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What’s

News

A business lobby said the EU
could lose 4.5 million jobs this
year and called for more stim-
ulus measures by the ECB, as
Germany reported a record
fall in industrial output. Mer-
kel and Sarkozy rejected calls
for more fiscal stimulus
spending. Pages 2, 3

M The Swiss central bank
tackled deflation worries, say-
ing it would intervene in cur-
rency markets to support
the Swiss franc. Page 2

M Barclays is facing a tough

choice if it decides to partici-
pate in the U.K. government’s
insurance plan. Page 15

M Carrefour posted a 45%
drop in profit and its CEO said
fixing business in France was
the top priority. Pages 4, 28

M IBM is starting a new ven-
ture to provide software and
services to help manage wa-
ter resources, as it looks for
growth areas. Page 3

M The Dow Jones Industrials
topped 7100, rising for a third
day in a row, despite mixed
economic data. European
stocks also rose. Page 16

B BMW skidded to a rare loss
in the fourth quarter as sales
of luxury cars plunged; profit
for the year fell 90%. Page 5

B The pope said he mishan-
dled efforts to bring four bish-
ops, including a Holocaust de-
nier, into the fold. Page 3

M GE lost its triple-A credit
rating, but S&P’s downgrade
wasn't as bad as expected,
prompting a rally in its
shares and bonds. Page 22

M Italy’s Enel approved a
$10 billion capital increase
and will employ several
other measures to reduce
towering debt. Pages 7, 28

B The EU will impose duties
beginning Friday on biodiesel
imported from the U.S.

B The German teen who
killed 15 people and himself
this week gave warning of
his intentions to storm a
school in an Internet chat
room before the shooting.

M The Iraqi journalist who
threw his shoes at then-Pres-
ident George W. Bush was
convicted of assaulting a for-
eign leader and sentenced to
three years in prison.

M Estonia will meet EU crite-
ria for adopting the euro by
October and aims to adopt
the common currency in July
2010, the prime minister said.

EDITORIALGSOPINION

All together now
Alistair Darling on how
the G-20 can pull out of
the tailspin. Page 11
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Madoft pleads guilty to 11 charges

Disgraced financier, who admits shame for running Ponzi scheme, faces 150 years in prison

=

Bernard Madoff passes a throng of photographers on his way into court in Manhattan on Thursday, where he pleaded guilty to a massive fraud that cost investors billions.

By CHAD BRAY
AND AMIR EFRATI

Disgraced financier Ber-
nard Madoff publicly admit-
ted to running a massive
Ponzi scheme that bilked in-
vestors out of billions of dol-
lars, telling a packed court-
room that he was ashamed
and acknowledging that he
“deeply hurt” many people.

At a hearing in federal
court in Manhattan on Thurs-
day, he pleaded guilty to 11
criminal charges, including

securities fraud, money laun-
dering and making a false fil-
ing with the U.S. Securities

The money trail
B London office used in cash
ploy, filing says....cceeeeuneeene 18

M Investors seek cover from
‘clawback’ lawsuits

and Exchange Commission.
Following the plea, U.S.

District Judge Denny Chin or-

dered that Mr. Madoff’s bail

be revoked and that he be
jailed pending sentencing, a
decision that was met with
brief applause from victims
of his scheme and others who
were in attendance. Mr. Mad-
off, who showed no emotion
during the hearing, started
fidgeting in his chair. When
the hearing ended, he was
handcuffed by a U.S. marshal
and taken to a jail across the
street from the courthouse.

“To see the cuffs on him,
what a relief,” said Burt Ross,
the former mayor of Fort Lee,

N.J., just moments after leav-
ing the court and hugging his
wife, Joan Ross. As his eyes
filled with tears, Mr. Ross
talked about how the financier
who once managed $5 million
of his money looked “remorse-
less” in front of the court.
The charges carry a maxi-
mum of 150 years in prison.
Sentencing is set for June 16.
The case had been closely
watched since Mr. Madoff
shocked the financial world
in December with the revela-
tion of the fraud. The scheme

robbed a wide range of inves-
tors, including charities,
hedge funds, trusts and indi-
viduals.

Mr. Madoff has become a
symbol of the boom and even-
tual bust that has led to a
world-wide financial crisis.
Once the bubble burst, a num-
ber of frauds and schemes
came to light, making many
investors distrust the finan-
cial system and prompting
calls for greater regulation.

Mr. Madoff was one of the

Please turn to page 27

Two tiny tax havens
give in to pressure

By DAVID CRAWFORD

Andorra and Liechten-
stein pledged to relax their
bank secrecy laws, yielding to
international pressure on tax
havens to stop shielding
wealthy tax cheats.

The moves significantly
raise the stakes for big tax-ha-
ven centers such as Switzer-
land to take similar steps be-
fore the coming meeting of the
Group of 20 developed and
emerging nations in London.
Offshore tax evasion is ex-
pected to be a topic at the April
2 summit.

The global financial crisis
has encouraged cash-
strapped governments to
clamp down on the lack of
transparency that has under-
pinned the offshore banking

industry for decades.

Liechtenstein said on Thurs-
day it will comply with interna-
tional standards for tax and
data sharing established by the
Organization for Economic Co-
operation and Development.

Andorra also said Thursday
it will relax bank secrecy laws
by November in hopes of being
removed from a 2005 OECD
blacklist.

“Andorra is committed to
changing its laws to ensure
bank transparency and to al-
low legal assistance according
to OECD standards,” Prime
Minister Albert Pintat said in
an interview.

The OECD blacklist in-
cludes Liechtenstein, An-
dorra and Monaco. In recent
months, France and Germany

Please turn to page 26

Crystal clear

Sweden’s new generation of
glassware designers
Weekend Journal, page W8

Markets

4p.m. ET

PCT

CLOSE CHG

DJIA 7170.06 +3.46
Nasdaq 1426.10  +3.97
DJ Stoxx 600  167.36  +0.67
FTSE 100 3712.06  +0.49
DAX 3956.22 +1.08
CAC 40 2694.25  +0.75
Euro $1.2798 -0.02
Nymex crude ~ $47.03 +11.10

Roche’s tough task:
blending Genentech

By JEANNE WHALEN

Having all but clinched a
$46.8 billion deal to acquire
the rest of Genentech Inc.,
Swiss pharmaceutical giant
Roche Holding AG faces a po-
tentially bigger challenge:
How to integrate and squeeze
value out of the pioneering
California-based biotech firm
without killing it.

Roche executives endured
an eight-month struggle to
gain full control of Genentech
on the firm belief that the
combination will generate big
rewards, including greater in-
come from Genentech’s drugs
and a steady flow of new prod-
ucts at a time when many big
pharmaceutical companies
are struggling to bring medi-
cines to market. But some

Roche shareholders worry
that if the Swiss company
tries too hard to put its stamp
on the fiercely independent
biotech, it will drive away the
scientists and other employ-
ees that have made Genen-
tech one of the world’s most
innovative drug developers.

“This is a risk,” said Sam-
uel Stursberg, an equity ana-
lyst at Roche shareholder Ada-
mant Invest. Roche, he says,
is paying a premium for Ge-
nentech’s technology, and
“technology includes people,
in my mind.”

Roche passed a big hurdle
late Wednesday, when it
gained the support of Genen-
tech’s board for its bid to buy
the 44% of the company it
doesn’t already own at a price

Please turn to page 26
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Employers see job losses

Business group seeks
stimulus from ECB

to revive demand

By ApAM COHEN
AND ANDREA THOMAS

As European business leaders
warned of massive job losses and
called for more monetary stimulus
by the European Central Bank, lead-
ers Angela Merkel of Ger-
many and Nicolas Sarkozy
of France on Thursday re-
jected calls for more fiscal
spending, saying recent
measures will soon show
their effects.

New data Thursday
showed industrial produc-
tion in Germany, Europe’s
largest economy, saw its big-
gest drop since the coun-
try’s reunification in 1990,
amid further signs Europe
is being hit hard by falling
demand.

European Union business lead-
ers said the bloc could lose 4.5 mil-
lion jobs this year and asked the Eu-
ropean Central Bank to do more to
restart demand.

BusinessEurope, the EU’s biggest
employers group, wants the central
bank to start flooding funds into
business by buying commercial pa-

CORRECTIONS &
AMPLIFICATIONS

Romania is planning to enter Eu-
rope’s exchange-rate mechanism in
2012. A March 2 Heard on the Street
column incorrectly said Romania
was in the ERM. In addition, the euro
zone’s key interest rate at the time of
the article was 2%. The column incor-
rectly said the rate was 1%.

José Manuel
Barroso

per, a step the U.S. Federal Reserve
took in October.

The lobby group said the Euro-
peanInvestment Bank, the EU’s long-
term financing arm, should extend
new assistance to companies, includ-
ing widening its scope to provide
working capital.

“The sharp deterioration in the
cost of and access to finance has be-
come a life-threatening concern for
numerous European companies,”
BusinessEurope said.

The loss of 4.5 million jobs would
lift the EU’s unemployment
rate to 9% in 2009 from 7%
last year, the group esti-
mated. The group expects
| almost two million job
losses in Spain and the U.K.
this year.

“Unemployment is go-
ing to get a lot worse. It’s
going to be a very, very
dire year,” John Monks,
secretary-general of the
European Trade Union
Confederation, said at a
separate news conference
in Brussels.

Industrial output in Germany fell
for the fifth consecutive month in
January, declining 7.5% from Decem-
ber on a seasonally adjusted basis,
on weak manufacturing and con-
struction output, Germany’s Eco-
nomics Ministry said. January out-
put dropped 19.3% from January
2008 in workday-adjusted terms,
and by 22.8% in unadjusted terms,
the ministry said.

“The recession is worsening,”
said Carsten Brzeski, an economist
with ING. “The conditions in the Ger-
manindustrial sector are deteriorat-
ing at an alarming rate and the ongo-
ing collapse of new orders bodes ill,”
he said.

Despite rising political pressure
to protect jobs, European govern-
ment leaders continued to resist
adding the fresh fiscal stimulus re-
quested by the U.S.

The EU and the U.S. look set to
clash over this issue at the Group of
20 summit in London on April 2. The
U.S., which last month enacted a
$787 billion fiscal-stimulus pack-
age, wants other countries to spend
more to spark a global economic re-
covery.

“Compared with the U.S., we
have a very ambitious system of
safety nets. So when we speak about
the fiscal stimulus, it is not the same
thing in the U.S. and in Europe,” Eu-
ropean Commission President José
Manuel Barroso said.

EU businesses broadly support
monetary stimulus measures—
which they see as the fastest way to
restore financing—over increased
fiscal spending.

The ECB has held out on the pros-
pect of injecting more cash into the
economy via purchases of commer-
cial and government securities, but

Employers group

BusinessEurope said
the EU could lose 4.5
million jobs in 20009.

policy makers have made no deci-
sions. Last week, the euro zone’s cen-
tral bank cut its key rate to 1.5% from
2%.

Falling prices across the region
at the start of the year opened up
scope for further cuts. Euro-zone
producer prices fell for a sixth con-
secutive month in January, data
from EU statistics agency Eurostat
showed Thursday. Prices charged at
factory gates dropped 0.8% in Janu-
ary from December and declined
0.5% from a year earlier. That was
the largest annual decline since
June 2002, Eurostat said.

—Ilona Billington
contributed to this article.
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Swiss take deflation fight
to the currency markets

BY MARTIN GELNAR
AND RivA FROYMOVICH

ZURICH — Switzerland’s central
bank Thursday said it would inter-
vene in currency markets to sup-
port the Swiss franc as it cut its tar-
get interest rate.

The rate cut by 0.25 percentage
point to 0.25% had been widely ex-
pected, given the recent deteriora-
tion in the Swiss economy. But the
announcement of the currency inter-
vention—the purchase of foreign
currency to curtail the Swiss franc’s
rise—triggered a sharp reaction in
the currency markets.

Late afternoon in New York, the
euro was at $1.2927 from $1.2848
late Wednesday, and the dollar was
at 97.62 yen from 97.19 yen Wednes-
day. The euro was at 126.18 yen from
124.87 yen. The U.K. pound was at
$1.3947 from $1.3869, and the dollar
was at 1.1843 Swiss francs from
1.1525 francs late Wednesday.

The move may open the door to
foreign-exchange interventions by
other monetary authorities, with
the Bank of Japan and Sweden’s cen-
tral bank the likeliest candidates,
some observers said. The Bank of Ja-
pan was the last major central bank
to intervene in currency markets
and is also facing deflation and a
strong currency. The Swiss National
Bank has in the past few years fol-
lowed a noninterventionist policy
when it came to its currency, occa-
sionally hinting at interventions but
never following it up. It remained on
the sidelines in September 2001
when the euro traded even lower
than its present rate, at 1.44 Swiss
francs.

But it has become increasingly
concerned about deflation. The
SNB Thursday cut its expectations
for the country’s gross domestic
product and said it expects infla-
tion to slow to the point where
prices broadly fall. By weakening
the franc, the SNB is helping pre-
vent that by effectively boosting
the price of imports.

Consumer prices are set to fall by

Close to zero

Three-month Swiss franc London
interbank offered rate

0||||||||||||

2008 09

Source: Swiss National Bank

0.5% in 2009 and inflation should
hover around 0% in 2010, the central
bank said. In its previous forecast,
the SNB forecast an inflation rate of
0.9% for 2009 and 0.5% in 2010.

“The SNB became the first cen-
tral bank to talk frankly about the
risks of deflation,” BNP Paribas econ-
omist Eoin O’Callaghan said.

The SNB’s plan to pump money
into the economy by buying a Swiss
franc bond issued by private-sector
borrowers, on the other hand, fol-
lows similar steps by central banks
around the world as they try to
keep money flowing into the econ-
omy. The Bank of England on
Wednesday bought a first tranche
of UK. government bonds under a
plan to purchase up to £75 billion of
gilts.

Eastern European currencies
that have been under pressure for
months also benefited from the SNB
currency intervention.

“One of the pressures on Poland
and Hungary derived from a seri-
ous currency mismatch as many
mortgages in recent years were de-
nominated in Swiss francs,” said
Marc Chandler, global head of for-
eign exchange at Brown Brothers
Harriman in New York. “The
strength of the Swiss franc com-
pounded their woes.”
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Sarkozy strikes at Obama’s stimulus plan

French leader seeks
more regulation,
not more spending

BY JONATHAN WEISMAN
AND MARC CHAMPION

Three weeks ahead of a high-
stakes meeting of the Group of 20
Nations, European nations are strik-
ing an uncompromising tone
against Washington, bolstering
President Barack Obama’s political
opponents at home and pouring a lit-
tle cold water on Europe’s love af-
fair with the new U.S. president.

In Berlin Thursday, with German
Chancellor Angela Merkel at his
side, French President Nicolas
Sarkozy rejected Mr. Obama’s push
for more global fiscal stimulus, say-
ing “the problem is not about spend-
ing more, but putting in place a sys-
tem of regulation so that the eco-
nomic and financial catastrophe
that the world is seeing does not re-
produce itself.”

At home, Republicans in Con-
gress brandished that line and sev-
eral others to paint Mr. Obama as to
the left of Europe.

“Economists, even Europeans,
skeptical of Administration’s eco-
nomic recovery plans,” read a head-

line in an email from the office of
House Minority Leader John A.
Boehner (R., Ohio).

“European governments have
tried supporting massive increases
in government spending, raising
taxes, and vastly increasing govern-
ment debt. It didn’t create jobs or in-
crease prosperity, which explains
their reluctance to try it again,” Mr.
Boehner said.

The back-and-forth has colored
the run-up to the April 2 G-20 sum-
mit in London and provided a narra-
tive that puts the U.S. on one side,
emphasizing the immediate need
for global fiscal stimulus, and conti-
nental Europe on the other, stress-
ing a global regulatory plan for off-
shore tax havens and “shadow bank-
ing” agents, such as hedge funds.

The emergence Thursday of a
nine-page communique from
France detailing 12 different propos-
als on tax havens and regulations
only underscored what the French
and German governments have
been saying publicly. Ms. Merkel
said Germany and France were
united in their conviction that the
London summit must make good on
pledges they made last month to re-
make global capitalism.

In contrast, White House spokes-
man Robert Gibbs struck amore dip-
lomatic tone. He stressed that Mr.
Obama would come to London giv-

ing equal weight to the need to ad-
dress the current economic crisis
through fiscal stimulus and to avoid
future crises through stricter regula-
tion.

“The president looks at the trip
to the London economic summit not
as an ‘either-or’ but as a ‘both-and’
proposition,” Mr. Gibbs said.

There was some indication that
the U.S. may be backing away from a
coordinated push for more stimulus
spending. A senior administration

Mr. Obama’s moves
to improve foreign
relations make him
popular in Europe.

official said Washington wouldn’t
be seeking specific commitments
for additional stimulus, either in
monetary figures or percentages of
gross domestic product. Mr. Obama
simply wants a firm agreement
“that everyone makes a substantial
and sustained commitment to spur
economic growth.”

That is a much softer formula-
tion than presented at a news confer-
ence Wednesday, when the Trea-
sury put out a detailed U.S. position

paper that said additional spending
by G-20 countries of 2% of gross do-
mestic product each year from 2009
to 2011 “is a reasonable bench-
mark,” and urged the International
Monetary Fund to report quarterly
on the G-20’s fiscal efforts.

Mr. Obama remains hugely popu-
lar in Europe and is likely to get a
warm welcome next month when he
visits the Old World for summits of
the G-20 and of the North Atlantic
Treaty Organization. His moves to
improve relations with Moscow and
engage Syria and Iran have been
warmly applauded in European capi-
tals.

But Europe’s leaders also are in-
creasingly aware of the downside to
partnering with a popular U.S. presi-
dent—he is asking for help they
can’t or don’t want to provide.

“The Obama administration
wants some concrete and difficult
things from Europe, ranging from
more troops in Afghanistan to more
fiscal stimulus,” said Timothy Gar-
ton Ash, professor of European his-
tory at Oxford University.

That makes his first European
trip as president important, but also
very delicate.

“If Obama simply says I am drop-
ping in for a day or two with a long
shopping list, I think the honey-
moon really will be over,” said Mr.
Garton Ash.

Still, the French and German
leaders’ blunt rejection on Thurs-
day of U.S. calls for Europe to do
more to stimulate the global econ-
omy, and their focus on strengthen-
ing financial regulation, were as
much for domestic and European
consumption as for Washington’s,
analysts said.

European leaders have come un-
der sustained criticism at home for
their failure, even at a time of ex-
treme economic crisis, to act to-
gether. Thursday’s comments by Ms.
Merkel and Mr. Sarkozy were pep-
pered with references to their uni-
fied approach, even as the U.K.
tracks a course closer to Washing-
ton’s.

Ms. Merkel also faces elections
this fall and is losing support to the
liberal Free Democrat Party, which
says she has already raised govern-
ment spending too much. Mr.
Sarkozy, meanwhile, last month saw
his poll ratings drop to the lowest
since he was elected, 36% in an Ipsos
poll.

Germany inparticularhaslongar-
gued that the so-called Anglo-Saxon
financial system was underregu-
lated. Ms. Merkel has repeatedly
said her unheeded calls before the
crisistoregulate hedge funds andim-
pose greater transparency on finan-
cial markets have now been vindi-
cated.

Pope Benedict admits missteps

By STACY MEICHTRY

ROME—Pope Benedict XVI said
he mishandled efforts to bring a
group of schismatic bishops, includ-
ing a Holocaust denier, into the Ro-
man Catholic fold.

In a four-page letter to bishops
world-wide, the 81-year-old German
pontiff didn’t apologize for his deci-
sion in January to lift the excommu-
nication of four bishops. Among
them was Richard Williamson, a
clericwho, in a Swedish television in-
terview days before the decision was
announced, denied the scope of the
Holocaust.

Pope Benedict on Thursday said
he deeply regretted that the deci-
sion was “not clearly and ade-
quately explained at the moment of
its publication.” Video excerpts of
Bishop Williamson’s interview had
been available on video Web sites.
The pope said the timing of the Janu-
ary announcement was an “unfore-
seen mishap” that might have been
detected if Vatican officials had vet-
ted Bishop Williamson by checking

the Internet.

“I have been told that consulting
the information available on the In-
ternet would have made it possible
to perceive the problem early on,”
Pope Benedict wrote in the letter,
which was translated into six lan-
guages. “I have learned the lesson
that in the future in the Holy See we
will have to pay greater attention to
that source of news.”

The unusual admission high-
lights Pope Benedict’s struggles to
explain his agenda as leader of the
world’s one billion Catholics. Since
his election as popein 2005, the theo-
logian and former academic has fo-
cused onrecentralizing the Vatican’s
influence and restoring traditional
practices such as the Latin Mass.

Inpursuing that agenda, the pon-
tiff has at times taken a technocratic
approach that has alienated liberal
Catholics and non-Catholics who fa-
vored the more media-savvy govern-
ing style of his predecessor, the late
Pope John Paul II. Pope Benedict
sparked violent protests in 2006 af-
ter delivering a speech to scholars

in Regensburg, Germany, that ad-
dressed fundamental differences be-
tween Christianity and Islam. In
that speech, the pope cited a 15th-
century Byzantine emperor describ-
ing the teachings of Muhammad as
“evil and inhuman.” The pope later
said he was “deeply sorry” for the re-
marks.

The four bishops, who are mem-
bers of the Society of St. Pius X, have
questioned many of the teachings of
the Second Vatican Council, a meet-
ing in the 1960s in which the Church
adopted measures that aimed to
modernize the Church and heal its
troubled history with Judaism. In his
interview with Swedish TV, Bishop
Williamson denied that six million
Jews were killed by the Nazis. About
200,000 or 300,000 were murdered
and none were killed in gas cham-
bers, he said.

Bishop Williamson subsequently
apologized to the “survivors andrela-
tives of victims of injustice under the
Third Reich.” But he didn’t disavow
the remarks. The Vatican said the
apology didn’t go far enough.

Pope Benedict XVI, right, talks with Shear-Yashuv Cohen, chief rabbi in Haifa,
Israel, on Thursday. The photo is from Vatican newspaper L’Osservatore Romano.

IBM enters water-management services, touts ‘smarter planet’

By WiLLiIAM M. BULKELEY

International Business Machines
Corp. is embarking on a new business
venture in which it will provide soft-
ware and services to help manage wa-
ter resources, an attempt by the tech-
nology giant to further expand its
footprint outside traditional com-
puter services.

The new business, which is part of
IBM’s Big Green Innovations initia-
tivetofind marketsin carbonmanage-
ment, alternative energy and water
management, will design and install
systems of sensors and back-end soft-
ware to monitor water pipes, reser-
voirs, rivers and harbors. Sharon

Nunes, formerly a manager with
IBM’s semiconductor group, heads
the Big Green initiative.

IBM has been touting its ability to
help create a “smarter planet” by de-
signing networks of sensors and back-
room computers and software to
monitor physical world activities
such as electricity flows and traffic
patterns. “There’s a lot of stress on
water systems around the world.
With a limited supply, you’d better be
able to manage it,” said Ms. Nunes.
She said that information technology
for water management could become
a $20 billion market.

Ms. Nunes said stimulus spending
in the U.S. and China are likely to help

build the market for water manage-
ment. She estimated that in the U.S.
between $15 billion and $20 billion of
the new stimulus package is aimed at
water projects.

Analysts are divided on whether
there is actually a big business for
IBM to capture. Stephen Stokes, an an-
alyst at AMR Research of Boston, said
he thinks the effort will be lucrative
in areas like electrical grid monitor-
ing, but pointed out that with water,
“no matter how much metering you
do, you can’t stop the rain. Many va-
garies are outside their control.”

Michael LoCasio, of Boston tech-
nology research firm Lux Research,
who also was briefed on the plans,

said there are lots of ways computers
could help monitor water, such as in-
stalling so-called smart meters to
limit lawn-watering to night-time
hours, or using sensors to detect
leaks in pipes.

Ms. Nunes noted that water man-
agement is a big element of a €70 mil-
lion ($89.9 million) project IBM an-
nounced last month to install smart
meters and control water usage for
Ennemalta Corp. and Water Services
Corp., the utilities on the water-short
island of Malta. IBM is also working
with researchers in Ireland to moni-
tor water quality in Galway Bay.

In arelated development, IBM re-
searchers said they have developed a

new desalination-membrane technol-
ogy that goes beyond current sys-
tems and removes arsenic and boron
salts from contaminated ground wa-
ter, making it safe for humans. Robert
Allen, achemist at IBM’s Almaden, Ca-
lif,, 1ab said that his team found a way
to put a polymer designed for immer-
sive lithography—a technique for
making semiconductors—into mem-
branes that reject the toxic salts. He
said arsenic contamination, which is
a problem in some water supplies in
Texas, Turkey, Bangladesh and
China, can cause lung, bladder and
skin cancer. IBM expects to license
the technology rather than make de-
salination plants itself.
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Carrefour to revamp ailing French stores

Retailer plans to cut prices, improve nonfood offerings in hypermarkets with aim to regain share from discounters

BY CECILIE ROHWEDDER

PARIS—New Carrefour SA Chief
Executive Officer Lars Olofsson
gave a blunt diagnosis of what ails
Europe’s biggest retailer and pre-
scribed tough turnaround measures
that include cutting prices and fix-
ing its troubled supercenter busi-
ness in France.

Mr. Olofsson said his priorities
were “First, France; second, France;
third, France”—a reflection of the
tough problems Carrefour faces on
its home turf. In France, Carrefour’s
supercenters, which the company
calls hypermarkets, and its discount
stores are underperforming be-
cause their prices aren’t always com-
petitive and some products don’t hit
home with consumers.

“The hypermarket is no longer
king in the country that invented it,”
said Mr. Olofsson, who joined Carre-
four from food and drink maker Nes-
tle SA.

Mr. Oloffson’s assessment came as
Carrefour reported a 45% drop in net
profit for 2008, which was mainly
caused by anonrecurring itemrelated
to problems the retailer has in Italy.
Net profit dropped to €1.27 billion

Carrefour
Net profit, in billions

2004

Source: the company

'05

($1.63 billion), down from €2.29 bil-
lion in 2007. Total nonrecurring
charges were €524 million.

Carrefour’s French business is
performing more poorly than its
other markets. French sales last
year were practically flat because of
slow sales of nonfood items, and op-
erating profit there dropped 3%.

Carrefour, the world’s second-
largest retailer by sales after Wal-
Mart Stores Inc., fiercely competes
with Wal-Mart, Tesco PLC of Britain
and Metro Group AG of Germany in
many of the 32 countries in which it
operates. Any changes at Carrefour
affect its rivals as well, as cash-
strapped shoppers from Beijing to
Buenos Aires hunt around for the
best offers. In trading on the Paris
Stock Exchange, Carrefour shares
rose 6.2% to €26.21.

Mr. Olofsson said Carrefour
needs to catch up with “the best in
class” in global retailing. Some of
his projects for improvement are al-
ready standard practice among
some of Carrefour’s competitors.

Theyincludesmallerstoresthatca-
ter to consumers’ growing interest in
convenience, and improved customer
knowledge that helps Carrefour tailor
promotions to individual shoppers
and fine-tune merchandise inindivid-
ualstoresorregions.Mr. Olofssonsaid
Carrefour would also make additions
to its private label range, including a
new low-priced store brand the com-
pany plans tounveil in April.

The world’s retailers are now
putting prices at the center of
their strategies. In Britain on
Thursday, the country’s fourth-
largest retailer, Wm Morrison Su-
permarkets PLC, posted a 13% rise
in profit before tax and one-off
items for the year ended Feb. 1; the
company had offered low prices
and advertised them aggressively.
Net profit dropped 17%, to £460
million ($638 million) from £554
million in the preceding year, be-

Reuters

CEO Lars Olofsson is trying to rejuvenate sales in France with price cuts and promotions, such as 10% discounts on 4,500
products and an instant lottery to get 80% off a full shopping basket.

cause of a higher tax bill.

Also on Thursday, Belgian re-
tailer Delhaize SA said 2008 net
profit grew by 14% to €467.1 million,
from €410.1 million in the prior year.
The retailer, which generates about
70% of its sales in the U.S., has been
pressuring its suppliers for low
prices and more attractive ranges.

Carrefour’s Mr. Olofsson said the
company would spend €600 million
on price cuts and promotions this
year, much of it to fuel its comeback
in the price-driven French market.
Next week, for instance, Carrefour
is offering 10% discounts on 4,500
products in its 203 French hyper-

markets and an instant lottery to get
80% off a full shopping basket.

In its home market, the retailer
has faced stiff competition from dis-
counters such as Germany’s Lidl and
France’s E. Leclerc, which have run
aggressive price cuts and promo-
tions in recent months.

Mr. Olofsson also plans “tough de-
cisions” on Carrefour’s struggling
nonfood business. Poor perform-
ance in the nonfood segment was
the main reason for a sales drop in
Carrefour’s French hypermarkets
last year. He said he might reduce
the space given to nonfood products
and cut some categories. Above all,

he said Carrefour needed to make its
nonfood range better.

“Why did the customer go to
Zara to buy this skirt? Why did he go
to Darty for that TV?” he said. “To-
day we don’t have answers to those
questions but I want to know why,
so I can improve our offering.”

The new CEO, a native of Swe-
den, noted that Carrefour’s corpo-
rate logois an axe, a way of underlin-
ing his readiness for drastic action,
in France and other markets. At the
same time, he said Carrefour wasn’t
about to give up on its French hyper-
markets, which have one million cus-
tomers a day.

Sky-high profits from

By ANDY PASZTOR

While economic turmoil has laid
low industries from construction to
automobiles, the world’s largest satel-
lite-services companies appear to be
operating in a different orbit, posting
strong earnings and rising revenues.

London-based Inmarsat PLC on
Thursday reported a 20% jump
from a year earlier in fourth-quar-
ter revenue for its core business.
Profit for the year, excluding taxes
and a dividend increase, rose even
more sharply.

Inmarsat, which provides voice,
data and Internet services for avia-
tion, maritime and industrial cus-
tomers, followed similarly strong re-
sults announced recently by larger
satellite operators, including Luxem-
bourg’s SES Global SA and France’s
Eutelsat Communications SA. Intel-
sat Ltd., which has the world’s big-
gest commercial-satellite fleet but
also is the most highly leveraged of
the big satellite operators, is ex-
pected to report strong numbers
next Wednesday.

Satellite services generally lag
behind broader economic cycles by
18 months or more, reflecting what
are typically multiyear, fixed-price

contracts used to lease transpon-
ders on satellites.

Since satellite access has become
essential to such routine corporate ac-
tivities as credit-card approvals and
Internet access on business jets,
“other discretionary programs tend
to be cut” before moves to limit
spending on satellite access, Inmar-
sat Chairman and Chief Executive An-
drew Sukawaty said in an interview.

So far, major satellite firms have
managed to capitalize on a diversi-
fied customer base that increasingly
relies on space communications for
operations from video distribution
for cable- and satellite-television
broadcasters, to a wide range of mili-
tary communications. Inmarsat de-
rives about 50% of world-wide reve-
nue from government business, in-
cluding from the Pentagon.

Along with its competitors, Inmar-
sat expects to enjoy a revenue boost
as more U.S. troops are sent into Af-
ghanistan and maneuver around des-
olate regions that lack ground-based
communication networks. Steps
taken in India and elsewhere to open
markets to more satellite operators
are expected to help support growth
through at least 2010.

Inmarsat’s core subscriber reve-

satellites

nue climbed to $160.6 million in the
fourth quarter versus $133.4 million
ayear earlier. Broadband services for
ships and airliners grew by double-
digit percentages.

The company, which doesn’t re-
port quarterly earnings, said full-
year profit excluding taxes and other
items rose to $193.8 million from
$124.7 million in 2007.

Industry consultant Tim Farrar
said that despite recent results for
leading operators, “there are signs of
concern for what happens a year or
two down the road.”

Some analysts and consultants
predict the entire sector could face
trouble in coming quarters. If the glo-
bal recession drags on, they predict
that Intelsat and other operators,
most of whom are wrapping up costly
expansion programs, could get sad-
dled with excess in-orbit capacity.
During past economic downturns,
satellite operators compensated for
such problems by slashing prices and
capital spending.

Satellite companies could become
vulnerable if maritime users scrap or
anchor large numbers of cargo ships,
or if predictions of satellite capacity
needed for growth in high-definition
video turn out to be wrong.

Shell chooses an insider
to replace Voser as CFO

LONDON—Royal Dutch Shell PL.C
said Thursday that Simon Henry,
who helped guide the company
throughits oil-reserves reporting cri-
sis five years ago, will be its new chief
financial officer, effective May 1.

Mr. Henry, who most recently
served as executive vice president of
finance at Shell’s oil-explo-
ration division, was the
company’s head of inves-
tor relationsin 2004, when
Shell shocked investors
with the news that it had
overbooked its oil and natu-
ral-gas reserves by 20%.

NCB analyst Peter Hut-
ton said Mr. Henry’s ap-
pointment was a positive
move. “Simon developed a
very strong rapport with
analysts when he was head
of investor relations for be-
ing straight-talking and no non-
sense, a feature which significantly
helped restore Shell’s reputation af-
ter the reserves issue,” Mr. Hutton
said.

Mr. Henry’s experience helping

"V

Simon Henry

to manage a major stressful period
at Shell may serve him well in navi-
gating the current difficult eco-
nomic period and low oil prices, ING
analyst Jason Kenney said.

Mr. Henry, 47 years old, succeeds
Peter Voser, who becomes Shell’s
chief executive July 1. Shell’s board
has proposed that current
CEO Jeroen van der Veer be-
come a nonexecutive direc-
tor after he retires in June.

A UK. citizen, Mr. Henry
has served in various fi-
nance positions since he
joined Shellin1982 as an en-
gineer at a U.K. refinery.
Shell has traditionally
tapped internal candidates
for the finance-chief role.
Mr. Henry wasn’t available
for comment, and Shell had
no further comment.

Mr. Voser spent most of his ca-
reer at Shell before spending two
years as chief financial officer at
ABB Ltd., the Swiss engineering
company, and then returning to
Shell as finance chief in 2004.
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BMW swings to $l 24 billion loss

Weakness in U.S.

sends sales plunging;
dividend gets slashed

BY CHRISTOPH RAUWALD

FRANKFURT—BMW AG swung
to a rare loss in the fourth quarter
and its full-year net profit fell 90%,
as sales of luxury cars plunged in
the final three months of 2008.

The Munich-based company in-
dicated it sustained a net loss of
€962 million ($1.24 billion) for the
quarter, compared with net income
of €991 million a year earlier. Reve-
nue fell 18% to €15.6 billion from
€12.8 billion, as a result of a 30%
drop in automobile sales.

BMW reported only full-year fig-
ures, but a comparison of the full-
year results with those it previ-
ously reported for the first nine
months of 2008 reveal the size of
its loss and the deep decline in its
auto business.

The company’s report did say
BMW booked charges of €1.13 bil-
lion in the fourth quarter, compris-
ing €931 million for risk provisions
and €197 million for a reduction in
head count. BMW cut its work
force last year by 7% to 100,041.

The loss at BMW underscores
the deep trouble roiling the autoin-
dustry. Hurt by the global financial
crisis and slumping economies
around the world, auto sales have
plunged in the U.S. and Europe over
the past several months, and
growth has slowed significantly in
formerly booming markets like
China and India.

As a result, almost every auto
maker in the world is struggling.
Toyota Motor Corp. now expects a
lossof about $3 billioninits current
fiscal year. General Motors Corp.
and Chrysler LLC need billions of
dollars in government loans to stay
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afloat.

On Thursday, Volkswagen AG
warned it might record aloss in the
first quarter and that 2009 earn-
ings would be “significantly lower”
than in 2008. In the first two
months of the year, Volkswagen’s
sales declined 15% to 809,200 vehi-
cles, with its core VW passenger-
car brand posting a 7.5% decline to
516,300 cars.

The global auto market “ap-
pears to not have reached the bot-
tom yet,” VW Chief Financial Of-
ficer Hans Dieter Poetsch said at a
news conference. Like BMW, VW
also suffered a dramatic decline in
business in the fourth quarter of
2008, although VW managed to re-
main profitable.

In the fourth quarter, BMW sold
321,908 vehicles, down from
456,641 ayear earlier, its report im-
plied. BMW was particularly hard
hit by the downturnin the U.S. mar-
ket, which is its biggest single mar-
ket.

The company is overhauling its
U.S. strategy to focus on profitabil-
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Mini cars are parked at the company’s
production plant in Oxfordshire, England

ity, rather than sales volume, after
higher provisions and allowances
for residual value risks and bad
debts relating to its financial-ser-
vices business slashed €1.97 billion
from earnings last year.

BMW has also initiated a pro-
gram, dubbed Number One, aimed
at streamlining costs and restoring
the company’s efficiency. “We have
set ourselves the task, by 2012, of
surpassing the €4 billion of mate-
rial-cost reductions targeted in
conjunction with the strategy Num-
ber One,” CEO Norbert Reithofer
said in a statement. He added that
costs have been “further optimized
and, thanks to rigorous manage-
ment of free cash flow, the BMW
group isina very solid financial po-
sition.”

Full-year net profit fell to €330
million from €3.13 billion in 2007.
Pretax profit slumped 91% to €351
million from €3.87 billion. Closely
watched earnings before interest
and tax fell 78% year-to-year to
€921 million from €4.21 billion.

BMW slashed its 2008 dividend

BMW vehicle output

The company still manages to make
some market growth, as more and more
consumers are turning toward smaller
cars, but all production has been scaled
back due to the economic downturn.

Production 2007 2008 Change
BMW 1,302,774 1,203,482 ¥ 7.6%
Mini 237,700 235,019 ¥1.1

Rolls-Royce 1,029 1417 4377
Motorcycles 104,396 104,220 %0.2

Deliveries

BMW 1,276,793 1,202,239 ¥ 5.8%
Mini 222,875 232,425 443
Rolls-Royce 1,010 1,212 420

Motorcycles 102,467 101,685 ¥ 0.8

Total vehicles (excludes motorcycles)
Production 1,541,503 1,439,918
Deliveries 1,500,678 1,435,876

Source: the company

¥ 6.6%
¥43

to 30 European cents per common
share and to 32 cents for preferred
shares from €1.06 and €1.08, respec-
tively, a year earlier.

Last month, BMW announced
that revenue fell 5% in 2008 to
€53.2 billion from €56 billion in
2007.

BMW shares traded up 73 cents,
or 3.2%, to €23.48, in midafternoon
trading in Frankfurt on Thursday,
while the blue-chip DAX index
traded up 1%.

The company issued two profit
warnings last year as major auto
markets around the globe col-
lapsed and it announced plans to
slash production by at least 65,000
cars to adjust to shrinking demand
and avoid inventory buildup.

BMW'’s global sales in 2008
were down 4.3% on the year at 1.44
million cars, but its core BMW
brand retained the crown as the
world’s best-selling premium
brand even as sales fell 5.8% to 1.2
million vehicles.

Saab and Volvo Cars announce cost cuts

By OLA KINNANDER
AND IAN EDMONDSON

STOCKHOLM—Sweden’s two
struggling car makers Thursday an-
nounced new measures to cut costs
in an attempt to reverse spiraling
losses, with Saab Automobile AB say-
ing it will lay off nearly one-fifth of its
work force and Volvo Cars freezing
salaries and scaling back production.

Separately, the European Invest-
ment Bank, the European Union’s
long-term lending arm, approved €3
billion ($3.85 billion) in new loans for
the bloc’s troubled auto industry. The
EIB also said it planned to submit a
further €2.8 billion in loans to its
board of directors in April and May.

The EIB said it lent €400 million :
each to Swedish truck makers Volvo
AB and Scania AB, and €200 million
to Volvo Cars, owned by Ford Motor
Co. France’s PSA Peugeot-Citroén
SA and Renault SA, Italy’s Fiat SpA
and German auto makers BMW AG
and Daimler AG will each receive
€400 million. Most of the loans will
go to projects that aim to increase
fuel efficiency and cut carbon-diox-
ide emissions.

France, meanwhile, agreed to
give €250 million in emergency
funds to Renault Trucks, a subsid-
iary of Volvo AB, on the condition it
won’t cut French jobs or plants.

Saab, which owner General Mo-
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Struggling Volvo is freezing salaries and cutting back production. Above, an
employee outside the company’s manufacturing plant in Géteborg, Sweden.

tors Corp. wants to offload by 2010,
said it is giving notice to 750 staff at
its Trollhattan plant in western Swe-
den. The car maker, which currently
employs 4,100 people, filed for bank-
ruptcy protection last month. In its
struggle to survive, Saab is trying to
gain the interest of investors so that
it can continue operations after GM
severs its ties.

The job cuts may also be neces-

sary to get its own EIB loan, which
the company applied for last month.
An EIB official said Tuesday that the
bank won’t lend Saab any money un-
less the loan is guaranteed by the
Swedish government or possibly by
a bank. Sweden, however, has re-
fused to guarantee the loan until
Saab’s ownership is straightened
out and the company presents a
solid business plan.

In a move to avoid more layoffs,
rival Volvo Cars, which owner Ford
is trying to sell, said it has signed a
deal with unions to lower personnel
costs. The measures, which include
freezing salaries for all employees
until January 2010, should save
close to 500 million Swedish kronor
($57 million), the car maker said.

“We are in an extreme situation
with a continually weakening global
market for new cars, especially in
the U.S. and Sweden, and we need to
take action to further reduce our
costs,” Volvo Cars Chief Executive
Stephen Odell said in a statement.

Other savings measures include a
5% pay cut for Volvo’s 40 highest-
ranked managers starting April 1 un-
til the end of the year, the freezing of
bonuses for 2009 and 2010, and cut-
backs in production to meet lower de-
mand. In recent months, Volvo has
cut about 6,000 workers world-wide,
including more than 3,000 in Sweden.

Volvo Cars’ €200 million loan
from the EIB will finance research
into lowering emissions. The com-
pany had applied for €500 million
and the payout is contingent upon
Sweden guaranteeing the loan. As of
Wednesday, Volvo Cars and the
Swedish government were still nego-
tiating the final details of that guar-
antee.

-Matthew Dalton in Brussels
contributed to this article.

Toyota worries
parts suppliers
could collapse

By JosH MITCHELL

WASHINGTON—The head of Toy-
ota Motor Corp.’s U.S. sales told the
Obama administration the company
is concerned about the financial
health of 20% of its parts suppliers.

Jim Lentz, president of Toyota
Motor Sales USA, told members of
the administration’s auto-industry
task force that as many as 100 compa-
nies that provide auto parts to Toy-
ota are entering a crucial period,
with at least a few possibly in danger
of collapse.

The suppliers are suffering from a
prolonged slump in U.S. auto sales,
and manufacturers worry that a col-
lapse of even a few suppliers could
have an industrywide impact.

“The biggest challenge we face is
really on the supplier side,” Mr.
Lentz told reporters after the task
force meeting Wednesday, sched-
uled at the request of Toyota. He
added that “this window we’re in,
March and April, is a critical time pe-
riod,” with suppliers facing a cash
crunch resulting from plant shut-
downs and volume reductions by the
major car manufacturers.

The Treasury Department is con-
sidering a request from two associa-
tions representing parts suppliers for
programs totaling $25.5 billion in aid.

An Obama administration official
said the team is monitoring the sup-
plier crisis very closely but hasn’t de-
cided what actions it will take.

GM still requires
loan of $2 hillion,

but less urgently

BY SHARON TERLEP

General Motors Corp., which
had said it needed $2 billion this
month in government aid to avoid
running out of cash, said Thursday
it can survive for now without the
loan.

A GM spokeswoman said Thurs-
day GM still needs the money, just
not as soon as anticipated. The auto
maker didn’t specify when it needs
the money, which is part of an aid re-
quest made last month for up to $16.6
billion in additional federal loans.

Cost-cutting moves and spend-
ing deferrals in January and Febru-
ary improved GM’s immediate cash
position, the company said in a state-
ment.

“GM has also indicated they have
advised the Presidential Task Force
on the Auto Industry that the $2 bil-
lion of funding previously requested
for March would not be needed at
this time,” GM said in the statement.
“This development reflects the ac-
celeration of GM’s company-wide
cost-reduction efforts as well as pro-
active deferrals of spending previ-
ously anticipated in January and
February.”

GM, struggling to avoid bank-
ruptcy amid a global sales slump,
has been surviving on a $13.4 billion
federalloan approved inlate Decem-
ber.

Key elements of GM’s restructur-
ing plan—chiefly, concessions
from the United Auto Workers
union and bondholders—remain
unresolved as GM negotiates with
both groups.

—John Stoll and Jeff Bennett
contributed to this article.
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EBay retreats in retailing

Web pioneer returns
to auctioneer roots,
puts focus on PayPal

BY GEOFFREY A. FOWLER

EBay Inc., a onetime Internet
star that thrived with its pioneering
auction model, is retreating fromits
strategy of competing across the
board in online retailing as it con-
tends with its own missteps and
changing consumer behavior.

EBay Chief Executive John Dona-
hoe told analysts Wednesday that
the San Jose, Calif., com-
pany plans to focus its on-
line-marketplace business
on used and overstocked
goods, rather than on the
retail market for new
goods that is dominated by
competitors such as Ama-
zon.com Inc.

EBay’s visitor traffic
fell over the recent holiday
season and the company re-
ported a16% drop in fourth-
quarter revenue for its mar-
ketplace business. The on-
line-marketplace business consti-
tutes about half of eBay’s $8.5 bil-
lion in annual revenue.

EBay’s focus on its “secondary
market” includes the used and vin-
tage goods that the company is al-
ready known for selling, as well as
clearance and out-of-season items.
The move is a shift from just a few
years ago when eBay developed
sites such as eBay Express to sell
new goods, and when many in the
retail industry expected eBay to
dominate all forms of online com-
merce.

“We aren’t a retailer,” said Mr.
Donahoe, who took over as CEO
from Meg Whitman early last year.
“We’re going to focus where we can

John Donahoe

win.” Mr. Donahoe valued the global
market for secondary-market
goods, online and otherwise, at
$500 billion a year.

EBay spent Wednesday trying to
persuade analysts that it is no longer
just an online auction company and
that its greatest hopes for growth rest
in PayPal, an online payment com-
pany it acquired in 2002 that is able to
benefit from overall growth in e-com-
merce, not just sales on eBay’s sites. It
disclosed a deal with Research In Mo-
tion Ltd. for PayPal to become the ex-
clusive payment method for the appli-
cation store on BlackBerry smart
phones.

Still, the move amounts to an ac-
knowledgment by eBay that
it can’t compete with Ama-
zon and other e-commerce
companies that represent
the online equivalent of a
shopping mall. Instead,
eBayisreturning toitsroots
as the Web’s flea market by
focusing on used and over-
stocked items, albeit with
an effort to rethink the clas-
sic eBay shopping interface
that has grown stale in re-
cent years. EBay had taken
off as an early leader in
e-commerceinthelate1990swithan
auction model that guaranteed con-
sumers could find the best price on
many used and leftover items.

Butinthelast fewyears, eBay has
beenfelled by a shift in consumer be-
havior as shoppersrevert to the buy-
ing habits that were familiar in the
pre-Internet era. Before the Web,
typical consumers preferred going
straight to brand-name stores sell-
ing new goods, with the best cus-
tomer service, to purchase the latest
goods. The growth of malls across
the nation reflected this preference;
flea markets and thrift shops were a
small sliver of commerce.

For a while, eBay appeared to
cause a blip in that behavior, as new
online consumers went to its site to

snag deals by outbidding other peo-
ple. But as the novelty of online auc-
tions wore off —and as the demo-
graphic of online shoppers broad-
ened beyond the adventurous “early
adopters”—consumers began default-
ing to huge online retailers like Ama-
zon.com, Buy.com and Wal-Mart.com
to buy their items. EBay, too, began
shifting its focus to fixed-price sales
but wasn’t able to keep up with the
competition on mainstream retail
items.

EBay also is dealing with its own
fumbles, many under the leadership
of Ms. Whitman, the former CEO.
The company rested too long on the
laurels of its auction business, even
as rivals like Amazon built their on-
line retail offerings.

EBay later tried to diversify into
other areas for growth, purchasing
Internet telephone service Skype
Technologies SA for about $2.6 bil-
lion in cash and stock in 2005. But
the deal didn’t result in major reve-
nue or customer growth. EBay later
took a write-off on the acquisition,
and there has been speculation the
company wants to sell Skype. EBay
hasdeclined to comment onthe spec-
ulation.

In addition, eBay is being hurt by
therecession. As consumers searched
for online deals during the recent holi-
day shopping season, many gravi-
tated to Amazon.com, which experi-
enced a big jump in visitor traffic and
posted a record holiday quarter. But
eBay—whichhad benefitedinthe dot-
combust and economicslowdown ear-
lier this decade when many consum-
ers dumped used goods for sale on the
site—saw a drop in traffic, according
to figures from comScore Inc.

EBay has been scrambling to re-
verse its slowing growth. After Ms.
Whitman retired last year, her hand-
picked successor, Mr. Donahoe, made
aseriesof changes. Theseincluded em-
phasizing fixed-price sales and giving
preference tomerchants who get posi-
tive customer ratings.
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Russian court freezes
Telenor stake in cell firm

BY ANDREW OSBORN

MOSCOW—One of Russia’s
most bitter corporate disputes es-
calated after court bailiffs froze Te-
lenor ASA’s multibillion-dollar
stake in amajor mobile-phone oper-
ator, amove the Norwegian firm de-
scribed as attempted theft.

Bailiffs froze Telenor’s 29.9%
stake in Vimpelcom, Russia’s sec-
ond-biggest mobile operator, after
a Siberian court ruled in favor of a
Vimpelcom minority investor last
month. Analysts said the move
would cloud already battered inves-
tor sentiment when it comes to Rus-
sia. The Norwegian government
said it would raise the matter with
the Kremlin. Telenor’s shares fell
more than 7% in Oslo.

“It will reinforce many inves-
tors’ views that Russia is a danger-
ous place to do business,” said
Chris Weafer, a strategist at Ural-
sib, a Moscow investment house.

The case is seen as a litmus test
for whether foreign investors can
protest their rights in Russia’s
weak legal system as the financial
crisis intensifies conflicts with
powerfullocal players. So far, there
have been few encouraging signs.

Telenor has for years been
locked in boardroom disputes with
its partners in Vimpelcom—the
telecoms unit of Russia’s Alfa
Group, one of the country’s most in-
fluential conglomerates. It is at
odds with Alfa in Ukraine too
where both companies have stakes
in mobile operator Kyivstar. Dis-
agreements extend to strategy, cor-
porate governance, and share-
holder behavior.

In the case of Vimpelcom, Tele-

nor’s foe is a mysterious minority
investor, a little-known British Vir-
gin Islands company called Fa-
rimex Products Inc. Farimex has
sued Telenor, accusing it of hamper-
ing Vimpelcom’s expansion into
Ukraine. In February, a Siberian
court sided with Farimex and told
Telenor to pay $1.7bn in damages.
Telenor calls that ruling “illegal”
and is appealing it. It says Farimex
is a front for Alfa. Farimex and Alfa
deny that.

Telenor spokesman Dag Mel-
gaard said the company would ap-
ply for an injunction to unfreeze its
stake in Vimpelcom “immediately.”
The freeze means Telenor cannot
sell the stake or use it as collateral.
Referring to Russia as “a judicial
Bermuda triangle,” Mr. Melgaard
said the outlook was “uncertain.”

Dmitry Chernii, a lawyer for Fa-
rimex, confirmed that Telenor’s
Vimpelcom stake had been frozen
but said bailiffs had acted on their
own initiative. Bailiffs couldn’t be
reached to comment. Mr. Chernii
said his company would push for Te-
lenor to pay damages. He said bai-
liffs would auction off the stake if Te-
lenor lost its appeal and didn’t pay.
“This case shouldn’t worry foreign
investors,” he said. “It’s normal.”

Meanwhile, Alfa had its own
problems. A New York court ruled
against it on Wednesday in a sepa-
rate dispute with Telenor involving
Ukrainian company Kyivstar. The
court imposed a tough system of
fines to ensure compliance. Alfa’s
telecoms arm, Altimo, said it risked
being fined more than $12 billion a
year if it failed to comply. That, it
said, was close to the market capi-
talization of all its assets.

Taiwan damps rescue hopes
for memory-chip industry

By JESSIE Ho

TAIPEI—Taiwan’s government
appeared to scale back its ambitious
plan to retool the island’s troubled
computer-memory industry, send-
ing shares of memory-chip makers
down sharply as investors worried
that a hoped-for consolidation
might not materialize.

Minister of Economic Affairs
Chii-Ming Yiin said Thursday that a
newly formed memory-chip com-
pany backed by the government
may look to buy factories from chip
makersrather than acquire the com-
panies outright. The statement fol-
lowed last week’s announcement of
a blueprint for restructuring the in-
dustry in which the new holding
company, called Taiwan Memory
Co., would coordinate strategy for
Taiwan’s six memory-chip makers
and possibly merge them. The new
company was also to seek advanced
technology from Elpida Memory
Inc. of Japan or Micron Technology
Inc. of the U.S.

Investors and executives had
hoped the plan would bring relief to
the highly fragmented memory-chip
industry, which has been devastated
by the combination of the economic
downturn and chronic over-supply
problems. Prices of dynamic random
access memory, or DRAM, have been
falling since early 2007. DRAM is used
to temporarily store data in personal
computers and electronic gadgets.

In response to the apparent pol-
icy shift, shares in Elpida, Japan’s
sole DRAM maker, plummeted 19%
in Tokyo Thursday to 422 yen
($4.34), their lowest level since mid-
December. The change in the govern-
ment’s strategy “would give Elpida
no cash,” said Yuichi Ishida, an ana-
lyst at Mizuho Investors Securities.

Shares of Taiwan chip makers also
fell. Powerchip Semiconductor Corp.
fell 3%, ProMOS Technologies Inc. fell
6.7% and Inotera Memories Inc. de-
clined 1.4%. “This is very different
from what we had expected earlier,”
said ProMOS spokesman Ben Tseng.

Mr. Yiin made it clear last week
that the government didn’t plan to
rescue individual DRAM companies.
Still, expectations were high that
the plan could help alleviate the in-
dustry’s suffering by consolidating
Taiwan’s companies and forming an
alliance with Elpida and Micron
against Samsung Electronics Co.
and Hynix Semiconductor Inc., the
South Korean companies that now
dominate the industry.

Mr. Yiin’s comments Thursday
suggested the government had de-
cided that merging the DRAM com-
panies would be too complicated.
The government now says the new
company may acquire plants from
chip makers in exchange for the
DRAM companies’ getting a stake in
Taiwan Memory.

—Ting-I Tsai and Yuzo Yamaguchi
contributed to this article.
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Brand Union to bulk up in U.S.

New York outpost
to absorb sister firm
in bid to boost allure

BY SUZANNE VRANICA

Corporate branding firm Brand
Union is absorbing sister ad agency
Brouillard Communications in an ef-
fort to bolster its lackluster U.S.
business, as Madison Avenue begins
to contract amid the recession.

Brouillard, a 36-year-old New York
firm that specializes in business-to-

m business advertis-

ing, is being folded

into Brand Union’s
New York office to help it compete
with bigger rivals.

“Brand Union is a brand that is
strong in so many markets... but not
in the U.S.,” says Simon Bolton, glo-
bal chief executive of Brand Union,
part of ad-holding company WPP.
“You can’t be a significant branding
company if you are not a player in
North America.” Branding firms
help companies shape their public
images.

The branding firm, whose clients
include Bank of America and British
telecommunications operator
Vodafone, has struggled to gain a
major presence in the U.S., and has
long played second fiddle to sister
branding firm Landor. Brand Union,
which has 21 offices around the
world, has roughly $80 million in an-
nual revenue, while Landor, which
has 23 offices, has annual revenue of
around $180 million, according to
people familiar with the matter.

“Many U.S. marketers have a list
of three branding firms that are top
of mind—Landor, Interbrand and
Lippincott—and they don’t want to
g0 beyond those big firms in many
cases,” says Russel Wohlwerth, prin-
cipal of Ark Advisors, a consulting
firm that matches ad and marketing
firms with advertisers.

While Brand Union has managed
to land several assignments over
the past year from companies such
as Avid Technology, it was stung by
a decrease in spending by its client
Hewlett-Packard.

The eventual disappearance of
the Brouillard brand is the latest
phase in the slimming down begin-
ning on Madison Avenue as many
firms cut costs to offset steep de-

clines in ad spending. Late last year,
Publicis Groupe’s Saatchi & Saatchi
folded Glow Worm, a small health-
caremarketing firm,into Saatchi Con-
sumer Health + Wellness. Other ad
andmedia-buying shopshave alsobe-
gun to close down smaller outposts.

Brand Union hopes the newly
combined office in New York will of-
fer some protection during the eco-
nomic slide. When times are bad,
branding firms typically are among
the first to be hurt in the marketing
business, because they usually work
on a project-by-project basis, while
ad agencies generally have longer-
term relationships with their cli-
ents. Branding firms have also been
hurt by the falloff in merger-and-ac-
quisition activity, which often re-
sults in lucrative rebranding efforts.

The newly combined concern
will be led by Rob Scalea, chief execu-
tive of Brouillard, who will become
chief executive of Brand Union
North America. He assumes those
duties from Rita Rodriguez, Brand
Union’s current North America CEO,
who is leaving the company. Ms. Rod-
riguez says she will stay on long
enough to help with the transition.

Brand Union is also embarking on
a joint venture with Brand Integra-

tion Group, a design firm owned by
WPP’s Ogilvy & Mather. BIG is behind
some splashy marketing projects, in-
cluding the Hershey Store in New
York’s Time Square and Mattel’s Bar-
bie Store, which recently opened in
Shanghai. With such new offerings as
creative services and design, Brand
Union hopes it can wrest more dol-
lars from each client.

Many marketers, however, con-
tinue to favor a more a la carte ap-
proach to buying ad and marketing
services, believing that having the
best shops outweighs the efficien-
cies that can be achieved by placing
their business with one firm.

Brand Union’s Mr. Bolton says
the Brand Union consolidation
wasn’t prompted by the need to trim
costs. Still, he says, it will produce
some savings, such as by reducing
the need for office space. Itisn’t clear
how many jobs will be cut because of
overlap in services, he adds.

Madison Avenue already has
made thousands of layoffs. Ad execu-
tives say that as the recession deep-
ens, they expect holding companies
to begin to aggressively consolidate
agencies or reduce the number of of-
fices of some of their firms.

Enel takes

By LiaAM MOLONEY

ROME—Enel SpA approved a capi-
tal increase of as much as €8 billion, or
about $10 billion, and other measures
aimed at reducing a towering debt
pile that grew when it boosted its
stake in Endesa SA.

The Italian utility, which also
hopes to avert possible credit-rating
downgrades, said its 2008 net profit
jumped 35% to €5.29 billion, lifted by
the consolidation of its stake in
Spain’s Endesa. Revenue rose 39% to
€59.58 billion from €42.73 billion.

Enel, Europe’s most-indebted util-
ity, said it plans to sell €10 billion in as-
setsunder its 2009-2013 strategy plan
and will cut investments by about €12
billion from its previous five-year
plan. It is also switching its dividend
policy to a payout ratio of 60% rather
than the previous policy of a fixed rate
per share. The utility aims to lower its
net debt to €41 billion by the end of
2013.

But Enel’s net debt is expected to
balloon this year to more than €61 bil-
lion after it agreed to purchase a 25%
stake in Endesa from Spanish con-
glomerate Acciona SA to reach a 92%

steps to avoid credit downgrades

Enel
Net profit, in billions
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holding in the Spanish utility.

Enel is the latest company to go
hat in hand to its shareholders to raise
billions of euros via the issue of new
stock. Spain’s Gas Natural SDG SA on
Tuesday announced a€3.5 billion capi-
tal increase.

The acquisition of Endesa “totally
changed Enel’s structure, leading to a
financial situation that was worry-
ing,” said Alessandro Frigerio, a fund

manager with RMJ Sgr in Milan. “This
is Enel now tackling the problem,” he
added. Mr. Frigerio doesn’t own Enel
shares but said he might buy some dur-
ing the rights issue, depending on the
conditions.

“We confronted an issue that was
very important to the market, namely
our debt level,” Enel Chief Executive
Fulvio Conti said at a conference in
Rome.

Enel said it expects net profit from
ordinary activities to total €4 billion
in 2010, indicating a total dividend
amount of €2.4 billion, or about 20%
less than the overall annual €3 billion
figure it paid on 2008 profit. The com-
pany said it expects 2009 results to
grow from last year, despite the global
economic slump.

The 32%-state controlled utility
said it estimates the capital increase
to be fully subscribed after the control-
ling shareholder, the Italian Treasury,
expressed interest. Details of the
rights issue terms will be released in
the second half of June, Mr. Conti said.
Italy’s Treasury owns directly 22% of
Enel, while a further 10% is held by
Treasury-controlled Cassa Depositi e
Prestiti SpA.

Intesa Sanpaolo SpA, Me-
diobanca SpA and J.P. Morgan will act
as joint global coordinators and joint
bookrunners. The three banks have
committed to underwrite the capital
increase for up to €5.5 billion, Enel
said.

The company estimates it will
have net debt of €45 billion in 2010,
with the level dropping to €41 billion
in 2013. Earnings before interest,
taxes, depreciation and amortization
are expected to total €16 billion in
2010, rising to €18 billion in 2013. The
key net debt-to-Ebitda ratio is fore-
cast tobe 3in 2010 and 2.5 three years
later.

Analysts say a debt-ratio figure of
less than 3.5 should keep credit-rating
agencies from downgrading Enel’s
debt rating.

WestLB analyst Katharina
Cholewa said the 2013 Ebitda target is
“very ambitious” in the current envi-
ronment of depressed asset valua-
tions and sees the disposals of €10 bil-
lion as hard to achieve.

Enel shares climbed 7% to €3.63 in
trading on the Milan exchange.

Canon sees slower growth

By JURO OsAawA

TOKYO—Canon Inc. said it low-
ered its group revenue and net
profit targets for 2010 to figures
more in line with the global eco-
nomic downturn as the company
deals with the impact of the stron-
ger yen and weak demand.

The Japanese electronics
maker said it is now is aiming for
revenue of 3.7 trillion yen ($38.07
billion) and a 150 billion yen net
profit next year.

That is far from its previous tar-
gets, set in 2007, for six trillion yen
in revenue and at least 600 billion
yen in net profit. But compared with
its peers in the electronics sector,
Canon has managed to performrela-

tively well amid the turmoil that has
caused many companies to swing
from forecasts of profit to losses.

The new targets still mark in-
creases from the company’s fore-
casts for 2009. For this year, Canon
forecasts 3.5 trillion yen revenue
and a 98 billion yen net profit. In
2008, Canon reported net profit of
309.1 billion yen.

Canon Chairman Fujio Mitarai
told a briefing for investors
Wednesday that staying in the
black and expectations for im-
proved earnings in 2010 would be
necessary to keep its dividend for
2009 unchanged from 2008 at
Y110, the spokesman said.

Canon’s shares rose 0.2% to
2,280 yen Thursday in Tokyo.

Gilead buys CV as white knight

BY MIKE BARRIS
AND AJA CARMICHAEL

Biotechnology firm Gilead Sci-
ences Inc. agreed to pay $1.4 billion
to acquire CV Therapeutics Inc.,
which faced a hostile takeover bid
by Astellas Pharma Inc. of Japan.

Gilead’s white-knight, all-cash of-
feris equivalent to $20 a share. Astel-
las’s last offer of $16 was a 41% pre-
mium to CV’s closing price the day be-
fore the offer was made in January.

CV shares closed at $16 Wednes-
day in 4 p.m. Nasdaq Stock Market.
At midday Thursday, the shares
were up 28% at $20.46, slightly
above the offer price, indicating
that some investors believe the bid-
ding might escalate.

Leerink Swann analyst Joseph P.
Schwartz said Thursday that “inves-
tors are expecting Astellas to come
back with a higher bid.” He added
that a counterbid from Astellas
would make sense because the com-
pany would appear to have a lot of
revenue synergies.

An Astellas spokesman declined
to comment.

CV Chief Executive Louis Lange
said the Palo Alto, Calif.,, company
was “very pleased” with Gilead’s of-
fer, calling it “compelling value for
our shareholders.”

CVwasfirst approached by Astel-
las in November, but declined to dis-
cuss the transaction with the Japa-
nese company, prompting Astellas
to go public with its interest.

GLOBAL
BUSINESS
BRIEFS

RTL Group SA

Earnings slump on charge
despite 1.2% rise in sales

Pan-European broadcaster RTL
Group SA said net profit fell
sharply in 2008, hit by a goodwill
charge on its U.K. operations, and
warned of lower operating profit in
2009 amid a slowdown in advertis-
ing bookings. Full-year net profit
slumped to €194 million ($249 mil-
lion) from €563 million in 2007,
while sales wereup 1.2% at €5.77 bil-
lion. The broadcaster, in which
closely held German publisher Ber-
telsmann AG holds a 90% stake,
said it booked a goodwill charge of
€337 million onits television opera-
tions in the U.K., where it owns and
operates free-to-air channel Five.
In 2007, net profit was hurt by a
goodwill impairment on RTL’s U.K.
free-to-air TV activities and a Ger-
man cartel fine totaling almost
€220 million.

Swatch Group AG

Swatch Group AG reported a 17%
drop in net profit for 2008, hurt by
currency fluctuations and decreased
spending by wealthier shoppers.
The watchmaker, which owns high-
end brands such as Omega and
Breguet as well as its namesake
mass-market line, said full-year net
profit fell to 834 million Swiss francs
($724 million) from 1.01 billion
francs in 2007, as some 50 million
francs in divestment gains failed to
offset losses of 233 million francs
from fluctuations in foreign curren-
cies. Net sales, as previously re-
ported, inched up to 5.68 billion
francs from 5.65 billion francs. The
Biel, Switzerland, company said that
it anticipates a challenging environ-
ment, particularly in the first
months of 2009, but that business
should recover in the second part of
the year, leading to a modest rise in
revenue. Some analysts said the out-
look seemed overly optimistic.

Iberia Lineas Aéreas de Espaiia

Iberia Lineas Aéreas de Espaiia
SA said its passenger load factor fell
to 76% last month from 79% a year
earlier. Load factor, a measure of oc-
cupancy used in the airline industry,
is the percentage of all seats offered
that are occupied on flights. Iberia,
Spain’s largest airline, said in aregu-
latory filing Thursday that the finan-
cial crisis had hit demand for air
travel, especially in its premium
business-class segment. The com-
pany said it expects to reduce its
overall flights 4% this year in re-
sponse to the waning demand.

—Compiled from staff
and wire service reports.
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Risks lurk in Obama’s high poll ratings

President’s policies are less popular than his personality, and he’s losing ground with some groups of swing voters

BY GERALD F. SEIB

Associated Press

President Barack Obama addresses the White House Recovery and Reinvestment Act Implementation Conference in
Washington on Thursday. Voters’ feelings about the president are likely to hinge on the economy’s direction in the next year.

erage approval Congress gets, and a
good distance higher than the 27%
rating George W. Bush held.

But William McInturff, a Republi-
can pollster who is co-director of The
Wall Street Journal/NBC News poll,
notes that an approval rating in the
60% range is about where new presi-
dents often find themselves about
now. Ronald Reagan and George H.W.
Bush were in the same range at this
point. Jimmy Carter actually had a
75% approval rating in Roper Center
polling in mid-March of his first year.
That certainly didn’t last.

Mr. Obama’s strongest asset
right now is the goodwill Americans

register about him personally. The
most recent Journal/NBC News poll,
for example, found that 68% feel pos-
itive about him personally, and 69%
say they relate to him as their presi-
dent. There is a distinct sense in the
numbers that Americans are simply
glad the president is doing some-
thing about the economy.

The danger underlying these
numbers is that the president is
more popular than are the specific
policies he has laid out. The Jour-
nal/NBC News poll found that a
smaller share of people—54%—say
they are extremely or quite confi-
dent that the president has the right

set of goals and policies than say
they like him personally; 45% say
they are somewhat or not at all confi-
dent in his goals and policies.

Mr. McInturff and Peter Hart, a
Democratic pollster who also over-
sees the Journal/NBC News poll,
write in an analysis that it is “note-
worthy” that confidence readings are
lower “among groups that are likely
to drift away from him eventually.”
Among those in rural areas and small
towns, for example, just 44% say they
are confident in his goals and plans;
46% of independents say so. Confi-
dence among senior citizens de-
clined between January and March.

It may be that some of the Repub-
lican critiques of the Obama stimu-
lus and budget plans are seeping
through. Asked which criticisms of
the stimulus package most concern
them, 36% of respondents say “too
much pork-barrel spending,” and
21% say “does not provide enough
tax cuts to individual taxpayers.”
Those sentiments pretty much mir-
ror the output of the Republican
message machine in the last month.

And when Americans were asked
whether they were more worried
that the government would spend
too little money to boost the econ-
omy or too much, they responded by
a 61% to 29% margin that they are
more worried that the government
might spend too much money.

“Obama is doing well because
there are still very high hopes for
him, and because the Republicans
have nothing going for them,” says
Doug Schoen, a Democratic political
consultant, who says he sees “huge
warning lights.”

The key question may be how
much patience Americans show in
coming months. Mr. McInturff notes
that there is historically a direct link
between the share of Americans who
say they think the country is on the
right track and a president’s approval
ratings. In recent weeks, the hope in-
vested in Mr. Obama has driven up
markedly the share of Americans who
say the country is on the right track.

But the optimism is far more pro-
nounced among Democrats than non-
Democrats. And the flip side is that if
the right-track number falls, Mr.
Obama’s popularity likely follows.

In response to poll questions,
most Americans say they expect the
recession to last for two years or so.
Mr. McInturff thinks that, in reality,
they will give the president less
time, more like eight to 10 months,
to show progress. Which reading is
correct could be crucial.

Fifty days into his term, Presi-
dent Barack Obama has plenty of rea-
sons to feel good about his standing
with the American public: He is per-
sonally popular, he draws from a
deep reservoir of goodwill, and his
political opponents have the kinds
of poll ratings usually reserved for
tax collectors.

But the president also has reason
to be concerned about some warn-
—_ ing signs flashing

(CAPITAL amid all those posi-

————— tive readings.
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Obama’s approval
ratings, while good, aren’t excep-
tionally high by historical standards
for a new president. His support has
grown more polarized in recent
weeks, and people have noticeably
more faith in the president himself
than in some of his programs.

Oh, and those cellar-dwelling
poll numbers Republicans are get-
ting are a mixed blessing. Mr. Obama
looks great by comparison, but that
could change if Republicans get
their act together and find someone
other than Rush Limbaugh to serve
as the party’s most prominent face.

That’s the picture that emerges
from a review of recent Wall Street
Journal/NBC News polling and other
surveys, as well as conversations with
those who track public opinion. All
told, the findings suggest the Obama
forces hardly have any reason to
panic, but they do indicate it’s likely to
be important for the president to be
able to point to some signs of eco-
nomicimprovement by later this year.

Right now, President Obama en-
joys a healthy public approval rat-
ing. Poll tracking done by the Real-
ClearPolitics Web site shows the av-
erage job approval for Mr. Obama in
recent polls is 61%. That’s high by
historic standards, above the 37% av-
U.S il
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By JEFF BATER
AND BRIAN BLACKSTONE

WASHINGTON—U.S. retail
sales fell slightly in February but
performed much better than ex-
pected, with increases on every-
thing from furniture to clothing
and electronics suggesting con-
sumer resilience to a recession
throwing droves of people out of
work.

Retail sales dipped by 0.1% last
month, the Commerce Department
said Thursday. Economists had ex-
pected a drop of 0.4%.

Sales in January were revised
up sharply, surging 1.8% instead of
rising by 1% as originally reported.

Automobile and parts sales
plunged 4.3% in February. Exclud-
ing autos, all other sales climbed
0.7%—much better than the 0.1%
gain expected by economists. Janu-
ary’s sales excluding autos rose an
upwardly revised 1.6%—following
five straight large drops.

Sales at gasoline stations gave a
lift to the overall retail number.
Last month, fuel-station sales
climbed 3.4%. Gasoline sales rose
2.8% in January. Stripping away
sales at fuel stations, demand at all

sales show some life

other retailers decreased 0.4% in
February.

The retail-sales report details
how people spend their money.
Consumer spending is a vital part
of the American economy, making
up about 70% of gross domestic
product, which is the broad mea-
sure of economic activity. Weak-
ness in spending in recent months
is both a cause and symptom of the
recession. People didn’t open their
wallets because of the collapse in
the stock market and home prices
and amid heavy household debt
and fears of layoffs.

Data last week showed that the
U.S. savings rate in January
reached a nearly 14-year high. The
Commerce Department reported
that personal savings as a percent-
age of disposable personal income
was 5%, the highest since 5.5% in
March 1995 and up from 3.9% dur-
ing December 2008. GDP fell 6.2%
in the last quarter of 2008, the
worst showing in almost 27 years

Companies losing revenue to
the slump are cutting costs by fir-
ing people. The U.S. economy in
February shed 651,000 jobs, rais-
ing total job losses since the reces-
sionbegan in December 2007 to 4.4
million.

Meanwhile, new U.S. claims for
state unemployment benefits re-
bounded last week while total
claims hit a record high, a govern-
ment report showed, suggesting
norelief to the severe erosioninla-
bor markets.

Initial claims for jobless bene-
fits rose 9,000 to 654,000 after sea-
sonal adjustments in the week
ended March 7, the Labor Depart-
ment said in a weekly report Thurs-
day, slightly higher than the 6,000
rise that Wall Street economists in
aDow Jones Newswires survey had
expected. The previous week was
revised to show a smaller decline
of 25,000.

Jobless claims have nearly dou-
bled in the past year.

The four-week average, which
aims to smooth volatility in the
data, rose for a seventh straight
week, by 6,750 to 650,000. That is
the highest since October 1982.

The U.S. has lost 4.4 million jobs
since the recession started in De-
cember 2007, with almost half of
those losses coming in the past
three months. That includes the
largest monthly drop in six de-
cadesin December, 681,000, and de-
clines in excess of 600,000 in both
January and February.

Basel panel urges rule change
to boost bank capital levels

By ADAM BRADBERY
AND NATASHA BRERETON

LONDON—The level of capital in
the global banking system must be
increased to boost its resilience to
economic and financial stress, the
Basel Committee on Banking Super-
vision said Thursday.

The committee of regulators and
central bankers will work on rules to
that effect this year but won’t intro-
duce them until the financial crisis
is deemed over.

The current international bank
capital rules, known as Basel II, will
be strengthened by a range of mea-
sures designed to boost the mini-
mum levels of capital banks need to
set aside to offset possible losses.

These levels will, in the future, in-
corporate capital buffers that can be
drawn down in times of stress, up-
grade the quality of bank capital and
better reflect the risks banks hold
on their banking and trading books,
the committee said.

“I would say they’ve gone a long
way, they’ve crossed a Rubicon and
have accepted the underlying philoso-

phy of the previous capital regime was
wrong,” said Avinash Persaud, a mem-
ber of the United Nations Commission
of Experts on Financial Reform.

Mr. Persaud said one of the key
aspects of the reforms is the intro-
duction of a counter-cyclical system
of buffers, which would allow banks
to build up reserves during eco-
nomic booms to be used during
times of stress.

Separately, the Financial Stabil-
ity Forum, a group of central bank-
ers and regulators from the world’s
main industrialized economies,
agreed to expand its membership to
include countries such as China and
Russia, its chairman said Thursday.

The FSF is charged with retool-
ing the global financial system to
prevent a repeat of the current cri-
sis. After a two-day meeting in Lon-
don, Chairman Mario Draghi said
the group had submitted recommen-
dations on topics including bank cap-
ital frameworks and loan loss provi-
sioning packages to the Group of 20
leading nations. Mr. Draghi said he
expected the G-20 leaders to en-
dorse the recommendations. The
G-20 is meeting April 2.
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Palestinians struggle over new government

Fayyad’s departure
makes it tougher

to keep West happy (}‘

BY CHARLES LEVINSON

RAMALLAH, West Bank—Rival
Palestinian factions meeting in
Cairo this week to try to form a unity
government are facing a new chal-
lenge: Can they form a government
acceptable to the Western donors
they depend on without Prime Minis-
ter Salam Fayyad?

Egypt has set a Saturday dead-
line for the factions to reach agree-
ment, but talks have snagged over
disagreements on peace talks with Is-
rael, including whether the next Pal-
estinian government will recognize
Israel’s right to exist, Hamas spokes-
man Fawzi Barhoum said Thursday.

Hamas did take a step toward a
more moderate position on Thurs-
day by issuing a rare condemnation
of recent rocket fire at Israel, calling
it the “wrong time” for such attacks,
according to a statement by the Ha-
mas-run Interior Ministry in Gaza.

Mr. Fayyad, a former Interna-
tional Monetary Fund economist
who has led the Palestinian Authority
since Hamas’s bloody 2007 coup in
Gaza, said last weekend that to help
the Cairo talks succeed, he planned to
resign by the end of the month.

That has left a question mark
over who will lead the next Palestin-
ian government—at the same time
that Israeli politicians are embroiled
in negotiations to determine the
makeup of their next government.

Dislike for Mr. Fayyad—a member
of a small Palestinian party called the
Third Way—may be one of the few
things both Fatah and Hamas can
agree on. Though Palestinian Presi-
dent Mahmoud Abbas is said tohave a
good relationship with Mr. Fayyad,
many senior Fatah leaders resent the
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Palestinian Prime Minister Salam Fayyad in the West Bank city of Ramallah on Sunday. Whatever government replaces his
is likely to be far less palatable to Washington, especially if it includes Hamas or adopts a platform that Hamas endorses.

politically independent prime minis-
ter’s expanding clout. Hamas views
him as a Western-backed stooge do-
ing Israel’s bidding by jailing scores of
Hamas members in the West Bank as
part of his efforts to restore security.
Mr. Fayyad’s relationship with Is-
rael has been up and down. He an-
gered many Israelis last year after pub-
licly urging the European Union not to
increase trade ties with Israel as long
as building continued in West Bank
settlements. Still, many Israeli offi-
cials praise Mr. Fayyad’s moderation.
Getting rid of him will complicate
the Palestinians’ fragile relationship
with the international community
and could jeopardize some Western
aid. Earlier this month, donors

pledged nearly $4.5 billion in aid, in-
cluding almost $1billion from the U.S.

Mr. Fayyad is the West’s most
trusted Palestinian partner. He has
won praise from the U.S. and other
Western countries that credit him
with responsibly managing millions
of dollars in international aid and re-
storing security in the West Bank.

Without Mr. Fayyad to reassure
Western donors, a future Palestin-
ian government may find itself in
the same position as the Hamas-led
government in 2006 and the Fatah-
Hamas unity government in 2007,
both of which were bankrupted by in-
ternational boycott.

“The feeling is that Fayyad is a
guarantee for our support and our

money,” said a Western diplomat in
Jerusalem. “Fayyad has overwhelm-
ing support from Moscow to Wash-
ington to Rome and without him it
will be a lot harder to persuade our
domestic parliaments to give
money to the Palestinians.”
Whatever government replaces
Mr. Fayyad’sis likely to be far less pal-
atable to Washington, especially if it
includes Hamas or adopts a platform
that Hamas endorses. That will
likely leave President Barack Obama
facing an unpleasant choice. If Mr.
Obama recognizes such a govern-
ment, he’ll lend legitimacy to Hamas,
aviolent Islamic group sworn to Isra-
el’s destruction. But if he renews the
boycott, it would freeze hopes of re-

suming peace talks and deal a punish-
ing blow to the Palestinian economy.

For weeks there has been specula-
tion that the Obama administration
would relax George W. Bush’s policy
of refusing to deal with a Palestinian
government that included Hamas un-
less the group renounced violence,
recognized Israel, and agreed to
abide by past peace agreements. Dur-
ing her visit to the region last week,
U.S. Secretary of State Hillary Clin-
ton clearly reiterated the U.S. com-
mitment to those three conditions.

But many European and Arab
countries have suggested they may
be more flexible. French Foreign
Minister Bernard Kouchner said last
weekend that France was ready to
work with a Palestinian government
of national consensus.

Palestinian negotiators in Cairo
face the difficult task of trying to deci-
pher the conflicting messages from
the international community while
working to bridge fundamental dif-
ferences between Fatah and Hamas.

“The Palestinian factions have to
be so clever to create a government
that keeps international support
and gets Hamas’s support at the
same time,” said Jamal Zaqout, a
spokesman for Mr. Fayyad.

One idea being floated is a so-
called consensus government that
doesn’t include Hamas, but enjoys
the party’s backing.

Mr. Fayyad is well aware of the
problems his rivals would face with-
out him, and his resignation may
simply be a political move to
strengthen his hand in a future gov-
ernment, says Ghassan Khatib, direc-
tor of a think tank in Ramallah and a
former Palestinian minister who is
participating in the Cairo talks.

“If the talks succeed, his image
will have improved because he will
have contributed to their success, but
if they fail, President Mahmoud Ab-
bas will have to come back and ask
him to continue to serve as prime min-
ister, and he will be in a stronger bar-
gaining position,” said Mr. Khatib.

Chinese bank loans soar; recovery is elusive

BY TERENCE POON

BEIJING—Chinese banks in Feb-
ruary kept up their explosive lend-
ing growth, but weak industrial-out-
put data suggest the surge in credit
hasn’t yet translated into a strong
pickup in real economic activity.

New yuan loans in February to-
taled 1.07 trillion yuan ($147 bil-
lion), according to data Thursday
from the People’s Bank of China.

The figure shows that, in contrast
with the credit crunch in much of the
rest of the world, China’s banks have
ample liquidity and continue to play
a crucial role in Beijing’s push to
boost an economy where industry
and exports are anemic.

Meanwhile, a 3.8% rise in indus-
trial production in the first two
months of the year fell short of some
economists’ expectations. In Decem-
ber, industrial output rose 5.7%
from a year earlier.

Retail sales rose 15% in January
and February to 2.008 trillion yuan,
slowing from December’s 19% rise.
The government issued a two-
month figure because the Lunar
New Year holiday fell in February in
2008 and January in 2009.

Thursday’s data, together with
Wednesday’s news of a plunge in Feb-
ruary exports and Tuesday’s report of
al.6% drop in China’s consumer-price
index in February, suggest that the

government’s stimulus measures,
while boosting loans and capital-ex-
penditure investment, have yet to
make a strong impact in the fortunes
of private companies and households.

Thelatest dataput the economyin
focus ahead of Premier Wen Jiabao’s
news conference at the closing of the
National People’s Congress on Friday,
which will provide domestic and for-
eign reporters with a rare opportu-
nity to ask Mr. Wen directly about his
outlook on the economy and the need
for additional measures.

Beijing has encouraged banks to
free up credit to help revive the econ-
omy, and the continued surge inlend-
ing may discourage near-term rate
cuts. Outstanding yuan loans at the
end of February were up 24.17% from
a year earlier, compared with the
21.3% growth at the end of January.

While the credit data are encour-
aging, it is still far from certain that
the government’s efforts will be
enough to get private companies to
invest again or to get consumers to
spend more money—the ultimate
goal of China’s four trillion yuan stim-
ulus plan introduced in November.

Analysts warned that the rapid
loan growth may not continue much
longer if pressure for banks to lend
more isn’t matched by increased pri-
vate-sector demand for credit.

—Victoria Ruan contributed -

to this article.
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Flush with cash

A surge in lending by Chinese banks hasn’t yet revived growth in the

country’s industrial production

New yuan loans, in trillions of yuan
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Industrial-output growt, change
from a year earlier
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Sources: People’s Bank of China (loans); National Bureau of Statistics (Industrial output)

China lets locals
make decisions
on investments

BY TERENCE POON

BEIJING—China’s government
has allowed local governments to ap-
prove certain foreign investments,
shifting control away from Beijing
in a move to ease foreign invest-
ment at a time when it has been de-
clining sharply.

Under the new rules, which took
effect last week, foreign businesses
setting up an investment company
with registered capital of less than
$100 million will need to seek ap-
proval only from local commerce bu-
reaus, the Ministry of Commerce
said Thursday. China previously re-
quired local and ministry-level ap-
provals for foreign investments.

Local commerce bureaus have
been given the authority to review
plans by foreign-invested auto mak-
ers to expand production capacity
and can approve deals by foreign
companies to buy domestic firms in
certain industries, where the deal
value is less than $100 million.

The European Union Chamber of
Commerce in China said it wel-
comed the relaxation of the rules,
and called for “greater transpar-
ency of approval processes on a lo-
cal government level.”
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reasury Secretary Timothy

Geithner is in Europe now to

lobby for a “global stimulus”

from the G-20 countries that

are holding an economic sum-

mit two weeks hence. This follows White

House economic czar Larry Summers’s

weekend call for a “global stimulus,”

which leaders in Europe roundly re-

jected Monday. They were right to do so.

German Chancellor Angela Merkel

and the other Europeans know whereof

they speak, since a number of countries

have decades of experience trying to
spend in a vain attempt to
boost growth. The Obama

Old Europe Is Right on Stimulus

afloat at the same time. The chief result
of these policies was a huge pile of IOUs.
In Italy, the national debt stood at 107%
of GDP in 1999. In Belgium and Greece it
was 104%. Greece’s fiscal house was so
disordered that it was excluded from the
first group of euro countries.

So from its founding, the euro zone in-
sisted that countries not respond to every
economic downturn by piling up debt.
Budget deficits are supposed to be limited
to 3% of GDP, and total debt to 60% of GDP.
This has worked imperfectly, but debt ra-
tios have for the most part come down or

remained steady. Italy’s
debt-to-GDP ratio is now

Administration came into A new 96%. Greeceis at 105%, while
office promising to listen to Kevnesian France and Germany have
its friends and allies, so ] y. b hovered around 50% and
when Europe says non to  analysIS rebuts 40y respectively. U.S. debt
gargantuan  spending, the Obama stood at 36% of GDP at the
maybe the President and end of 2007—before the fi-

his advisers should listen.

After a meeting of Euro-
land finance ministers Monday, Luxem-
bourg’s Jean-Claude Juncker delivered
the Continent’s verdict on global stimu-
lus. “Recent American appeals insisting
that the European make an additional bud-
getary effort to combat the effects of the
crisis were not to our liking,” he said.
That’s putting it nicely. When the EU estab-
lished the euroin 1999, it put in place strict
limits on deficit spending and debt-to-
GDPratios. Those limits have not been uni-
versally honored within the currencybloc,
but there’s a reason they’re there.

For decades, countries like Greece, It-
aly and Belgium had run up huge na-
tional debts trying to pay for social-wel-
fare programs and keep their economies

he U.S. Senate Ethics Commit-

tee has been looking into pos-

sible conflicts of interest in

Connecticut Senator Chris

Dodd’s 2003 mortgages. Now
questions about another Dodd real-es-
tate adventure, this one in Ireland,
should keep the Ethicists even busier. All
the more because Mr. Dodd’s “cottage”
purchase involves a crooked stock trader
for whom the Senator once did a very big
political favor.

Mr. Dodd is already under a cloud for
receiving what a former loan officer
claims was preferential treatment from
Countrywide Financial on two mortgage
refinancings—in Connecticut and Wash-
ington—in 2003. Countrywide was an ag-
gressivelender to shaky borrowers and re-
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“Snap out of it, Hornblatt. You knew
economics was a dismal science
when you took this job!”

estimates.

nancial panic and stimulus
started piling it on. (See the
nearby chart.) The U.S. has run up $1 tril-
lion in publicly held debt in the past six
months alone—that’s 7% of GDP right
there. Calling on Europe to follow this ex-
ample is like dangling a bottle of grappa
in front of a recovering alcoholic.

While he’s in the UK., perhaps Mr.
Geithner should also ask his European
counterparts whether any of them have
ever seen a 1.5 Keynesian “multiplier” in
the wild. That’s the idea—promoted by
Mr. Summers—that every $1 of deficit
spending yields $1.5 in economic
growth. If that were true, Italy would be
the richest country in Europe, instead of
merely one of the most indebted.

And if the Treasury Secretary is look-

ing for something to read during his trip,
werecommend arecent paper by atrans-
Atlantic team of four economists—two
Germans and two Americans. The au-
thors—John Cogan and John Taylor of
Stanford and Tobias Cwik and Volker
Wieland of Goethe University—subject
the Administration’s stimulus to the
most recent Keynesian scholarship.
The  White

multiplier of 1.5 and suggests the $800
billion would have been better devoted
tobusiness tax cuts or fixing the financial
system. That’s $1.3 million in spending
per job, for those keeping score at home.

Our guess is that the Administration
is itself worried that its stimulus will
come up short, while it fears Congress
won’t abide another round. Already the
outside intellec-

House estimates
of 3.6 million new
jobsisbasedonan
“0Old Keynesian”
model on the im-
pact of govern-
ment spending,
while the new
models adjust for
therational behav-
ioral response to
the stimulus by
businesses and
consumers. The

On the Road to Italy

U.S. debt held by the public as a share of GDP,
1940-2011

tual godfathers
of the Obama
plan are denying
paternity, claim-
ing the biggest
spending  bill
since World War
II is “too small.”
(Talk about lack-
ing the courage of
your convic-
tions.) So now
they and Mr. Sum-
mers want the

White House fig- 0
1940

ures, by econo-

mists Christina

Romer and Jared

Bernstein, also as-

1950 1960

I
1970
Note: Numbers for 2009-2011 are estimates

Source: Office of Management and Budget

rest of the world
to ride to the res-
cue by repeating
our mistakes.
The problem

1980 1990 2000 2010

sume zero interest rates for a minimum
of four years. The alternative assumes,
more reasonably, that as growth returns
interest rates will also rise.

What the four economists found is
that the Administration’s estimates for
stimulus growth were six times as high
as they could produce under a modern
Keynesian simulation. By their esti-
mates, the stimulus would produce, at
most, 600,000 jobs and add perhaps 0.6%
to GDP at its peak. That’s nowhere near a

Chris Dodd’s Irish ‘Cottage’

lied heavily on Fannie Mae and Freddie
Mac to buy those mortgages in bulk. As a
senior Member of the Senate Banking
Committee, Mr. Dodd was one of Fannie’s
greatest promoters. Mr. Dodd promised
last year to disclose mortgage documents
to prove he got no special treatment, but
sofarallhe’sdoneislet afew
hand-picked journalists take
a quick peek before he put

Another funny

fully lobbied the White House for a full
pardon for Mr. Downe.

The next year—according to a trans-
fer document at the Irish land registry
viewed by Mr. Rennie—Mr. Kessinger
sold his two-thirds share to Mr. Dodd for
$122,351. The Senator says he actually
paid Mr. Kessinger
$127,000, which he claims
was based on an appraisal

the papers back in storage. transaction at the time. That means, at
Now enterprising Hart- for the Ethics best, poor Mr. Kessinger
ford Courant columnist earned less than 19% over

Kevin Rennie has uncovered
another suspicious real-es-
tate investment. The story starts in 1994,
when the Senator became one-third
owner of a 10-acre estate, then valued at
$160,000, on the island of Inishnee on Gal-
way Bay. The property is near the fashion-
able village of Roundstone, a well-known
celebrity haunt. William Kessinger
bought the other two-thirds share in the
estate. Edward Downe, Jr., whohasbeena
business partner of Mr. Kessinger, signed
the deed as a witness. Senator Dodd and
Mr. Downe are long-time friends, and in
1986 they had purchased a condominium
together in Washington, D.C.

Mr. Downe is also quite the character.
The year before the Galway deal, in 1993,
he pleaded guilty to insider trading and
securities fraud and in 1994 agreed to
pay the SEC $11 million in a civil settle-
ment. The crimes were felonies and in
2001, as President Clinton was getting
ready to leave office, Mr. Dodd success-

Committee.

eight years onthe sale ofhis
two-thirds share to Mr.
Dodd. But according to Ireland’s Central
Bank, prices of existing homes in Ireland
quadrupled from 1994 to 2004.

Perhaps Mr. Kessinger is a lousy busi-
nessman. Or maybe he merely relied on
Mr. Dodd to tell him how much the prop-
erty was worth. In his Senate financial
disclosure documents from 2002-2007,
Mr. Dodd reported that the Galway home
was worth between $100,001 and
$250,000. However, Mr. Rennie reports
thatin 2006 and 2007 the Senator added
afootnote that reads: “value based on ap-
praisal at time of purchase.”

Mr. Dodd had good reason to add the
qualifier. Senate rules call for valuations
to be current and anyone who looked
into the estimate would immediately
spot Mr. Dodd’s lowballing. A June 17,
2007 feature in Britain’s Sunday Times
did just that. “Diary” observed that in
Roundstone “a two-bed recently made

isn’t the size of Mr. Obama’s fiscal stimu-
lus but its design. If countries in Europe
want to help the recovery, they’d do bet-
ter to try marginal rate tax cuts on in-
come and investment—the sort of fiscal
policy that actually changes incentives
to work and invest. Then we could watch
and see which approach encouraged re-
covery faster. But the last thing Europe
should do is follow Larry Summers and
the out-of-date Keynesians down the
spending road to nowhere.

€680,000 ($918,000) and a cottageis cur-
rently on offer for €800,000.” Noting Mr.
Dodd’s estimate of his property—be-
tween €75,000 and €185,000—the dia-
rist quipped, “to hell with the stamp
duty, and form an orderly queue.”

Mr. Dodd is busy these days blaming
everyone else for the real-estate bubble
and financial meltdown. But he owes his
constituents and the Senate an honest ac-
counting of his Galway property over the
past 15 years. If its value grew with the
rest of the area, he needs to explain why
Mr. Kessinger handed it over for a song,
why that isn’t an unreported gift under
Senate rules, and what role Mr. Downe
might have played as a middleman.

More broadly, Connecticut voters
might want to know why their senior Sena-
tor has hung around for years with Mr.
Downe, the kind of financial scoundrel Mr.
Dodd spends so much time denouncing.
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m Fans of track and field know that Haile
Gebreselassie is the greatest long-dis-
tance runner. But the star Ethiopian ath-
lete is also a huge success in business,
Nidra Poller reports.

m Chinese authorities are driving up
the prices of bronze animal heads in auc-
tions—and embarrassing their country,
writes Peter Neville-Hadley.






