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E.ON and GDF Suez were
fined by the EU for agreeing
not to compete on sales of nat-
ural gas in each other’s home
markets. The energy giants
vowed to appeal the fine, the
second highest ever assessed
in an EU cartel case. Page 4

B The IMF sees the world
economy shrugging off reces-
sion in late 2009, but said
leading nations still shoulder
worrisome burdens. Page 2

M The ECB said the global
financial crisis has had little
effect on the dollar’s pre-
eminence in international
financial markets. Page 2

M New rules on pay and
tougher capital requirements
highlight U.K. bank proposals,
but regulation would remain
mostly untouched. Page 32

M Fear is returning to finan-
cial markets. U.S. stocks
were narrowly mixed, while
European shares fell for the
fifth day in a row. Page 20

M Opec cut its five-year fore-
cast for oil-field spending by
a third on expectations of
lower demand. August crude
fell 4.4% to $60.14. Page 11

M Google is planning an oper-
ating system for PCs, a di-
rect assault on market leader
Microsoft’s turf. Pages 5, 32

M John Meriwether is shutter-
ing his hedge-fund firm and
splitting with a partner as ef-
forts to jump-start their busi-
ness have failed. Page 19

M Switzerland said it will
block UBS from giving confi-
dential client data to U.S. offi-
cials, even if a U.S. court orders
the bank to do so. Page 11

M Luxembourg has been pro-
moted to the list of countries
that comply with international
tax standards, the OECD said.

M Big drug companies will
face stepped-up antitrust
scrutiny when making deals
with smaller generic-drug mak-
ers, the EU warned. Page 10

Ml Moscow disappointed in-
ternational creditors by not
helping a small aircraft-leas-
ing firm repay a $250 million
debt to bondholders. Page 19

M A tense calm settled over
Urumagi after China deployed
security personnel. Page 3

M Ireland set Oct. 2 as the
date for a second vote on
the EU’s Lisbon Treaty.

M A Saudi court sentenced
an al Qaeda militant to death
and gave jail terms and fines
to more than 300 others.
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The failure by leaders of the Group of Eight leading nations, seen gathered in LAquila, Italy, to reach shorter-term emissions-cutting targets prompted the Major Economies Forum,
which includes polluters such as China and India, to backtrack from numerical targets they had planned to espouse on Thursday.

Summit leaders in climate deal

G-8 agrees to cut emissions of heat-trapping gases 80%, but wider group drops numbers

BY JONATHAN WEISMAN

L’AQUILA, Italy—Leaders
of the Group of Eight leading
nations agreed Wednesday to
slash emissions of heat-trap-
ping gases by 80% by 2050
and to recognize a two-de-
gree Celsius ceiling for total
global warming.

State of limbo?

M Chinese president’s departure
imperils concrete results.......3

But the G-8 leaders failed
to agree on shorter-term emis-
sions-cutting targets and on
establishing a firm amount of
aid for developing coun-
tries—a setback that marks a
major blow to one of the big-

gest goals of the summit here,
one that could have repercus-
sions for alarger, major meet-
ing on climate change in
Copenhagen later this year.

Their declaration also
leaves it to individual nations
to decide the emissions base-
line they will count their re-
ductions from.

The failure by leaders of the
G-8—the U.S., Japan, Germany,
France, the UK, Italy, Canada
and Russia—to reach shorter-
term targets prompted alarger
group of nations gathered here
to backtrack from numerical
targets they had planned to es-
pouse in another statement
due Thursday.

Thelarger group, the Major
Economies Forum, includes
polluters such as China and In-

Total emissions

Tons per

In billion metric tons of carbon dioxide capita

China 4.6
Us. I T 108
Russia [N 1.7 12..0
India [N 1.3 1.2
Japan I 13 9.8
Germany I 0.9 104
Canada [ 0.6 Note: Figures for 18.8
UK. - 06 Egl?:aeagd have been 9.7
South Korea [l 0.5 Source: Union of 10.5
Iran [l 0.5 Concerned Scientists 7.3

dia and consequently is more
important for climate-change
policies than the G-8. U.S. Presi-
dent Barack Obama, who will
chair the 17-nation energy and
climate forum meeting, had
hoped for a breakthrough in

Bond plan is puzzle
for Bank of England

By NEIL SHAH

LONDON—Investors are
hoping that when officials at
the Bank of England meet
Thursday to decide how to
manage a moribund econ-
omy, they will agree to ramp
up their fight against reces-
sion by pouring more money
into the bond market.

There is only one prob-
lem: Economists are begin-
ning to doubt that the policy,
known as quantitative eas-
ing, is actually working.

Over the past few
months, the Bank of Eng-
land, much like the U.S. Fed-
eral Reserve, has embarked
on an experiment aimed at
jump-starting the economy,
promising to buy mostly gov-
ernment bonds with some

£125 billion ($202 billion) in
freshly printed money. By
putting more cash in the
bank accounts of bond sell-
ers, and by pushing bond
prices up and yields down,
the policy is supposed to
spur banks to lend and lower
the interest rates at which
they do so.

So far, though, there are
few signs that the policy is
having the desired effect. Af-
ter an initial drop, yields on
many government bonds
have crept back up amid jit-
ters about the parlous state
of the U.K.’s government fi-
nances.

And while banks have
seen their cash reserves rise
sharply, they don’t appear to
be putting the money to
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his debut on the stage of the in-
ternational climate debate.
Ever since the Kyoto Proto-
col of 1997, the unwillingness
of developing economies
such as China to sign on to glo-
bal efforts to curb global

warming has been the largest
political and technical impedi-
ment to progress. The U.S.
Congress and the Bush admin-
istration cited the omission
of China from Kyoto’s man-
dates as the biggest reason
the U.S. wouldn’t participate.

Wednesday’s breakdown
here only underscored how
difficult a breakthrough will
be when the world gathers in
Copenhagen in December to
try to complete a binding
treaty to replace Kyoto.

“We still have time before
Copenhagen,” said Michael Fro-
man, deputy White House na-
tional security adviser for inter-
national economics.

U.S. officials framed the
L’Aquila climate-change decla-
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Dollar’s clout remains

ECB says greenback
has kept its status
amid global crisis

BY JOELLEN PERRY
AND GEOFFREY T. SMITH

FRANKFURT—The global finan-
cial crisis has had little effect on the
dollar’s pre-eminence in interna-
tional financial markets, the Euro-
pean Central Bank said in a report
Wednesday.

The ECB, which sets interest
rates for the 16 countries that share
the euro currency, said in an annual
review of the euro’s international
role that the crisis left the shares of
major international currencies in fi-
nancial markets “broadly unaf-
fected” in 2008.

The “depth and liquidity of U.S.
financial markets” amid investors’
search for havens helped the green-
back maintain “its status as the
most important international cur-
rency globally,” the report said.
Meanwhile, the euro’s share in
most global financial sectors, in-
cluding debt markets and foreign-
exchange reserve holdings, edged
up only marginally last year from
2007.

The findings suggest emerging
economic heavyweights such as
China have had little success reduc-
ing the dollar’s role in global affairs,
despite public protestations against
the currency’s dominance. The
Group of Eight leading nations
didn’t schedule a detailed discus-
sion of the dollar’srole as a global re-
serve currency at their summit meet-
ing in I’Aquila, Italy, on Wednesday.

The euro’s popularity did surge
in Central and Eastern Europe,
where financial-market upheaval
has battered local currencies and
pushed a number of countries to
ramp up their aspirations to join the

Euro dreams

The value of Euro banknotes
shipped abroad rose last year...

€95.4 €711

billion

billion

December 2008  December 2007
..as did the value of
euro-denominated loans in
countries where the euro is not
the official currency.

in billions
December 2008 €24.63
December 2007 FICNEL

Romania

I ;25

LR 1536
Hungary _-11 191'7*
Bulgaria _92913.95
Lithuania NI 12.64
N 5 .93

* |latest amount as of February 2009
Sources: National central banks and ECB
calculations

currency bloc. Emerging European
countries that have joined the 27-na-
tion European Union must adopt the
euro eventually. But the ECB main-
tains that candidate countries must
follow alengthy official process that
involves, among other things, keep-
ing public debt loads low and local
currencies steady against the euro
for at least two years.

The crisis has made those goals
harder to meet. But the ECB report
showed the euro’s prevalence is al-
ready rising in emerging European
nations that haven’t officially

adopted the currency.

Consumers and companies rat-
tled by the prospect of domestic
banks going bust stockpiled euro
banknotes last year, the report said.
The value of euro bills shipped out-
side the currency bloc rose to €95.4
billion ($132.7 billion) in December
2008, up from €71.1 billion a year
earlier, and the highest level since
2002. Nearly half of those pur-
chases hailed from Eastern Europe.

Corporate and household bor-
rowers across the region also contin-
ued taking outloans denominated in
the euro, hoping to benefit from the
bloc’s low interest rates. Such loans
have proved risky amid the crisis, as
the falling value of emerging Euro-
pean currencies has left many bor-
rowers facing rising repayment
costs in euros.

The ECB, wary of seeing the crisis
intensify in a region where many
euro-zone banks have big invest-
ments, warned in the report that
“the prevalence of foreign-currency
lending may create significant mac-
roeconomic risks” as borrowers rack
up debt they may be unable to repay.
Banks, too, could suffer if borrowers
defaulted en masse, posing “poten-
tial risks to financial stability.”

The ECB’s report came amid
mixed economic news for the euro-
currency bloc. Output contracted by
an annualized rate of nearly 10% in
the first quarter of 2009 from the
previous quarter, pulled down by
steep drops in exports and corpo-
rate investment, statistics agency
Eurostat said. But industrial produc-
tion in Germany increased at the
fastest pace in nearly 16 years in
May, rising 3.7% compared with
April.

The data reinforced economists’
predictions that manufacturing in
Europe’s largest economy might be
starting to stabilize, though a 17.9%
fall from May 2008 showed the sec-
tor is still struggling amid the global
slump.
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Developing Countries Set
To Boost Global Economy

By Tom BARKLEY

WASHINGTON—The global
economy should emerge from re-
cession by the end of the year
thanks to strength in major devel-
oping countries such as China and
India, the International Monetary
Fund predicted.

Advanced economies continue
tolag behind, facing risks from un-
finished work shoring up financial
sectors, as well as new concerns
from the piles of debt govern-
ments are amassing from crisis
measures.

“The worst is behind us, and
the recovery is coming,” said the
IMF’s chief economist, Olivier
Blanchard. He warned that the re-
covery will likely be fragile, as the
overleveraged global financial sys-
tem continues to cast a shadow
over the economic outlook. He
urged policy makers not to be-
come complacent about market im-
provements, saying that if support-
ive monetary, fiscal and financial
measures are removed too soon
“there would be a great risk that
the recovery falters.”

When asked about the recent re-
trenchment in global markets, Mr.
Blanchard said investors are learn-
ing that the recovery will likely be
a weak one.

Inthereport, the IMF predicted
financial institutions will face
“somewhat lower” write-downs
on bad debt than expected in an
April report, when it estimated glo-
bal losses could top $4 trillion
through next year.

Jose Vifials, director of the mon-
etary and capital-markets depart-
ment, said the fund is still revising
that figure. He said it is reasonable
to assume that loan charge-offs
and mark-to-market losses on se-
curities held by U.S. and European
banks would be smaller given the
rebound in markets.

The IMF upgraded its outlook
for 2010 and lowered this year’s
forecast. The world economy is ex-
pected to contract 1.4% in 2009 in-
stead of the 1.3% decline predicted
in April.

The IMF now foresees a2.5%re-
bound in global growth in 2010.
That is up from a 1.9% growth esti-

mate in April, as well as a 2.4%
growth forecast cited by The Wall
Street Journal last month from a
briefing prepared for ministers of
the Group of Eight leading na-
tions.

G-8 leaders are in Italy this
week to discuss progress in com-
bating the global crisis, which fi-
nally appears to be losing steam.
Encouraged by recent improve-
ments in both markets and eco-
nomic activity, the leaders are ex-
pected to focus more on devising
exit strategies for when arecovery
takes hold.

The IMF said it is too soon for
governments to start unwinding
crisis measures but clear and coor-
dinated exit strategies should be
laid out to avoid a potential wave
of turmoil in sovereign-debt mar-
kets.

Mr. Blanchard said govern-
ments should also prepare for pos-
sibly extending stimulus mea-
sures. “It may well be that if the re-
covery turns out to be very weak, a
bit weaker than we forecast, gov-
ernments may actually have to con-
tinue the fiscal stimulus,” he said.

The IMF said brighter pros-
pects for the U.S. and Japan led to
abetter outlook for advanced econ-
omies, though activity isn’t ex-
pected to pick up until the second
half of 2010. The group is forecast
to expand ata0.6% pacein 2010 in-
stead of the previous estimate for
zero growth, but is still forecast to
contract 3.8% this year.

CORRECTIONS &
AMPLIFICATIONS

Global aluminum output in May
averaged 63,600 metric tons a day.
An article Wednesday about Alcoa
incorrectly said May’s daily output
was 63.6 million metric tons.

Cablevision Systems Corp. in
May said it is considering spinning
off Madison Square Garden; it has
never said it was considering a sale.
A Corporate News article Tuesday
incorrectly said Cablevision was no
longer considering selling the Gar-
den.
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Troops impose calm on troubled China city

Massive deployments
quell ethnic violence;
threat of execution

BY SHAI OSTER
AND JASON DEAN

URUMAQI, China—A sweeping de-
ployment of security personnel es-
tablished a tense calm in the capital
of China’s Xinjiang territory after
days of ethnic violence, as the city’s
top official vowed to execute those
responsible for the country’s worst
unrest in decades.

Sporadic unrest continued
Wednesday in Urumgqi, where
clashes on Sunday between Uighurs
and Han Chinese, the country’s dom-
inant ethnic group, left 156 dead and
more than 1,000 injured, according
to official figures. But the massive
security presence appeared to
largely contain hostility between
the two groups, a day after revenge
attacks by roaming gangs of Han in
the city angered by Sunday’s kill-
ings.

The week’s violence has turned a
region long plagued by simmering
ethnic anger into a major crisis for
China’s Communist Party. In a sign
of the intensity of official concern,
President Hu Jintao, who is party
chief, unexpectedly returned to
China on Wednesday from Italy,
where he was planning to attend the
summit of the Group of Eight lead-
ing nations. His sudden departure,
unusual for a Chinese leadership
that generally sticks to its script,
left much-lower-ranking officials
representing China at the G-8 meet-
ing, casting uncertainty over its
role in discussions on a range of im-
portant issues.

Mr. Hu made no public appear-
ance immediately after his arrival
home, and was likely presiding over
meetings of senior leaders to dis-

b

Chinese soldiers march on the streets of Urumgi on Wednesday, part of a show of force that brought a tense calm to the city.

cuss the strategy for the govern-
ment response to the unrest. Mr. Hu
has personal experience with issues
of ethnic unrest, having been the
top official in Tibet during an upris-
ing there in 1989.

Wednesday’s show of force in
Urumqi, which followed an 11-hour
curfew beginning Tuesday night,
was boosted by an influx of paramili-
tary police and soldiers from other
cities, including Beijing and Lan-
zhou, the regional military head-
quarters. Earlier in the week the offi-
cial Xinhua news agency reported
20,000 police and troops had been
deployed, and as of Wednesday the
security presence in Urumqi was
even greater.

Helicopters patrolled overhead
and cordons of security forces in
riot gear patrolled the streets as
other troops marched carrying as-

sault rifles fixed with bayonets. The
security presence was heaviest in
Han parts of the city that saw resur-
gence of violence on Tuesday. There
were scattered reports of violence
Wednesday.

City officials declared the situa-
tion was “under control,” and there
was no repeat of the official curfew
Wednesday night, although police
throughout the city broadcast mes-
sages on loudspeakers urging peo-
ple to return home and remain calm.

Li Zhi, Urumgi’s top Communist
Party official, in a televised news
conference Wednesday, promised
to deal harshly with those found re-
sponsible for the deadly violence.
“To those who committed crimes
with cruel means, we will execute
them,” he said, the Associated Press
reported. The statements appeared
to be intended to quell the ethnic

bloodlust as well as warn Uighurs
that they would be held responsible.

It remains unclear how Uighur
protests Sunday erupted into large-
scale ethnic violence. The govern-
ment has yet to provide a break-
down by ethnicity of Sunday’s fatali-
ties. Officials said Wednesday they
have identified the bodies of about
100 of those killed.

An uneasy calm also held in
other Xinjiang cities. In Kashgar, an
ancient Silk Road city to the west,
shops along main thoroughfares
were ordered to close for three
days, starting Tuesday, residents
said. Large numbers of People’s
Armed Police paramilitary troops
patrolled Uighur neighborhoods
there, and on the streets of Hotan, a
city in southern Xinjiang, after
nightfall.

Officials now face the difficult
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challenge of trying to reduce ethnic
antipathy that was already intense
before this week’s events, to try to
prevent further outbreaks of vio-
lence. “It’s very hard in such a cir-
cumstance to find some kind of eth-
nic reconciliation,” said Dali Yang, a
professor of Chinese politics at the
University of Chicago.

On Wednesday, the government
tried to defuse anger over an event
that helped to trigger Uighur pro-
tests on Sunday that then spiraled
into rioting. Uighurs, a Turkic-
speaking, mainly Muslim group,
have long complained of discrimina-
tion by China’s Han-dominated gov-
ernment, and were incensed in re-
cent weeks by a clash between Han
and Uighur workers in a southern
Chinese factory last month.

In that incident, rumors that Ui-
ghur migrant workers at the plant
had raped Han Chinese women
prompted enraged Han workers to
attack their Uighur co-workers.
State media said two Uighurs were
killed and dozens more injured.

The state-run Xinhua news
agency Wednesday published an in-
terview with what it said was the
young woman at the center of those
rape allegations of sexual assault,
quoting her as saying that the whole
episode was a misunderstanding.
The woman, identified as 19-year-
old Huang Cuilian, said she acciden-
tally entered the wrong room of a
factory dormitory and, frightened
at the sight of two young Uighur
men inside, let out an “uninten-
tional scream” before walking
away, unmolested.

Xinhua said that it was her
scream, apparently misinterpreted
by male Han workers, that triggered
the deadly fight at the plant.

In Urumqi, some Han Chinese, fa-
miliar with state manipulation of in-
formation, remained convinced an
assault took place and the govern-
ment is covering it up to avert eth-
nic strife.

Chinese leader leaves summit, hobbling climate debate

BY JONATHAN WEISMAN

L’AQUILA, Italy—Chinese Presi-
dent Hu Jintao’s sudden departure
Wednesday from the summit of the
Group of Eight leading nations dealt a
potentially significant blow to the
summit’s ability to produce concrete
results on issues from climate change
to economic recovery.

China has been a driving force in
international discussions about cur-
rency, debt and concerns over soar-
ing budget deficits as nations strug-
gle to pull themselves out of the glo-

bal financial crisis.

Mr. Hu departed to deal with riot-
ing in China’s western Xinjiang terri-
tory before he could meet privately
with U.S. President Barack Obama or
attend critical meetings of the G-8
plus 5, which includes five leading de-
veloping economies.

He was also to have attended a
17-nation Major Economies Forum
on Thursday, chaired by Mr. Obama
and charged with reaching an ac-
cord on climate-change issues.

The Chinese president was dining
with local officials and business lead-

ers in Florence on Tuesday evening
when the meal was interrupted by a
flurry of phone calls. “In a matter of
minutes everything froze, and then
they left,” said Matteo Renzi, the
mayor of Florence.

The Chinese president left behind
Chinese state councilor Dai Bingguo,
whom U.S. Deputy White House Na-
tional Security Adviser Denis McDon-
ough describes as a powerful figure.
Still, Mr. McDonough said, “It’s a fair
question” to ask whether Mr. Hu’s de-
parture will have an impact.

White House officials expressed

disappointment at Mr. Hu’s depar-
ture, but said the summit can produce
results. They said they didn’t expect
currency issues to come up and that
the biggest fights over fiscal imbal-
ances and “exit strategies” for stimu-
lus programs are with European na-
tions such as Germany.

Without Mr. Hu at the Major
Economies Forum on Thursday, a
last-minute push by Mr. Obama for a
broad accord on emissions reduc-
tions wasn’t possible, U.S. officials
here say.

The G-8, which includes the U.S.,

Canada, Japan, Germany, Italy, Brit-
ain, France, and Russia, has been
struggling to maintain its importance
as countries like China, India and Bra-
zil rise in power. Mr. Hu has said the
G-20 largest economies, not the G-8,
should be the forum for global eco-
nomic discussions.

Meetings at the summit were toin-
clude the G-8 plus 5 (China, India, Mex-
ico, Brazil and South Africa), the G-8
plus 5 plus Egypt, and other itera-
tions.

—Stacy Meichtry
contributed to this article.

(-8 agrees to cut heat-trapping emissions, but drops numbers

Continued from first page
rations as progress. Numerical targets
for emissions reductions by 2050 are
largely meaningless anyway, since the
target is so far in the future, they said.
“It would be a big mistake to look at
only at 2050,” said Todd Stern, the
chief U.S. climate-change negotiator.

But it was the failure of the devel-
oped nations to set short-term goals
that gave the developing countries
their reason for torpedoing a
broader deal that seemed within
reach just a week ago. The G-8 na-
tions also couldn’t agree on a pledge
to help fund poorer countries’ move

toward cleaner energy sources and
mitigate the effects of climate
change they are already feeling.

A draft declaration had provi-
sionally called for $400 million in
this aid—a figure that many nations
called too small and others called
too large. In the end, they got noth-
ing but theoretical commitments to
help with finances and technology.

“The G-8 might have agreed to
avoid cooking the planet by more
than two degrees, but they made no
attempt to turn down the heat any-
time soon,” said Antonio Hill,
spokesman for Oxfam International,

summing up the view of several lib-
eral environmental groups here.
Complicating negotiations fur-
ther was the sudden departure of Chi-
nese President Hu Jintao early
Wednesday to deal with rioting in the
west of his country. That left Mr.
Obamano Chinese head of state to try
topersuade to come back to the table,
said Daniel M. Price, a former White
House official responsible for the G-8
and Group of 20 summits for Presi-
dent George W. Bush and now part-
ner with the law firm Sidley Austin.
Still, the G-8 declaration did
move the developed world toward

stricter regulations on the emis-
sions of climate-trapping gases
such as carbon dioxide and meth-
ane. The developed nations agreed a
year ago to a 50% reduction by 2050,
but European negotiators argued a
more aggressive target was needed
ultimately to convince the develop-
ing nations. This year, they got 80%.

That may be less significant than
it seems because the G-8 declara-
tionleavesit toindividual nations to
decide their emissions baseline. Ger-
many and other European countries
wanted emissions cut 80% from
1990 levels. The U.S. wanted the cuts

to be counted against current levels.

The declaration states the reduc-
tions will be counted against 1990 lev-
els “or later years.” “It recognizes
multiple baselines,” Mr. Froman said.

The acknowledgement that glo-
bal warming should be held below
two degrees Celsius from preindus-
trial levels is another breakthrough.
The U.S. has long resisted setting a
temperature ceiling. Translating
that ceiling into action will entail
dramatic changes that will affect ev-
ery corner of the global economy;, es-
pecially since temperatures already
have risen nearly one degree.
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EU fines energy giants over collusion

Commission’s $1.53 billion penalty on E.ON and GDF Suez is region’s second-highest in a cartel case

BY CHARLES FORELLE

BRUSSELS—The European
Union fined energy giants E.ON AG of
Germany and GDF Suez SA of France
€1.1 billion ($1.53 billion) for agree-
ing not to compete on sales of natural
gas in each other’s home markets.

The fine, the second-highest
ever assessed in an EU cartel case,
reflects the desire of the European
Commission, the bloc’s executive
arm, to force EU-wide competition
in the energy sector—despite reluc-
tance from some member countries
to back vigorous reform.

Each company was fined €553
million. Both said they would appeal
to an EU court in Luxembourg.

The case stems from an accord in
1975 by GDF and E.On to build a pipe-
line, called Megal, that moves Rus-
sian natural gas from the Czech Re-
public and Austria across Germany
and into France. They agreed, in two
“secret” letters, not to sell natural gas
in each others’ market, the commis-
sion said. The commission said the
two companies continued to divvy up
the national markets until 2005.

For decades, the provision of natu-
ral gas was the domain of national
monopolies, but an EU law in 2000
sought to open up Europe’s natural-
gas markets to competition. The com-
mission has since been trying to per-
suade governments to agree to rules
forcing the separation of gas transit
and sales businesses, arguing that
EU-wide competition would drive
down prices and enhance energy se-
curity. Germany and France have so
far blocked these efforts to “unbun-

v
.

l European antitrust commissioner

Neelie Kroes forced E.On to give up
. part of its electricity grid and RWE

to divest itself of part of its
natural-gas network.

.

dle” the gas trade; both countries
have big, incumbent energy compa-
nies that retain much influence.

In the past year, antitrust com-
missioner Neelie Kroes forced E.On
to give up part of its electricity grid
and German utility RWE AG to di-
vest itself of part of its natural-gas
network to settle antitrust cases.

Wednesday’s fine “sends a
strong signal to energy incumbents
that the commission will not toler-
ate any form of anticompetitive be-

havior,” Mrs. Kroes said. “By agree-
ing not to compete, these companies
effectively eliminated price competi-
tion in that sector.” She added that
the commission “has no alternative
but to impose high fines.”

GDF and E.On responded to the
decision harshly. Collusion “never
took place between the companies,”
said Bernhard Reutersberg, chief ex-
ecutive of E.On’s Ruhrgas subsid-
iary. The 1975 agreement was “never
implemented,” E.On said. It added

that last year it sold 8.7 billion kilo-
watt-hours of natural gas in France.

GDF Suez “expresses its com-
plete disagreement” with the find-
ing that there was collusion, the
company said. The period of time
the fine covers is from when the
EU’s directive liberalizing the gas
trade took effect until 2005, when
the EU says the collusion stopped,
said Antoine Lenoir, a GDF Suez
spokesman. “There was competi-
tion with E.On after 2001. We have

been supplying German clients
since then,” said Mr. Lenoir.

In recent years, the commission
has sharply raised its fines for cartel
behavior; new guidelines base the
fine on the revenue in the affected
sector and the number of years any
collusion persisted, which can lead
to huge fines in lucrative industries
or for long-running cartels. Last
year, it hit participants in an auto-
glass cartel with €1.4 billion in fines,
the largest to date.

The size of Wednesday’s fine is
likely to be at issue in the appeal. A
key question is how the court will
treat the fact that the agreement was
made a quarter century before the gas
markets were opened to competition.

“The arrangement does go back
to a time when GDF was part of the
French state,” says Suzanne Rab, an
antitrust lawyer specializing in en-
ergy issues at Hogan & Hartson in
London. The case raises a “funda-
mental question about the legacy of
state control.”

The commission also said GDF
Suez had offered to settle a separate
antitrust investigation, this one fo-
cusing on whether the company was
preventing competitors from im-
porting natural gas into France. Un-
der that proposed settlement, GDF
Suez would scale back the long-
term contracts it has for access toin-
frastructure, such as pipelines and
liquefied natural-gas terminals,
needed for imports.

The commission hasn’t decided
whether to accept the settlement of-
fer. —Sebastian Moffett in Paris

contributed to this article.

Carriers hold breath on air rules

By ScoTT MCCARTNEY

Airline customer service isn’t
the only thing in need of improve-
ment these days. The air in airplane
cabins needs some fixing, too.

A panel of experts across the avia-
tion industry studied air quality and
— the spread of dis-

THE ease aboard air-
—————— planes and recom-
MIDDLE SEAT mended firm stan-

dards for onboard
air circulation, lower ozone exposure,
new monitoring for contaminated air
from oil or hydraulic fluid leaks and
limits on pesticides used on planes.

But one year after the new volun-
tary standards were issued, aviation
regulatorsandairlineshaveyettoact.

“It’s frustrating because these is-
sues are important for crew mem-
bers and for passengers, and should
have been addressed a long time
ago,” says Judith Murawski, a cabin
air quality expert for the Associa-
tion of Flight Attendants.

The American Society of Heating,
Refrigerating and Air-Conditioning
Engineers, which usually focuses on
climatesinside buildings, conducted
12 years of work on air quality inside
airliners—long atopic of concern for
travelers and flight crews, particu-
larly during health crises like the
HIN1 swine-flu pandemic.

The ASHRAE committee, which
included representatives from air-
craft and equipment manufacturers,
airlines, labor groups and even pas-
sengers’ advocates, was formed at
thebehest ofthe aviationindustry to

offer definitive word on complex is-
sues. Its new standards represent
the most comprehensive study of in-
flight environmental hazards yet.

The committee found that air
quality and current regulatory stan-
dards are basically good, but some
improvements should be made.

“In general, the air on an airplane
is not too bad but when things go
wrong, they canget reallybad. And it
happens in a hurry,” says Byron W.
Jones, the committee’s chair and as-
sociate dean at the College of Engi-
neering at Kansas State University.

Sofar,Dr.Jones and other ASHRAE
committee members describe the re-
sponse from regulators to the new
standard as “fairly muted.”

An FAA spokeswoman says the
agency is awaiting more research
currently under way before taking
action on cabin air quality. Nothing
is imminent, she said.

Surprisingly, air quality on planes
is often worst when the plane is on
the ground. Air-circulation systems
sometimesaren’t operated while pas-
sengers board, for example, or when
planessit for long ground delays, and
problems can develop quickly. In
some famously long delays, when
planes have sat stranded for several
hours, passengers have complained
of hot, stuffy cabins with inadequate
air conditioning.

“If you have it off even five min-
utes, you start to build up contami-
nants in aircraft,” Dr. Jones says.

The ASHRAE group said the in-
dustry needs temperature limits, so
cabins don’t become sweltering on

the ground on hot summer days.
And its standard says air circulation
should never be shut down on a
plane with people aboard, unless
necessary for operational reasons
like de-icing so toxic fumes aren’t
sucked in, and that an absolute limit
of 30 minutes without air circula-
tion should be imposed.

TheFAA saysitissued anadvisory
to airlines in 2003 recommending
that passengers be removed from
planes no more than 30 minutes after
air-circulation equipment is shut
down, but the limit isn’t mandatory.

Airlines and manufacturers have
long argued that because air is moved
quickly in cabins and scrubbed
through sophisticated clean-roomde-
vices called HEPA filters, which can
catch 99.9% of pathogens, airplane air
is healthier than that in office build-
ings or other public spaces.

But the volume of air that circu-
lates per person is higher in office
buildings and anecdotal reports of
illnesses among passengers and
flight attendants have often
sparked fears that cabin air could be
hazardous. In addition, half the air
circulated through a jet is drawn
from the outside; half is re-circu-
lated, leading to concerns.

Despite the diversity of the com-
mittee, the final recommendations
were unanimously approved.

The standard includes new pro-
tections on pesticide use. More than
40 countries require disinfecting
planes, some with pesticides banned
by the U.S. Environmental Protec-
tion Agency.

Michael Sloan

Ozone in cabin air was another
concern. Air drawn from outside can
contain high ozone levels because it
comes from the upper atmosphere.
Many aircraft, particularly long-haul
jets, have “ozone converters” that de-
compose ozone before it is fed into
cabins, but Dr. Jones says a lot of air-
craft, mostly planes that fly only
shorthops, still flywithout ozone con-
verters. “It’s been an airline option

N/

whether to have ozone converters or
not,” he says. The new standard setsa
maximum level of ozone contamina-
tion and requires converters on
planes that fly routes where ozone is
expected to be encountered.

The new standard would also re-
quire sensors to ensure that fresh
air from outside and compressed in-
side engines isn’t contaminated by
an oil leak or a hydraulic fluid leak.
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(roogle plans PC

Web titan to launch
operating system,
taking on Microsoft

By JESsSICA E. VASCELLARO
AND DoON CLARK

Google Inc. is preparing to
launch an operating system for per-
sonal computers, a direct assault on
the turf of software giant Microsoft
Corp., which has long dominated
the market for software that runs
PC applications.

The Internet giant announced
the new move in a blog post late
Tuesday night. It said the software,
which will initially target low-end
portable PCs called netbooks, will
be based on its Chrome Web
browser and available to consumers
in the second half of 2010.

The post—by Google’s Sundar
Pichai, vice president of product
management, and Linus Upson, engi-
neering director—said the operat-
ing system would be “lightweight”
and optimized for running Web-
based applications. Google’s goal,
they said, is to address shortcom-
ings of PCs, including security prob-
lems and lengthy delays while com-
puters boot up. “We hear a lot from
ourusers, and their messageis clear—
computers need to get better,” the
Google executives wrote.

Eventually, Google hopes to
scale the software to full-scale PCs
as well, they said.

The effort marks Google’s latest
attack on Microsoft. The Mountain
View, Calif.,, company—which
makes 97% of its revenue from on-
line advertising—has been trying to
compete with Microsoft and other
software makers by offering more
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Google said its new operating system, which will be based on its Chrome Web
browser, will initially target low-end portable PCs called netbooks.

software that runs in a Web browser
and isn’t downloaded directly to
computers. Now it appears to be
broadening its approach, in a move
that could give it greater distribu-
tion of its own online software ser-
vices, including word-processing
and email software.

But whether it can chip away at
Microsoft’s dominance in the mar-
ket remains unclear. In the months
since its launch, Chrome has done
little to challenge Microsoft’s lead
in browser software. And some
hardware companies have been
slow to adopt Google software—
like its Android operating system,
which is targeted at running appli-
cations on mobile phones—argu-
ingitisn’trobust enough to handle
many tasks.

The Google blog post stresses
that the Chrome operating system s
a separate effort from Android—
though, like Android, it will be
“open source,” meaning other devel-
opers can have access to and modify
the code.

The software is designed to work
on PCs running x86 chips—the de-
sign used by Intel Corp. and Ad-
vanced Micro Devices Inc. used in
most conventional PCs—as well as
chips based on designs from ARM
Holdings PLC that are the standard
in cellphones and are expected to be
used in netbooks later this year, the
executives said.

Though the software will be
based on the core of Linux—its “ker-
nel,” in programming parlance—the
Chrome 0OS, as it is called, will add a
new layer of windowing software to

manage what a user sees on a dis-
play screen.

Instead of requiring program-
mers to write programs specifically
for the operating system—an uphill
battle at a time developers have
many choices about where to focus
their efforts—the Google engineers
said that the Chrome operating sys-
tem will simply run programs writ-
ten for the Web.

“And of course, these apps will
run not only on Google Chrome OS,
but on any standards-based
browser on Windows, Mac and
Linux, thereby giving developers
the largest user base of any plat-
form,” the Google executives wrote.

Google’s incursion into operat-
ing systems could galvanize its crit-
ics, including privacy groups and
competitors, who argue that the on-
line search company already col-
lects vast amounts of information
about consumers’ Internet use.

While Google is still a tiny player
in many of the new markets it is ex-
ploring, like mobile-phone software
and online applications, some
worry it could leverage its massive
online-search market share to
quickly grow its share of new indus-
tries as well, gathering even more
data about its users.

The move comes as the rise of
netbooks poses a series of competi-
tive challenges for Microsoft. Sev-
eral variants of Linux are being of-
fered for the new systems, though
the company’s aging Windows XP
operating system remains preva-
lent. Besides Android, for example,
Intel is backing a Linux-based oper-
ating system known as Moblin.

Rio executive is accused of spying

An employee of mining giant Rio
Tinto being held in China is suspected
by Beijing of espionage, the Austra-
lian government said—the latest
twist in the company’s increasingly
fraught relationship with the country
that is its biggest market for iron ore.

By Iain McDonald in Sydney
and Andrew Batson in Beijing

Stern Hu, the general manger in
China of Rio’s iron-ore division, has
been accused of stealing state secrets
and could be charged, Australian For-
eign Minister Stephen Smith said
Wednesday. Mr. Hu was detained by
China’s Ministry of State Security, Mr.
Smith said.

Mr. Hu is one of four Rio employ-
ees in China who have been held by
Chinese authorities since Sunday. He
is an Australian national, but the

other three are Chinese citizens. The
status of the Chinese citizens
couldn’t be determined.

Mr. Smith said there is no connec-
tion between the detentions and Rio’s
continuing negotiations with China
over iron ore, or with Rio’s recent
failed alliance with Aluminum Corp.
of China. “I’ve seen no evidence, and I
have no basis for any such specula-
tion,” he said at a news conference.

The case is an unusual example of
China’s national-security apparatus
becoming involved with a multina-
tional company. The line between
what is considered commercial infor-
mation and state secrets often isn’t
clear in China, where many major
companies are controlled by the gov-
ernment. As such, the Rio investiga-
tion could chill foreign businesses.

China’s government hasn’t com-
mented publicly on the situation, and

the country’s Foreign Ministry and
other government agencies didn’t re-
spond to requests to comment.

“We have been advised by the Aus-
tralian government of this surpris-
ing allegation,” a spokeswoman for
Rio Tinto said. “We are not aware of
any evidence that would support
such an investigation.”

The dependence of Australia’s re-
source-heavy economy on demand
from China, as well as China’s at-
tempts to balance its purchases by in-
vesting in Australia, have made rela-
tions between the two nations in-
creasingly tense.

Rio last month walked away from
a $19.5 billion alliance with Alumi-
num Corp. of China. Rio’s rejection of
what would have been a landmark
deal was criticized in China.

—Ross Kelly and J.R. Wu
contributed to this article.

Evraz sells bonds, shares
but covenants remain at risk

By ALEXANDER KOLYANDR

LONDON —Russian steel pro-
ducer Evraz Group SA launched
$600 million of convertible bonds
and issued new shares worth $300
million to refinance its debt.

Even so, it said Wednesday, it
may breach some of its financial cov-
enants in the future.

Evraz’s global expansion in the
past five years was mostly debt-fi-
nanced. Billionaires Roman Abram-
ovich and Alexander Abramov
jointly have a 77.6% stake in the com-
pany through their 50-50 owned in-
vestment company, Lanebrook.

Unlike other Russian steel com-
panies that are negotiating debt re-
structuring deals with lenders,
Evraz has looked to raise cash from
the market to ease its debt burden.
Lanebrook plans to subscribe to
$400 million worth of the new secu-
rities, divided roughly equally be-
tween the bonds and global deposi-
tory receipts, or GDR.

Evraz, which had about $8.49 bil-
lionin debt as of June 30, saiditis con-
sidering alternative ways to address
a possible breach of covenants, in-
cluding a waiver from its lenders.
However, if these remain unresolved,
it may trigger a cross default clause
on its other debt instruments.

Evraz said its short-term debt is
“more than covered” by cash and un-
drawn credit facilities, and it is in com-
pliance with all debt-related terms.

Moscow-based KIT finance said
it doesn’t “believe that Evraz has
material insolvency risks in the mid-
term, though high leverage may de-
press bottom-line profitability.”
The company had $665 million in
cash and $1.08 billion under un-
drawn credits at June 30. Subject to

fulfillment of certain conditions, the
maturity of its $1.8 billion loan from
state-owned VEB Bank was ex-
tended to two years from one. It said
it has received a term sheet from
VTB Bank confirming talks to ex-
tend a $321 million loan due October
for four years.

Given those extensions and $446
million of revolving debt, which the
company expects to continue roll-
ing, Evraz would have $1.21 billion
of expected maturities, while an-
other $900 million will come from
the bonds and share offerings.

“The terms of the convertible
bonds look favorable enough to en-
courage existing Evraz investors to
switch into the new instrument,”
said UniCredit SpA. This, combined
with an estimated 3% to 5% dilution
of the capital from the new shares,
pushed Evraz GDRs in London down
11% to $16.43.

Evraz also said Wednesday it ex-
pects its second-half results to be
better than those of the first half,
as production in Russia and Chi-
na’s exportsrise. “There have been
some signals of firming market
conditions in some regions re-
cently that Evraz expects to bene-
fit from in the second half of the
year,” it said.

Evraz said sales volume of steel
products in Russia in the second
quarter fell roughly 50% on year.
Evraz’s Russian steel mills run at
full capacity utilization at 13.5 mil-
lion metric tons a year, down two
million tons from the peak of 2008.

Evraz runs its mills in the U.S. at
55% capacity and expectsthat “the un-
favorable developments of the sec-
ond quarter in the North American
market may offset the gains achieved
by the Russian operations.”

Arcelor talks with banks
on altering loan covenants

By CAROL DEAN
AND ALEX MACDONALD

LONDON—ArcelorMittal, the
world’s largest steelmaker by vol-
ume, Wednesday said it was in ad-
vanced discussions with banks to
change the covenant on its loans to
give the company greater flexibility
should market conditions deterio-
rate further.

The Luxembourg-based com-
pany said it didn’t anticipate breach-
ing the existing covenant but that it
was “prudent given the current oper-
ating environment” to put new
terms in place.

The covenant stipulates that net
debt cannot rise beyond 3.5 times
the company’s earnings before inter-
est, tax, depreciation and amortiza-
tion, or Ebitda.

The steelmaker said it wants to
change the covenant governing
loans over a period of one year. The
move doesn’t increase the borrow-
ing costs under the facilities under
normal conditions of financial per-
formance, the company said.

“It’s better that they’re asking to
renegotiate now rather than later”
when it would be much harder to re-
negotiate should market conditions
become worse, said Matthias Hell-
stern, credit analyst at Moody’s In-
vestor Services.

At the end of the first quarter
2009, the company had access to
around $24 billion in cash and credit

facilities and has raised more than
$11 billion from equity, convertible
and other bond issues this year. The
company said it has also made
progress toward its target of reduc-
ing debt by $10 billion by the end of
the 2009.

ArcelorMittal and other large
steelmakers have cut production to
cope with slowing demand in the
economic downturn, but the market
is showing signs of improvement.
Producers are boosting prices and
raising productioninresponse toin-
creased orders stemming from
lower inventories. ArcelorMittal
has increased prices and production
in some regions, but is still operat-
ing at an average of 50% capacity.

Other steelmakers are also in
talks to renegotiate their debt cove-
nants. Russian steel producer Evraz
Group SA said Wednesday it has
launched $600 million of convert-
ible bonds and $300 million of
newly issued shares to refinance its
debt, but may breach some of its fi-
nancial covenants in the future un-
less it finds a way to waive them.

Mr. Hellstern said he expects Ar-
celorMittal to reduce net debt to
about $19.3 billion by the end of the
year, through its capital raising, net
debt reduction plan and other ac-
tions. ArcelorMittal therefore
would need to generate at least $5.5
billion in Ebitda to avoid breaching
the covenant, a figure which he says
is achievable.
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Luxury wine market reels from

Price cuts pressure
vintners’ cash flow;
drinkers trade down

By Jim CARLTON
AND DAvVID KESMODEL

ST. HELENA, Calif.—Many of
America’s high-end wineries are
reeling from the economic down-
turn, as even wealthy drinkers slash
spending on fine wines.

The slump comes as Americans
continue to drink more wine overall.
Recession-weary consumers, how-
ever, are buying more mid- and low-
priced wines, causing a sharp falloff
in sales of wines priced at $25 a bot-
tle and higher.

The shift is pinching the profits
of luxury vintners in Napa and
Sonoma counties and forcing many
to cut prices and seek new distribu-
tion channels. Some hard-hit winer-
ies have quietly put themselves up
for sale. There is likely to be “alot of
M&A activity in the short term,”
says Mike Jaeger, president of Wil-
son Daniels Ltd., which helps luxury
winemakers market their products.

The slump follows a long boom
period for high-end wines fueled by
Americans’ rising wealth and inter-
est in wine. In previous recessions,
the high end—less developed thanit
is now—was relatively unaffected.
“Nobody in the world has seen some-
thing like this,” says Claude
Blankiet, a maker of fine wines. Reve-

Associated Press

Auction Napa Valley raised $5.7 million in Oakville, Calif,, last month, down from $10.4 million it raised last year.

nue at his Yountville, Calif., com-
pany, Blankiet Estate, has slipped
40% this year, he says.

Total U.S. wine sales rose about
5% in terms of volume in the first
quarter from a year earlier, but
wines priced at $25 a bottle and up
fell about 12%, estimates Jon Fre-
drikson, an industry consultant
with Gomberg, Frederikson & Asso-
ciates in Woodside, Calif.

One sign of the times: Auction

Napa Valley—the premier charity
and social event of the year—raised
just $5.7 million last month, down
sharply from the $10.4 million
raised last year.

The change in consumers’ buying
habits, which became pronounced
last fall as the recession deepened,
has prompted many retailers and dis-
tributors to cut orders of luxury
wines. And when they do order the
higher-end wines, they are often ask-

“You don’t want a

capital market that
functions perfectly it
youre in my business.”

— WARREN BUFFETT, CEO, BERKSHIRE HATHAWAY
as quoted in FORTUNE's 4.28.08 issue

Business Needs
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ing for steep discounts, which are be-
ing passed to consumers.

At Dominick’s supermarket in
Lincolnwood, Ill., a 2005 bottle of
Gundlach Bundschu Merlot from
Sonoma recently was marked down
30% to $23.09.

“Your ability to take advantage of
the marketplace is as evident as
ever,” says Daniel M. Taub, a real-es-
tate executive in Rye Brook, N.Y. He re-
cently has been snapping up upscale
wines at discounts of 10% to 25%.

But such price cuts are taking a
heavy toll on wineries’ cash flows,
and could make it difficult for them
to raise prices in the future. “If
you’re a $90 wine and all of a sudden
you’re on the Internet at $50, how
do you ever become a $90 wine
again?” says Elliot Stern, chief oper-
ating officer of the Sorting Table, a
Napa Valley-based wine distributor.

One of the main markets for high-
end wineries is luxury restaurants,
and they have been hurt as Ameri-
cans dine out less. Morton’s the Stea-
khouse, an upscale restaurant chain,
has revised its menu to offer more
bottles in the $60 to $70 range. “A
lot of our guests don’t want to pay
for $200 or $300 wine,” says Tylor
Field, vice president of wine and

downturn

spirits for the Chicago-based chain.

Distributors are pulling back,
too. Henry Wine Group, a distribu-
tor in Benicia, Calif., has cut its num-
ber of wine products to 3,000 from
3,600 a year ago. Fred Reno, chair-
man of the company, said many of
the discontinued wines include high-
end California labels.

The companies most vulnerable
to the downturn, and which may not
survive, are mom-and-pop vintners
that began operations inthe past
three to five years and lack estab-
lished brands, analysts say.

Some of the newer operations
are using new marketing techniques
to cope. Alpha Omega, a boutique
winery in Rutherford, Calif., has be-
gun using online services Facebook
and Twitter to reach out to its cus-
tomers. The winery three years ago
began targeting consumers directly,
and the strategy is now paying off;
revenue is up 40% so far this year,
compared with a year ago, in part be-
cause it doesn’t have to share many
revenues with a distributor, says co-
owner Robin Baggett.

The good news for high-end vint-
ners is they are coming off an ex-
traordinary run of near constant in-
creases in sales over the past 15
years. Meanwhile, experts say the
downturnhas been mitigated by Cal-
ifornia’s relatively lean grape crops
inrecent years, which have kept sup-
ply from outstripping demand.

Few industry observers expect
many vintners to go under during
this slump. But four wineries have
consulted with Global Wine Part-
ners, a Napa wine-industry invest-
ment bank, about needing to raise
money, says Vic Motto, the bank’s
chief executive officer. And Interna-
tional Wine Associates Inc. is repre-
senting about 10 companies seeking
to sell wineries or vineyards, an in-
crease in activity from last year,
says Robert M. Nicholson, a princi-
pal at the firm.

Industry layoffs have been
milder than in many sectors be-
cause most Napa and Sonoma wine-
makers are small. Some larger play-
ers have made deep cuts. Jackson
Family Enterprises, for example,
laid off 12% of its staff in January.

Audi’s sales, bucking
trend, rose 1.3% in June

By CHRISTOPH RAUWALD

FRANKFURT—Audi AG bucked
the fall in demand for luxury vehi-
cles Wednesday and said its June
sales rose 1.3% from last year to
about 91,200 cars.

“Since April we see that sales are
stabilizing. The trough of the crisis
is reached,” Audi executive board
member Peter Schwarzenbauer said
in a telephone conference. He said
that the company’s current order in-
take confirms its forecast of
900,000 cars sold in the full year.

Demand for cars deteriorated
sharply toward the end of last year as
credit markets turned sour and con-
sumer confidence waned amid the fi-
nancial crisis. Luxury-car makers
alsoreceived less support than mass-
market manufacturers from govern-
ment-backed incentive plans to trade

in old cars, as these programs mainly
fostered sales of smaller vehicles.

But in recent months, Audi, part
of Volkswagen AG, has narrowed
the sales gap with German rivals
BMW AG and Daimler AG’s Mer-
cedes-Benz. That is mainly due to
the launch of new or revamped mod-
els. Audi also has a relatively small
presence in the shrinking U.S. mar-
ket and alarge presence in the grow-
ing Chinese market.

Among the key models driving
Audi’s sales are the new-generation
of its best-selling A4, the new Q5
small sports-utility vehicle and the
new A5 coupe. Mr. Schwarzenbauer
said Audi may return to its record
sales level of one million cars,
reached in 2008, in two or three
years, with annual sales of the com-
ing small Al model accounting for
about 80,000 vehicles.
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General Motors has told Dalgleish Cadillac, which began selling Cadillacs in Detroit in 1954, it must close by September 2010.

Car buyers up for grabs

Surviving dealers
fight for customers
as sector shakes out

BY JOHN D. STOLL
AND ANDREW GROSSMAN

For more than 35 years, Jerry
Wyatt was a loyal customer of Bobby
Archer, a Houston-area Chrysler
dealer. Mr. Wyatt bought 30 vehicles
from the dealer, and neither rebates
nor new models ever lured him to
shop elsewhere.

But now Mr. Archer’s three deal-
erships have closed as part of the
consolidation of Chrysler Group
LLC’s retail network, and Mr. Wyatt
says he is so upset he may switch to
a different car maker.

“I just don’t believe that Chrysler
showed any sensitivity to the custom-
ers,” says Mr. Wyatt, a 62-year-old city
councilman in Missouri City, Texas.

Across the U.S., hundreds of car
dealers have closed their doors
amid slumping sales, and hundreds
more will wind down this year be-
cause of the bankruptcy reorganiza-
tions of Chrysler and General Mo-
tors Corp. The upheaval means that
many car owners are considered up
for grabs—six million of them, ac-
cording toR.L. Polk & Co., an auto-in-
dustry market researcher.

In an industry that’s on track to
sell 10 million new cars and light
trucks this year, winning over even a
small number could have an impact
on dealers and auto makers.

As aresult, surviving dealers are
scrambling to win over as many as
they can. Mr. Wyatt has already re-
ceived a postcard from Finnegan

Dodge offering oil changes for $9.99
on Fridays.

In Woodside, N.Y., Brian Ben-
stock, owner of Paragon Honda, has
sent postcards to thousands of area
GM owners seeking their business,
using a customer list from a nearby
Pontiac dealer that closed.

“We’re sending them an orphan let-
ter that says we’d like to adopt them
as customers, telling them that as a
used-car dealer we service all makes
and models,” Mr. Benstock says.
“Eventually, they might buy a Honda.”

For dealers, attracting orphaned
car owners could start a relation-
ship that will eventually produce
auto sales. But the potential service
and repair business from those cus-
tomers is also important. Service
and parts generate $4 million in an-
nual revenue for the average dealer,
and they produce wider margins
than sales of new vehicles.

According to industry estimates,
at least 3,000 of the 20,000-plus
dealers in the U.S. will have closed
between 2008 and 2010. Chrysler
dropped 789 stores from its net-
work on June 9 as part of its restruc-
turing, leaving the company with
about 2,400. GM plans to shed about
2,400 to lower its dealer count to
less than 4,000.

Dealers aren’t the only ones try-
ing to attract orphaned customers.
Chrysler has also tried to reach out
to them. In early June, it started
sending letters offering $1,000 loy-
alty discounts on Chrysler vehicles
at surviving dealerships.

But not everyone is buying.
Mike Hinson, who purchased vehi-
cles from Stearns Jeep in Graham,
N.C., for about 15 years, says
Chrysler’s corporate pitch was im-
personal and ineffective. Now that

Stearns Jeep is out of business, he
says he isn’t sure where he will go
when it comes time to replace his
black 2008 Jeep Grand Cherokee.

Ted Teegarden, a retired adver-
tising executive who lives in Bir-
mingham, Mich., has alsobecome an
automotive free agent. He has long
had deep ties to GM. In the 1970s, he
worked on the company’s iconic Pon-
tiac advertising campaigns, and for
the past 13 years he has bought Cadil-
lacs from Dalgleish Cadillac in De-
troit, which is closing.

“I’ll probably find a good dealer,
but I won’t find someone like Doug
Dalgleish,” Mr. Teegarden says.

Scott Gruwell, the owner of Cour-
tesy Chevrolet in Phoenix, expanded
his orphan-adoption program last
year when two competitors—Power
Chevrolet and Bill Heard Chevrolet—
went out of business. Mr. Gruwell
was able to buy lists of customers
who purchased from those dealers.

“When Bill Heard went out of
business in the fall, we had meetings
almost daily to figure out how we
were going to earn customers’ re-
spect,” Mr. Gruwell says.

He sent out letters and emails of-
fering free oil changes, car washes
and lunches to people who could
show proof they had been custom-
ers of Heard or Power.

Mr. Gruwell says that buying lists
from closed dealers or other sources
is cheaper than other advertising tech-
niques, such as radio and television.

So far, Courtesy says its share of
the Phoenix market has climbed two
percentage points, and sales at its
service business are up about 15%.

“What I am noticing every day
when I go into the service drive are
Bill Heard and Power Chevrolet
nameplates on people’s vehicles,”
Mr. Gruwell says. “That feels good.”

Opel’s chief urges a speedy deal

BY Nico SCHMIDT

The head of General Motors
Corp.’s German unit Adam Opel
GmbH said the interest of several po-
tential investors strengthens the auto
maker’s negotiating position, but it
must not delay the sales process.

“We need a deal fast,” Hans De-
mant said Wednesday in an internal
letter to staff.

Takeover talks are under way
with Magna International Inc.,
Ripplewood Holdings LLC, Beijing
Automotive Industry Holding Co.

and Fiat SpA, Mr. Demant said.
Eachinvestor has its own strategic
approach, he said. Italy-based Fiat is
focused on future technologies; BAIC
wants to grow in the Chinese market;
and Canada-based Magna plans to ex-
pand its product portfolio to create
growth in markets such as Russia. U.S.
buyout group Ripplewood, Mr. De-
mant said, wants to “help us as [an] in-
vestor through the difficult time.”
Magna is the front-runner to
clinch a deal with GM after it signed a
nonexclusive memorandum of under-
standing in May to acquire a majority

stake in Opel and British brand Vaux-
hall as part of a bid backed by Russia’s
OAO Sberbank and auto maker OAO
GAZ Group.

Magna’s supervisory board plans
to discuss the bid at a July 14 meeting.
BAIC launched a bid valued at €660
million ($918.2 million) for a 51%
stake in the German car maker, accord-
ing to a document outlining the take-
over. Fiat has reiterated its interest in
Opel, but so far has refused to im-
prove its bid.

—Christoph Rauwald
contributed to this article.

Hyundai’s hybrid makes
debut in South Korea

By SUNGHA PARK

GAPYEONG, South Korea—Hyun-
dai Motor Co. on Wednesday began
selling its first hybrid car here in
South Korea, an Avante compact se-
dan that runs on liquid petroleum
gas and a battery, and said it would
roll out gas-battery hybrids in other
countries next year.

The company said the new car is
the first hybrid to be powered by
LPG. Many South Korean taxis and
buses run on LPG, which burns
cleaner and is less corrosive than or-
dinary gasoline. Hyundai has been
successful with LPG-powered ver-
sions of its midsize Sonata sedan in
South Korea, which has a sizable in-
frastructure of filling stations.

Hyundai will produce the Avante
hybridinthreetypes, withthe entry-
levelvehicle expectedtosell for 20.5
million won, or about $16,100, after
the effects of a tax break. That is
about 8.5 million won more than the
entry-level, gas-powered Avante,
but the gap is reduced by other tax
exemptions. (Outside South Korea,
Hyundai uses the name Elantra for
its compact sedan.)

LPG is priced at about half the
level of ordinary gasoline in South
Korea, which means the payback
from fuel savings with the Avante
Hybrid is faster than seen with gas-
hybrid cars that have gained popu-
larity in the U.S. and elsewhere. Un-

der a formula assuming 20,000 kilo-
meters in annual driving, Hyundai
estimates the new car would pro-
duce fuel savings of about 1.35 mil-
lion won ($1,059) each year, based
on current prices at the pump.
Rim Joung-hun, a marketing
manager, said Hyundai is studying
other countries where LPG vehicles
are common but it doesn’t plan to ex-
port the vehicle for now. The com-
pany plans to offer a gas-battery hy-
brid version of the Sonata in North
America late next year, before sell-
ing it in South Korea, Mr. Rim said.
South Korea’s government late
last year introduced a tax benefit to en-
courage purchases of hybrid cars. The
incentive, which took effect last week,
gives buyers an exemption on taxes of
as much as 3.1 million won. The tax
break expires at the end of 2012.
Evenwith the tax break, South Ko-
rean government officials are fore-
casting slow sales of hybrid vehicles,
withjust 30,000 expected tobe onthe
road by 2012, in a country where
aboutl.1millionnewvehicles are pur-
chased annually. Japanese manufac-
turer Toyota Motor Corp., the lead-
ing seller of hybrid vehicles world-
wide, hasn’t introduced its models in
South Korea. Honda Motor Co. offers
a hybrid version of its Civic compact
in the country.
Hyundai said it aims to sell about
7,500 of the hybrid Avante in South
Korea this year and 15,000 next year.

Hyundai

Hyundai’s Avante compact sedan is the first hybrid to be powered by LPG, a
clean-burning fuel often used in South Korean taxis and buses.

Toyota sees recovery in China

BY NORIHIKO SHIROUZU

BEIJING—Toyota Motor Corp.
posted its second consecutive
month of double-digit vehicle sales
growth in China and could surpass
last year’s annual sales total, indicat-
ing that its troubles in a fast-grow-
ing market that has lifted foreign ri-
vals are easing.

Because of a sizable slide in sales
earlier this year, Toyota executives
had feared that the Japanese auto
maker might miss its 2009 goal of
matching year-ago sales. But Wednes-
day, a senior Toyota sales executive
said the company may be able to ex-
ceed last year’s sales level of 585,000
vehicles by a relatively big margin.

The executive said Toyota has
stepped up production of cars with
smaller engines—a segment China’s
central government has been trying
to emphasize through a sales tax cut
and other measures as it pays
greater attention to the nation’s fuel
consumption. A couple of new cars
launched recently have been selling

better than expected, while sales de-
clines among bigger, more luxurious
cars show signs of bottoming out.

“We think we may be seeing a full-
fledged recovery in our China
sales,” the executive said.

On Wednesday, Toyota said its
China sales in June rose 33% from a
year earlier to 56,571 vehicles. That
followed the 17% growth it posted in
May. Toyota’s first-half sales to-
taled about 284,000, unchanged
from a year earlier.

Rival General Motors Corp.,
even as it has dealt with a turbulent
U.S., market, has performed
strongly in China. Its first-half sales—
which include small vehicles pro-
duced by a joint venture in which
GM has only a minority stake—rose
38% from a year earlier to a record
814,442 units. On Wednesday, GM
China President Kevin Wale said he
expects GM’s sales growth in China
to exceed 20% this year.

—Patricia Jiayi Ho
in Guangzhou, China,
contributed to this article.
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Kodak bets on printers

With cash stable,
CEO touts firm’s
inkjet business

By WiLLIAM M. BULKELEY

Eastman Kodak Co. Chief Execu-
tive Antonio Perez said the embat-
tled company is now in position to
generate enough cash to survive,
having suspended its dividend and
cut more jobs.

Mr. Perez said, in a meeting with
The Wall Street Journal, that there
arerecent signals that business con-
ditions are improving, but “growth
won’t return until 2011.”

The camera and printer maker’s
painful plan for refocusing on digi-
tal markets was just getting traction
last year when the economic down-
turn hit, slamming consumer spend-
ing during the holiday season and
squeezing credit for Kodak’s com-
mercial-printing customers.

Kodak’s sales plunged 24% from
a year earlier in the fourth quarter
and 29% in the first quarter. The
company forecast it would lose as
much as $400 million from continu-
ing operations this year. Its cash re-
serves fell 39% to $1.31 billion at the
end of the first quarter.

But Mr. Perez said Kodak’s “cash
position now is fine” and if business
recovers the company won’t have any
issue with liquidity. He added that
Kodak has “plenty of options...if we
think the fourth quarter will be lousy.”

Although Kodak shares are trad-
ing near all-time lows, below $3
apiece, Mr. Perez is confident he
would find investors eager to help
Kodak recapitalize and continue op-
erations, if needed.

Kodak is counting on two new prod-
ucts to help it grow and return to prof-
its starting in 2011: a consumer inkjet
printer and a very fast digital-inkjet
printer for catalogs and direct mailers.

Bloomberg News

Kodak CEO Antonio Perez, shown in February, sees signs of an upturn in business
conditions, but said he doesn’t expect growth to return until 2011.

Mr. Perez said the consumer
printer is performing better than
Kodak originally expected because
customers are buying about eight
ink cartridges a year, double the in-
dustry norm.

Kodak designed its inkjet print-
ers with expensive silicon technol-
ogy inside the machine, rather than
on individual ink cartridges. The
change means that while Kodak’s
printers, priced at $149 to $299 each,
cost 30% more than those of rivals
such as Hewlett-Packard Co., it can
offer ink cartridges at lower prices.

The company markets its print-
ers to people who do lots of printing
and resent paying high prices for
ink. Kodak sells ink cartridges for
about $25. List prices for competi-
tors’ cartridges average $47 and up.

Still the company needs to ex-
pand the installed base of its print-
ers before there are enough buyers
of the high-margin ink cartridges to
bolster profits.

Last year, Kodak sold 793,000 of
its All-in-One printers, less than 1% of
the world-wide market of 92 million

sold, said Larry Jamieson, printer ana-
lyst for Lyra Research, a market-re-
search firm. Kodak has said in the
past that it would eventually like to
capture as much as 10% of the market.

In the commercial-printing busi-
ness, the company is pushing a new
digital-inkjet printer called Stream
that will start selling in volume next
year. Analysts say that the ma-
chine’s output is almost as good as
offset presses.

While he remains cautious,
Mr. Perez said retailers the com-
pany deals with “believe Christmas
will be much better than last Christ-
mas.” Kodak, which sells many of its
digital cameras in Wal-Mart Stores,
specializes in low-priced, point-and-
shoot digital models.

He said retailers have been tell-
ing Kodak that they think the second
quarter “is the bottom” for the eco-
nomic downturn.

Ron Glaz, an analyst with market-
research firm IDC, said unit sales of
digital cameras are likely to be down
4% to 5% world-wide this year from
138 million last year.

At Banesto, provisions cut profits

BY CHRISTOPHER BJORK

MADRID—Spain’s Banco Es-
panol de Credito SA said second-
quarter net profit fell 14% as a deep-
ening economic recession forced
the bank to set aside more funds to
cover rising loan losses.

Banesto, which is 88.5%-owned
by Spanish banking giant Banco
Santander SA, is the first bank to re-
port second-quarter results in
Spain and the first major one in Eu-
rope. Despite boosting its buffer
against bad loans and reporting
anemic loan growth, it managed to
boost revenue by charging more for

loans and raising its service fees.

Net profit was €198.7 million
($276.4 million) in the period, down
from€231.9 million ayear earlier. Sec-
ond-quarter net interest income rose
15% to €440.8 million, and Banesto
Chairwoman Ana Patricia Botin said
she expects single-digit growth rate
in the second half of the year.

In the past couple of quarters,
lending margins at retail banks have
been boosted by the “repricing ef-
fect” caused by a sharp drop in euro-
zone interest rates. Banks’ cost of
funding falls instantly in interbank
lending markets when rates drop,
while they continue to charge
higher rates to clients until a set
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date, when the rate is adjusted.

Banesto said the days of super-
strong margins are over. “We won’t
see that [effect] again, and margins
will trend lower in coming quar-
ters,” Ms. Botin said.

Nonperforming loans contin-
ued to rise, but at a slower pace
than in recent quarters. Nonper-
forming assets were 2.32% of total
loans in the second quarter, up
from 2.13% in the first quarter and
up from 0.79% in June last year.
The bank set aside €85.4 million to
cover existing loan losses, up 24%
from a year earlier.

It set aside an additional €57 mil-
lion in the quarter for restructur-
ing costs resulting from the down-

turn and to cover potential future
loan losses.

Banesto closed 115 branch offices
and cut its work force by 414 in the
last year, most of which was done in
the second quarter. It now has 1,819
branches across Spain, and 9,304
employees. Total costs were up 1.8%
at €223.7 million, while revenue
grew 6.5% to €654 million.

Net interest income rose 15% to
€440.8 million on loan growth of
0.5%. “Results were very good, with
apowerful net-interest-income per-
formance and lower-than-expected
provisions,” said Carlos Peixoto of
Portuguese brokerage BPL

Banesto’s shares are down 6.5%
since the beginning of the year,
broadly in line with rival midsize
Spanish lenders. Still, Ms. Botin, the
daughter of Santander Chairman
Emilio Botin, remained upbeat
about her bank’s prospects, saying
she expects Banesto to steal market
share from weaker rivals.

While the bank so far has been
resilient in the economic down-
turn, most analysts favor the big
banks—Santander and Banco Bil-
bao Vizcaya Argentaria SA—which
both have exposure to emerging
markets. Spanish gross domestic
product fell in the first quarter by
2.9% compared with the year-ear-
lier period, its biggest decline in
more than 40 years.

Amgen Inc.

Experimental bone drug

benefits cancer patients

Amgen Inc. said a late-stage trial
showed its experimental bone drug,
denosumab, was superior to Novar-
tis AG’s Zometa in preventing com-
plications related to the spread of
cancer to bones. Full details from
the 2,049-patient study won’t be
available until later this year, but
Amgen said denosumab, which is
expected to gain approval in Octo-
ber, significantly delayed the time
to the first bone-related complica-
tion, which includes fractures,
bone surgery or spinal-cord com-
pression, in advanced breast can-
cer patients. The data from the
study, the first of three similar tri-
als, suggest the drug could ulti-
mately add billions of dollars in
sales to the drug maker.

Infineon Technologies AG

German semiconductor maker
Infineon Technologies AG said it
will sell its wireline communica-
tions business to U.S. private-eq-
uity firm Golden Gate Capital LLC
for €250 million ($348 million) in
an attempt to ease its refinancing
problems. In Infineon’s fiscal sec-
ond quarter, the wireline segment
had sales of €79 million, or 11% of
overall sales. The company re-
cently raised its outlook for its
third quarter, which ended June 30,
saying it expects to be near break-
even, excluding certain charges,
and for sales to grow more than pre-
viously forecast. However, analysts
at Landesbank Baden-Wiirttem-
berg questioned at the time
whether the improved cash posi-
tion would be sufficient to cover
the company’s refinancing needs.
The analysts said Infineon needs
about €300 million for operating.

Bertelsmann AG

German media company Bertels-
mann AG and U.S. private-equity
fund Kohlberg Kravis Roberts & Co.
planto form ajoint venture in music-
rights management, KKR said
Wednesday. KKR will take a 51%
stake in the venture, named BMG,
with Bertelsmann taking the remain-
ing 49%. A KKR spokeswoman said
KKR will invest at least €250 million
($347.8 million) in the venture over
the next few years, starting out with
a €50 million investment and an ad-
ditional €200 million later on. The
venture includes Bertelsmann’s
BMG Rights Management unit, and
division Chief Executive Hartwig
Masuch will lead the new venture.
Currently, BMG Rights Management
has some 300 artists inits rights cat-
alog. KKR expects to back BMG with
equity investments through its Euro-
pean funds.

Actis LLP

London-based private-equity
firm Actis LLP said it will pay $244
million for a 9.3% stake in Egypt’s
Commercial International Bank,
making it CIB’s largest single inves-
tor. Actis is buying 50% of a stake
held by a consortium of investors
led by New York private-equity
firm Ripplewood Holdings, Actis
said in a statement on the Abu
Dhabi stock exchange’s Web site.
CIB is Egypt’s largest bank by mar-
ket value. The purchase makes CIB
“an anchor investment” for the
firm’s global emerging-markets
fund, Actis senior partner Paul
Fletcher said. The Actis Emerging
Markets 3 fund said in December it
had raised $2.9 billion, exceeding
its $2.5 billion target.

0AO Gaz Group

Russian car maker OAO Gaz
Group, one ofthebidder’s for General
Motors Corp.’s German unit, Adam
Opel GmbH, will get state guarantees
of 20 billion rubles ($634 million) for
its loans, a top government minister
and company officials said Wednes-
day. According to a government Web
site transcript, First Deputy Prime
Minister Igor Shuvalov told Prime
Minister Vladimir Putin that the gov-
ernment’s anti-crisis commission
would do its best to issue the guaran-
tees by Aug. 1. Mr. Putin reacted by
urging himto dothis “as soonas possi-
ble.” The decision will help Gaz, con-
trolled by tycoon Oleg Deripaska’s
investment vehicle, to back its unse-
curedloansandserviceits credit port-
folio, the company said. The car mak-
er’sdebt stood at more than 44 billion
rubles, the company’s senior execu-
tive said earlier this month.

StatoilHydro ASA

StatoilHydro ASA of Norway
said Wednesday it will pay $263.2
million for the South Riding Point
crude-oil storage terminal on Grand
Bahama Island in the Bahamas. The
stock-purchase agreement with Ca-
nadian company World Point Termi-
nals Inc. includes World Point’s 50%
interest in the Freepoint tug-boat
business. The terminal is located on
property leased from a corporation
controlled by the government of the
Bahamas. The deal, which builds on
a leasing contract StatoilHydro has
had at the terminal since 1993, is con-
ditional on a long-term extension of
the ground lease with the Bahamian
government, a satisfactory due-dili-
gence procedure, and necessary ap-
provals from relevant authorities in
the Bahamas, StatoilHydro said.

Deutsche Bank

Deutsche Bank AG said its bro-
kerage joint venture with Shanxi Se-
curities Co. has been granted an op-
erating license by China’s securities
regulator. Last month, China lifted a
halt on new A-share listings after a
nine-month freeze. Guilin Sanjin
Pharmaceutical Co.’s $92 million of-
fering is the first to test the market,
and more than 30 companies whose
listing plans already have been ap-
proved by the securities regulator
are waiting in line to tap the equities
market. The Beijing-based joint ven-
ture, Zhong De Securities Co., is
66.7%-owned by Shanxi Securities
and 33.3%-owned by Deutsche Bank.
The regulator gave approval for it to
be set up in January. It will under-
write and sponsor deals in China’s
securities and debt markets.

Pepsi Bottling Group Inc.

Pepsi Bottling Group Inc.’s sec-
ond-quarter profit rose 21%, helped
by a tax benefit. Analysts said the
bottler’s volumes were lower than
they had expected. Sales of bottled
water and more expensive offer-
ings, such as ready-to-drink teas,
have weakened during the reces-
sion. The company is the subject of
an acquisition bid by PepsiCo Inc. in
April, but the bottler so far has re-
jected PepsiCo’s $29.50-a-share of-
fer, calling it inadequate. PepsiCo al-
ready holds a 33% stake in the bot-
tler. Pepsi Bottling reported a profit
of $211 million, or 96 cents a share,
up from $174 million, or 78 cents a
share, a year earlier. Revenue de-
clined 7% to $3.27 billion. Analysts
polled by Thomson Reuters were
looking for earnings of 73 cents a
share and revenue of $3.45 billion.

—Compiled from staff
and wire service reports.
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U.S. could remake how it pays the pros

Finding quality measures in health and education prove tricky, while in business there are unintended consequences

By DAvID WESSEL

U.S. President Barack Obama be-
lieves you get what you pay for—in
business, in health care and in
teaching. And in each of those
spheres, he doesn’t think the way
the U.S. pays professionals is de-
signed to get what the nation re-
ally wants and needs.

In executive suites, he says, the
U.S. rewarded reckless risk-taking
=———————— and got the worst

CAPITAL

recession in half a
— century. In doc-
tors’ offices and hospitals, Amer-
ica pays for more care instead of
better care and gets a wastefully ex-
pensive health-care system. In K-12
classrooms, the U.S. pays teachers,
good and bad, for showing up in-
stead of successful teaching and
perpetuates schools that fail.

So Mr. Obama wants to pay pro-
fessionals more only if they de-
liver more of what he thinks Amer-
ica needs, a bold bet on the eco-
nomic principle that incentives do
matter. If he succeeds, the changes
to business, health care and educa-
tion could last far beyond his presi-
dency. But this is hard to do well.
There’s a chance we get more of
what can be measured—not what
we truly want or need.

In business, Mr. Obama and
Treasury Secretary Timothy Geith-
ner are trying to redirect calls for
imposing salary caps to mandat-
ing “pay for performance.” This
isn’t foreign to companies: They
have long said they intend to peg
compensation to numerical re-
sults and aren’t insulted by the no-
tion that professionals are moti-
vated by money.

In health care, Mr. Obama and
his budget director, Peter Orszag,
insist that the only way the nation
can afford to cover the uninsured
and keep health costs from devour-
ing the federal budget is to find
better ways to define and measure
quality in medical care—and then
pay doctors and hospitals for pro-
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TIMOTHY GEITHNER
U.S. Treasury Secretary

“This financial crisis had many
significant causes, but executive
compensation practices were a
contributing factor. Incentives for
short-term gains overwhelmed the
checks and balances meant to mitigate
against the risk of excess leverage.”

viding it. “We need to move to-
ward a system in which doctors
face stronger incentives for pro-
viding high-quality care rather
than simply more care,” Mr.
Orszag says.

With similar logic, Secretary of
Education Arne Duncan insists
that improving American schools
requires evaluating and paying
teachers, at least in part, on how
much their students learn—as mea-
sured by gains in standardized-test
scores. “Test scores alone should
never drive evaluation, compensa-
tion or tenure decisions,” he told a
skeptical National Education Asso-
ciation convention last week.
“That would never make sense. But
toremove student achievement en-
tirely from evaluation is illogical

ARNE DUNCAN
U.S. Secretary of Education

“Test scores alone should never
drive evaluation, compensation
or tenure decisions. That would
never make sense. But to remove
student achievement entirely
from evaluation is illogical and
indefensible.”

and indefensible.” He rails against
“firewall” laws in California that
prohibit use of test scores in pay-
ing, promoting or evaluating teach-
ers, as well as similar statutes in
New York and Indiana.

In health care and education,
measuring and paying for quality
is still novel. Being a teacher or a
doctor once was seen, by practitio-
ners and the public, as a calling,
not a job. Doctors and teachers
were said not to be motivated by
money. For some, that’s still true.
But for many, the world has
changed: Their jobs more closely
resemble those the rest of us have.
The argument that there is some-
thing wrong in principle with pay-
ing them for quality is losing force.

In health, evidence abounds

PETER ORSZAG
White House Budget Director

“We need to move toward a
system in which doctors face
stronger incentives for providing
high-quality care rather than
simply more care.”

that doctors do more of what insur-
ance covers. The issue isn’t
whether incentives matter, but
whichincentives are offered. In ed-
ucation, the status quo is clearly
broken, and existing pay schemes
and union contracts too often pro-
tect the worst teachers and dis-
courage the best.

The stronger argument is that
quality measures remain crude
and pay-for-performance schemes
don’t work asintended, despite ad-
vances in information technology
that make collecting and analyz-
ing data far easier. Also, recent his-
tory illustrates the potential for
unintended consequences. In the
business realm, chief executives
during the 1980s and ’90s were
seen as so eager to hold on to their

empires that they resisted take-
overs that would benefit share-
holders. So companies were
pushed to pay CEOs with stock op-
tions, instead of cash. That gave
the executives reason to do what-
ever they could (including fudging
the books) to run up stock pricesin
the short term, cash in their op-
tions and walk away before stock
prices plunged.

“In health care, it’s very diffi-
cult to get a measure that ade-
quately takes account of all the dif-
ferent dimensions of quality,” says
Princeton University sociologist
Paul Starr. The same goes for edu-
cation. As a result, often the only
quality that gets rewarded is the
sort that gets measured—teaching
to the test instead of inspiring stu-
dents. “And however you struc-
ture the system,” he adds, “there is
almost certainly a way to game it.”

Scott Miller, who teaches Eng-
lish to middle-school students
whose first language is Urdu, Ben-
gali, Arabic or Spanish, told Mr.
Duncanlast week: “They don’t per-
form well on standardized tests in
their second or third language.
How can anyone possibly suggest
that my family’s paycheck or my
performance evaluation be based
on their test scores?”

After the cheers from Mr. Mill-
er’s peers died down, Mr. Duncan
acknowledged the need for better
ways to measure progress of spe-
cial-education children and Eng-
lish learners. But elsewhere he has
argued: “Saying [that] since stan-
dardized tests are not perfect,
eliminate testing until they are, I
think that’s simply ridiculous. We
need to monitor progress. We
need to know what is and is not
working and why.”

Maybe Mr. Obama will turn
next to measuring the perform-
ance of Washington officials so
they, too, can be paid for quality.

Write to me at capital@wsj.com.
Discuss at wsj.com/capital.

Polls show voters give Indonesian president new mandate

By Tom WRIGHT

JAKARTA, Indonesia—Exit polls
indicated President Susilo Bam-
bang Yudhoyono comfortably won
re-election in a national vote
Wednesday, setting the stage for
his plans to push harder for over-
hauls aimed at improving trade and
foreign investment.

A number of exit polls that have
proved reliable in the pastindicated
Mr. Yudhoyono had handily sur-
passed the threshold of 50% needed
to avoid a second round of voting in
September. Official results will be
released at the end of July.

An electoral mandate would
put the former military officerin a
position to continue economic and
democratic overhauls in a country
of 240 million people that the
Obama administration has held up
as a model for the Muslim world.

Mr. Yudhoyono is popular in In-
donesia because of a solid econ-
omy—which economists expect to
grow 3% to 4% in 2009 on the back
of healthy consumer spending and
commodity exports—and an anti-

corruption drive that has netted
former governors, central bank of-
ficials and politicians.

But he’s made less progress dur-
ing his first five-year term with
overhauls aimed at drawing more
foreign investment. In 2008, Indo-
nesia attracted $14 billion in for-
eigndirect investment, only 15% of
China’s total for that year.

In an interview with The Wall
Street Journal Sunday, Mr. Yudhoy-
ono said he will announce a major
plan to sell off state-owned indus-
trial companies—a move inves-
tors say is needed to boost the size
of Indonesia’s stock market, which
has a market capitalization of
$160 billion, one-third the level of
neighboring Singapore.

Mr. Yudhoyono has given few
particulars of how he intends to
break impasses on key policy
changes. Indonesia’s intertwined
political and business elites have
changed little since the fall of au-
thoritarian President Suharto in
1998, and many people want to pro-
tect business empires built before
Mr. Yudhoyono took power.

Political opposition has sty-
mied past efforts to sell stakes in
state companies such as PT Bank
Negara Indonesia and PT Garuda
Indonesia, the national airline, to
foreign investors or through local
stock market listings.

International advocacy groups
rank Indonesia as one of the
world’s most corrupt countries,
and foreign businesses complain
that the prevalence of graft re-
mains a major deterrent to invest-
ing here. Despite the nation’s huge
resources of copper, coal, gold and
nickel, fresh mining investment
has falleninrecent years due to un-
certainty over laws governing the
sector. Last month, Anglo-Austra-
lian international mining giant
BHP Billiton Ltd. said it was pull-
ing out of a multimillion-dollar
coal project in the Indonesian part
of Borneo island.

Efforts to improve Indonesia’s
decrepit ports, roads and airports
have run into land disputes and
other bureaucratic hurdles. Mov-
ing quickly to spend 12 trillion ru-
piah ($1.2 billion) on infrastruc-

ture, as promised in a stimulus
package earlier this year, would
show Mr. Yudhoyono is “more deci-
sive and results-oriented in his sec-
ond term,” said Umar Juoro, chair-
man of the Center for Information
and Development Studies, a
Jakarta think tank.

Despite the country’s problems,
many foreign investors have grown
more interested in Indonesia over
the past year, largely because of
signs Mr. Yudhoyono is slowly mak-
ing progress in rooting out corrup-
tion and restoring order.

His backers say he will be able
to tackle the remaining problems
more forcefully now that his Demo-
crat Party is the largest in the legis-
lature, after parliamentary elec-
tions in April. On coming to power
in 2004, Mr. Yudhoyono’s Demo-
crats were a small party and he
gave cabinet positions to almost
all opposition parties to help gain
backing for his laws.

Mr. Yudhoyono pledged Sunday
to appoint skilled technocrats to his
next cabinet, which he is expected to
roll out over the next several months.

“His stance toward the Parlia-
ment will be much stronger this
time,” said Anies Baswedan, presi-
dent of Paramadina University in
Jakarta. “He’s way more experi-
enced.”

Runner-up Megawati Sukar-
noputri’s camp repeated claims
made last week that it believed Mr.
Yudhoyono’s team had tampered
with the electoral roll. Ms. Mega-
wati, a former president, hasn’t
formally challenged the outcome
with Indonesia’s independent elec-
tion commission, and the charges
remain unproved.

Mr. Yudhoyono, who has a repu-
tation for probity, denied the alle-
gations Sunday.

Apoll by Lembaga SurveiIndone-
sia, conducted at 2,000 polling sta-
tions across the country, forecast
Mr. Yudhoyono had won 60% of the
vote, with Ms. Megawati, a former
president, trailing with 27%.

Jusuf Kalla, head of the large
Golkar party and vice-president
during Mr. Yudhoyono’s first term,
was third with 13%.
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Demonstrations continue in Iran

Opposition leaders

and supporters start |2

a three-day strike

BY FARNAZ FASSIHI

BEIRUT—The three top leaders
of Iran’s opposition and their sup-
porters joined forces on Tuesday
and began a three-day national
strike, signaling a resurrection of
protests even as Iran’s president an-
nounced to the nation that the post-
election turmoil was over.

Opposition candidates Mir
Hossein Mousavi and Mehdi Kar-
roubi, joined by former President
Mohamad Khatami, met on Tuesday
to plot strategy and issued their
first-ever joint statement, calling
for an end to the government’s ar-
rests and what they called “savage,
shocking attacks” on their advisers
and supporters.

Meanwhile, hundreds of opposi-
tion supporters on Tuesday quietly
flocked to mosques or retreated to
their homes to begin an unusual
form of three-day strike boycotting
workplaces, banks and the bazaar.

In a novel attempt to outflank
government restrictions, opposi-
tion supporters alerted one another
to take advantage of an Islamic tradi-

tion rarely practiced in Iran called -

Etekaf. It calls for a retreat from
worldly activities during these
three days in the month of Rajab in
the Islamic calendar.

The strikes come just ahead of a
protest planned for Thursday to
commemorate 18 Tir, the 1999 stu-
dent uprisings that led to dozens of
students getting killed. “By staying
away from workplace, the brave peo-
ple of Iran can show they will never
accept this illegitimate govern-
ment,” wrote an Iranian columnist

Hossein Inanloo (2)

L & in

in Iran on a news Web site.
Protest organizers also have
called for other creative forms of
civil disobedience. Sympathizers
have been asked to create a possible
electrical blackout in Tehran by
plugging in all of their household
electric appliances exactly at the
same time, and to spray green paint
on walls in their neighborhood—
moves that are difficult for the gov-

Tehran University students crowd into the campus mosque for the Iran tradition
of Etekaf, a three-day retreat from worldly activities, as part of a wider strike.

s

ernment militia to shut down.

The postelection uprising that
rocked Iran starting in early June
created the worst crisis the regime
has faced in the Islamic Republic’s
30-year history. It also appears to be
leading to the first real opposition
movement inside Iran. Previously,
dissent was mostly limited to stu-
dents and intellectuals, and exile
groups were largely dismissed as

out of touch.

But now, Iran’s opposition is be-
ing led by three founders of the Is-
lamic revolution who all have held
official posts in the past, and two of
whom—Messrs. Khatami and Kar-
roubi—are clerics.

Their joint statement suggested
the opposition could be restrategiz-
ing to show a stronger, united front
intended to give demonstrators a
boost and send a message to the gov-
ernment that they are not willing to
back down.

“The wave of useless arrests must
end immediately and all the people
who have been imprisoned without
committing the least bit of crime
must be released,” the statement
said, according to Mr. Mousavi’s Web
site.

Simultaneously, Iran’s govern-
ment on Tuesday announced an un-
expected public holiday for 48 hours
due to emergency levels of pollution
and a dust storm covering the capi-
tal. Some speculated that it could be
an attempt to mask the impact of
the public strikes.

The government ordered all in-
dustries and businesses in the capi-
tal to remain shut and only vehicles
with emergency business to come
out, though Tehran often faces high-
level pollution and the dust storm is
reported to be worse in cities to the
south and east.

President Mahmoud Ahmadine-
jad, in a televised speech Tuesday
night, dismissed all allegations of
fraud in the election—in which he
was announced the winner by a
wide margin and hundreds of com-
plaints of irregularities by other can-
didates led nowhere. Mr. Ahmadine-
jad said the election was the “most
free” and “healthiest” in Iran’s his-
tory. “No fault was discovered. This
election has doubled the dignity of
the Iranian nation,” he said, in his
first national speech in two weeks.

EU opens antitrust investigation of Servier

BY CHARLES FORELLE
AND JEANNE WHALEN

BRUSSELS—The European
Union opened an antitrust investiga-
tion of French drug maker Les Labo-
ratoires Servier and several generic
manufacturers, including giant
Teva Pharmaceutical Industries
Ltd., in the first formal probe to
come from a broad inquiry into the
sector.

Antitrust chief Neelie Kroes
warned that more investigations
could follow. The inquiry, which be-
gan dramatically in 2008 with sur-
prise raids of several of the world’s
largest drug makers, has focused on
whether companies used the patent
system inappropriately to block ge-
neric competitors from coming on
the market.

Inafinal report on the inquiry re-
leased Wednesday, the EU said it is
concerned that generics take too
long to come on the market. It
blamed a convoluted patent system
and efforts by drug makers to assem-
ble “thickets” of patents to stop ge-
nerics.

In a press conference, Mrs. Kroes
singled out patent settlements in
which generic companies agree to
hold off on launching a copycat drug
inreturn for a payment or other con-
sideration.

In the U.S., the Federal Trade
Commission has frequently criti-
cized such deals. This week, the U.S.

Department of Justice toughened
its line in this area and said some
types of patent settlements should
be presumed unlawful.

So-called sector inquiries in the
EU are fact-finding missions that
can lead to formal investigations
against individual companies.

The EU didn’t charge any of the
big branded-drug makers raided
last year. Instead, as a first target it
picked Servier, a small French drug
company that produces the blood-
pressure medicine perindopril, sold
as Coversyl.

In opening its investigation of
Servier, the EU said the company
struck “possibly restrictive” agree-
ments with several generic makers
including Teva to slow the entry of
generic perindopril. The other ge-
neric makers named by the EU as be-
ing under investigation are Slove-
nia’s Krka DD, India’s Lupin Ltd. and
Unichem Laboratories Ltd., and
U.S.-based Mylan Inc.

Servier said it has “defended its
[intellectual property] rights where
appropriate” and has “settled litiga-
tion with some companies.”

In a report last year, the Euro-
pean Generic Medicines Associa-
tion, a trade group, criticized
Servier for creating a “thicket” of
patents for perindopril to try to pre-
vent generic competition. The asso-
ciation said there were 38 patents
onthe drug in Europe as of February
2008. The generic group’s report

said that when generic companies in-
cluding Lupin, Teva, and Krka
sought to launch generic copies of
perindopril in the U.K., Servier won
preliminary court injunctions stop-
ping them.

Lupin and Servier eventually set-
tled their dispute, a Lupin spokes-
man said Wednesday. In 2007, ac-
cording to filings with the Bombay
Stock Exchange, Servier paid Lupin
€40 million ($56 million) for vari-

EU antitrust chief
Kroes warned that
more investigations
could follow.

ous patent rights relating to perin-
dopril; the Lupin spokesman said
that was a separate deal.

He added that Lupin is now
launching the drug in several EU
markets, and is “working with the
European Commission to a resolu-
tion” of the EU concerns.

Servier and Krka also settled
their dispute, a Krka spokeswoman
said, who added that the company
“has not done anything wrong” and
is currently selling the drug in some
European markets.

In a statement, Teva said it “will
continue to cooperate” with the

Commission’s investigation and
was “pleased” the EU noted “many
examples of behavior whereby
‘innovator’ companies use blocking
or delaying tactics.”

Unichem and Mylan didn’t re-
spond to requests for comment.

The EUreport on the inquiry also
urged the creation of a “Community
patent” and a special EU patent
court, which would effectively put
patent policy and disputes in the
hands of Brussels, alongtime unreal-
ized goal of the EU’s executive arm,
the European Commission.

Mrs. Kroes, the antitrust commis-
sioner, said the “current lack of
progress” on the EU patent “is very,
very damaging.”

Currently, the European Patent
Office in Munich grants patents for
EU countries, but companies have to
turn to national courts to enforce or
challenge them. That can make it dif-
ficult for a generic-drug company to
challenge the patents on a drug, and
also complicate the process of apply-
ing for patents.

Brian Ager, the director-general
of the industry’s trade group, the Eu-
ropean Federation of Pharmaceuti-
cal Industries and Associations,
said the report “still claims errone-
ously” that branded-drug compa-
nies work to delay generics. “There
is nothing to substantiate these
claims.” Mr. Ager said the industry
would welcome a Community
patent.

Strike may delay
World Cup sites
in South Africa

ASSOCIATED PRESS

JOHANNESBURG—South Afri-
can construction workers at stadi-
ums being built for the 2010 World
Cup went on an indefinite strike
Wednesday in a move that could de-
rail next year’s tournament.

About 70,000 workers at stadi-
ums across the country dropped
their tools after wage negotiations
deadlocked earlier this week. Work-
ers are demanding a 13% pay in-
crease while employers are offering
a10.4% raise.

The strike could delay the com-
pletion of flagship projects such as
the Soccer City stadium in Johannes-
burg, the Green Point stadium in
Cape Town and the Moses Mobhida
stadium in Durban. Stadiums must
be completed by December in order
to meet the tight FIFA deadlines be-
fore the tournament kicks off in
June 2010.

Lesiba Seshoka, from the Na-
tional Union of Mineworkers, which
represents construction workers,
said the strike would continue until
employers met their demands. The
unions have complained that some
workers are earning about $1.50 an
hour and others $5 a week. Workers
in South Africa are supposed to
earn a minimum wage of about
$200 a month.

“It is a very sad situation in
which people think workers must be
sacrificial lambs because there is a
recession whilst that recession also
affects our members more,” Bhek-
ani Ngcobo, a union negotiator,
said.

The workers have been criti-
cized for jeopardizing South Afri-
ca’s chances of hosting a successful
World Cup. But the Congress of
South African Trade Unions, or Co-
satu, which represents the coun-
try’s largest trade-union federa-
tions, has come out in support of the
construction workers and says the
dispute isn’t targeted at the World
Cup.

“Cosatu, and the construction
workers, are as passionate about
the 2010 World Cup as anyone, and
will do everything possible to en-
sure its success. But we will not tol-
erate the stadiums being built by
workers who are underpaid or work-
ing in dangerous or unhealthy condi-
tions,” the organization said.

Danny Jordaan, chief executive
of the local organizing committee,
said the strike would soon be re-
solved and was confident that stadi-
ums will be completed on schedule.

“The construction workers have
been the lifeblood of the 2010 FIFA
World Cup project,” he said. “Their
hard work has ensured that we are
on track to meet our deadlines and
that our stadiums will be among the
best in the world next year.”

A spokesman from the employ-
ers’ body, the South African Federa-
tion of Civil Engineering Construc-
tion, wasn’t immediately available
for comment.

Patrick Geqeza, a shop steward
for workers at the Soccer City sta-
dium in Johannesburg, said he un-
derstood the importance of having
the World Cup in South Africa and
completing the stadiums in time.
“We feel bad about going on strike,”
he said, but added that he felt there
was little alternative.





