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What’s

News

Austrian bank Raiffeisen
rushed out preliminary results
to reassure investors over its
exposure in Eastern Europe,
where it is cutting back for-
eign-currency loans to con-
sumers as well as all lending
to some industries. Page 3

M The UK's balance sheet
sagged, hurt by a combination
of government bailouts and
falling tax revenue. Page 2

M Airbus said it will cut out-
put amid weak demand, four
months after it shelved plans
to boost production. Page 3

M Worries about financial
shares pulled the U.S. market
down, while European shares
clung near the year’s lows.
Crude prices jumped. Page 18

M Nestlé increased prices
last year despite the reces-
sion, helping drive better-
than-expected profit. Page 3

B AXA reported an 84% drop
in profit and prepared for a
rights issue. The news sent
its shares down 9.1%. Page 6

M Brazil's Petrobras is in talks
with China Development Bank
on a financing deal and also

signed a pact to sell crude oil
to China Petroleum. Page 28

M Spain is under pressure to
tackle politically unpopular
labor-market reforms as its
economy falters. Page 8

M Netanyahu took a big step
toward leading Israel’s next
government, securing the sup-
port of nationalist politician
Avigdor Lieberman. Page 9

M Irag’s Maliki will have to
build alliances even though
he won the most votes in a
majority of provinces, final
results showed. Page 9

M French Finance Minister
Lagarde said there could be
obstacles to the ECB’s aim
to become a pan-European
supervisor of banks. Page 8

M The U.S. and Asian nations
are concerned that a power
struggle in North Korea is
undermining international dis-
armament efforts. Page 11

M The EU sent a high-level
delegation to Belarus for
talks with political leaders.

M A European regulator rec-
ommended psoriasis drug Rap-
tiva be withdrawn from the
market, as the FDA warned
of the risk of brain infection.

M France offered to boost
salaries to end the month-
long strike in Guadeloupe.

M Emirates Airline plans to
increase flights. Page 4
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Free markets

Trade can revive global
growth, says China’s com-
merce minister. Page 13
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Dumped?
U.S. steel companies are suspicious of sudden increases in steel
imports from some countries in the fourth quarter of 2008
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finished-steel china
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the three quarters of
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Steelmakers in U.S.
set to battle imports

By JoHN W. MILLER

U.S. steelmakers are pre-
paring a raft of complaints
against foreign steel imports,
a move that could result in
stiff tariff increases later this
year and escalate trade ten-
sions with China, say people
familiar with the matter.

Companies such as U.S.
Steel Corp., Nucor Corp. and
AK Steel Holding Corp. hope
extra tariffs will hold off for-
eign competitors from gain-
ing market share in parts of
the roughly $100 billion U.S.
steel market not protected by
“Buy American” provisions in
the $787 billion stimulus bill.

The companies say higher
import tariffs are needed to
help them survive the global
recession and a painful shake-

out in the U.S. car industry—
one of its biggest customers.
Foreign steel imports are cur-
rently subjected tolow single-
digit duties or no tariffs at all.

Formal complaints are still
weeks away, the people said.
But companies are actively
gathering evidence to
strengthen their case before
U.S. trade officials. The move
echoes protectionist efforts
gathering speed around the
globe as industries brace for
the punch of a protracted eco-
nomic slump.

”Across the board, we seea
widespread belief among our
clients and their lawyers that
the Chinese are dumping
their products and that
they’re vastly subsidized by
various levels of the Chinese

Please turn to page 27

EUROPE

FRIDAY - SUNDAY, FEBRUARY 20 - 22, 2009

europe.WSJ.com

U.S. demands UBS
name 32,000 clients

Suit calls Swiss private-banking system into question

U.S. prosecutors moved
swiftly to gain access to
thousands more of Swiss
bank UBS AG’s private ac-
counts, a move that in-
creases the difficulty UBS
and the Swiss government
face in persuading clients

By Carrick Mollenkamp,
Glenn R. Simpson and
David Gauthier-Villars

that Zurich and Geneva will
remain centers for confiden-
tial banking.

The U.S. Justice Depart-
ment sued UBS in Miami on
Thursday, seeking to force
the bank to disclose to the In-
ternal Revenue Service the
identities of 52,000 private
customers—more than dou-
ble the number previously
thought to be implicated in
the tax probe.

The move followed the
disclosure Wednesday that
UBS had agreed under a deal
with the Justice Department
to turn over 250 account
names as part of a tax-eva-
sion investigation.

The events mark the lat-
est chapter in moves by gov-
ernments globally to cap se-
cretive offshore accounts.
But they also represent a
new and perilous phase for
UBS and Switzerland.

UBS faces the difficult
task of convincing clients
that they can continue to
trust it, even as it fights an
effort to turn over yet more
clients’ names. In a state-

Tough task
UBS’s daily share price on
the Swiss Exchange

Thursday’s close:
12.80 Swiss francs, up 4.8%

O||||||||||||
2008 09

Source: Thomson Reuters Datastream

ment Thursday, UBS said it
intends to fight the U.S. ef-
fort to gain access to the
52,000 names. UBS handed
over the 250 names to Swit-
zerland’s regulator, the
Swiss Financial Market Su-
pervisory Authority, or
Finma, which then provided
the names to the U.S.

Switzerland, meanwhile,
risks losing a grip on private
banking. Located for de-
cades at Zurich’s Parade-
platz Plaza, the country’s pri-
vate-banking expertise is
core toits place in the finan-
cial world.

The Thursday court filing
capped a frenzied 24 hours
that surprised many in Swit-
zerland who had thought
that a Swiss tax administra-
tion would have time to re-
view the 250 account names

before any would be turned
over to the Internal Revenue
Service in the U.S. Those
names were handed over to
the U.S.in alate-night trans-
fer in Bern, quickly eliciting
protests.

“Established legal proce-
dures seem to have been bull-
dozed into the earth for the
sake of expediency,” said
James Nason, spokesman
for the Swiss Bankers Associ-
ation.

But court filings and com-
ments by Swiss President
Hans-Rudolf Merz on Thurs-
day indicate that UBS and
the Swiss government were
racing to stave off a deadline
of this week when the U.S. in-
tended to bring legal action
against the bank.

On Wednesday and Thurs-
day, UBS and Swiss regula-
tors took pains to explain
that the 250 names were a
special case because fraud
was involved. Much is at
stake: The Swiss financial in-
dustry generates more than
10% of Switzerland’s eco-
nomic output and employs
about 5% of the country’s
work force.

In a news conference
Thursday, Mr. Merz said,
“Banking secrecy, ladies and
gentleman, remains intact.”

In the criminal case,
Finma, said it lifted banking-
secrecy rules protecting cli-
ent accounts because the fu-
ture of UBS was in question.
“It was a very difficult deci-

Please turn to page 28
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Flirting with Oscar

Hollywood tends to reward
actresses playing sex workers
Weekend Journal, page W9

Markets

4p.m. ET

PCT

CLOSE CHG

DJIA 7465.95 -1.19
Nasdaq 1442.82 -1.71
DJ Stoxx 600  183.39  +0.02
FTSE 100 4018.37 +0.29
DAX 421521 +0.24
CAC 40 2872.60 -0.05
Euro $1.2695 +1.36
Nymex crude  $39.48 +14.04

Irish ‘builders’ bank
is razed by scandal

BY CHARLES FORELLE

Anglo Irish Bank Corp.
was once the pride of Ireland,
the “builders’ bank” funding
much of the construction
craze that symbolized the
country’s economic emer-
gence.

Now, it is a national dis-
grace that has pushed the gov-
ernment’s approval rating to
lows, scarred the reputation
of Ireland’s banking system
and prompted investigations
by two Irish agencies and law-
makers.

Seized by the Irish govern-
ment last month, the Dublin
bank has disgorged scandal af-
ter scandal, including €87 mil-
lion ($109.2 million) of undis-
closed loans to its chairman,
Sean FitzPatrick, that

prompted his resignation in
December.

AngloIrish has become Ire-
land’s favorite soap opera. Fri-
day, the bank will release its
annual report and the govern-
ment will disclose pieces of a
confidential  Pricewater-
houseCoopers report into the
state of the bank’s affairs be-
fore its nationalization.

The reports are expected
to contain details of loans to
Mr. FitzPatrick and other di-
rectors, as well as transac-
tions between Anglo Irish and
another bank that artificially
inflated Anglo Irish’s depos-
its, according to people famil-
iar with the matter. Those
transactions last week
caused the ouster of the chief
executive and two other offi-

Please turn to page 27
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Klaus slams centralization

Czech leader assails
EU after parliament
ratifies Lisbon Treaty

By MARC CHAMPION

BRUSSELS—President Vaclav
Klaus of the Czech Republic, which
holds the European Union’s rotat-
ing presidency, assailed the organi-
zation Thursday as undemocratic
and said it should halt any further
centralization of powers.

Mr. Klaus, who has declined to
fly the European flag over his office
during the Czech Republic’s six-
month term as president of the
27-nation group has long been hos-
tile to the EU as an institution and
has made such comments before.

In an address before the Euro-
pean parliament in Brussels, Mr.
Klaus said he wasn’t yet ready to
say whether he would sign the so-
called Lisbon Treaty. The pact

The Lisbon Treaty
would give the EU its
first permanent
president.

would give the EU its first perma-
nent president, boost the parlia-
ment’s role, and make it easier to
set some common rules.

Mr. Klaus’s speech came just a
day after the lower house of the
Czech parliament voted to ratify
the agreement.

Proponents of the treaty say it
would help redress a lack of demo-
cratic accountability in the EU.

“The proposals to change the cur-

Czech President Vaclav Klaus arrives to address the plenary session of the
European Parliament in Brussels on Thursday.

rent state of affairs—included in
the rejected European Constitution
or in the not-very-different Lisbon
Treaty—would make this defect
even worse,” Mr. Klaus said.

“Since there is no European
demos—and no European nation—
this defect cannot be solved by
strengthening the role of the Euro-
pean Parliament either,” said Mr.
Klaus, at which point some parlia-
mentarians walked out.

The Lisbon Treaty was vetoed
last year by voters in Ireland—the
only nation to hold a referendum on
the document. The remaining 25 EU
nations have already ratified the
treaty, which requires approval by
all members of the bloc to take ef-
fect. Ireland’s government plans a
new referendum by the end of Octo-
ber. In a poll released Sunday by the
Irish Times, 51% of respondents
said they would vote for a new ver-
sion of the treaty, with 33% against.
The balance were undecided.

The pact also needs to be ap-

proved by the Czech Senate and
signed by Mr. Klaus to be ratified.
While no referendum is planned, a
survey of about 1,300 Czechs by the
STEM polling agency, released
Wednesday, found that 60% favored
ratifying the treaty.

Mr. Klaus’ speech Thursday to
the European parliament was re-
ceived with applause by the assem-
bly’s small band of euro-skeptics, as
well as by boos.

The Czech president a propo-
nent of free-market economics, de-
nied he was against the EU, but said
fewer decisions should be made in
Brussels. At a time when the global
financial crisis has driven deregula-
tion out of style, he called for more.

“The present economic system
of the EU is a system of a sup-
pressed market, a system of a per-
manently strengthening centrally
controlled economy” Mr. Klaus
said, calling instead for “liberaliza-
tion and deregulation of the Euro-
pean economy.”
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U.K. balance sheet sags
as tax revenue declines

BY ALISTAIR MACDONALD
AND LAURENCE NORMAN

LONDON—The combination of
government bailouts and falling tax
revenue combined Thursday to
show the perilous state of the UK.’s
balance sheet.

The country’s Office of National
Statistics said two bailed-out banks—
Royal Bank of Scotland Group PLC
and Lloyds Banking Group
PLC—have been classified
as public-sector entities,
moving as much as £1.5 tril-
lion ($2.136 trillion) of liabili-
ties to the country’s balance
sheet.

Meanwhile, the U.K. Trea-
sury reported that tax re-
ceipts for January, usually a
bumper month, dropped
10% from a year ago to £53.8
billion. Declines were
across the board; corporate
taxes contributed 20% less
than a year earlier and value added
taxrevenue was down 10%, partly af-
ter the U.K. lowered this tax to help
stimulate consumer spending. That
resulted in the smallest January re-
payment of debt for the U.K. govern-
ment in 14 years.

As a result, economists said,
Treasury Chief Alistair Darling will
have to increase his already massive
borrowing forecasts for coming
years. That could limit the govern-
ment’s ability to deliver further
stimulus to the economy.

“Given the rate at which the U.K.
public finances are deteriorating ...
itis frankly anyone’s guess as to how

CORRECTIONS &
AMPLIFICATIONS

Austria-based banks had some
$278 billion in exposure to emerg-
ing Europe, according to September
statistics from the Bank for Interna-
tional Settlements. A page-one arti-
cle Wednesday incorrectly stated
Austria’s exposure as €278 billion.

Alistair Darling

high the public deficits may go over
the next couple of years,” said
Howard Archer, an economist at IHS
Global Insight.

Mr. Archer expects worsening fis-
cal positions across Europe as tax
revenue falls and governments have
to spend to stimulate the economy,
though he believes the U.K. will be
one of the worst hit.

The U.K.isn’t the only place where
there is debate over classify-
ing bailout recipients as
public-sector entities. In
the U.S., for example, the
Bush administration kept
Fannie Mae and Freddie
Mac off the federal books,
but the Obama administra-
tion is expected to decide
soon whether to move the
mortgage giants onto the
federal budget, heaping
huge sums on the federal
deficit.

Nonetheless, prices of
U.K. government bonds, or gilts,
tumbled Thursday as concerns
mounted over the parlous state of
the country’s public finances, send-
ing yields higher.

In the fiscal year to January, net
public-sector borrowing stood at
£67.2 billion, according to govern-
ment figures, the highest figure since
records began in 1993. That compares
with £23.1 billion in the year-earlier
period. The government has targeted
borrowings of £78 billion for the fiscal
year that ends April 5.

Government spending in Janu-
ary totaled £45.5 billion, up 6.6%
from £42.7 billion a year earlier.
That includes an increase of 15% to
£13.5 billion in social benefits, such
as unemployment insurance.

One large cost has been the at-
tempts to bail out the banking system.
That impact was underscored by the
classification of RBS and Lloyds as
public-sector entities, because the
U.K. has effective control of the two
banks via government bailouts.

—Sara Schaefer Munoz
and Natasha Brereton
contributed to this article.
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Austrian bank rushes out preliminary results

Raiffeisen reassures
investors on exposure
to Eastern Europe

By DAVID CRAWFORD

VIENNA—Austria’s Raiffeisen In-
ternational Bank-Holding AG
rushed out preliminary results to re-
assure investors over its exposure
in Eastern Europe, where it is cut-
ting back foreign-currency loans to
consumers as well as all lending to
some industries.

Raiffeisen International Chief Ex-
ecutive Herbert Stepic said the deci-
sion to halt lending in Swiss francs
and to severely restrict loans in eu-
ros and U.S. dollars, which began in
late 2008 but hadn’t been formally

announced, will free clients from the
risk of fluctuating exchange rates.
As Eastern European currencies
have weakened, payments on those
loans have become more expensive.

He also said the bank has halted
local and foreign-currency lending
to businesses in troubled East Euro-
pean industries, such as transporta-
tion and steel.

“It is another nail in the region’s
coffin,” said Gabor Ambrus, a Lon-
don-based Eastern Europe eco-
nomic analyst with 4cast Ltd. He
warned that other foreign banks are
likely to withdraw credit as well.
Eastern Europe is headed for a se-
vere credit crunch that “will impact
the real economy,” he said.

Raiffeisen International’s net
profit rose 17% in 2008 to €982 mil-
lion($1.24 billion), from €841 mil-
lion in 2007, the bank said in a sur-

prise release Thursday.

That drove up the bank’s share
price 10% to€14.63 in Vienna, recov-
ering losses earlier in the week
whenratings agency Moody’s Inves-
tors Service warned it might down-
grade Western banks such as
Raiffeisen that have large exposures
to the suffering Eastern European
economies.

Mr. Stepic, who has led Raiffeis-
en’s expansion into the ex-Soviet
bloc since the late 1980s, said he be-
lieved recent analyst reports of an
impending economic crash in the re-
gion were misguided. He was up-
beat about prospects for both the re-
gion and the bank.

The majority of Raiffeisen’s
loans are locally financed, greatly re-
ducing the bank’s risk, he said. As
added protection, most loans are
backed by mortgages, cars, facto-

ries or more liquid assets.

“We finance the real economy,”
he said. “Our business can shrink,
but it will never collapse,” he said.

Mr. Stepic said Raiffeisen began
a more restrictive lending policy
late last year as the number of delin-
quent loans began to mount. The
bank offered individual borrowers
the option of refinancing their for-
eign-currency loans in their home
currency, a Raiffeisen spokesman
said. Thursday’s announcement for-
malized that policy, he added.

Last year, Raiffeisen wrote down
or made provisions totaling about
€780 million, or double 2007’s €357
million.

Mr. Ambrus, the 4Cast analyst,
said consumers in Eastern Europe
are likely to reduce spending as the in-
terest rates on their loans rise, while
cuts in business loans means many

will lack funds needed for invest-
ment. Any restriction of lending to
the car industries that have grown up
in countries such as Slovakia would
be particularly damaging, he said.

Mr. Stepic said many rating agen-
cies have misjudged Eastern Eu-
rope, whose good infrastructure, ed-
ucated residents and low wages still
mean it has good growth prospects.
He said some Eastern European
countries have strong economic fun-
damentals and predicted that those
that do end up in financial straits
and are members of the European
Union can expect a bailout from
Brussels.

Analysts tend to unjustly lump
all of Eastern Europe in one basket,
Mr. Stepic said. He singled out Slova-
kia, the Czech Republic, Poland, Al-
bania and Kosovo as having bright
futures.

Airbus to cut production as airline traffic decreases

BY DANIEL MICHAELS

Four months after Airbus
shelved plans to increase produc-
tion of its planes, the European
plane maker said it will now cut out-
put amid a global weakening in de-
mand for jetliners.

The unit of European Aeronau-
tic Defence & Space Co. said it will
trim production of its A320-family
single-aisle planes to 34 per month
starting in October of this year,
from 36 monthly now. Production of
bigger two-aisle models will stay un-
changed at 8.5 per month, instead of
increasing to 10 monthly as previ-
ously planned, the company said in
a statement.

“Ido not exclude further produc-
tion cuts if the need arises,” Airbus
Chief Executive Tom Enders said in
the statement. Airbus is sticking to
its target of delivering roughly 483
planes this year, the number it didin
2008.

Airbus’s deceleration come as
airlines world-wide are cutting
routes, grounding planes and post-
poning orders amid a sharp drop in
passenger traffic. Traffic by high-
paying passengers in first and busi-
ness class worldwide fell 13.3% in De-
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cember and air cargo traffic
plunged almost 22.6% that same
month, according to the Interna-
tional Air Transport Association, a
trade group.

Airbus has tried to keep produc-
tion as high as possible following
several years of exceptionally
strong sales that swelled its back-
log of unfilled orders to more than
3600 planes. Airbus wants to grab
as much market share as it can now,

An A320 plane at the Airbus plant in Hamburg Finkenwerder, Germany

before the aviation market wors-
ens further. EADS wants to maxi-
mize revenue and cash flow from
airplane deliveries, in part because
two of its key programs— the A380
superjumbo jetliner and the
A400M military transport plane—
are both years behind schedule and
several billion euros over their bud-
gets.

Airbus’s move to cut production
was welcomed by aviation finan-

ciers. As the ultimate owners of
many jetliners used by airlines,
banks and leasing want to protect
the value of planes now on their bal-
ance sheets. Many fear that if Air-
bus and U.S. rival Boeing Co. con-
tinue to push new planes into a
weak market, it will depress resale
prices for existing planes.

“This is ... frankly reassuring, as
an excess of potentially-unsold air-
craft could have had a significant im-

pact on aircraft values,” said Chris-
tian McCormick, chief executive of
transport finance at French bank
Natixis SA, a major underwriter of
aircraft purchases.

An Airbus single-aisle jetliner
takes about eight months to build,
so the cutbacks will only take effect
in October. Airbus officials hope to
maintain a similar production level
of roughly 480 planes in 2010, al-
though they say it’s too soon to
make firm projections.

A Boeing spokesman said the
company is maintaining its recently
announced plans to deliver roughly
480 planes this year.

Mr. Enders said last month that
Airbus was preparing contingency
plans to reduce output if demand
for jetliners weakened significantly.

In October, Airbus scrapped a
planned ramp-up in single-aisle pro-
duction, which had been slated to
rise to 40 planes monthly next year.
It also then slowed the increase in
wide-body plane production to 10
from 11 monthly. John Leahy, Airbus
chief operating officer for custom-
ers, said at the time the move was
“the prudent thing to” and that Air-
bus would reassess the situation
early this year.

Nestlé’s earnings climb 70%, fueled by

BY AARON O. PATRICK

Nestlé SA became the latest big
food company to push through price
increases in 2008 despite the reces-
sion and falling commodity costs,
helping drive better-than-expected
profit for the year.

Nestlé reported full-year results
that showed net profit rising 70% to
18 billion Swiss francs ($15.3 billion)
from 10.6 billion francs a year earlier.
Excluding the effect of currency
changes, sales rose 10%.

The results received a huge boost
from the partial sale of Nestlé’s eye-
care business to pharmaceutical com-
pany Novartis AG for $11 billion.
Hefty price increases were also a fac-
tor. With the U.S. and much of West-
ern Europe in recession, revenue was
boosted by steep price rises in the de-
veloping world. Nestlé said it in-
creased prices 8.4% in Asia, Africa
and the Pacific. In North and South
America, it boosted prices 6.8%.

Nestlé’s results illustrate how
some big food companies are thriv-
ing despite the worst economic down-
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turn in decades—and despite intensi-
fying pressure fromretailers and con-
sumers for lower prices. Unilever ear-
lier this month reported that fourth-
quarter net profit rose 51% to €1.19 bil-
lion ($1.49 billion), driven in part by
price increases of more than 9%. And
French dairy company Groupe

Danone SA reported a 10% increase
in fourth-quarter sales on higher yo-
gurt prices, even though there was a
big drop in demand in the U.S.

Nestlé doesn’t break out price
changes by country or report quar-
terly or second-half profit. But ana-
lysts at J.P. Morgan Chase & Co. said
the Swiss company increased choco-
late prices 7.4% in the fourth quarter
and pet food 8.4%. Nestlé’s brands in-
clude KitKat and Purina. Consumers
often don’t notice price increases for
food products because they are cheap
compared with their other bills, ana-
lysts say.

“We don’t believe 2009, will be all
doom and gloom,” Chief Executive
Paul Bulcke said at a news conference
at Nestle’s headquarters in Vevey,
Switzerland. “Many major emerging
markets are still growing.”

However, Nestlé acknowledged it
isn’t immune to the economic slow-
down. This year, sales growth exclud-
ing currency effects, divestments
and acquisitions, would be “ap-
proaching 5%,” a reduction on previ-
ous forecasts of a5% to 6% increase, it

unit’s sale, higher prices

said in a statement.

Despite the lower profit forecast,
investors were impressed by Nestlé’s
ability to increase prices during a re-
cession. Nestlé shares increased 5.2%
to close at 38.94 francs in Zurich on
Thursday.

Since Mr. Bulcke took over last
April, Nestlé shares have fallen 24%,
faring better than the Dow Jones In-
dustrial Average, which is off 40%
over the same period.

Mr. Bulcke now faces a crucial de-
cision about what to do with Nestlé’s
29% stake in French cosmetics com-
pany L’Oréal SA. A shareholder agree-
ment that blocked Nestlé selling its
holding ends April 29. Some analysts
say L’Oréal is a slow-growing busi-
ness that doesn’t fit with Nestlé’s
strategy of concentrating on healthy
food and drinks and should be sold.

At the earnings news conference,
Mr. Bulcke didn’t indicate Nestlé has
any plans to change its position on
L’Oréal. Earlier, Chief Financial Of-
ficer James Singh said on a call with
analysts that “we’re not in a hurry on
L’Oréal.”

Trying to judge Nestlé’s position
on L’Oréal is “almost like interpret-
ing a U.N.resolution, whichis proba-
bly management’s intent,” said Stan-
ford Bernstein analyst Andrew
Wood, in an email. “We expect the
saga and the various interpreta-
tions of this statement [from Nes-
tle] to continue.”
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BP invests in biofuels refinery

Proposed Florida plant would make ethanol from inedible plants for about $2 a gallon

BY RUSSELL GOLD

Moving quickly to produce the
next generation of biofuels, energy
giant BP PLC said it is making a ma-
jor investment in extracting trans-
portation fuel from plants.

The British company said
Wednesday it is extending an exist-
ing partnership with Verenium
Corp. to include developing what
would be the world’s biggest facility
to make biofuels from inedible
plants such as grass. The facility, to
be built in Florida, will be 25 times
larger than Verenium’s biofuels re-
finery in Mermentau, La., a pilot
project with BP that was commis-
sioned only two weeks ago and cur-
rently is the world’s largest such fa-
cility.

The rapid move from starting a
demonstration-scale refinery to pur-
suing a full-scale biofuels facility re-
flects the interest in cellulosic etha-
nol, which comes from breaking
down plant material and turning it
into ethanol that can be used to dis-
place crude-oil-based fuels in cars
and trucks.

With the move announced
Wednesday, BP has invested $112.5
million in Verenium and received a
50% stake in licensing the smaller
company’s technology. The larger
money lies ahead. It is estimated
that the Florida facility will cost be-
tween $250 million and $300 mil-
lion. The partners said they plan to
build another full-scale facility in
the Gulf Coast soon.

BPis further along than its rivals
in pursuing biofuels, but other large
oil companies are paying attention.
Exxon Mobil Corp. Chief Executive
Rex Tillerson said in a speech this
week that the company’s executives
have “turned our attention to next-
generation biofuels” through in-
house research. Royal Dutch Shell
has taken small equity stakes in sev-
eral fledgling biofuels companies.

There are many U.S. manufactur-
ing plants that turn corn into etha-
nol. But the ethanol industry came
under fire last year when it was

-y

BP and Verenium'’s new Louisiana demonstration refinery, above, produces ethanol from sugar-cane stalks. Their planned
Florida facility will be 25 times larger and produce the biofuel from grasses.

blamed for using up crops and driv-
ing food costs higher. The industry
also has been stung by rising corn
prices, which increased the expense
of ethanol. BP and Verenium aim to
get around these problems by focus-
ing on cellulosic ethanol, which is
made from inedible grasses and left-
overs from agricultural production.
The Louisiana plant uses crushed
sugar-cane stalks, and the Florida fa-
cility will use grasses.

While interest in—and political
support for—renewable energy has
never been stronger, companies
such as Verenium are in desperate
need of financially secure backers.
Alternative-fuel makers are being
spurred on by U.S. government man-
dates requiring big increases in the
amounts of renewable fuels to be
used in the nation’s gasoline
tanks—at least 16 billion gallons of
cellulosic ethanol by 2022, repre-
senting about 7% of total transporta-

tion-fuel consumption, up from a
negligible amount today.

But the new commitment to bio-
fuels has coincided with a frigid fi-
nancial climate, when few investors
are inclined to sink money into un-
proven technologies, according to
investment bankers and alternative-
energy financiers. “Access to capital
is the most critical issue right now,”
said Chris Standlee, an executive
with Abengoa SA, a Spanish com-
pany building cellulosic ethanol
plants in Spain and Kansas. “New
technologies are hard to finance in
good times. Right now, it’s virtually
impossible.”

This has opened the door for BP,
which has a strong balance sheet
and access to capital and debt mar-
kets. BP also brings decades of expe-
rience running huge refineries. This
is critical since the challenge ahead
for biofuel companies is in ramping
up technologies that have only

worked in small-scale, often labora-
tory, settings. The next step is turn-
ing that process into a commercially
viable business that can operate on
an industrial scale. Verenium said
the Florida facility will make 36 mil-
lions of gallons of fuel a year and is
aiming for a cost of $2 a gallon,
roughly on par with gasoline.

“Scientifically, you can make eth-
anol out of cellulose. [But] can you
make it cost competitive? Only scal-
ing up will tell you,” said Harry
Boyle, a biofuels analyst at New En-
ergy Finance Ltd.

BP became interested in the bio-
fuels market after the U.S. in 2007
set the goals for renewable-energy
use, said Phil New, who leads BP’s
biofuels efforts. The global oil com-
pany cut a deal in Brazil to get ac-
cess to sugar cane to produce etha-
nol there and then pegged Vere-
nium, based in Cambridge, Mass., as
its partner in the U.S.

Luxury brands bolster profit at retailer PPR

By MAX COLCHESTER

Fashion and retail conglomerate
PPR SA posted flat profit for 2008
and said it would cut jobs and re-
duce its dividend as the downturn
scares penny-pinching consumers
from its mass-retail businesses.

The Paris-based company,
whose brands include Gucci and
Bottega Veneta, said Thursday
that 2008 net profit was €924 mil-
lion ($1.16 billion), flat from a year
ago and fueled by the perform-
ance of its major fashion labels in
Asia.

Sales rose 5.8% to €20.2 billion.
It didn’t provide a financial outlook
for the year.

In the fourth quarter, sales up
slightly at €5.7 billion. Stripping out
acquisitions, disposals and the ef-
fect of currency fluctuations, fourth-
quarter sales were off 1.5%. PPR
didn’t disclose profit for the quar-
ter. The company cut its annual divi-
dend by 4% to €3.30.

The better performance of the
group’s luxury units reinforced calls

from investors that PPR reduce its
mass-market exposure and focus on
selling high-end goods. Analysts say
that while selling furniture and mu-
sic CDs bring in higher revenue, the
margins on designer shoes and hand-
bags are much bigger.

PPR’s mass-market businesses
are feeling the brunt of the eco-
nomic slump. With the exception of
CFAQ, its African distribution busi-
ness, all other mass-retail opera-
tions were hit by a reduction in
spending by increasingly frugal
consumers.

The group said sales at furniture
retailer Conforama fell 4.4% in 2008
from a year-ago. Revenue at Redcats
Group, the company’s mail-order
firm, fell 1.7% in the same period.
Both fared poorly during the holi-
day season. PPR said Wednesday
that it would cut 1,200 jobs at Con-
forama and FNAC, its media retail
unit.

In contrast, the group’s luxury
arm held up. Gucci Group, which in-
cludes labels such as Gucci, Yves
Saint Laurent and Sergio Rossi, re-
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corded 5.5% sales growth in 2008 to
€3.4 billion. Sales were particularly
strong at Yves Saint Laurent, which
broke even for the first time since
the group acquired the brand in
1999, buoyed by sales of handbags
and shoes.

In the U.S., sales of PPR’s luxury
brands rose 5%. Asia, excluding Ja-

pan, is still a source of strong
growth for the luxury businesses,
with sales growing 25% last year.
Robert Polet, Gucci Group’s chief ex-
ecutive, said the Gucci brand—the
biggest of the portfolio—would
open new stores in 2009 and main-
tain advertising spending. The sore
point within the luxury-goods group
was wrist-watch sales which, like
most competitors, have suffered in
the downturn.

Chairman and Chief Executive
Francois-Henri Pinault said the
group had “no intention” of selling
any of its units in the medium
term. Instead he said the company
was currently focused on reducing
debt, which had increased with the
2007 acquisition of a 62% stake in
sportswear maker Puma AG. Luca
Solca, a luxury analyst at Sanford C.
Bernstein & Co., said he believes
that the company will eventually
veer away from its two-pronged
strategy. “In the long term we will
probably see the group shifting to-
wards its luxury activities,” Mr.
Solca said.

Emirates Airline
is adding to fleet
despite recession

BY STEFANIA BIANCHI

DUBAI—Emirates Airline plans
to increase its flights and fleet size
this year despite the global eco-
nomic crisis, with afocus on the Mid-
dle East and Africa as passenger
numbers decline elsewhere.

Dubai-based Emirates, the Mid-
dle East’s largest airline, said
Wednesday it intends to boost the
number of flights across its network
by 14%, while adding 18 new passen-
ger aircraft to its fleet to increase
seating capacity by 14% and cargo ca-
pacity by 17%.

The carrier over the past five
years has seen a 20% annual growth
rate, but said that even with the
planned capacity increase 2009 will
be a year of consolidation, with
fewer new routes launched than in
previous years.

“The next year is not going to be
an easy ride for the airline indus-
try,” Chairman and Chief Executive
Sheikh Ahmed bin Saeed Al-Mak-
toum said in an emailed statement.

By the end of March, Emirates’
fleet will have 132 aircraft, including
four superjumbo A380s from Airbus,
a unit of European Aeronautic De-
fence & Space Co. The carrier will add
seven A380s by March 2010, as well
as 10 777-300ER planes from Boeing
Co., one Boeing 777-200LR aircraft
and one Boeing 777 freighter.

Emirates said it will deploy all
new capacity in markets where it
sees growth potential, particularly
in the African and the Middle East-
ernregions, whichrecorded 17% and
6% growth, respectively, in the past
12 months.

The continuing global downturn
has hit the airline sector hard amid
falling passenger numbers and
lower consumer confidence. Many
carriers have been forced to review
capital spending and abandon less-
profitable routes.

Carriersin the oil-producing Per-
sian Gulf region are also feeling the
impact of the global financial down-
turn, with both Emirates and Abu
Dhabi-based Etihad Airways report-
ing a fall in passenger numbers. In
Dubai, real-estate development,
which has fueled local growth and
drawn foreign residents and inves-
tors, has been hit hard. Last month,
the International Air Transport As-
sociation said that combined profit
for Middle Eastern airlines will drop
roughly one-third this year from
last year to $200 million. The trade
group said the region’s long-haul
services are likely to be affected the
mosthit hardest.

A downturn in the region’s air-
lines could have broad implications,
because Middle Eastern airlines and
leasing companies are among the
last customers to place orders for
jetliners after a three-year boom in
orders at Boeing Co., of Chicago, and
the Airbus unit of the European
Aeronautic Defense & Space Co.

Middle Eastern airlines and leas-
ing companies accounted for more
than 20% of firm orders last year at
Airbus and Boeing. While most of
those planes are due for delivery in
many years, aAn extended down-
turn could prompt customers to de-
lay or cancel some orders.

Emirates, the biggest customer
for Airbus’s giant A380 superjumbo
aircraft, currently has 165 new air-
craft on order worth $55 billion at
list prices.
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GM snubs Saturn and others

Plan to cut brands

could let Toyota take

lead in U.S. market

BY KATE LINEBAUGH
AND NEAL E. BOUDETTE

In turning its back on Saturn,
Pontiac, Saab and Hummer, General
Motors Corp. is abandoning a de-
cades-old product strategy that
once helped ensure its dominance.

Left with just four key brands,
GM will be a leaner, more-focused
car company. But it also risks a fur-
ther slide in its already shrunken
market share as it loses customers
who gravitated to the four or-
phaned lines. These buyers may
have little interest in driving a
Chevrolet, Buick, Cadillac or GMC
truck.

“GM has to do what it hasto do to
survive,” Russell McBain, general
manager of the Saturn dealership in
Warren, Mich., said. “For years that
has been to our detriment.”

In 2008, Toyota Motor Corp. sup-
planted GM as the world’s largest
auto seller. GM now faces the possi-
bility of another blow—Toyota
could move ahead of GM as soon as
this year to become the largest auto
seller in the U.S.

In January, GM had market
share of 19.5%. Without Saturn,
Pontiac, Saab and Hummer, its
share would have been 16.9%—a
point less than Toyota’s.

Some Saturn dealers now hope
that instead of closing the brand,
GM will spin it off as a separate
company. A team of Saturn dealers
is spending 60 days working with
GM to evaluate the possibility.
These dealers would sell vehicles
under the Saturn brand made by
other manufacturers, possibly
from overseas.

“This is going to be somebody’s
low-cost entry to the world’s largest
car market,” said David Fischer Sr.,
chairman and chief executive of-
ficer of Suburban Collection, which
operates eight Saturn dealershipsin
Florida and Michigan.

GM’s move to pare brands—dis-
closed in a recovery plan it filed
Tuesday with the U.S. government—
represents a major shift in think-
ing at the company. Adding brands
to appeal to different types of con-
sumers, from college students to
senior citizens, was part of the for-
mula that enabled GM to grow and
remain the world’s largest auto
maker for nearly 80 years.

But faced with huge losses and
relying on government handouts,
GM will shrink to its most success-
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Saturn dealers hope GM will spin off the brand as a separate company rather
than close it. Above, Saturn of Warren in Warren, Mich,, this week.

ful brands.

Saturn, Hummer, Saab and Pon-
tiachave all struggled to attract cus-
tomers. That prompted GM to sell
large numbers of them to car-rental
concerns, corporate fleet buyers
and GM’s own employees. Of the
504,000 vehicles sold under the
four brands in 2008, 40% went to
fleets and employees. Such sales
generally are less profitable than
those to consumer buyers.

In its recovery plan, GM said
Saturn, Hummer and Saab gener-
ated an average annual pretax loss
of $1.1 billion a year between 2003
and 2007.

Hummer, the maker of hulking
sport-utility vehicles inspired by
military models, will be sold or
phased out. Saab, the Swedish
niche brand, could file for bank-
ruptcy protection within a month,
GM said in its recovery plan. Pon-
tiac will be reduced to just one or
two models and essentially cease
to exist as a full line.

For years, analysts have urged
GM to pareits brands. But GM exec-
utives insisted it would be too ex-
pensive after spending an esti-
mated $2 billion to wind down Old-
smobile earlier this decade. Yet
cutting brands shaves operating
costs because each brand requires
a certain amount of spending on
product development advertising
and dealer support.

In addition to trimming its main
brands from eight to four by 2012,
GM also plans to cut the number of
individual U.S. models to 36 from
48. Among those that will disappear
are the Chevrolet Cobalt and Pon-
tiac Torrent. Eliminating models
should help GM sell more of each sur-

viving nameplate.

In 2007, Toyota sold an average
of 90,000 vehicles per nameplate,
such as the Camry LE, while each
GM nameplate sold 54,000 on aver-
age, according to GM’s submission
to the federal government.

Of the four brands being cut off,
Saturn once held the most prom-
ise. GM created thelinein1985as a
completely separate company of-
fering small cars that aimed to
compete head-on with Toyota and
Honda Motor Co.

Saturns featured dent-resistant
plastic bodies, its dealers promised
friendly, no-haggling sales and cus-
tomers were invited to an annual
“homecoming” cookout at the Sat-
urn plant in Spring Hill, Tenn.

But in the 1990s, GM starved
Saturn for new products as it tried
to revive Oldsmobile. After GM
killed Olds, it turned to neglected
Saturn. It spent billions to produce
a range of new vehicles, many of
them derivations of its Opel mod-
els from Europe.

The Saturn spinoff concept
doesn’t sit well with all Saturn deal-
ers. Paul Lasser, a Saturn dealer in
Denville, N.J., thinks the tough eco-
nomic environment makes such a
plan tenuous.

“If this was a market of 17 to 18
million sales a year, you could do
something like that,” Mr. Lasser
said. “But how many manufacturers
are trying to get into the U.S. market
right now?”

Last year, 13.2 million vehicles
were sold in the U.S., and this year,
the level is expected to be between
11 million and 12 million.

—Sharon Terlep
contributed to this article.

Schneider Electric’s net rises 6.3% on solid sales

By MAX COLCHESTER

PARIS—Schneider Electric SA
posted a 6.3% rise in 2008 net profit,
but warned that a sharp slowdown
in global construction was expected
to sap demand for its automatic
light switches, circuit breakers and
other specialized energy manage-
ment products this year.

The French engineering firm has
embarked upon a major cost-cut-
ting drive, including trimming the
number of suppliers it uses, reduc-
ing staff and streamlining its busi-
nesses.

Analysts say that the company
has scope to make cost cuts because
it has grown so quickly in the past

five years. Through a series of acqui-
sitions, Schneider Electric has dou-
bled its revenue since 2003.

Schneider Electric is now hoping
to save around €600 million ($753
million) a year by 2011 as it cuts the
120 brands in its portfolio to 10, and
also by combining activities. For ex-
ample, it plans to create a unique In-
ternet Web site from the 60 Web
sites that currently exist for its
many brands.

For 2008, the company reported
net profit of €1.68 billion from €1.58
billion in 2007. Sales rose 5.8% to
€18.31 billion.

The company said fourth-quar-
ter sales, adjusted for currency fluc-
tuations, slipped 0.4% from the year-

earlier period.

Schneider Electric Chief Execu-
tive Jean-Pascal Tricoire said the
company was unable to provide
guidance for 2009. The company,
however, said that even if underly-
ing sales fall 15% this year—a worst
case scenario—the company would
still post a 12% margin on earnings
before interest, tax and amortiza-
tion, excluding restructuring costs.
The company says its margin is
now 15.9%.

In the fourth quarter, sales
across Schneider’s major markets
slowed. Adjusted for currency fluc-
tuations, sales fell 2.3% in Europe
and 5% in the U.S, while sales rose
1.7% in its Asia Pacific segment.

MAN’s profit fell 47%

on weak truck demand

BY CHRISTOPH RAUWALD

MUNICH—MAN AG warned
Thursday that it expects revenue
and orders to shrink this year after
posting a47% decline in fourth-quar-
ter net profit on falling demand for
its trucks.

The German truck maker and en-
gineering company said it is imple-
menting a cost-cutting program
across its operations as the outlook
for 2009 “remains subject to major
uncertainties because the situation
on the financial markets and future
economic developments continue
to be unclear.”

The economic downturn has hit
global trade and construction, and
demand for trucks has fallen
sharply as a result.

MAN said net profit was €177 mil-
lion ($222.2 million), compared
with €331 million a year earlier, as
revenue fell 17% to €3.96 billion. Its
closely watched order intake, an im-
portant gauge for future business,
plunged 56% to €1.96 billion.

Revenue for the whole of 2008
rose 6% to €14.9 billion, but order in-
take for the full year fell 21% to €14
billion. MAN sold 96,478 trucks in
2008, from 93,260 in 2007.

The company’s diversified opera-
tions—it also produces turbo ma-
chines and diesel engines—have put
it at an advantage compared to pure

truck-making peers such as Swe-
den’s Volvo AB. Earlier this month,
Volvo, the world’s second-largest
truck maker by sales after Daimler
AG, said its net order intake for
trucks fell 82% amid massive cancel-
lations in Europe. Swedish peer Sca-
nia AB also saw orders collapse.

MAN Chief Executive Hakan Sam-
uelsson said costs at the company’s
commercial-vehicles operations
will be cut by €500 million in 2009
as sales could shrink by about 50%
in the first half of the year and the
timeframe for a market recovery re-
mains uncertain. Labor-related
costs are expected to account for
about half of the planned cost reduc-
tion.

“As a company with low financial
debt and strong capital resources,
MAN is well prepared for difficult
times,” Mr. Samuelsson said.

The CEO said he expects the clos-
ing of the acquisition of Volkswagen
AG’s Latin American truck opera-
tions to take place in March. The
€1.18 billion deal is a cornerstone of
Mr. Samuelsson’s push to reduce
MAN’s reliance on the Western Euro-
pean market and a major step to-
ward a European truck alliance with
its largest shareholder, Volkswagen,
and its Scania subsidiary. Mr. Sam-
uelsson declined to elaborate on de-
tails about plans for the future coop-
eration with Scania.

Hakan Samuelsson,

MAN AG
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CEO of MAN AG

Continental posts loss on charges

BY CHRISTOPH RAUWALD
AND KATHARINA BECKER

Auto supplier and tire maker
Continental AG said it swung to a
net loss for 2008, weighed down by
charges, but added it should be prof-
itable in 2009 despite deteriorating
demand for cars.

Continental said on Thursday
that barring impairment charges it
expects 2009 earnings to be posi-
tive. It didn’t provide a figure. Still,
it warned the automotive market
could slip between 10% and 25% this
year, and the recent sales decline
could accelerate for its automotive
division, especially in the first half.

“In view of the continuing turbu-
lence on the financial markets and
the recession in many parts of the
world, it is not at present possible to
reliably assess the underlying
data,” Chief Executive Karl-Thomas
Neumann said.

The Hanover, Germany-based
company posted a €1.12 billion
($1.41billion) net loss for 2008, com-
pared with a €1.02 billion profit a
year earlier. The latest results were
hit by a goodwill impairment charge

of €1.23 billion related to the acquisi-
tion of Siemens AG’s automotive-
electronics unit VDO. The impair-
ment charge was higher than ex-
pected, brokerage MM Warburg
said.

In the fourth quarter alone, the
company’s net loss totaled €1.49 bil-
lion.

Revenue rose 46% to €24.24 bil-
lion in 2008 from €16.62 billion in
2007. The sharp increase in sales
was related chiefly to the VDO acqui-
sition.

High among the company’s prior-
ities this year is debt reduction, it
said. Continental and its major
shareholder, Schaeffler Group, have
a combined debt of around €21 bil-
lion following Schaeffler’s takeover
of Continental last month and Conti-
nental’s VDO acquisition.

Closely held German engineer-
ing company Schaeffler said earlier
this month it hasn’t found an inves-
tor yet for its tie-up with Continen-
tal and confirmed it needs tempo-
rary financial support from the Ger-
man government.

—Sarah Sloat in Frankfurt
contributed to this article.

Associated Press
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Postbank swings to loss on write-downs

Lender also booked
a charge on the sale
of its stock portfolio

BY ULRIKE DAUER
AND WILLIAM LAUNDER

FRANKFURT—Deutsche Post-
bank AG, Germany’s largest retail
bank by customers, said it swung to
a net loss in the fourth quarter, hit
by financial-crisis-related write-
downs and losses from selling the
stocks in its investment portfolio.

Postbank had a net loss of €710
million ($891 million), compared
with a year-earlier net profit of €166
million.

Net interest income rose 23% to
€738 million, including a €116 mil-
lion boost from central-bank inter-
est-rate cuts that lowered its short-
termrefinancing costs. The improve-
ment also reflected interest re-
ceived on impaired loans and a posi-
tive result from hedges.

The bank, in which Deutsche
Bank AG has agreed to buy a 62.3%
stake from Deutsche Post AG in a
three-part, three-year deal valued
at €4.9 billion, had prepared mar-
kets for a loss in January.

In October, it announced plans

to scrap its 2008 dividend.
Reflecting the deepening global
financial crisis and the collapse of
Lehman Brothers Holdings Inc. and
some Icelandic banks, Postbank
booked a €406 million trading loss,
compared with a year-earlier trad-
ing profit of €24 million. In Decem-
ber, Postbank eliminated all of the
stocks in its portfolio, resulting in a
€581 million charge in the quarter.
It booked €418 million in write-
downs to reflect lower valuations
on structured credits and €28 mil-
lion of write-downs related to Leh-

man Brothers and the Icelandic
banks. Since the crisis started in
2007, Postbank has booked roughly
€2.3 billion of write-downs. Provi-
sions for loan losses rose 49% to
€104 million from €70 million.

The bank posted anet loss of €821
million for the year, its first annual
loss since 1996, compared with a year-
earlier net profit of €856 million.

Chief Executive Wolfgang Klein
said the bank is “cautiously optimis-
tic” for 2009 but warned that the fi-
nancial crisis is far from over and
that a concrete outlook for the bank

Deutsche Postbank

Net profit/loss, in millions of euros
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isn’t possible. Postbank sees no
need to raise capital or get state
guarantees and will get through the
financial crisis alone, Mr. Klein said.

While loan-loss provisions will
likely rise this year, Postbank said
the overall crisis-related burdens in
2009 will be lower than in 2008.

Shares in the bank rose 5.8%
Thursday in Frankfurt trading, out-
performing the wider market,
which was up 0.3%. The stock has
plunged 86% in the past 12 months,
lowering the bank’s market capitali-
zation to €1.9 billion.

BAE profit jumps, propelled by sales in U.S.

By JONATHAN Buck

LONDON—Defense and aero-
space contractor BAE Systems PLC
Thursday said earnings almost dou-
bled last year, aided by the weak-
ness of sterling, and said it expects
good growth in 2009.

Net profit soared to £1.75 billion
($2.49 billion) from £901 million in
2007, with asset sales contributing
£198 million in profit last year. Oper-
ating profit climbed 46% to £1.72 bil-
lion, while sales jumped 18% to £18.5
billion.

BAE Systems generates 58% of
its sales in the U.S. and is the sixth-
largest supplier to the Pentagon.

That exposure has given the compa-
ny’s earnings an edge: Dollar-de-
nominated earnings were inflated
when converted to pounds after ster-
ling lost more than a quarter of its
value against the greenback in
2008.

At the same time, the defense
company’s order book increased
20% in 2008 to £46.5 billion. Fi-
nance Director George Rose told re-
porters he expects a “fairly signifi-
cant step-up” in orders this year,
based on constant currency-ex-
change rates. Chief Executive Ian
King endorsed the upbeat outlook,
saying that he was “quietly positive
for 2009 and beyond.”

BAE Systems hopes to benefit
from its capabilities in four areas:
land systems, security, support for
products sold and unmanned air sys-
tems, said Mr. King, who took over
as CEO from Mike Turner on Sept. 1.

The company cautioned that it
expects alower level of land-vehicle
sales in 2009. Last year, BAE Sys-
tems nearly completed a $3.1billion
program to deliver 4,714 mine-pro-
tected vehicles to the U.S. military.
Mr. King said increased delivery of
Bradley fighting vehicles this year
would partially offset the termina-
tion of the land-vehicles program.

Last year, the company’s net
cash dropped to €39 million from

€700 million in 2007, largely be-
cause of acquisitions. Purchases in-
cluded a €545 million deal for Det-
ica, a specialist consultancy with ex-
pertise in information exploitation.
BAE Systems has no leverage and no
material debt.

Shares in the company were
ahead 3.6% in afternoon trading in
London. The stock has lost 14% of its
value in the past 12 months, com-
pared with a 33% fall in the FTSE 100
as the defense sector has shown re-
silience in the face of recession.

“We continue to prefer defense to
civil aerospace and BAE Systems re-
mains our preferred pick in the sub-
sector,” said Citi in a research note.

BNP Paribas says it is well-positioned for this year

BY NICOLAS PARASIE

PARIS—BNP Paribas SA, France’s
largest bank by market value, con-
firmed it swung to aloss in the fourth
quarter but said it was in good shape
for 2009 as its investment bank per-
formed well in January.

“For the financial-services indus-
try, 2008 was a year that saw an un-
precedented crisis,” Chief Executive
Baudouin Prot said Thursday.

The bank had already warned last
month that it would post a €1.37 bil-
lion ($1.72 billion) net loss for the
quarter, compared with a €1.01billion
net profit a year earlier. Revenue was
down 30% at €4.85 billion.

The loss stemmed mainly from
BNP’s corporate and investment
bank, where the collapse of invest-
ment bank Lehman Brothers Hold-
ings, the alleged Ponzi scheme of U.S.
investor Bernard Madoff, higher provi-
sions and falling equity markets pum-
meled the bottom line.

BNP also encountered serious
trouble in Ukraine, which was hit par-
ticularly hard by the economic crisis.
BNP took a €272 million provision for
its operations in the country and will

close 100 branches there. However, a
full exit from the Ukrainian market
wasn’t on the agenda, said Mr. Prot.

For the full year, net profit fell
61% to €3.02 billion from €7.82 bil-
lion a year earlier, while revenue
was down 12% at €27.38 billion. The
bank said it will pay a dividend of €1
per share.

BNP Paribas said that it was “well-
positioned in the 2009 environ-
ment” and that its corporate and in-
vestment bank performed well in
January.

“We believe that the set of results
does not contain much surprises and

look pretty straightforward follow-
ing preannouncement,” said analysts
at Credit Suisse.

Shares in the bank edged lower,
settling down 0.5% at €24.50 on
Thursday. In recent months they
have lost more than 60% of their
value amid persisting concerns over
BNP Paribas’s financial ratios.

The bank said its Tier 1 ratio—a
measurement of a bank’s financial
health—was 7.8% at the end of Decem-
ber and could be lifted to 8.4% after it
receives a second tranche of French
government support.

BNP Paribas also unveiled a man-

agement change as part of its mea-
sures to cope with the crisis. The
chief executives of the investment
bank and the asset-management divi-
sion, Jacques d’Estais and Alain Pa-
piasse, will swap places in April.

Mr. Prot, the CEO, remained cau-
tious about the purchase of assets in
Fortis Holding NV, saying the bank re-
mained open to a deal but that the
transaction wasn’t vital to its interna-
tional expansion plans. The planned
transaction, announced in October
and sweetened in February, hangs by
a thread after Fortis holders last
week voted against it.

CVS net climbs;

BY SHIRLEEN DORMAN
AND DAVID ARMSTRONG

CVS Caremark Corp. said its
fourth-quarter net income rose
17%, as the drug-store chain’s
profit margins held up despite the
weak economy.

Also, CVS finance chief David
Rickard said Thursday he will step

finance chief to leave by year end

down by the end of the year. Mr.
Rickard, 62 years old, joined CVS as
chief financial officer in 1999.

CVS has emerged as one of the
largest survivors of a bruising, multi-
year consolidation of the U.S. phar-
macy business. Its October takeover
of Longs Drug Stores made CVS the
nation’s largest pharmacy chain
with about 6,900 stores.

CVS posted net income of $949.3
million, or 65 cents a share, com-
pared with $811.2 million, or 55
cents a share, in 2007’s final quar-
ter. Revenue rose 10% to $24.14 bil-
lion, aided by the Longs acquisition.
Gross profit margin widened to
21.6% from 20.3%.

On a comparable-store basis,
sales rose 3.6%.

AXA prepares
to raise capital

as net falls 84%

BY NICOLAS PARASIE

PARIS—Insurer AXA SA re-
ported an 84% drop in full-year net
profit, warned of a challenging 2009
and prepared for a rights issue to
bolster its finances.

The news sent its shares down
9.1% in Paris.

The Paris-based company said net
profit for the full year fell to €923 mil-
lion ($1.16 billion) from €5.67 billion a
year earlier. Revenue slid 2.6% to
€91.22 billion from €93.63 billion.

Axa said net profit declined in
2008 mainly because it had to re-
duce the valuation of its portfolio of
asset-backed securities, stocks and
bonds. Total markdowns came to
€1.87 billion.

The company also cut its divi-
dend for 2008 to 40 euro cents a
share from €1.20 a year earlier.
Chief Executive Henri de Castries
warned that, “in light of the current
global economic environment,”
2009 will be another difficult year.

“As we look forward to 2009, a
lower starting asset base will affect
the life-and-savings and our asset-
management businesses, whereas
the property-and-casualty and inter-
national insurance businesses
should continue to deliver solid un-
derlying earnings,” Axa said.

The insurer said it will ask share-
holders to approve the issue of as
much as €2 billion in preference
shares, which Mr. de Castries said
was “an insurance policy” that
would only be used as alast resort.

Analysts fear a wave
of capital increases
like those banks
have announced.

Analysts are worried about the
capital position of insurance compa-
nies that are heavily invested in fall-
ing capital markets. They fear a
wave of capital increases similar to
that experienced by banks.

Mr. de Castries said Axa’s capital
position remained strong, with a sur-
plus of €6 billion that would help it
absorb future shocks. Finance direc-
tor Denis Duverne said the issue of
preference shares would limit the di-
lution of existing shareholders.

Other insurance companies have
had to raise capital in recent weeks.
Netherlands-based Eureko B.V. Mon-
day said it will seek €1 billion in addi-
tional capital from its two main
shareholders after it suffered a €2.1
billion net loss in 2008.

Less than two weeks before that,
Swiss Reinsurance Co. said U.S. in-
vestor Warren Buffett would partly
subscribe to the company’s plan to
raise as much as five billion Swiss
francs ($4.25 billion) in capital to
protect its credit rating and balance
sheet. Mr. Buffett’s Berkshire Hatha-
way Inc. agreed to invest about
three billion francs. American Inter-
national Group Inc.’s European unit
flagged a €680 million capital in-
crease in late January, and last year,
Aegon NV raised about €3 billion.

Separately, Dutch bank and insur-
ance company SNS Reaal NV Thurs-
day posted a second-half net loss of
€730 million, hit by write-downs
and volatile markets in what it
called a “very disappointing” year.

—Digby Larner and Bart Koster
contributed to this article.
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Sprint posts loss, fights
customer defections

Wireless carrier
tries to keep users
with discounting

BY AMOL SHARMA
AND ROGER CHENG

In a bid to reverse two years of
subscriberlosses and return to prof-
itability, Sprint Nextel Corp. increas-
ingly is positioning itself as a dis-
count wireless carrier during touch
economic times.

The focus on lower pricing comes
after other efforts, including a mar-
keting campaign featuring
its chief executive and a
push to improve customer
service, have been slow to
bear fruit.

The No. 3 U.S. wireless
carrier by subscribers
Thursday posted a $1.62 bil-
lion fourth-quarter loss as
it wrote down the remain-
ing value of its 2005 Nextel
purchase. It continued to
lose subscribers at a high
rate, with 1.3 million defec-
tions in the quarter. It lost 4.6 mil-
lion customers in 2008, ending the
year with 49.3 million.

Sprint says it is making some
progress, particularly in customer
service, and predicts subscriber
losses will slow this year. But it has a
long way to go to recapture market
share from competitors AT&T Inc.
and Verizon Wireless, which added
acombined 3.3 million customers in
the fourth quarter.

One of Sprint’s remaining weap-
ons is pricing. Last month, the com-
pany began offering a $50 monthly
plan for unlimited calling, text mes-
saging and Web surfing through its
prepaid Boost Mobile unit. And for
higher-end users with contracts,
Sprint this week unveiled a $150
monthly plan with unlimited voice,
data and email, as well as laptop
broadband access.

Sprint says AT&T customers, in-
cluding iPhone users, pay as much

Daniel Hesse

as $960 more over the span of a two-
year contract for the same type of
unlimited plan they could get on
Sprint’s network. “In this economy,
I think that becomes important,”
said Chief Executive Dan Hesse.

AT&T wasn’t immediately avail-
able to comment.

Rory Altman, a consultant who
advises telecom operators, said
Sprint has no choice but to get
more aggressive in its pricing to
stem market-share losses. “My take-
away is they have to go down-mar-
ket,” he said. There’s no doubt
that’s a critical thing for the com-
pany to do.”

But carriers generally react
quickly to one another’s
pricing moves, so it’s un-
clear whether Sprint can
carve out an edge. Already,
T-Mobile USA Inc., a unit of
Deutsche Telekom AG, is
testing a $50 flat-rate call-
ing plan in San Francisco
for customers who have
been with the carrier for at
least 22 months.

Sprint and T-Mobile
face the risk of cannibaliz-
ing revenue from higher-
margin voice plans if they market
discounted unlimited plans too ag-
gressively, analysts said. Mr. Hesse
said Sprint so far has seen negligi-
ble numbers of higher-paying users
shifting to the Boost plan.

Pricing moves alone won’t re-
vive Sprint’s business. Mr. Hesse
said the company needs to repair an
image that became associated with
poor customer service and inferior
network quality in 2007. Sprint has
been ramping up spending on televi-
sion ads, in which Mr. Hesse is fea-
tured, to improve its branding.

Carrying a hit phone like Apple
Inc.’s iPhone would also attract sub-
scribers. Sprint said it has had suc-
cess with some devices, like Sam-
sung Electronics Co.’s Instinct, and
it is optimistic about its forthcom-
ing Pre from Palm Inc. But, so far,
the carrier hasn’t had a phone that
lures significant numbers of cus-
tomers away from rivals.

Indian panel allows Satyam
to bring in strategic partner

By MUKESH JAGOTA

NEW DELHI—India’s Company
Law Board, in a move that could
pave the way for the revival of fraud-
hit Satyam Computer Services Ltd.,
agreed to its request to take on a
strategic partner.

The CLB, which is a semijudicial
authority, said the software export-
er’s board can issue preferential
shares to a new investor at par or at
apremium, and the company canin-
crease its authorized share capital
to 2.8 billion rupees ($56 million)
from 1.6 billion rupees.

The approval is one step on a pro-
cess toward possibly bringing a new
investor into Satyam. In January, Sa-
tyam was plunged into turmoil
when founder B. Ramalinga Raju
said he had overstated the compa-
ny’s profits over several years and
created a fictitious cash balance of
more than $1 billion.

The new Satyam board—which
the government appointed after
sacking the previous directors—

wants a preferential issue of
shares because that would channel
new funds directly into the com-
pany. In a case where a Satyam
stake was sold, the money would
go to the exiting shareholder.

In a submission to the CLB, Sa-
tyam lawyer Pallavi Shroff said
that no strategic investor would be
interested unless a minimum 26%
stake of the enhanced equity capi-
tal is allotted on a preferential ba-
sis. A stake of 26% would give the in-
vestor a seat on Satyam’s board
and make it the single-largest
shareholder, giving it near-control
of the company.

Indian laws state that any share-
holder who buys 15% or more of a
company must make an open offer
for at least an additional 20%. But
the capital-markets regulator, the
Securities and Exchange Board of In-
dia, has said that it may ease the
open-offer rules in the case of a dis-
tressed company.

—Romit Guha in Bangalore
contributed to this article.

Apple Inc.

Sales decline in January

indicates price resistance

Apple Inc.’s unit sales of comput-
ers through U.S. retail channels, in-
cluding Apple stores and its Web
site, fell 6% in January from the
same month in 2008, the first
monthly decline in three years, ac-
cording to market-research firm
NPD Group. The data suggest that Ap-
ple’s premium pricing, which helped
boost revenue when demand was
strong, may be hurting the company
now that consumers are being more
careful about their spending. NPD es-
timates that the dollar value of Ap-
ple’s sales through U.S. retail chan-
nels fell 11% during the month, faster
than the decline in unit sales. Its mar-
ket share, measured in units, de-
clined to 13.7% from 16.4% in January
2008, NPD said. An Apple spokesman
declined to comment.

Hewlett-Packard Co.

Hewlett-Packard Co. posted a
13% decline in quarterly profit as
sales in its key computer and print-
ing divisions plunged 19% from a
year earlier. Overall revenue for its
fiscal first quarter ended Jan. 31
rose just 1% and the results marked
the first time since Chief Executive
Mark Hurd joined the company in
2005 that H-P failed to exceed its
quarterly profit projections. The
Palo Alto, Calif., technology giant
on Wednesday also cut its outlook
for fiscal 2009 and said it would re-
duce employee compensation and
benefits. Overall, H-P posted net in-
come of $1.85 billion for the quar-
ter, down from $2.13 billion a year
earlier. Its quarterly revenue was
$28.8 billion, up from $28.47 billion
a year ago. The company said reve-
nue rose 4% excluding the impact of
foreign currencies.

Walt Disney Co.

Walt Disney Co. said it will re-
structure its U.S. theme-park oper-
ations, in part by making an un-
specified number of layoffs, amid
languishing attendance and
sharply reduced operating in-
come. Wednesday’s announce-
ment came fewer than two weeks
after a deadline to accept volun-
tary buyouts that the company of-
fered to about 600 executives in
its Parks and Resorts division. Dis-
ney officials declined to say how
many executives took a voluntary
buyout, but said the number was
“satisfactory.” Officials at Disney,
based in Burbank, Calif., declined
to disclose a total number for lay-
offs, but said the restructuring
and layoffs would occur over the
next few weeks.

Reed Elsevier PLC

Anglo-Dutch publisher and in-
formation company Reed Elsevier
PLC Thursday posted a 61% drop in
2008 net profit, but said it expects
to achieve earnings growth in
2009. Full-year net profit fell 61%
to £241 million ($343 million) from
£624 million a year earlier, when
the sale of Harcourt Education for
£2 billion boosted the bottom line.
Revenue meanwhile rose 16% to
£5.33 billion. The company said the
professional markets it serves
with Elsevier and LexisNexis, such
aslaw and medicine, are proving re-
silient, if not immune, to the eco-
nomic downturn. However, Chief
Executive Crispin Davis warned
that falling demand for advertis-
ing and marketing in its busi-
ness-to-business markets meant
that unit would show “a significant
profit decline” in 2009.

Actelion Ltd.

Actelion Ltd.’s full-year net profit
more than doubled, compared with a
year-earlier profit weighed down by
a charge, and said it expects double-
digit growth for sales in 2009. Net
profit surged to 321.5 million Swiss
francs ($273.3 million) from 125 mil-
lion francs a year earlier, when the
company took a charge of 224.8 mil-
lion francs related to the acquisition
of CoTherix. Sales rose to 1.47 billion
francs, up 12% from 1.32 billion
francs in 2007. The bulk of the Swiss
biotechnology company’s revenue
comes from Tracleer, a drug for pul-
monary hypertension. Tracleer gen-
erated sales of 1.29 billion francs, up
from 1.18 billion francs a year earlier.
The company said 2009 sales should
increase between 12% and 15% in lo-
cal currencies.

Intel Corp.

A private squabble between In-
tel Corp. and Nvidia Corp. has
moved to the courtroom, casting a
new light on competition in a prod-
uct category called chip sets. The
battle hinges on patent-licensing
agreements signed in 2004 be-
tween the two chip makers, both
based in Santa Clara, Calif. Intel,
the dominant supplier of chips that
act as the brains of personal com-
puters, also sells most chip sets
that connect Intel microprocessors
to the rest of a system. Nvidia,
which is best known for graphics
chips, used the agreements to en-
ter the chip-set market, too. Intel
filed a suit in Delaware Chancery
Court Monday, seeking a judgment
that the agreements—which allow
Nvidia chips to connect to existing
Intel microprocessors—don’t ex-
tend to models that add a feature
called a memory controller.

Macquarie Infrastructure

Macquarie Infrastructure
Group fell into the red in the fiscal
first half because of asset revalua-
tions across the company’s portfo-
lio of toll roads. The Sydney-based
company—which has stakes in nine
toll-road operators across Europe,
North America and Australia—said
it posted a net loss of 1.27 billion
Australian dollars (US$811.8 mil-
lion) for the six months ending Dec.
31, compared with a net profit of
A$1.03 billion a year ago. The firm
said the current dislocation in glo-
bal economic and market condi-
tions drove a 17% devaluation in its
road portfolio in the period, with its
portfolio now valued at A$7.08 bil-
lion compared with A$8.57 billion
at June 30, 2008. MIG said the fall in
valuations was also driven by
changes to asset discount rates and
inflationary expectations.

Shire PLC

Shire PLC posted a 33% drop in
fourth-quarter net profit as costs
surged, but the U.K. pharmaceutical
company said sales rose. Net profit
fell to $141.3 million from $212.1 mil-
lion ayear earlier, hit by higher oper-
ating expenses. Sales rose 6% to
$766 million, as the strength of the
dollar against the euro and pound
dented Shire’s dollar-denominated
results. The drug maker benefitted
from efforts to switch patients to Vy-
vanse from Adderall XR, its one-
time flagship product. In 2008,
sales of Vyvanse quadrupled from
2007, reaching $318.9 million, while
Adderall XR sales rose 5%, as pre-
scriptions and market share in the
U.S. fell. Adderall XR will face ge-
neric competition April 1, when
Teva Pharmaceutical Industries
Ltd. launches a generic version of
the hyperactivity treatment.

Advanced Micro Devices Inc.

Advanced Micro Devices Inc.
shareholders approved a spinoff of
the company’s manufacturing opera-
tions, in a deal designed to improve
AMD’s balance sheet and refocus the
company on designing chips, instead
of making them. More than 94% of
the shares represented at the meet-
ing were voted to allow AMD to issue
stock and warrants that will effec-
tively let the company spin off its
manufacturing facilities into a joint
venture, known as Foundry Co.,
formed with the Advanced Technol-
ogy Investment Co., an Abu Dhabi in-
vestment fund. The deal includes an
investment by Mubadala Develop-
ment Co., also of Abu Dhabi, of
roughly $800 million. Last week, the
Sunnyvale, Calif., chip maker post-
poned a shareholder meeting be-
cause the company failed to meet the
required 50% quorum. The company
barely topped that figure this time,
with 50.26% of the shares eligible to
vote represented at the meeting, ac-
cording to an AMD spokesman.

Baidu Inc.

Chinese Internet-search com-
pany Baidu Inc. said fourth-quarter
net income rose 31%, but its results
showed the effects of both China’s
economic slowdown and a move to
stop taking paid search ads from
some customers, including unli-
censed medical providers. While
revenue rose 58% from a year ear-
lier, it fell from the third quarter
and Baidu predicted another se-
quential decline ahead. The com-
pany reported net profit for the
three months ended Dec. 31 of $42.3
million, or $1.22 per American de-
positary share. Revenue rose 58%
from a year earlier to $132.2 mil-
lion, in line with the company’s low-
ered forecast. In the fourth quarter,
active online-marketing customers
rose 27% from a year earlier to more
than 197,000, as revenue per cus-
tomer rose 24%.

Bridgestone Corp.

Bridgestone Corp. reported a
92% drop in net profit in 2008 and
said it expects another difficult
year. The Japanese tire maker’s fall
in annual net profit to 10.41 billion
yen ($111.1 million) from 131.63 bil-
lion yen in 2007 illustrates how the
company is suffering from a slide in
tire demand, higher rubber and
other production costs, as well as a
stronger yen. Its bottom line for the
fiscal year ending December 2008
was also hurt after the company
booked extraordinary costs of €58.5
million ($73.4 million) to cover a
fine imposed by European Union an-
titrust regulators for the firm’s role
in an illegal cartel for hoses used in
loading crude oil on tankers. Sales
fell 4.6% to 3.234 trillion.

—Compiled from staff
and wire service reports.
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Spain labor laws are hard to loosen

Workers get some of the best protections in Europe, but that isn’t helping businesses hire in a deep downturn

BY JONATHAN HOUSE

MADRID—As Spain’s formerly
buoyant economy plunges into a re-
cession, its Socialist-led govern-
ment is coming under pressure to
tackle politically unpopular labor-
market reforms.

Spain’s high dismissal costs for
workers, a rigid wage-bargaining
process and the practice of indexing
wages to past inflation are widely
viewed by the general population—
and Spain’s powerful trade unions—
as hard-won workers’ rights.

But they also make Spain’s la-
bor market one of the most highly
regulated in Europe, making it, in
turn, costly for companies to hire
and maintain workers. “We ur-
gently need labor market reforms
for their short-term impact on hir-
ing,” Bank of Spain Governor
Miguel Angel Fernandez Ordonez
said last week, urging the forma-
tion of a broad consensus of govern-
ment, opposition parties, unions
and employers to make the neces-
sary reforms.

Unions are opposed to any cuts
in employment protections and
have, in the past, organized nation-
wide strikes to protest against un-
wanted reforms. Spain’s Socialist
prime minister, José Luis Rod-
riguez Zapatero, has said his gov-
ernment won’t legislate any re-
formnot agreed to by both employ-
ers and by unions.

Spain’s main employer’s associa-
tion, the CEOE, is pushing hard for a
labor market reform that, among
other things, would lower dismissal
costs. It has linked the signing of the
annual wage negotiation framework

agreement between employers and
unions—a framework that lays out
the basic conditions for wage deals
between unionized workers and
their companies—to a commitment
to make reforms.

Unions, however, are pushing
back and the agreement is at an im-
passe. “Economic crisis is not the
time to reform the labor market,”
said Paloma Lopez, head of employ-
ment for Comisiones Obreras,
Spain’s biggest union.

“No left-leaning government
wants to take away worker privi-
leges,” said José Ramoén Pin, man-
agement professor at IESE business
school. The proximity of several elec-
tions makes reform even more politi-

cally risky, he said. Spain’s Galicia
and Basque country regions hold
elections to their local parliaments
March 1, while elections to the Euro-
pean Parliament will be held June 7.

Speaking last week in Spain, Eu-
ropean Central Bank Executive
Council member José Manuel
Gonzalez-Paramo warned against
postponing reforms. “If the fear of
taking measures that can cost votes
prevails, then the cost to society will
be a much slower [economic] recov-
ery,” he said.

Many economists warn Spain’s
economy is at risk of a prolonged
downturn. The country has accumu-
lated a €98 billion ($123 billion) cur-
rent-account deficit, the world’s sec-
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ond-largest behind that of the U.S,,
largely the result of foreign borrow-
ings to finance its construction
boom that helped to make Spain the
growth engine of the European
Union. Now, Spain is shedding jobs
at the fastest rate among the 30 in-
dustrialized nations of the Organiza-
tion for Economic Co-operation and
Development and its 14.4% unem-
ployment rate in December was the
OECD’s highest.

Economists say paring back
some of Spain’s employment pro-
tections could boost growth in a
number of ways. In addition to en-
couraging companies to start hir-
ing again and facilitating the move-
ment of resources out of the coun-

try’s ailing construction sector
into other areas of the economy, it
could boost Spanish productivity.
The OECD calculates that even as
the economy flourished, Spanish
labor productivity grew at an an-
nual rate of just 0.2% from 1995 to
2004, much less than the EU aver-
age of 1.5%.

In a recent report on the Spanish
economy, the OECD said employ-
ment protections for workers with
permanent contracts in Spain—in-
cluding the provision of redundancy
pay equal to 45 days’ pay per year of
service—are the third highest in the
OECD behind the Czech Republic
and Portugal.

As a result, the use of temporary
contracts, which provide redun-
dancy pay equal to only eight days
per year with the firm, has ballooned
to around one-third of the total.

The resulting duality among the
work force undermines productiv-
ity in two ways, the OECD says. On
the one hand, workers with tempo-
rary contracts don’t feel committed
to their jobs and are reluctant to
spend time and effort on training.
On the other hand, those with the
protection of permanent contracts
alsolack incentives to improve their
skills, the OECD said.

In addition to high employment
protection, the practice of indexing
wages to past inflation adds to labor
costs in Spain. ECB officials de-
nounce the practice because it helps
spread temporary inflationary
shocks, from oil price spikes for ex-
ample, throughout the economy.

Coupled with low productivity,
economists say high labor costs un-
dermine Spanish competitiveness
on international export markets.

Suspects in Russian killing freed

By ALAN CULLISON

MOSCOW—A Moscow court
freed three alleged accomplices to
the murder of a prominent journal-
ist and Kremlin critic Thursday, end-
ing a trial that further tainted the
reputation of Russia’s criminal-jus-
tice system.

A jury took two hours to acquit
two Chechens and a former police of-
ficer who were charged with track-
ing journalist Anna Politkovskaya
from a supermarket to her Moscow
apartment block two years ago,
where a gunman shot her to deathin
an elevator. Prosecutors said they
will appeal, and Ms. Politkovskaya’s
newspaper colleagues said they will
redouble their own investigation
into her killing.

The verdict is an enormous set-
back to prosecutors and human-
rights crusaders who hoped that
Russia’s court system could bring
the Kkillers to justice. The death of
Ms. Politkovskaya, whose reporting
on Russian atrocities in Chechnya
won her a slew of international
awards along with a host of ene-
mies, cemented Moscow’s reputa-
tion as a world capital of high-pro-
file, politically tinged murders, few
of which have been solved.

“I have a feeling of unbelievable
shame,” said Vsevolod Bogdanov,
head of Russia’s Union of Journalists,
after the verdict. Gennady Gudkov,
head of the security committee in Rus-
sia’s parliament, said the verdict “por-

trays in the worst possible way the
reputation of the government, not to
mention the security services.”
Stung by international outcry, the
Kremlin said it ordered a thorough in-
vestigation into the killing. But Ms.
Politkovskaya’s colleagues said the
hunt was marred from the start by
Russia’s security services, saying
they stonewalled investigators and
leaked bits of information that al-
lowed some suspects to escape. Rus-
sia’s security services said they coop-
erated with the investigation.
Police never arrested a master-
mind for the killing, and the alleged
triggerman, Rustam Makhmudov, fled
Moscow and is now living in Europe,
according to officials. The three men
who stood trial were relatively minor
players who allegedly determined Ms.
Politikovskaya’s whereabouts and
guided the killer to her door.
Prosecutors presented mobile-
phone records in court to show the
brothers, Dzhabrail and Ibragim Ma-
khmudov, were in the vicinity of Ms.
Polikovskaya’s apartment at the time
of the killing. Dzhabrail Makhmudov
was accused of driving his brother,
Rustam Makhmudov, to the building.
Prosecutors said Ibragim Makhmu-
dovwarned of Ms. Politkovskaya’s im-
pending arrival with a phone call.
The former police officer, Sergei
Khadzhikurbanov, allegedly planned
details of the attack, recruited the
brothers and supplied them with a
pistol with a silencer.
The trial was in many ways a re-

minder of the deficiencies of Russia’s
court system, which remains largely
unreformed since Soviet times de-
spite years of Kremlin promises to
bring the rule of law to Russia. Rules
of evidence are fuzzy and jurors, of-
ten suspicious of what prosecutors
try to tell them, are inclined to acquit
defendants far more than judges.
The defendants’ lawyer, Murad
Musayev, argued prosecutors came
nowhere near proving their clients’
guilt. In final arguments Tuesday, Mr.
Musayev accused the prosecution of
fabricating evidence and dismissed
their case as “dust, fluff and ash.”
After the verdict, Ms. Politk-
ovskaya’s colleagues praised the
openness of the trial but said prosecu-
tors were hurt by the lack of coopera-
tion from Russia’s successor to the
KGB, the Federal Security Service.
A former FSB agent, Pavel Ryagu-
zov, wasn’t directly accused of being
part of the murder but was accused of
extortioninanother aspect of the case
and sat throughout the trial in a cage
in the courtroom with the defendents.
Sergei Sokolov, chief editor of Ms.
Politkovskaya’s newspaper, Novaya
Gazeta, said that authorities never
made a proper search of Mr. Ryagu-
zov’s office. He said the FSB also re-
fused to hand over information that
could have been crucial to the case,
such as telephone wiretaps of people
connected to the suspects. “I think
that if the investigators were allowed
to work effectively, then we would
have seen different results,” he said.

Lagarde isn’t sure the ECB
can easily oversee EU banks

BY NATHALIE BOSCHAT
AND GABRIELE PARUSSINI

PARIS—European banks need to
be more closely regulated across
borders, but there could be obsta-
cles to the European Central Bank’s
aim become a pan-European super-
visor, French Finance Minister Chris-
tine Lagarde said in an interview.

The European Union has been try-
ing to devise a plan to better oversee
its transnational banking system af-
ter a series of regulatory flaws were
exposed by the credit crisis. Grow-
ing financial risks in Eastern Europe
have added urgency to that effort
but there are competing plans as to
how to how best supervise the EU’s
27 member states. The ECB has juris-
diction over only the 16 countries
sharing the euro.

“The problem is that the ECB
doesn’t have the authority on the
whole of the EU,” said Ms. Lagarde.
“In particular, there would be a
large chunk of the EU, namely the
U.K., a large financial center, which
would fall outside the remit of this
institution,” she said.

By contrast, the ECB’s president,
Frenchman Jean-Claude Trichet,
has on several recent occasions said
the ECB would consider aregulatory
role if asked. He also cited passages
in the EU treaty providing for the
ECB to take on oversight responsibil-

1ty.

France is pushing for more coor-
dination between national regula-
tors—the supervisor from the
bank’s home country would take a
lead role, but in close coordination
with local authorities.

“If we have a lead supervisor
which is mindful of the home coun-
try’s systemic interest but also
takes into consideration the inter-
est of the host country, that would
be a great improvement on the cur-
rent system,” said Ms. Lagarde.

Critics of the French planinclude
the smaller regulatory agencies of
Eastern Europe, who fear that out-
sideregulators will hold undue influ-
ence because many of the big banks
in Eastern Europe are Western-
owned.

Financial markets are worried
that recession and falling curren-
cies in Eastern Europe could trigger
write-downs in the Western Euro-
pean banking system. Euro-zone
banks have loans outstanding in Cen-
tral and Eastern Europe amounting
to $1.3 trillion, according to the lat-
est data from the Bank for Interna-
tional Settlements.

Ms. Lagarde argued that close co-
operation will keep everyone’s inter-
ests in view, stressing that the glo-
bal crisis should put a premium on
transparency through cross-border
oversight.
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Israeli alliance solidifies

Netanyahu secures
key rival’s support,
with conditions

BY CHARLES LEVINSON

JERUSALEM—Likud Party
leader Benjamin Netanyahu took a
significant step Thursday toward
leading Israel’s next government, se-
curing the support of Avigdor Lieber-
man, a controversial nationalist poli-
tician whose Yisrael Beitenu party
placed third in the Feb. 10 vote.

Mr. Lieberman, however, condi-
tioned his support on Mr. Netan-
yahu’s ability to form a broad-based
unity government with his chief ri-
val, Foreign Minister Tzipi Livni,
whose Kadima Party doesn’t have
the support among other parties to
form a government despite having
placed first in the Feb. 10 elections.

“We recommend Bibi Netan-
yahu, but only as part of a wider gov-
ernment,” Mr. Lieberman told Presi-
dent Shimon Peres, using Mr. Netan-
yahu’s ubiquitous nickname, on
Thursday. “We need a government
with the three largest parties,
Likud, Kadima and Yisrael Beitenu.”

As president, it is Mr. Peres’s
task to meet with each political
party to determine which candidate
has the best chance of building a
61-seat coalition in Israel’s 120-seat
parliament. Ms. Livni, who has sup-
ports the principle of giving Palestin-
iansland for anindependent statein
exchange for peace, won 28 seats in
parliament, but the left-leaning bloc
of parties who share her views on
the peace process did poorly.

Mr. Netanyahu came in second
with 27 seats, but his natural allies
on the right dominated the vote.

With Mr. Lieberman’s support,
Mr. Netanyahu appears to have 65
seats behind him, enough to form a
coalition of conservative and reli-
gious parties who favor a hard line in
peace talks with the Palestinians.

After Mr. Lieberman’s announce-
ment, Ms. Livni met with party mem-
bers and suggested that she wouldn’t
join “an extreme right-wing govern-
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Avigdor Lieberman, above, party leader of Yisrael Beitenu, agreed to support the
Likud Party’s Benjamin Netanyahu if he forms a unity government with Kadima.

ment” with Mr. Netanyahu and Mr.
Lieberman, according to Kadima
party spokeswoman Maya Jacobs.
“Kadima doesn’t have anything to
look for in such a government,” Ms.
Livni said, according to her spokes-
woman. “We were not elected in order
tomake an extreme right-wing govern-
ment look kosher. Kadima will con-
tinue to fight for its way, which is a two-
state solution for the two nations.”
Mr. Netanyahu is against territo-
rial concessions to the Palestinians
and favors expanding Jewish settle-
ments in the West Bank, a policy
that puts him at odds with the U.S.
Ms. Livni’s tough talk could sim-
ply be anegotiating tactic aimed at se-
curing a more powerful role in Mr.
Netanyahu’s government, as even her
spokeswoman Mr. Jacobs conceded.
“If you walk into aroom and every-
one knows that you have nothing to
lose by not joining the government,
it’s a whole different ballgame,” said
Ms. Jacobs. “If Netanyahu wants her,
he’s going to have to work very hard
to get her and give a lot more than he
was intending on giving.”
Ms. Livni’s spokeswoman added
that “at the end of the day, we are
still in negotiations.”

With Israel facing a daunting ar-
ray of challenges, including a troubled
economy and an Iran many here fear
is seeking a nuclear weapon, Ms. Livni
is facing pressure to form a unity gov-
ernment lead by Mr. Netanyahu.

Among those pressuring Ms.
Livni is President Peres, who will
urge her and Mr. Netanyahu to
bridge their differences during
one-on-one meetings with the twori-
vals on Friday, according to Ayelet
Frish, a spokeswoman for Mr. Peres.
“The president thinks Israel needs a
broad, strong and stable govern-
ment,” said Ms. Frish.

After emerging as one of the
country’s most divisive politicians,
who many Israelis accuse of running
an openly racist campaign, Mr. Lie-
berman appears to trying to remold
his image as a uniter seeking to
bring the country together with his
announcement Thursday.

“We are trying to use our position
as the third-largest party to bring
Kadima and Likud together on what
we think is the most fair, equitable,
sensible and workable way forward,”
said Danny Ayalon, an incoming law-
maker on Mr. Lieberman’s slate and Is-
rael’s former ambassador to the U.S.

After final tally in Iraq,
al-Maliki seeks alliances

By GINA CHON

BAGHDAD—AIlthough Iraqi
Prime Minister Nouri al-Maliki won
the most votes in a majority of the
provinces that held local elections
last month, close votes in some areas
mean he will have to build alliances
to wield majority rule, ac-
cording to final results of
the provincial elections an-
nounced Thursday.

That’s good news for
Mr. Maliki’s chief rival, the
Islamic Supreme Council of
Iraq, or ISCI, which had
dominated provincial coun-
cils in southern Iraq before
the elections.

Preliminary results an-
nounced earlier this
month for the Jan. 31 elec-
tions showed ISCI didn’t come out
on top in any province and came in
second in six. But because of the
small gaps between first and sec-
ond place in three of the southern
Shiite provinces Mr. Maliki won, his
party and ISCI received the same
number of seats in those provinces,

Nouri al-Maliki

the elections commission said.

In Najaf, home to one of the holi-
est cities in Shiite Islam and known
as a stronghold of ISCI, ISCI and Mr.
Maliki’s party got seven seats each,
while followers of anti-American Shi-
ite cleric Moqtada al-Sadr got six of
the 28 total seats on the provincial
council. Mr. Maliki’s State
of Law list and ISCI also got
the same number of seats in
Muthanna and Missan.

ISCI campaigned aggres-
sively in the elections and
relied on its religious ties
towoo voters, but Iraqis fa-
vored Mr. Maliki, who em-
phasized a strong central
government over religion
in his campaign, and
formed the State of Law list
instead of running with his
Islamic Dawa Party.

Addila Abdul Amear, a member
of the Mr. Maliki’s Islamic Dawa
Party, said Mr. Maliki’s list was open
to discussions with any party with
the goal of strengthening the United
Iraqi Alliance, a coalition of the ma-
jor Shiite parties in Parliament.

U.S. chides Russia for action
hindering Afghanistan effort

ASSOCIATED PRESS

KRAKOW, Poland—U.S. Defense
Secretary Robert Gates said he sees
a chance for better relations with
Russia under the new administra-
tion, but he warned that Moscow is
trying to “have it both ways” by of-
fering help in Afghanistan and un-
dermining American efforts there.

Mr. Gates signed anewmilitary-co-
operation agreement with Poland
Thursday, formalizing ties between
the countries’ special-forces opera-
tions. Mr. Gates praised Poland’s will-
ingnesstosendtroopsintoharm’sway,
including about 1,600 in Afghanistan.

Kyrgyzstan’s Parliament voted
Thursday to close the base that re-

supplies military operations in Af-
ghanistan. If Kyrgyz President Kur-
manbek Bakiyev signs the bill and an
eviction notice follows, the U.S. will
have 180 days to vacate the base.
Mr. Bakiyev unexpectedly called
this month for closure of the Manas
base, a transit point for 15,000 troops
and 500 tons of cargo each month to
and from Afghanistan. Russia is
widely assumed to be behind the deci-
sion, although Moscow denies it.
“On one hand you’re making posi-
tive noises about working with us in
Afghanistan and on the other hand
you’re working against us in terms
of that airfield, which is clearly im-
portant to us,” Mr. Gates said.

Oil-price decline provides diplomatic opening to Iran

BY GERALD F. SEIB

Last fall, before the world econ-
omy had fallen completely out of

bed, the International Monetary
for Iran to make enough money to
nomic activity has driven oil prices to
85% of government

awash in its own Washington-like red
oil slump will end soon, and knowl-
make the long-term technology in-
have an interesting backdrop for U.S.
The stunning turnaround inIran’s

Fund estimated that oil prices
would have to stay at $90 a barrel
balance its books.
Now that the slump in global eco-
— around$36abarrel,
CAPITAL Iran, which derives
JOURNAL revenue from oil ex-
ports, figures to be
ink in the coming year. Throw in the
fact that there’sno reason to think the
edge that energy-industry experts
say Iran already has been failing to
vestments needed to keepits oil fields
producing robustly, and you suddenly
President Barack Obama’s “let’s talk”
overture to Tehran.
economic picture also presents anin-
teresting backdrop for Iran’s na-

tional elections in June. That’s when
the country’s voters, and the clerical
establishment that steers the nation,
will decide whether to stick with Pres-
ident Mahmoud Ahmadinejad, mas-
ter of the confrontational stances
and bizarre rhetorical flourishes
that help keep Iran a step removed
from the world economy.

There is a great debate within the
U.S. government about just how much
the drop in oil prices will affect Iran in
the short run. The country was, after
all, awash in money just last year,
when oil hit $145 a barrel. That helped
it bank some hard-currency reserves;
the U.S. Central Intelligence Agency
estimates its holdings at $70 billion,
though it’s hard to know precisely
from suspect official figures.

Still, thegrimoil pictureisjustone
ofseveralreasonsIrancan’tfeelquite
as cocky about its situation as it did
justtwoyears ago. Themessthat was
tying down the U.S. next door in Iraq
is improving to America’s benefit.
Syria, Iran’s principal ally in the Arab
world, is playing footsy with both the
WestandwithIsrael. Hamas, the mili-
tant Islamic movement that Iran pro-
motes and finances, just got bloodied

by Israeli troopsin the Gaza Strip.

That certainly seemstopresent an
improving environment for diplo-
macy. Still, the ultimate question—
one that is maddeningly hard to an-
swer—iswhetherthose problemswill
actuallyproduceachangeintheworld
view of Iran’s supreme leader, Ayatol-
lah Ali Khamenei, the man who ulti-
mately calls the shots in the country’s
strategic decisions. The U.S. isn’t ex-
actly approaching the coming dance
with Iran in a position of economic
strength either, of course, but Ayatol-
lahKhamenei at least appears to have
new reasons to take more seriously
the idea of meaningful engagement
withthe West, including a serious dis-
cussion of Iran’s nuclear program.

“The big problem we’ve faced in
thelast few years was the conviction
among many in the Iranian leader-
ship—including the supreme leader,
apparently—that Iranhad noreason
to listen to objections from the
West,” says Patrick Clawson, along-
time Iran watcher at the Washington
Institute for Near East Policy. “That
may be cracking.”

Indeed, Mr. Clawson notes that
Mr. Ahmadinejad recently pre-

sented a new budget that, while no-
tably vague and lacking in details,
appears to envision sharp drops in
domestic spending. That presum-
ably presages cuts in social pro-
grams, which can’t be goodin a coun-
try where citizens endure double-
digit inflation and unemployment.
Of course, Mr. Clawson also notes
that Iran has endured serious drops
in oil revenue before—in the 1980s
duringitswarwithIragandduringan
oil slump in the 1990s—without dis-
cernible damage to, or change in the
outlookof, its clerical establishment.
Moreover, the silver lining for Mr.
Ahmadinejad—and the problem for
Mohammad Khatami, the more mod-
erate and reform-minded former
president who is challenging him in
June’s elections—is that the eco-
nomic problems that seem so obvi-
ous from the outside may seep in too
slowly to dramatically alter the do-
mesticlandscape before the election.
In this equation, the issue that
trumps all others is whether any-
thing happening now, strategically
or economically, could actually
change Iran’s determination to
march forward with its nuclear pro-

gram. Can any combination of eco-
nomic woes at home and induce-
ments offered from abroad ever be
enough to convince Iran’s clerical es-
tablishment that an unfettered nu-
clear program isn’t worth the price?
America’s allies in Israel think the
answer to that question is “no.” They
fear engagement might give Iran
breathing space to finishits march to-
ward nuclear-weapons capability.
For its part, the Obama adminis-
tration doesn’t necessarily think
talks have a great chance of ending
Iran’s nuclear gambit. But it calcu-
lates that there is at least a chance
to curb the program, perhaps by
building on a Russian offer to store
any spent nuclear material pro-
duced in an Iranian power program.
More than that, the administra-
tion hopes willingness to talk would
build the credibility of Iranian oppo-
sition forces pushing for an opening
to the West, while also winning
points with allies whose help might
be needed later to back economic or
even military moves against Iran. All
told, it figures to be an interesting
trip to the Persian bazaar, only made
more so by Iran’s economic troubles.
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Poland’s premier fights with central bank

Tusk’s plan to save
zloty runs counter
to euro-skeptics

By DAaviD McQUAID

WARSAW—When Poland’s cur-
rency fell into a tailspin this week,
Prime Minister Donald Tusk took
the unusual policy step of grabbing
the wheel from his central bank.

Amid concern over an intensify-
ing financial crisis in Eastern Eu-
rope, Poland’s zloty plunged 10% in
the first half of this month alone. The
drop came as the country’s central
bank resisted government pressure
to intervene in currency markets. It
also has objected to early adoption
of the euro as Poland’s currency.

Frustrated, Mr. Tusk drew a line
in the sand Tuesday, warning that
the finance ministry would start sell-
ing euros from its chest of European
Union structural-aid funds
if the zloty fell to 5 against
the euro.

That was followed by a
bombshell Wednesday
from one of Mr. Tusk’s top
lieutenants, who said Po-
land had opened official
talks to lock in a zloty trad-
ing range with the euro this
summer as an interim step
to euro adoption. “We can’t
afford to be passive,” Mr.
Tusk later told reporters.

The response was electric. The
zloty rose 2.5% against the euro in
less than an hour Wednesday. By
early Thursday, the zloty was up
5%—recouping more than a third of

Donaid Tﬁsk

its losses so far this year. The zloty
stood at 4.73 to the euro on Thursday.

This week’s monetary drama in
Warsaw reflects broader tensions as
governments in the region’s
fight to restore confidence
and bolster currencies
plummeting because of capi-
tal flight.

In Poland, the govern-
ment won a policy battle
with the central bank. But
critics say the rifts the
conflict expose are hurt-

&= ing Poland, as would a
i hasty embrace of the

euro. Former Finance Min-

ister Miroslaw Gronicki,
now an independent economist
and financial consultant, said the
mixed signals coming from the gov-
ernment and the central bank on
the euro aren’t helpful.

“Changing your perceptions ev-
ery couple of days isn’t the best way
to communicate with markets, and
it’s an axiom that you don’t switch
to a less-flexible currency regime in
a crisis,” Mr. Gronicki said.

Mr. Tusk aims tolock the zloty into
the euro-zone’s Exchange Rate Mecha-
nism 2, a kind of proving ground for
countrieslooking to adopt the euro, in
which a currency trades in a narrow
band against the currency.

The prime minister’s chief oppo-
nent is Slawomir Skrzypek, the pres-
ident of National Bank of Poland,
who had no monetary policy experi-
ence before the euro-skeptic Law
and Justice party, now in opposi-
tion, installed him as central-bank
governor in 2007. Mr. Skrzypek has
repeatedly ruled out currency inter-
vention as the zloty nosedived in re-
cent weeks, citing Russia’s spending
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hundreds of billions of dollars in a fu-
tile effort to defend the ruble.

But currency experts said such
explicit jettisoning of an important
policy tool is akin to hanging out a
“sell me” sign on the zloty. The gov-
ernment’s drive to fast-track adop-
tion of the euro also gets no cheers
from Mr. Skrzypek, whose political
sponsors—Polish President Lech
Kaczynski and his twin brother Jaro-
slaw—are strongly against Poland
entering the euro zone.

The central bank’s board pro-
duced a 479-page report concluding
that the government’s euro timeta-
ble is “hard to justify” in current
market conditions. “The risks we’d
run by entering ERM2 prematurely
are huge,” said the central bank’s
deputy president, Witold Kozinski,
who supervised the report. “2009
isn’t a good time to enter,” he said.

Many economists agree with
that judgment. Until this week, few
believed the government’s goal of
adopting the euro in 2012 should be
taken seriously.

But the government may just go
for broke, hoping to win over the Eu-
ropean Central Bank in talks on peg-
ging the zloty in ERM2, while doing
an end run around oppositionin par-
liament and the central bank.

“We’ve decided to risk going
ahead with ERM2 without constitu-
tional amendments,” Zbigniew Chle-
bowski, parliamentary leader of Mr.
Tusk’s ruling liberals, told a busi-
ness gathering Wednesday. “Our
perception of the risks has changed
diametrically,” he added.

And Mr. Tusk may have picked up
allies inside the central bank itself.
Since Tuesday, three of the central
bank’s rate-setting Monetary Policy
Council’s 10 members have warned
that currency intervention can’t be
ruled out, contradicting their presi-
dent. In its monthly postmeeting
statements, the council has point-
edly retained language that Poland
should enter the euro zone “at the
earliest possible date.”

EU, South Korea
find harder road

to a trade deal

BY MATTHEW DALTON

BRUSSELS—Negotiations be-
tween South Korea and the Euro-
pean Union on a major free-trade
agreement have stalled, as some Eu-
ropean governments grow wary of
opening their borders to cheap
South Korean imports, especially
cars, during hard times.

A deal with South Korea would
be the most significant free-trade
agreement signed by the EU yet.

Several EU countries with large
automobile-manufacturing sectors,
such as Germany, Italy and Spain,
fear the agreement could under-
mine efforts to support the indus-
try, according to diplomats familiar
with the debate.

Last week, the industry’s main
lobby group in the EU asked the com-
mission to stop the negotiations.

The negotiations have been de-
layed for a few weeks so the commis-
sion can consult with EU govern-
ments, while the South Korean nego-
tiators meet with their domestic
constituencies, said Peter Power,
the commission’s trade spokesman.

“We’re on course to sign and con-
clude these talks,” he said.





