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Germany shifts to the right

Economic slump improves Merkel’s election outlook as support grows for her pro-business allies

By MARcuUS WALKER

BERLIN—German Chancel-
lor Angela Merkel’s chances
of a decisive win in elections
later this year are rising, as
the downturn in Europe’s big-
gest economy boosts support
for her pro-business allies.

Recent opinion polls sug-
gest Ms. Merkel’s conserva-
tive Christian Democrats
could win the September vote
in alliance with the Free Demo-
crats, a small party that
stands for lower taxes and
smaller government. Such a
victory would allow her party
to escape the confines of the
current coalition with its left-
leaning rivals, the Social Dem-
ocrats. Just months ago, ana-
lysts assumed Ms. Merkel
would be stuck with the Social
Democrats for the long term.

The latest opinion poll by
the Forsa Institute in Berlin
this week put support for
right-leaning parties at 52%,
enough to form a govern-
ment, compared with 44% sup-
port for parties on the left.

The shift in Germany ap-
pears to confirm a European
trend of political conserva-
tives on the rise. In the UK.,
the Conservative Party is
widely expected to win elec-
tions that Labour Prime Minis-
ter Gordon Brown must call
by May 2010. France and Italy
don’t face elections soon, but
opinion polls suggest the cen-
ter-right governments of
French President Nicolas
Sarkozy and Italian Prime
Minister Silvio Berlusconi
would win easily if votes were
held today.

Ms. Merkel won a wafer-
thin victory in the last elec-
tion in 2005, and was forced
to form a ruling coalition with
the Social Democrats. Since
then, she has abandoned cam-
paign pledges to make further
market-oriented reforms in
Germany and has moved to
the political center.

As Ms. Merkel’s party has
shifted, voters have re-
sponded by switching their
support. As a result, her in-

Please turn to page 26

Angela Merkel with Foreign Minister Frank-Walter Steinmeier, right, and the Social Democrats’ Peter Struck.

Stimulus

By AMY SCHATZ
ANDELIZABETH WILLIAMSON

WASHINGTON—High
technology and diversified
tech conglomerates that
made efforts to shape the
stimulus plan emerged as
big winners in the draft bill
scheduled for a vote Friday.

General Electric Co.,
whose chief executive, Jeff
Immelt, serves as a White

plan energizes high-tech companies

House adviser, will likely
benefit from a dozen provi-
sions in the bill, from appli-
ance rebates to water-treat-
ment spending and wind-en-
ergy tax breaks. Google Inc.
and Microsoft Corp. stand
to benefit from billions of
dollars slated for technol-
ogy infrastructure, environ-
mental and educational
projects aimed at improving
U.S. competitiveness.

“We always work to have
a seat at the table where im-
portant projects are being
considered,” said GE spokes-
man Peter O’Toole. The
sweeping portfolio of GE
businesses assembled under
Mr. Immelt, he said, “is not
focused on short-term
nickel-and-dime victories.
It’s focused on long term,
big commitments, big
swings.”

The bill sets aside $4.4
billion to upgrade the na-
tion’s electrical grid, an is-
sue championed by Google
CEO Eric Schmidt, GE and
other tech companies.

Congress also set aside
$19 billion for health infor-
mation technology that
would digitize health
records and set privacy and
data standards. As the bill
was drafted, tech companies

worked to beat back con-
cerns among some lawmak-
ers that digitizing patient
records could compromise
privacy, arguing that the ef-
fort would cut medical
costs.

“We believe information
technology can help create a
connected health system
that delivers predictive, pre-
ventive and personalized

Please turn to page 27

Ice, the final frontier, for Norway oil firm

By Guy CHAZAN

HAMMERFEST, Nor-
way—A Norwegian oil com-
pany has gone to the ends of
the earth—almost liter-
ally—to get at some of the
world’s last untapped energy
resources.

StatoilHydro ASA oper-
ates a pioneering venture
deep inside the Arctic Circle,
energy’s final frontier. The
company pumps natural gas
from under the freezing wa-
ters of the Barents Sea, cools
it into a liquid and exports it
to Europe and the U.S.

The project, Snoehvit,
has taken StatoilHydro and
the entire oil and gas indus-
try into uncharted territory.
Before, no one had ever pro-
duced liquefied natural gas
in the Arctic—or in Europe,
for that matter. And blazing
that trail has been fraught
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Statoilhydro’s pioneering liquefied natural gas plant on an island off
Hammerfest in Norway has encountered an array of problems.

with problems, putting Snoe-
hvit behind schedule and
over budget.

The start-up challenges
were more severe than we an-

ticipated,” says Knut Henrik

Dalland, vice president of
Hammerfest LNG, the Statoil-
hydro-led venture, with Nor-
dic understatement.

But the lure of the Arctic
has proved irresistible, and
not only for StatoilHydro.
The region is thought to con-
tain just over a fifth of the
world’s undiscovered oil and
gasresources. Even conserva-
tive estimates put its re-
serves at 100 billion barrels
of oil.

That’s made it a huge draw
for Western oil companies fro-
zen out of places like the Mid-
dle East. Last year, in arecord
lease sale, Royal Dutch Shell
PLC paid $2.1billion for explo-
ration blocks in the Chukchi
Sea, off the coast of Alaska.
Shell says it’s potentially one
of the most prolific oil fields
left in the world and could re-
place the Gulf of Mexico as a

Please turn to page 27
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Renault shifts strategy as net falls

Ghosn, saying autos
face profound slump,
reduces costs further

By LEILA ABBOUD
AND DAVID PEARSON

Posting a steep decline in 2008
profit, French car maker Renault
SA unveiled a raft of strategic and
operational changes, such as delay-
ing construction of factories in In-
dia and scrapping plans to make big-
ger cars with higher profit mar-
gins.

The economic downturn, which
has sent global auto sales plummet-
ing, prompted Renault Chief Execu-
tive Carlos Ghosn to alter his strat-
egy. Since taking over as CEO in
2005, Mr. Ghosn has been trying to
expand sales in promising emerg-
ing markets and introduce high-
end models to Renault’s product
lines. Both moves were intended to
ensure growth and stronger prof-
its.

Now the economic crisis—
which has sent European car sales
down and halted rapid growth in
markets like Brazil, India and Rus-
sia—is forcing Renault to re-evalu-
ate. The company halted develop-

ment of three large, high-end cars
over concerns that they won’t sell.
The company has put the brakes on
a project to build a factory in Mo-
rocco to produce Renault’s low-
cost line of cars until it has a clearer
idea of demand.

“The crisis will be long and will
profoundly alter the
world’s auto sector,” Mr.
Ghosn said at a press con-
ference in Paris. “The fu-
ture will belong to those
who used this crisis as an
opportunity to transform
themselves and adapt to
the new conditions of the
market.”

Mr. Ghosn’s comments
came as Renault reported a
six-month loss of €982 mil-
lion ($1.27 billion), com-
pared with net income of €1.42 bil-
lion a year earlier. For the year,
Renault posted net income of €571
million, down 79% from €2.67 bil-
lion in 2007. Renault’s revenue
dropped 7% last year to €37.79 bil-
lion, with arapid drop-off in second-
half sales.

Renault is deepening its cost-
cutting by holding down invento-
ries and trimming capital expendi-
tures and research investments by
20%. It scrapped its dividend and
abandoned previous 2009 targets

Carlos Ghosn

for volumes and margins. Renault
hopes to reap an additional €250
million in synergies from its alli-
ance with Japanese partner Nissan
Motor Co. Mr. Ghosn also reworked
his management team, naming a
new global sales boss, a new pur-
chasing director and a new head of
quality and engineering.

Mr. Ghosn declined to
make forecasts on profit-
ability for this year, say-
ing Renault’s “first prior-
ity” was to try to generate
“positive cash flow” in
2009.

Renault didn’t an-
nounce additional job cuts
for 2009, but will continue
a plan started last year to
trim 6,000 from its global
work force through volun-
tary departures. Mr. Ghosn said the
work force would be 120,000 by the
end of 2009, compared with
129,000 at the end of 2008.

Renault’s approach on job cuts
stands in contrast to the one taken
by its partner Nissan, which an-
nounced job cuts of 20,000 last
week. Mr. Ghosn is also CEO of Nis-
san.
Renault rival PSA Peugeot-Cit-
roen unveiled plans on Wednesday
to trim about 11,000 from its ranks
this year through voluntary depar-

tures. Peugeot’s move was ques-
tioned by French President Nicolas
Sarkozy, who on Monday unveiled
an aid package, based on low-inter-
est loans, to the auto sector, condi-
tioned on protecting local jobs.

“Firing people in Western Eu-
rope is actually very expensive,”
said Renault Chief Operating Of-
ficer Patrick Pelata. Instead,
Renault plans to work with govern-
ments to try to find ways to put
workers on temporary leave during
which the state pays a portion of
their salaries.

Renault has already done this in
Brazil, said Mr. Pelata, where work-
ers at one plant have been fur-
loughed for six months and are be-
ing paid by the government, while
officially remaining Renault em-
ployees. France’s auto aid package
includes a similar measure.

Renault’s net debt at its main au-
tomotive division surged by €5.2
billion last year to €7.94 billion. The
division burned a total of €3.03 bil-
lion in 2008.

Renault’s mounting debt could
hamstring the firm by causing
banks to start demanding higher in-
terest rates on loans to the firm.
Car manufacturing is a capital-in-
tensive industry, and companies
rely on loans to keep the factories
running, buy auto parts and pay

Renault
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staff. Mr. Ghosn said Renault was
borrowing last year at around 3.5%
interest rates, while today banks
were offering rates of around 9%.

The French government allevi-
ated some of that pressure on Mon-
day by giving Renault a five-year €3
billion loan at 6% interest. In ex-
change, Renault promised not to
close any factories in France for the
duration of the loan. PSA Peugeot-
Citroén also received a €3 billion
loan under the same condition.

The aid has come under fire
from other car-manufacturing
countries in Europe like Germany
and Sweden, and European Union
authorities have requested clarifi-
cation on the package to ensure
that it doesn’t violate the region’s
strict competition rules.

BOE taps Fisher as new director

BY NATASHA BRERETON

LONDON—The Bank of England
said Thursday that it has ap-
pointed BOE insider Paul Fisher as
its new executive director for mar-
kets and as a member of the rate-
setting Monetary Policy Commit-
tee.

Mr. Fisher, currently head of
the bank’s foreign-exchange divi-
sion, will follow Paul Tucker at the
start of next month when Mr.
Tucker takes on the role of deputy
governor for financial stability.

Mr. Fisher has worked for the
bank since 1990, and was previ-

ously private secretary to former
governor Eddie George, head of
the conjunctural assessment and
projections division and an econo-
mist and manager. Before that, he
worked at the University of War-
wick.

Since the global turmoil broke,
U.K.lawmakers have pressed for offi-
cials on the financial-stability side
of the bank to have greater hands-on
experience of the markets. While
Mr. Fisher doesn’t have Mr. Tucker’s
direct experience, his role in the for-
eign-exchange division should en-
sure he has strong connections with
market participants.

In June, the BOE said it would
start advertising externally, as
well as internally, for executive ap-
pointments to the MPC. Mr. Fisher
was the first executive director to
be appointed under those new ar-
rangements.

“Paul has wide experience of
the foreign-exchange markets and
also of the monetary-policy pro-
cess and he will bring a new per-
spective to the MPC,” BOE gover-
nor Mervyn King said in a state-
ment. The appointment was made
by Mr. King after consultation with
Chancellor of the Exchequer
Alistair Darling.
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South Korea cuts key rate to 2%

By EvAN RAMSTAD

SEOUL—South Korea’s central
bank cut its main interest rate by a
half percentage point to 2% and sig-
naled more cuts are likely, though
private economists are starting to di-
verge over how much further the
cuts can go.

Thursday’s cut, decided at the
regular monthly meeting of the
Bank of Korea’s monetary policy
committee, was the sixth in four
months as policy makers signaled a
sharper focus on the country’s mac-
roeconomic condition.

Government data from Wednes-
day showed a sharp plunge in em-
ployment in January. That rein-

forced earlier figures that show
SouthKoreaisontheverge ofareces-
sion, when using a widely accepted
definition of two consecutive quar-
ters of contraction.

CORRECTIONS &
AMPLIFICATIONS

Aozora Bank Ltd. has room to
cut valuations on some of its invest-
ments because the Japanese bank
has a high capital-adequacy ratio.
An International Investor article
Wednesday incorrectly named the
bank in that position as Shinsei
Bank Ltd.

INDEX TO PEOPLE

This index lists the names of businesspeople and government regulators
who receive significant mention in today’s Journal.

For more people in the news, visit
CareerJournal.com/WhosNews

Aigrain, Jacques
Albanese, Tom

Anderson, Mats
Ashworth, Paul
Baker, Lauren .....
Ballmer, Steve
Bear, Mark ..........
Berman, Melissa

Hogan, Joe

Brebnor, Bianca .. Karl, Kurt ...
Carson, Joseph ... Kent, Muhtar
Chambers, John . King, Mervyn
Cleveland, Peter . Laar, Mart ....
Couldrey, Nick ... Lee, Virginia .
Daane, J. Dewey Liden, Jan

Dalland, Knut Henrik ...... 1
Darley, Andrew
Darling, Alistair
de Margerie, Christophe .7
Eick, Karl-Gerhard ..........
Fabbri, Brian
Feinstein, Leonard
Finkelstein, David .
Fisher, Jerome ...
Fisher, Paul .....
Freeman, Terenc
George, Eddie .....
Ghosn, Carlos ...
Gottesman, Noam

Lu Youqing

Greenamyre, Tim
Hathaway, David
Hermelin, Paul

.............. 1,27
Isfeldt, Gudmund Halle 27
Johnston, Alastair
Kahn, Barbara

Immelt, Jeff

Lippe, Stefan ....
Livingston, lan

Madoff, Bernard
May, Ben ........... . 16
Mengar, Michael
Middelhoff, Thomas
Missiroli, Antonio
Neville-Rolfe, Lucy .
O’Leary, Michael ..
Ordovas, Pilar
Orlova, Tatiana
O'Toole, Peter ..
Pang, Castor

Parker, Sandy
Pelata, Patrick ..
Peng, Wensheng ...
Perna, Nicholas
Peterson, Garth ...
Picower, Barbara
Picower, Jeffry
. Popper, Andrew
.3 Putin, Vladimir
6 Rasmussen, Tonny B. ... 26
2 Raymond, John .. .
11 Ridgway, Steve ..

.......... 4

"51  Rose, Nick ...
13 Schm|dt, Eric ..
3 16 Shap!ro, Carl ...
: '20 Shapiro, Joseph
""" Shearing, Neil
------------ =15 Smith, James oo,

~21 Sparks, Stuart ...
Subramanian, R.
Surmeier, Jim
Swartzberg, Mark .
Toth, Gyula
Tucker, Paul ....
van Vliet, Marti
------ . Vasquez, Jaime .....
Wesbury, Brian .
Xiao Yaging
Zuckerman, Mortimer ... 21



THE WALL STREET JOURNAL.

FRIDAY - SUNDAY, FEBRUARY 13 - 15, 2009 3

LEADING THE NEWS

Swiss Re chief goes as stock falls

Choice of successor,
a veteran at insurer,
signals move to roots

By NEIL SHAH

Swiss Reinsurance Co.’s new
top executive, Stefan Lippe, faces
a tough task: backing the reinsur-
ance firm away from the risky, and
loss-making, strategies of his pre-
decessor.

Swiss Re on Thursday tapped Mr.
Lippe, a 25-year veteran at the com-
pany, to succeed Jacques Aigrain,
who resigned after his efforts to re-
make the firm—by moving it into
high-risk areas such as the sale of de-
fault insurance using derivatives
called credit-default swaps—back-
fired in the form of major losses.

Mr. Lippe’s appointment, which
comes as Zurich-based Swiss Re pre-
pares to post its 2008 results on Feb.
19,is asign the company is returning

toitsroots, amove that reassured in-
vestors. Shares of Swiss Re rose 5%
on Thursday after news of Mr.
Aigrain’s departure became public.

But the 53-year-old Mr. Lippe
willimmediately have to address a
host of serious problems, includ-
ing concerns about how
Swiss Re’s holdings of
more than 55 billion Swiss
francs ($47 billion) of cor-
porate bonds and other se-
curities might affect its
credit rating, which is vi-
tal to its ability to attract
business.

John Raymond, an ana-
lyst at research firm Credit-
Sights, says the firm needs
to prove to investors that
its risk-taking days are
over. “Swiss Re can’t get rid of hurri-
canes and other disasters that are
the calculated risks that a reinsurer
has to manage,” he said. “But now it
needs to demonstrate it has stopped
flirting with catastrophe risk on the
investment side.”

Stefan Lippe

Mr. Lippe wasn’t available for
comment.

One of the world’s biggest sellers
of insurance to other insurers, Swiss
Re has seen its stock price shrivel by
60% this year as investors fretted
about losses on risky investments
and the possibility the com-
pany would need more capi-
tal.

Some observers believe
Mr. Aigrain’s departure
was sparked by share-
holder ire regarding the
company’s tumbling share
price, and that the compa-
ny’s board may review its
current composition. Swiss
Re said there is no change
in the responsibilities and
roles of the board.

Mr. Aigrain has said that he is
leaving for the good of the company.

"He made his own decision, and
he was not asked to leave,” says
Steve Dishart, a spokesman for
Swiss Re.

His departure also comes just

days after the company said it was
abandoning its financial-markets ac-
tivities and raising additional capi-
tal from billionaire investor Warren
Buffett’s Berkshire Hathaway Inc.
through a high-yielding bond that
can eventually convert into shares.
Swiss Re expects to post anet loss of
1 billion francs for 2008 when it re-
ports results on Feb. 19.

Swiss Re’s troubles won’t go
away soon. Like many European in-
surers, Swiss Re invests its clients’
premiums in assets like stocks and
bonds, many of which have lost their
value as markets have tanked in re-
cent months. Swiss Re, in particular,
snapped up riskier credit securities
last year, a decision which is coming
back to haunt the company.

Another concern is that inves-
tors could be diluted by the compa-
ny’s plan to raise an additional 2 bil-
lion Swiss francs in capital by issu-
ing new shares, a move also an-
nounced recently.

—Liam Pleven and Goran Mijuk

contributed to this article.

Economists’ outlook for U.S. is more bearish

By KELLY EVANS
AND PHIL 1ZZ0

Economists in the latest Wall
Street Journal forecasting survey
still mostly project growth in U.S.
gross domestic product by the third
quarter, but they largely agree that
a 2009 “second-half recovery”—a
widely shared scenario until
now—is looking much less likely.

Recent data showing just how
sharply growth in the U.S. and else-
where has declined in the final
months of 2008 have cast a deepen-
ing shadow over 2009.

Asrecently as September, econo-
mists on average thought the U.S.
would see annualized GDP growth of
1.2% in the first three months of this
year; now, they see a 4.6% decline.
Forecasts for the April-through-
June period have seen a similar
shift, from a 1.9% growth forecast to
now a 1.5% decline, based on the 52
economists who participated in the
Journal’s February survey.

The average forecast is for
growth in the third quarter at 0.7%,
less than half the rate expected last
fall. The fourth-quarter picture has
also darkened, but just slightly, to
growth 0f 1.9% from 2.1% seen in No-
vember. Only five economists see
growth declining through the
fourth quarter of 2009; but they in-
sist the consensus outlook right
now, which says the recession will

Catch their drift?

As the second quarter of 2009 draws nearer, the range of forecasts for
quarterly change at a seasonally adjusted annual rate in U.S. GDP in

Wall Street Journal monthly surveys of economists has been drifting lower.
Will forecasts for the next two quarters follow suit?

Second quarter of 2009
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end in August as GDP returns to
growth, is far too optimistic.

“The consensus is usually late to
the party,” said Brian Fabbri, chief
economist at BNP Paribas, noting he
was one of the few who forecast the
current recession two years ago.
Now, he is one of the five who sees
GDP declining through the end of
2009, along with Joseph Shapiro,
chief U.S. economist at forecasting
firm MFR Inc.; Paul Ashworth of Capi-
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tal Economics; Swiss Re chief econo-
mist Kurt Karl; and retired Vanderbilt
University professor J. Dewey Daane.

“We’re in trouble,” Mr. Fabbri
said. “We don’t have sufficient eco-
nomic plans at present to resolve
the banking system or the financial
crisis, and the stimulus package
seems loaded for 2010.” He added
that the global nature of the down-
turn along with U.S. consumers’ in-
creased saving and lenders’ tight-

ened standards all stand in the way
of a quick recovery.

A boost to the economy from the
government stimulus package has
been a key feature of most forecasts
for a rosy finish to 2009, but econo-
mists in the February survey largely
expressed disappointment with how
the package is shaping up. Com-
ments on the package’s influence this
year say it is “too late,” “provides lit-
tle boost,” is “trivial,” “too big,” “too
small” and a “colossal waste of
money.” Nicholas Perna of Perna As-
sociates cautioned, “We’re in danger
of repeating Japan’s mistakes,” refer-
ring to that nation’s policy errors dur-
ing its “lost decade” of the 1990s.

But others are standing by their
forecasts for a second-half recovery.
Joseph Carson, an economist with
AllianceBernstein, says uncertainty
about government policy is holding
back risk-taking behavior—for now.
“Once we get clarity on the fiscal
and financial packages, those two
things together could end up jump-
starting the economy,” he said. He
forecasts GDP will decline at a 3%
rate in the current three months,
then return to growth by April and
surge to a 5.7% annualized pace in
the closing months of the year.
Other bulls include Brian Wesbury
of First Trust Advisors and James
Smith, a professor at Western Caro-
lina University, who both see GDP
growing at a 4% rate by year end.

Bears top yearly list of best economic forecasters

BY JUSTIN LAHART

Goldman Sachs economist Jan
Hatzius was extraordinarily bearish
on the U.S. economy last year. That
put him far ahead of the competi-
tionin The Wall Street Journal’s eco-
nomic-forecast rankings.

The bulk of prognosticators
were pessimistic going into 2008,
but they weren’t pessimistic
enough. The economy would slow,
they thought, but only Mr. Hatzius
believed it would contract. He also
foresaw a steep increase in the un-
employment rate, moderate infla-
tion and a Federal Reserve that
would be busy cutting rates.

Mr. Hatzius was one of the first
economists on Wall Street to fore-
see the overvaluation problems
building up in the U.S. housing mar-
ket during the boom. When home
prices began to drop, he became
deeply worried about what that
would mean for an overstretched
U.S. consumer.

In what was at the time a contro-
versial research note, Mr. Hatzius
suggested in late 2007 that mort-
gage losses could have an outsize
negative effect on the U.S. economy,
leading banks and other lenders to
reduce their lending and other as-
sets by $2 trillion.

The economist who ranked low-

est was among the most bullish:
Mark Nielson of MacroEcon Global
Advisors envisioned the economy
rebounding, unemployment falling
and inflation heating up. Mr. Niel-
son says the severe drop in the
fourth quarter was what stymied
his forecast; he thinks growth will
recover this year, inflation will reac-
celerate and his expectations for
the economy will be borne out.
“With the passage of time, we’ll
be back on track,” he says.
Rounding out the top five spots
in the rankings were Ram Bhagavat-
ula of Combinatorics Capital; Rich-
ard Berner and David Greenlaw of
Morgan Stanley; Paul Kasriel of

Northern Trust; and Paul Ashworth
of Capital Economics.

The methodology for the rank-
ings was created by economists at
the Federal Reserve Bank of At-
lanta.

Forecasters were ranked on five
criteria: their estimates for GDP
growth from the fourth-quarter
2007 to fourth-quarter 2008; their
inflation estimates, as measured by
the price index for personal-con-
sumption expenditures including
and excluding food and energy
prices; their estimates for the
fourth-quarter average unemploy-
ment rate; and their year-end fore-
cast for the Fed’s target rate.

Factories idle

Euro-zone industrial production fell
12% in December, the steepest fall
since records started in 1990.
Year-to-year percentage change
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Industrial output
dives in euro zone
as Spain slumps

By NicHOLAS WINNING

The euro zone experienced its
biggest industrial-production drop
in atleast 18 years in December, sug-
gesting the currency bloc’s reces-
sion deepened in the fourth quarter
and underpinning expectations the
European Central Bank will cut its
key interest rate further next
month.

Meanwhile, Spain—the first ma-
jor euro-zone member to post na-
tional GDP numbers for the fourth
quarter—entered its first recession
in 15 years in the fourth quarter, re-
porting a 1% contraction from the
third quarter.

Spanish GDP contracted by 0.3%
in the third quarter. Two consecu-
tive quarters of contractionis acom-
mon definition of recession.

Late Thursday, the French fi-
nance ministry said France’s GDP
contracted 1.2% in the fourth quar-
ter compared with the third quarter,
and grew 0.7% in 2008 compared
with 2007. The ministry also said
that France’s GDP should contract
this year on average by at least 1.0%.

Euro-zone industrial production
fell 2.6% in December from a month
earlier and 12% from a year earlier,
the biggest declines since compara-
ble records began in 1990, Eurostat,
the European Union’s statistics
agency, said Thursday.

“The gloomy industrial produc-
tion figures for December complete
the picture of the euro-zone econ-
omy taking a sharp nosedive by the
end of last year,” Martin van Vliet, a
senior euro-zone economist at ING,
said in a note.

The ECB acknowledged the eco-
nomic weakness in its February
monthly bulletin, also out Thursday,
saying the euro zone and its major
trading partners were undergoing
an extended period of significant
economic downturn, which was lead-
ing to a diminishing of inflationary
pressures.

The ECB’s Survey of Professional
Forecasters showed analysts ex-
pected the euro-zone economy to
contract by 1.7% this year and grow
0.6% in 2010—”by far the largest”
downward revisionin growth expec-
tations since the launch of the single
currency in 1999, the ECB’s monthly
bulletin said.

ECB Governing Council member
Guy Quaden this week predicted the
contraction in euro-zone gross do-
mestic product in the fourth quarter
islikely to be “catastrophic” when of-
ficial data are reported Friday.

—Nina Koeppen, Geraldine Amiel,
Jonathan House

and Jason Sinclair

contributed to this article.
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Tesco broadens discount line

British grocer responds to increasing competition as its sales growth slows at home

BY CECILIE ROHWEDDER

LONDON—Tesco PLC, Britain’s
biggest retailer by sales, said it is ex-
panding a recently launched line of
discount products as part of an ef-
fort to drop prices and fend off esca-
lating competition.

The retailer, which also operates
inthe U.S. and 12 other countries, said
itis adding 200 products to a range of
350 discount items that it introduced
in its UK. stores in September.

The push on prices is the latest
sign of the intense efforts by food re-
tailers to boost their price creden-
tials with cash-strapped consumers,
who are defecting to cheaper grocery
stores. In recent months, Tesco’s
share of the British food market has
shrunk, while that of Asda, Wal-Mart
Inc.’s British business, has risen.
Tesco also has faced rising competi-
tion from German discounter Aldi
Einkauf GmbH; it developed its own
discount range partly in response to
Aldi’s growing market share.

Tesco said 25% of its customers
had tried the discount products that
Tesco sells, in addition to its low-
priced Tesco Value line and price
promotions on 9,000 other goods in
its stores. “If you take Tesco Value
and the discount range together, we
have an Aldi within Tesco,” said
Lucy Neville-Rolfe, the retailer’s cor-
porate- and legal-affairs director.

Tesco is cutting prices across the

board. As a Valentine’s Day promo-
tion, for example, the retailer is of-
fering a main course, side dish, des-
sert and wine for £9 ($13).

Tesco still holds a 30.7% share of
the British food market, according
to TNS, a market-insight and infor-
mation company. That is nearly dou-
ble the market share of Wal-Mart’s
Asda, Tesco’s nearest competitor.

But last month, Tesco posted the
slowest year-end sales growth in its
home market since the early 1990s.
Sales at the retailer’s U.K. stores

| —
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open at least a year increased 2.5%
compared with a year earlier in the
seven weeks to Jan. 10.

Tesco’s renewed emphasis on
the discount range also marks an ef-
fort to dispel criticism that the line
is confusing for customers. The dis-
count items come under a variety of
unknown brand names, such as
Daisy laundry detergent, Country
Bran cereal and Trattoria Verde
pasta. They are more expensive
than Tesco Value products, but
cheaper than Tesco’s standard store

“For 12 weeks ended Jan. 25, 2009.

Tesco’s new brand focus
U.K. market share for selected supermarkets®

Change from
same period
a year earlier

U.K. market share

Source: TNS

brand and the Tesco Finest range of
premium products.

Inarecent research note, J.P.Mor-
gan said the line is complicating
Tesco’s pricing system rather than fo-
cusing on lowering overall prices.

“We wonder whether Tesco,
through its relentless focus on cus-
tomer segmentation...has lost sight
of the bigger picture, i.e. the cost of
the trolley customers roll out the
door with,” said analysts Jaime
Vasquez, Alastair Johnston and Bi-
anca Brebnor in the report.

Diageo reduces outlook as drlnk sales slow

BY MICHAEL CAROLAN

LONDON—Diageo PLC on Thurs-
day cut its full-year profit forecast
and launched a cost-cutting plan af-
ter both sales and profit slowed in
its second quarter.

The announcement sent Diageo
shares lower. The stock fell 3.3%, de-
spite the company’s 14% increase in
fiscal first-half net profit. The
maker of Guinness stout, Smirnoff
vodka and Johnnie Walker scotch
said net profit in the six months
ended Dec. 31 rose to £1.14 billion
($1.64 billion) from £975 million a
year earlier.

Sales rose 18% to £5.07 billion.
But stripping out the effect of acqui-
sitions and currency movements,
sales rose just 3% in the first half, a
slowdown from the 6% growth re-
ported for the first quarter.

Diageo said it was being hit by de-
stocking, or stores and distributors
keeping fewer Diageo products in
storage than they did in the past.

Diageo, the maker of Smirnoff vodka, Guinness stout and Johnnie Walker scotch,
expects consumer confidence to continue to fall through the second half of 2009.

The company also cited a wider
drop in consumer confidence, which
it expects to keep falling through

the second half of the year.
For the full year, which ends June
30, the company forecast operating-

profit growth in the range of 4% to
6%—below its previous target of

growth between 7% and 9% and
down from a 9% rise a year earlier.

Europe, particularly Spain, was
the company’s weakest market as
consumer spending slowed and as
wholesalers lowered inventories to
conserve cash, Finance Director
Nick Rose said. Mr. Rose said he ex-
pects further destocking outside of
Europe. “Our guidance reflects the
fact that we expect it to continue in
the second half,” he said.

Inresponse to the downturn, Dia-
geo said it would start a restructur-
ing program to cut £100 million
from the company’s annual cost
base, at a cost of £200 million in the
second half. Mr. Rose declined to
give details on the cost-saving plan
but said it would be a global pro-
gram covering all areas of the busi-
ness.

“This shouldn’t just be seen as po-
tential to cut jobs,” he said. “We’re
going to consider everything.”

ABB profit falls

on big charges,
legal provisions

BY GORAN M1JUK

ZURICH—ABB Ltd. on Thursday
reported an 88% drop in fourth-quar-
ter net profit on hefty restructuring
charges and legal provisions, and
warned of a difficult year ahead as
orders fall.

The Switzerland-based electri-
cal-engineering company said net
profit for the three months ended
Dec. 31 fell to $213 million from
$1.75 billion a year earlier. The re-
sults were weighed down by an
$870 million charge related to con-
tinuing investigations into alleged
anticompetitive practices in the
U.S. and Europe, as well as restruc-
turing costs. The company is under-
going a restructuring to trim costs
and adapt to lower demand, and has
also suspended a $2.2 billion share
buyback.

“The outlook for 2009 remains
uncertain,” said Chief Executive Joe
Hogan. “We are
taking steps now
to ensure that we
remain competi-
tive, no matter
how the market
develops,” he
said.

ABB’s busi-
ness has been
growing quickly
during the past
few years thanks
to strong de-
mand for infrastructure projects in
Asia and the Middle East. But de-
mand for many of its large projects,
such as electricity networks, is wan-
ing during the downturn as inves-
tors struggle with capital con-
straints.

As a result, fourth-quarter or-
ders, which reflect future revenue
streams, fell 19% to $7.18 billion
from $8.87 billion in the year-ear-
lier period—falling slightly short of
already subdued analyst estimates.

Analysts viewed the steep drop
in orders as a sign of future weak-
ness, even as the company was able
to improve sales 4.9% to $9.14 bil-
lion in the fourth quarter from $8.71
billion ayear earlier, thanks to a still-
healthy order backlog.

Although the general market out-
look remains dim, ABB was optimis-
tic about its medium-term future,
not least because the company’s bal-
ance sheet is healthy, providing it
with ample funds for its revamp.

The company may also benefit
from the various government stimu-
lus packages around the globe, ana-
lysts say. Many of these programs
are expected to boost infrastructure
and construction projects, key mar-
kets for ABB.

Joe Hogan

Arcandor says retail holds up, but outlook is murky

By ERIN FINES
AND NATALI SCHWAB

FRANKFURT—Arcandor AG said
Thursday that its retail operations
outperformed the German retail
market in December despite an “ex-
tremely challenging environment,”
but declined to give a full-year fore-
cast because of the worsening eco-
nomic situation.

The German retail and tourism
company reported a wider net loss
forits fiscal first quarter, ended Dec.

31, hit by restructuring expenses at
its Primondo home-shopping busi-
ness and Thomas Cook travel unit,
as well as higher interest charges.
Arcandor said its net loss wid-
ened by 54% to €58 million ($74.8
million) from €37.7 million in the
year-earlier period. Total first-quar-
ter sales rose 1.1% to €4.8 billion.
The quarter ended Dec. 31is usu-
ally the strongest for the company’s
Karstadt department-store chain
and Primondo, but weak for the
travel business. Arcandor has re-

cently booked nearly 60% of sales
and over 90% of earnings from its
travel operations, through its 52%
stake in U.K.-based travel company
Thomas Cook Group PLC.

Chief Executive Thomas Middel-
hoff, who will be succeeded on
March 1 by former Deutsche Tele-
kom AG finance chief Karl-Gerhard
Eick, said business in the fiscal sec-
ond quarter is “on track” and that Ar-
candor expects fiscal 2009 to bene-
fit from cost savings programs intro-
duced in late 2008.

Still, Arcandor didn’t confirm its
previous forecast that adjusted earn-
ings before interest, tax, deprecia-
tion and amortization would grow
by 34% to over €1.1billion for the full
fiscal year.

Arcandor’s quarterly figures are
reported to reflect the merger of
Thomas Cook AG of Germany and
Britain’s MyTravel, which formed
Thomas Cook Group in February
2007, creating the Europe’s second-
largest tourism company by market
capitalization after TUI Travel PLC.

News in Depth
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Coke’s profit drops 18%

Strengthening dollar
counters momentum
in non-U.S. markets

By BETSsy McKAy
AND ANJALI CORDEIRO

Coca-Cola Co.’s better-than-ex-
pected fourth-quarter net profit
showed the beverage giant is main-
taining sales momentum despite
the global slump in consumer spend-
ing. But a decline in revenue also re-
vealed new challenges posed by the
strengthened dollar.

Currency fluctuations shaved
seven percentage points from
fourth-quarter revenue growth
and reduced operating-profit
growth by nine percentage points.
The company, which derives about
80% of profit from outside North
America and has benefited in re-
cent years from a weak dollar, said
it is likely to continue to take a hit
in the first quarter of this year,
with the stronger dollar expected
to reduce operating-profit growth
by between 10 percentage points
and 12 percentage points.

Coke Chief Executive Muhtar
Kent acknowledged in an interview
that “there may be one or two quar-
ters” in which the company isn’t
able to achieve its long-term growth
targets of 3% to 4% volume growth
and earnings-per-share growth in
the “high-single digits” on a cur-
rency-neutral basis, because of the
slumping economy. But he said the
company still expects to meet those
targets over the long term.

New drinks, marketing and ef-
forts to cut costs and work more effi-
ciently with the company’s bottlers
are helping to limit the blow of the
economic slowdown, he said. Coke
isintroducing new products, such as
a low-calorie version of Glaceau Vi-

Associated Press

Coke expects the stronger dollar to trim operating-profit growth by between
10 and 12 percentage points in this year’s first quarter.

taminwater with a new natural
sweetener, to shore up demand. It is
launching new bottle and can sizes
around the world to offer more af-
fordable portions and encourage
consumers to stock more drinks at
home. The company has worked
with its largest bottler, Coca-Cola
Enterprises Inc., to set up ajoint or-
ganization to coordinate supply-
chain activity.

Heavy investments the company
andits bottlers have made into plac-
ing more vending machines, expand-
ing routes and improving the brand
portfolio are helping the company
now, he said. “We will come out of
this stronger than when we went
in,” he said.

Coke’s 18% decrease in fourth-
quarter profit included write-
downs for restructuring and reflect
the company’s portion of a charge
taken by Coca-Cola Enterprises, in
which it owns about a 35% stake.
The company reported net income

of $995 million, or 43 cents a share,
down from $1.21 billion, or 52 cents,
a year earlier. Excluding the write-
downs, earnings rose to 64 cents
from 58 cents.

Revenue fell 2.8% to $7.13 billion,
led by a 12% decline in Eurasia and
Africa. Analysts polled by Thomson
Reuters expected per-share earn-
ings of 61 cents on $7.52 billion in
revenue.

While North American volume
slid 3%, global volume rose 4%,
higher than many analysts had ex-
pected. “The company’s earnings
power is not as impaired by the
macro environment as some had
feared,” said Stifel Nicolaus analyst
Mark Swartzberg. “Their business
model is in better condition than it
was 10 years ago when we saw the
last slowdown of this type.”

In trading late Thursday after-
noon on the New York Stock Ex-
change, Coke shares were up 5.8%,
or $2.41, at $43.68.

Home builder Emaar reports loss

BY STEFANIA BIANCHI

DUBAI—Emaar Properties PSJC,
the Middle East’s largest home
builder, Thursday posted a fourth-
quarter net loss of 1.77 billion United
Arab Emirates dirhams ($482 mil-
lion) because of a U.S. write-down,
and the company put new projects in
Dubai on hold amid a property slump
in the emirate.

Before the write-down, fourth-
quarter net profit was 924 million
dirhams, compared with a profit of
1.74 billion dirhams a year earlier,
the company said in an emailed
statement to Zawya Dow Jones.

Full-year profit dropped 54% to
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3.06 billion dirhams from 6.58 bil-
lion dirhams a year earlier. Revenue
declined 10% to 16.02 billion
dirhams, Emaar said.

Emaar wrote down 1.77 billion
dirhams in goodwill in its John La-
ing Homes unit amid the financial
crisis, and a further 919 million
dirhams in properties owned by the
company during the quarter. Emaar,
which is about 30%-owned by
Dubai’s ruling Maktoum family,
bought John Laing Homes, one of
the largest home builders in the
U.S., for $1.05 billion in 2006 in an ef-
fort to diversify its business from
Middle East real estate.

Emaar, which has projects in
countries such as India, Turkey,
Syria, Saudi Arabia and Morocco,
said it is putting future real-estate
projects on hold to stem the oversup-
ply of units in Dubai. The company
said it will concentrate on complet-
ing all construction projects that
are under way.

“Revisiting the project pipeline
is anatural response to the new eco-
nomic realities. We have also been
negotiating with our partners to ra-
tionalize the project cost benefiting
our shareholders and customers,”
said Emaar Chairman Mohamed Ali
Alabbar, who also heads an eco-
nomic task force set up to revive
Dubai’s financial vitality.

Dubai’s once-booming property
market has slowed in recent months

and home financing has evaporated,
affecting Emaar’s sales and prop-
erty prices. Home builders in the
U.S., where John Laing Homes is
based, also are struggling in the
credit crisis, triggered by defaults
on subprime mortgages.

Emaar’s results fell far below ana-
lysts’ expectations. Credit Suisse
had forecast that Emaar would post
a fourth-quarter net profit of 855
million dirhams and a full-year
profit of 5.7 billion dirhams, while in-
vestment bank Prime Emirates pre-
dicted that Emaar’s fourth-quarter
profit would be 2.1 billion dirhams.

“Investors will not react posi-
tively to this, despite the fact that the
company has done the right thing by
writing downits U.S. assets,” said Ay-
man El Saheb, director of operations
at Darahem Financial Brokerage.

Emaar shares closed down 0.5%
at two dirhams on the Dubai Finan-
cial Market Thursday. Shares in
Emaar, the largest publicly traded
property company in the Middle
East, have plunged more than 80%
since the start of last year. Real-es-
tate companies have been among
the biggest losers on the region’s
stock markets in recent months.

In Dubai, Emaar’s project portfo-
lio includes the Burj Dubai, planned
to be the world’s tallest building,
which is to open later this year.

—Nikhil Lohade in Dubai
contributed to this article.

Pioneer plans to exit
TV business, cut jobs

BY DAISUKE WAKABAYASHI

TOKYO—Pioneer Corp. said it
plans to exit its money-losing televi-
sion business and cut thousands of
jobs, the latest example of Japan’s
flagship electronics manufacturers
trying to cope with stagnant con-
sumer demand and the strong yen.

Crippled by a decline in sales
and price competition with larger ri-
vals, Pioneer said Thursday that it
would withdraw from the plasma-
display business by March 2010. Pio-
neer already has cut nearly 10,000
full-time and temporary jobs in the
first nine months of its business
year ending March 31, and said it
plans to reduce its staff by an addi-
tional 10,000 workers.

Pioneer warned that its net loss
for the year will be bigger than previ-
ously expected. It now sees a loss of
130 billion yen ($1.44 billion) for the
year ending March, compared with
an earlier projection for a loss of 78
billion yen. The company also expects
to post aloss in the coming fiscal year
because of restructuring charges.

After burning through about
40% of its cash and tripling its net
borrowings in the October-Decem-
ber quarter, Pioneer said it is consid-
ering financial “partnerships.”

Pioneer joins a long list of Japa-
nese manufacturers, particularly in
the electronics and auto industries,
to slash earnings forecasts and an-
nounce layoffs and restructuring
measures. Japanese exporters are
also grappling with a strong yen
that eats into overseas sales.

The news from Pioneer comes be-
fore Japan is set to announce gross-
domestic-product figures for the Oc-
tober-December quarter Monday.
Economists expect Japan’s GDP to
have shrunk by more than 10%, a
sharper rate of decline than is ex-
pected from other major economies.

While Japan has largely avoided
the housing bubble and credit losses
weighing on the U.S. and Europe, its
economy is paying the price foritsre-
liance on its manufacturing industry.

Pioneer’s problems have been ex-

Trimming down

Number of recent layoffs announced
by nonfinancial companies in the
Asian-Pacific region:

Nissan 20,000
Sony 16,000
Panasonic 15,000
Pioneer [ 10,000
TDK 8,000
BHP Billiton 6,000
Lenovo | 2,500

Source: WSJ reporting

acerbated because it decided to go
after the high end of the television
market in recent years after failing
to keep pace with relentless price
cuts from competitors.

It limited its plasma-display tele-
visions to 50-inch and 60-inch mod-
els and charged a premium com-
pared to other manufacturers. Mean-
while, it tried to cut costs by not
making its own plasma-display pan-
els and opting to buy panels from Pa-
nasonic Corp.

The company expects plasma-TV
shipments to fall to 290,000 units in
the current fiscal year, down from
460,000 units last year. In addition,
it is shelving a plan to start making
LCD televisions using panels pro-
cured from Sharp Corp.

Pioneer said it is in talks with
Sharp, which owns 15% of Pioneer,
to create a joint venture for its DVD
businesses. It plans to close about
30% of its production companies
and will sell idle assets and curb cap-
ital spending.

For the third quarter ended Dec.
31, Pioneer swung to a net loss of
26.1 billion yen from a profit of 1.7
billion yen a year earlier. Revenue
dropped 38% to 131.2 billion yen.

—John Murphy
and Yuka Hayashi
contributed to this article.

EDF cites French regulations
for 39% decline in earnings

BY DAVID GAUTHIER-VILLARS

PARIS—State-controlled utility
Electricité de France SA posted a
sharp drop in 2008 earnings, blam-
ing French regulations that require
it to sell some of its electricity at be-
low-market prices.

EDF, a former monopoly, said
Thursday that its net profit fell 39%
to €3.4 billion ($4.38 billion) last
year, compared with €5.62 billion in
2007, as it booked a provision of €1.2
billion that it said was needed to off-
set the expected cost of subsidizing
competitors and customers. Reve-
nue rose 7.8% to €64.3 billion.

France regulates electricity tar-
iffs as a way to help consumers and
boost the competitiveness of French
companies. The approach has raised
the ire of European regulators, who
are seeking to introduce more com-
petition in energy markets.

EDF said it intends to sell at least
€5 billion of assets over the next
two years to reduce its debt, which
rose after the French company

bought power companies in the U.K.
and the U.S.

EDF’s debt rose to €24.5 billion
at the end of 2008 from €16.3 billion
a year earlier.

EDF went on a buying spree last
year to fulfill an ambition of expand-
ing its nuclear operations overseas.
The company is already the world’s
largest operator of nuclear reactors,
with a fleet of 58 machines in
France. It now aims to build or help
build reactors in China, the U.S., the
U.K. and possibly Italy.

In September, EDF agreed to ac-
quire smaller U.K. nuclear-power
company British Energy PLC for £12.5
billion ($18 billion) and, in December,
the French company said it would
spend $4.5 billion to acquire half of
the nuclear operations of U.S. utility
Constellation Energy Group Inc.

The company said it would rec-
ommend that shareholders approve
a dividend of €1.28 a share against
2008 earnings, unchanged from last
year’s payout.

Thursday, EDF shares fell 7.5% to
end at €32.89 on the Paris bourse.
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Total keeps spend

Despite latest loss,
French oil company
won’t shelve projects

BY DAVID GAUTHIER-VILLARS

French oil company Total SA
posted a net loss but said it would
still keep investment at about last
year’s level and not shelve any large
projects.

Total reported a netloss of €794
million ($1.02 billion) for the fourth
quarter, compared with a net profit
of €3.60 billion a year earlier, be-
cause of a sharp drop in the value of
its oil inventories.

The company plans to use the
drop in raw-material prices as an
opportunity to renegotiate procure-
ment costs with equipment suppli-
ers, Chief Executive Chris-
tophe de Margerie said
Thursday. He said invest-
ment would remain about
the same as last year—
when it was €13.6 bil-
lion—in order to prepare
for a global economic up-
turn. “If we stopped invest-
ing, it would not only be
stupid, it would be a mis-
take,” Mr. de Margerie told
reporters.

Total’s decision to keep
investing in new oil and
natural-gas projects may help it
fend off pressure from govern-

Christophe
de Margerie

Total

Net income/loss

4Q 1Q 2Q 3Q 4Q
2007 ‘08

Source: the company

ments for oil companies to contrib-
ute more of their profits to stimu-
lus plans. Already, Total
has been forced by the
French government to fi-
nance the bulk of a €200
million program aimed at
subsidizing heating oil
this winter for lower-in-
come households.

Yet, the company may
find it difficult to continue
all its projects when many
oil-rich nations are freez-
ing field development over
concerns that energy
prices have fallen below
production costs.

Total’s daily output fell 4% to

ing plan

2.35 million barrels of oil equiva-
lent last year, in part because of
technical problems in Libya and so-
cial unrest in Nigeria.

Stripping out inventories and
other items, Total posted adjusted
net profit of €2.87 billion for the
quarter, down 8% from a year earlier.

Revenue fell 10% to €38.7 billion.

As an example of Total’s willing-
ness to renegotiate prices with sup-
pliers, Mr. de Margerie cited the ex-
ample of Jubail, Total’s €10 billion
refinery project in Saudi Arabia.
The company and its partners have
decided to push back signature on
some procurement contracts for
the project by at least six months,
he said.

Total said it was pursuing discus-
sions with Iran on the South Pars lig-
uefied-natural-gas project, a plan
for which it may enlist support from
China National Petroleum Corp.
Last year, Total said the project was
in jeopardy because, in addition to
diplomatic hurdles stemming from
Tehran’s nuclear ambitions, esti-
mated costs were rising sharply.

Closer to home, the Total CEO
said his company remained keen
on expanding in the nuclear-
power business and was planning
to take a 10% stake in a nuclear re-
actor project in the French region
of Normandy.

Mr. de Margerie declined to say
whether Total might sweeten its
bid for Canadian tar-sand company
UTS Energy Corp., after UTS said re-
cently that Total’s bid was too low.

Ryanair plans Dublin airport cuts

BY QUENTIN FOTTRELL

DUBLIN—Irish budget airline Ry-
anair Holdings PLC said Thursday
that it plans to cut aircraft and jobs
based at Dublin airport, blaming a
new air-passenger tax from the Irish
government. Meanwhile, UK. air-
line Virgin Atlantic Airways Ltd.
said it is considering cutting as
many as 600 jobs because of the
downturn in the industry.

Ryanair, which partly keeps
costs down by using airports with
the lowest charges, said it will cut
Dublin-based aircraft this summer
to 18 from 22, moving the extra air-
craft to Europe. The move will result
in 200 job cuts, mainly among pi-

lots, cabin crew and engineers.
Ryanair, Europe’s largest low-
cost airline by passengers carried,
employs around 6,000 in total. It
said it will also cut its winter 2009
schedule at alater date. The airline’s
move is a response to the govern-
ment’s plan to introduce a €10
($12.89) per-passenger tax at all
Irish airports starting March 30.
Chief Executive Michael O’Leary
said he would reverse the decision to
cut aircraft and jobs in Dublin if the
Irish government withdraws the tax.
Virgin Atlantic, meanwhile, said it
is consulting with staff about 600
possiblejob losses and is talking tola-
bor unions about ways to protect as
many jobs as possible and avoid com-

pulsory layoffs. Virgin Atlantic em-
ploys some 8,500 people world-wide.
Airlines have been hit over the
past year, jolted first as fuel prices
soared to record levels in the first
half of 2008 and then, just as fuel
prices began to retreat, by plummet-
ing passenger numbers and cargo vol-
umes due to the economic downturn.
“With falling demand for travel,
airlines have to reduce their costs
through a variety of measures in-
cluding cutting capacity, freezing
pay, unpaid leave and, regrettably,
adjusting staff numbers,” Virgin At-
lantic Chief Executive Steve Ridg-
way said in a statement.
—Steve McGrath in London
contributed to this article.

Indian retailer succumbs to credit crisis

By ERIC BELLMAN

MUMBAI—One of India’s largest
grocery-store chains, Subhiksha
Trading Services Ltd., has shut-
tered its 1,600 stores and laid off
most its workers, its founder said in
an interview, in another sign of how
the financial crisis is striking even
industries that have little exposure
to the global economy.

Even though demand among In-
dian consumers remains strong,
Subhiksha and other major Indian
retailers are paying the price of
over-expansion. Some are strug-
gling to stay in business now that fi-
nancial backing has dried up, a
sharp swing in a matter of months
from an era when they were viewed
as perfectly poised to ride the wave
of consumption among India’s ris-
ing middle class.

Until late last year, Subhiksha

was opening stores at a rate of 50 a
month. But plans for an initial public
offering to raise funds fell through at
the end of 2007 as the stock market
slid. Then, in September, just as the
company was about to bring in anin-
ternational investor to finance fur-
ther expansion, Lehman Brothers
Holdings Inc. collapsed and the in-
vestor walked.

“The credit market completely
froze up” after Lehman, said R. Subra-
manian, Subhiksha’s founder and
managing director. “Money is like
blood. If the blood flow stops, the en-
tire brain stops working.”

Subhiksha had to stop paying sal-
ary, rents and suppliers as it looked
for cash but no interested parties
emerged. Last month it closed all its
1,600 stores and asked 14,200 of its
15,000 employees to take “unpaid
leave.” It is now in the process of re-
structuring its 7.5 billion rupees

($153.7 million) in debt with the gov-
ernment and its 13 lenders.

Mr. Subramanian said he hopes
to be back in business in May. The
company will have to resupply
most if its stores, though, as loot-
ing and spoiling of its products
mean there will be little market-
able left on its shelves. More than
600 of its stores, left unprotected
by unpaid employees and security
guards, have been looted. Wednes-
day, its distribution center in New
Delhi was attacked and police are
enforcing a curfew around its cen-
ter in Mumbai.

“It is unlikely that one is going to
go into the stores and find a lot of
stock when we go back into business
in May,” said Mr. Subramanian. “We
are getting completely choked.”

Subhiksha isn’t publicly traded
but its woes are echoed among big-
ger, listed retailers in India.

Rolls-Royce Group PLC

Jet-engine maker reports

loss despite revenue gains

Rolls-Royce Group PLC swung
to a net loss for 2008 as exchange-
rate losses more than offset a rise
inrevenue, but offered a cautiously
optimistic outlook for 2009. The
world’s second-largest maker of
commercial and military jet en-
gines after General Electric Co.
posted a full-year net loss of £1.34
billion ($1.93 billion) compared
with a net profit of £606 million in
2007. The U.K.-based company at-
tributed the loss to last year’s 28%
decline in the value of the pound
against the dollar. Rolls-Royce gen-
erates net dollar receipts of be-
tween $3.5 billion and $4 billion a
year and takes hedging positions to
cover that amount, which, at the
end of the year, were at a higher
rate than the actual exchange rate.
Revenue, meanwhile, increased
22% to £9.08 billion.

Capgemini SA

Capgemini SA, Europe’s largest
computer-services company,
Thursday posted a19% drop in sec-
ond-half net profit and warned
that revenue and margins may de-
cline in the first half of 2009, send-
ing its shares down 9% in Paris. Net
profit fell to €220 million ($284
million) from €272 million a year
earlier, hit by restructuring costs
and income-tax increases, while
revenue edged up to €4.34 billion
from €4.31billion. Like-for-like rev-
enue, which strips out the effect of
acquisitions, disposals and cur-
rency movements, may decline by
as much as 2% in the first half of
2009, said Chief Executive Paul
Hermelin. At the start of the year,
many customers are taking a “wait-
and-see” approach to adjustable
spending, he said.

Square Enix Holdings Co.

Videogames maker Square Enix
Holdings Co. of Japan agreed to buy
Eidos PLC, the British company be-
hind titles such as “Tomb Raider”
and “Championship Manager,” for
£84.3 million ($121.3 million) to ex-
tend its reach in Europe. Eidos, for-
merly known as SCi Entertainment
Group PLC, has been hit by weaker-
than-expected U.S. sales of “Tomb
Raider: Underworld,” starring Lara
Croft. Square Enix, which also
makes “Final Fantasy” role-playing
games, said it would pay 32 pence a
share in cash for Eidos. That is more
than three times Eidos’s closing
share price of nine pence on Jan. 14,
the day before the bid approach was
announced. Square Enix said operat-
ing profit fell 29% from a year earlier
to 12.77 billion yen ($141.3 million)
for the nine months ended Dec. 31.

Marriott International Inc.

Marriott International Inc.
swung to a fourth-quarterloss onre-
structuring charges and lower reve-
nue, and the hotel company pro-
jected continued weakness as the
economic downturnrestricts travel.
At its hotels in North America, Mar-
riott said revenue per available
room—or revpar, a key financial
measure in the industry—is ex-
pected to fall17% in the first quarter.
Outside North America, it expects a
15% drop. Marriott, Bethesda, Md.,
reported a net loss of $10 million, or
three cents a share, for the fourth
quarter, compared with year-earlier
net income of $176 million, or 46
cents a share. Excluding restructur-
ing charges and other items, earn-
ings fell 45% to 34 cents. Revenue de-
clined 7.5% to $3.78 billion.

Kellogg, Brown & Root

Kellogg, Brown & Root LLC
pleaded guilty to U.S. bribery
charges in Houston on Wednesday
and, with its current and former par-
ent companies, agreed to a larger-
than-expected $579 million in fines
and penalties arising from a plan to
bribe Nigerian government officials.
The deal, which also involves KBR
Inc. and Halliburton Co., the former
parent of Kellogg, Brown & Root,
was set at $559 million when it was
announced last month. KBR is pay-
ing $402 million in criminal fines,
and the companies are jointly pay-
ing $177 million to settle the U.S. Se-
curities and Exchange Commis-
sion’s civil complaint, which ac-
cused them of accounting and inter-
nal-controls violations.

Gas Natural SDG SA

Spain’s competition authority
has allowed Gas Natural SDG SA to
hold onto the gas unit of Union
Fenosa SA if Gas Natural sells some
assets, clearing the takeover. Gas
Natural last year agreed to buy
45.3% of Union Fenosa from Spanish
construction company Actividades
de Construccion y Servicios SA and
launch a bid for the rest. Antitrust
clearance was required for the take-
over, valued at about €18.26 billion
($23.54 Dbillion). The antitrust
agency said Thursday that Gas Natu-
ral will dispose of assets represent-
ing 2,000 megawatts of gas-fired
power generation. Italy’s Eni SpA
owns 50% of Union Fenosa Gas and
hasrights to purchase the other half
if the unit is up for sale. Gas Natural
agreed to let Union Fenosa continue
to supply third parties.

Nissan Motor Co.

Nissan Motor Co. Thursday
joined other major Japanese auto
makers in targeting increased sales
in China this year, hoping that high
sales in the huge market will help it
get through the global slowdown in
car demand. Nissan said it aims toin-
crease China sales volume by 4.6%
t0 570,000 vehicles in 2009. Japan’s
third-biggest car maker by volume
seeks to increase passenger-vehicle
sales by 6.7% to 415,000 vehicles to
offset an expected 0.6% fall for light
commercial vehicles, to 115,000
units. But the forecasts come as the
Chinese market also shows signs of
succumbing to the world slump. For
the third straight month, year-on-
year passenger-vehicle sales in
China fell in January. In 2008, sales
in the world’s second-biggest auto
market posted the slowest growth
in at least five years.

Yamaha Motor Co.

Yamaha Motor Co. fell into the
red in the fourth quarter and said it
expects to be unprofitable this year,
demonstrating how the yen’s
strength and a downturn in demand
are hurting the company’s bottom
line. The Japan-based motorcycle
maker posted a net loss of 41.3 bil-
lionyen ($456.9 million) in the quar-
ter, a reversal from the year-earlier
profit of 3.73 billion yen. It also
posted an operating loss of 15.7 bil-
lion yen, compared with a year-ear-
lier profit of 29.15 billion yen. Sales
dropped to 321.31 billion yen from
421.71 billion yen. The poor results
underscore how demand for motor-
cycles and leisure boats has taken a
turn for the worse amid a slide in
personal consumption. For the cur-
rent year, Yamaha Motor expects to
post a net loss of 42 billion yen.

—Compiled from staff
and wire service reports.
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Pakistan accepts partial Mumbai role

Official offers fullest accounting yet of investigation into November attacks, says most key plotters are in custody

Pakistan publicly acknowledged
for the first time Thursday that last
year’s terrorist attacks on Mumbai
were partly planned on its soil and
said it had arrested most of the key
plotters, the clearest sign to date
that Pakistan intends to cooperate
with international efforts to prose-
cute those behind the attacks.

By Zahid Hussain in Islamabad
and Matthew Rosenberg
in New Delhi

Detailing a strong Pakistani link
to the three-day rampage in Novem-
ber, Interior Ministry chief Rehman
Malik said his investigators had
tracked down safe houses and hide-
outs used by the conspirators, traced
the boats that carried the attackers
from a seaside Pakistani town to the
waters outside Mumbai, and found
the store in the Arabian Sea port of
Karachi that sold the engines used to
power the dinghies that carried the
10 gunmen ashore.

“The boats that were used by the
terrorists to reach Mumbai are un-
der our possession,” he said. He
added that authorities have also
taken into custody the crews that
sailed them.

Mr. Malik’s announcement ap-
peared to mark a clear break from Pa-
kistan’s equivocation over the role of
its people in the attacks. While India
and the U.S. have urged Islamabad to
take responsibility and action, some
Pakistani officials had suggested the
plot was hatched elsewhere and Paki-
stanis were only incidental players.

“Some part of the conspiracy has
taken place in Pakistan,” Mr. Malik
said. “I want to assure our nation, I
want to assure the international com-
munity, that we mean business.”

India’s Foreign Ministry called Pa-
kistan’s statement “a positive devel-
opment” and said it would share

Reuters
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Rehman Malik, Pakistan’s interior ministry chief, said, ‘The boats that were used by the terrorists...are under our possession.

whatever additional information it
could. That was a marked change
from the accusatory tone New Delhi
has taken with Islamabad since the
attacks on luxury hotels, a Jewish
center and other targets left 171 peo-
ple dead, including nine assailants.

State Department spokesman
Robert Wood described reports of
the arrests as “a very positive step.”

Officials in Washington have
pushed Pakistan to conduct a thor-
ough investigation and offer a com-
plete, public accounting of what
they found.

“Pakistan knows the entire inter-
national community is watching and
wants to see justice,” Mr. Wood said.

Mr. Malik said six people have
been charged in Pakistan with “abet-
ting, conspiracy and facilitation” of

aterrorist act, and several other sus-
pected plotters are currently in Paki-
stani custody or under investiga-
tion. The suspects being held in-
clude at least one Pakistani who was
living Barcelona, Spain, he said.

“Don’t ask how I brought him to
Pakistan,” Mr. Malik said. “He was
lured to come here.”

Spain’s Interior Ministry said it
had no information about the ar-
rest, and that it has made a request
to Pakistan for information.

Mr. Malik’s accounting of what
Pakistani investigators have so far
found offered a glimpse of a plot
that used the global communica-
tions network to mask its origins.
Some of the mobile-phone SIM
cards were from Austria and India,
Internet phone calls were made on

an account paid for in Barcelona,
and a Thuraya satellite phone was
bought in the Middle East.

In Pakistan, Mr. Malik said au-
thorities were able to trace and ar-
rest “one of the main opera-
tors”—a man he said was named
Hamman Sadig—by sifting
through records of bank transfers
and telephone calls.

Mr. Malik said some of the plot-
ters were linked to the banned Paki-
stani Islamic militant group Lash-
kar-e-Taiba, the outfit that U.S.
and Indian officials say was behind
the attacks.

Among those “under investiga-
tion,” according to Mr. Malik, is Zaki
ur-Rehman Lakhvi, the group’s oper-
ational commander and the alleged
mastermind of the attacks. Mr. La-

khvi was detained in a crackdown
on Lashkar in December along with
Zarar Shah, Lashkar’s communica-
tions chief.

Mr. Malik said Pakistani investi-
gators, who have been studying evi-
dence provided by India in early Jan-
uary, are now seeking more informa-
tion from New Delhi to help ensure
they have enough evidence to con-
vict the suspects.

Among the information being
sought are DNA samples from the
sole surviving attacker, who was
captured by India, Mohammed Aj-
mal Kasab, and the nine others slain
by Indian security forces. Mr. Malik
said Pakistan needs the samples to
confirm their identities.

One issue not directly addressed
by Mr. Malik was Indian accusations
that elements of Pakistan’s Inter-
Services Intelligence agency, which
once had close ties to Lashkar,
played a role in plotting the attack.

New Delhi, in its reaction, said it
expects a complete crackdown on
Lashkar and other Pakistani groups
that have targeted India. “We would
also expect that the government of
Pakistan take credible steps to dis-
mantle the infrastructure of terror-
ism in Pakistan,” the foreign minis-
try said.

Pakistan has arrested much of
Lashkar’s top and mid-level leader-
ship, but officials say the organiza-
tion continues to operate.

Meanwhile, the International
Monetary Fund will begin a 10-day
review of Pakistan’s economic per-
formance Sunday.

Pakistan recieved the first $3.1
billion of a $7.6 billion IMF rescue
packaged in November, and is ex-
pecting a $750 million installment
upon completion of the review, a Pa-
kistani official said.

—Haris Zamir, Thomas Catan
and Louise Radnofsky
contributed to this article.

Eastern Europe reels as demand for exports dwindles

BY MARcCUS WALKER

BERLIN—Eastern Europe, which
narrowly survived the global finan-
cial crisis with help from the Interna-
tional Monetary Fund, now faces a
second shock wave: Industry is
slumping along with exports to Eu-
rope’s wealthier West.

Economic data for 2008’s fourth
quarter, due Friday, are expected to
show growth collapsing in coun-
tries such as Poland, the Czech Re-
public and Slovakia, which had
coped relatively well with the crisis.

Thus far, the downturn’s toll has
been worst in countries that have
large trade deficits and relied on for-
eign borrowing to pay for their con-
sumption, such as Baltic nations Es-
tonia and Latvia.

Many analysts expect that other
countries that rely on foreign
credit, such as Bulgaria and Roma-
nia, will follow the Baltics into re-
cession now that cheap credit has
dried up and investors are fleeing
emerging markets.

Even the region’s strongest econo-
mies are caught in the downward spi-
ral, because of trade links with Ger-
many and other euro-zone nations.

“Almost every country in central
and eastern Europe will have areces-
sionin 2009,” says Neil Shearing, an

economist at London consultancy
Capital Economics. “The collapse in
industrial production that we’re see-
ing will spread and engulf these en-
tire economies.”

Growth in Poland and Slovakia
could fall to around zero this year,
while Hungary and the Czech Repub-
lic will have sharp economic contrac-
tions, Mr. Shearing predicts.

Friday’s data are expected to con-
firm that Hungary’s economy is
shrinking. The country is suffering
from falling exports and financial
strains because of its citizens’ exces-
sive borrowing in foreign curren-
cies in recent years.

Analysts expect data for Slova-
kia—which joined the euro zone in
January—and the Czech Republic to
show that a slowdown began in the
fourth quarter, driven by the col-
lapse in Western European demand
for cars.

The two countries have turned
themselves into the Detroit of Eu-
rope in recent years, luring carmak-
ers from around the world to build
factories there. Now their car sales
are performing like Detroit’s.

The Czech Republic’s biggest ex-
porter, carmaker Skoda, announced
in December that it would operate
its factories only four days a week
for the first half of 2009, because of

Export-led slump

Central Europe’s dependence on
exports threatens its growth

GDP growth 2008 2007 exports
I GDP growth 2009* as % of GDP
Poland
0/
‘0 A48% o
Czech Republic
4.0 70
-2.0
Slovakia
7.0
77
:
Hungary
1.5 68

Source: Capital Economics “Forecasts

crumbling car sales around Europe.
Sales in Western Europe of cars
made in the Czech Republic, Slova-
kia and Hungary are currently down
about 30% from a year ago, says
Gyula Toth, Central Europe econo-
mist at Unicredit in Vienna.

“Car production in January and
February will be terrible—you
might see a 50% decline” from a year

ago, Mr. Toth says. Many car facto-
ries stopped production because of
both a lack of sales and a lack of en-
ergy last month, when a dispute be-
tween Russia and Ukraine cut much
of Eastern Europe’s gas supply.

Economists say prospects for a
recovery depend heavily on Ger-
many, which buys roughly a third of
its eastern neighbors’ exports.

Germany’s economy is set to
shrink by about 2.5% this year, the
IMF predicts. Some business sur-
veys suggest Germany might stabi-
lize in the second half, however.

EveninPoland, which has alarger
domestic market than other coun-
tries in the region, falling exports are
hurting industrial production and
employment, which is spilling over
into weak consumer spending.

Polish trade data published by
the country’s central bank on
Thursday showed that exports fell
16% in December from a year ear-
lier. That followed a steep fall in
November, when Western Eu-
rope’s slowdown first made itself
felt in the European Union’s newer
member states.

Export data for the Czech Repub-
lic, Hungary and Slovakia show the
same pattern: Demand for the re-
gion’s goods started to collapse at
the end of last year. In December,

Czech exports fell 13% from a year
earlier, while Slovak exports fell 10%
and Hungarian exports fell 16%, ac-
cording to national statistics.

Polish furniture maker Profim
Ltd. first felt its customers’ falling
demand at a trade fair in Cologne,
Germany, in October. The company
expects weak exports in the first
half of this year, says marketing
manager Katarzyna Bukowiecka.
But Poland’s weakening currency,
the zloty, will help the company com-
pete, she says.

The weak zloty is giving many
other Polish companies a severe
headache, however: Before the fi-
nancial crisis, they invested in cur-
rency options to protect their ex-
port earnings against the zloty’s
seemingly inexorable rise.

The zloty’s 30% fall against the
euro since last summer means these
companies now face financial
losses, which Poland’s financial reg-
ulator estimates could amount to
more than 1% of Poland’s gross do-
mestic product.

Poland’s government, which
fears losses on currency options
could bankrupt many domestic com-
panies, wants banks that sold com-
panies such instruments to help
their clients pay for their losses.
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Evolution of the Plan | How the stimulus package has developed (610 billion

Jan. 26 Jan. 28 Jan.31 Feb.10 Feb.11

As introduced As passed As introduced As passed Tentative

in the House by the House in the Senate by the Senate compromise
version

TAX BREAKS

$211.8 billion $182.3 $252.5 $292.6 $276.3

SPENDING

$604.0 billion $637.3 $632.0 $545.6 $513.2
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TOTAL COST

$815.8 billion  $819.5 $884.5 $838.2 $789.5

Source: Congressional Budget Office; WSJ reporting

Note: Figures may not total due to rounding

Break on debt buybacks

Measure letting firms
defer taxes survives
in stimulus package

BY JESSE DRUCKER
AND JOHN D. McKINNON

Companies and private-equity
firms that want to buy back their
own troubled debt at a discount
could get a windfall from the eco-
nomic-stimulus package headed for
final votes in Congress.

A measure to allow companies to
defer income taxes when they repur-
chase their own debt at a discount
made it into the final deal with the
help of Sen. Max Baucus (D., Mont.),
chairman of the Senate Finance Com-
mittee. Sen. Baucus is a large recipi-
ent of campaign contributions from
Wall Street, which would likely help
structure and finance such deals.
Sen. John Ensign (R., Nev.), who spon-
sored the original, more generous
measure, is a major recipient of con-
tributions from several companies
that are owned by private-equity
firms, such as MGM and Harrah’s En-
tertainment Inc. The tax break will al-
low those companies to defer their
taxes for up to five years and then
pay the taxes over the next five years.

A spokeswoman for Sen. Baucus
had no immediate comment.

A spokesman for Sen. Ensign
said that the bill is supported by an
array of companies that “employ mil-
lions of workers.”

It is unclear how much this mea-

sure will cost.

The debt-buyback break survived
even as other business tax breaks
were scaled back. The overall bal-
ance in the final package appeared to
shift toward individuals, at the ex-
pense of businesses. Tax lobbyists
cited estimates that as much as $230
billion of the $275 billion in tax cuts
primarily benefit individuals.

One other major business-tax
break was left intact, allowing busi-
nesses to take larger tax deductions
on capital spending in 2009 and 2010,
rather than spread over several years,
essentially a two-year extension of a
break passed early last year. But many
experts question its potential impact.

The final proposal scales back
the single biggest corporate tax
break passed earlier by both the
House and Senate: a provision that
would allow companies to use their
so-called tax losses to offset five
years of taxable U.S. profits, instead
of the usual two. That would have en-
titled many companies to tax re-
funds. Now, that benefit will only be
available to small businesses. Un-
profitable businesses also won’t be
able to get cash for a range of un-
used tax credits as they had hoped.

A big new homebuyer tax credit,
which critics argued would have rein-
flated the housing bubble and cost
$35 billion, was ditched in favor of a
more modest expansion of an existing
tax credit. A break for new-car sales
also was significantly scaled back.

For individuals, the stimulus bill,
asoverhauled by House and Senate ne-
gotiators, now promises a credit of up
to $400 per person for 95% of wage

earners, according to lawmakers.

That break—making good on
President Barack Obama’s cam-
paign pledge—would start showing
up in paychecks within weeks,
through withholding adjustments.
Supporters hope recipients will
spend more of it, compared with
past rounds of rebate checks.

The new credit, known as “Making
Work Pay,” diminishes for individuals
earning $75,000 or more ($150,000 or
more for couples), and disappears for
people making about $100,000
(about $200,000 for couples). Mil-
lions who earn too little to have in-
come tax withheld also could miss out
unless they file returns—many don’t.
The bill offers a parallel $250 pay-
ment to retirees and disabled people.

Lower-income families would ben-
efit from expansions of the earned-in-
come credit and child credit. About
four million college students—includ-
ing many from higher-income fami-
lies—will get an expanded break on
tuition and related expenses.

For 26 million mostly middle-
and higher-income households,
there is also a one-year extension of
relief from the Alternative Minimum
Tax. Designed years ago to keep very
wealthy people from avoiding tax,
the AMT would hit millions more
middle-class families each year be-
cause it was never indexed for infla-
tion. Congress has been passing an-
nual “patches” to fix the problem.

The tax breaks are mostly tempo-
rary. Congress and the Obama ad-
ministration will have to decide
whether to let them expire or make
them permanent.

More money woven into safety net

BY LAURA MECKLER

WASHINGTON—The U.S. eco-
nomic-stimulus agreement reached
Wednesday expands federal aid to
an array of programs aimed at the
poor and jobless, with billions of dol-
lars for health care, unemployment
insurance, food stamps and other
programs.

Final negotiations between the
House and Senate stripped away
some of the more aggressive expan-
sions that had been on the table, in-
cluding an option to let states open
their Medicaid programs to the un-
employed. But the final deal still rep-
resents a larger federal contribu-

tion to nearly every major aid pro-
gram the government administers.

In the final bill, the unemployed
will see fresh aid on two fronts: an
extension of unemployment bene-
fits and help paying health-insur-
ance premiums.

States typically offer 26 weeks of
unemployment benefits, and the fed-
eral government had extended that
by 20 weeks, with an additional 13
weeks for jobless in states with partic-
ularly high unemployment. The stim-
ulus package keeps those extensions
in place through 2009, meaning that
many people will qualify for just over
a year of unemployment checks.

The package also increases

weekly payments by $25.

In addition, the package offers
states big payments if they agree to
expand their programs to more peo-
ple, including people laid off from
low-wage, part-time jobs who often
do not qualify for aid today.

For instance, many states won’t
count recent earnings toward calcu-
lating benefits, arule that hurts low-
wage workers who often change
jobs. States that change this provi-
sion will be rewarded by the bill.

“The unemployment provisions
go along way tofill the gaps in the pro-
gram,” said Maurice Emsellem, policy
co-director of National Employment
Law Project, an advocacy group.
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Obama tries to contain exuberance
without chilling confidence

O COMMANDER-IN-CHIEF

and economist-in-chief, U.S.
President Barack Obama now has
a chance to add this title to his
portfolio: psychologist-in-chief.

In the story of the Obama ad-
ministration, this week will go
down as the one in which the
president’s team succeeded in
getting the deal it had to have
with Congress on an economic-
stimulus package. The process
wasn’t always pretty, but by his-
torical standards the speed in
passing a signature economic
measure is impressive.

This also is the week in
which the administration flatly
failed in its effort to sell Wall
Street on a parallel plan to stabi-
lize financial markets.

On both fronts, though, the
psychological strain has been sig-
nificant. Put bluntly, average
Americans as well as the finan-
cial markets look more than a lit-
tle scared right now. While that
fear actually has been useful for
Mr. Obama in pushing through
the stimulus plan, it now may be
time to engage in a little Franklin
Roosevelt-style, all-we-have-to-
fear-is-fear-itself soothing.

Handling public expectations
is a balancing act for any presi-
dent, and anxiety can be both an
advantage and a disadvantage to
a White House. Consider the land-
scape the Obama administration
already has traversed in its still-
short life.

Mr. Obama, whose campaign
message was summarized in the
title of his book, “The Audacity
of Hope,” prepared to take over
amid what can fairly be de-
scribed as a surplus of hope.
Americans shocked by the rapid
deterioration of the economy
around them, and fearing for
their jobs and their homes,
seemed to be looking for some-
thing—anything—to make them
feel better. Many of their hopes
and aspirations were poured into
a vessel named Barack Obama.

The phenomenon could be
seen in polling numbers. After
Mr. Obama secured the Demo-
cratic presidential nomination
last summer, 46% of those sur-
veyed by The Wall Street Journal
and NBC News found him to have
strong leadership qualities. Just
before he was inaugurated, that
number had risen to 70%.

UST BEFORE November’s elec-
tion, 12% said the country
was headed in the right direction.

By Inauguration Day, that had
more than doubled, to 26%. Only
two things had really changed:
The economy actually had gotten
a lot worse, and Mr. Obama was
about to become president.

If anything, the problem for
the Obama team was that there
was too much optimism, consider-
ing the circumstances. Excessive
optimism could translate into ex-
cessive expectations that the new
president could turn things
around quickly. Excessive expecta-
tions become dashed expecta-
tions, which are politically fatal.

So the new president began
throwing some cold water. His in-
augural address was long on som-
ber warnings of tough days
ahead, short on pretty pictures of
paradise awaiting. Mr. Obama be-

gan talking of an economic slump
that could last years, and using
words such as “catastrophe” to de-
scribe what might unfold. This
week, he talked of potentially irre-
versible damage to the economy.

If the goal was to head off ir-
rational exuberance, it worked.
More than half the country now
says it expects the recession to
last as long as three years.

The grim language served an-
other purpose: It was designed
to create a sense of urgency in
Congress to get the stimulus bill
passed quickly. If Rome is burn-
ing, nobody would want to be
seen doing too much fiddling.

And that worked as well. The
House and Senate are marching
ahead on precisely the timetable
Mr. Obama wanted, one that
could get the package done by
Presidents Day. Remarkably, work-
ing out differences between the
House and Senate versions—and
they were considerable, measur-
ing in the tens of billions of dol-
lars—took a rump group of con-
gressional leaders just 24 hours.
They got the deal done by cutting
some $50 billion out of the pack-
age, a move the White House em-
braced but its party’s liberals will
bemoan.

ET PART of the cost also
can be measured in psycho-

logical terms. The flip side of con-
taining exuberance is the risk of
chilling confidence. And that’s
not a good thing when the big-
gest economic danger lying
ahead is a vicious downward spi-
ral in which Americans stop
spending, prompting more lay-
offs, depressing spending fur-
ther, producing more layoffs,
with no obvious end in sight.

Indeed, the latest report from
the Commerce Department
shows December was the fifth-
consecutive month of declining
consumer spending, and it’s hard
to imagine anything has hap-
pened since to change that trend.
In fact, a new poll from the Pew
Research Center for the People
and the Press shows that 30% of
Americans now say the country
is in a depression, up from 20%
as recently as December.

Meantime, it took Treasury
Secretary Timothy Geithner only
about an hour Tuesday to take
the financial markets to their
own parallel state of declining
confidence. The lack of convinc-
ing detail in the announcement
of his plan to spend remaining
funds to rescue financial markets
left Wall Street with more a pau-
city than an audacity of hope.

It’s worth remembering that
the country survived some
pretty horrific economic prob-
lems in 1974 and 1975, and again
from 1980 to 1982. False hope
isn’t useful, but neither is a lack
of hope. Somewhere in between
lies a healthy psychological
place, toward which Mr. Obama
now can try to steer the nation.
Actually, he’ll soon get a golden
opportunity, when he addresses
a joint session of Congress, and
the nation beyond, on Feb. 24.

Mr. Wessel responds to reader
comments at WSJ.com/
CapitalExchange. Or email him
at capital@wsj.com.
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n 2003, amid debate about the

Bush tax cuts and a budget deficit

of merely $400 billion, Maine Sen-

ator Olympia Snowe demanded

that any tax cuts be capped at
$350 billion. “At a time of growing fed-
eral deficits,” the Republican declared to
much media praise, “it is especially im-
portant that this plan be right-sized with-
out putting our future at risk.”

Flash forward to Tuesday: Ms.
Snowe provided one of three crucial
GOP votes that helped Democrats pass
$838 billion in new spending and “tax
cuts”—often for people who pay no
taxes. The deficit for 2009 even before
this stimulus? $1.2 trillion.

If nothing else good comes from this
exercise, at least Senators Snowe, Susan
Collins and Arlen Specter should be
laughed out of town if they ever fret
about a budget deficit again.

* * *

As we went to press, the details of
the final House-Senate stimulus bill
weren’t available. But this much we do
know: The bill will mark the largest sin-
gle-year increase in domestic federal
spending since World War II; it will
send the budget deficit to heights not
seen in 60 years; and it will establish a
new and much higher spending base-
line for years to come. Combine this
new spending, and the borrowing it will
require, with the trillions of dollars still
needed for the banking system, and we
are about to test the outer limits of our
national balance sheet.

ednesday members of
the House Financial Ser-
vices committee hauled
in CEOs of banks receiv-
ing TARP funds to ex-
plain why they aren’t lending the money.
The CEOs largely rejected the premise.
J.P. Morgan’s Jamie Dimon said, “Our
consumer loan balances increased by

eert Wilders is an unlikely

free-speech symbol, as the

Dutch lawmaker wants to ban

the Quran. And Britain is an

unlikely country to suppress

free speech, but police yesterday de-

tained Mr. Wilders at Heathrow Airport

to stop him from speaking at the Mother
of Parliaments.

Lord Malcolm Pearson had invited

the leader of the Dutch Freedom Party—

On Taste
Page W15

m The Jew as scapegoat is the underly-
ing moral of “The Brothers Ashkenazi,”
I.J. Singer’s masterpiece novel, writes
Joseph Epstein.

m There’s increasing grumbling about
Valentine’s Day, a holiday which forces
people, at arrow-point, to declare their
love, says Jennifer Graham.

The Real Stimulus Burden

The three Republican amigos are
praising themselves for cutting spend-
ing in the House bill by some $100 bil-
lion, but this is tinkering around the
Beltway edges. The total price tag is still
just under $800 billion, and the Senate
version even increased spending from
the House bill for

by $546 billion over 10 years. But to get
this low a figure, CBO assumes that the
half-trillion in spending will be a one-
time wonder. We are thus expected to be-
lieve that Democrats will let these addi-
tions to their favorite programs vanish
after two or three years. To believe this,
you have toignore

more than 120 pro-
grams—such as
$750 million for
farm subsidies.
Late Wednesday
we were hearing
that to add back 0

Off the Deep End
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Total annual deficit or surplus as a share of GDP

the last half-cen-
tury of budget pol-
itics. Spending
never declines; at
best it merely fails
to grow as fast as

more House .
spending, the con-
ferees were cut-
ting the size of
the tax cuts that

Barack Obama .10..........................

campaigned on.
The original
economic theory
behind this bill
was to spend the
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money quickly to
create jobs fast. But even the most tal-
ented spenders on Capitol Hill couldn’t
find enough projects to fund in such a
rush. So they spread out the largesse
over several years—long after everyone
hopes the recession is over. Some of
these “timely” stimulus payments
won’t hit the economy until after the
2016 Olympics.

Even under CBO’s conservative esti-
mate, the Senate bill increases outlays

be denounced as
“heartless” and Draconian.

The Republican staff of the House
Budget Committee has calculated what
happens to future spending if Congress
continues to fund 19 of the most politi-
cally untouchable programs at their
new stimulus levels. The list of 19 in-
cludes Pell Grants, Head Start money for
poor kids, nutrition programs for se-
niors, Medicaid, special education, food
stamps and cancer research at the Na-

Lending Lesson

2.1% in the fourth quarter, while overall
personal consumption expenditure in
the country decreased by 2.3% over the
same period. That is to say, we lent more
even as consumers cut back on their
spending during the quarter.”

Wells Fargo CEO John Stumpf noted
that in the fourth quarter his bank in-
creased loans to students, businesses,

farms, and commercial real estate by
double-digit rates.

Wednesday’s testimony tracks the
numbersreported by the Federal Reserve,
which show that lending by U.S. banks and
other depository institutions increased in
the fourth quarter, despite accusations
that banks aren’t putting TARP money “on
the street.” What the politicians don’t

Held at Heathrow

who was indicted last month in his home
country for “inciting hatred and discrim-
ination” against Muslims—to discuss
his anti-Islam film “Fitna.” The
15-minute video juxtaposes Quranic
verses that call for jihad with clips of ter-
ror attacks.

But the British Home Of-
fice said his presence would
pose a “serious threat to
one of the fundamental in-
terests of society,” arguing
that his statements on Is-
lam “would threaten com-
munity harmony and there-
fore public security in the U.K.” A Home
Office spokesman further explained:
“The government opposes extremism in
all its forms.”

In truth, the government is selective
in opposing extremism, allowing last
May, for example, Ibrahim Moussawi, a
chief spokesman for the Iran-financed Is-
lamist terror group Hezbollah, to enter
the country and address meetings orga-

By detaining
Wilders, Britain
undermines its

own values.

nized by the “Stop the War Coalition.” In
recent weeks, protesters against the Is-
raeli Gaza offensive could freely express
their support for Hamas, another Islam-
ist terror group.

Barring Mr. Wilders from entering the
country is not about oppos-
ing extremism but giving in
to it. As insulting or offen-
sive as Mr. Wilders’s liken-
ing Islam to Nazism is, he
doesn’t call for violence, let
alone terror. Nobody really
thinks his presence will in-
cite attacks on Muslims.
Rather, the unspoken fear is that his visit
will spark riots by Muslims.

Either the government is exaggerat-
ing the dangers, in which case his deten-
tion will only reinforce whatever preju-
dices people may have about Muslims.
Or the threat analysis is correct and the
free expression of Mr. Wilders’s views re-
ally could have led to Muslim violence. In
that case, the question is what sort of

tional Institutes of Health, among oth-
ers. Across a 10-year period through
2019, these 19 programs alone would in-
crease federal outlays and tax entitle-
ments by $1.59 trillion.

The nearby chart shows how the bill
will increase the 2009 budget deficit,
which is already the largest in modern
history. Perhaps you recall the deficit
wails from the Reagan years, but the
peak deficit was only 6% of GDP in 1983.
In the Clinton years we were told taxes
had to rise to reduce a deficit of merely
3.9% of GDP. CBO estimates the 2009 def-
icit will reach 8.3% of the economy, not
including the stimulus or bank bailout
cash. Toss in those, and analysts at the
Strategas Group estimate the deficit
could hit nearly $2 trillion, or 13.5% of
the U.S. economy.

We aren’t deficit scolds, but these
levels are uncharted territory, espe-
cially if any economic recovery is weak
because the spending doesn’t stimu-
late. The new spending means new fed-
eral debt in the trillions of dollars over
the next few years, which will test the
limits of America’s credit-worthiness.
To the extent that taxes rise to pay for it
all, the U.S. will become less desirable
as a destination for the world’s capital.
Perhaps the Federal Reserve will try to
inflate away this growing debt, but the
world’s bond vigilantes will get a vote
on that.

Americans need to understand the
vast expansion of government they are
getting—and who voted to pass it.

seem to realize is that commercial banks
provide little more than 20% of credit in
the economy, as Bert Ely recently noted in
these pages. Nonbank lending, including
investor purchases of asset-backed securi-
ties, is still the missing ingredient in our
markets. Alas for Congress, those inves-
tors don’t make ripe targets for the TV
cameras at the witness table.

“community” would so easily turn vio-
lent, and where is the “harmony” that
supposedly needs to be preserved?

Giving in to mob rule, real or imag-
ined, is the abdication of democracy and
the rule of law.

Pepper . . . and Salt
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“P’d appreciate it if you’d go easy on me today
because my Idol got voted off last night.”





