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able with the outlook for the
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1996, died at age 73.
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CEO Marchionne seeks German support for an alliance with GM unit

By STACY MEICHTRY

ROME—Fiat SpA Chief Ex-
ecutive Sergio Marchionne is
expected to meet senior Ger-
man government officials in
Berlin on Monday, according
to people familiar with the
matter, in an attempt to get
their support for a potential al-
liance between the Italian
auto maker and General Mo-
tors Corp.’s German unit Opel.

Mr. Marchionne, who
signed a partnership with
Chrysler LLC in Washington

days ago, is on an ambitious
campaign to forge one of the
world’s biggest auto makers
by crafting a three-way alli-
ance among Fiat, Chrysler
and Opel. In Berlin, he is due
to meet German Foreign Min-
ister Frank-Walter Stein-
meier and German Economy
Minister Karl-Theodor zu Gut-
tenberg, the people familiar
with the matter said.

Fiat’s board of directors
met Sunday and authorized
Mr. Marchionne to seek a po-
tential merger between Fiat

and GM’s European opera-
tions, including Opel and its
U.K. unit Vauxhall, according
to a statement issued by Fiat
on Sunday.

Fiat has been in talks with
GM for months over the pur-
chase of a majority stake in
Opel, according to people fa-
miliar with the negotiations.
Mr. Marchionne believes Fiat
needs to sharply increase its
current production of 2.2 mil-
lion cars a year to gain econo-
mies of scale that could make
Fiat viable in the future. Merg-

ing with Opel, in addition to
Fiat’s alliance with Chrysler,
would allow the Italian auto
maker to reach Mr. Marchio-
nne’s goal of producing at
least 5.5 million cars a year.
If a deal is reached, Fiat
will consider creating a new
publicly traded company that
combines the auto maker’s
car unit, Fiat Group Automo-
biles, with GM’s European op-
erations, the statement said.
A deal with Opel isn’t ex-
pected to impact the Chrysler
Please turn to page 31

Recession takes a toll on Berkshire Hathaway

BURSTING BUBBLES: Warren Buffett told shareholders in Omaha, Neb., that everyone made the same mistake on housing prices. Page 19.

Spain avoids unrest
as economy slumps

By THOMAS CATAN

MADRID—Spain’s unem-
ployment rate has topped
17%, and economists expect it

to hit 20%

__THE pext year
OUTLOOK  sion-era.

scenes don’t
dot its landscape.

Spaniards aren’t, en
masse, sleeping under
bridges. Tent cities haven’t
sprung up outside Spanish
towns. Labor has yet to call a
single major strike.

Europeans are notori-
ously quick to take to the
streets to defend their eco-
nomic interests. Yet, as the
Continent endures its worst
economic crisis since the
end of World War II, things

seem unusually calm.

Even Friday’s May Day
marches were more muted
than expected.

Though hundreds of thou-
sands of people across Europe
took part in the annual demon-
strations, calling on govern-
ments to support jobs and
workers, overall participa-
tion was less than unions had
hoped for considering the se-
verity of the downturn.

Exact reasons for the sub-
dued mood vary from country
to country, but a common
theme emerges: The very fac-
tors that make some Euro-
pean economies sluggish and
inflexible during times of
plenty also help cushion the
impact of the downturn.

Spain exemplifies this. Dur-

Please turn to page 31

Riding high

European stocks are on a
tear, but how long can it last?
Money & Investing, page 19
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Dollars

remain
premium

for banks

BY CARRICK MOLLENKAMP

The U.S. dollar remains in
heavy demand from banks
around the world, a sign that
trust among banks remains
fragile.

While a number of indica-
tors show that credit markets
are thawing, economists, cen-
tral bankers and investors are
paying keen attention to the
rate at which foreign banks
are pulling dollar deposits out
of their U.S. branches. That
pace has set records for sev-
eral months, according to the
latest data from the U.S. Trea-
sury Department.

The moves, analysts say,
suggest banks still are scram-
bling for ways to finance in-
vestments in dollar-denomi-
nated securities such as U.S.
mortgage-backed bonds.

Before the credit crisis hit
in August 2007, foreign banks
could freely borrow dollars
from U.S. banks and one an-
other. Bank affiliates also
could sell short-term IOUs.
Now banks are demanding big-
ger lending premiums for cer-
tain loans.

On the bright side, the
banks’ increased reliance on
U.S. deposits is making them
less dependent on central-
bank lending programs, which
were put in place as an emer-
gency backstop. Still, it also
demonstrates how brittle the
lending markets remain. Until
banks develop more trust
among one another, even

Please turn to page 31
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Armenia’s expat crisis

Economy struggles
as remittances slow
and workers return

By MARC CHAMPION

YEREVAN, Armenia—Most coun-
tries hammered by the financial cri-
sis ran into trouble because their
banks crumbled, their exports col-
lapsed or they ran up too much debt.

Armenia, a landlocked nation of
three million in the Caucasus, has a
different problem. Fiscally prudent
and too isolated to be hit by early
fallout from the crisis, the country is
proving there is no haven from the
downturn: The economy has been
hit hard as Armenians who live
abroad send less money home. Now,
some expatriates are returning and
looking for jobs, presenting new
problems for the economy, but also
new possibilities.

Returnees are
adding to jobless
lines, government
social-security bills.

Armenia’s banks were too small
and local to get caught in the
subprime meltdown, and they were
banned by regulators from making
the risky foreign-currency loans
that have damaged economies
across Eastern Europe. Exports
have declined, but they were never a
big part of the economy.

“Here you have an economy that
was well-managed with a banking
sector that was not exposed,” says
Aristomene Varoudakis, Armenia
country manager for the World
Bank. Yet gross domestic product
fell 6.1% in the first quarter from a
year earlier, after growing 7% last
year, he says.

Samvel Harutyunian is one rea-

son why. Last June, the 37-year-old
driver moved from Yerevan to Mos-
cow, lured by higher pay that he
hoped would give his own family
enough tolive on and still send some
home to relatives.

He made good money—around
$2,500 a month—selling Turkish
clothing at a market in Moscow’s
Sokolniki district, he says, though
life wasn’t easy. He, his wife, Angela,
and their two children lived with her
parents and their family—a total of
10 people crammed into a two-bed-
room Moscow apartment.

By September, though, the mar-
ket in Sokolniki had closed as the
economic crisis and falling oil prices
pushed Russian consumers to close
their wallets. Mr. Harutyunian went
home, and now works part-time as a
driver for an American family.

Just how many of Armenia’s ex-
pats are returning home as their
host countries suffer in the down-
turn isn’t known, Economy Minister
Nerses Yeritsyan said in an inter-
view. But he expects the number to
be substantial. These returnees will
add to unemployment lines and gov-
ernment social-security bills. Mean-
while, the $2.5 billion-plus a year in
remittances that make up about a
fifth of Armenia’s GDP—up to 80%
of them from Russia—are down 25%
this year.

The fall in remittances has had a
big impact on Armenia’s economy.
The majority of the money went to
investment in housing, fueling a con-
struction bubble that has now burst.
Yerevan is filled with half-finished
construction sites.

With low public-debt levels at
just 15% of GDP, Armenia has plenty
of room to borrow in response to the
crisis, says Mr. Varoudakis. It is
drawing $540 million from the Inter-
national Monetary Fund, $550 mil-
lion from the World Bank and an ex-
pected $500 million from its ally
Russia. Russian companies control
or operate much of Armenia’s infra-
structure, including railways, gas
pipelines, anuclear power plant and
mobile telecoms.

Exports have been hit amid tum-

Armenian fall
Percentage change from the

first quarter of 2008
1Q 2009

Gross domestic product -6.1%
Industrial output -9.5
Construction -21.9
Unemployment +5.3
Exports -47.3
Imports -22.2

Note: Figures are preliminary
Source: National Statistics Service of the
Republic of Armenia

bling prices for Armenia’s copper
production. But last year, exports ac-
counted for only about 10% of Arme-
nia’s GDP, compared with 47% for ex-
port-dependent Germany. The small
size of the export sector is mainly a
function of politics—two of Arme-
nia’s borders, with Turkey and Azer-
baijan, are closed because of a con-
tinuing territorial dispute over
Nagorno-Karabakh, an ethnic-Arme-
nian enclave in Azerbaijan.

In October, Armenia set up a Min-
istry of Diaspora modeled after the
Irish government’s diaspora ser-
vice, among others. About six mil-
lion ethnic Armenians are esti-
mated by diaspora organizations to
live abroad. The country is trying to
leverage the wealth and experience
of Armenians abroad, says Diaspora
Minister Hranush Hakobyan. The
ministry is hosting four conferences
this year to bring together Arme-
nian architects—who met in Yere-
van late last month—lawyers, bank-
ers and doctors—hoping to encour-
age both investment in the country
and the transfer of technology and
knowledge. Among its goals: to tap
knowledge from abroad to improve
Armenian university courses, and to
turn Armenia into a center of medi-
cal services for the Caucasus region.

“We don’t export so many final-
production goods, but we do export
our people,” says Mr. Yeritsyan, the
economy minister.
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Growing unemployment
augurs badly for Europe

By PAuL HANNON
AND NicHOLAS WINNING

LONDON—The continued rise in
unemployment across the 16 coun-
tries that use the euro suggests an
economic recovery is going to be
slow to arrive and weak when it does.

That will ensure that inflation-
ary pressures will remain subdued
in the euro zone for some time, with
the currency area likely to experi-
ence a number of months of defla-
tion, when prices are lower than
they were a year earlier.

That prospect increases the like-
lihood that the European Central
Bank will do more than just cut its-
benchmark interest rate to 1% from
1.25% when its governing council
meets May 7, and will announce mea-
sures designed to boost shrinking
bank lending.

The European Union’s Eurostat
statistics agency said Thursday that
the euro zone’s unemployment rate
rose to 8.9% in March from 8.7% in
February, the highest level since No-
vember 2005.

The currency area lost 419,000
jobs during the month, leaving 14.2
million people without work, more
than the populations of Austria and
Ireland combined.

More up-to-date figures for Ger-
many—the euro zone’s largest mem-
ber—showed the rise in joblessness
continued in April, with 58,000 jobs
lost during the month.

Recent surveys have indicated
that, while the pace of economic con-
tractionis easing in the second quar-
ter, growth is unlikely to resume un-
til early 2010. Businesses are there-
fore likely to continue to cut pay-
rolls for many months to come.

“Despite tentative signs that the
decline of economic activity may
soon slow, labor demand will be hit
well into 2010,” said Joerg Radeke,
an economist at the Centre for Eco-
nomic and Business Research.

Germany’s government has
strongly encouraged firms to make
use of job-retention plans to prevent
a surge in unemployment. About two

million jobs are already earmarked
for its short-shift program, under
which public money is used to par-
tially make up for temporary wage
cuts and shorter working weeks.
Eurostat Thursday said the an-
nual rate of inflation in the euro
zone was unchanged at 0.6% in
April. That’s the lowest level since
records began in 1996, and econo-
mists expect the inflation rate to re-
sume its decline in May, after the up-
ward pressure on prices as a result
of the Easter vacation has passed.
The annual rate of inflation re-
mained well below the level of around
2% that the ECB targets over the me-
dium term. The bank has indicated
that it will cut its key interest rate to
1% from 1.25% at the May 7 meeting
Many economists expect the euro
zone to experience a period of defla-
tion, in which prices are lower than a
year earlier. In March, four euro-
zone members, Spain, Portugal, Ire-
land and Luxembourg, reported that
prices were lower than in the same
month in 2008. In its flash estimate
for April, Eurostat didn’t give a break-
down of price movements by type of
good or by nation. But figures re-
leased by Spain’s national statistics
agency earlier Thursday showed
prices fell by 0.1% on the year, the
same rate of deflation as in March.
The risk is that a period of defla-
tion could become self-reinforcing,
trapping the euro zone in along con-
traction. As demand for goods fell,
so would economic output, trigger-
ing further unemployment and an-
other round of price falls and de-
layed purchases.
—Roman Kessler
contributed to this article.

CORRECTIONS &
AMPLIFICATIONS

Each percentage point of U.S.
gross domestic product is the equiv-
alent of $140 billion. Thursday’s Cap-
ital column incorrectly said each
point was equal to $1.4 trillion.
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Thai mogul blames foes in murder attempt

Protest leader says
antichange forces
conspired to kill him

By JAMES HOOKWAY

BANGKOK—A Thai media baron
who was instrumental in toppling
two governments said an alliance of
military officials and politicians
bent on thwarting political change
was behind an attempt to kill him
last month.

Sondhi Limthongkul’s claim,
while unproven, was notable in part
because the businessman and pro-
test leader absolved his political
foe, former Prime Minister Thaksin
Shinawatra, and said both men
shared a common desire for change.

Mr. Sondhi made the allegation
Sunday in his first public remarks
since the murder attempt at dawn
on April 17. Police say at least five
men fired at least 84 rounds from
military-grade assault rifles at Mr.
Sondhi’s car as he traveled to his of-
fice in Bangkok’s historic old quar-

Sondhi Limthongkul, Sunday, described
what he said was a conspiracy to kill him.

Mr. Sondhi had to undergo sur-
gery to remove shrapnel from his
skull after the attack, which seri-
ously wounded his driver. No ar-
rests have been made.

The attack was a fresh twist in a
continuing political struggle in Thai-
land over whether the nation
should become a functioning, ac-
countable democracy or a place
where generals and politicians
make deals to determine who
wields power, as has been the case
for much of Thailand’s history. The
rural poor are adding to the volatil-
ity by demanding that their voice be
heard, too.

Mr. Sondhi, 61 years old, is play-
ing a leading role in the debate. In
2005 and early 2006, he stirred
mass protests against then-Prime
Minister Thaksin, accusing him of
corruption. The protests helped
pave the way for the armed forces to
remove Mr. Thaksin in a military
coup later that year.

In 2008, Mr. Sondhi and his yel-
low-clad allies in the People’s Alli-
ance for Democracy helped force
the collapse of a government led by
Mr. Thaksin’s brother-in-law by oc-
cupying and shutting down
Bangkok’s international airports
for a week as army and police
looked on.

Many commentators had ex-
pected Mr. Sondhi to link the attack
on him to supporters of Mr. Thaksin.
But at Sunday’s news conference

live on his ASTV satellite network,
he said he believed the assault was
plotted by a group of military offic-
ers and political backers opposed to
both Mr. Thaksin’s populist version
of democracy and his own efforts to
promote a culture of accountability.
He didn’t provide any names.

“I am certain that soldiers were
behind this assassination attempt,”
Mr. Sondhi said, citing the way as-
sailants positioned themselves
around his vehicle and how they
held their weapons.

Thai army chief Gen. Anupong
Paochinda has said bullets found at
the scene of the shooting had been
issued to a military division. Gen.
Anupong couldn’t be reached for
comment Sunday.

An army spokesman said the mili-
tary would have no official com-
ment on Mr. Sondhi’s allegation un-

til police investigators submit their
report.

Mr. Sondhi on Sunday linked the
causes of his allies in the People’s Al-
liance for Democracy and Mr.
Thaksin’s supporters, or the “red
shirts,” as they are known, saying
both are pushing for political
change in Thailand.

Mr. Sondhi and the PAD are de-
manding greater accountability and
the end of corruption and money-
based politics, while the red shirts
seek fresh parliamentary elections
and want the army and Thailand’s
courts to stop interfering in the
country’s democracy.

Last month, some of Mr.
Thaksin’s followers rioted in
Bangkok and forced the cancella-
tion of a major international sum-
mit at a nearby seaside resort, em-
barrassing the government.

“The yellows and the reds are
seeking something very similar,
whichis change. The only difference
once we have achieved that change
is how to go about creating a new
politics,” or a more effective way to
run the country, Mr. Sondhi said.

He also said not everybody is on
board with his program for a corrup-
tion-free “new politics,” though he
declined to give names.

If Mr. Sondhi’s claim that the
army was behind the assassination
attempt is true, it could indicate
that Prime Minister Abhisit Vejja-
jivaisn’t fully in control of Thailand.
It might also mean that members of
the armed forces could be jockeying
for a greater say in how the nationis
governed.

Mr. Sondhi commands a large au-
dience through his television and
newspaper network and has largely

been supportive of Thailand’s
armed forces and the coup they
staged in 2006. He said at the time it
was necessary to uproot Mr.
Thaksin’s lingering influence in
Thai society.

Mr. Thaksin now is moving from
country to country in the Middle
East and Africa to evade extradition
and imprisonment on a corruption
conviction.

“What we may be seeing nowis a
realignment of alliances,” said Thiti-
nan Pongsudhirak, director of the In-
stitute of Security and Interna-
tional Studies at Bangkok’s Chula-
longkorn University. “Some very
powerful people supported Mr. Son-
dhi in the past, but now with Mr.
Thaksin out of the picture he may
have outlived his usefulness.”

—Wilawan Watcharasakwet
contributed to this article.
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Fiat lessons for Chrysler

Marchionne to apply experience to revive U.S. auto maker

By StACcY MEICHTRY

ROME—After months of negotia-
tions, Fiat SpA Chief Executive Ser-
gio Marchionne clinched an alliance
with Chrysler LLC. Now the Italian
executive faces a bigger challenge:
restructuring one of Detroit’s most
troubled auto makers.

Chrysler on Thursday filed for
bankruptcy reorganization at the
behest of the U.S. government after
failing to reach an agreement with
some of its creditors.

Mr. Marchionne, who is expected
to assume broad authority over
Chrysler’s operations, will be in a
racetorefresh Chrysler’semptyprod-
uct pipeline while the company
burns through government loans.

Under the terms of the deal
signed Thursday, the United Auto
Workers union will hold a 55% stake
inthe Fiat-Chrysler alliance—poten-
tially limiting Mr. Marchionne’s abil-
ity to carry out deep restructuring.

“You’ve got to imagine that UAW
is going to have a big say about
where vehicles are built in the fu-
ture,” said Mark Fulthorpe, an auto
analyst with CSM Worldwide.

Meanwhile, Mr. Marchionne is
still expected to run the show at Fi-
at’s headquarters in Turin, where
one of the top issues on the agenda
is forging other alliances—includ-
ing possibly with General Motors
Corp’s. German unit, Opel.

The aggressive search for part-
ners is part of Mr. Marchionne’s rec-
ipe to try to ensure Fiat’s long-term
survival amid the financial crisis
and economic downturn. He wants
to eventually boost Fiat’s annual pro-
duction to around 5.5 million cars
from its current level of 2.2 mil-
lion—an increase in scale that he
hopes will proportionately reduce
the amount Fiat spends moving new
models from the drawing board to
the showroom. Together, Chrysler
and Fiat will initially make four mil-
lion cars annually.

“Our work is just beginning, but
together with our new partners at
Chrysler we look forward to deliver-
ing on the vast potential this alli-
ance holds,” Mr. Marchionne said in
a statement issued Thursday.

Mr.Marchionnehasahistoryofma-
neuvering hisway out of tight corners.
When he arrived at Fiat in 2004, the
Italian auto maker was saddled with
$8.8 billion in debt. Fiat’s manage-
ment ranks were bloated, and its rela-
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Fiat CEO Sergio Marchionne, seen above at a March news conference, is expected
to assume broad authority over Chrysler’s operations.

tions with unions had grown increas-
ingly tense as the company came un-
der pressure to cut costs by closing
plants in Italy. The company was also
stuck in a tense alliance with General
Motors.

Mr. Marchionne “wasn’t aware
of how bad things were until he got
in and started working. It was sur-
vival mode,” said John Elkann, head
of Italy’s Angelli family and chair-
man of Fiat’s controlling share-
holder, Exor SpA.

Beyond his brief stint as a Fiat
board member, Mr. Marchionne was

an outsider to the car industry. He
came to Fiat after heading SGS, a
firm that specializes in inspecting
and certifying goods being traded.

The executive’s unfamiliarity with
Fiat and the auto sector ended up giv-
ing Mr. Marchionne an edge. He suc-
cessfully pressed General Motors,
thentheworld’sbiggest automaker, to
pay Fiat $2 billion to get out of its alli-
ance with the Italian company.

The payment bought Mr. Marchio-
nne time to restructure Fiat, giving
him the capital to roll out new models
and grab back market share.

GM to ramp up effort
for its restructuring

By JoHN D. STOLL

DETROIT—General Motors
Corp.is expected this week to accel-
erate talks with the United Auto
Workers union and move forward
with a push to have about 2,600
dealers close their doors.

The giant auto maker also is
likely to approach banks holding se-
cured debt, hoping to work out
terms to ease the company’s debt
burden.

Reaching agreement on these
front is critical if GM is to restruc-
ture outside of bankruptcy court.

The company has new leverage
as it re-engages in talks, thanks to
the bankruptcy filing last week by
Chrysler LLC. But differences be-
tween the two auto makers, mean
that leverage can take GM only so
far.

“The move with Chrysler sig-
nals to the GM creditors that bank-
ruptcy is a viable option,” said
Lewis Rosenbloom, a bankruptcy
lawyer with Dewey & LeBoeuf. Mr.
Rosenbloom’s firm does extensive
work for GM and Chrysler. “The
government is not just going to
throw money at this without get-
ting a consensual accord, so I think
this is a harbinger of things to
come.”

The Treasury Department has
given GM until June to work out a
consensual restructuring plan and
has indicated it may push the com-
pany into bankruptcy if the neces-
sary deals don’t materialize.

GM’s hopes of staying out of
court hinge on its ability to con-
vince thousands of unsecured
bondholders, owed $27 billion, to
accept a small equity stake in the
company in exchange for forgiving
the debt. Several bondholders
have said the equity exchange will
fail if the terms aren’t sweetened.
But administration officials have
said GM’s offer is fair and better
than what will be offered in bank-
ruptcy court.

GM executives had been reluc-
tant to embrace bankruptcy in re-
cent months over fear that car buy-
ers won’t purchase from an auto
maker in Chapter 11 proceedings.
GM also fears that in bankruptcy
court, the auto maker’s restructur-
ing could be stalled by disgruntled
creditors seeking a better recov-
ery on their claims against the com-
pany.

GM executives pointed to the

long march that many auto compa-
nies—including Daewoo in Korea,
which was eventually bought by
GM, and former GM parts subsid-
iary Delphi Corp.—endured in
bankruptcy court. Delphi filed for
bankruptcy protection in 2005,
still hasn’t emerged and is be-
lieved to be on the brink of liquida-
tion.

The Obama administration,
however, has said it will support a
GM bankruptcy so that it moves
quickly, much like the government
is promising in Chrysler’s case.

But GM’s case is much different.

In addition to confronting an is-
sue with unsecured bondholders
that didn’t exist at Chrysler, GM is
looking to shed or sell several divi-
sions, including Saturn and Pon-
tiac. GM is expected next Monday
to notify the dealers who are tar-
geted for closure, according to peo-
ple familiar with the matter. Those
dealers can either accept the offer,
or take their chances in bank-
ruptcy court.

The company has
new leverage,
thanks to Chrysler’s
bankruptcy filing.

The auto maker continues to
talk with interested parties about
purchasing Saturn and Hummer.
Both of those sales have been
slowed by the potential bank-
ruptcy filing.

GM isn’t just slimming down
U.S. operations.

Last Monday, GM Chief Execu-
tive Fritz Henderson said the com-
pany may sell its entire stake in
Opel, which is the heart of GM Eu-
rope’s operations. Likely bidders
for that unit include Fiat SpA and
Magna International Inc.

Beyond shedding business
units, GM has yet to ink a deal with
the UAW on labor-cost reductions
and retooling retiree health-care
obligations. Those talks are ex-
pected to take all month. GM is of-
fering its union a 39% stake and
less than $10 billion in cash in ex-
change for the $20 billion the com-
pany owes a UAW trust fund re-
sponsible for paying health bene-
fits.

U.S. auto sales stay in

BY SHARON TERLEP

DETROIT—U.S. vehicle sales
turned out even worse than expected
in April, muting optimism that the
auto market is poised to rebound.

Auto makers blamed the high-pro-
file troubles at General Motors
Corp. and Chrysler LLC for dragging
down sales last month across the in-
dustry. Chrysler sought bankruptcy
protection on Thursday.

“We’ve been fighting all these ru-
mors left and right and it doesn’t
help,” GM sales chief Mark LaNeve
said. “I thought we were going to
close much better than we did.”

Shaky consumer confidence and
high unemployment levels also off-
set benefits of increased credit avail-

ability, deep auto discounts and U.S.
government backing of warranties
on GM and Chrysler vehicles.

April sales totaled 819,540 cars
and light trucks, a decline of 34%
from a year earlier, according to
market research firm Autodata
Corp. The seasonally adjusted, an-
nualized sales pace was 9.32 million
vehicles, down from March’s 9.86
million rate.

“Industrywide, April felt more
like a dust bowl than a spring garden
for new car sales,” Jim O’Donnell,
North American president for BMW
AG, said in a prepared statement.

Every major auto maker re-
ported dramatic declines from year-
earlier levels. Toyota Motor Co.,
with a 42% slide, fell behind Ford

rut amid GM and Chrysler woes

Motor Co. in the monthly tally for
the first time since early 2008, even
as Ford’s sales fell 32%. GM sales
dropped 33% and Chrysler regis-
tered a 48% decline. Honda Motor
Co. saw its U.S. sales drop 25% and
Nissan Motor Co. was off 38%.

Sales had gotten off to a solid
start in April, but anxiety around a
Chrysler bankruptcy filing grew re-
lentlessly. GM’s plans to exact more
painful cost cutting in its bid to sur-
vive also contributed to the unease
among car buyers.

The Obama administration has
given GM until June 1 to present a
convincing restructuring plan or
file for bankruptcy protection.
Chrysler is working to emerge from
Chapter 11 protection in no more

than two months.

Chrysler Vice Chairman Jim
Press said the auto maker’s troubles
didn’t contribute to its sales decline.
He said it stemmed from reduced li-
quidity at Chrysler Financial.

Chrysler plans to take out full-
page newspaper ads this week to re-
store confidence among consumers,
letting them know, “We’re still
here,” Chrysler sales chief Steven
Landry said.

Auto makers have heaped on in-
centives, which increased by 29%, or
$680 per vehicle, last month com-
pared with a year earlier, according
to car-shopping site Edmunds.com.

But deals weren’t enough to help
even healthier, foreign-based auto
makers. Toyota sales are off 38%

year-to-date. The company predicts
2009 auto sales will come in at
around 10 million sales, which would
mark a 24% decline from last year,
when sales fell to a 15-year low.
Toyota said Friday it plans to in-
crease production of select vehicles
after inventory levels dropped to a
point that dealers stepped up orders.
“Although our April sales
weren’t much to call home about,
there are signs that the industry
sales contraction is nearing its end,”
Toyota division executive Bob
Carter said in a conference call. “We
are also encouraged by several eco-
nomicindicators that point toward a
modest recovery.”
—Kate Linebaugh
contributed to this article.
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Sprint, Ericsson in talks
on network outsourcing

German retailer aims
to surpass Best Buy
as electronics giant

BY CECILIE ROHWEDDER

DUSSELDORF, Germany—With
an aggressive plan to expand in
China despite the global recession,
the chief executive of Metro AG says
he believes the company can over-
take Best Buy Co. as the world’s big-
gest consumer-electronics retailer.

For Metro CEO Eckhard Cordes,
the retailer’s recently announced
plans to enter China with its con-
sumer-electronics unit, Media Sat-
urn, mark the beginning of a growth
spurt aimed at putting Metro’s sales
ahead of Best Buy’s—even though
Metro is currently about $20 billion
in sales behind the American chain.

“In the medium to long term, we
have the potential to make Media
Saturn No. 1,” Mr. Cordes said in an
interview.

Metro, the world’s fourth-larg-
est retailer measured in sales, has
stores in 32 countries—more than
any global competitor including
Wal-Mart Stores Inc., Carrefour SA
and Best Buy, which operates in the
U.S., Canada and China.

With combined sales of €19 bil-
lion ($25 billion), the Media Markt
and Saturn chains are Europe’s big-
gest electronics vendors. But sales
at Media Saturn, which includes
both chains, still lag behind Best
Buy’s sales of $45 billion in 2008.

The way to close the gap, Mr.
Cordes said, isin China. With alocal
joint-venture partner, the German
retailer plans to open a Media
Markt store in Shanghai next year,
rapidly followed by at least another
12 and, in the medium-term future,
about 300 more in large metropoli-
tan areas.

Best Buy currently has six stores
under its own name in China and
owns the Five Star chain of 165
stores in the country. Spokeswoman
Susan Busch declined to comment
on Mr. Cordes’ ambition. “We are
squarely focused on our own inter-
national growth strategy,” she said.

Metro’s attack shows how
fiercely global retailers are compet-

Eastern movements

Metro hopes to compete with Best Buy with its Media Saturn unit.

Media Saturn Best Buy
Annual sales, 2008 $25 billion $45 billion
Countries present 15 3
Brand stores in China 0 6
Next big market China Britain
Based in Ingolstadt, Germany Minneapolis

Source: the companies

ing in lucrative international mar-
kets, as growth in their already ma-
ture home countries slows with the
downturn. Same-store sales at Me-
dia Saturn, long the star performer
among Metro’s four retail formats,
fell by 1.7% in 2008.

Some analysts say Mr. Cordes’
goal of dethroning Best Buy is
overly ambitious. Skeptics also
point to the Metro group’s slow
growth record in Asia, which it en-
tered in 1996. It has struggled in Ja-
pan and opened fewer stores than
initially planned in India,
for various reasons includ-
ing regulations and inade-
quate supply chains. It en-
tered China in 2006.

The rivalry between
Metro and Best Buy is also
set to heat up in Europe,
where Best Buy owns half
of British cellphone re-
tailer Carphone Ware-
house Group PLC, which
operates in nine European
countries.

The U.S. retailer also plans to
open Best Buy stores in Britain in
the spring of 2010, although it has al-
ready postponed those plans once.
By 2013, it hopes to have 100 stores
across Europe.

Metro’s Mr. Cordes conceded
that Best Buy has a better online
business than Metro, which will
start Internet selling only in the
small Dutch and Austrian markets
later this year. At the same time, Mr.
Cordes said Metro’s experience in 15
different European countries—in-
cluding complex markets such as Ro-
mania and Turkey—gave it an edge
in China, which also isn’t a homoge-

o

Eckhard Cordes

neous market.”

“It’s not a completely unrealistic
claim,” said Thomas Roeb, a retail
professor at the University of Ap-
plied Sciences in Bonn Rhein-Sieg.
“Best Buy’s success is largely an
American success, while Metro has
successfully expanded abroad.”

Media Saturn is currently grow-
ing slightly faster than Best Buy,
measured by new stores. In 2008,
the group opened 71 new consumer-
electronics stores, 61 of them out-
side Germany.

Best Buy is planning to
open 65 stores this year, 20
of them outside the U.S.
Once in a new country,
Metro says it typically
grows very quickly: for ex-
ample, the retailer first ven-
tured to Russia in 2006 and
now operates 20 Media
Markt stores there.

Mr. Cordes, who previ-
ously spent nearly 30 years
at car maker Daimler-Benz
AG, also said the retailer’s
large exposure to Eastern Europe
wasn’t hurting the company.
Metro’s business in the economi-
cally troubled region makes up
about 27% of group sales—a portion
that worries analysts and investors
as Eastern European economies
sink deeper into the downturn.

Mr. Cordes said first-quarter
earnings, set to be published Tues-
day would prove such worries un-
founded. He said underlying same-
store sales growth was positive in
Eastern Europe in the first quarter.
Metrois planning to open as many as
40 new storesintheregion this year,
including a supercenter in Ukraine
and a wholesale store in Kazakhstan.

MAN AG’s

BY CHRISTOPH RAUWALD

FRANKFURT—MAN AG re-
ported a 44% slump in first-quar-
ter net profit as demand for new
trucks collapsed.

“It remains difficult to forecast
developments in the coming quar-
ters. We do not believe that the eco-
nomic situation will improve in the
short term,” the German truck
maker and engineering company
said, reiterating previous com-
ments that the commercial-vehi-
cle market could shrink 50% this
year amid the economic downturn.

“If the difficulty of obtaining fi-
nancing also continues, the slump
may be even more pronounced. In
this case, negative earnings in the
commercial vehicles business area
cannot be ruled out,” MAN said
Thursday.

Net profit dropped to €179 mil-
lion ($237.4 million) from €319 mil-
lion ayear earlier. The latest figure
included a €125 million gain from

earnings tumble 44%

MAN AG

Net profit, in millions
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discontinued operations after the
sale of a 70% stake of its Ferrostaal
unit. Operating profit plummeted
76% to €100 million.

Revenue fell 27% to €2.56 bil-
lion from €3.48 billion. Order in-
take dropped 53% to €2.3 billion.

The Munich-based company’s

diversified operations—it also pro-
duces turbo machines and diesel
engines—have put it at an advan-
tage compared with companies
that make only trucks.

Chief Executive Hakan Samuels-
son told reporters he didn’t rule
out acquisitions to strengthen the
diesel and turbo-machines units,
but said the company’s focus was
on organic growth.

The company said the truck
market and demand for marine en-
ginesremain extremely weak. It re-
ported solid power-plant business
at its diesel-engines unit.

MAN’s supervisory board chair-
man, Ferdinand Piech, who holds
the same position at MAN’s largest
shareholder, Volkswagen AG, told
reporters recently that the market
downturn was accelerating efforts
to establish closer cooperation
within the planned alliance of
MAN, Volkswagen’s truck opera-
tions and Swedish truck maker Sca-
nia AB.

By AMOL SHARMA
AND SARA SILVER

Sprint Nextel Corp. is in final ne-
gotiations to outsource management
of its cellular network to Telefon AB
L.M. Ericsson and transfer 5,000 to
7,000 U.S. employees to the equip-
ment vendor in a cost-cutting move
to help offset Sprint’s dwindling sub-
scriber numbers.

The two companies haven’t final-
ized a contract and discussions could
continue for a few more weeks, say
people familiar with the matter, but
Sprint could end up paying Ericsson—
the world’s largest supplier of wire-
less-network equipment by sales—as
much as $2 billion over several years
to maintain the thousands of cell sites
that carry Sprint’s wireless voice and
data traffic. The deal is expected to
slash the wireless carrier’s network
costs by about 20%, the people say.

Ericsson and Sprint declined to
comment.

Sprint’s board will review the
transaction with Ericsson, once
terms are final, and decide if the po-
tential cost savings and other bene-
fits justify the complex arrangement,
one person familiar with the discus-
sions said. The people cautioned it is
still possible that Sprint may choose
not to move forward with the out-
sourcing strategy at all.

The negotiations come as Sprint
is trying to aggressively cut spending
to counter revenue losses from its
thinning subscriber base. The Over-
land Park, Kan., company, which re-
ports earnings Monday, is expected
to say it lost more than one million
contract customers in the first quar-
ter, though some analysts expect
solid gains in less profitable subscrib-
ers who prepay for service.

Sprint doesn’t break out its an-
nual spending on network operations—
which is part of a much larger $8.74
billion category called “cost of ser-

vices” that includes items such as
roaming and interconnection fees
paid to other carriers. While reduc-
ing costs is a major reason Sprint is
considering the transaction, it also
sees network outsourcing as a way to
free up resources to focus on areas
like product development, marketing
and strategic partnerships, the peo-
ple familiar with the matter said.

“These deals shouldn’t simply be
done for the costs,” said Camille
Mendler, a vice president of enter-
prise research at Yankee Group. “It
can’t be a Band-Aid for a gushing
chest wound.”

Telecom operators in the U.S.
have preferred to stay in control of
day-to-day management of their net-
works, seeing that as a core function.
But outsourcing is becoming more
common in Europe and Asia. Carri-
ers including Hutchison Whampoa
Ltd.’s 3 unit and India’s Bharti Airtel
Ltd. have moved down that path ei-
ther for mobile or fixed-line net-
works. Ms. Mendler estimates carri-
ers will spend about $145 billion
over the next five years on outsourc-
ing and managed services deals.

Sprint would retain ownership of
its cell towers under the Ericsson
deal, and would continue to be re-
sponsible for capital investments.
The carrier, which has a total of
49,000 employees after completing a
round of 8,000 layoffs, would trans-
fer thousands of workers scattered
across the U.S., who maintain and
fine-tune its cell sites nationwide.

The deal could eventually involve
some layoffs, the people familiar with
the matter said, but Sprint is hoping
Ericsson will keep as many of its per-
sonnel as possible as it builds out its
U.S. outsourcing business and courts
additional customers such as AT&T
Inc. and Deutsche Telekom AG’s
T-Mobile USA.

—Dana Cimilluca
contributed to this article.
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P&, Colgate get pinched

As sales decline,
firms raise prices
to stem profit slide

By ELLEN BYRON

Shoppers continue to pare
spending even on basic household
staples, resulting in lower-than-ex-
pected sales for Procter & Gamble
Co. and Colgate-Palmolive Co.
The consumer-products giants are
responding by raising prices to
keep profits from plunging.

P&G said that rather than
splurge on premium-priced
brands like its Tide detergent and
Pampers diapers, consumers are
choosing less-expensive versions,
including its own Gain detergent

and Luvs diapers. Some shoppers
are forgoing discretionary pur-
chases all together.

“There is some trade down,
there’s obvious pocketbook pres-
sure,” P&G Chief Executive A.G. Laf-
ley said in a conference call Thurs-
day. “Frankly, more consumers
will try private-label brands and re-
tailer brands than would try them
in more normal economic times.”

Kimberly-Clark Corp. last
week reported lower sales of dis-
cretionary everyday basics such
as paper towels and facial tissue.

To offset higher commodity
prices and global currency swings,
P&G and Colgate raised prices in
the quarter through March. P&G
said higher prices increased its to-
tal sales by 7%. Colgate raised
prices by 8%.

Despite pressure from retailers

to lower prices for cash-strapped
shoppers, neither company con-
ceded much willingness to do so.

Higher prices hurt sales vol-
umes, especially in emerging mar-
kets, but still paid off for the com-
panies.

“While painful, pricing to pro-
tect the structural economics of
our business is the right thing to
do,” P&G Chief Financial Officer
Jon Moeller said.

Analysts said higher prices
could backfire. “Investors are cer-
tainly concerned by unit-volume
trends, especially on the Procter
side, and wondering whether
they’re going to have to lower
price points or kick up promo-
tions,” said Bill Pecoriello, CEO of
ConsumerEdge Research LLC, a
consumer-products research bou-
tique in Stamford, Conn.
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P&G blamed lower sales on in-
ventory cuts by retailers world-
wide. Colgate said consumers still
are pulling items from their cup-
boards before buying new items.

To keep consumers loyal to

Procter & Gamble

Change from the previous
quarter in organic sales

)/
%

1 2Q 3Q 4Q 1Q 20 3Q
FY2008 '09

Note: Fiscal year ends June 2009
Source: the company

P&G hasn’t been able to turn the tide
of consumers switching to lower-
priced alternatives to its premium
household brands.
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their brands, Colgate and P&G are
developing new and improved
products and intend to ramp up
ads that emphasize why their
brands offer more value. Still, Col-
gate cut its first-quarter advertis-
ing spending by about 24%.

Beauty products were a particu-
lar blemish for P&G last quarter,
with the division’s sales falling 9%
to $4.3 billion. Discretionary
items were hardest hit, especially
luxury fragrances and salon hair-
care products.

Investors have said P&G should
stick to the household necessities
it knows best. But Mr. Lafley de-
fended the company’s emphasis
on beauty, saying it is a “brand-
and innovation-driven industry”
that is shifting away from depart-
ment stores to P&G’s home turf.

“There are a lot of things that
are dead right for us, and I don’t
get too excited by a quarter or two,
or even a year or two, if it is the
right fit.”

Mr. Lafley signaled a willing-
ness to exit some of P&G’s current
categories and consider acquisi-
tions, though he didn’t provide
specifics.

He said there has been “signifi-
cant interest” in acquiring P&G’s
pharmaceutical business, but the
company is still weighing a variety
of options for the operation.

P&G reported net income of
$2.61 billion, or 84 cents a share,
for its fiscal third quarter, down
3.6% from $2.71 billion, or 82 cents
ashare, a year earlier. Revenue fell
8% to $18.42 billion.

Analysts polled by Thomson Fi-
nancial forecast earnings of 80
cents a share on revenue of $18.9
billion.

P&G’s organic sales, which ex-
clude the impact of acquisitions,
divestitures and foreign exchange,
increased 1%, short of the compa-
ny’s forecast gain of 2% to 5%.

P&G cut the high end of its al-
ready-lowered outlook for the fis-
cal year that ends June 30. It now
projects earning $4.20 to $4.25 a
share, compared with its January
forecast of $4.20 to $4.35 a share.

“The quality of results looks
worse than expected and we ex-
pect questions about the sales out-
look toremain,” Goldman Sachs an-
alyst Andrew Sawyer said in a re-
search note.

At Colgate, first-quarter net in-
come including noncontrolling in-
terests rose 9.8% to $536.5 mil-
lion, or 97 cents a share, from
$488.5 million, or 86 cents a share.

Revenue decreased 5.7% to $3.5
billion.

Beauty company Revlon Inc.
posted first-quarter profit of $12.7
million, compared with a year-ear-
lier loss of $2.5 million.

Revenue fell 2.7% to $303.3 mil-
lion.

—Anjali Cordeiro
contributed to this article.
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Chip makers think bottom is near

Infineon and Nanya
see demand uptick
and improved results

BY ADRIAN KERR
AND JESSIE HO

Major semiconductor companies
in Europe and Asia Thursday said
the industry’s woes may have
reached a bottom, though condi-
tions will remain challenging for the
rest of the year.

After reporting weak results for
the first three months of 2009, chip
makers such as Germany’s Infineon
Technologies AG and Taiwan’s Nanya
Technology Corp. said they saw anup-
tickin demand and forecast improved
results in the current quarter.

The world’s largest contract chip
maker by revenue, Taiwan Semicon-
ductor Manufacturing Co., posted a
94% drop in quarterly profit but fore-
cast higher margins and revenue in
the current quarter, signaling condi-
tions are improving.

The company, considered a bell-
wether due to its diversified client
base that includes Texas Instruments
Inc. and Intel Corp., said it expects the
industry’s revenue in 2009 to fall 20%,
rather than the 30% drop its execu-
tives had previously discussed.

“We believe the second half of
2009 will be better than the first
half of 2009,” TSMC Chief Execu-
tive Rick Tsai said Thursday. “Our
customers are still cautious. How-
ever, they are cautiously revising
up their forecasts.”

Meanwhile Europe’s largest chip
maker, STMicroelectronics NV, cau-
tioned that while semiconductor sales
have risen in the past three months,
the difficult period isn’t yet over.

Chip makers have been hit hard
by plunging consumer demand for
electronic gadgets. As people
tighten their spending, they buy
fewer mobile phones, computers
and navigation systems powered by
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microchips. Mobile-phone sales are
set to contract about 10% this year.

But U.S.-based Intel, the world’s
largest chip maker, in early April
said sales of personal computers
had bottomed out during the first
quarter.

Carlo Bozotti, chief executive of
Switzerland-based STMicroelec-
tronics, said the company saw im-
provements in sales to the wireless
sector, and in Asia. There are also in-
dications of some recovery of the au-
tomotive sector, he said.

“We have recently begun to see
some indicators of improvement in
booking activity and visibility,” Mr.
Bozotti said in a conference call. He
cautioned that it is “still too early to
determine how sustainable these
signs are across all applications and
geographies.”

STMicro reported a net loss of
$541 million for the quarter ended
March 31, compared with a net loss
of $84 million a year earlier. Reve-
nue dropped by 33% to $1.66 billion,
as sales fell across all segments. It
was STMicro’s fifth consecutive
quarterly loss.

Chip companies may have some
time to wait for a full recovery. Mi-

crosoft Corp. Chief Financial Officer
Chris Liddell said recently he sees
no immediate letup in the difficult
business environment, and analysts
caution wholesalers and retailers
will continue selling off their inven-
tories to raise cash.

Results for the quarter ended
March 31 revealed the depth of the
industry’s troubles.

TSMC’s net profit for the three
months fell to 1.56 billion New Tai-
wan dollars (US$46.4 million) from
NT$28.14 billion a year earlier. Reve-
nue dropped 55% to NT$39.5 billion.

But TSMC said it continued tore-
ceive rush orders from customers
during the quarter, especially from
mainland China.

TSMC said it expects revenue of
between NT$71 billion and NT$74
billion in the second quarter, up at
least 80% from the first quarter.

Infineon narrowed its fiscal sec-
ond-quarter loss to €258 million
(US$341.9) from a net loss of €1.96
billion a year earlier, when a charge
tied to its unit Qimonda AG, which
since filed for insolvency, hurt its
bottom line. Sales were down 29% to
€747 million.

Infineon said it now expects its

Taiwan Semiconductor

After a sharp drop, the chip maker
predicts a rebound in revenue
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fiscal third-quarter sales to rise
10%, driven predominantly by its
wireless operations, but with
growth expected in all units.

However, the uptick won’t be
enough to arrest the decline in earn-
ings, which Infineon said will fall more
than 20% for its fiscal full year, after a
net profit of €4.3 billion in fiscal 2009.

Falling prices continued to pun-
ish memory-chip makers in Taiwan
in the first quarter. Nanya, Taiwan’s
largest maker of dynamic random ac-
cess memory chips by revenue, re-
ported a wider first-quarter net loss
of NT$10.51 billion, up from a net
loss of NT$8.78 billion a year earlier.
It was Nanya’s eighth consecutive
quarterly loss.

“The demand is recovering, and I
think the upward momentum will
continue through the third quarter,”
said Nanya spokesman Pei Lin Pai.

Mr. Pai said economic stimulus
measures around the world and Chi-
na’s subsidies for purchases of com-
puters in rural areas will continue
spurring demand for DRAM chips,
which are widely used in personal
computers.

—Daniel Ong Kian Hong
contributed to this article.

Motorola burns cash amid slow cellphone sales

BY SARA SILVER

Motorola Inc. burned through
$1.3 billion in cash in the first quar-
ter, as the credit crunch crimped the
telecom-equipment maker’s ability
to sell off accounts receivable, while
cellphone sales plunged.

In reporting its financial results
Thursday, the Schaumburg, Ill., com-
pany said it is trying to make up for
declining sales in most of its busi-
nesses with faster cost cuts, but
those, too, have drained cash for sev-
erance payments and other restruc-
turing charges.

Co-Chief Executive Greg Brown
predicted that the company, whose
total cash dropped to $6.1 billion
from $7.4 billion at the end of 2008,
would consume less cash in the sec-
ond quarter and generate cash in
the second half. But that depends
on seasonal improvement in cer-
tain businesses and doing a better
job of managing its cash reserves.
Since December, the company has
scrapped its dividend, frozen pen-
sions and stopped contributing to
retirement plans.

“The businesses will improve. We
will also implement further improve-
ments to working capital and we will
be prudent with our cash overall,” Mr.
Brown said in an interview Thursday.

The company is rolling out new phones,
such as its MOTOSURF A3100.

Motorola posted a first-quarter
net loss of $228 million, or 10 cents
a share, compared with a loss of
$190 million, or nine cents a share,
a year earlier. Results included a
charge of seven cents a share re-
lated to cost cuts. Sales retreated
28% to $5.37 billion, well below
what Wall Street expected.

Motorolais trying to turn around
its Mobile Devices unit amid the big-
gest sales decline in the cellphone
market since the modern industry
began in 1983. Cellphone shipments
world-wide dropped 13% in the first

Burning for a turnaround
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quarter, to 245 million units, accord-
ing to the research firm Strategy An-
alytics, as carriers lowered invento-
ries and consumers held back on
new purchases.

The company’s Mobile Devices
unit saw sales drop to $1.8 billion,
down 45% from a year earlier, and its
operating loss reached $509 million,
widening from a loss of $418 million
in the year-earlier quarter but nar-
rower than the $595 million it lost in
the prior quarter.

Co-Chief Executive Sanjay Jha
said the company is on track toroll

out new high-speed devices based
on the Android software of Google
Inc. in time for the all-important
Christmas sales season in the U.S.
and Latin America, and another
set for China in time for the Lunar
New Year.

“Everything rides on the phones
they are going to release in Q4,” said
analyst Ed Snyder of Charter Equity
Research.

Mr. Jha declined to give details
on why consumers would choose Mo-
torola’s smart phones over the Black-
Berry devices of Research in Motion
Ltd., or the iPhone of Apple Inc.,
which have bucked the trend of de-
clining sales. In an interview, he said
the company would be spending
later this year to launch its products
and to rebuild the Motorola brand.

“It’s a long shot, since the com-
petition’s pretty tough, but it’s
their only shot,” said analyst Mark
McKechnie of Broadpoint Ameri-
can Technologies.

Motorola postponed plans to
make the unit a separate company
while it hemorrhages cash.

Looking ahead, the company pro-
jected a second-quarter loss of three
to five cents a share.

—Roger Cheng
contributed to this article.

Crestor, cost cuts
give AstraZeneca
a boost in profit

BY ELENA BERTON

LONDON—AstraZeneca PLC re-
ported a 43% increase in first-quar-
ter net profit, helped by cost cuts
and stronger sales of the cholesterol
drug Crestor and the high-blood-
pressure treatment Toprol-XL.

The Anglo-Swedish drug maker
maintained its outlook for 2009, say-
ing the decision not to raise its fore-
cast reflects its continued cautious
stance about the prospects for the
pharmaceutical sector this year.

“We are not recession-proof,”
Chief Financial Officer Simon Lowth
told reporters Thursday.

Analysts at Deutsche Bank said
there was a chance the outlook may
be upgraded with the second-quar-
ter earnings, if results remained fa-
vorable.

First-quarter net profit increased
to $2.15 billion from $1.5 billion a
year earlier.

Revenue was virtually flat, rising
0.3% to $7.7 billion, as the strength-
ening U.S. dollar offset a strong per-
formance from emerging markets.
At constant exchange rates, revenue
would have risen 7%, helped by Cre-
stor sales and the withdrawal of
some generic competitors to To-
prol-XL.

‘We are not
recession-proof,
said Chief Financial
Officer Simon Lowth.

“AstraZeneca is the only dollar-
reporting pharmaceutical stock to
have beaten expectations at top-
and bottom-line level,” said Pan-
mure Gordon analyst Savvas Neo-
phytou, noting that all of AstraZene-
ca’s key performance indicators per-
formed well.

Sales of Crestor rose 35% in the
quarter to $969 million. AstraZen-
eca hopes its use can be further wid-
ened to certain patients at risk of
heart disease, and has asked the U.S.
Food and Drug Administration to
amend the Crestor label to reflect
this benefit.

Meanwhile, smaller U.K.-based
drug maker Shire PLC on Thursday
reported better-than-expected in-
creases in first-quarter profit and
revenue, aided by higher sales of its
hyperactivity drugs and treatments
for rare diseases as well as tight
cost control.

Ina conference call, Shire Chief Ex-
ecutive Angus Russell also ruled out
selling the company’s hyperactivity-
drug portfolio, in response to sugges-
tions in abroker’s report that the com-
pany should spin out the business.

“I don’t quite follow the logic of
selling the franchise,” he said, point-
ing out that these products will con-
tinue to drive Shire’s growth for
many years.

Shire said its net profit in the
quarter rose 66% to $213.5 million
from $128.6 million a year earlier,
while revenue was up 14% to $818
million.

Higher sales of Adderall XR in
the latest quarter, before the launch
of a generic version, as well as ro-
bust growth from the newer hyper-
activity drug Vyvanse helped to
boost revenue, offsetting the effects
of the stronger U.S. dollar against
other currencies.
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Cellphone venture,
restructuring costs
weigh down results

By ApaMm EwING

STOCKHOLM—Telefon AB L.M.
Ericsson reported a 35% drop in
first-quarter net profit, hit by con-
tinued losses at its Sony Ericsson
mobile-phone joint venture and re-
structuring charges.

The maker of mobile network
equipment said the recession so far
has had minimal impact on telecom-
munications operators but declined
to give more specific forecasts, saying
only that some have become more cau-
tious with longer-term investments.

The Swedish company said net
profit for the three months ended
March 31 fell to 1.72 billion kronor
($212.9 million) from 2.65 billion
kronor a year earlier. Net sales in-
creased 12% to 49.57 billion kronor
from 44.18 billion kronor, boosted
by currency gains. Ericsson’s gross
margin was 36.3%, beating expecta-
tions of 35.8%.

Sony Ericsson, a handset joint
venture with Japan’s Sony Corp.,
continued to weigh down Ericsson’s
results in the period, reporting a
loss of €293 million ($388.2 million)
for the first quarter. Ericsson’s net-
works unit had sales of 33.5 billion
kronor and had a10% operating mar-
gin, up from 9% a year earlier.

The company said its plan is on
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Ericsson, maker of network gear like this broadband laptop card, said the
recession so far has had little impact on telecom operators.

track for 10 billion kronor in annual
savings by the second half of 2010.
Ericsson kept its relatively optimis-
tic view of the infrastructure mar-
ket for 2009.

“The effects of the global eco-
nomic recession on the global mo-
bile network market are so far lim-
ited,” said Chief Executive Carl-Hen-
ric Svanberg, though he admitted
that it is tough to tell how operators
would react in the continued eco-
nomic slowdown.

He said investment in wireless
networks largely continues, and roll-
outs of networks and technologies
are accelerating in markets such as

the U.S., China and India, adding
that operators generally have
strong net cash flow positions, a key
metric for investors during the
downturn. He said operators in mar-
kets that have seen local currencies
fall sharply, such as in Russia and
Ukraine, are more cautious when it
comes to improving their networks.

Cash flow from operations swung
to a 2.9 billion kronor loss from a 4.7
billion kronor gainlast year, weighed
down by a $1.1billion payment to cre-
ate the ST-Ericsson joint venture
with STMicroelectronics NV and by
700 million kronor in restructuring
and pension payments.

Flu fears pressure airline shares

BY KAVERI NITHTHYANANTHAN

LONDON—Fears over swine flu
have hit airlines’ share prices, wip-
ing out most of April’s rise, while
combined net losses for the indus-
try in the first quarter reached $1bil-
lion, the International Air Trans-
port Association said Friday.

“A degree of optimism returned
to financial markets in April, at least
until concerns about the outbreak of
swine fluin Mexico hit share prices,”

said IATA, a trade group for the air-
line industry.

Bloomberg’s world-wide airlines
index rose 15% in April from the pre-
vious month, but was still down
from a year earlier, IATA said. But in
the past few days, fears over swine
flu reduced that increase by be-
tween five and 10 percentage points.

First-quarter combined losses
for the sector are in line with fore-
casts for $4.7 billion net losses for
2009, with earnings before inter-

est and taxes also falling.

Early capacity cuts by U.S. pas-
senger airlines increased financial
performance, but outside the U.S.,
most airlines are reporting wider
first-quarter losses, IATA said.

In February and March, almost
no aircraft were put in storage, with
30 being retired. More than 210 new
aircraft were delivered. “Fleet ex-
pansion has meant recent capacity
cuts have come from lower aircraft
utilization,” IATA said.

Telenor wins step in Russia dispute

BY GREGORY L. WHITE

MOSCOW—Norway’s Telenor
ASA won a victory in a long-running
conflict with its Russian partners,
but still faced the threat of losing its
main Russian investment. Amid the
pressure, Telenor’s partners con-
tinue to seek a settlement, according

to people close to the discussions.
Telenor contends it is the victim
of a pressure campaign by the Alfa
Group, a powerful oil-to-banking
conglomerate controlled by a group
of Russian billionaires. Alfa charges
that Telenor has put its interests
ahead of those of the local telecoms
companies they both own stakesin—
Russia’s OAO Vimpelcom and
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Kyivstar in Ukraine.

Telenor and Alfa have been fight-
ing in courts in Russia, Europe and
the U.S. for years.

Early last week, a New York

judge ruled Alfa, facing tens of mil-
lions of dollars in fines for defying
the court, had finally complied with
rulings in a case brought by Telenor
involving Kyivstar.

But in Russia, the Moscow Arbi-
tration Court Thursday put off a de-
cision on whether to suspend en-
forcement of a $1.7 billion judg-
ment against Telenor. Russian bai-
liffs have already frozen Telenor’s
29.9% stake in OAO Vimpelcom,
Russia’s No. 2 mobile-phone com-
pany, in preparation for sale to
cover that judgment.

Kodak kills dividend as sales slow

By WiLLIAM M. BULKELEY

Eastman Kodak Co.’s first-quar-
ter net loss widened to about triple
last year’s level as the recession cut
sales of both film and digital con-
sumer products by nearly a third.

Kodak said Thursday it will elimi-

nate its century-old dividend, cut ex-

ecutives’ pay and order unpaid one-
week furloughs for most employees.
In the quarter, Kodak’s cash shrank
40% to $1.3 billion.

Kodak said that its net loss for
the quarter widened to $353 million
from $115 million in the year-ago
quarter. Kodak sales fell 29% to
$1.48 billion.

Areva SA

Air France chairman named

to lead supervisory board

French state-controlled nuclear
company Areva SA has appointed
Air France-KLM chairman Jean-
Cyril Spinetta to chair its supervi-
sory board, the company said. Mr.
Spinetta, 65 years old, succeeds
former supervisory board chairman
Frederic Lemoine, who resigned ear-
lier this month. Mr. Spinetta was
chairman and chief executive of Air
France-KLM from the company’s cre-
ation in 2004 until this January,
when he handed over the chief execu-
tive role to Pierre-Henri Gourgeon.
Areva mines uranium, produces nu-
clear fuel and builds reactors. It also
recycles nuclear waste. The company
is managed by an executive board led
by CEO Anne Lauvergeon. The super-
visory board has 15 members and
oversees the executive board.

BG Group PLC

BG Group PLC posted an 8% de-
cline in first-quarter net profit, be-
coming the latest oil-and-gas com-
pany to report reduced earnings af-
ter a drop-off in demand and lower
hydrocarbon prices. The British
company said net profit totaled
£706 million ($936.5 million), down
from £767 million a year earlier. To-
tal revenue fell 2.5% to £3.01 billion
from £3.09 billion. BG joined other
oil-and-gas companies in beating
bearish expectations. Its profit was
above analysts’ forecasts as lique-
fied-natural-gas sales and lower op-
erating costs provided relief. Jason
Kenney, a U.K.-based analyst at ING
Financial Markets, said BG “contin-
ues to prove resilient in a difficult
market.” The results come after oil
giants Royal Dutch Shell PLC and
BPPLC reported declines of 62% and
59%, respectively, in first-quarter
net profit as lower oil prices hurt re-
sults from their exploration and pro-
duction.

Viacom Inc.

Viacom Inc.’s first-quarter net in-
come fell 34% on continuing adver-
tising woes and weakness in its
filmed-entertainment division. The
company added, though, that it had
seen signs of stabilization in the U.S.
advertising market. The media com-
pany, which owns cable-TV chan-
nels such as MTV and Comedy Cen-
tral, has been making deals with ad-
vertisers that market their products
across television, the Web and mo-
bile devices. But recently it has seen
lower ratings at some of its cable
channels. Among problems worry-
ing analysts are higher start-up
losses at its pay-TV venture and
lower sales of “Rock Band” video-
game hardware. The company
posted net income of $180 million,
or 29 a share, down from $274 mil-
lion, or 42 cents a share, a year ear-
lier. The prior-year results included
atwo-cent impairment charge. Reve-
nue decreased 6.8% to $2.91 billion.

British Sky Broadcasting Group

Satellite-television service Brit-
ish Sky Broadcasting Group PLC
on Thursday reported a profit for
the first nine months of its fiscal
year as consumers spent more time
at home because of the recession.
For the nine months ended March
31, BskyB reported a net profit of
£169 million ($250 million), com-
pared with a year-earlier net loss of
£118 million. Revenue increased to
£3.96 billion from £3.71 billion.
BSkyB is 39%-owned by Rupert Mur-
doch’s News Corp., which also
owns The Wall Street Journal pub-
lisher Dow Jones & Co.

BASF Group

Germany-based chemicals com-
pany BASF Group reported a 68%
drop in first-quarter net profit,
though the results came in better
than analysts expected thanks to a
strong performance in agrochemi-
cals. The company confirmed its pes-
simistic full-year outlook and said it
would cut more jobs as the dramatic
decline in demand for chemical
products continues. Quarterly net
profit fell to €375 million ($497 mil-
lion) from €1.17 billion a year earlier.
Sales fell 23% to €12.22. The com-
pany said it expects coming quar-
ters to be “extremely challenging,”
preparing shareholders for a possi-
ble dividend cut.

Pearson PLC

U.K.-based book and newspaper
publisher Pearson PLC said Friday
that its first-quarter revenue rose
26%, helped by the weak pound, but it
expects tough market conditions to
persist in some areas for the rest of
2009. “The economic environment
makes us cautious about this year,
but we’re encouraged by the start
we’ve made,” Chief Executive Marjo-
rie Scardino said. Revenue for the
quarter ended March 31totaled £1bil-
lion ($1.49 billion), up from £800 mil-
lion a year earlier. At constant ex-
change rates, revenue would have
risen 1%. Pearson generates about
60% of sales in the U.S. The company,
which owns the Financial Times news-
paper and Penguin Books, said it ex-
pects continued growth in its testing,
higher education and international
education businesses and in subscrip-
tion-based revenue at the FT Group.
It expects challenging conditions to
remain for U.S. school publishing, fi-
nancial advertising and the consumer-
book industry for the rest of 2009.

Tata Motors Ltd.

U.K.-based Jaguar Land Rover
said Friday that it will begin selling
its range of sedans and sport-utility
vehicles in the Indian market later
this year. “It is an important strate-
gic move for Jaguar Land Rover and
will enable us torealize our competi-
tive potential in this significant mar-
ket,” Jaguar Land Rover Chief Execu-
tive David Smith said in a statement.
Jaguar Land Rover is part of India-
based Tata Motors Ltd., which will
import the vehicles. Tata Motors ac-
quired Jaguar Land Rover from Ford
Motor Co. last year.

Electricité de France SA

Electricité de France SA will con-
trol the building of the Penly Euro-
pean Pressurised Reactor nuclear fa-
cility and GDF Suez SA will have a
significant minority stake, French
Prime Minister Francois Fillon said
after meeting with the companies
on Friday. EDF runs France’s 58 nu-
clear reactors, but President Nicolas
Sarkozy wants GDF Suez to become
another exporter of French EPR tech-
nology. EDF will hold 50% plus one
share of the capital in the construc-
tion of the plant in northern France.
GDF Suez will also discuss selling
part of its 33.3% plus one share in
the firm to French oil major Total
SA. A further 16.66% share of the cap-
ital will be open to other electricity
companies. Mr. Fillon’s office issued
the statement after meeting EDF
head Pierre Gadonneix and Gérard
Mestrallet, boss of GDF Suez. EPR fa-
cilities are state-of-the-art nuclear
plants, although companies in-
volved in setting them up have often
faced cost overruns.

—Compiled from staff
and wire service reports.
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U.S. follows Dutch lead in Afghanistan

Netherlands’ mission is development, not just fighting; a role model for lessons in combating the Taliban

By JAY SOLOMON

STROE, the Netherlands—The
Obama administration, which
wants to send hundreds of addi-
tional civilian personnel into Af-
ghanistan, is looking at the Dutch
military’s operations there for les-
sons on how to combat the Taliban.

The civilian deployment is part
of a U.S. focus on economic develop-
ment meant to weaken support for
the Taliban and dry up finances it de-
rives from the opium trade. The civil-
ians will complement the deploy-
ment in the coming months of
21,000 new troops, many of whom
will be posted to southern provinces
where the Taliban are thriving.

The Obama administration, how-
ever, is having trouble finding civilian
experts at the State Department to
send to Afghanistan. Pentagon offi-
cials said they may need military re-
servists to fill any shortfall in the 500
t0 600 civilians Secretary of State Hill-
ary Clinton is seeking for Afghanistan.

The Netherlands, with nearly
2,000 personnel in southern Uruz-
gan province, has better integrated
the efforts of its military and civil-
ian personnel than the U.S., senior
U.S. officials say.

Dutch soldiers preparing here
for deployment to Afghanistan say
they are ingrained with the concept
that economic development will be
their primary mission, rather than
solely pursuing extremists and Tali-
ban fighters. Diplomats from the
Netherlands’ foreign ministry help
to command the Dutch team in Uruz-
gan, home to 350,000 Afghans, and
aid workers are embedded in the
Dutch effort.

Dutch Minister of Defense

5

A Dutch soldier in Afghanistan talks with local people, in a photo provided by the Netherlands’ defense ministry.

“Over time, there’s been a focus
on pure development” in the Dutch
forces, said Col. Gert-Jan Kooij,
chief of operations for the Royal
Netherlands Army’s 13th Mecha-
nized Brigade, which is deployed in
Uruzgan. “We need to provide de-
fense, but the priority is on develop-
ment and diplomacy.”

Soldiers training in awooded area
90 minutes outside The Hague de-
scribe their command largely as a pro-

tection force. They hope they can pro-
vide Dutch diplomats and aid work-
ers enough security to build the
roads and agricultural projects
needed to dry up local support for the
Taliban and other militant groups.

The soldiers say that approach
has contained violence. Nineteen
Dutch personnel have died in Af-
ghanistan since the Netherlands
deployed in March 2006, accord-
ing to iCasualties.org.

“Dutch soldiers and civilians
have done excellent work,” Mrs.
Clinton said last week after meet-
ing her Dutch counterpart, Maxime
Verhagen, in Washington. “In fact,
the Dutch ‘3D’ approach—defense,
diplomacy, and development pur-
sued simultaneously ... is a model
for our own efforts and the future ef-
forts in Afghanistan.”

The U.S. praise for the Dutch mis-
sion, say Obama administration offi-

cials, reflects Washington’s growing
recognition of the need for political
and economic tools to subdue Af-
ghanistan’s insurgency. U.S. mili-
tary personnel still dominate Ameri-
can reconstruction efforts in Af-
ghanistan, though President Barack
Obama has signaled his intent to
change this dynamic.

The aid workers whom the U.S.
State Department is seeking to de-
ploy will work on building local econ-
omies based on agriculture and
small business that don’t rely on the
opium crop. Experts will also seek to
better establish rule of law and local
police forces, U.S. officials said.

There are 10 U.S. military person-
nelto every one U.S. civilian working
for the U.S. government in Afghani-
stan, say State Department officials.

Mrs. Clinton is seeking to pro-
vide incentives to American diplo-
mats and aid workers to join provin-
cial reconstruction teams.

“We want to get more people
out there working with the Afghan
ministries onthe ground,” said a se-
nior U.S. official who traveled to Af-
ghanistan recently to plan for the
civilian effort.

Some officials working on Afghan-
istan note that the Dutch contingent
has a somewhat easier time in Uruz-
gan because the province hasn’t been
a Taliban stronghold like Helmand
and Kandahar provinces, and doesn’t
have as large an opium crop. Still,
many agree Dutch forces have been ef-
fective in understanding that the civil-
ian components of a counterinsur-
gency strategy need to be inter-
twined with the military.

—Yochi J. Dreazen
contributed to this article.

U.K. quits Iraq as cutbacks curb international missions

The U.K. ended its combat mis-
sion in Iraq on Thursday after six
years and 179 deaths, leaving the
south of Iraq in relative stability but
the British military’s reputation suf-
fering collateral damage.

By Alistair MacDonald
in London and
Charles Levinson in Baghdad

The U.K. military—with a centu-
ries-old reputation as a powerful
fighting force—has been severely cut
in recent years, reflecting the coun-
try’s diminished role in global affairs
since World War II. Despite the cuts,
London has made heavy demands on
the military, which has fought along-
side the U.S. in global hot spots such
as Iraq and Afghanistan.

Facing a dour economy and stag-
gering government debt, the UK. is
widely expected to shrink its mili-
tary power further still, despite criti-
cism at home that the forces are so
poorly funded they are ill-equipped
for the roles they are asked to play.
Such cuts are sapping strength from
U.S.-backed military efforts in
places like Afghanistan.

The U.K. government says it re-
mains committed to the military—
still one of the world’s largest—but
wants armed forces tooled to fight
modern conflicts, such as countering
terrorist activities in failed states,
rather than large-scale battles.

On Thursday, Britain’s 20th Ar-
moured Brigade finished its last pa-

trol in southern Irag. By July, the U.K.
wants to whittle the 4,000 troops it
hasleft in Iraq to 400, who will stay on
to train the Iraqi military. The depar-
ture follows a move Wednesday by
Prime Minister Gordon Brown to es-
sentially rule out sending more troops
onalong-termmission to shore up the
North Atlantic Treaty Organization’s
operation in Afghanistan.

The U.K.’s defense ministry says
it has contributed to a raft of accom-
plishments in Iraq. Three times as
many people in the city of Basra and
the surrounding area have access to
piped water than in 2003, the minis-
try says; 10% more children go to
school; and in 2005 the country held
its first democratic elections in
more than 30 years.

“Thanks to your efforts the Iraqgis
are firmly in the lead for security in
Basra and have proved to be fully up
to the task,” the army’s chief of the
general staff, Gen. Sir Richard Dan-
natt, told military staff Thursday.

The achievements of the armed
forces—which are more used to lion-
ization of their role in conflicts such
as the World Wars—have been ques-
tioned at home and abroad in recent
years. The British army has been
criticized for being too passive in
Iraq. But the U.K. government has
taken most of the rap for this, for
withholding both political backing
and resources from the military.

“The government was trying to
get a pint out of a half-pint glass, and
Ithink Iraq has hurt the army’s repu-
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tation significantly,” says Col. Tim
Collins, whose rousing and sobering
speech to his troops before he led
them into battle in Iraq in 2003
made him a cult hero in the U.K.
Since 1997, when Labour came to
power, the number of people in the
U.K. armed forces has been cut 20% to
around 200,000. During that period,
Britain has fought in former Yugosla-
via, Iraq and Afghanistan, and main-
tained a presence in Germany with
NATO troops and in former and cur-
rent colonies such as the Falklands.
Last year defense spending was
equivalent to 2.8% of the U.K.’s gross

domestic product, compared with al-
most 5% in the U.S., according to
Jane’s International Defence Review.

When, in 2003, Britain joined the
U.S. and other coalition forces in in-
vading Iraq and deposing Saddam
Hussein, there was much talk about
its continued fighting prowess. But
as a war between armies was re-
placed by grinding counterinsur-
gency, U.K. forces—despite their suc-
cess fighting guerrilla campaigns in
places such as Northern Ireland—
were withdrawn over time from the
front lines to an airport base on the
outskirts of Basra, in southern Iraq.

Many Basra residents still blame
the British withdrawal in 2007 for
leaving a power vacuum, quickly
filled by radical Shiite militias and
criminal gangs. In March 2008,
when Iraqi security forces moved in
to take Basra back from the militia,
they used only minimal British assis-
tance, instead relying on U.S. forces.

Analysts and former members of
the forces say the British army and
government underestimated the
task in Iraqg, and that soldiers had
neither the political mandate, strat-
egy or resources they needed. At the
start of the war in 2003, the U.K. had
46,000 personnel in Iraq. By Janu-
ary 2004, that had shrunk to 8,500.

The U.K. was too quick to adopt a
light touch in Iraq, says Prof.
Michael Clarke, a director of London
think tank the Royal United Services
Institute. It tried to allow Iragis to
take control, rather than imposing a
strategy on them, he says.

“Wejudged the best way of break-
ing the cycle of violence was to with-
draw from Basra and put the Iraqis
in the security lead,” a U.K. defense-
ministry spokesman says. “The
Iraqi-led operation ... was the culmi-
nation of our long-term strategy.”

The U.K. also points to the im-
proved situation in Basra.

“We live a normal life today and
people stay out late without fear,”
says Ahmed Jassem, who owns a mu-
sic shop in the city’s center.

—Yochi J. Dreazen in Washington
contributed to this article.





