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BAE faces corruption charges

U.K. authorities push to punish defense contractors’ alleged bribes after settlement talks fail

By CASSELL BRYAN-Low
AND DANIEL MICHAELS

LONDON—U.K. authori-
ties said they are pursuing
corruption charges against
BAE Systems PLC in a long-
running saga over alleged
bribes paid in Eastern Europe
and Africa, escalating the
stakesin a key test of the gov-
ernment’s stepped-up efforts
to get tough on corporate
crime.

The move by the U.K.’s Se-
rious Fraud Office, which in-

vestigates complex crimes,
comes after failed efforts to
negotiate a settlement with
BAE, Europe’s largest de-
fense contractor. It marks are-
newed push by British author-
ities to resolve a highly con-
troversial case that has
dragged on for five years and
cost millions of pounds to in-
vestigate.

For BAE, the case raises an
old ghost that the London-
based firm long has tried to
put torest. A successful prose-
cution against it would dent

the company’s reputation,
likely limit its ability to get
public contracts in Europe
and the U.S., and could
prompt the U.S. government
totighten already-strict regu-
lations on their operations
there.

The SFO said Thursday
that it plans to press charges
against BAE pending ap-
proval from the U.K.’s attor-
ney general. Investigators
have been probing potential
bribes paid by BAE to win con-
tracts in various countries, in-

cluding the Czech Republic,
Romania, South Africa and
Tanzania.

BAE, in a statement, said it
is working toresolve the mat-
ters being investigated by the
SFO “at the earliest opportu-
nity.” It added that the com-
pany “has at all times acted re-
sponsibly in its dealings with
the SFO.”

A spokesperson for the at-
torney general said the gov-
ernment’s legal adviser will
assess whether there is suffi-
cient evidence to prosecute

and if it is in the public inter-
est to do so.

The BAE probeis rootedin
allegations involving not the
Eastern European and Afri-
can countries, but rather
Saudi Arabia. In 2004, the
SFO launched a probe into
whether bribes had been paid
by BAE to Saudi officials to se-
cure a massive fighter-jet
deal, known as the Al
Yamamah contract, with the
government of Saudi Arabia.
An investigation quickly

Please turn to page 27
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First lady leads U.S. toward Olympic bid’s finish line

GAME FACE: Michelle Obama arrives at the opening ceremony of the Olympic Congress in Copenhagen on Thursday. The International
Olympic Committee will decide the host of the 2016 Summer Games on Friday. Get live updates on the selection process, at WSJ.com.

EU says top banks pass tests

Long-awaited financial-
system stress tests showed
Thursday that the European
Union’s top 22 banks could
survive a potential €400 bil-
lion, or $585 billion, in credit
losses this year and next if the
region’s economy deterio-
rates more than expected.

By Stephen Fidler,
Alessandra Galloni
and Adam Cohen

In an upbeat interpreta-
tion of the exercise, finance
ministers from the 27-nation
bloc said the tests showed the
large banks had sufficient cap-
ital to handle “a severe macro-
economic deterioration.”

The seemingly soothing re-
port feeds into tension be-
tween EU and U.S. policy mak-
ers over whether or not Euro-
pean banks are sufficiently
capitalized to support an eco-

More pain to come

Realized and expected writedowns or loss provisions for banks

by region

L2 trillion oo

Expected from Q2 2009 to Q4 2010

Il Realized from Q2 2007 to Q2 2009
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UK.

Other Mature*
Europe

Euro area

“comprises: Denmark, Iceland, Norway, Sweden and Switzerland

Source: IMF estimates

nomic recovery. The U.S.
thinks European banks need
more capital, but the stress-
test results seem to indicate
otherwise.

However, banking supervi-
sors who carried out the tests

didn’t provide country-by-
country breakdowns or other
details, raising questions
about the rigor of the exer-
cise and its usefulness. The
22 banks weren’t named.
Please turn to page 3
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Austrian winemakers look
for success beyond whites
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Markets
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DJIA 9509.28 -2.09
Nasdaq 2057.48  -3.06
DJ Stoxx 600  238.62 -1.59
FTSE 100 5047.81 -1.68
DAX 5554.55 -2.13
CAC 40 3720.77 -1.97
Euro $1.4560 -0.38
Nymex crude ~ $70.82  +0.30

Tehran

will send
uranium
abroad

By MARC CHAMPION

GENEVA—Iran agreed in
principle to send “most” of its
known stockpile of enriched
uranium for processing
abroad to make fuel rods for a
medical-research reactor, in
what U.S. and European offi-
cials said after daylong talks
in Geneva on Thursday would
be a significant move that
would delay Iran’s potential
to build a nuclear weapon.

While diplomats were cau-
tious about the outcome of the
talks, held in an 18th-century
villa on Lake Geneva, they said
that the deal to transfer en-
riched uranium, if carried
through, could go a long way
to establishing confidence in
Iran’s intentions and reassur-
ing concerns in the region.

Analysts believe Iran re-
cently has acquired sufficient
low-enriched wuranium to
make one nuclear bomb if the
material were enriched fur-
ther to weapons grade. Asked
how much of that material
Iran would have to send away,
a senior U.S. official said
“most of it.”

U.S. and European officials
also said Iran had agreed to al-
low inspectors from the Inter-
national Atomic Energy
Agency to inspect the recently
revealed uranium-enrichment
facility that Iran has has been
building in secret at Qom, in
north-central Iran. The officials
said they expect Iran to comply
fully with the IAEA within two
weeks. The two sides agreed to
meet for further talks by the
end of the month.

Thursday’s meeting was
the first in six years of negotia-
tions between the interna-

Please turn to page 4
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Unemployment rising
Euro zone’s jobless rate
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Job seekers stand in line at the Federal Office of
Employment in Nuremberg, Germany, this September

Bloomberg News

Euro-zone upturn sags

Unemployment rises
and output declines;
IMF lifts forecast

By NicHOLAS WINNING

LONDON—The euro-zone econ-
omy may have returned to growth in
the third quarter, but the common-
currency area’s recovery from the
deepest recession since World War
II looks likely to be gradual.

Economic data released Thurs-
day showed unemployment in the 16
countries that share the euro has hit
a10%-year high, manufacturing out-
putis falling and German retail sales
are slumping. The International
Monetary Fund raised its euro-zone
growth forecasts, but said the recov-
ery will be sluggish.

“The modest pace of recovery is
consistent with continued housing-
market pressures in some econo-
mies, enduring strains in the largely
bank-based financial sector, and a
drag from the labor markets,” the
IMF said in its latest quarterly
World Economic Outlook.

The Washington-based body said
it now expects the euro-zone econ-
omy to contract 4.2% this year rather
than 4.8%, then grow 0.3% in 2010
rather than shrink 0.3%. Low inflation
should allow the European Central
Bank to maintain very low interest
rates to support the recovery, it said.

The ECB is expected to leave its
key interest rate at a record low of
1% after its monetary policy meeting
next Thursday.

Euro-zone gross domestic prod-
uct shrank 0.1% on a quarterly basis
in the second quarter, a surprisingly
big improvement on the record 2.5%
slump seen in the first three months
of the year. Many economists say the
regionreturned to quarterly growth
between July and September.

But even though many European
countries have launched measures to
support theirlabor markets—suchas
Germany’s incentives for companies
to put workers on shortened hours
rather than lay them off—the euro
zone’sunemploymentrateisstill edg-
ing higher, albeit at a slower rate.

Eurostat, the European Union’s
statistics agency, said the euro
zone’s jobless rate rose t0 9.6% in Au-
gust from 9.5% in July, the highest
rate since March 1999 and two per-
centage points higher than in Au-
gust last year.

Joblosses have been particularly
acute among people under the age
of 25, a sign that the economic crisis
may be marking a whole generation
of graduates and those who decide
to leave school. Eurostat said the
youth unemployment rate in the
euro zone soared to 19.7% in August
from 15.6% in August last year.

“We expect euro-zone unemploy-
ment to continue to trend higher
into 2010, particularly as short-time
working schemes start to expire,”

said Martin van Vliet, an economist
at ING.

Destatis, Germany’s Federal Sta-
tistics Office, said retail sales in the
euro zone’s biggest economy were
1.5% lower in August than in July
and down 2.6% in real terms from Au-
gust last year. That is the sharpest
monthly decline this year and below
market expectations of a 0.1% rise.

The data look particularly weak,
but economists note that they don’t
include car sales, which have been
boosted significantly by the govern-
ment’s €5 billion ($7.32 billion) car-
scrappage program, which has now
expired.

The latest survey of manufactur-
ing companies across the euro zone
by Markit Economics showed out-
put in that sector fell for a 16th con-
secutive month in September, al-
though it is edging gradually closer
to growth.

The purchasing managers index
for the sector rose to 49.3 in Septem-
ber from 48.2 in August. A reading
below 50 indicates output is declin-
ing while a reading above 50 shows
it is expanding.

“While output and orders rose at
increasedrates, the pace of expansion
was lackluster, held back by signs of
momentum waning in some coun-
tries, notably Germany, the Nether-
lands and Spain,” said Chris William-
son, chief economist for Markit.

—Geoffrey T. Smith in Frankfurt

and Ilona Billington in London
contributed to this article.

INDEX TO BUSINESSES

This index of businesses mentioned in today’s issue of The Wall Street Journal Europe is intended to include all significant references to compa-
nies. First reference to these companies appear in boldface type in all articles except those on page one and the editorial pages.

Manufacturing woes hit
U.K. economic recovery

BY ILONA BILLINGTON

LONDON—A raft of economic
datalent weight to the beliefthat the
pace of Britain’s economic recovery
looks set tobe modest and hampered
by the manufacturing sector, which
contracted again in September.

Asurvey showed that manufactur-
ing output fell for a second straight
month, coming in at 49.5 after drop-
ping to 49.7 in August. The key
50-point level defines whether the
sector is contracting or expanding.

Markit Economics and the Char-
tered Institute of Purchasing and Sup-
ply, which compile the survey, said
job cuts and low output levels
weighed on the more positive as-
pects of the survey. Those included a
riseinorders,largely because aweak-
ened pound has buoyed exports.

“The second successive modest
retreat in the manufacturing pur-
chasing managers’ index in Septem-
ber is obviously disappointing, and
highlights the fact thatthe U.K.econ-
omy still faces difficult times de-
spite a probable return to growth in
the third quarter,” said Howard Ar-
cher, chief U.K. and euro-zone econo-
mist for IHS Global Insight.

The PMI’s decline was alsoin line
with a survey out earlier that re-
ported a slight retreat in business
confidence, with manufacturing
companies weighing on the index.

“September’s confidence has
clearlybeendriven by weakening op-
timism amongst manufacturing

Slipping

U.K. purchasing managers index

A A
50 expansion

W contraction

Source: Markit Economics

firms, caused perhaps by theleveling
off of an upturn in global trade vol-
umes,” said Trevor Williams, chief
economist for Lloyds TSB Corporate
Markets, which compiled the survey.

CIPS Chief Executive David Noble
said it is important to remember
that the September PMI figure
doesn’t alter the fact that manufac-
turing has staged a “significant re-
bound” from November’s “unprece-
dented low.”

Somewhat more encouraging
was a survey of lenders from the
Bank of England Thursday showing
that companies found credit more
widely available in the third quarter.

—Adam Cohen in Brussels
and Natasha Brereton in London
contributed to this article.

CORRECTIONS & AMPLIFICATIONS

Garry Kasparov and Anatoly Kar-
pov played their final world-champi-
onship chess match in 1990. A Tues-
day Marketplace article about their
recent match in Spain incorrectly
said their last world-championship
match was in 1987. In addition, Bobby
Fischer played the chess opening Ale-
khine’s Defense a number of times
prior to his 1972 match with Boris
Spassky. The article incorrectly said
Mr. Fischer had never played the
opening before. Mr. Fischer also
opened his sixth game with Mr.
Spassky with the move c4. The article
incorrectly said he opened with d4.

Jean-Dominique Senard is a
Non-General Managing Partner of
Cie. Générale des Etablissements

Michelin. A Thursday Corporate
News article about the company in-
correctly described him as chief fi-
nancial officer.

In Europe, 19 initial public offer-
ings raised $189 million in the third
quarter, down from 30 that raised
$584 million a year ago. A Money &
Investing article Thursday mis-
stated the value of the IPOs in this
year’s quarter as $189 billion.

Clarium Capital Management’s
hedge fund lost nearly 16% through
mid-September. A chart with a Tues-
day Money & Investing article about
hedge-fund managers with contrar-
ian views on the economy incor-
rectly gave the loss as 12%.
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Fed chief calls for team effort to monitor risk

Bernanke proposes
council of regulators
to protect U.S. system

By MAYA JACKSON RANDALL
AND TOM BARKLEY

WASHINGTON—A council of U.S.
regulators—rather than the Federal
Reserve alone—should be charged
with monitoring threats to the U.S.
financial system, Fed Chairman Ben
Bernanke told a congressional panel
Thursday.

Mr. Bernanke’s view that sys-
temic risk-monitoring should be a
group effort could address some
fears that the Obama administra-
tion’s plan to rework the U.S.’s fi-
nance rules would give the Fed too
much power.

Speaking before the House Finan-
cial Services Committee, Mr. Ber-
nanke continued to voice concern
about another controversial ele-
ment of the proposed financial-regu-
lation overhaul: efforts to strip the
central bank of its consumer-protec-
tion role. “I think there are some
costs to separating enforcement
and rule-writing,” Mr. Bernanke
said in response to a question at the
hearing.

He also shed some light on the
Fed’s efforts to review executive pay
at financial institutions, and said
that while the economic recession
may be coming to an end, he re-
mained concerned about a lack of
job creation.

The Obama administration and
the Fed have called on Congress to
rework financial regulations to bet-

CHAIRMAN
BERNANKI

S

Fed Chairman Ben Bernanke testifies at a House Financial Services Committee hearing in Washington on Thursday.

ter prevent future crises. But key
proposals that would boost the
Fed’s power to protect the stability
of the financial system have come
under fire. Critics argue that the Fed
should scale back its regulatory role
and focus more intensely on mone-
tary policy. They also question
whether the central bank has the re-
sources to be a new uber-regulator
of systemic risks.

The proposal to create a Con-
sumer Financial Protection Agency
has also drawn criticism from regu-
lators, who say stripping out that

area of responsibility would hurt
their efforts to protect the sound-
ness of the banking system, and
from some Republicans, who say it
would restrict competition.

In his testimony, Mr. Bernanke
said monetary policy alone is a
“very blunt tool” in seeking to pre-
vent asset-price bubbles, because
you can’t target just one sector. “Ido
think that the first line of defense
needs to be a stronger regulatory
system that would, on one hand, pre-
vent the excessive buildup of risk in
the first place,” he said.

“All federal financial supervisors
and regulators—not just the Federal
Reserve—should be directed and
empowered to take account of risks
to the broader financial system as
part of their normal oversight re-
sponsibilities,” Mr. Bernanke said.

The White House’s top economic
adviser also recently suggested that
other regulators could join the cen-
tral bank in regulating systemic
risk. “Systemic-risk regulation has a
number of elements,” National Eco-
nomic Council Director Lawrence
Summers told a group of reporters.

Bloomberg News

The proposed financial-rule over-
haul would also require that bank
employees’ pay be approved by the
Fed. Mr. Bernanke said Thursday
that the Fed will soon issue guid-
ance for comment on executive com-
pensation.

He named two principles that
will guide the Fed in its effort: The
structure of executive pay shouldn’t
provide incentives for taking risks,
and there should be appropriate
links between performance and pay.

The Fed’s plan would, for the
first time, inject government regula-
tors deep into compensation deci-
sions traditionally reserved for the
banks’ boards and executives.

On the economy, Mr. Bernanke
said that while growth may be start-
ing to come back, it is unlikely to be
fast enough to bring job losses down
to “a pace that we would like to see,”
and thus government assistance
with education or training could be
useful.

Growth has to come in above the
economy’s potential to create a suffi-
cient number of jobs, he said, so the
Fed doesn’t expect arapid decline in
the unemployment rate next year. If
the economy expands at a 3% pace
next year, the jobless rate will likely
remain 9%, he said.

He said he was confident that the
central bank can exit from the uncon-
ventional steps it took at the height
of the financial crisis to keep credit
flowing without stoking inflation.

“I want to assure you that we
have every means of exiting from
the situation and avoiding inflation
evenif we donot sell any of these as-
sets,” he said.

—Michael R. Crittenden
contributed to this article.

EU finance ministers say top banks passed stress tests

Continued from first page

Several European bank analysts
said they hadn’t followed the exer-
cise, and European stock indexes
showed little investor reaction to
the tests. One official observer said
the tests were “designed to reas-
sure.”

By contrast, U.S. bank stress
tests completed in May, while
viewed by some analysts and inves-
tors as choreographed, concluded
that 10 U.S. banks needed to raise
an additional $74.6 billion in capi-
tal and pinpointed how much capi-
tal each bank needed. U.S. stock in-
dexes, and the banking sector, rose
sharply throughout the spring and
summer.

The losses for the 22 European
banks, which represent 60% of EU
banking assets, were calculated as-
suming an economic contraction of
5.2% this year and 2.7% next year.

News in Depth
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That compares with the current
forecasts calling for negative
growth of 4% this year and positive
growth of 0.4% in 2010.

In their statement, the minis-
ters said: “This resilience of the
banking system reflects the recent
increase in earnings forecasts and,
toalarge extent, the important sup-
port currently provided by the pub-
lic sector to the banking institu-
tions.”

They said based on current eco-
nomic forecasts, animportant mea-
sure of capital adequacy—the so-
called Tier 1 capital ratio—would
be well above 9% for the 22 banks,
compared with a minimum require-
ment of 4%. Under the stress tests’
more pessimistic economic sce-
nario, no bank would see its Tier 1
capital ratio fall below 6%.

The results aren’t directly com-
parable with a more extensive
study of the European banking sys-
tem by the International Monetary
Fund, which was published earlier
this week. Nor are the results com-
parable with the U.S.’s stress tests
earlier this year.

The IMF said banks in the 16-na-
tion euro zone wouldn’t need to
raise capital to ensure that banks
had at least a 6% Tier 1 ratio, but
banks would need to raise $150 bil-
lion to increase the ratio to 8% and
$380 billion to boost it to 10%.

The adequacy of European bank
capital cushions has been a source
of friction between European gov-
ernments and the U.S., which had
spilled into meetings of the Group
of 20leading and developing econo-

ECB President Jean-Claude Trichet, left, with Swedish Minister for Finance
Anders Borg during gathering of European finance ministers on Thursday.

mies, whose leaders met in Pitts-
burgh last week.

The U.S. is worried that poorly
capitalized banks could undermine
economic recovery—as they did in
Japan in the 1990s. Ahead of the
G-20 meeting, the U.S. proposed
that all banks increase capital to
comply with a leverage ratio, or to-
tal assets as a multiple of equity cap-
ital, that would imply the need for
major capital-raisings for some big
European banks.

European governments, led by
France and Germany, succeeded in
diluting the U.S. initiative. The capi-
tal-adequacy measures used in Eu-
rope incorporate capital other than

equity and calculate it as a propor-
tion of risk-weighted assets, which
are adjusted for their perceived
riskiness by regulators. For exam-
ple, bonds issued by a bank’s na-
tional government are rated zero.

The IMF calculated that insist-
ing on aleverage multiple of 25, a po-
tential future target for big global
banks, would force U.S. banks to
raise $130 billion in new capital. But
banks in the euro zone would need
to raise much more: $310 billion.
Those in the U.K. would also need a
$120 billion capital boost. These ex-
tra requirements would also fall
most heavily on big banks engaged
in capital markets and derivative ac-
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tivity, bank analysts said.

Even without new rules firmly
in place, some banks are taking ad-
vantage of buoyant stock markets
to boost capital, if modestly. Three
European banks announced this
week they intended to tap the finan-
cial markets for money to boost
their capital.

BNP Paribas SA, France’s larg-
est bank by market value, an-
nounced Tuesday that it would
launch a €4.3 billion rights issue
that it would use, along with other
funds, to pay back the French state
for the €5.1 billion in nonvoting
shares it bought in BNP.

Two Italian banks, UniCredit
SpA and Intesa Sanpaolo SpA, also
unveiled capital-raising plans, ef-
fectively turning their backs on gov-
ernment-sponsored bonds that had
been made available to Italian
banks amid the financial crisis and
said they would tap the financial
markets.

The Italian state-aid packages
came with several strings attached—
including restrictions on dividends
and bonuses—so most Italian
banks have decided not to take up
the government’s offer.

UniCredit announced a €4 bil-
lion capital increase, while Intesa
Sanpaolo said it would issue a Tier 1
hybrid bond worth up to €1.5 billion
to strengthen its finances.

Because BNPis buying out a gov-
ernment stake, its Tier 1 ratio rises
only slightly from 9.1% from 9.3%.
UniCredit’s Tier 1 ratio rises to
8.46% from 7.66%, while Intesa’s in-
creases to 8.1% from 7.7%, accord-
ing to bank analysts.
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U.S. enforces existing sanctions on Iran

o TELEgCTRG
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Washington moves
to crack down
on American firms

By CHIP CUMMINS

DUBAI—The U.S. has begun to
ratchet up enforcement of existing
sanctions on Iran, including crack-
ing down onillegal exports of Ameri-
can products, even as it has threat-
ened fresh economic restrictions on
Tehran.

Over the past three decades, the
U.S. hasimposed a wide range of uni-
lateral measures against Iran, essen-
tially prohibiting American citizens
and companies from doing most
business there. But the measures
haven’t kept American products out
of Iran’s bazaars, showrooms and
high-end retailers.

For years, American authorities
concluded there was little U.S. en-
forcement agents could do about it.
There has been longstanding debate
among policy makers about whether
to spend resources trying to halt the
flow of seemingly harmless consumer
products into Iran. Critics say such
sanctions don’t pressure policy mak-
ers in Tehran and hurt U.S. exports.

But as Washington ratchets up
the pressure on Iran, sanction en-
forcement has become a top priority.
The U.S. Treasury’s Office of Foreign
Assets Control, the agency spear-
heading American sanctions enforce-
ment, has beefed up its investigative
and enforcement teams, officials say.

“We’ve been more effective, more
aggressive and more public in our en-
forcement,” said Adam Szubin,
OFAC’s director, in an interview.

As part of that broader push,
OFAC has held discussions with some
American manufacturers about
whether they are doing enough to en-
sure their products aren’t illegally
making it into Iran, U.S. officials said.

Agence France-Presse

An Iranian woman buys various items, including a bottle of Coca-Cola, at a grocery in Tehran

Years of sanctions | Some of the highlights of U.S.-Iranian trade troubles

1979: Aster the Iranian revolution
and seizure of the U.S. embassy in
Tehran, President Carter freezes Iranian
assets and orders broad sanctions.

1987: Amid the tanker war in the

Persian Gulf pitting Iran against Iraq,

President Reagan orders an embargo
on Iranian-origin goods.

1995: president Clinton restricts USS.
involvement with petroleum develop-
ment in Iran, citing Iranian sponsorship
of international terror and Iran’s pursuit
of nuclear weapons.

“It is reasonable for us to ask,
what have you done to make sure
your export doesn’t go to Iran,” Mr.
Szubin said. “We won’t counte-
nance willful blindness.”

Agencies are focusing in some
cases on instances where they sus-
pect American manufacturers could

1997: Ciinton further tightens
sanctions, effectively barring U.S.
citizens and companies from most
trade and investment.

2000: The USS. allows Americans
to buy Iranian carpets, dried fruit,
pistachios and caviar.

2007: Bush administration imposes
broad economic sanctions on Iran’s
Revolutionary Guard, state-owned banks,
companies and individuals.

be turning a blind eye to foreign sub-
sidiaries, distributors or customers
who are improperly reselling goods
into Iran, according to another U.S.
official. Other agencies, including
the Departments of Justice and Com-
merce, are increasingly cooperating
with Treasury, officials say.

2008: us. Treasury sanctions Iran’s
state-controlled shipping company.

2009: us. officials say they will
push for new U.N. sanctions if talks
fail to convince Iran to cooperate with
the West over nuclear ambitions. U.S.
Congress and Obama administration
mull fresh, unilateral sanctions.

Sources: U.S. Treasury; WSJ research

Earlier this year, the U.S. Securi-
ties and Exchange Commission que-
ried Hewlett-Packard Co. about its
Iran business. In correspondence re-
leased by the SEC, the Palo Alto, Ca-
lif., company said a European subsid-
iary sold products to third-party dis-
tributors in the United Arab Emir-

ates, which resold them into Iran.

It said the sales didn’t break any
rules, but that it had stopped doing
business with the distributors. In a
statement, H-P said the query was
part of a “routine staff review” of
Hewlett-Packard’s annual SEC fil-
ing. A spokesman for the SEC de-
clined to comment. The status of the
SEC query isn’t clear.

There are exceptions to restric-
tions on American exports to Iran,
making it sometimes difficult to de-
termine what is legal and what’
isn’t. Foreign subsidiaries, for in-
stance, sometimes aren’t under the
same restrictions as their American
parent, according to officials.

Caterpillar Inc., of Peoria, Ill.,
says that under current U.S. sanc-
tions its foreign subsidiaries may,
under some circumstances, sell its
heavy machinery to independent
dealers that resell to users in Iran.

Closely held Arya Machinery,
with offices in Tehran, markets it-
self on its Web site as Iran’s exclu-
sive dealer of Caterpillar equip-
ment. A senior sales executive at the
company, in a telephone interview,
said Arya buys equipment from a
Caterpillar subsidiary in Europe.

A Caterpillar spokesman de-
clined to comment about Arya, but
said in a statement that Caterpillar
hasno assets, operations or employ-
eesin Iran and is in “full compliance
with all applicable laws.”

At Dubai’s bustling downtown
wharf, Iranian sailors load goods
bound for a handful of Iranian ports,
some as close as a day’s voyage.
Stacks of Chinese tires, South Ko-
rean batteries and German white
goods stand in long rows, waiting to
be loaded onto wooden dhows.

There are no laws here against
shipping everyday, American-brand
goods across the Persian Gulf to Iran.

“If the product is legal here and
legal in Iran, we take it,” says a cap-
tain loading his dhow with Chinese-
made food products.

Iran to hand over most of its uranium stock, say envoys

Continued from first page
tional community and Iran over its
nuclear fuel program in which the
U.S. has participated fully. The talks
included a rare one-on-one meeting
between the U.S. State Department’s
No. 3 official, Undersecretary of
State for Political Affairs William
Burns, and Saeed Jalili, secretary of
Iran’s national security council.

The senior U.S. official described
that meeting, held in a sitting room
off the villa conference hall where the
main talks were held, as “direct and
businesslike.” The official said Mr.
Burns had stressed U.S. concerns
over the Qom site and other questions
regarding Iran’s nuclear program
that it has yet to answer fully to the
IAEA, as well as human-rights issues.

In turn, Mr. Jalili raised issues
that Iran has said it wants future
talks to focus on, including regional
security, the disarmament of nu-
clear-armed states, and the global
economic crisis. Mr. Jalili said at a
press conference later that itis these
issues that Iran wants to discuss
when the negotiators meet again.

“Thisis only a start [of anegotiat-
ing process], and we shall need to
see progress on some of the practi-
cal steps we have discussed today,”
said Javier Solana, the European
Union’s foreign-policy coordinator,
who has acted as point man for the
so-called P5+1 group—the U.S., Rus-

sia, China, France, the U.K. and Ger-
many—in nuclear talks with Iran.

Those steps include an initial trip
to Tehran by IAEA Director-General
Mohammed ElBaradei on Saturday to
discuss access to the Qom facility; ac-
cess for IAEA inspectors within
weeks; a meeting of Iranian experts
with IAEA counterparts to work out
the details of a deal on processing ura-
nium abroad for the medical-re-
searchreactor; and discussions to pre-
pare the ground for a second round of
talks by the end of the month.

Asked if thought the Iranians
had come to the meeting with a dif-
ferent approach than before, Mr.
Solana said he thought they had.
They arrived knowing there was “a
different setting,” particularly since
the U.S. was for the first time fully in-
volved in the talks, Mr. Solana said.

Iran recently asked the IAEA to
provide uranium enriched to
19.75%—more refined that that
needed for a civilian power plant,
but substantially less refined than
weapons grade fuel—for a medical-
research reactor in Tehran. The fuel
for the reactor was provided by Ar-
gentina in 1993, and Iran said the
fuel will run out by December 2010,
according to the U.S. official.

In response, the IAEA, backed by
the P5+1, has proposed that Iran pro-
vide the low-enriched uranium re-
quired to be further enriched in Rus-

@ INTERCONTIN
GENEVE

Iran’s chief nuclear negotiator, Saeed Jalili, speaks to reporters after talks in Geneva.

Associated Press

sia and then turned into fuel rods in
France. Iran lacks the technology to
make the rods on its own or to repro-
cess them into weapons-grade fuel if
itreceived them, the U.S. official said.

Russia and the West have long
tried to persuade Iran to buy en-
riched uranium rather than enrich
the material itself, a process that
could give Iran the capacity to “break

out” and create fuel for nuclear weap-
ons. The U.S. official said the current
deal was merely a “small step” to-
ward confidence building, rather
than toward such an outcome.
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Asda seeks to raise customer loyalty

Under new policy, company will consult shoppers about products, packaging; rewards offered for bright ideas

BY LILLY VITOROVICH

LONDON—Asda Group Ltd., the
U.K. supermarket business of Wal-
Mart Stores Inc., said it will try to
gain customers’ loyalty by giving
them more say in how the stores are
run.

Asda said that under its new pol-
icy, customers would be consulted
about every aspect of the business,
having input on things like product
development and the feel of packag-
ing. Beginning in January, 18,000
regular Asda shoppers will be given
access to products before they are
launched in its stores.

Making a dig at its rivals’ cus-
tomer-loyalty programs, Asda Chief
Executive and President Andy Bond
said he thought customer loyalty
couldn’t be bought with plastic
points or discount vouchers.

Loyalty plans are one of the
many ways that the British super-
markets compete with each other.
For more than a decade, they have
tried to outdo each other.

Market leader Tesco PLC started
the trend with its successful Club-
card, which gives customers points
for each pound spent and allows
them to trade those points for Tesco
goods. Based on the sales data it col-
lects, Tesco then tailors offers to
each customer’s shopping habits.
Most of Tesco’s rivals have followed
suit with card or voucher programs
of their own.

Asda instead has focused more
on advertising its competitive
prices. Now Asda, the second-big-
gest supermarket chain by U.K. mar-
ket share behind Tesco, is hoping
that involving customers more in
business decisions will gain their
loyalty as much as specially tailored
discounts.

“My ambition for Asda is to ac-
tively involve customers in every as-
pect of the business, to lift the lid on
how we do things, and enable our
customers to help make decisions
that have an impact on what we sell

Consumed by pessimism

Asda’s loyalty plan aims to capture research from British pollster Philip Gould
showing how the recession and the Internet have shaped consumers’ attitudes.

Personally, they’ve become more thrifty*

1,115 people polled

The credit crunch has taught all of us to be less
wasteful and even when the economy does pick up,

| will carry on being more careful with money.

720

| am less likely to buy things on credit now than | used
to be, and | try harder to live within my means.

60

In these more diffi cult economic times, we need
to return to simpler, old fashioned values.

77

Family and friends

Police
L E
Supermarkets

36
Teachers
—  E
Politicians
| 13

“Pulse of the Nation, a weekly online survey of regular Asda customers
“*Populus, independent U.K. pollster, interviewed 1,031 U.K. residents over 18 years old, online, between Feb. 20 and 23

Source: Asda

and how we sell it,” Mr. Bond said.

Asda also unveiled a new blog,
“Aisle Spy,” and introduced a num-
ber of webcams within its opera-
tions—including a dairy farm, a car-
rot processing plant, and its head of-
fice in Leeds.

It will also open a new “transpar-
ent” store in Gorseinon, South
West Wales, next year. Glass walls
will replace brick walls to expose ar-
eas of the supermarket normally

kept out of view.

Since Tesco introduced its Club-
card in February 1995, 15 million
shoppers have signed up for the
plan in the U.K. In May, the retailer
said it would spend £150 million
($239.7 million) on the relaunch of
Clubcard—offering double the num-
ber of points for each pound spent
that it previously offered—which it
hopes will lure one million addi-
tional members.

They have low faith in public institutions™

Which of the following individuals, organizations or companies
do you trust to be on your side during the recession?

P

People shopping for groceries at an Asda store

The Internet has led them to place their trust in

transparent institutions® 1,878 people polled

86%

| trust a company that is open and honest about
business practices

51%

| have looked online for reviews written by other
consumers about products

71

| have used the Internet to research important
purchase decisions

In response, rival Sainsbury
launched a new “multimillion-
pound” in-store voucher program
last month, designed to tailor
money-off coupons to individual cus-
tomers. It is also part of another
card-reward program, Nectar,
where members receive points
when they spend money at a num-
ber of retailers or service providers.

Mr. Bond didn’t say whether
Asda was planning its own card or

80

voucher loyalty plan.

However, starting early next
year, Asda also will reward custom-
ers who come up with the “brightest
idea” that saves the business
money. If the suggestion is imple-
mented and saves Asda £2 million, a
customer could be in line to receive
a check for £100,000, or 5% of the
first year’s saving.

—Kathy Sandler
contributed to this article

Many health-food claims struggle with scientific rigor

By MATTHEW DALTON

BRUSSELS—European scien-
tific authorities Thursday rejected
dozens of health claims made by
food companies, in a sign of how
tricky it will be for them to get
some of their most popular claims
past a European Union drive to
bring scientific rigor to the health
foods.

A panel of the European Food
Safety Authority issued nearly a
hundred opinions on health claims,
about two-thirds of which were neg-
ative. The rejections included
claims on special bacteria that are
supposed to aid digestion and
boost theimmune system beta caro-
tene additives for sunscreen and
shark cartilage for healthy joints.

The panel rejected two-thirds of
the claims, and half of these were re-
jected because the substance in
question wasn’t adequately de-
scribed, the EFSA said in a state-
ment. The claims that were ac-
cepted related mainly to vitamins
and minerals known to promote
health, dietary fiber, fatty acids for
lowering cholesterol and sugar-

free gum that is good for the teeth.

EU governments agreed more
than two years ago to submit
health claims to scientific scrutiny,
with the goal of producing a list of
allowed claims for products sold
anywhere in the EU. The panel’s
opinions now will be reviewed by
the European Commission, the
EU’s executive branch, and officials
from the EU national governments
before coming into force.

The reviews will be particularly
important for Danone SA, since the
appeal of two of its major yogurt
brands, Activia and Actimel, are
founded on the company’s claims
that strains of bacteria help diges-
tion (Activia) and boost the im-
mune system (Actimel).

The EFSA panel took a dim view
of some bacteria supplements—
known as probiotics—in the opin-
ions released Thursday, though
none of the opinions were on
health claims specifically used by
Danone or Nestlé SA, which also
sells products with bacteria supple-
ments. A Danone spokesman de-
clined to comment. A spokes-
woman from Nestle said the com-

EU reviews of health claims will be particularly important for Danone, which
claims that strains of bacteria in its Activia yogurt help digestion.

pany is reviewing the EFSA panel’s
opinions and wouldn’t comment
further.

In one opinion, the panel said

the data provided weren’t compel-
ling enough to justify the claim that
the bacteria Lactobacillus casei F19
improves bowel functioning. The

Associated Press

panel also rejected claims that sev-
eral other bacteria reduce levels of
harmful intestinal organisms.

Danone has previously fought
criticism of the claims it makes on
its probiotics products. Two weeks
ago, the French firm’s U.S. unit
agreed to change its marketing
practices and reimburse customers
$35 million for its probiotic prod-
ucts to settle a class-action law-
suit.

The opinions released Thursday
by the European panel were mainly
in response to claims submitted by
EU national governments and not
by specific companies, which have
submitted their own applications
to use health claims

Beta-carotene added to sun-
screen wasn’t shown to maintain
the skin’s immune response under
exposure to ultraviolet rays, the
panel said. Nor did shark cartilage
help the joints: The panel said the
studies presented didn’t demon-
strate an effect and also that the ac-
tual composition of the shark carti-
lage wasn’t adequately described.

—William Horobin
contributed to this article.
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Lagarde b

France Télécom CEO
is pressured by spate
of suicides to resign

By MAX COLCHESTER

PARIS—French Finance Minister
Christine Lagarde on Thursday
voiced her support for France Télé-
com SA’s chief executive, who is
coming under increased pressure
from French unions and opposition
politicians over arecent spate of sui-
cides at the company.

Ms. Lagarde summoned France
Télécom Chief Executive Didier Lom-
bard to a meeting after the telecoms
company confirmed earlier this
week that one of its employees had
committed suicide. It was the 24th
suicide at the company in 18
months.

In a statement released after the
meeting, Ms. Lagarde said she had
“full confidence” that Mr. Lombard
could get the company through
“this difficult and painful moment.”

The French state, which owns a
27% stake in France Télécom, has
been keeping a close eye on the com-
pany, following complaints by
unions that an ongoing restructur-
ing plan at the company is putting
workers under undue stress. The sui-
cide rate among the company’s
100,000 employees is in line with
France’s national average. Still,
unions say that the relocation of
staff to different branches of the
company around France has added
pressure onto employees and their
families.

A spokesman for France’s opposi-
tion Socialist Party had called on
Tuesday for France Télécom’s top
management to take responsibility
for the suicides and step down. Sev-
eral hundred France Télécom work-
ers also took to the streets to pro-
test against working conditions.

In the statement released after

Bloomberg News

acks Lombard

Christine Lagarde, shown Thursday in Paris, supported France Télécom CEO Dider
Lombard following calls for his resignation from the opposition Socialist Party.

Thursday’s meeting, France’s Fi-
nance Ministry said Mr. Lombard
had set up an emergency hotline
aimed at providing help to de-
pressed workers. The company has
also increased the number of psy-
chologists available to staffers, ac-
cording to the statement.

France Télécom said earlier in
the week that it had appointed a su-

pervisor to oversee all future job
transfers within the company. The
company also said it would hold off
relocating staffers until October 31.

Mr. Lombard announced earlier
this year he would step down as
France’s Télécom’s chief executive
in 2011 and be replaced by Stéphane
Richard, a former top aide to Ms.
Lagarde.

EU gains an ally on mobile rates

BY MIKE GORDON

LUXEMBOURG—A legal adviser
to Europe’s highest court on Thurs-
day recommended the court uphold
a Europe-wide law forcing mobile-
phoneoperatorsto cut theratesthey
charge for using a mobile phone
abroad.

Four of Europe’s largest mobile-
telecommunications operators—
Vodafone Group PLC, Telefénica
SA’s 0,, Deutsche Telekom AG’s
T-Mobile and France Télécom SA’s
Orange—have challenged the legal
basis of the European Union’s roam-
ing regulation, passed in 2007,
which mandated a substantial reduc-
tion in charges.

The regulation initially set caps
of 49 European cents (72 U.S. cents)
a minute for making calls and 24
cents forreceiving calls when travel-
ing abroad. Further annual reduc-
tions will take the caps down to 35
cents and 11 cents, respectively, by
2011. The capsapply toall27 EU coun-
tries, as well as Norway, Iceland and
Liechtenstein.

Before the EUregulation, a callin
the EU could cost about €1.70 a
minute for a German traveling in
Austria and €2.50 for a Belgian call-
ing from Cyprus, according to data

from the European Commission, the
EU’s executive arm.

The idea that consumers should
pay more when they are traveling in
Europe than in their home country
goes against the principles of the Eu-
ropean single market, said Viviane
Reding, the EU’s telecommunica-
tions commissioner. The EU has
since forced similar roaming rate
cuts for SMS text messaging and mo-
bile Internet downloads.

While the move was ahit with con-
sumers, mobile operators across Eu-
rope complained they lost a signifi-
cant revenue stream. Vodafone, O,
T-Mobile and Orange brought their
casebeforethe U.K. courts, challeng-
ing the British law that was brought
in to comply with the Europe-wide
legislation.

The U.K. High Court has asked
the European Court of Justice to
rule on whether the roaming regula-
tion was passed on the proper legal
basis. The court is also asking
whether certain elements of the
roaming law imposing the same
rates across Europe are excessive or
violate national sovereignty.

Advocate General Poiares Ma-
duro said Thursday the EU was enti-
tled to impose limits on the prices
charged by mobile-phones compa-

nies for roaming calls in the inter-
ests of the internal market.

“The differences in price be-
tween calls made within one’s own
member state and those made while
roaming could reasonably be re-
garded as discouraging the use of
cross-border services, such as roam-
ing,” he said. “Such discouragement
has the potential to impede the es-
tablishment of an internal market in
which free movement of goods, ser-
vices and capital is ensured.”

A Vodafone spokesman said the
company will continue to present its
case. “Clearly we need to look at the
details of the court adviser’s opin-
ion,” hesaid. “Thisisnot about retail
roaming prices—they’ll continue to
fall. This is about a point in princi-
ple.”

A Deutsche Telekom spokesman
said the company was sticking to its
opinion that regulatory measures
were unjustified, as there was
enough competitioninthe European
mobile market, while a spokesman
for France Télécom said the com-
pany would wait for the court’s final
decision. O, wasn't immediately
available to comment on the issue.

—Ruth Bender in Paris
and Archibald Preuschat
in Diisseldorf, Germany,
contributed to this article.

Femsa opens new front
in wave of beer mergers

By DANA CIMILLUCA
AND JEFFREY MCCRACKEN

Femsa, one of the largest bever-
age companies in Latin America, is
in talks to merge its beer operations
with a larger rival in a deal that
could be valued at as much as $9 bil-
lion and would continue a global
wave of brewing consolidation, peo-
ple familiar with the matter said.

Fomento Economico Mexicano
SAB, as Femsa is officially known,
has held discussions with beverage
companies including SABMiller PLC
and Heineken NV, the people say. It
is being advised by NM Rothschild
& Sons Ltd. The talks recently have
become more formal and serious,
the people said, adding that no deal
is imminent.

Femsa, which traces its roots to a
brewery founded in Monterrey, Mex-
ico, in 1890, is comprised of three
businesses: soft drinks, beer and are-
tailer. The beer operation produces
and distributes brands including
Tecate, Sol and Dos Equis and has
roughly $4 billion in annual sales.
The Monterrey-based company, con-
trolled by Mexican families, is led by
Chairman and Chief Executive José
Antonio Fernandez Carbajal.

A wave of consolidation in the
global beer market that culminated
with the November 2008 purchase
of Anheuser-Busch Cos. by the Bra-
zilian-Belgian company InBev NV
for about $52 billion has put pres-
sure on smaller brewers to find
larger homes. Femsa controls just
under half of Mexico’s beer market
as the No. 2 player in a duopoly with
Grupo Modelo SAB.

Acquiring Femsa’s beer unit
would give SABMiller or Heineken a
big stake in Mexico, one of the most
profitable beer markets in the
world. The deal also would put them
into competition with Anheuser-
Busch InBev NV in Brazil, where An-
heuser is the dominant player
through its AmBev division.

Femsa has “moved beyond just
contemplating it,” said a person fa-
miliar with the matter. “I think they
want to do it now.”

Femsa Chairman and CEO
José Antonio Fernandez Carbajal

A spokeswoman for Femsa de-
clined to comment, as did represen-
tatives for SABMiller and Heineken.

Buying Femsa also offers oppor-
tunities for growth in the U.S.,
where its Tecate and Dos Equis
brands have enjoyed healthy sales
growth. Heineken, based in the Neth-
erlands, is the exclusive importer of
Femsa brands in the U.S. under a
long-term agreement.

Femsa’s Coca-Cola Femsa unit is
the largest Coke bottler in Latin
America, as measured by sales vol-
ume. Coca-Cola Co. owns 31.6% of
the bottler and the public owns
14.7%.

Amid competition with Modelo,
Femsa’s beer division has underper-
formed the company’s other units,
according to J.P. Morgan Chase ana-
lyst Alan Alanis. Volumes fell 6% and
8% in Mexico and Brazil, respec-
tively, in the second quarter.

Femsa’s American depositary re-
ceipts rose 17% to $44.40 at 4 p.m.
Thursday in composite trading on
the New York Stock Exchange.

—David Kesmodel
contributed to this article.

Cisco acquires Tandberg
to expand role in video

By BEN WORTHEN

Cisco Systems Inc. agreed to
buy Norway-based Tandberg ASA
for about $3 billion, expanding its
push into video conferencing sys-
tems that help people work to-
gether from different locations.

The deal, announced early
Thursday, is an all-cash tender of-
fer that Cisco characterized as an
11% premium to Tandberg’s clos-
ing price Wednesday.

The move allows Cisco to use
utilize some of its $35 billion in
cashreserves and steps up compe-
tition with Hewlett-Packard Co.,
which like Cisco sells high-end
video-conferencing systems to
businesses. H-P also resells some
Tandberg video systems.

Tandberg, which reported reve-
nue of $809 million in 2008, makes
a range of video-conferencing
products, including high-end sys-
tems that compete with Cisco’s
and video software that runs on a
personal computer.

The acquisition “instantly ex-
pands our portfolio of high-end
video products to go from the desk-
top to the boardroom,” said Ned
Hooper, Cisco’s chief strategy of-
ficer.

High-end telepresence is still a
small market, with world-wide
sales of the big, multiscreen sys-
tems in which Cisco specializes
still less than $500 million a year,
according to an estimate by Wain-
house Research. But it’s one of the
few technologies that has bene-
fited from the recession, rising
30% from last year as businesses
look to reduce travel expenses.

Cisco Chief Executive John
Chambers said he will move
Cisco’s telepresence business un-
der Tandberg CEO Fredrik Hal-
vorsen.

“Fredrik has almost an unlim-
ited blank check,” Mr. Chambers
said. “This isn’t a matter of syner-
gies or cutting costs.”

—Roger Cheng
contributed to this article.
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Pact to save GM’s Saturn unit unravels

Penske abandons bid after failing to reach manufacturing agreement with Renault; GM says it will close dealers

BY SHARON TERLEP
AND JOHN D. STOLL

A deal to save General Motors
Co.’s Saturn brand fell through after
former race-car driver Roger Pen-
ske unexpectedly abandoned a bid
to buy its network of dealers,
prompting GM to say it would shut
the operation down.

The novel bid to create a car com-
pany that didn’t build cars fell apart
when Penske Automotive Group
Inc. failed to secure a related agree-
ment to have France’s Renault SA
supply autos for dealers to sell when
GM stopped building Saturns in
about two years, people familiar
with the matter said.

Consequently, Penske Automo-
tive ended discussions with Renault
on Wednesday—hours after GM’s
board approved the sale, according
to people familiar with the situation.

The sudden collapse of the sale
puts at risk 13,000 more jobs in the
auto sector. It also likely will add Sat-
urn’s 350 dealers to the thousands
of U.S. auto retailers that are closing
in the car industry’s worst down-
turn since World War II.

GM Chief Executive Frederick
“Fritz” Henderson said in a state-
ment that Saturn and its dealership
network will be phased out. “This is
very disappointing news and comes
after months of hard work by hun-
dreds of dedicated employees and
Saturn retailers who tried to make
the new Saturn a reality,” Mr. Hend-
erson said.

“We will move quickly to wind
down Saturn so we can get on with
[GM’s] four core-brand strategy,” GM
Treasurer Walter Borst said at an ana-
lysts’ conference Thursday in Scotts-
dale, Ariz. Mr. Borst added that GM is
“redoubling” its efforts to finalize a
deal to sell Hummer to China’s Si-
chuan Tengzhong Heavy Industrial
Machinery Co., and expects the sale
tol close by the end of the year.

The Penske announcement came
as a “huge surprise” to dealers, GM
and Treasury Department officials, ac-

Associated Press
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Former race-car driver Roger Penske didn’t want to acquire Saturn’s manufacturing assets. His plan would have created the

first car brand without its own factories.

cording to people familiar with the
matter. The government had pressed
for GM to jettison money-losing
brands Saturn, Pontiac, Saab and
Hummer as a condition of the $50 bil-
lionin Treasury loans the company re-
ceived. GM’s board on Wednesday
approved Mr. Penske’s bid to take
over Saturn dealers, people familiar
with the matter said.

But Mr. Penske didn’t want to ac-
quire Saturn’s manufacturing, set-
ting up what would have been the
first car brand without its own facto-
ries. Under their agreement, GM
would have continued producing
Saturn vehicles for about two years.

Mr. Penske had thought he had an
agreement with Carlos Ghosn,
Renault’s chairman and chief execu-

tive, to supply Saturn models after
that, but the Renault board balked at
the plan, people familiar with the mat-
ter said. Mr. Penske received a phone
call Wednesday informing him of
Renault’s decision, these people said.

Penske Automotive declined to
comment on the Renault talks. It said
in a statement that it believed it had
an agreement with an unidentified
car maker to supply Saturns and,
“without that agreement, the com-
pany has determined that the risks
and uncertainties related to the avail-
ability of future products prohibit the
company from moving forward with
this [Saturn] transaction.”

In a statement, a spokeswoman
for the French car maker said:
“Renault has been in contact with

Penske to supply cars, parts and
technology to Saturn through an
OEM [original equipment manufac-
turer] agreement. The conditions
for an agreement have not been
found.”

For Saturn, it likely means the
end of the road for a quirky brand
that analysts believe never made
money inits 19-year history. GM cre-
ated Saturn in an attempt to better
compete against Japanese auto mak-
ers such as Toyota Motor Corp.

Saturn won loyal fans who liked
its customer-friendly image and no-
haggle sales policy. But GM pro-
duced few new Saturn models in the
1990s and, despite a flurry of criti-
cally acclaimed cars added this de-
cade, it never met its sales targets.

Saturn’s slide
Vehicle sales, in thousands
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People familiar with the situa-
tion said a deal with Penske was due
to be announced as soon as Thurs-
day, and Penske had already distrib-
uted new franchise agreements to
dealers. “We were running 300
miles an hour about three hours ago
to get this done, and then we hit a
wall,” GM spokesman John Mec-
Donald said Wednesday. “This s dis-
appointing.”

The chance of another buyer step-
ping in to purchase Saturn is re-
mote, a person familiar with the situ-
ation said.

“I don’t know where this puts
us,” said Marty Mollway, sales man-
ager of Saturn of Oak Lawn in Oak
Lawn, Ill. “I don’t know where we go
from here.”

Up until earlier Wednesday, Sat-
urn dealers were being told that the
sale of the unit would be complete
“in the next few days,” this person
said. These dealers were asked to
rush to complete several initiatives
needed for the closing, including
submitting customer service infor-
mation, and inventory data.

Saturn has 350 dealers and the
Penske deal was seen saving some
13,000 jobs. The dealers had pressed
GM to seek a sale after the auto
maker initially planned to phase out
production.

Without cash for clunkers, U.S. auto sales drop sharply

By MATTHEW DOLAN
AND JEFF BENNETT

U.S. auto sales fell significantly in
September after the end of the fed-
eral government’s “cash for clunk-
ers” incentive program, with General
Motors Co. and Chrysler Group LLC
suffering the sharpest declines.

Car makers sold an estimated
740,000 vehicles in September, down
roughly 25% from the same month
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last year, Ford Motor Co. estimated.
An exact total was unavailable Thurs-
day afternoon because some compa-
nies were still reporting results.

September’s seasonally adjusted
annualized selling rate came in at
about 9.3 million vehicles, car makers
estimated. That’s a big drop from
July and August, when clunkers re-
bates caused the sales pace to spike.
The July annualized rate was 11.4 mil-
lion and August’s was 14.2 million.

“Call it the ‘cash-for-clunkers’
hangover,” said Mike Adamson, who
sells new cars and trucks from Ford
and Hyundai in Rochester, Minn.

GM’s September sales fell 45% to
155,679 cars and light trucks, while
Chrysler’s dropped 42% to 62,197.
Both GM and Chrysler were hurt by a
shortage of vehicles on dealer lots, a
hangover of the bankruptcy restruc-
turings both companies endured.

“I don’t think customers, when
they drive by a dealership and see
there’s nothing there, feel very moti-
vated to come in,” said Steve Cook, a
GM dealer in Vassar, Mich.

Honda Motor Co. also suffered a
sizable decline of 20.1%, to 77,229 ve-
hicles. Ford fared better, with its
sales falling 5% to 114,241 vehicles.

Sales at Toyota Motor Corp. dropped
12.6% to 126,015 vehicles.

Despite Chrysler’s steep decline,
Chief Executive Sergio Marchionne
said Thursday the auto maker is “not
bleeding like people think we are,” al-
though Chrysler will continue to expe-
rience “painful” sales results while it
restructures.

Mr. Marchionne said Chrysler,
which has an alliance with Fiat SpA,
continues to cut costs and Septem-
ber’s 42% decline in new-vehicles
sales doesn’t reflect the company’s fu-
ture. He added that the clunkers in-
centive, which drove purchases in Au-
gust, was a disturbance.

“We are undergoing a painful pro-
cess,” Mr. Marchionne said during a
press briefing with Italian Economy
and Development Minister Claudio
Scajola, who was visiting the compa-
ny’s headquarters in Auburn Hills,
Mich. “But we need to go back to the
real starting point.”

The September selling rate was in
line with June’s, an indication the
clunker program gave the industry a
short-term shot in the arm but per-
haps without stealing sales from fu-
ture months. Car makers remained
hopeful new-vehicle sales will edge

higher in the fourth quarter amid a
modest recovery in the economy.

“Fortunately, the fourth quarter
looks brighter and our year-over-
year comparisons should look more
favorable,” Mark LaNeve, vice presi-
dent for G.M.’s U.S. sales, said in a
statement. “We are hopeful we will
see a year-over-year increase in the
fourth quarter.”

Emily Kolinski Morris, a senior
economist at Ford, said the U.S. car
market was very difficult to inter-
pret, saying that overall conditions
were improving even though the gen-
eral economy and credit markets re-
mained “fragile.”

As its competitors flagged, Ford
estimated it gained over two points
of market share versus last year in
September and the third quarter. Sep-
tember marked the 11th time in the
last 12 months Ford gained retail mar-
ket share.

The clunkers program offered as
much as $4,500 to customers who
traded in old vehicles for new, more-
fuel efficient models. More than
700,000 vehicles were sold with the
rebates between July and Aug. 24,
when the Transportation Depart-
ment stopped the program because it

was about to exhaust its budget.

Despite the end of the govern-
ment stimulus, auto makers didn’t ap-
pear to raise significantly their own
customer incentives in September.
Edmunds.com, an automotive Web
site, estimated that the average U.S.
incentive was $2,557 per vehicle
sold, up 3.4% from August 2009 but
down 11.9% from September 2008.

In Europe, France is planning to
cut back some of its support for the
auto industry, according to the gov-
ernment’s draft budget. It is trim-
ming a €1,000 ($1,462) car-scrapping
incentive that was introduced this
year to get old, fuel-thirsty cars off
the road.

Those and other incentives, along-
side company promotions, were cred-
ited with boosting September new-
car registrations 14.1% on year, the
French Automobile Manufacturers
Association said. France also pays a
bonus to buyers of fuel-efficient cars
and adds surcharges to prices of fuel
guzzlers.

Clunker programs also helped
September car registrations in Italy,
where they rose 6.8% compared to
September 2009, and in Spain, where
they were 18% higher on the year.
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Paths on Iran policy start to take shape

Nation’s early cooperation points the way on some disputes, but a road map for long-term success is more blurry

By GERALD F. SEIB

Iran, it appears, was more coopera-
anticipated talks with the U.S. and
other world powers onits nuclear pro-

Now comes the next phase: decid-
ing whether that’s a good thing or a

Good, because in Thursday’s talks
Iran toed the mark set down for it on

up its newly dis-

CAPITAL closed covert ura-

JOURNAL plant to outside eyes—

and in general
ously.

Or bad, because the outcome
just enough ground to string out the
talks, earning international legiti-
sential to their nuclear program.

It’s way too early to know which of
This is the phase of first impressions,
not final outcomes.
heading into Thursday’s talks that any-
thing short of a food fight inside that
they were held would have been
judged a success.
than just the absence of a debacle to
show for the day’s work. Most signifi-
stantive and symbolic problem it was
handed last week, when U.S. President
ish counterparts disclosed the exist-
ence of a previously secret uranium-
holy city of Qom.

The question going in was whether
wall about a secret facility with obvi-
ous potential military applica-

tive than many expected in its much-
gram.
bad thing.
at least one important item—opening
nium enrichment
seemed to be taking the talks seri-
showed the Iranians know how to give
macy without giving up anything es-
those paths is opening up, of course.
Still, expectations were so low
18th-century villa in Geneva where
And in the end there was more
cantly, Iran dealt with the glaring sub-
Barack Obama and his French and Brit-
enrichment facility near the Iranian
Iran would simply bluster and stone-
tions—as Iranian officials had hinted

Undersecretary of State for Political Affairs William Burns, head of the U.S. delegation, left, and European Union
foreign-policy chief Javier Solana attend a meeting in Geneva on Thursday to discuss Iran’s nuclear program.

they would—or instead do something
to come clean. The Iranians did thelat-
ter by agreeing to allow inspectors
from the International Atomic Energy
Agency into the plant, apparently
within two weeks. That isn’t quite
within “days,” as the U.S. had sought,
but it’s close.

Beyond that, Western diplomats
said beforehand that, given the deep
suspicions on all sides, a simple agree-
ment to hold a second round of talks
would be a sign that something seri-
ous happened Thursday. And indeed,
there was an announcement of an-
other round, later this month.

Inaddition, there was abit of a sur-
prise: an agreement that the U.S. and

other powers would enrich uranium
for Iran to use in amedical-researchre-
actor. That may not sound very signifi-
cant, but it’s at least a nod toward a
path the West has suggested Iran
could travel if it genuinely wants nu-
clear power rather than nuclear weap-
ons: Let other countries (Russia, most
likely) enrich nuclear fuel and send it
to Tehran, giving it fuel for nuclear
power plants without developing an
enrichment capability that could pro-
duce weapons.

So now we all know the path just
ahead. Longer term, the Obama admin-
istration faces the tougher job of de-
ciding what constitutes success—or
failure—in this process, and when to

decide which is emerging.

The broader proposal the U.S. and
its partners—France, Britain, Russia,
China and Germany—have put on the
table is the “freeze for freeze” plan:
Iran agrees to freeze its enrichment of
uranium, while the big powers agree
to freeze international economic sanc-
tions on Iran at the level already in
place.

Then, the goal would be moving be-
yond a freeze to an actual suspension
of Iran’s enrichment program. If
things get that far, defining the terms
will be tricky. Does suspension mean
permanent suspension, including de-
struction of enrichment equipment?
Would Iran indeed be given nuclear

fuel from the outside?

More difficult still will be deciding
how long to let this process unfold be-
fore deciding whether it’s working.
French President Nicolas Sarkozy has
suggested a deadline of year’s end, at
which point the outside powers would
move on to imposing new sanctions if
things aren’t working out. For now,
that seems to be the prevailing timeta-
ble.

On the other side of the ledger,
though, the classic fear about such ne-
gotiations is that they become an end
in themselves—that the goal of talk-
ing becomes continued talking. That’s
a particularly acute concern now, be-
cause of worries that Iran may string
out the process precisely so it can
keep enriching uranium, or that anim-
patient Israel will conclude it has to
take military action to stop a nuclear
threat that’s only being enabled by di-
plomacy.

There’s also a risk that the embat-
tled Iranian regime may hope to use
protracted negotiations for another
reason: Its leaders could decide that
simply being seen talking with world
powers helps them “recoup the enor-
mous legitimacy they’ve ceded domes-
tically” because of this summer’s dis-
puted presidential election, says Ka-
rim Sadjadpour, an analyst at the Carn-
egie Endowment for International
Peace.

Meanwhile, some in the U.S. will
question what the real goal of policy
toward Iran ought to be. Previously,
there was little dispute that stopping
the Iranian nuclear program was the
goal. Now, some analysts are starting
to ask whether all those Iranians
marching in the streets to protest the
presidential election indicate the re-
gime is more seriously imperiled than
was thought—and whether that
means the goal of American policy
and international sanctions ought to
be changing the regime rather than
just its nuclear program. That, of
course, is hardly a subject for negotia-
tion at all.

Iraq’s prime minister builds a broad election coalition

BY GINA CHON

BAGHDAD—Iraqi Prime Minister
Nouri al-Maliki announced a broad
new electoral coalition, made up of
more than 40 parties, that he hopes
will propel him to victory in next
year’s parliamentary polls.

The coalition mirrors a nonsec-
tarian agenda the Shiite prime minis-
ter campaigned on this year in local
elections. It reaches across Iraqg’s
deep ethno-sectarian divides to in-
clude prominent Sunnis, who may
help him broaden support beyond
his own Shiite constituency.

The move comes amid efforts by
Mr. Maliki and other politicians to
capitalize on growing disaffection
among voters over lackluster achieve-
ments by Irag’s traditional sectarian
and religious parties that have domi-
nated post-Saddam Hussein Iraq.

Mr. Maliki’s “State of Law” slate
enjoyed relative success in local elec-
tions in January, running on nonsec-
tarian issues such as security gains.
But his new alliance comes with risks,
especially in Irag’s mostly Shiite
southern heartland, where the politi-
cal machines of Iraq’s biggest Shiite
parties are still effective vote-getters.

On Thursday, popular Sunni
tribal leader Sheikh Ali Hatem Sule-
iman and several Sunni politicians
stood on stage at the Rasheed Hotel
in Baghdad alongside Mr. Maliki and
other Shiite ministers and lawmak-
ers to announce the new alliance.

Mr. Maliki will lead the new slate,
which will keep State of Law name
usedinthelocal polls. The new list in-
cludes more than 40 political
groups, members said. “Our princi-
pleisnational unity,” Mr. Maliki said.

Mr. Maliki’s aides have said he
wanted to form a broad coalition to
appeal to both Sunnis and Shias as
he vies to win a second term as
prime minister in parliamentary
elections scheduled for Jan. 16.

Since the 2003 overthrow of Mr.
Hussein, Iraqgipolitics have been domi-
natedby sectarian and ethnic splitsbe-
tween the country’s Shiite, Sunni and
Kurdish blocs. While security has im-
proved significantly across Baghdad,
high-profile attacks have been on the
increase, including aseries ofbomb at-
tacks targeting key ministries in Bagh-
dad in August that killed nearly 100.

Officials accuse the perpetrators
of those attacks of trying to sow ten-
sionbetween sects ahead of the polls.

Iraqi Premier Nouri al-Maliki spoke in Baghdad on Thursday to members of his
new State of Law coalition, an alliance of 40 parties entering January’s elections.

“I joined this list for the unity of

Iraq and to make sure we don’t go
back to the bad old times,” said Mr.

Suleiman of Anbar province, which
had been a stronghold for Sunni ex-
tremists until he and other tribal
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membersjoined the fight against the
insurgency in 2007.

Mr. Maliki held talks with other
high-profile Sunni tribal leaders,
like Sheikh Ahmed Abu Risha, also
of Anbar. But Mr. Risha partnered
with Interior Minister Jawad
Bolani, an independent Shia form-
ing his own nonsectarian list.

The Sunni members of Mr. Mali-
ki’s list could help him win votes in
Sunni provinces, such as Anbar and
Salahaddin, especially since Sunni
politicians have been unable to unite
under one banner of their own.

But the prime minister will face
tough competition in the Shiite
south. He enjoyed a surge in popular-
ity there following a military offen-
sive against Shiite militants in the
Spring of 2008. Since then, Iraqis
have grown frustrated with lagging
basic services, such as adequate
clean water. Mr. Maliki also has been
criticized for recent security lapses.

Mr. Maliki’s main rival is the
Iraqgi National Alliance, alargely Shi-
ite coalition that the premier be-
longed to in the last national, parlia-
mentary contest in 2005. He de-
clined to rejoin that slate, which in-
cludes a small group of Sunnis.
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A new judicial body gets a new home in the U.K.
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LEGAL TEAM: Justices of the Britain's Supreme Court pose before being sworn in Thursday at the Middlesex Guildhall in
London’s Parliament Square, where the country’s highest court of appeal will begin to hear cases on Monday.

Fall of Romania coalition threatens reform

BY CLARE CONNAGHAN
AND JOE PARKINSON

LONDON—The collapse of Roma-
nia’s ruling coalition Thursday could
delay major fiscal changes needed to
satisfy conditions set by interna-
tional lenders when they agreed to
bail out the country in March.

The government fell after the So-
cial Democratic Party, or PSD, minis-
ters resigned in protest over the dis-
missal of one of their members.

The breakup could trigger early
parliamentary elections even as Ro-
maniais in the midst of a campaign to
choose the next president. Having to
choose a new government could lead
to policy paralysis at a time when the

country needs to push through spend-
ing cuts to comply with the loan con-
ditions set by the IMF.

“A political crisis is the last thing
that Romania needs as the govern-
ment battles to comply with an Inter-
national Monetary Fund program,
which plans far-reaching structural
reforms,” said Timothy Ash, an
emerging-markets analyst at Royal
Bank of Scotland in London.

Romania needs to cut its budget
deficit from an expected 7.3% of gross
domestic product this year to below
3% by 2011. It must undertake major
reforms that include the politically
toxic cutting of the public-sector pay-
roll by as much as 15%.

If President Traian Basescu can’t

pull together a coalition to form a
new government, the result could be
a general election. “If Romania is go-
ing to joint presidential/parliamen-
tary elections, the implementation of
these reforms could well be delayed,
possibly delaying the release of the
next IMF tranche,” Mr. Ash added.
Romania has received about €6.9
billion ($10.1 billion) of the €12.3 bil-
lion IMF loan, part of abroader inter-
national rescue package from
March totaling about €20 billion.
The latest political infighting is
the result of Mr. Basescu’s endorse-
ment of Prime Minister Emil Boc’s
decision to fire Interior Minister
Dan Nica for warning of possible
vote manipulation in the election.
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Greek parties give voters
choice of economic cures

BY ALKMAN GRANITSAS

ATHENS—Greeks will choose a
new government Sunday in an elec-
tion focused on the country’s wither-
ing economy and a choice between
two radically different programs to
fix chronic fiscal and structural
problems.

Greece’s center-right New De-
mocracy government, lagging in
opinion polls, vows an austerity pro-
gram to clean up public finances,
coupled with measures to liberalize
the heavily regulated economy.

But with an economy headed for
its first recession in more than 15
years and unemployment around
9%, New Democracy is having a
tough time persuading voters to re-
turn it to power after 5% years in of-
fice.

The opposition socialist party,
Pasok, is riding a wave of public dis-
content and leading by about seven
percentage points in opinion polls.
It says the economy needs stimulus,
not austerity.

Itis promising a €3 billion ($4.39
billion) package to jump-start
growth, and an additional €1 billion
or more on new public-works spend-
ing. Pasok’s long-term fix for
Greece’s budget problems: cracking
down on waste and corruption in
the public sector.

“There has never been a Greek
election campaign in the past 30
years so focused on the economy,”
said Anthony Livanios, chief execu-
tive of Alpha Metrics, a polling com-
pany. “And you have two distinctly
different economic plans.”

The different plans show a
marked contrast not just in specif-
ics, but also in their vision for
Greece’s economy, the role of the
public sector, and the country’s long-
term growth prospects.

At issue on the one hand is the
slowing economy—estimated to
shrink by as much as 1% this year. On
the other, is how to deal with a debt
burden equal to more than 100% of
gross domestic product.

Fixing the economy, say the so-
cialists, depends first on stimulat-
ing demand and redistributing
wealth, before moving to a growth
model based more on developing re-
newable energy and Greece’s unique
natural environment and less on con-
struction and consumer debt.

“If we don’t have a vibrant econ-
omy, we’ll never deal with the debt,”
Pasok party leader George Papan-
dreou said in an interview.

Mr. Papandreou promises to in-
troduce a series of economic mea-
sures in his first 100 days in office,
including raising taxes and eliminat-
ing special tax privileges for the
wealthy.

Since it was elected in 2004, New

Democracy has made economic re-
form the centerpiece of its program.
It has privatized state-owned compa-
nies, including deficit-ridden national
carrier Olympic Airlines; cut taxes;
unified a fragmented pension system;
used private investors for large public
works; and liberalized labor laws.

New Democracy promises to
open up Greece’s domestic shipping
sector to foreign cruise ship opera-
tors; slash red tape for new busi-
nesses; continue with privatiza-
tions; further overhaul the pension
system; and take additional steps to
liberalize the labor market. But its
main focus is on cutting the deficit.

“One of the most significant chal-
lenges will be to decisively confront
macroeconomic imbalances, which
we intend to address by restraining
state spending and battling tax eva-
sion,” Finance Minister Yannis Pap-
athanassiou said.

Just before the financial crisis,
thanks partly to euro-zone member-
ship, the Greek government had to

The parties show a
marked contrast in
their vision for
Greece’s economy.

pay only half a percentage point
more than Germany to borrow
money on financial markets. Now,
because of fears that the debt load
will prove too much, Greece pays 1.1
percentage points more, adding
more than €1 billion a year to the
cost of debt servicing.

Earlier this year, the government
froze public sector wages and pen-
sions, and it pledges to extend that
freeze for another year, while slim-
ming down the civil service over the
next two years.

Neither program appears to offer
thekinds of permanent fiscal reforms
sought by the European Commission,
however. The commission has given
Greece until the end of 2010 to bring
its budget deficit below the European
Union-mandated ceiling of 3% of GDP
from a projected 6%-8% this year, a
goal economists say the countryis un-
likely to meet.

The country’s problems follow
35 years during which they have al-
ternated in government, and poli-
ticshas been dominated by a narrow
class. Mr. Papandreou, the Pasok
leader, is the son of Andreas Papan-
dreou, who was prime minister with
a brief interruption from 1981 to
1996. Prime Minister Mr. Karaman-
lis is the nephew of former Prime
Minister Constantine Karamanlis.
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