, such as announcing
the closure of the Guantan-
amo Bay detention center
for suspected terrorists,
and granting his first tele-
vision interview as president with
an Arab channel.

Mr. Obama could take other steps
fairly quickly to secure a new relation-
ship with Iran, even during a finan-
cial crisis, said Mr. ElBaradei. Those
measures include starting to cut nu-
clear arsenals, along with Russia. Cur-
rently, there are more than 20,000 nu-
clear warheads around the world.

Another important move would
be to ratify the Comprehensive Nu-
clear Test Ban Treaty. Mr. ElBaradei
has said before he believes it won’t
be possible to prevent nuclear prolif-

nuclear Iran a ‘failure’

Nuclear forces

Estimated nuclear-warhead
stockpiles, as of October 2008.

Country Stockpile
Russia 14,000
u.s. 5,400
France 300
China 240
U.K. 185
Israel 80
Pakistan 60
India 50
North Korea <10
Total 20,325

Note: Includes operational weapons
and ones awaiting dismantlement

Source: Federation of American Scientists

eration so long as the current nu-
clear powers show no sign of disarm-
ing.

Other tougher steps would in-
clude addressing the Israeli-Pales-
tinian crisis and negotiating the
grand bargain with Iran, which
would exchange security guaran-
tees for the lifting of U.S. sanc-
tions for Iranian cooperation on
the nuclear and other U.S. con-
cerns, such as support for terror-
ist groups.

“I think it’s unfair to expect too
much of Barack Obama, because a

lot of that stuff takes a lot of time.
But he can do a lot in changing the
atmosphere,” said Mr. ElBaradei.

The challenges such a policy
would face were evident already
on Thursday, when Mr. ElBaradei
appeared on a panel in Davos to dis-
cuss global expectations of the
Obama administration.

Speaking in Farsi, Iran Foreign
Minister Manouchehr Mottaki,
also on the panel, said “Americans
talk more than enough. They
should now listen to others.” Iran
would want to see the Obama ad-
ministration first change U.S. poli-
cies in practice and apologize for
past acts, including the nuclear
bombing of Hiroshima and Na-
gasaki at the end of World War II.
If so, said Mr. Mottaki, “then cer-
tainly [Mr. Obama] would find a
welcome.”

Also on the panel, French For-
eign Minister Bernard Kouchner ex-
pressed his exasperation with Iran.
He said European Union nations
had for years been attempting to
negotiate with Iran, offering trade,
technology and other benefits.
“We were talking and talking, but
got nowhere,” he said.

Mr. ElBaradei said European ef-
forts had failed because they
hadn’t gone far enough in their of-
fers, largely due to opposition
from the U.S. administration.





