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GM files for bankruptey

Obama defends government’s new role, says auto executives will ‘call shots’

DETROIT—General Mo-
tors Corp. filed for Chapter 11
bankruptcy protection early
Monday, marking the hum-
bling of an American icon
that once dominated the glo-
bal car industry and setting
up a high-stakes gamble for
U.S. taxpayers.

By Kevin Helliker, Neil
King Jr. and John D. Stoll

The bankruptey filing,
made in the U.S. Bankruptcy
Court in Manhattan, marks
the climax of a lengthy debate
over the auto maker’s future
after it sought a bailout from
the U.S. government in De-
cember to stay alive. In the
end, GM couldn’t complete its
restructuring out of court
and filed for bankruptcy-
court protection to get bil-
lions morein aid from U.S. tax-
payers.

Engineering change

M Economic ecosystem shifts ..2
M New drivers for DJIA......... 2
M Rivals jockey for position ....32

The question now facing
56,000 auto workers, 3,600
GM dealers and the Obama ad-
ministration: Will it work?

Monday, U.S. President
Barack Obama defended gov-
ernment intervention in GM
as the auto maker enters
Chapter 11 bankruptcy, say-
ing the actions are part of a
“viable, achievable plan that
will give this iconic company
a chance to rise again.”

Under the plan, the govern-
ment would own 60% of the
new GM, but Mr. Obama said
auto executives “will call the

GM Chief Executive Frederick “Fritz” Henderson listens to a question at a news conference Monday.
GM filed for bankruptcy protection as part of the U.S. government’s plan to shrink the auto maker.

shots and make the decisions
about turning this company
around.” He said the govern-
ment would refrain from play-
ing a management role in all
but the most critical areas.
“Our goal is to help GM get
back on its feet...and get out
quickly,” he said.

In remarks after Mr.
Obama’s statement, GM

Chief Executive Frederick
“Fritz” Henderson said New
GM will be a leaner and
quicker company that is
more focused on its custom-
ers and its products.

The GM chief said the com-
pany will execute changes in
leadership over the next 60
days. Much of GM’s manage-
ment team has been in place

Fiat, without Opel,
still pursues partner

By STACY MEICHTRY
AND JENNIFER CLARK

ROME—After a failed bid
for General Motors Corp.’s
Opel unit, Fiat SpA Chief Ex-
ecutive Sergio Marchionne
plans to focus his attention
on restructuring the Italian
car maker’s U.S. partner,
Chrysler LLC, as it emerges
from bankruptcy.

Behind the scenes, how-
ever, Fiat is expected to keep
hunting for another partner—
ideally in Europe—that can
give it scale in an industry
dominated by bigger rivals
and bogged down by an ex-
cess of production capacity.

“The Chrysler deal
doesn’t...give Fiat that imme-
diate boost of scale,” says
Mark Fulthorpe, a London-

based analyst with auto-in-
dustry consulting group CSM
Worldwide.

Six months ago, Mr. Mar-
chionne set out to double Fi-
at’s production to around 5.5
million cars, compared with
the two million it made last
year. As part of the strategy,
the Italian company forged a
deal with Chrysler in April
and then spent the past
month bidding for Opel.

On Friday, however, the
German government bro-
kered a tentative deal for GM
to sell Opel to a group of in-
vestors led by Austrian-Cana-
dian car-parts maker Magna
International Inc. Mr. Mar-
chionne said Fiat would fo-
cus on Chrysler. “I think we
will just keep on focusing on

Please turn to page 31
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for years or decades.

In an affidavit filed with
the court, Mr. Henderson said
the U.S. Treasury won’t con-
tinue to fund GM’s restructur-
ing if the auto maker fails to ob-
tain approval to sell its most
valuable assets to a new entity
by July 10. He said the “need
for speed in approving and

Please turn to page 31
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Airbus jet
vanishes
enroute
to Paris

By DANIEL MICHAELS
AND ANTONIO REGALADO

An Air France Airbus A330
plane with 228 people on-
board disappeared over the
Atlantic Ocean on Monday af-
ter suffering an electrical fail-
ure while flying through vio-
lent storms three hours after
taking off from Rio de Janeiro
en route to Paris.

Search teams from both
sides of the Atlantic were
scouring the ocean for Flight
447—which was operated by a
four-year old plane that had un-
dergone maintenance last
month—according to French
and Brazilian officials, while
families of the passengers gath-
ered at crisis centers set up at
airports in Rio and Paris.

French President Nicolas
Sarkozy told reporters at
Charles de Gaulle Airport that
he had asked U.S. authorities
to help look for the plane with
reconnaissance satellites. But
after meeting some of the pas-
sengers’ relatives, Mr. Sarkozy
said he had “told them the
truth. ... Chances of finding sur-
vivors are very slim.”

The Air France flight had
left Rio airport at 7:03 p.m.lo-
cal time (12:03 a.m. Paris
time), and contact was lost
with the plane around 3:30
a.m. Paris time, according to
Air France Chief Executive
Pierre-Henri Gourgeon. Bra-
zil’s air force said the plane’s
crew failed to radio in at the
scheduled time of 11:20 p.m.
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THE GM BANKRUPTCY

Pain spreads through a web of companies

Auto maker spent big
on IT, sports events,

TV ads and lobbying

BY SUZANNE VRANICA

In its 100 years of existence, Gen-
eral Motors Corp. hasn’t just been an
emblem of America’s industrial
might. It also has supported a nation-
wide economic ecosystem, from Wall
Street to Washington, from Madison
Avenue to Silicon Valley, which will be
shaken by the third-largest bank-
ruptey in U.S. history.

“The fallout could be catastrophic
for many businesses,” says John W.
Henke Jr., president of Planning Per-
spectives Inc., a research firm in Bir-
mingham, Mich. “GM is so integrated
into our society—from IT profes-
sions, advertising agencies, media
companies and even those who pro-
vide janitorial services to GM.”

Even if GM speeds through bank-
ruptcy court, as the Obama adminis-
tration hopes, it will come out the
other end a much smaller company
than the one that dominated the car

industry for decades.

GM is currently the biggest
spender on information technology
in the country, as measured by the
percentage of revenue spent on IT
services and software. It accounted
for half the $9 billion that auto mak-
ers and their suppliers spent last
year in this area, according to re-
search firm IDC, a unit of Interna-
tional Data Group.

For example, Hewlett-Packard
Co. is owed $17 million, according to
court documents filed in the auto mak-
er’s Chapter 11 filing. H-P said it will
continue to work with GM in support
of its restructuring in a manner that
protects H-P’s rights as a GM creditor
and supplier.

“There will be a slowing of the
growth in IT spending because of
GM’s bankruptcy,” predicts Joe Bar-
kai, the director of IDC’s Manufactur-
ing Insights.

GM is a big player in Washington,
spending $13.1 million on lobbyists
last year on a wide range of issues,
including climate-change legisla-
tion, renewable-fuels standards and
health-care overhaul, according to
the nonpartisan Center for Respon-
sive Politics.

GM, Citigroup to leave DJIA

By KEVIN KINGSBURY

General Motors Corp. and Citi-
group Inc. will be replaced in the
Dow Jones Industrial Average by
Cisco Systems Inc. and Travelers
Co., respectively.

GM filed for bankruptcy Monday
as part of a government-aided re-
structuring effort. Bankruptcy is an
automatic disqualifier for member-
ship in the benchmark stock index.

Citigroup is being removed be-
cause “the bank is in the midst of a

substantial restructuring, which
will see the government with a large
and ongoing stake,” Dow Jones edi-
tor-in-chief Robert Thomson said.
“We genuinely hope that once the
bank has refashioned itself that we
will again be able to consider it for
inclusion.”

GM has been a component of the
Dow since 1923. Because of the
stock’s plunge to below $1, GM makes
up just 0.1% of the DJIA weighting. Ci-
ti’s figure is 0.35%. The component
changes take effect June 8.

Who owns GM?

Current Proposed

Shareholders:  Current

100% shareholders: 0%

<> Bondholders:

10%*
UAW trust:
17.5%%
U.S. and
Canadian
governments:
72.5%

* Have warrants to

Source: GM filing acquire additional shares.

The auto maker has spent $169
billion on 668 acquisitions, invest-
ments and divestitures since 1985,
benefiting a long list of Wall Street
advisers, including Morgan Stanley
and Bank of America Corp., accord-
ing to Thomson Reuters. It has also
issued almost $1 trillion in a variety
of debt and equity.

Of all the industries to be hit, the
media business stands to suffer the
most, experts say. Over the decades,
American brands have used televi-
sion ads in particular to solidify their
position in the American zeitgeist
with catchy slogans such as Chevy’s
“Like a Rock” and Pontiac’s “We build
excitement.” Dinah Shore helped dur-
ing the 1950s with “See the USA in
your Chevrolet.”

It’s a striking about-face from
the time when GM bought up beach-
front media properties at a frenetic
pace, including pricey TV events
such as the Olympics. TV executives
dubbed network TV time as GM’s
“crack cocaine,” while Madison Ave-
nue executives dubbed the company
“Generous Motors.”

GM, long the second-largest adver-
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tiser in the U.S. after Procter & Gam-
ble Co., spent $5.3 billion on advertis-
ingin 2008, according to its annual re-
port. About $2 billion went directly
into the coffers of U.S. media conglom-
erates, including CBS Corp. and Walt
Disney Co., according to WPP Group
PLC’s TNS Media Intelligence.

The car maker is also one of the
largest sports marketers in the coun-
try, spending about $240 million in
2007 on sports and art sponsorships,
according to WPP’s IEG, a Chicago-
based research firm.

“There will be an enormous effect
on media, both at the national and lo-
cal level—we have already begun to
see it,” says Randy Falco, the former
chief executive of Time Warner Inc.’s
AOL. Mr. Falco compared the disloca-
tion with the decline of tobacco adver-
tising in the 1970s.

Facing plummeting car sales, GM
has over the past 18 months bailed
out of premium ad buys such as the Su-
per Bowl and Oscars. It has dropped
endorsement and sponsorship agree-
ments with Tiger Woods and film-
maker Ken Burns. The car maker also
slashed fees paid to ad shops, causing
hundreds of layoffs in the ad business.

Ad and marketing firms were
owed at least $167 million, as of May
31, according to court documents.

One of GM’s largest creditors,
Starcom MediaVest Inc., the media-
buying unit of French ad titan Publi-
cis Groupe, is owed $121.5 million.
Publicis is owed another $25.3 mil-
lion. The bulk of the money owed to
Starcom stems from purchases

made on GM’s behalf. Executives fa-
miliar with the matter say
Starcom’s contracts stipulate it
doesn’t have to pay media compa-
nies for ad space until it’s been paid
by the client. A spokeswoman for
Starcom declined to comment.

GM owes New York ad titan Inter-
public Group of Cos. about $16 mil-
lion. Interpublic’s McCann-Erickson
ad agency is owed another $4.6 mil-
lion. GM is Interpublic’s largest cli-
ent, accounting for about 6% of its
annual revenues. Several Interpub-
lic units work for GM, including
Campbell-Ewald, which has handled
Chevy since 1922. In anticipation of
the bankruptcy, Interpublic recently
signed an agreement with its lend-
ers that will allow Interpublic to
draw on a $335 million credit line in
the event GM files for bankruptcy.

Interpublic said Monday, “Today
marks an important step toward a
strong and vital GM, and we look for-
ward to playing our part in that fu-
ture success.”

Interpublic recently said in a
worse-case bankruptcy scenario, it
has $150 million in exposure in receiv-
ables, work-in-progress and commit-
ted media. That amount does not in-
clude what it would cost Interpublic if
it had to close its Detroit offices.

Executives at both ad conglomer-
ates are hopeful each would be
given “critical vendor” status,
which means it would be eligible to
get paid at least a portion of what-
ever GM owed it before GM filed for
bankruptcy protection.

CORRECTIONS & AMPLIFICATIONS

The European Parliament has
the power to vote out the European
Commission. A front-page article in
some editions of the Friday-Monday
paper said the Parliament would ac-
quire this right if all countries rati-
fied the so-called Lisbon treaty.

0AO Gazprom’s market capitali-
zation was about $130 billion on
May 22. A May 25 Economy & Poli-
tics article on demand for natural

gas in Europe incorrectly said it was
around $85 billion.

The last name of David Zilkha, a
former employee of Microsoft Corp.
and Pequot Capital Management
Inc. who sent emails that are part of
a Securities and Exchange Commis-
sion investigation into possible in-
sider trading at Pequot, was mis-
spelled as Zikha in a Jan. 9 article on
the investigation.
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THE GM BANKRUPTCY

‘Old GM,’ with cast-off assets, will linger

Restructuring leaves
a cleaner, leaner firm
and sister with issues

BY JEFFREY MCCRACKEN
AND MIKE SPECTOR

The Obama administration bills
General Motors Corp.’s bankruptcy
as a fresh start for an American icon,
saying it will unleash a lean competi-
tor from court protection by sum-
mer’s end. But the remnants of GM
left behind pose financial and opera-
tional quandaries that could prove an
continuing drain on both taxpayers
and the revitalized GM.

The proposed plan will cleave
apart one of the country’s oldest and
largest companies into, in effect, a
“New GM” and “Old GM,” evoking the
historic breakup of AT&T Corp. in
1984 into long-distance and local-
phone companies. As with the dis-
mantling of Ma Bell, GM will have to
meticulously apportion every line-
item of revenue and expenses to the
two companies, be it employee sala-
ries or the cost of a new wrench.

Breaking up GM represents a
“yery complex and time-consuming
series of issues, plant by plant, and
jurisdiction by jurisdiction,” said Ri-
chard Chesley, a partner in the glo-
bal bankruptcy and restructuring
group at Paul, Hastings, Janofsky &
Walker LLP, which isn’t involved
with the GM case.

The breakup also could trigger un-
expected struggles among New GM,
Old GM and creditors, who could
fight over the best way to allocate ex-
penses between the two in a way that
maximizes creditor recovery.

0Old GM—the actual name to be
used for the company couldn’t be
learned—also would become a parts
and service-provider to New GM on
an interim basis, which raises the po-
tential for clashes over pricing and
contracts, say bankruptcy advisers.

Automotive divorce

The Obama administration hopes to use a quick bankruptcy to separate a ‘New GM’ from an ‘Old GM.’ The latter
will consist of Pontiac, Saturn, Saab, Hummer and other assets the company plans to shed under pressure from the
administration to cut product lines. New GM is expected to emerge from bankruptcy in as little as three months,
while Old GM could languish there for two or more years.

New GM

Old GM

Circles sized by 2009 U.S. sales forecast

=

Chevrolet
1,084,532

cars and light-
duty trucks

£y
ovme (& W

Some potential issues for the two companies:

Environmental liabilities

The New GM will leave many big
liabilities to Old GM when it is in
Chapter 11. But some
environmental liabilities won’t be
easy to shed. If a factory faces
litigation over pollution, the New
GM may remain on the hook.

Source: IHS Global Insight (unit sales)

On Monday, as part of its bank-
ruptcy filing, GM is expected to name
turnaround executive Al Koch as its
new chief restructuring officer to
guide the auto maker’s trip through
Chapter 11 and to run Old GM, said
people familiar with the matter.

Mr. Koch, who oversaw Kmart’s
restructuring, will report to GM
Chief Executive Frederick “Fritz”
Henderson but also will report di-
rectly to the company’s board. As-
suming a New GM emerges from
Chapter 11, Mr. Koch will then sit
atop a new, separate management
team winding down Old GM. In this
role, he likely will report directly to
0Old GM’s board, which will be differ-
ent from the New GM board.

The two companies will
have to decide who pays
what percentage of the
salaries and benefits for
employees who work for
both companies.

N
GMC Cadillac Buick
206,887 92,427 87,579

Employee claims Shared offices

who pays the bills.

0ld GM will be a sizable company
itself, controlling 15 to 20 unwanted
car plants containing tens of millions
of square feet. It will have four vehi-
cle brands that it plans to shed or
phase out—Hummer, Saab, Pontiac
and Saturn—that last year sold about
500,000 cars and trucks in the
U.S.—more than Korea’s Hyundai Mo-
tor Co. or Germany’s Volkswagen AG.

The administration plans to
spend north of $30 billion to fund
GM’s bankruptcy, with the Canadian
government lending $9.5 billion, se-
nior administration officials said.
Plans call for Old GM to receive hun-
dreds of millions of dollars and a
debtor-in-possession loan, said peo-

For offices that do work for
both New GM and Old GM,
the companies will have to
craft delicate ‘transaction
service agreements’ to
value the work and decide

Saab
9,308

Hummer
12,012

Saturn
73,171

Pontiac
143,691

Shared plants

Some plants will be taken
over by Old GM, but
continue to supply parts to
New GM on an interim
basis. The upshot: That
could create pricing and
contract disputes.

ple familiar with the matter, to fund
the liquidation and the contractors
who will manage it.

While the Obama administration
hopes New GM will emerge from
bankruptcy in as little as three
months, it could take Old GM at least
two years—and up to 10 years—to
disappear, say people involved in
the case. Just closing a factory, for
instance, can take up to a year, while
moving the massive machinery used
to stamp out car-body parts re-
quires special skills.

How quickly GM can strike deals
to unload assets could prove critical,
given the potential need for ongoing
bankruptcy financing. GM has spent
months in discussions with suitors

for Saturn, Saab and Hummer. It
plans to phase out Pontiac, allunder a
directive from the Obama administra-
tion to slash its number of brands. If
things don’t go according to plan, Old
GM could require more money to op-
erate until its parts are liquidated.

“You would like to have as much of
this process in place as you can going
in, so you can effectively get these as-
sets marketed as quickly as you can
and minimize the cash burn neces-
sary to prop up these noncore busi-
nesses,” Mr. Chesley said.

Another critical element of the
split will be a “transition services
agreement” that manages how much
New GM and Old GM will pay for cer-
tain employees, services and parts.

Within a few months there will be
about eight factories owned by Old
GM, some of which will be run by New
GM on an interim basis to make parts
such as engine components for New
GM,; later, the plants will be closed or
sold. This means Old GM could be sub-
ject to all the traditional complica-
tions that can come between a sup-
plier and customer.

“There will be complaints quickly
from creditors at Old GM that they
are paying too much for engineering
or accounting from New GM or that
New GM is not paying Old GM enough
for parts,” said one lawyer involved
in the GM matter.

Any conflicts will be a delicate
matter for both companies. The credi-
tors’ stake in New GM will technically
sitinside the Old GM estate until it fin-
ishes reorganizing, said a senior ad-
ministration official. That gives the
Old GM creditors incentive to help
New GM succeed.

The New GM would likely leave its
more onerous liabilities with the Old
GM, including some dealer-franchise
disputes, product-liability claims
and environmental claims. GM has
about $280 million in environmental
claims, according to its first-quarter
government filing. But the New GM
might be forced to keep some envi-
ronmental liabilities if, say, certain
factories have already been subject
to government clean-up orders.

Ford sees opening in rivals’ woes

BY MATTHEW DOLAN

DETROIT—Ford Motor Co. is pre-
paring an effort to gain market
share while its two main rivals are
bogged down in bankruptcy and re-
structuring.

Ford, the only one of Detroit’s
Big Three that didn’t need a bailout
from the federal government, plans
to increase production of cars and
trucks in the third quarter by about
10% from the level of a year ago, a
company official said. It will be
Ford’s first significant production
increase in almost two years.

In contrast, General Motors
Corp., which filed for Chapter 11 pro-
tection Monday, and Chrysler LLC,
which is nearing the end of its bank-
ruptcy reorganization, are planning
to shut down their plants for nearly
all of the third quarter. The differ-
ence in production plans will give
Ford a chance to push sales through
the prime summer selling months
while GM and Chrysler focus on
their internal issues.

“This is a once-in-a-lifetime op-
portunity to separate us from our
other domestic competitors,” said a
person familiar with the matter at
Ford. “No one is going to gift wrap it
for us. You have to deliver the prod-
uct people want to buy. That said,

Ramping up
Ford’s total vehicle production,
quarterly data
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you have to take this historic oppor-
tunity to grab market share.”

Ford has seen again inretail mar-
ket share in six of the past seven
months and expects to see another
boost when May auto sales are re-
ported Tuesday. As of April 30,
Ford’s U.S. market share was 13%, ac-
cording to the company.

In the third quarter, Ford plans to
produce 150,000 cars and 310,000
trucks for a total of 460,000 vehicles,
according to company officials. A

year ago it built 184,000 cars and
234,000 trucks for a total of 418,000.
The bulk of the increase stems from
high production of the company’s
highly profitable F-150 pickup trucks.

The move represents a gamble,
however. Gas prices have been
creeping higher in recent weeks,
topping $3 a gallon in some parts of
the country. Further gas-price in-
creases could damp F-150 sales, and
a worsening of the overall economy
could slow sales of both cars and
trucks. If either happens, Ford could
end up with elevated inventory lev-
els later in the year.

The truck market “is still going
to be a challenge,” said Michael Ma-
roone, president and chief operat-
ing officer of AutoNation Inc., the
largest chain of car dealerships in
the U.S. and the largest Ford dealer
by volume and locations.

Ford executives played down the
notion the company is trying to take
advantage of the troubles of GM and
Chrysler. “I feel for my competitors.
It’s got to be very, very difficult,”
Mark Fields, Ford’s president of the
Americas, said Sunday. “This isnot a
case of ‘Gee, let’s stick it to them.’
We have been watching our inven-
tory levels and we’ve seen our mar-
ket share grow. This is really just us
working our plan.”
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Ford plans to increase vehicle production in the third quarter by about 10% from a
year earlier. Above, CEO Alan Mulally at Ford’s annual meeting last month.

Like most other auto makers,
Ford is still losing money—it lost
$1.4 billion in the first quarter—
but it has been faring better than
GM and Chrysler, in part because it
borrowed $23.5 billion in 2006, be-
fore credit markets started to
freeze up, and was quicker to sell
some of its fringe brands. As a re-
sult, Ford had a larger cash cush-
ion. Recently it also raised $1.6 bil-

lion in a common-stock offering.

Ramping up production can be
seen as evidence of Ford’s cautious
but growing confidence in the state
of the U.S. auto market, which saw
one of the most severe downturns in
its history last year and may now be
poised for a rebound.

“We’re starting to see the light
nearing at the end of the tunnel,”
Mr. Fields said.
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U.S. government takes conflicting roles

It has to protect
its investment in GM
and regulate it, too

Even after nine months of ex-
traordinary government interven-
tion, the scope and complexity of
the General Motors Corp. rescue
present a thicket of conflicts unlike
any seen before in Washington.

By Neil King Jr., Jeffrey
McCracken and Mike Spector

The federal government is likely
within weeks to emerge as the princi-
pal owner of a storied U.S. corpora-
tion. It will also serve as the compa-
ny’s regulator, tax collector, cus-
tomer, pension backstop and lender.

The administration of U.S. Presi-
dent Barack Obama put out a set of
overarching principles Sunday
meant to guide its interactions with
GM and other companies in which the
U.S. has an equity stake. After helping
a company such as GM restructure,
the government would manage its
stake “in a hands-off, commercial
manner” and not get involved in issu-
ing day-to-day directives to GM, the
guidelines said.

Given the size of the $50 billion
U.S. investment, it will be hard for
President Obama and Congress to
say they will remain uninvolved.

“There obviously is a balancing
act,” White House spokesman Rob-
ert Gibbs said Friday. “While not run-
ning an auto company on a day-to-
day basis, obviously there will be
concern about investments by the
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Ed Montgomery, left, White House director of recovery for auto communities, and Duane Zuckschwerdt, a UAW director, at a
GM plant. The U.S. has released principles to guide its interactions with the car maker.

taxpayer, as there should be.”
Chief among potential conflicts
is the environmental arena. GM is
one of the world’s biggest sellers of
full-size trucks and sport-utility vehi-
cles. Yet such products, which in-
clude the Chevy Silverado pickup and
Cadillac Escalade SUV, have always
been among the company’s most
profitable. Detroit’s chief executives
recently stood with Mr. Obama on
the White House lawn and embraced
his aggressive new fuel-economy and

emissions targets. GM, Chrysler LLC
and others have spent millions lobby-
ing against such strict rules for de-
cades.

Sales of small cars with more-ef-
ficient engines, for instance, grab
only about 17% of the market and re-
main dwarfed by pickups and SUVs.

“The government has conflicting
policy objectives now,” says John
Casesa, a veteran Wall Street auto
analyst who now heads his own advi-
sory firm. Mr. Obama’s new regula-

tions will “cost a lot of money” and
“create substantial risk to the gov-
ernment earning a good return on
its investment,” he says.

That could force the government
to pump more money into a new GM
down the road.

“The government will open its
pocketbook again to help these com-
panies rather than back off on its en-
vironmental agenda,” Mr. Casesa
says. “It can’t have it both ways.”

GM’s government ownership also

could complicate the company’s life
overseas, potentially raising trade
and other legal disputes. Trade law-
yers point out that the U.S. legal sys-
tem is itself highly wary of foreign
state-owned enterprises, whose ac-
quisition efforts in the U.S. often
have been rebuffed by federal author-
ities. GM could face similar road-
blocks if it tries to expand abroad.

Congress also is sure to exert its
muscle over GM’s affairs, as it did in
recent weeks. Key lawmakers re-
belled in May when word got out
that GM, post-bankruptcy, planned
to boost its imports of cars made at
GM factories in China.

Some experts already are asking
what will happen within the Office
of Management and Budget when
regulations are promoted on fuel-ef-
ficiency standards or safety stan-
dards, for instance, that will prove
costly to GM, and thus also to the fed-
eral government.

“Once the federal government is
not simply a regulator, but is all of a
sudden also on the receiving end of
regulations, that fundamentally al-
ters the politics of how the govern-
ment interacts with the car indus-
try,” said John Graham, an auto-
safety expert who served as Presi-
dent George W. Bush’s regulatory
czar within the OMB.

That neutrality issue will be par-
ticularly pointed when it comes to
Ford Motor Co., which alone among
the Big Three hasn’t received fed-
eral assistance. Mr. Graham and oth-
ers worry that the government
could find itself tilting key regula-
tory or purchasing decisions in fa-
vor of GM or Chrysler because of its
interest in those companies.

Who will gain and who will lose

General Motors Corp.’s bank-
ruptcy will ripple across business.
Here’s a look at who gets hit, and
how:

Investors

They will be the biggest losers
dollar-wise. Just how badly they
fare depends on whether their
money is in stocks or bonds.

Bondholders will come out
slightly better. Bondholders would
get 10% of GM’s shares, and war-

By Kate Linebaugh, Matthew
Dolan, Sharon Terlep and
Andrew Grossman

rants allowing them to boost that to
more than 20%. For shareholders,
the picture is bleaker. Even without
a bankruptcy, GM’s plan would have
left them with just 1% of equity. In
bankruptcy, they will be wiped out.
GM'’s stock price, last trading under
$1, doesn’t have much further to
fall. Nine years ago, GM shares were
trading at more than $90.

United Auto Workers

The auto workers union faces
the bankruptcy with backing from
the company and the government.

The union is likely to be treated
like a preferred creditor to GM. Un-
like some holdout bondholders, the
UAW could be painted as a partner
in the process to reduce labor costs
rather than an obstacle to orderly re-
organization. Post-bankruptcy, the
UAW, the richest union in the U.S. as
measured by assets, will be in solid
financial shape. But many workers
see future job and benefit cuts as in-
evitable. As part of the deal, the

UAW agreed not to strike until 2015.

Competitors

The bankruptcy of the U.S.’s big-
gest car maker offers a short-term
opportunity for rivals to gain mar-
ket share, but some analysts say are-
structured and recapitalized GM
with government backing could
have an unfair edge.

Cross-town rival Ford Motor
Co., for instance, the only domestic
auto maker to avert a government
bailout, has gained market share
this year, as that of GM and Chrysler
fell, and is expected to continue to
fare well. The biggest issue for Ford
“is the debt service,” said David
Cole, chairman of the Center for Au-
tomotive Research in Ann Arbor,
Mich.

Meanwhile, GM’s chief foreign ri-
val, Toyota Motor Corp., is flagging.
Toyota reported its first annual loss
in 59 years. Toyota has lost out to
companies such as Hyundai Motor
Co. that have seized on the strug-
gles of U.S. auto makers to build
brand recognition and grab custom-
ers.

Dealers

Car dealers have been slammed
by the plunge in sales over the past
year. In the past year, more than
1,300 dealers have been forced out
of the market. Chrysler and GM cuts
have cost an additional 1,900 deal-
ers their franchises. Even survivors
have to contend with tough credit
markets and rising unemployment.
They also must fend off “irrational
pricing behavior” caused by dealers
who are closing shop and selling
their inventory at bargain prices,

said Richard Kwas, an analyst at
Wachovia Capital Markets.

Inthelong run, surviving dealers
should be able to enjoy higher sales
and less competition. The sooner
the bankruptcy process proceeds,
the sooner consumers may return,
say dealers. Many are scouting op-
portunities to acquire more brands
and locations, as weaker dealers
throw in the towel.

Suppliers

Parts makers reliant on GM al-
ready are struggling with lower vol-
umes, tight credit and rolling pro-
duction shutdowns that reduce de-
mand for parts. Bankruptcy will
only deepen the troubles.

GM likely will ask the court to al-
low it to keep paying key vendors in
order to maintain its supply of
parts.

GM last paid its suppliers at the
end of May. With production down
and a bankruptcy judge in control of
the company, it could be a long time
until suppliers see their next check.
Analysts say those with balance
sheets strong enough to stay afloat
until productionresumes could ben-
efit from a bankruptcy that hastens
the demise of rivals.

Companies already short on
cash, such as Lear Corp. and Ameri-
can Axle & Manufacturing Inc., are
on shaky ground. GM accounted for
23% of Lear’s 2008 sales and 74% of
American Axle’s. Metaldyne Corp.
and Visteon Corp. already have filed
for bankruptcy protection.

Their loss could be a gain for
stronger suppliers such as Magna
International Inc. and Johnson Con-
trols Inc.

Stronach likely to use Opel
to pursue an old ambition

Canadian auto-parts supplier
Magna International Inc. was se-
lected by the German government
early Saturday as a partner for Gen-
eral Motors Corp.’s Adam Opel unit.

By Marcus Walker, Andrew
Grossman and Gregory L. White

The prospective deal for GM’s Eu-
ropean operations would mark a ma-
jor breakthrough for Magna and its
founder, Frank Stronach.

Speaking after marathon talks in
Berlin that yielded a tentative deal
between Magna and GM officials,
German Finance Minister Peer Stein-
briick said his government agreed to
provide about €1.5 billion ($2.1 bil-
lion) in interim loans while Magna
and GM finalize the contract.

Magna is partnering in the bid
with Russian auto maker OAO GAZ
Group and state-controlled OAO
Sberbank. The company aims to pur-
chase GM’s Opel and British Vaux-
hall units, as well as Chevrolet’s busi-
ness in Russia.

If the deal is completed, Mr.
Stronach would achieve one of his
goals—to turn Magna into an auto
maker in its own right and not just a
producer of parts and an assembler
of vehicles for other companies.

Mr. Stronach has “managed to go
from a little guy in a garage to being
part of an automobile company,” said
Wayne Lilley, author of “Magna Cum
Laude,” a Stronach biography. “I think
he sees it as a capper on his career.”

Mr. Stronach emigrated from
Austria to Canada in 1954 and three

years later started a tool-and-die
company. Through mergers and ac-
quisitions, he built it into one of the
world’s largest auto-parts suppliers
and one of the few that has re-
mained relatively healthy despite
the industry’s slump. In 2008, Ma-
gna reported net income of $71 mil-
lion on revenue of $23.7 billion.

Magna is already a competitor in
the car-assembly business. The Ma-
gna Steyr division assembles vehi-
cles for auto makers in Graz, Austria.
The vehicles it has made include min-
ivans and Jeeps for Chrysler and the
Z4 roadster for BMW.

Taking over Opel could present
Magna with many challenges, how-
ever. For one, owning a car maker
would put the company in competi-
tion with many of its customers.
Based in Aurora, Ontario, Magna
makes seats, electronics, interiors
and engine parts, and sells them to
auto makers.

Magna faces another challenge:
mastering the savvy required to “fig-
ure out what the public wants,” said
Jim Gillette, an auto-supplier ana-
lyst at consulting firm CSM World-
wide. “To my knowledge, they really
don’t have any experience market-
ing to end consumers.”

Magna has for several years fo-
cused on Russia as a priority market
for expansion and had a close rela-
tionship with Oleg Deripaska, the ty-
coon who controls OAO Gaz. Mr. De-
ripaska bought a 20% stake in Ma-
gna in 2007. But he had to cede it to
creditors as the financial crisis
squeezed his empire last fall.
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EU’s new tack vs. Microsoft: user chooses

Regulators pursue sanctions that would go beyond fines to address complaints of company bundling browser, Windows

By CHARLES FORELLE

BRUSSELS—Frustrated with past
efforts to change Microsoft Corp.’s
behavior, European Union regulators
are pursuing a new round of sanc-
tions against the software giant that
go well beyond fines.

The regulatory push is focused on
along-standing complaint against Mi-
crosoft: that it improperly bundles its
Web browser with its Windows soft-
ware. Rather than forcing Microsoft
to strip its Internet Explorer from
Windows, people close to the case
say, the EU is now ready to try the op-
posite measure: Forcing a bunch of
browsers into Windows, thus dilut-
ing Microsoft’s advantage.

The sanctions would come from
an EU investigation that began last
year. The potential action would be a
sharp parting blow by Europe’s com-
petition commissioner, Neelie Kroes.
Last month, she hit semiconductor
maker Intel Corp. with a record anti-
trust fine of $1.48 billion. The EU
hasn’t made a final ruling on Mi-
crosoft, and likely won’t for at least

several weeks. An EU spokesman
says any sanction against Microsoft
“would be based on the fundamental
principle of unbiased choice.” A
spokesman for Microsoft says it is
committed to “full compliance” with
EU law.

The EU has stacked up more than
$2 billion in fines against Microsoft
since 2004. The EU’s bid in 2004 to
separate Microsoft’s Media Player
multimedia software from Windows
is widely viewed as a timid solution
that failed. Now, emboldened by a
2007 court ruling that upheld the
2004 case and confirmed the EU’s
wide discretion, regulators are in-
clined to go further.

People close to the case say EU reg-
ulators are inclined to demand a so-
called ballot screen that would
present anew computer’s user with a
choice of browsers to install and the
option to designate one of them as a
default.

The EU sent preliminary charges
to Microsoft in January. In a securi-
ties filing that month, the company
said the EU might “obligate users to

Big penalties

Top antitrust-abuse fines levied by
the European Commission, in millions:

2009 Intel $1,478
us.

2008 Microsoft 1,253
us.

2008 Saint-Gobain 1,249
France

2004 Microsoft 693

2007 ThyssenKrupp* 669
Germany

“An appeal has been lodged
Source: European Commission

choose aparticular browser when set-
ting up a new PC” and require manu-
facturers to “distribute multiple
browsers on new Windows-based
PCs.” The EU is wrapping up the col-
lection of written submissions from
Microsoft, from Opera Software
ASA, a small Norwegian browser
maker whose complaint sparked the
case, and from third parties, which

were due this week. A ruling could ar-
rive in the coming months and would
almost certainly face years of appeals
in EU courts.

In its legal filings to the EU, Mi-
crosoft questioned whether the EU
can legally require it to offer other
makers’ browsers, people familiar
with the matter say. It has also argued
that PC users are capable of down-
loading other browsers like the
Mozilla Foundation’s Firefox and Goo-
gle’s Chrome, these people say.

European law has long held that a
company dominating the market for
one product generally can’t “tie” an-
other product to its sales. In a key
1991 case, the European Commission—
the bloc’s executive arm—ruled that
Tetra Pak, the dominant maker of ma-
chines that package milk into car-
tons, couldn’t force customers to buy
their cartons from it alone; a1987 rul-
ing similarly went against a maker of
nail guns and nails. European courts
upheld the commission in both cases.

Despite protests by Microsoft that
the low cost of downloading lets con-
sumers easily choose another piece

of software to watch videos, the com-
mission found in its 2004 ruling that
Media Player was illegally tied to Win-
dows. An appellate court agreed and
Microsoft later dropped itslegal chal-
lenge. The EU’s remedy was out of the
milk-carton playbook: It ordered Mi-
crosoft to sell a version of Windows
without Media Player. Microsoft did,
but at the same price as the full ver-
sion. It barely registered any sales.

In a sense, the Web-browser bal-
lot screen is the biggest legal leap the
EUis taking: A requirement to carry a
competitor’s product is a step usually
taken in cases where the competitor
has limited or no access to a distribu-
tion network—for instance, opera-
tors of electric grids who also sell elec-
tricity might be required to let other
producers sell power on the grid.

Still, the EU is likely to argue that
it has broad powers to fashion an ef-
fective remedy. “There’s nothing in
EUlaw that requires the remedy to be
a mirror image of the infringement,”
says Thomas Vinje, a lawyer at Clif-
ford Chance LLP who represents Op-
era Software.
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TO ALL PURCHASERS OF MARINE HOSE

Notice of Settlement by Parker ITR of claims in
respect of the Marine Hose Cartel

What is the settlement about?

Parker ITR S.r.l. (“Parker ITR”) has made a
global offer to settle claims arising from the
marine hose cartel (“the Cartel”) to all purchasers
of marine hose?! on the basis of settlement terms.

Who does it apply to?

The offer to settle applies not only to all
purchasers of marine hose from Parker ITR
(“Parker ITR Purchaser(s)”) but also to all other
purchasers of marine hose (“Other Purchaser(s)”)
from: (i) the cartelists other than Parker ITR
in the Cartel - namely Bridgestone, Trellborg,
Dunlop, Manuli and Yokohama (collectively the
“Co-Cartelists”); or (ii) companies that operated
the Parker ITR business prior to 31 January 2002.
However, the settlement terms differ depending on
whether purchases were from Parker ITR or not.

What are the settlement terms?

To effect the settlement, Parker ITR has made
available a fund, paid into an interest-bearing
Euro escrow account at Citibank in London,
representing 16% of specfied sales of marine hose
from 31 January 2002 to 2 May 2007 (“the
Settlement Period”) (“the Fund”)

In return for giving up rights to litigate against
Parker ITR and its affiliates, including Parker ITR’s
ultimate parent company Parker Hannifin, Parker
ITR Purchasers can claim against the Fund. An
independent expert assisted by an independent
economist will determine how much of the Fund goes
to each claimant but there is a presumption that
direct Parker ITR Purchasers will be entitled to 16% of
purchases during the Settlement Period unless they
passed on the loss.

Parker ITR has agreed to pay certain legal fees and
the costs of notice and administration in addition to
the settlement amount.

1 This settlement is limited in two respects. First,
it does not include purchases of marine hose in US
commerce. Second, there are a small number of potential
purchasers who are excluded from participating in the
settlement,including Co-Cartelists and any of their
respective parents, employees, subsidiaries, or affiliates.
All statements regarding who may participate in the
settlement and the settlement amount are subject to
these limitations.

In addition to agreeing to make available financial
compensation to Parker ITR Purchasers, as part of
the settlement, and in return for giving up rights to
litigate against Parker ITR and its affiliates including
Parker ITR’s ultimate parent company Parker Hannifin,
Parker ITR also agrees to provide to both Parker ITR
Purchasers and Other Purchasers;

(a) co-operation in the form of production of
witnesses, interviews, depositions and documents
in relation to proceedings against other cartelists;
and

(b) a guarantee against payment of adverse costs in
civil damages proceedings against those other
cartelists.

Claimants have until 17 February 2014 to

submit the required docmentation BUT are

strongly encouraged to claim as soon as
possible so that their claims can be processed
expeditiously.

Nothing in this notice constitutes an admission by
Parker ITR or may be used as evidence of Parker ITR’s
conduct having caused any harm to purchasers.

The claims are being administered by an independent
claims administrator, FRA.

For more information and to claim

Those who are interested in making a claim should
contact either the claims administrator or the
Hausfeld law firm (who negotiated this settlement) for
further information:-
Marine Hose Claims Michael D. Hausfeld
c/o FRA

PO Box 62656
London

EC1P 1PT

UK

Email:
marinehose@hausfeldllp.com

Free Phone:

+44 (0)800 680 9656
Tel:

+44 (0) 20 3390 9656
Fax:

+44 (0) 20 7251 6801

Please also visit the marine hose claims website:
www.marinehoseclaims.com

2008 Gulfstream 550

S/N 5184 - For Sale or Lease
340 Hrs TT, EVAS, BBML, High Speed Internet,
Satcom Direct TV, 14 Paxs. Excellent financing.
Clay Lacy Aviation - Brad Wollen
206-762-2250
bwollen@bfi.claylacy.com
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www.cookamerican.travel
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Express Rep.

Representative
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appropriate advice should be obtained prior
to entering into any binding contract. ¢
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Plantation in West Africa
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703-425-7084 or 202-320-7253
jbrinkerxx@aol.com
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Private Money

Will pay 10-12%, for short term and long
term money secured by high equity real

estate.
Call 610-994-9740

PRIME OCEANFRONT DEAL
OF A LIFETIME
In Myrtle Beach, SC, Seeking
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JV, or Buyout. $17 MIL Appraisal.
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altonswann@gmail.com
843-457-2808/843-997-7353
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Merck, AstraZeneca collaborate on cancer

Companies will test
experimental drugs
used in combination

By RON WINSLOW

ORLANDO, Fla.—Merck & Co.
and AstraZeneca PLC announced
Monday an unusual agreement to
test a potential new cancer regimen
composed of two experimental
agents that are still in early human
trials and several years away from
reaching the market.

The collaboration, sparked by an
encounter between scientists from
the companies in an airport security
line in Dublin, is based onlaboratory
evidence that the two compounds
given in combination could have a

much more potent effect against tu-
mors than each may have as sepa-
rate treatments. Merck and Astra-
Zeneca scientists say the treatment
could prove effective against sev-
eral types of cancer.

The drugs—MK-2206 from Merck
and AZD6244 from AstraZeneca—
are candidates for the burgeoning ar-
senal of so-called targeted treat-
ments that is transforming cancer
care by disrupting signaling path-
ways that tumor cells rely on to prolif-
erate and survive. But cancer cells
have proven adept at fending off at-
tacks of single-agent medicines, di-
minishing their effectiveness. That is
prompting researchers and pharma-
ceutical companies to explore ways
to combine treatments in hopes of im-
proving chances of curing patients of
cancer or keeping their disease in
check for prolonged periods.

“The notion that a single agent is
going to be dramatically active in a
broad population [of cancer pa-
tients] is unrealistic,” said Alan
Barge, vice president and head of on-
cology at London-based AstraZen-
eca. Drug cocktails are widely used
in cancer treatment, but regimens
are typically developed only after
the medicines are in late-stage trials
or already on the market. For in-
stance, Bayer AG and Onyx Pharma-
ceuticals Inc., which co-market the
cancer drug Nexavar, and OSI Phar-
maceuticals Inc. and Roche Holding
AG, which sell Tarceva, announced
Thursday the launch of a trial to see
whether combining the drugs will im-
prove survival over Nexavar alone in
patients with advanced liver cancer.

Merck, Whitehouse Station, N.J.,
and AstraZeneca are announcing
the collaboration during the annual

scientific meeting of the American
Society of Clinical Oncology in Or-
lando. They say they are the first
large pharmaceutical companies to
join forces to test a combination
treatment with compounds so early
in development. AZD6244, which
blocks a pathway known as MEK,
has been tested in early-to-mid-
stage trials in patients with skin, col-
orectal and lung cancers. Merck’s
drug, which inhibits a pathway
called Akt, has been shown to have
activity against tumors in a handful
of patients in an early-stage test.
MEK and Akt “are two critical
pathways in oncogene signaling,”
said Gary Gilliland, senior vice presi-
dent and franchise head for oncology
at Merck Research Laboratories. “If
we shut down one, the other comes
up to compensate.” The hope is that
by hitting both pathways at once, “we
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will shut down the escape routes.”

Pearl S. Huang, a vice president
and cancer researcher at Merck, had
asimilar thought when she heard As-
traZeneca scientist Paul Smith give
a lecture on the company’s MEK in-
hibitor at a drug-development meet-
ing in Dublin in November 2007. She
immediately figured the AstraZen-
eca drug and the compound her
group was developing would make a
potentially potent anticancer combi-
nation. But when she went looking
for the AstraZeneca researcher af-
ter giving her own talk, it turned out
he had left the meeting.

At the airport, Dr. Huang spotted
him near the front of the security
line and managed to catch up with
him just as he was clearing the check-
point. “Are you the MEK guy?” she
recalls asking him, having forgotten
his name.

Helooked at her, she says, and re-
plied: “Let me put on my shoes.”
When she quickly proposed they
test their two compounds together,
he seemed “bewildered,” she re-
calls. It wasn’t public knowledge
that Merck was developing an Akt in-
hibitor. But by the end of the conver-
sation, they both agreed to take the
idea to their respective companies.
“We immediately clicked,” she says.
In an email message, Dr. Smith said
he recalls thinking that being hailed
as “the MEK guy” was an unusual
greeting in a public place.

Even though AstraZeneca was
working on its own Akt blocker and
Merck was developing an MEK inhib-
itor, the companies say they deter-
mined that joining forces would of-
fer a chance to get a treatment to
market quicker.

The companies initially crafted
an agreement to do lab studies to
see if the science supported moving
ahead with human tests of the com-
bination. They cleared that hurdle.
The new pact calls for the compa-
nies to share costs of testing the
compoundsin an early-stage trial in-
tended to determine if the combina-
tion can safely be given to patients.

Enel to shrink
debt pile via sale
of gas-grid stake

ROME—Enel SpA said Friday it
agreed to sell a majority stake in its
Italian natural-gas-distribution net-
work for €480 million ($669.2 mil-
lion) to help it tackle its towering
debt pile.

A day after releasing the details
for an almost €8 billion capital in-
crease, Enel, Europe’s most-indebted
utility, said its board approved the
sale of an 80% stake in its gas grid to
funds F2i SGR and Axa Private Equity.
The sale will cut its consolidated net
debt by over €1.2 billion, Enel said.

In March, Enel announced plans
for a capital increase, as well as other
multibillion-euro measures, to pay
off a large chunk of debt and avert
credit-agency downgrades. Among
the measures presented at the time
was a €10 billion asset-disposal tar-
get, which would allow the utility to
lower its net debt to €41 billion by the
end of 2010. At the end of March,
Enel’s net debt stood at €50.8 billion.

Late Thursday, Enel said it will
sell nearly €3.218 billion new
shares for a total of €7.98 billion, or
€2.48 apiece. This represents a dis-
count of 44% to Thursday’s closing
price of €4.43.
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Ghosn digs for synergies

Renault, Nissan aim
for more cost savings
to get through ‘crisis’

BY STEVE MCGRATH

Carlos Ghosn, head of Renault
SA and Nissan Motor Co., on Friday
said he wants the car makers’ alli-
ance to yield additional savings of
€1.5 billion, or roughly $2 billion, to
help the companies cope with the
auto industry’s downturn.

“We have to move faster. Seeking
synergies is no longer optional, but
mandatory,” Mr. Ghosn said. “We
have assigned a group of experts to
focus on building greater synergies
to get us through the crisis and posi-
tion us competitively for the future.”

The alliance between France’s
Renault and Japan’s Nissan, in place
since 1999, has resulted in the shar-
ing of platforms and powertrains, co-
operation on technology and stan-
dardized manufacturing methods.

But the intensified alliance will
go further. The companies will look
at ways of increasing cooperation in

areas including purchasing sourc-
ing, common platforms and parts,
powertrains, support functions, lo-
gistics,and advanced technologies
and zero-emissions operations.

Renault and Nissan said they
have identified savings that will con-
tribute €1.5 billion in free
cash flow divided between
them this year. The car mak-
ers, like peers world-wide,
have been hit hard by the
global slump in auto sales,
and Mr. Ghosn had previ-
ously said he would look to
tighten the alliance.

Renault is Nissan’s big-
gest shareholder, with a
44.3% interest, while Nis-
san holds a 15% stake in
Renault.

Last month, Nissan booked its
first annual net loss since Mr. Ghosn
took the helm, The CEO warned that
the Japanese car maker would also re-
port aloss for this year, before return-
ing to profitability next year.
Renault’s latest full-year net profit
fell 79%. It said Nissan’s loss in the
fourth quarter would knock €1.15 bil-
lion off its own first-quarter earnings.

The companies said they had

Carlos Ghosn

identified €363 million of savings in
manufacturing and logistics for
2009, €289 million in powertrains,
€279 million in vehicle engineering,
€157 million in purchasing, €147 mil-
lion in sales and marketing, €115 mil-
lion in research and advanced tech-
nology, €48 million in infor-
mation-technology and sup-
port systems and €102 mil-
lion from cooperating on
light commercial vehicles.
As part of the measures
being implemented,
Renault’s plant in Brazil is to
produce two additional Nis-
san vehicles this year, while
Nissan’s plant in South Af-
rica will produce two more
Renault vehicles—meaning
a total of 11 vehicles will be
cross-manufactured by year-end.
The companies will also share
more engines and platforms, with a
common platform planned for their
entry-level project in India.A Nissan
spokesman said sharing parts and
platforms wouldn’t necessarily
mean a reduction in the number of
models each car maker produces.
—Kazuhiro Shimamura
contributed to this article.

Small cars

BY SANTANU CHOUDHURY

NEW DELHI—Maruti Suzuki In-
dia Ltd. and Hyundai Motor Co.’s In-
dian unit reported higher May sales
as demand rose for the companies’
small cars.

Meanwhile, Tata Motors Ltd.
and Mahindra & Mahindra Ltd. said
sales declined.

Sales at Maruti increased for the
fifth straight month, gaining 16%
from a year earlier to 79,872 vehi-
cles. Local sales rose 10% to 70,785
vehicles, while exports surged 87%
t0 9,087, according to the Indian unit
of Suzuki Motor Corp. of Japan.

Maruti, the largest auto maker
by sales in India, introduced the
Ritz, its seventh small-car model, in
May amid intensifying competition
from Hyundai of South Korea and
General Motors Corp. of the U.S.

buoy Maruti, Hyundai

“We are seeing some initial signs
of a revival in the auto industry,” said
Amit Kasat, analyst at Mumbai-based
Anand Rathi Financial Services Ltd.

Hyundai’s Indian unit said sales
increased 8.4% to 43,628 vehicles.
The company’s local sales fell 4.1%
to 23,503 vehicles, while its exports
rose 22% to 20,125.

Arvind Saxena, senior vice presi-
dent for marketing and sales at Hyun-
dai India, said government incen-
tives to boost automobile sales in Ger-
many, Italy, France and the UK. had
boosted demand in those markets.

Sales at Mahindra fell 18% to
16,866 vehicles. The company said
its sales of sport-utility vehicles fell
3.3% to 12,620.

Sales of the Logan sedan, pro-
duced by Mahindra in partnership
with Renault SA of France, fell 72%
to 427 vehicles.

Mahindra also said it has can-
celed a maintenance shutdown
scheduled for this week at the com-
pany’s Nashik plant in western In-
dia. The company is attempting to
make up for production lost during
atwo-week labor strike last month.

Tata Motors, India’s biggest do-
mestic auto maker by sales, said sales
fell 13% to 40,196 vehicles. Local sales
of trucks and buses declined 3% to
23,004 vehicles, while local sales of
cars and SUVs slid 20% to 15,388. Ex-
ports fell 47% to 1,804 vehicles. In the
two-wheeler segment, Hero Honda
Motors Ltd., India’s largest motorcy-
cle maker by sales, said May sales
rose 23% to 382,678 vehicles.

Hero Honda, the Indian affiliate
of Honda Motor Co. of Japan, pro-
duces motorcycles such as the
Karizma and Hunk at three factories
in Haryana state.

Real Madrid is set for spending spree

By JASON SINCLAIR

MADRID—Florentino Perez, the
chairman of construction giant Ac-
tividades de Construccion y Servi-
cios SA, took over the presidency of
Real Madrid CF Monday, signaling
the start of a spending spree to nab
global stars and turn around Spain’s
emblematic soccer club.

Mr. Perez has said Real Madrid
will need to invest as much as €300
million ($424 million) in signings to
retake the spot as the world’s most
successful and lucrative soccer fran-
chise, as consultancy Deloitte called
Real Madrid during its golden years
earlier this decade.

Mr. Perez led an aggressive ex-
pansion at ACS, Spain’s largest con-
struction company by market value.
He presided over Real Madrid from
2000 to 2006. At the time, Mr. Perez
signed some of the world’s best-
known players, such as David Beck-
ham, Zinedine Zidane and Luis Figo.
He also converted the Real Madrid
franchise into one of the world’s
leading teams in terms of revenue.

But after a season of manage-
ment turmoil and on-the-field de-
feats, Real Madrid needs a facelift.
Former President Ramon Calderon
resigned in January amid a vote-rig-
ging scandal. Adding to the team’s
woes was rival Barcelona CF’s vic-
tory in the European Champions’
League last week.

The Spanish press has cited Portu-
gal’s Cristiano Ronaldo, Brazil’s
Kaka, France’s Franck Ribéry and lo-
cal players Xabi Alonso and David
Villa as some of Mr. Perez’s top picks.
But during a presentation Monday,

Mr. Perez didn’t confirm any sign-
ings and his spokesman declined to
comment about coming moves.

Real Madrid elects a manage-
ment team every four years or when
the previous one resigns. The next
election was set for June 14, but Mr.
Perez won after his candidacy went
uncontested.

Mr. Perez has said that his job at
Real Madrid won’t interfere with his
management responsibilities at
ACS.

—Carlos Lopez Perea
contributed to this article.

Spanish car registrations decline

MADRID—Spanish car registra-
tions in May fell 39% from a year ear-
lier, according to Anfac, the Spanish
car manufacturers’ association.

Anfac said Monday that 71,161
cars were registered last month,
down from 116,112 a year earlier. The
decline compared with a 46% drop
in April. Car registrations are used

asanindicator for car sales in Spain.

Sales to individuals and compa-
nies that aren’t rental agencies fell
33%, while rental agencies bought
57% fewer cars.

Meanwhile, new-car registra-
tions in Italy fell 8.6% last month
from a year earlier to 188,670 units,
the Infrastructure Ministry said.

ITV PLC

U.K. will consider easing

rules over advertising rates

British TV network ITV PLC
came a step closer Friday to getting
the government to ease rules on
how much it charges advertisers. A
potential relaxation in regulation
could give ITV some breathing
space as it struggles with the larger
downturn in advertising. Current
rules, known as Contract Rights Re-
newal or CRR, link the rate ITV can
charge for advertising on its flag-
ship ITV1 channel to the number of
viewers. As audiences at ITV1 have
fallen sharply amid the digital multi-
channel boom, the company hasn’t
been allowed to increase its ad rates
to make up for the shortfall. John
Fingleton, the head U.K. Office of
Fair Trading, asked the Competition
Commission to consider changes to
the rules, with aim of making sure
there’s “an equal playing field.”

AstraZeneca PLC

Dutch health authorities have re-
jected AstraZeneca PLC’s applica-
tion to sell Seroquel XR for major de-
pressive disorder, a ruling that will
delay AstraZeneca’s attempts to sell
the drug throughout Europe for this
use. The Netherlands Health Author-
ity decided that the drug’s risks were
greater than its benefits, an Astra-
Zeneca spokesman said. The health
watchdog didn’t respond to a re-
quest for comment. Had the Nether-
lands approved the drug, it would
have cleared the way for approval in
other European Union countries. As-
traZeneca said it will now seek ap-
proval by submitting its application
to the European Medicines Agency,
the EU’s central medical regulator.
Seroquel XR is approved in Europe
and the U.S. for the treatment of bipo-
lar disorder and schizophrenia.

Volvo AB

Truck maker Volvo AB of Swe-
den said it will cancel some previ-
ously announced layoffs at its Pow-
ertrain unit, saving 600 jobs after
reaching a deal with a labor union
to instead cut salaries and working
hours. The division, which makes
engines and gearboxes, will save
jobsin the Swedish towns of Skovde
and Koping by cutting working
hours and paychecks by 20% and as
much as 8%, respectively. The Gote-
borg-based company Friday said
the agreement is valid from June 1
to March 31 next year. “The agree-
ments on shortening of work hours
are extremely important for us
since it is then possible to retain ex-
pertise in the company despite the
highly substantial reduction in de-
mand,” said Peter Karlsten, presi-
dent of Volvo Powertrain.

Deutsche Postbank AG

The chief executive of Deutsche
Postbank AG, Wolfgang Klein, will
step down June 30 because of dif-
ferences of opinion about the
bank’s future, Postbank said Fri-
day. A spokesman for the company
wouldn’t say what issues led to the
45-year-old Mr. Klein’s resigna-
tion, but said the bank doesn’t plan
to change its business strategy un-
der his successor, Stefan Jiitte,
who will begin his new role on July
1. Mr. Jiitte, 63 years old, is Post-
bank’s chiefrisk officer and respon-
sible for its corporate-banking and
credit businesses. He previously
was CEO of DSL Bank, which was ac-
quired by Postbank in 2000. His
contract as CEO runs until the end
of June 2012. Mr. Klein, who be-
came CEOin 2007, declined to com-
ment, a spokesman said.

Cie. Financiére Richemont SA

Cie. Financiére Richemont SA
said Friday that it created anew se-
nior-management position to re-
vive its fashion and accessories
businesses. The luxury-goods com-
pany named Martha Wikstrom, 52
years old, as the head of a portfolio
comprising most of its less-promi-
nent brands, including Alfred Dun-
hill and Lancel, which market
leather and fashion. Switzerland-
based Richemont mainly sells high-
end watches and jewelry. The ap-
pointment takes some weight off
Chief Executive Norbert Platt, who
has overall responsibility for the
brands, a Richemont spokesman
said. Mr. Platt will leave at year end
for health reasons.

Vattenfall AB

Volvo Cars said Monday it has set
up a joint venture with energy com-
pany Vattenfall AB of Sweden to de-
velop cars that can be charged di-
rectly from a wall socket. Volvo,
which owner Ford Motor Co. wants
to sell shortly, said the cars will be
powered by both electricity and die-
sel. The car’s new technology is
planned to be introduced to the mar-
ket in 2012. Volvo said it will make the
cars, while Vattenfall will develop the
charging systems and supply the cars
with electricity. The costs and invest-
ments in the project weren’t immedi-
ately disclosed. The joint venture is
theresult of a cooperation project be-
tween the two companies that
started in January 2007. “Through
this cooperation we hope to be able to
speed up the introduction of electric
cars,” Vattenfall’s president and chief
executive, Lars Josefsson, said. Volvo
Cars CEO Stephen Odell said the
charging time for the car’s battery
will be five hours, and it will last for
about 50 kilometers if driven solely
on electric power.

Prime View International Co.

Prime View International Co.,
aTaiwan company that makes elec-
tronic readers, will buy E Ink
Corp.,aU.S.-based producer of dig-
ital-ink technology, for about $215
million in cash. The merger, ex-
pected to be finalized later this
year, could create a stronger com-
petitor in the market for e-read-
ers, such as Amazon.com Inc.’s
Kindle, which are gaining popular-
ity as tools for viewing books and
other publications. The acquisi-
tion would give Prime View access
to E Ink’s key technology and pat-
ents and to critical components,
the two companies said. Prime
View makes the Amazon Kindle as
well as Sony Corp.’s Sony Reader.
It purchased the electronic-paper
division of Philips Electronics NV
several years ago, and has been co-
operating with E Ink since then.

—Compiled from staff
and wire service reports.
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Euro-zone inflation rate at zero

Fears grow that May decline in wages and prices will hurt recovery; a surprise for economists

BY JOELLEN PERRY
AND SEBASTIAN MOFFETT

The inflation rate across the
16-nation euro zone fell to zero in
May, figures showed Friday, its low-
est in 13 years of records, underlin-
ing the increasing risk of defla-
tion—a damaging decline in wages
and prices that could damp recov-
ery prospects world-wide.

Prices are falling in six of the coun-
tries that share the euro. Spain
logged a third consecutive month of
negative inflation in May, with prices
down an estimated 0.8% from the
year before. German prices slipped
0.1% last month from May 2008.

The euro-zone estimate of 0% an-
nual inflation for May surprised
economists, whose consensus was
fora 0.2% rise. Even that would have
been the euro zone’s lowest rate
since comparable records began in
1996. Economists at Royal Bank of
Scotland estimate inflation hasn’t
been as low since 1953.

Shallow, short-lived price falls
won’t wreak economic havoc. But in-
flationis so low and the recession so
deep that risks are rising of a pro-
longed period of declining prices
and wages. Some individual EU coun-
tries—particularly Ireland and
Spain—are at risk partly because of
the nature of the shared euro cur-
rency. They can’t compensate by al-
lowing national currencies to fall, so
wages and prices fall instead.

Deflation can hurt businesses and
consumers by reducing incomes
while debts remain fixed. Falling
prices also can prompt shoppers to de-
fer spending to wait for lower prices,
further depressing economic activity.

Negative territory | Consumer-price indexes, change from a year ago
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After daily foot traffic at Dublin’s
Kingsbury Furniture dropped more
than half to about 100 people early
this year, the store cut prices 10%
across the board. But customers
asked for deeper discounts. Kings-
bury negotiated lower wholesale
prices from suppliers and cut store
prices another 10%.

The new cuts have brought visits
back up to about 150 a day. “But we
don’t know how long this will last,”
says store manager Jim Owens.

Deflation already is stalking Ja-
pan, which struggled with it from
1999 to 2005. The central bank re-
cently forecast prices will decline
for the next two fiscal years. Con-
sumer prices in the U.S. in April
were 0.7% below year-ago levels, the
steepest one-year drop since June
1955, though prices excluding food
and energy rose.

The U.S. Federal Reserve has
fought the deflation threat aggres-
sively, cutting its key rate close to
0% and buying hundreds of billions

ST e e e

May estimate: —0.8%b

of dollars of assets to boost eco-
nomic activity. The European Cen-
tral Bank, by contrast, maintains
the deflation threat is minimal,
even though the euro-zone slow-
down is likely to be steeper and
longer than the U.S.’s. “The likeli-
hood of deflation ... now appears
slight,” said ECB policy maker
Mario Draghi on Friday.

Data out Friday underscored the
depth of the economic slowdown.
Loans to euro-zone businesses and
households increased 2.4% in April
from a year earlier, down from 3.2%
in March and the slowest pace since
comparable records began in 1997,
according to the ECB.

Some private-sector economists
warn that the ECB’s response itself
makes deflation more likely in the
euro zone than the U.S. Euro-zone
“deflation is a risk and the risk is
growing,” said Julian Callow of Bar-
clays Capital in London.

In April, the International Mone-
tary Fund said the U.S. and the euro

IO
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Sources: Eurostat; German Federal Statistical Office; Spanish National Statistical Institute

zone faced “moderate” deflation risk.

Euro-zone consumers increas-
ingly expect lower prices over the
next year. Inflation expectations
in May fell to their lowest level
since records began in 1990, ac-
cording to a European Commis-
sion survey Thursday. If consum-
ers expect prices to fall, they may
hold back on purchases, pushing
prices down further.

ECB policy makers believe
lower energy prices will push infla-
tion into negative territory this
summer, but they see inflation ris-
ing later in the year. The ECB’s key
interest rate is now 1%. The bank
waited until May to announce its
first modest move to buy €60 bil-
lion ($83.65 billion) in low-risk
bonds.National falls in prices and
wages could be welcome in some
respects. Rising prices made Span-
ish and Irish businesses less com-
petitive in recent years; lower
costs could boost exports and
draw investment.

Report proposes BOE oversight of finance

By ADAM BRADBERY

LONDON—Oversight of the
U.K.’s financial stability should be re-
turned to the Bank of England from
the Financial Services Authority to
help mend a faulty supervisory
structure, a U.K. parliamentary com-
mittee said.

The government also should con-
sider handing the FSA’s day-to-day
oversight of banks and other regu-
lated companies to the country’s
central bank, the House of Lords eco-
nomic-affairs committee saidin are-
port on banking regulation.

The committee said the division of
supervisory responsibilities among
the authorities of the central bank,
the FSA and the Treasury should be
overhauled so it is clearer which en-
tity is in charge during a crisis.

The report comes more than a

year after the government proposed
overhauls to the tripartite system,
beefing up the central bank’s finan-
cial-oversight role by creating a fi-
nancial-stability committee within
the bank and introducing new proce-
dures for helping failing banks.
The Lords committee, which has
been investigating bank regulation
since December, said a failure of
oversight was at the heart of the fi-
nancial crisis in the U.K. The turmoil
resulted in the collapse of U.K. mort-
gage lender Northern Rock in 2007
and its subsequent purchase by the
government. It also triggered huge
losses at many leading U.K. institu-
tions, resulting in the government
having to take majority stakes in sev-
eral of the country’s top banks.
The committee said the FSA had
been too busy dealing with its con-
sumer-protection role to pick up on

the risks to the financial system,
which arose from excessive debt lev-
els and banks’ involvement in in-
creasingly complex and opaque fi-
nancial instruments.

As aresult, the Bank of England’s
financial-stability committee
should be given responsibility for
overseeing the U.K.’s financial stabil-
ity and the ability to force banks to
build reserves during boom periods
for use during downturns, the Lords
committee said.

The bank’s financial-stability
committee would be headed by the
governor of the central bank but
would include senior representa-
tives from the FSA and the Treasury,
the Lords committee said.

“This has been the most severe
banking crisis since the 1930s,” said
Iain Vallance, the committee’s chair-
man. “But it is already clear that there

is astrong case for reforming many as-
pects of the supervision and regula-
tion of banking and financial services
in the UK. and internationally.”

Not all of the authorities were
happy with the government’s origi-
nal tripartite-overhaul proposals,
made in January 2008.

The Treasury said it would re-
spond this summer.

The committee also said the gov-
ernment should consider shifting the
FSA’s microprudential role, which in-
volves making sure companies oper-
ate within the rules, to the Bank of
England as well. This would create a
so-called twin peaks regulatory struc-
ture similar to those seen in Austra-
lia and the Netherlands.

—Ilona Billington,
Natasha Brereton

and Laurence Norman
contributed to this article.

Manufacturing contracts, but at a slower pace

BY ILONA BILLINGTON
AND JOE PARKINSON

LONDON—Euro-zone manufactur-
ing activity in May contracted at the
slowest pace since November, provid-
ing more evidence that the worst of
the European recession could be over.

The purchasing managers index
for the euro zone’s factory sector
rose to 40.7 in May from 36.8 in

April, according to Markit Econom-
ics. Therise of 3.9 points was the larg-
est since records began in June 1997.
While the data offer some good
news for the economy of the 16-coun-
try euro zone, the sector remains in
acontraction. A reading below 50 in-
dicates that activity is declining.
As the euro remains firm against
the dollar, the European Central
Bank is widely expected to confirm

its plans to buy covered bonds as an-
other step in monetary easing at its
monthly meeting Thursday.
“Manufacturers are likely to con-
tinue to find life very difficult over the
coming months as they are faced by
still very weak demand in domestic
and export markets, as well as intensi-
fied competition,” said Howard Ar-
cher, chief European and U.K. econo-
mist for IHS Global Insight. “There is

little doubt that the ECB will press
ahead with its plans to buy covered
bonds as well as keep its interest rate
down at 1% Thursday,” Mr. Archer said.

Outside the euro zone, the U.K.
manufacturing sector shrank for the
14th consecutive month in May, but
the pace of the contraction moder-
ated more than had been expected,
in another sign that the worst is
over for the sector.

Stimulus helps
increase income
for Americans

BY JEFF BATER

WASHINGTON—The income of
Americans unexpectedly surged in
April, elevated by the economic-stimu-
lus package, while spending declined
and the level of savings increased to
the highest in 50 years of records.

Personal income rose at a season-
ally adjusted rate of 0.5% compared
with the month before, the Com-
merce Department said Monday. In-
come fell arevised 0.2% in March; orig-
inally, income was seen down 0.3%.

Personal consumption in April
fell 0.1% compared with the month
before. Spending decreased a re-
vised 0.3% in March; originally,
spending was seen falling 0.2%.

Economists surveyed by Dow
Jones Newswires had forecast a
0.2% decrease in personal income
during April and a 0.1% drop in con-
sumer spending. Disposable per-
sonal income—income after taxes—
jumped 1.1% in April.

The stimulus plan, sighed by Pres-
ident Barack Obama in February, pro-
vided an extra payment for the unem-
ployed and included tax credits.

Personal saving as a percentage
of disposable personal income was
5.7% in April, the Commerce Depart-
ment said. It was 4.5% in March and
4.1% in February. The 5.7% rate was
the highest since 5.9% in February
1995; the personal savings level of
$620.2 billion was the largest since
records began in January 1959.

About a year ago, the saving rate
started running higher, with the
economy in recession and layoffs
mounting. The Bush administration
had passed its own stimulus pack-
age, and people put those payments
into savings. Since the recession
started in December 2007, 5.7 mil-
lion jobs in the U.S. have vanished,
including 539,000 during April.

Separately, U.S. construction
spending made an unexpected jump
in April, with arare climb inresiden-
tial outlays and an increase in com-
mercial construction.

Total spending rose 0.8% to a
seasonally adjusted annual rate of
$968.67 billion compared with the
prior month, the Commerce De-
partment said Monday. Spending
increased 0.4% in March; origi-
nally, March spending was seen
0.3% higher.

Wall Street had expected April
construction spending would sink
by 0.9%. Spending was down 10.7%
since April 2008.

The U.S. manufacturing sector,
meanwhile, contracted at a slower
pace in May, helped by growth in
new orders, according to data re-
leased Monday by the Institute for
Supply Management.

The ISM’s manufacturing index
rose to 42.8 last month from 40.1 in
April. May’s reading was above the
41.5 reading expected by forecasters
surveyed by Dow Jones. Readings un-
der 50 indicate contracting activity.

“While employment and invento-
ries continue to decline at a rapid
rate and the sector continued to con-
tract during the month, there are
signs of improvement,” said Norb-
ert Ore, who directs the survey for
the ISM, with May the first month of
growth in the new-orders index
since November 2007.

The new-orders index increased
to 51.1from 47.2 in April. New orders
are considered a leading indicator,
and the index has risen rapidly after
bottoming at 23.1in December 2008.
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Overhaul by China, U.S.

seen as vital to recovery

Geithner says Beijing
must help consumers
boost their spending

BY ANDREW BATSON
AND MAYA JACKSON RANDALL

BEIJING—Timothy Geithner,
making his first visit to China as U.S.
Treasury secretary, said a sustained
global recovery depends on the ef-
forts of the U.S. and China to over-
haul their economies.

“We understand that we each
have a very strong stake in the health
and success of each other’s econ-
omy,” Mr. Geithner said Monday in a
speech to a small audience of stu-
dents and faculty at Peking Univer-
sity, where he studied Chinese in the
summer of 1981. “How successful we
are in Washington and Beijing will be
critically important to the economic
fortunes of the rest of the world.”

Mr. Geithner’s focus on the mu-
tual dependence of the two coun-
tries reinforces the shift in
the U.S.-China relationship
since the financial crisis. Un-
der his predecessor, Henry
Paulson, U.S. complaints
about trade and currency
policy dominated the rela-
tionship, and Mr. Paulson
pushed China to give more
access to U.S. financial
firms. Inrecent months, Chi-
nese officials have often
criticized U.S. regulatory
failings and questioned
whether current stimulus
policies risk unleashing inflation.

But both governments have been
among the most aggressive in roll-
ing out stimulus programs to
counter the global slowdown. Mr.
Geithner, who is in Beijing for two
days of meetings with top Chinese
officials, credited current signs of
improvement in the global economy
to the early measures taken by
China and the U.S. What’s needed
now, he argued, are more fundamen-
tal changes to the two economies to
ensure a “more balanced and sus-
tainable global recovery.”

For China, he said, that means
recognizing that it can’t pull itself
out of the slowdown by exporting
even more goods to U.S. households,
which are digging themselves out of
debt. “The purchases of U.S. consum-
ers cannot be as dominant a driver
of growth as they have been in the
past,” he said. By contrast, Mr. Geith-
ner argued, China needs to look for
ways to unlock the spending power
of its own consumers. “Strengthen-
ing domestic demand will
strengthen China’s ability to
weather future fluctuations in glo-
bal supply and demand,” he said.

The U.S., for its part, must control
a massive fiscal deficit and unwind
market rescue efforts when condi-
tions improve, according to Mr. Geith-
ner, whose trip to Beijing comes amid
arise in long-term interest rates and
mounting fears about the U.S.’s bal-
looning borrowing needs. “In the
United States, we are putting in place
the foundations for restoring fiscal
sustainability,” he said.

U.S. pressure on China to boost
its own domestic demand—and
Washington hopes, buy more U.S.
goods—isn’t a new policy, but has
taken on increased urgency as the
damage from the financial crisis has
left the world with fewer likely
sources of growth. Mr. Geithner

Timoth
Geithner

Passing the baton

The U.S. is urging China to
do more to boost consumer
demand. Household spending
as a percentage of GDP:
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urged China’s government to im-
prove its health care and social secu-
rity programs, which could reduce
households’ need to save so much,
and move to more market-based in-
terest rates and prices.

Those are areas that Chi-
na’s government has
started to address. In Janu-
ary, it promised a $120 bil-
lion, three-year effort to
give most citizens better ac-
cess tohealth care. The gov-
ernment has also raised re-
tirement benefits and wel-
fare payments, and says it
is committed to liberaliz-
ing energy prices.

But Mr. Geithner also
touched on a more conten-
tious subject when he urged
China to move toward a “flexible mar-
ket-determined exchange-rate re-
gime.” Economists say that allowing
the yuan to rise more would be an im-
portant sign that China is serious
about boosting domestic demand. A
stronger currency could hurt export-
ers but would also raise China’s buy-
ing power in international markets,
encouraging more imports.

Mr. Geithner had raised hackles
in his confirmation hearing when he
repeated campaign-trail assertions
by President Barack Obama that
China “manipulated” its currency.
He has since backed away from that
language, and the episode doesn’t
seem to have done him lasting dam-
age in China.

“Actual actions are more impor-
tant than words, and his actions
were correct,” said Xiao Lian, a spe-
cialist onthe U.S. economy at the In-
stitute of World Economics and Poli-
tics in Beijing. “He really under-
stands China’s situation, because he
studied here when he was young,”
Mr. Xiao said.

Mr. Geithner was repeatedly re-
ferred to by his Chinese hosts as “a
friend of China.” At the end of his
visit to Peking University, his former
teacher, Fu Min, presented the Trea-
sury secretary with a photo showing
him as a student of Mandarin there.

Encouraging more domestic de-
mand in the long term won’t solve
the woes of China’s exporters today,
and the government remains protec-
tive of their interests. This year, it
has kept the yuan basically un-
changed against the U.S. dollar. The
State Council, China’s cabinet, said
last week the government would
continue to aid exporters with mea-
sures such as improved financing
and insurance. It also repeated its
usual commitment to keeping the ex-
change rate stable at a “reasonable
and balanced level.”

Scandal buffets U.K.s Darling

BY LAURENCE NORMAN

LONDON—U.K. Treasury chief
Alistair Darling scrambled to
avoid becoming the most high-pro-
file figure toppled by the scandal
over politicians’ expenses, apolo-
gizing for an “expenses mistake”
that has amplified rumblings that
he will be replaced by Prime Minis-
ter Gordon Brown.

Mr. Darling, one of Mr. Brown’s
closest allies, has been accused of si-
multaneously making expense
claims on two homes under a pro-
gram designed to provide living ex-
penses for U.K. politicians. U.K.
rules allow members of Parliament
to claim expenses necessary to
carry out their roles—including the
cost of maintaining a second resi-
dence for politicians with constitu-
encies outside central London.

Submitting claims for two
homes would breach those rules.

Mr. Darling’s expense claims were
among reports published Monday,
the latest in a series on politicians’
expense claims by London’s Daily
Telegraph newspaper.

Before the scandal, Mr. Darling
faced talk that he might be replaced
in a shuffle of Mr. Brown’s cabinet.
The Treasury chief’s reaction to the
news shifted during the day. On Mon-
day morning, Mr. Darling called the
newspaper’s report that he simulta-
neously claimed for two houses “un-
true.” Prime Minister Brown said he
believed there was nothing substan-
tial in the report.

Mr. Brown later said Mr. Darling
had made an “inadvertent” mistake.
The prime minister declined to say
inan interview with Sky News televi-
sion whether he would keep Mr. Dar-
ling in his post after what are ex-
pected to be difficult local and Euro-
pean elections for the governing La-
bour party on Thursday.

Later in the day, Mr. Darling
“unreservedly” apologized in tele-
vision interviews, offered to repay
part of the £1,000 expense claim,
and said while he hopes he retains
the moral authority to stay in his
position, his fate rests in Mr.
Brown’s hands. Mr. Darling said
his mistake shouldn’t prompt him
to resign.

“I tried to put that right today,
and I hope people will accept that,
but I understand fully why people
are thoroughly...angry about what
is going on,” Mr. Darling told the
British Broadcasting Corporation.

The expenses scandal has led to
about a dozenlawmakers being sus-
pended from their Parliamentary
parties—but not their seats—or an-
nouncing they will step down at the
next election. On Monday evening,
aspokesman for Mr. Brown said the
prime minister retained full confi-
dence in Mr. Darling.

Militants abduect students in Pakistan

BY MATTHEW ROSENBERG
AND REHMAT MEHSUD

ISLAMABAD—Suspected Tali-
ban militants apparently abducted
busloads of teenage Pakistani stu-
dents and staff from a boys’ school
in a Taliban stronghold near the Af-
ghan border, officials said.

Scant details were available
about Monday evening’s events in
the North Waziristan tribal region,
home to some of the most powerful
militant warlords in Pakistan. Offi-
cial said between 25 and 60 people
had been taken by the gunmen.

The incident comes amid a jump
in attacks on security forces in Paki-
stan’s tribal belt, a strip of mountain-
ous territory where the Taliban
holds sway and al Qaeda often oper-
ates openly.

Pakistani officials fear the vio-
lence is a Taliban attempt to distract

the military from the Swat Valley to
the north, where the army last
month began an offensive after mili-
tants there violated a peace deal that
had given them control of the area.

With the army now saying it is
close to pushing the Taliban from
Swat, Pakistani officials have begun
strongly suggesting their next target
will be one or both of the twin re-
gions of North and South Waziristan,
arguably the Taliban’s most impor-
tant strongholds in Pakistan.

The abduction occurred when
the students and staff of Cadet Col-
lege Razmak in North Waziristan
piled into buses to leave the area af-
ter local officials decided to close
the school two weeks before its
scheduled summer holiday because
of the deteriorating security situa-
tion, said a security official in
Bannu, a town near the tribal region
where the convoy was headed.

But the convoy of 20 to 30 buses
managed to get only about 30 kilo-
meters from the school before it was
hijacked by men armed with assault
rifles, grenades and rockets, the offi-
cial said.

Authorities were working to de-
termine exactly how many people
were missing. The Bannu security of-
ficial said four buses carrying 50 to
55 students and four teachers had
been taken by the gunmen. But
Javed Alam, the vice principal of the
school, said only two buses were
missing, and surmised there could
be “around 25 to 35” people missing.

Pakistan’s Cadet Colleges are
boarding schools for teenage boys
that are often run by retired military
officers, although they have no di-
rect link to the military and don’t
funnel their students to the armed
forces. There was no immediate
claim of responsibility.
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In his bid to ease Muslim relations,
what exactly should Obama say?

HEN U.S. President Barack

Obama walks to a lectern
at Cairo University on Thursday,
he’ll be talking to an auditorium
full of Egyptians—and to more
than a billion people beyond.

Quite explicitly, Mr. Obama
will be directing a speech to the
world’s Muslims, a fifth of the
globe’s population. Regardless of
how much attention he gets at
home, it will be one of the most
carefully observed performances
around the globe by a president
in recent history.

Yet it’s hard to know what to
say. Especially since the Sept. 11,
2001, attacks, Americans
associate Islam with ter-
ror and danger—and
Muslims know that full
well.

Americans also tend
to think of the Islamic
world as synonymous
with the Arab world, or
at least the Middle East.
Reality is far more com-
plicated. The four na-

and balances. And third, he
should not apologize....Many
Americans have risked or lost
their lives defending Arabs and
Muslims in Kuwait, Bosnia, Af-
ghanistan and Iraq.

Lee Hamilton, president of
the Woodrow Wilson Interna-
tional Center and former chair-
man of the House International
Relations Committee: I think he
has to show respect for the Is-
lamic world. He has to welcome
a new chapter in our relation-
ships with that world....He
should indicate his broad policy
goals. We don’t seek any terri-
tory; we don’t seek to
capture any resources.
That may sound kind of
irrelevant to an Ameri-
can audience, but it is
not to that audience.

I think he should indi-
cate a willingness to
help them with their
problems but make it
clear that only they can
solve their problems....In

tions with the largest arack Oama the words of an old poli-

Muslim populations actu-

ally lie outside the Middle East.
The U.S. has good relations with
some Islamic nations and terri-
ble relations with others, but con-
fronts extremism in many and
mutual suspicion in most.

That’s what Mr. Obama is try-
ing to change. White House offi-
cials say he will tell Muslims that
there isn’t an inherent conflict
between the modern world and
the Islamic world, contrary to
what Islamic radicals claim. Mus-
lim societies have produced
great advances in science and cul-
ture; those who say modernity
and Islam are in conflict are will-
fully ignoring reality and history.

But what else? In a search for
answers, the Capital Journal col-
umn asked some wise foreign-pol-
icy thinkers to summarize what
they would say. Here are ex-
cerpts from their replies; to see
their full responses, go to the
Capital Journal blog at Ws;.
com/capitaljournal.

Richard Haass, president of
the Council on Foreign Rela-
tions and author of “War of Ne-
cessity, War of Choice: A Mem-
oir of Two Iraqg Wars”: Any
speech needs to address the Is-
raeli-Palestinian issue, which
will be uppermost on the minds
of many in Egypt and be-
yond....President Obama must
also challenge Arab and Muslim
societies and leaders. It is cor-
rect to point out that the over-
whelming number of Arabs and
Muslims everywhere reject ter-
rorism—but it is no less true
that a high percentage of to-
day’s terrorists are Arab and
Muslim. Something is deeply
wrong. Educational reform is a
must. Literacy is necessary but
not sufficient.

There are also several things
the president should not do. He
should not present a detailed
blueprint for Israeli-Palestinian
peace. It would be inappropri-
ate to do so in an Arab capi-
tal....Second, he should not
hype elections; electocracy is
not democracy. What is needed
is more civil society, indepen-
dent institutions, and checks

tician, there’s a simple
rule in American politics when
you appear before an audience,
and that is you want to let them
know you’re on their side. In a
sense I think that is what
Obama’s mission is.

Elliott Abrams, Middle East
adviser to President George W.
Bush: The speech should be
about freedom and the future:
about the need for Muslim societ-
ies to open up so that every citi-
zen can contribute his and espe-
cially her talents. Political, social
and gender limitations are pre-
venting these societies and the
people in them from realizing
their God-given abilities. He
should declare our complete be-
lief in political freedom, democ-
racy and the equality of all citi-
zens and of men and women....

And he should not adopt the
view that the world’s troubles
and those of Islamic countries
are bound up in the Israeli-Pal-
estinian conflict. Probably the
single worst thing he could do
is buy into that false line of rea-
soning. He should not pander.
He should not apologize for
our country.

Aaron Miller, adviser to six
secretaries of state on Arab-Is-
raeli negotiations: We don’t need
another “Why America loves and
respects the Muslim world”
speech. I would argue that what
he needs to do is address an is-
sue which resonates with the
Arab and Muslim world. I would
argue that issue is the Palestin-
ian issue. He doesn’t have to lay
down a peace plan, but he has to
be the breaker of icons.

Nabil S. Mikhail, Egyptian
native and adjunct professor at
George Washington University
and the University of Mary-
land: For a couple of days, Pres-
ident Obama will be the honor-
ary chairman of the The Is-
lamic World Inc., addressing
the Arab and Islamic masses—
the shareholders of that huge
conglomerate....He will tell
them, “Here are our interests,
and these are your interests.
Can we meet, or even correlate
somehow, somewhere?”





