VOL. XXVII NO. 32

Money & Investing: Barclays’ ETF rivals unlikely to buy iShares

THE WALL STREET JOURNAL.

* DOWJONES _

For information or to subscribe, visit www.services.wsje.com or call +44 (0) 207 309 7799 — Austria €3 - Belgium €3 - Croatia HRK 22 - Czech Republic Kc 110 - Denmark Dkr 25 - Finland €3.20 - France €3 - Germany €3

Greece €3 - Hungary Ft 590 - Ireland (Rep.) €3 - Italy €3 - Lebanon L£ 6000 - Luxembourg €3 - Netherlands €3 - Norway Nkr 29 - Poland ZI 12 - Portugal €3 - Slovakia €3.32/Sk 100 - Spain €3 - Sweden kr 29

Switzerland SF 5 - Syria S£ 210 - Turkey TL 4.5 - U.S. Military (Eur) $2.20 - United Kingdom £1.50

THE WALL STREET JOURNAL.

A NEWS CORPORATION COMPANY

What’s

News

In Israel, the leader of a na-
tionalist political party
agreed to join Prime Minister-
designate Netanyahu in a
governing coalition. Despite
controversy surrounding his
positions, Avigdor Lieberman
could nonetheless be one of
the most flexible members
of the government on the
peace process. Page 9

M Euro-zone employment
fell by 0.3% in the final quar-
ter of 2008. Page 2

M Barclays’ stock jumped
29% after the bank said it
had a strong start to 2009
and on news it has held talks
about selling its iShares ETF
business. Pages 19, 32

M Ford will reduce produc-
tion capacity in Europe and
signaled it will take further
steps to cut costs. Page 6

M Chrysler’s chairman said
the auto maker could continue
even without Fiat as a part-
ner but that it would benefit
from the alliance. Page 6

M Financial shares drove glo-
bal stock indexes higher, but
the Dow Jones Industrial Av-
erage gave up its early gains,
weighed by weakness in the
tech sector. Page 20

M Production at U.S. factories,
utilities and mines fell 1.4% in
February—the smallest drop
in four months—in a hint of
stabilization. Page 10

M J.C. Flowers is willing to
make a financial contribution
to the bailout of Hypo Real
Estate, as it seeks to main-
tain its 23.7% stake. Page 21

M Banco Popolare offered
$231 million to buy the rest
of Banca Italease. Page 22

M Khatami will drop out of

Iran’s presidential race, letting
another reformist lead the bid
to beat Ahmadinejad. Page 9

M Australia extended a re-
view of Chinalco’s planned in-
vestment in Rio Tinto as a
Rio investor voiced its con-
cerns about the deal. Page 24

M French physicist Bernard
d’Espagnat was named win-
ner of the $1.42 million Tem-
pleton Prize, a religion award.

M An Austrian man accused
of fathering his daughter’s
seven children pleaded guilty
at his trial to incest but in-
sisted he wasn't guilty in the
killing of one of the children
and enslavement charges.

M Serbia started negotiations
with the IMF to enlarge its aid
package to $3 billion.

EDITORIALGSOPINION

Last chance

The West has a small win-
dow of opportunity to
stop Iran’s bomb. Page 15
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Former prime minister of Pakistan Nawaz Sharif, left, and Aitzaz Ahsan, right, leader of a Pakistani lawyers’ movement, are surrounded by
supporters as they arrive for a meeting near Lahore, Monday, after the government relented to opposition demands.

New power in Pakistan

Sharif’s victory in battle over judges leaves President Zardari weakened

By MATTHEW ROSENBERG

ISLAMABAD—Pakistan
awoke Monday to a reor-
dered political playing field,
one in which the politician of
the moment—opposition
leader Nawaz Sharif—holds
no elected office.

Mr. Sharif led mass pro-
tests that early Monday
forced President Asif Ali Zar-
dari to yield to the opposi-
tion’s key demand: to restore
Pakistan’s deposed chief jus-
tice and dozens of other
fired judges.

Mr. Zardari yielded after
police melted away in the
face of enraged protesters
and pressure from the U.S.,
and Mr. Sharif emerged tri-
umphantly from a failed at-
tempt to place him under
house arrest.

For Mr. Sharif, a former
prime minister turned politi-
cal outcast turned opposi-
tion leader, it was a power
play against Mr. Zardari. The
two men had a political alli-
ance until Mr. Zardari broke
it last summer to seize the
presidency from Pervez

Musharraf, who resigned un-
der pressure.

Now, the question is
whether Mr. Sharif’s politi-
cal victory over Mr. Zardari
can bring Pakistan the stabil-
ity it needs to tackle its eco-
nomic woes and knock out a
strengthening Taliban insur-
gency, or whether it sows
the seeds for more tension
between an unpopular presi-
dent and a newly energized
opposition.

In a sign of ongoing un-
rest, Pakistani officials say a
suicide bombing at a bus ter-

Germany steps up
tax-haven pressure

By DAVID CRAWFORD

BERLIN—Germany says it
will go on pushing for the
Group of 20 nations summit
in April to crack down on off-
shore tax havens, despite a
rash of pledges from targeted
havens to weaken their bank-
secrecy laws.

A statement Monday by
the German finance ministry
made it clear Berlin worries
the recent pledges by tax ha-
vens to open up are tactical,
evenif they are a “positive de-
velopment.” A spokesman
said Germany would continue
to press for international mea-
sures to attack bank secrecy.

Since Thursday, banking
centers with strong traditions
of secrecy including Switzer-
land, Liechtenstein, Andorra,

Austria and Luxembourg have
unveiled plans to implement
standards set by the Organiza-
tion for Economic Coopera-
tion and Development in Paris
for cooperating in tax probes.

Monaco at the weekend be-
came the latest tax haven to
pledge more openness. For-
eign Minister Franck Bi-
ancheri, aformer finance min-
ister, said in a phone inter-
view that Monaco delayed its
announcement until it was
sure other European banking
havens planned to comply
with OECD standards.

The banking centers have
said they are offering changes
to avoid the prospect—urged
by Germany and France—that
the April 2 summit of G-20
leaders in London will draw
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Server and volley

As growth slows, ex-allies
square off in a tech turf war
News in Depth, pages 16-17
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minal near the capital in Raw-
alpindi Monday killed at
least nine people and
wounded 18.

In the immediate after-
math of the political stand-
off that gripped the nation
for days, the mood was re-
soundingly joyous as people
celebrated and waved flags
of opposition parties from
cars. Pakistan’s benchmark
KSE-100 stock index, which
lost nearly two-thirds of its
value over the past year in
large part because of the po-
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AlG told

by U.S.
to repay
bonuses

By JONATHAN WEISMAN
AND CHAD BRAY

A White House official
said Monday that the Trea-
sury Department would use
a planned $30 billion infu-
sion to compel American In-
ternational Group Inc. to re-
pay $165 million in bonuses
promised to executives who
were partly responsible for
the insurer’s near-collapse.

The infusion, announced
March 2, won’t be finalized
until AIG and the Treasury
work up repayment options,
the official said. The bo-
nuses to the financial-prod-
ucts group were “found to be
completely unacceptable
giventhat AIGis already sur-
viving on taxpayer funds,”
the official said.

U.S. President Barack
Obama, trying to contain a
political firestorm, in-
structed Treasury Secretary
Timothy Geithner to “pursue
every legal avenue” to block
the bonuses.

“This is a corporation
that finds itself in financial
distress due to recklessness
and greed,” Mr. Obama said
ahead of announcing a plan
to rescue small businesses
through araft of new lending
options. “Under these cir-
cumstances, it’s hard to un-
derstand how derivative
traders at AIG warranted
any bonuses, much less $165
million in extra pay. How do
they justify this outrage to

Please turn to page 30
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Hard times for temp firms

Consolidation likely
as business shrinks
in a fragmented field

BY GORAN MIJUK

Tough times for staffing compa-
nies are expected to lead to along-
awaited wave of consolidation, one
that analysts think will leave the
bigger players in a strong position
when a recovery comes.

The three big staffing compa-
nies— Adecco SA, Manpower Inc.
and Randstad NV— together ac-
count for a global market share of
about 25% to 30%. But the industry,
valued at €200 billion ($258 bil-
lion) a year world-wide, remains
fragmented.

The bulk of the market is split
up into thousands of smaller com-
panies that often cater to one par-
ticular industry. This has partly to
do with stringent labor laws, which
are now in the process of being re-
laxed, and an industry tradition
amid which part-time workers
were often placed through word-of-
mouth by single consultants.

Share prices of staffing compa-
nies have crumbled in the past
year’s stock-markets sell-off, mak-
ing some of them potentially attrac-
tive takeover candidates. Compa-
nies with healthy balance sheets
may look to buy rivals while others
may prefer to sell now rather than
wait for their stock to benefit from
an upturn.

CORRECTIONS &
AMPLIFICATIONS

Group of 20 finance ministers
met this past weekend. A Leading
the News article Monday incor-
rectly implied the meeting is this
coming weekend.

“Those companies that still
have strong balance sheets, can
profit from takeovers,” said Lau-
rent Brunelle, analyst at Exane BNP
Paribas in Paris. “One such com-
panyis Adecco and I expect it to fol-
low with bolt-on acquisitions over
the next few months, especially in
the fast-growing IT industry.”

Adecco, which had sales of
about €20 billion last year, has
been an active acquirer in the past.
It has bought several specialty re-
cruitment companies that hire
highly educated staff in Germany
and Spain.

Although its plan to buy U.K.
peer Michael Page International
PLClast year failed, Chief Financial
Officer Dominik de Daniel said the
company sees more possibilities
now as prices have come down
markedly from recent peaks.

An Adecco spokesman said the
company’s acquisition strategy
was unchanged; he said the com-
pany is constantly screening the
market for takeover opportunities,
especially in the professional staff-
ing area.

Some companies have taken ac-
tion to protect themselves from
predators. For instance, Dutch re-
cruiter USG People NV, whose
shares have lost more than half
their value in the past 12 months,
last year issued preference shares
that should enable the company to
defend itself against a hostile bid.

The current global economic cri-
sis could also help the overall sec-
tor once the economy regains
strength. When consumer demand
picks up and companies have to
ramp up production to raise out-

put, recruitment companies
should benefit from an increase in
hiring.

“Once companies start to hire
again, they may be tempted to hire
temporary workers rather than full-
time employees,” said Michael
Foeth, analyst at Bank Vontobel in
Zurich. “This gives companies

more flexibility and benefits the re-
cruitment sector.”

Analysts remain cautious about
the likelihood of an industry up-
swing in the short term.

“Evenifthe economy gains trac-
tion, it might take longer before fac-
tories and service companies start
to hire as many still have overca-
pacities and will first reduce short
work weeks before tapping new
workers,” Mr. Foeth said.

For now, the world’s largest
staffing companies are focused on
cutting costs.

“Employment firms need to re-
duce staff quickly to save costs,”
said Marc Zwartsenburg, analyst
at ING in Amsterdam. “If this won’t
be enough, it is possible that more
companies might start to slash divi-
dends to save money.”

Switzerland-based Adecco last
month kicked off a cost-cutting
plan to save €50 million. Analysts
expect Adecco to cut up to 1,500
jobs, or 4% of its staff, over the next
fewmonths, after reducing its head-
count by 7% in 2008. Its revenue de-
clined 14% in the fourth quarter
and 25% in January and February.

Randstad, which has also
started cutting jobs, said it would
pay no dividend for 2008.

Manpower in February warned
it will post a first-quarter net loss
because of sharply declining sales.
Inresponse, the outlook on the Mil-
waukee-based recruiter’s Baa2 rat-
ing, which is one notch above junk,
was cut to negative from stable by
Moody’s Investors Service due to
cost concerns.

According to the latest Man-
power survey, hiring plans of U.S.
employers for the period April to
June have hit the lowest level since
the survey was launched in 1962.
This comes as the jobless rate in
the U.S. hit 8.1% in February and is
expected to rise to 10% in 2010. In
Europe, the picture is equally dis-
mal, with the jobless rate hovering
around 8.2% in January.
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Drop in euro-zone jobs
accelerated in quarter

By PAuL HANNON

LONDON—The number of people
at work in the 15 countries that then
used the euro fell by 453,000 in the
final three months of 2008, an accel-
eration from the 80,000 jobs lost in
the third quarter.

The figures represent a drop in
employment of 0.3% for the fourth
quarter, compared with a fall of 0.1%
in the prior period, European Union
statistics agency Eurostat said.

The third-quarter decline was the
first since records beganin 1995. The
pace of job losses is likely to have
picked up significantly in the first
months of this year as businesses re-
acted to the collapse in global eco-
nomic activity in the fourth quarter.

“The decline in euro-zone em-
ployment has undoubtedly in-
creased since the fourth quarter of
2008 as ongoing deep recession and
extremely weak business confi-
dence increasingly weighs down on
labor markets across the region,”
said Howard Archer, an economist
at Global Insight.

A survey of purchasing managers
at manufacturers and service provid-
ers found that payrolls were cut in
February for the eighth straight
month, and at a record pace.

BusinessEurope, the EU’s biggest
employers group, has warned that
the bloc could lose 4.5 million jobs
this year, pushing the unemployment
rate up to 9%, from 7.6% in January.

“Unemployment is going to get a
lot worse. It’s going to be a very,

Downturn

Change in the number of people
employed in the euro zone

from the previous period

0.6% -

0.4

| | | | | | | | |
Q4 Q1 02030401 Q2 Q3 Q4
'06 '07 '08
Note: Excludes Slovakia
Source: Eurostat

very dire year,” said John Monks,
secretary-general of the European
Trade Union Confederation, at a
news conference Friday.

Eurostat also said that consumer
prices in February rose 0.4% from
January and were up 1.2% from Feb-
ruary 2008. The monthly increase
was the first since September.

The increase in the year-to-year
inflation measure came as prices of
alcohol and tobacco, hotels and res-
taurants, and housing costs all
jumped. The monthly increase was
due torisesinprices of clothing, rec-
reation and culture, and transport,
Eurostat said. —Ilona Billington

contributed to this article.

Migrants’ remittances decline

BY MIRIAM JORDAN

Funds sent by workers back to
Latin America and the Caribbean
are expected to drop steeply in
2009, shrinking a crucial source of
cash for many families in the re-
gion.

Remittances to the region began
to slow in 2008 after a decade of

growth, according to the Inter-
American Development Bank, as
countries such as the U.S., Spain
and Japan, slid into recession.
This year, remittances to the re-
gion are likely to decline for the first
time since the bank began tracking
annual flows in 2000, according to a
new study by the Washington-based
multilateral institution.
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Madagascar opposition
wins some army backing

BY SARAH CHILDRESS

Soldiers in the Madagascar army
stormed one of the presidential pal-
aces Monday night in tanks, show-
ing some measure of military sup-
port for opposition leader Andry Ra-
joelina’s bid to take over the govern-
ment.

Marc Ravalomanana, who has
led this Indian Ocean nation since
2002, remains in the other, main
presidential palace with loyal minis-
ters and is reported safe for now.

Army soldiers seized the ceremo-
nial palace, which the president
doesn’t normally use and which was
empty Monday. No injuries were re-
ported from the incident and it isn’t
yet known how much of the army
backed the move.

The African Union declared Mr.
Rajoelina’s efforts a coup d’état, and
urged the Malagasy people to ad-
here to the constitution.

The decision by at least some of
the military to ally with Mr. Ra-
joelinarather than President Ravalo-
manana marks a victory for the op-
position leader, and a surprising
move for the army. In previous politi-
cal conflicts, the army has remained
neutral. As the confrontation be-
tween the two rivals escalated this
year, analysts have suggested that
for the first time, the military was di-
vided over whom to support. In re-
cent days, army officials have sig-
naled they might be willing to side
with Mr. Rajoelina in order to keep
the peace.

Mr. Rajoelina, who was elected
mayor of Madagascar’s capital city,
Antananarivo, in 2007, has accused
President Ravalomanana of being a

dictator. In December, when the gov-
ernment shut down the television
station Mr. Rajoelina owns, his sup-
portersretaliated by burning downa
station run by the state. That led to
the current conflict, which hasled to
more than 100 deaths.

Since late January, Mr. Rajoelina
has attempted to seize power, de-
claring himself president at least
twice. Initially, he had no overt mili-
tary backing.

Mr. Rajoelina gave the president
an ultimatum to resign on Saturday,
which the president rejected, saying
that he would never step down. No
action was taken once the deadline
passed. At the time it was unclear
whether Mr. Rajoelina truly had the
army’s support.

Mr. Ravalomanana was first
elected president in 2001 but a six-
month dispute over election results
kept him from taking office until
2002. He was elected to a second
term in 2006 in a vote considered
free and fair by observers. He was
set to govern until his term expired
in 2011, a development that now
seems unlikely. In response to the
unrest, he has offered to hold arefer-
endum on whether he should re-
main in power or hold new elec-
tions.

Earl Young, president of the
U.S.-Madagascar Business Council,
said the military’s decision had un-
nerved foreign investors and would
cost the impoverished country fi-
nancially. Madagascar, a nation of
about 20 million, has a growing min-
ing industry.

“They’re definitely concerned
about it,” Mr. Young said. “There’s
no indication that the coup is inter-
ested in benefiting business at all.”

Taiwan risks roiling China
with hard-line defense plan

By TING-I TsAl

TAIPEI—Taiwan issued a de-
fense report that calls for the island
to press for modern military equip-
ment from the U.S.—a move that
could complicate the warming rela-
tions both Taiwan and the U.S. have
been cultivating with China.

The quadrennial military review,
issued Monday, runs counter to
softer, more China-friendly draft ver-
sions that circulated in Taiwan over
the past few months. Some officials
said the harder line is a response to
criticism in Taipei and Washington
that the current administration in
Taiwan had been making too many
concessions to China without hav-
ing received much in return.

“The report is tougher than I ex-
pected,” said Alexander Huang, astra-
tegic studies professor at Tamkang
University in Taipei, who was in-
volvedin earlier versions of the paper.

Taiwanand Chinahave beenruled
separately for more than 60 years,
since China’s civil war,and have be-
come close trading partners. Under
President Ma Ying-jeou, who was
elected ayear ago, the two sides have
moved closer, setting up direct trans-
port flights and shipping links and
discussing apossible free-trade deal.
On Monday, relations across the Tai-
wan Strait marked a new milestone
whenthe Ocean Mystery, the first lux-
ury cruise ship to sail directly from
China, arrived in Taiwan with more

than 1,000 Chinese tourists.

Perhaps the most notable sign of
improving ties was a government de-
fense paper endorsed by Mr. Ma that
called for democratically governed
Taiwan, a hub of the global high-tech
industry, togive upitslongtime strat-
egy of preventing a Chinese attack by
maintaining air and sea superiority.
Instead, Taiwan would concentrate
its defenses against aground assault,
according to the paper.

Supporters said the proposed
strategy would be less costly for Tai-
wan and the weapons easier to ob-
tain. Opponents said it would be
nearly suicidal for Taiwan to fight a
land war with its giant neighbor.

“Critics from the military and aca-
demia forced President Ma to empha-
size that the navy and air force are
both important,” said a senior official
fromthe Ministry of National Defense.

A presidential spokesman said:
“President Ma fully respects profes-
sionals on this issue.”

Under Monday’s plan, Taiwan
will try again tobuy 66 F-16 C/D fight-
ers from the U.S. These are more ad-
vanced versions of the F-16 that Tai-
wan has and would allow it to more
effectively counter China’s growing
fleet of Russian-built warplanes.
Last year, the Bush administration
agreed to a US$6.43 billion arms
package but excluded the fighters.
China reacted by suspending mili-
tary-to-military talks with the U.S.,
though they since have resumed.

Lula calls for trade talks

Brazil’s leader says
developing countries
need open borders

By JOHN LYONS
AND DAvVID LUHNOW

NEW YORK—Brazilian President
Luiz Inacio Lula da Silva in a visit to
the U.S. this week urged world lead-
ers to revive moribund global trade
talks as a way to cushion the world’s
poor against the economic crisis.

Mr. da Silva, who met with U.S.
President Barack Obama on Satur-
day, said he left the meeting feeling
optimistic about trade talks—not-
ing that Mr. Obama brought up the
subject during their conversation.

The World Trade Organization’s
Doha Round of negotiations collapsed
last year amid disagreement onissues
such as agricultural subsidies.

“We came very close last time,”
Mr. da Silva said in ameeting with edi-
tors of The Wall Street Journal. The
left-leaning president, a former union
leader, has become an unlikely cham-
pion of more open trade, which he
says can help stimulate growth in de-
veloping nations even as the U.S., Eu-
rope and Japan slide into recession.

Mr. da Silva recognized that the
talks still face huge obstacles, such as
pressure from U.S. unions and Indian
manufacturers against liberalization.

While the U.S. and Europe tussle
over issues such as banking regula-
tion and economic stimulus, Brazil

Brazil's president, Luiz Indcio Lula da Silva, right, sits with his translator during a
break at an economic conference in New York.

and other emerging markets are fo-
cused on how the crisis is affecting
credit for otherwise healthy develop-
ing economies. Around the globe, ex-
port financing has dried up and even
the best companies in countries such
as Brazil are struggling to get loans.

Once synonymous with financial
meltdowns, Brazil now findsitself try-
ing to help the world solve a crisis that
beganin the U.S. Brazilian officials pri-
vately joke that U.S. banks that once
lectured Brazil and others on fiscal
prudence now are at risk of collapse.

Brazil’s financial system has re-
mained sound but the downturn is
taking a toll on the economy. Offi-
cials predict Brazil will avoid reces-
sion, but Wall Street economists
aren’t so sure. U.S. investment bank
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Morgan Stanley lowered its forecast
for Brazil’s economy Monday, say-
ing it will contract by 4.5% in 2009.
Brazilian officials offered a differ-
ent version. “There will be no reces-
sion this year,” Dilma Rousseff, Mr.
da Silva’s chief of staff, said at a con-
ference on Brazil sponsored by The
Wall Street Journal.

Mr. da Silva warned that the down-
turn threatened to hurt an emerging
middle class in developing nations
that managed to climb a few rungs up
the economic ladder in recent
years—a recipe for social unrest.

“The big revolts don’t come from
the hungry,” Mr. da Silva said. “They
come from the middle class, which
has learned to live well, and doesn’t
want to lose it.”
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Air upgrades take off

With pricey seats sitting empty, carriers put a premium on offers

By ScoTT MCCARTNEY

One travel benefit of the eco-
upgrade.

With sales of premium seats dry-

first- and business-

THE class seats to fill.

MIDDLE SEAT stepping up efforts

to sell upgrades to

making it easier to use miles to buy

better seats. In addition, airlines are
unheard-of levels.

Lastweek, UAL Corp.’s United Air-
class fare between Boston and Mi-
ami; British Airways PLC and other
fore taxes and fees) round-trip busi-
ness-class fare between New York
purchase requirement. That is 84%
below the standard $11,172 fare.
never existed before,” said British
Airways spokesman John Lampl.
lot more, percentage-wise, than
economy fares.”
panding upgrade opportunities be-
cause of the overall decline in busi-
tions are aggressively requiring em-
ployees to fly coach.

Inc. have been actively selling up-
grades at the airport, typically
thelength of the flight, with interna-
tional upgrades usually priced be-
the surplus of unsold first-class and
business-class seats grows, United
able upgrades and cut prices. Re-
cently, United offered coach custom-
and London an upgrade to flat-bed
business class seats for $493.

lines Inc. began selling upgrades on
U.S. flights and on international
narrow-body aircraft that don’t
have its fancier “BusinessFirst” cab-

nomic crisis: It is easier than ever to
ing up, airlines have lots of empty
Some carriers are
fliers at the airport, while others are
slashing prices on premium seats to
lines offered a $236 round-trip first-
carriers are offering a $1,800 (be-
and London with a 14-day advance
“Those kinds of prices have
“Premium fares have come down a
Several airlines say they are ex-
ness travel and because corpora-
United and US Airways Group
priced at $50 to $250, depending on
tween $500 and $1,000 one-way. As
has both upped the number of avail-
ers traveling between Washington,
Just last month, Continental Air-
trips to destinations served with
ins, such as Latin America.

Even international carriers like
British Airwayshave been discreetly
offering upgrades at the airport. Brit-
ish Airways’ revenue management
department in London selects cer-
tainflightsin certain markets for up-
grade sales on days when bookings
in premium cabins are light. (Don’t
expectit onheavily trafficked routes
like New York-London, however.)

“It’s a good idea in all economies,
but particularly successful in weaker
economies because front-cabin pur-
chases are going down and the num-
ber of elites traveling is going down,”
said Mark Bergsrud, Continental’s se-
nior vice president of marketing pro-
grams and distribution.

Some airlines, including US Air-
ways, pay their airport agents bo-
nuses for selling upgrades, making
themeager to get the word out. For oth-
ers, upgrade sales may be one more
chore on an already busy to-do list,
and so it may not be a high priority.

Savvy travelers always ask about
upgrades, both when checking in and
at the gate. A seat may become avail-
able right before departure if a cus-
tomer doesn’t show up, for example.

Use of so-called Y-Up fares—
coach tickets that come with an in-
stant upgrade—is growing as well,
airlines say. These fares allow corpo-
rate travelers who are restricted to
only buying coach tickets to comply
with their company’s travel policy
and still ride up front.

Round-trip Y-Up fares generally
run $500 to $1,200—several hun-
dred dollars more than a typical
coach ticket, but significantly less
thanafirst-classfare. Northwest Air-
lines, a unit of Delta, recently offered
a $577 round-trip Y-Up fare between
New York and Detroit, according to
FareCompare.com, a site that allows
travelers to search available Y-Up
fares. American and Delta both of-
fered a Y-Up fare at $1,070 between
Los Angeles and Hartford, Conn.

And some carriers are making it
easier to upgrade with miles. Expert-
Flyer.com, a Web site that lets road
warriors peer into airlines’ inven-
tory of frequent-flier awards and
various fare classes, says airlines
are offering more first-class awards
and upgrades using miles than they
have seen before. ExpertFlyer is
also seeing more searches for up-

grades and an increase in the suc-
cess of flight alerts sent when a
miles award or upgrade becomes
available.

Lufthansa will soon introduce a
promotion to make upgrading with
miles more attractive, says Donald
Bunkenburg, Lufthansa’sheard of cor-
porate salesfor North America.InDe-
cember, Continentalloosenedrestric-
tions on buying upgrades with miles
and a cash co-payment. Previously,
nonelite members of the airline’s fre-
quent flier program weren’t allowed
to buy upgrades when they were fly-
ing on low-fare tickets.

“In a weak economy, there are
customers who prefer to spend
miles rather than dollars, and we
are seeing some increase in de-
mand,” says Mr. Bergsrud.

To be sure, the upgrade glasnost
may be short-lived if airlines cut
schedules or demand for tickets
picks up. In addition to grounding
airplanes, some airlines are rear-
ranging seats in planes to reflect the
new economy. Lufthansa says it is
taking 14 business-class seats out of
its Boeing 747-400s, for example,
and replacing them with 36 addi-
tional economy seats.

US Airways, an early adopter of
selling upgrades at the airport and of-
fering “Y-Up” coach fares, says sales
of upgrades rose in January. While it
istooearlytodeclareatrend statisti-
cally, Andrew Nocella, senior vice
president of marketing and plan-
ning, thinks scoring upgrades may
get easier as fewer front-cabin seats
are claimed by ticket-buyers and
elite-level frequent fliers.

“There will definitely be more op-
portunities for people to take advan-
tage of those programs,” said Mr. No-
cella.

Even with the increased upgrade
activity, industry consultants are
urging airlines to further expand up-
grade opportunities, especially if
the recession deepens for airlines
faster than they canreduce capacity.

Bruce Speechley, travel and hospi-
tal practiceleader at IBM Corp.’s con-
sulting division, was riding in coach
to India on a client airline when he
saw that the business-class cabin
was virtually empty. He asked a flight
attendant if he could pay extra to
move to business class. After check-

James Bennett

ing, the flight attendant said no.

“This is a time to retain custom-
ers by doing smart things,” Mr.
Speechley said. “I would have paid
$500to $1,000 out of my own pocket
to upgrade on a 10-hour flight.”

He thinks airlines should use cus-
tomer data to spot frequent fliers
who used to purchase business-
class tickets but now only buy
coach, and target those traveler to
fill empty premium seats.

According to the International
Air Transport Association, the num-
ber of travelers flying on premium
tickets was 13.3% lower world-wide
inDecember than ayear earlier after
an 11.5% decline in November. Janu-
ary’s results, due out today, likely
will show a significant decline.

Some airlines are reluctant to
sell international business-class up-
grades at the airport for fear of an-
gering customers who paid $8,000
or more for a ticket.

“Customers tell us they don’t ap-
preciate paying full fare and then re-

ceiving the same service as those
who have not,” said James Boyd, a
spokesman for Singapore Airlines,
which doesn’t sell upgrades. In-
stead, Singapore has slashed prices
on some flights, such as a $5,999
fare, including all taxes and fuel, for
business-class between Newark,
N.J., and Singapore round-trip, a
ticket that normally costs more
than $8,000.

Of course, airlines haven’t wor-
ried too much about widely dispar-
ate pricing in the coach cabin, where
$200 passengers routinely sit next
to customers who paid $1,000 to
$2,000 for domestic trips.

Airlines that do sell upgrades say
thelast-minute purchase doesn’t un-
dercut sales of full-price seats be-
cause customers willing to pay thou-
sands of dollars for international
business class want the certainty of
having the seat.

“These are different products,”
said Mr. Nocella. “One doesn’t canni-
balize the other.”

Rebuffed, Britain tries anew to court American tourists

BY JENNIFER MARTINEZ

When the British pound tumbled
inrelation to the dollar last year, air-
lines and U.K. tourism groups rushed
out marketing and ad campaigns
touting the cheapest London travel
deals Americans have seen in years.

But so far, U.S. travelers aren’t
rushing to take advantage of the op-

m portunity—which

is why the U.K.

travel industry is
readying a new blitz of promotions
hoping to make bigger inroads dur-
ing the spring and summer.

The British travel industry was
hoping to enjoy some of the benefits
enjoyed by U.S. counterparts in re-
cent years, when the relatively weak
dollar resulted in a flood of foreign
travelers who descended on Ameri-
can hotels, restaurants and bou-
tiques.

The problem: Cash-strapped
Americans continue toreinin discre-
tionary expenditures, particularly
travel, amid a deepening global eco-
nomic crisis that has resulted in
home foreclosures and millions of
job losses across the U.S.

So though the pound continued
to fall until it hit a 23-year low in Jan-
uary, North American visits to the
U.K. dropped 13% in 2008 from a year
earlier—more than any other region.
That marked the first time since
1996 that the total number of visits
from North Americans fell under 3.9
million, according to a February U.K
government report. It also showed
that North American visits to the
U.K. during the 2008 holiday season,
ranging from October to December,
plummeted 27% from the prior year.

That’s bad news for U.K. tourism
organizations, which rely heavily on
Americans to help support London’s

£16.6 billion ($23.2 billion) tourism
industry, and most importantly,
spend money at British businesses
while visiting the U.K. “Visitors from
North America are the largest group
coming into London and they’ve
been very much a part of our market-
ing and P.R. activity for a number of
years,” said Jacqueline French, a
spokeswoman for Visit London, the
city’s official tourism organization.
Visit London receives the bulk of
its funding from the London mayor’s
office. It’s a partner organization of
Visit Britain, the official tourism or-
ganization of England, which re-
ceives funding from the U.K. Depart-
ment for Culture, Media and Sport.
Visit Britain is set to receive about
£48.4 million this year, £45.9 million
in 2010 and £41.4 million in 2001
from the department, a slight drop
from previous years, yet a steady
stream of funding in the runup to the

2012 Summer Olympic Gamesin Lon-
don.

With the tourism engine stalling
despite the currency advantage, air-
fare sales are proliferating in the U.S.
as airlines scramble to attract cus-
tomers. British Airways has tradi-
tionally offered seasonal price cuts
on vacations to London and the two
most recent travel packages the com-
pany offered in November and Janu-
ary included low airfare and dis-
counts for hotels, transportation
and sightseeing.

In November, a round trip from
San Francisco or Los Angeles was ap-
proximately $614, excluding taxes,
and included a 15% discount on ei-
ther hotel reservations, transporta-
tion, sightseeing or airport transfer
arrangements for travel from Novem-
ber through March. From New York,
that same deal was $396.It’s a far cry
from when flights to London were

about $1000 from the West Coast
and $750 from the East Coast a
month earlier.

Yet such promotions haven’t
spurred much of a response from
Americans. British Airways reported
recently that premium traffic—
meaning business and first-class
travelers—fell 20% in February, for
example. Nonpremium traffic, or
those who fly economy, also de-
clined, falling 5.5% from a year ear-
lier.

One compounding factor isn’t
just the economy, but the weather: In
February, London experienced its
heaviest snowfall in two decades
amid a particularly cold winter.

“The weather affected us bad,”
said Michele Kropf, a spokeswoman
for British Airways in New York. “It
severely disrupted many things: air-
planes, buses, trains...so that af-
fected us tremendously.”
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Hitachi names new CEQO

Chief to oversee
planned split
of troubled units

BY DAISUKE WAKABAYASHI

Hitachi Co., ahead of reporting
what it has forecast to be the biggest
loss by a manufacturer in Japanese
corporate history, said it will ap-
point a longtime insider as presi-
dent and chief executive and sepa-
rate portions of its unprofitable au-
tomotive and television units.

The sprawling Japanese electron-
ics conglomerate, which employs
nearly 400,000 people and gener-
ates 11 trillion yen ($112 billion) in
annual revenue, said 47-year com-
pany veteran Takashi Kawamura, 69
years old, will succeed the current
president and CEO, Kazuo Fu-
rukawa, in April.

Mr. Kawamura, who will also be-
come chairman, will reorganize the
automotive-systems and consumer
business group beginning in July.
The units will remain wholly owned
subsidiaries, but Hitachi described
them as becoming independent enti-
ties better adept at responding to
market conditions, without offering
details of what the changes entailed.

Hitachi executives said the sepa-
ration will allow top management to
focus on more-profitable parts of
the company, while potentially seek-
ing alliance partners for the automo-
tive and consumer businesses. Hita-
chi declined to comment on whether
it was seeking to sell the units.

The reorganization comes as Hi-
tachi—which has more than 900 sub-
sidiaries—and other big Japanese
conglomerates struggle with sprawl-
ing portfolios of businesses accumu-
lated over recent decades amid a
rush to expand. Many Japanese com-
panies are reluctant to close or sell
units or eliminate jobs, moves that
might boost profitability but could
be seen as admissions of failure.

“Big Japanese conglomerates,
whether in electronics or other ar-
eas, have difficulty making radical
changes,” said Marc Goldstein, an an-
alyst at proxy adviser RiskMetrics
Group. “They find it difficult to cut
off a business and get out cleanly.”

tion for its semiconductor and con-
sumer-electronics products.

Hitachi is the largest of Japan’s
industrial electronics conglomer-
ates and makes everything from es-
calators to rice cookers. For much
of the past decade, Hitachi has
been trying to slim down and fo-
cus on a few profitable business ar-
eas, such as telecommunications-
network equipment and hard-disk
drives.

Hitachi is proceeding with a re-
structuring program announced in
January that aims to eliminate 500
billion yen in costs and cut 7,000

jobs—or about 2% of total
staff—by closing factories in Japan
and overseas. Hitachi also plans to
put a freeze on capital spending
and exit unprofitable businesses
and products.

Mr. Kawamura, the new CEO, re-
tired from the company’s board in
June 2007 and has spent most of his
executive career running publicly
traded subsidiary companies. He
joined Hitachi in 1962 after graduat-
ing from Tokyo University’s engi-
neering school.

—Andrew Morse and George Stahl
contributed to this article.

Hitachi

Annual net profit/loss,
in billions of yen
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Hitachi shares rose 4% in Tokyo.
UBS analyst Hitoshi Shin in a note
said the changes may increase the
speed of decision-making, but that
the measures “look weak” and earn-
ings will likely improve only when
external conditions improve.

Hitachi said the new automotive-
systems unit will employ about
7,600 workers and have annual sales
of roughly 280 billion yen. The con-
sumer business, composed mostly
of Hitachi’s flat-panel television-set
division, will have annual revenue of
about 160 billion yen with a staff of
about 750.

The broader operations that in-
clude these units have been a drag
on Hitachi’s earnings. The digital-
media and consumer-products divi-
sion and the power and industrial-
systems business were Hitachi’s
two biggest unprofitable segments
in its fiscal third quarter, which
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ended Dec. 31, with combined losses &smwm
of more than 40 billion yen. The com- Sswe rO u p
pany’s total operating loss in the pe- e

riod was 14.5 billion yen. It expects a
700 billion yen net loss in the fiscal
year ending March 31.

Hitachi, along with the rest of Ja-
pan’s electronics industry, is suffer-
ing from a sharp downturn in con-
sumer spending and price competi-
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Ford cuts back in Europe

Plants in Germany,
Spain and Romania
take the biggest hits

BY CHRISTOPH RAUWALD

FRANKFURT—Ford Motor Co.’s
European division is cutting produc-
tion capacity because of shrinking
demand and signaled that it will take
more steps to lower costs and foster
profitability.

“We will do whatever it takes to
ensure the continuing viability of
our business, and further actions
can be expected,” Ford of Europe
Chief Executive John Fleming said in
a written statement Monday.

The cuts will mainly affect Ford’s
operations in Germany, Spain and its
new Romanian manufacturing facil-
ity in Craiova. In Spain, Ford’s Valen-
cia plant on May 1 will move to two
shifts from three.

In Germany, the factory at Saar-
louis, close to the French border, will
stick to shorter working hours. Ford
said it selected Saarlouis as the lead
plant for all derivatives of the next-
generation Focus. Ford, however,
plans to end production of the Kuga
and C-MAX models at the facility
and won’t replace them with other
models. The engine plant in Cologne,
meanwhile, will share the produc-
tion of a new, small-displacement
EcoBoost gasoline engine with the
Craiova plant in Romania.

Ford’s announcement echoes sim-
ilar cutbacks at other auto makers in

Ford’s engine plant in Cologne, Germany, will produce a new, small engine. A man
walks past the Ford Werke headquarters in Cologne, above.

Europe as demand for new cars
slumps. The European division of
General Motors Corp. is seeking
€3.3 billion ($4.3 billion) in aid from
Germany and other governments in
the region to stave off insolvency.
Ford’s sales in Europe have suffered
less from the global recession than
those of GM.

A German Finance Ministry docu-
ment showed how tricky that aid will
be to organize. The ministry asked a
law firm to examine how to ensure
that any state help for Opel doesn’t
end up at GM but remains in Ger-
many, even if GM files for insolvency.

A document compiled for the Ger-
man lower house of Parliament’s eco-
nomic and technology committee,
said complete separation of German
car maker Opel from GM is impossi-
ble. “But one can try to create a cer-
tain degree of security for German
creditors, citizens with legal terms,”
the document said.

GM’s financial support would
come in the form of capital contribu-
tions from other European GM units
and cash for severance packages, the
document said, citing Opel’s restruc-
turing plan provided to the govern-
ment earlier this month.

Chrysler plugs planned Fiat tie-up

By ALEX P. KELLOGG
AND JOSEPH B. WHITE

DETROIT—Chrysler LLC could
continue as a stand-alone company
even if it can’t seal a proposed part-
nership with Fiat SpA, but the De-
troit auto maker would be better off
with the alliance, Chrysler Chair-
man Robert Nardelli said Monday.

Chrysler is seeking $5 billion in
additional federal loans on top of $4
billion the U.S. government granted
last year. Fiat has indicated its pro-
posed tie-up with Chrysler is condi-
tioned on approval of the additional
loans.

Mr. Nardelli, in an interview Mon-
day, said he is concerned “there is
this perception that Fiat is bringing
nothing to the party” because it has
declined to invest cash in Chrysler’s
turnaround effort in exchange for a
stake in the company. Mr. Nardelli
said Fiat is proposing to give
Chrysler designs for fuel-efficient
cars, engines and transmissions

worth $8 billion to $10 billion.

In January, Fiat Chief Executive
Sergio Marchionne estimated the
value to Chrysler at $3 billion.

Using Fiat designs could save
Chrysler “four, five or six years” in
product-development time,
Mr. Nardelli said, and give
Chrysler a cushion should
gasoline prices rise again. “I
have been in constant discus-
sion with Sergio,” Mr.
Nardelli said. “They are com-
mitted to this alliance.”

Fiat and the U.S. govern-
ment are making the same
demands, he said, including
that Chrysler win conces-
sions from the United Auto
Workers union on $10.6 bil-
lion owed to a retiree health-care
fund, and get creditors to renegoti-
ate about $6.9 billion in debt.

“We have made significant
progress with the UAW on [the
health-care trust] and competitive
labor rates,” Mr. Nardelli said. We

Astellas drops bid for U.S. firm

By HiROYUKI KACHI

TOKYO—Astellas Pharma Inc.
withdrew its offer to buy U.S. bio-
pharmaceutical company CV Thera-
peutics Inc., ending what had
turned into a hostile takeover bid
for the heart-drug maker.

The decision follows last week’s
emergence of Gilead Sciences Inc.
as a white knight, proposing to buy
CV Therapeutics for $20 a share—to-
taling $1.4 billion—compared with
Astellas’s offer of $16 a share. CV’s
board approved the deal and recom-

mended shareholders tender their
shares to California-based Gilead.

The Japanese pharmaceutical
company decided to bow out rather
than raise its bid above $20, which
would have added at least $300 mil-
lion toits offer. Astellas said it “does
not see value for Astellas sharehold-
ers in CV Therapeutics at the price
level” proposed by Gilead.

Astellas sought talks with Califor-
nia-based CV for a friendly takeover
for some time, but was repeatedly re-
jected. It finally launched its $1.1 bil-
lion offer last month.

Robert Nardelli »

have much more to do in Canada.”

Mr. Nardelli said the U.S. Trea-
suryisindirect discussions with the
banks that hold Chrysler’s debt. He
didn’t name the banks, but said they
are all recipients of government
funds under the Troubled
Asset Relief Program.

Mr. Nardelli said using
a prepackaged bank-
ruptcy proceeding, as
some have proposed, tore-
structure Chrysler could
put many more jobs at risk
than going ahead with ad-
ditional federal loans. He
said a Chrysler bank-
ruptcy could put more
auto parts makers at risk
and, in turn, put more pres-
sure on banks.

“If we go out of business, and the
domino tips, the banks will be back
at the window, because there is alot
of debt invested in the auto indus-
try,” he said.

Mr. Nardelli said he and other
Chrysler executives have been meet-
ing and sharing information with
members of an automotive task
force assembled by President
Barack Obama to study requests for
more loans by Chrysler and rival
General Motors Corp.

In meeting with Chrysler execu-
tives, task-force members have
asked whether Chrysler is viable
without an alliance partner, Mr.
Nardelli wrote in an email to employ-
ees dated Monday. “Our answer is
absolutely yes,” he said.

Chrysler has separately asked
for more than $6 billion in loans
from a Department of Energy pro-
gram designed to underwrite devel-
opment of fuel-efficient vehicles.

Europe’s biotech sector

seeks EU help with funds

BY RACHAEL GORMLEY

LONDON —A major funding short-
fall is putting one in five of Europe’s
small biopharmaceutical companies
at risk of bankruptcy by the end of
2009, a study reported Monday.

The majority of these small compa-
nies have only enough funding to last
another 18 months or less, and the po-
tential sector-wide bankruptcy could
cost 20,000 jobs in the industry along
with years of medical and technologi-
cal innovation.

According to the study by French
research group Alcimed, conducted
on behalf of the European Biopharma-
ceutical Enterprises, or EBE, more
than half of Europe’s small biopharma-
ceutical companies already feel under
threat.

According to the EBE, the health-
care biotechnology sector needs at
least €2 billion ($ billion) per year in
Europe alone from private or govern-
mental funding to maintain current

levels of innovation, and the EBE has
begun talks with the European Com-
mission over support for the sector.

Biotech companies are an impor-
tant source of new drugs, often licens-
ing their products to big pharmaceuti-
cal companies once they pass early
stages of clinical trials.

They have always faced difficul-
ties raising cash, but the recent finan-
cial crisis has made that task even
harder. Opportunities for public offer-
ings have dried up, and venture capi-
talists are scaling back their invest-
ments in the biotech sector.

Most at risk is the health-care bio-
tech sector, as lengthy product devel-
opment timelines of as long as 12
years before companies reach some-
thing close to marketable product is
off-putting to potential investors.

Emmanuel Chantelot, executive di-
rector at EBE, said the funding crisis
“could get a lot worse into next year”
if the liquidity gap isn’t filled—and
fast.

Carrefour brings in Bouchut
to be retailer’s finance chief

BY RUTH BENDER

PARIS—French retailer Carre-
four SA said Monday that Pierre Bou-
chut, the former chief executive of ri-
val Casino Guichard-Perrachon &
Cie., will become its new chief finan-
cial officer.

Mr. Bouchut is currently the fi-
nance chief of French electrical-
equipment maker Schneider Elec-
tric SA and will take up his new role
as Carrefour’s chief financial officer
and member of the executive com-
mittee in early May, the retailer
said. Mr. Bouchut has extensive ex-
perienceinretailing. He served as fi-
nance chief and then CEO at Casino
from 1990 before joining Schneider
Electric in 2005.

Carrefour began its executive
overhaul in November by appoint-
ing former Nestlé SA executive Lars
Olofsson as new CEO. Mr. Olofsson,
who took over from José Luis Duran

in January, last week said he will
make France his top priority in his
quest to help the retailer recover
from two profit warnings in 2008.
Carrefour posted stalling operating
profit for 2008, despite rising sales,
particularly in mature markets.

Many analysts have said Casino
is better positioned than Carrefour
in the current economic downturn,
thanks to its many convenience and
discount stores. Carrefour’s smaller
rival earlier this month posted a
7.3% rise in 2008 earnings before in-
terest and taxes as its discount and
convenience stores and private-la-
bel products helped it defy the eco-
nomic downturn.

Carrefour said its outgoing fi-
nance chief, Eric Reiss, was ap-
pointed director of the Carrefour hy-
permarket business unit in Brazil,
also taking effect in early May. In a
separate statement, Schneider Elec-
tric said it will name a new chief fi-
nancial officer soon.

Fortune taps Cadbury executive
to head Beam spirits business

By DAvID KESMODEL
AND JOANN S. LUBLIN

Fortune Brands Inc. tapped Mat-
thew J. Shattock, a former executive
with global confectionary giant Cad-
bury PLC, to run its spirits unit, as
the company seeks to boost interna-
tional growth of such brands as Jim
Beam bourbon and Sauza tequila.

Mr. Shattock succeeds Tom
Flocco as chief executive of Beam Glo-
bal Spirits & Wine Inc. Mr. Flocco re-
signed last autumn after nearly five
years at the helm.

The 46-year-old Mr. Shattock,
whose appointment is effective April
22, most recently served as president
of the Britain, Ireland, Middle East
and Africa region for Cadbury. The
U.K. native joined Cadbury in 2003.

“Matt is a proven leader with a
strong record of driving growth and
building powerful brands,” Bruce Car-
bonari, CEO of Fortune Brands, said

in a prepared statement.

Beam derives about half of its
business from outside the U.S., and
wanted an executive with an exten-
sive international background, a per-
son familiar with the situation said.

AFortune Brands spokesman said
Mr. Shattock was unavailable for an
interview Monday.

The spirits unit is critical to the
success of Fortune Brands, especially
as its home and hardware unit strug-
gles amid the U.S. housing slump.
The company’s other major division,
golf, is also exposed to declines in
travel spending in the global eco-
nomic downturn. Last year, Fortune
Brands said net sales slid 11% to $7.61
billion. About 57% of the Deerfield,
I11., company’s operating income, be-
fore charges, comes fromits distilled-
spirits segment.

Recruiters Heidrick & Struggles
International Inc. handled the spirits
unit search for Fortune Brands.
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Funding dries up for biotechnology start-ups

Bankruptcies rise
for drug incubators;
‘it was a rotten time’

By KEITH J. WINSTEIN

Big pharmaceutical companies
have spent billions of dollars to buy
other drug giants lately, leaving be-
hind small biotech companies that
can no longer find investors.

The biotech industry had thrived
as a drug incubator for big pharma
companies, which poured money into
acquisitions and partnerships to
build up their biotech-drug product
line. Some of that is still happening,
but most sources of investment fund-
ing have dried up in recent months.

Since November, 10 biotechs have
declared bankruptcy, says Ellen
Dadisman, a spokeswoman for the
Biotechnology Industry Organiza-
tion. Meanwhile, 120 of the 360 pub-
licly traded biotechs have less than
six months of cash left, compared
with just 12 companies in that posi-
tion a year ago, according to Burrill &
Co., a venture-capital concern in San

Francisco that follows the industry.
Last week, Altus Pharmaceuti-
cals Inc., based outside Boston, said
its auditors doubt it can make it
through the year without additional
cash. To save money, the company
has canceled development work on a
potential drug for cystic fibrosis.
Isolagen Inc. has positive data on
its experimental skin treatment and
has filed for U.S. Food and Drug Ad-
ministration approval. But the Exton,
Pa., company says it has only three
weeks of cash left before it will need
to cease operations or file for bank-
ruptcy protection.
G. Steven Burrill, who heads Burr-
ill & Co., says, “We’ll lose 100” of the
publicly traded biotechs this year as
companies fail or get taken over.
The Biotechnology Industry Orga-
nization is asking the U.S. Congress
to provide government matches for
private investment in start-ups. Un-
der the proposal, the National Insti-
tutes of Health would match invest-
ments by disease-focused charities
such as the Cystic Fibrosis Founda-
tion, which has invested more than
$300 million in biotech start-ups.
The industry has long had a close
relationship with failure. Last year
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was the first ever in which the bio-
tech industry as a whole earned a
profit, though its giants—including
Genentech Inc., Amgen Inc. and
Gilead Sciences Inc.—continue to
produce solid profits even now.

The smaller biotech companies
are typically in the development
stage, meaning they don’t yet have a
product on the market, are losing
money and are dependent on inves-

tors for their operating cash. Even in
the best times, betting on such un-
tried companies would be risky. But,
with the global economic downturn
hammering stocks and bonds, even
their formerly risk-tolerant backers
have becomeless willing to pony up—
and asking for more if they do.

“If you had to give up 50% of your
company for five or 10 or $20 million
a year ago, you probably have to give
up 90% today to get the same amount
of money,” Mr. Burrill says.

Without fresh money, dreams are
scaled back. Targanta Therapeutics
Corp. of Cambridge, Mass., which is
working on an antibiotic, laid off
about 75% of its staff in December
and sold itself to Medicines Co. in Feb-
ruary after the Food and Drug Admin-
istration asked for another clinical
trial to prove its drug.

Akesis Pharmaceuticals Inc. of La
Jolla, Calif., also filed for bankruptcy
liquidation in January after early tri-
als found safety problems with the
company’s diabetes drug.

Not everyone is pessimistic. “This
kind of crisis mentality is a matter of
degree in the area we work in,” says
Noubar Afeyan, chief executive of Bos-
ton-based Flagship Ventures.

But he agrees that many biotechs
are in trouble. One problem is that in
biotech, even blue-ribbon scientific
credentials are no guarantee of busi-
ness success.

Helicos BioSciences Corp., Cam-
bridge, Mass., went public in 2007,
backed by a slate of advisers includ-
ing Steven Chu, the Nobel laureate
who is the new U.S. energy secretary,
and George Church, a prominent Har-
vard University geneticist

But the $1 million DNA reader Heli-
cos developed, which could enable re-
searchers to produce custom-tai-
lored cancer treatments, has faced
tough competition from DNA readers
made by Swiss drug giant Roche Hold-
ing AG and Illumina Inc., a San Diego
company that makes biology tools.

Helicos has yet to book a sale, and
it nearly ran out of cash last year,
eventually raising money in a new
round of investment from its venture
capitalists that diluted the holdings
of existing shareholders.

“It was a rotten time to try to go
out and raise money,” says Stephen
Lombardi, Helicos’s president. “We
felt blessed that we were able to pull
off what we did.” —Thomas Gryta

contributed to this article.
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GLOBAL BUSINESS BRIEFS

HCL lands U.S. contract

Outsourcing deal
signals Indian firms
can win new clients

By NIRAJ SHETH

NEW DELHI—HCL Technolo-
gies Ltd. has signed a $350 million
outsourcing contract with Read-
er’s Digest Association Inc. of the
U.S., the Indian tech company said.

The deal announced Monday,
one of the largest in recent months
by an Indian outsourcer, comes at a
critical time for the industry, which
is struggling to improve its reputa-
tion after the Satyam Computer
Services Ltd. fraud scandal. It also
signals a growing trend by Indian
technology companies to move
away from their dependence on
banking and financial institutions
as they scramble for new business
amid an economic slowdown.

“The recession has not been
good for anybody,” says R.
Srikrishna, senior vice president
for HCL’s North American opera-
tions. The deal “is very good for the
morale of the company and of our
employees,” he added.

The seven-year contract puts
HCL, among India’s top five out-
sourcers by annual sales, in charge
of developing applications, main-
taining networks and servers and
helping the Pleasantville, N.Y., me-
dia company expand into digital
media, for example, by sending its

Top 5

Biggest Indian outsourcers by revenue for 2008, in billions of dollars

Tata Consultancy Infosys Wipro HCL Satyam
Services Technologies Technologies  Computer
Servicest

“*QOver a 12-month period ending 2008 except for Satyam, its revenue figure was based on its fiscal year
ended Sept. 30, 2008. **Does not include deal with Reader's Digest tBased on Satyam Computer
Services’ overstated financial filings and therefore unreliable

Source: the companies

articles to mobile phones.

“This engagement will bring in
cost reductions, process efficien-
cies and improvement in service lev-
els which will enhance the role IT

plays as an enabler to our core busi-
ness,” Al Peruzza, Reader’s Digest
senior vice president for global op-
erations, IT and business redesign,
said in a statement.

BG Group nears Pure Energy deal

By LYNDAL MCFARLAND

MELBOURNE, Australia—BG
Group PLC moved a step closer to
sealing a 1.03 billion Australian dollar
(US$677.7 million) deal to buy Austra-
lian coal seam gas player Pure En-
ergy Resources Ltd. after rival bidder
Arrow Energy Ltd. let its offer lapse.

While Arrow didn’t say what it
plans to do with its 20.3% stake in
the group, analysts expect the Aus-
tralian firm—which is backed by

Royal Dutch Shell PLC—to sell its
stake into BG’s offer. Arrow wasn’t
available for comment.

The developments follow a pro-
tracted fight for Brisbane-based Pure
Energy and come as energy firms
look to lock in coal seam gas reserves
to feed their planned liquified natural
gas plants in Australia’s Queensland
state, which will meet energy de-
mand from Asia. Up to five LNG pro-
cessing plants are slated for construc-
tion in the port town of Gladstone.
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Deutsche Lufthansa AG

Some ground personnel
to work fewer hours

Deutsche Lufthansa AG said it
will introduce short-time work for
its ground personnel in light of de-
clining passenger figures. The mea-
sure will affect about 1,000 employ-
ees, mainly in the area of passen-
ger support, at different sites, the
company said. It added that work-
ers at the airline’s main German
hubs in Frankfurt and Munich
won’t be affected. Details of the
move will be discussed in the com-
ing weeks, Lufthansa said. Short-
time work is a German program de-
signed to avoid job cuts, under
which the state compensates em-
ployees for hours they didn’t work.
Separately, low-budget Irish air-
line Ryanair Holdings PLC said it
will trim aircraft based at Dublin
Airport during the summer to 17
from 18, having already cut the fig-
ure from 22 last month.

Linde AG

German industrial-gases and
engineering company Linde AG
shelved its 2010 goals and de-
clined to give a concrete outlook
for this year, saying it is facing
“the most uncertain demand envi-
ronment in decades.” The Munich-
based company said it won’t be
able to achieveits 2010 targets of a
return on capital employed of 13%
and an operating profit of at least
€3 billion, or roughly $3.85 billion.
“It still looks possible from to-
day’s standpoint that group sales
and earnings will be slightly
higher than, or at the same level
as, in 2008,” Chief Executive Wolf-
gang Reitzle said about this year.
Linde said it will accelerate a pro-
gram aimed at increasing produc-
tivity by cutting gross costs by
€650 million to €800 million over
the coming four years.

Toyota Motor Corp.

Toyota Motor Corp. said Mon-
day it will halt production at its
plant in Russia for six days start-
ing March 30 amid slowing sales in
the emerging auto market because
of the economic slump. The plant
will suspend operations between
March 30 and April 3 and also
April 6, a company spokesman
said. Employees at the plant will
get two-thirds of their salaries dur-
ing the suspended days and pro-
duction is scheduled to return to
normal on April 7, the spokesman
said. Toyota’s sales in Russia are
falling with its December tally to-
taling about 15,000 vehicles, down
25% from about 20,000 vehicles
that it sold in August.

British Airways PLC

British Airways PLC said it has
filed further information to the
U.S. Department of Transporta-
tionregarding its antitrust-immu-
nity application for BA’s Oneworld
Alliance with other carriers. BA,
AMR Corp.’s American Airlines,
Iberia Lineas Aéreas de Espaiia
SA, Finnair Oyj and Royal Jorda-
nian filed their response March 13
after the DOT in mid-December re-
quested more information. Anti-
trust- immunity status would by-
pass monopoly laws in the U.S., al-
lowing the airlines to work to-
gether on scheduling and pricing.
The planned tie-up would also be a
revenue-sharing deal. BA has said
it hopes to secure approval by Oc-
tober. The airline said it could
reap benefits from the coopera-
tion by next year if the plan wins
approval.

Brixton PLC

Pummeled by the downturn in
the U.K.’s property market, indus-
trial-real-estate investment trust
Brixton PLC swung to a massive
lossin 2008 and said it is still evalu-
ating options to strengthen its bal-
ance sheet, although it stressed
that it remained compliant with its
covenants. The company posted a
loss of £767.7 million ($1.07 bil-
lion) from a £59.8 million net
profit in 2007, hit by a £673.4 mil-
lion deficit on property-portfolio
revaluation and a £138.3 million
deficit on valuations of derivative
financial instruments. Empty-
propertyrates and valuations defi-
cits pushed the company’s net as-
set value to £290 million from
£545 millionin 2007. The figure ex-
cludes deferred taxes on revalua-
tion surpluses and fair value of de-
rivative financial instruments.

Intesa Sanpaolo SpA

Banca IMI, the investment-
banking division of Italian bank In-
tesa Sanpaolo SpA, said net profit
rose 39% to €293.4 million ($378.9
million) in 2008 from a year ear-
lier. The bank’s profit highlights
therelative resilience of some Ital-
ian banks as the financial crisis
saps the rest of Europe’s banking
sector. Monday, IMI reported a
2008 operating profit of €476.8
million, an increase of 52% from
2007. The bank’s core Tier 1 ra-
tio—a measurement of a bank’s
capital against its risky assets—
stood at 11% at the end of 2008,
well above the 6% ratio that ana-
lysts regard as healthy. IMI, which
didn’t break out fourth-quarter re-
sults, saw operating costs fall 17%,
to €250.1 million.

Bulgari SpA

Italian luxury jeweler Bulgari
SpA said Monday that Chief Finan-
cial Officer Alberto Nathansohn
will leave the company “to seize
new professional opportunities,”
which allows the company to trim
costs. In a statement, the Rome-
based group said Mr. Nathansohn’s
responsibilities will be handed over
to Flavia Spena, who also will con-
tinue her duties as vice president of
corporate human resources, organi-
zation and information technology.
The group, said the role of chief fi-
nancial officer and human re-
sources vice president were com-
bined, in light of recent cost-cut-
ting plans to “face the difficult mac-
roeconomic environment, and to
achieve a greater efficiency.” Last
week, the group unveiled a steeper-
than-expected 89% drop in fourth-
quarter net profit.

Coca-Cola Co.

Chinese regulators are in the sec-
ond stage of their review of Coca-
Cola Co.’s plan to acquire beverage
maker China Huiyuan Juice Group
Ltd. for $2.4 billion, examining how
the deal will affect rivals in the mar-
ket, among other matters, Com-
merce Ministry spokesman Yao Jian
said. The ministry has until Friday to
rule on the takeover, although the
law allows the deadline to be ex-
tended. Mr. Yao didn’t say whether
the Chinese government would ex-
tend the deadline. The deal has
aroused opposition within China
amid concerns Coca-Cola could gain
a monopoly in the Chinese market.
Foreign investors are awaiting the
ruling to see how far Beijing will wel-
come foreign investments.

—Compiled from staff
and wire service reports.
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Netanyahu nears coalition agreement

Controversial nationalist Lieberman would be foreign minister; talks continue with ultra-Orthodox parties

BY CHARLES LEVINSON

JERUSALEM—The leader of a
controversial nationalist political
party in Israel, Avigdor Lieberman,
agreed to join Prime Minister-desig-
nate Benjamin Netanyahu’s govern-
ment in exchange for the post of for-
eign minister and a handful of other
influential cabinet seats.

The deal was concluded Monday
morning, according to representa-
tives of both Mr. Lieberman’s Yis-
rael Beitenu party and Mr. Netan-
yahu’s Likud. It is a critical step for
Mr. Netanyahu toward forming a
governing coalition.

Mr. Lieberman’s party, which
placed third in February’s parliamen-
tary election, advocated a more
hawkish approach to the Palestin-
ians and won over hard-line voters
with a platform calling for Israeli citi-
zens to take a loyalty oath in ex-
change for basic rights. Although it
stressed that the oath would apply
to all Israelis, the campaign ads sin-
gled out Israeli Arab citizens.

Mr. Lieberman has also advo-
cated redrawing Israel’s borders in
order to transfer Israeli Arabs to Pal-
estinian control. His 14-page agree-
ment with Mr. Netanyahu, shown to
The Wall Street Journal by an aide
to Mr. Lieberman, made no mention
of peace talks with the Palestinians.

But Mr. Lieberman also has the
reputation of a pragmatist who em-
bodies many of the contradictions
in Israeli politics. Those who know
Mr. Lieberman say the hawkish im-
age he crafted for himself during the
campaign is only part of the story;
they say his hard-line platform accu-
rately reflected the country’s politi-
cal mood.

Despite his hard-line image, Mr.
Lieberman could turn out to be one
of the most flexible members of the

Associated Press

Prime Minister-designate Benjamin Netanyahu, center, arrives Monday at the Knesset, Israel’s parliament, in Jerusalem.

government on the peace process:
He has in the past backed a two-
state solution. Opponents, however,
say his stance is a gambit to push Is-
raeli Arabs out of Israel and into a
new Palestinian state.

Mr. Netanyahu has said that
though he doesn’t support a Pales-
tinian state, he will continue politi-
cal talks with the Palestinians. He ad-
vocates a so-called economic peace
process, which seeks to lay the
groundwork for peace by improving
Palestinians’ economic fortunes.

A U.S. State Department repre-

sentative declined to comment on
the potential composition of the Is-
raeli government. Robert Wood,
deputy spokesman for the depart-
ment, told reporters he wouldn’t
speculate on the new government’s
likely actions, but added: “Certainly
we have made the point over and
over again, to the Israeli govern-
ment ... that we, the United States,
support a two-state solution.”
Edward Walker, U.S. assistant
secretary of state for the Middle
Eastin 1999 to 2001, said a hard-line
government would “put an end, at
least for the time being, to a two-

state solution.” He said American
diplomats would have to reinforce
contacts with countries such as
Egypt and Syria, while engaging
with a cabinet including Mr. Lieber-
man “and then see where it takes us.

“There’s always the possibility
that Netanyahu could be the person
who brought peace to Israel and
Syria. It’s not beyond the imagina-
tion,” he said. Surprises in the peace
process have often come under
right-wing Israeli leaders.

Mr. Netanyahu and Likud, which
won 27 seats in the election, are still
short of the 61-seat majority needed

to rule in the 120-seat parliament,
but aides said he is close to deals
with a handful of smaller, mostly ul-
tra-Orthodox Jewish parties.

He is also still, according to Is-
raeli media reports, urging Tzipi
Livni—the Kadimaleader whose cen-
trist party won the most seats, 28, in
February’s elections but who failed
to muster enough support from
other parties to lead a government
herself—to join a national unity gov-
ernment. A government that in-
cluded the more moderate Ms. Livni
would help Mr. Netanyahu parry U.S.
pressure to make politically difficult
concessions to the Palestinians.

Ms. Livni, who disagrees with Mr.
Netanyahu over the establishment of
aPalestinian state, on Monday reiter-
ated her refusal to join Mr. Netan-
yahu’s government unless he moder-
ates his stance on that issue.

As foreign minister, Mr. Lieber-
man would be the public face of Is-
rael abroad, which has stirred con-
troversy here among some Israelis
who consider him a racist because
of his stance on Israeli Arabs. He is
also currently under investigation
by Israeli authorities on corruption
allegations.

“I suggest you wait and judge
him by his actions,” said Mr. Lieber-
man’s spokeswoman, Irena Etinger,
in response to questions about such
criticism.

Palestinians say Mr. Lieberman
supports a Palestinian state only be-
cause he sees that as the best hope
of ridding Israel of its Arab popula-
tion. Western diplomats have ex-
pressed reservations about the re-
ception Mr. Liebermanislikely tore-
ceive in Western capitals, where
there is deep skepticism about poli-
cies perceived as racist.

—Joshua Mitnick in Tel Aviv and
Louise Radnofsky in Washington
contributed to this article.

Khatami said to end Iranian bid

BY FARNAZ FASSIHI

BEIRUT, Lebanon—In a surprise
move, Mohammad Khatami, former
Iranian president and the reform-
ers’ top candidate for Iran’s June
presidential election, will withdraw
from the race, close aides said.

His dropout could hamper re-
formists’ efforts to stop President
Mahmoud Ahmadinejad from being
re-elected for another four-year
term. Mr. Khatami was widely re-
garded as the most popular choice
because Iranians associate his ten-
ure, from 1997-2005, with a better
economy and more social freedom.

The decision to step aside was
prompted after Mr. Khatami met Mon-
day with rival Mir Hossein Mousavi,
according to Mr. Khatami’s top aides.
Mr. Mousavi, a former prime minister
who has been on the sidelines of poli-
tics for the past two decades, said he
didn’t plan to honor the reform
camp’s “three general” strategy and
would stick out the race until the end.

Reformers had said earlier that
they would put forth their three gen-
erals—Mr. Khatami, Mr. Mousavi
and cleric Mehdi Kahroubi—to
gauge the public’s mood. Then by
May, the final month of campaign-
ing, two of the three would withdraw
their candidacy in favor of unifying
behind the strongest candidate.

Mr. Khatami’s candidacy was set
back by Mr. Mousavi’s decision to
stay the course.

“Mr. Khatamiis alittle hurt, but he
strongly feels that it’s in the best inter-
est of the country that the votes are
not split,” said Mohammad Ali Najafi,
the director of Mr. Khatami’s cam-
paign strategy. “He does not want peo-
ple to think he is after power.”

Mr. Khatami hasn’t officially an-
nounced his withdrawal, and there
is still a slim chance he might be per-
suaded to change his mind, accord-
ing to people in his campaign. He
has called for a public meeting with
his supporters in Tehran on Wednes-
day, at which he will disclose his fi-
nal decision.

From the onset, Mr. Khatami’s
candidacy for the presidential race
was controversial and subject to ex-
aggerated praise and scrutiny. His
supporters called him Iran’s lone
savior from the hard-line policies of
Mr. Ahmadinejad, which have cre-
ated economic hardship at home
and standoffs abroad.

The social-networking site Face-
book carries more than 40 fan pages
for Mr. Khatami, drawing supporters
from all corners of the globe, from
Tehran to Toronto. One group bor-
rows a line from U.S. President
Barack Obama’s campaign: “Khatami
for President, Yes We Can.” Another

states, “A vote for Khatami is a vote
for Iran’s reputation.”

Mr. Khatami’s opponents, who
fall into two categories, maintain he
would be the wrong man for the job.
Some disillusioned reformers com-
plained that Mr. Khatami is too weak
tobring about real change. The hard-
liners loyal to Mr. Ahmadinejad
vowed to fight him and openly ac-
cused him of being the enemy of Is-
lam and the revolution.

Now, the reform camp is faced
with the pressing question of how it
will reorganize itself to win the elec-
tion without Mr. Khatami’s reach
and charm.

Some reformist insiders said that
Mr. Kahroubi, who is popular with the
masses, also will drop out, leaving Mr.
Mousavi to carry the reformer vote.
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Former Iranian President Mohammad Khatami was the most popular reformist
presidential candidate before his decision Monday to exit the race.

South Korean firms cut work in North

ASSOCIATED PRESS

SEOUL—South Korean compa-
nies began suspending operations
Monday at factories in North Korea
as Pyongyang blocked trucks haul-
ing raw materials to their joint indus-
trial zone, undermining a key recon-
ciliation project between the sides.

Atleast 10 firms have halted oper-

ations in the wake of two recent bor-
der shutdowns by the North, and
many more will be forced to do so
within a week if restrictions aren’t
eased. After shutting down the bor-
der Friday and stranding more than
700 South Koreans all weekend,
North Korea allowed them to return
home Monday, Unification Ministry

spokeswoman Lee Jong-joo said.

North Korea has provided no offi-
cial explanation for the closures.
Pyongyang has been engaged in a
war of words with South Korea since
President Lee Myung-bak took of-
fice a year ago vowing to hold the
North accountable for its disarma-
ment pledges.
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Appointees stretched thin

Ambitious agenda
exposes strains
among Obama staff

By NEIL KING JR.
AND STEPHEN POWER

WASHINGTON—U.S. President
Barack Obama has filled nearly twice
as many government posts as the pre-
vious two presidents did at this
point in their first terms. The prob-
lem is, the current administration
has so much more on its plate that it
needs more key people in place to
advance its ambitious agenda.

With just 43 confirmed aides
seeded among dozens of depart-
ments and agencies, the administra-
tion in eight weeks has scrambled to
wrestle with two wars and multiple
economic crises while pushing
ahead on a huge fiscal-rescue plan.
Obama aides are also crafting sweep-
ing changes to the country’s energy
sector, education and health-care
systems, and tax policies.

But even supporters are begin-
ning to grumble that the administra-
tion may now have more balls in the
air than hands to catch them.
Strains are beginning to show as
agencies regroup to spend the sums
pushed their way via the $787 bil-
lion stimulus bill while also racing
to formulate crucial policies unre-
lated to the economic crisis.

With a secretary of commerce
yet to be confirmed, that agency is
leaning on career employees to
help develop a plan for doling out
some $4.7 billion of stimulus
grants and revive the troubled digi-
tal-television coupon program.
Lawmakers and businesses are
clamoring for guidance from the
departments of Interior and En-
ergy on billions of dollars in renew-
able-energy grants and the rules
for offshore energy development.

The administration faces a range
of international challenges and two
pivotal summits—the Group of 20
and NATO—lacking most of its top
roster of diplomats, including key
State Department officials for eco-
nomics, European affairs and arms
control, all of whom are either
caught up in prolonged vetting or
awaiting Senate confirmation.

Senate Banking Committee
Chairman Chris Dodd (D., Conn.), an
Obama ally, said at a hearing earlier
this month that he found it “deeply
troubling” that the Treasury Depart-
ment was too short-staffed to send
anyone to explain its rescue plans
for insurance giant American Inter-
national Group Inc. Treasury Secre-
tary Timothy Geithner remains his
department’s sole confirmed offi-
cial, even asit haspushed aheadona
vast array of prescriptions for the
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Kathleen Sebelius, left, picked to lead Health and Human Services, isn’t confirmed.
The top slots in the State Department of Hillary Clinton, right, are still vacant.

country’s housing, banking, insur-
ance and auto industries.

And despite the administration’s
bold plans on the energy front, Sen-
ate Energy Committee Chairman
Jeff Bingaman said he still has no
clear “indication that they have a
blueprint that they want Congress
to pursue.”

White House officials dismiss
the notion that the administration
is stretched too thin, saying that
Mr. Obama has moved ahead
briskly on the hiring front despite
some setbacks, and that key deci-
sions haven’t been delayed. “We
are moving ahead in quiet and ag-
gressive fashion on a whole array
ofissues,” said White House spokes-
man Bill Burton. “When it comes to
staffing, we are remarkably ahead
of where previous administrations
were at this point.”

According to the White House’s
tabulation, Mr. Obama by the end of
February had inserted 512 staffers
scattered throughout government,
compared with 288 for the Bush ad-
ministration and 286 under Presi-
dent Bill Clinton. What’s different is
the workload. Mr. Bush faced no war
and no global financial crisis when
he arrived in the White House. His
administration also started out
slowly by comparison on the policy
front. Mr. Bush signed his hallmark
tax-cut bill more than four months
into his presidency.

“There’s no question that [the
Obama administration is] on course
in terms of filling out the govern-
ment,” said Terry Sullivan, an expert

on presidential transitions who
teaches political science at the Univer-
sity of North Carolina at Chapel Hill.
“But no one since Roosevelt has had
to deal with a similar level of crises
the minute they walked in the door.”

Mr. Obama has strewn hundreds
of handpicked staffers throughout
key agencies, from Health and Hu-
man Services to the Treasury. But an
unusually high number of them are
designated as counselors or advisers,
limiting their policy clout and keep-
ing them largely out of the public eye.

The sprawling HHS, with 64,000
employees and a budget of more
than $700 billion, now has 26 staff-
ers put in place by Obama, but no
confirmed officials in top jobs. Kan-
sas Gov. Kathleen Sebelius was nomi-
nated last month as HHS secretary,
but Senate finance committee staff-
ers say her confirmation paperwork
hasyet to arrive. HHS officials insist
they are steaming ahead on the
strength of career staff and strong
White House guidance.

On March 6 the agency disbursed
to the states $3 billion of new Medic-
aid funding, the first chunk of $135
billion that will flow through HHS
from the stimulus bill.

With most of her department’s
top slots still vacant, Secretary of
State Hillary Clinton is now relying
largely on a squad of special high-
level advisers to push ahead on chal-
lenges in Afghanistan and Pakistan,
Iran and the Middle East.

—Amy Schatz
and Laura Meckler
contributed to this article.

Decline in U.S. production
is smallest in four months

By KELLY EVANS

The beleaguered U.S. manufac-
turing sector saw a bit of relief last
month as production fell by the
smallest amount since November,
the latest hint of stabilization in the
battered economy.

“It is probably still too early to
say the U.S. manufacturing sector is
approaching the bottom,” said Nari-
man Behravesh, chief economist at
IHS Global Insight, but “this is a po-
tentially good sign.”

Production at factories, utilities
and mines fell 1.4% in February from
the previous month, the Federal Re-
serve said Monday, the smallest drop
in four months. Manufacturing

dipped 0.7%, largely because of a re-
bound in auto production, while min-
ing output posted a similar drop. Util-
ity output fell sharply as unseason-
ably warm weather last month led to
less use of electricity and natural gas;
without that factor, production over-
all would have looked even firmer.

Last week brought a few other
hopeful signs: Retail sales were bet-
ter than expected, and the stock mar-
ket gave its best performance since
November.

Still, as businesses adjust, the
flow of layoffs continues, and the
U.S. unemployment rate—currently
8.1%—is expected to hit double dig-
its even if growth turns positive
later this year.

CAPITAL JOURNAL = GeraLD F. SE1s

U.S’s education chief knows
stars are aligned for real change

.S. TREASURY Secretary

Timothy Geithner may be
the Obama cabinet member fac-
ing the biggest crisis—the eco-
nomic one—but Education Secre-
tary Arne Duncan may be the
one holding the biggest opportu-
nity in his hands.

It is this: He inherits the best
chance in a generation to really
shake up an American education
system that is uneven and under-
performing. And he knows it.

“I see this as an extraordinary
opportunity,” Mr. Duncan says in
an interview. “We have a couple
of things going in our direction
that create what I call the per-
fect storm for reform.”

If the economy ever heals,
and if Afghanistan doesn’t blow
up, this quest to change the way
Americans educate their kids
may emerge as one of the big-
gest dramas of the Obama term.
Here are the components of that
perfect storm for change that
Mr. Duncan describes:

There’s virtually a national
consensus—one that certainly
includes business leaders pant-
ing for a better-prepared work
force—that America’s ossified
education system needs a big
shake-up. Moreover, a bipartisan
trail toward real change was
blazed by the Bush administra-
tion (which gets too little credit
for doing so).

Mr. Duncan himself is an out-
side-Washington character with
a track record of challenging the
status quo in Chicago. He also
works for a president who is his
friend and who at least appears
willing to break some china in
this area. And it may be that
only a Democratic president has
the credibility to gore the ox of
some traditional Democratic con-
stituencies—teachers’ unions
and big-city education bureaucra-
cies—that have stood in the way
in the past.

But none of those factors is
Mr. Duncan’s real ace in the hole.
“What’s different,” he says, “is,
guess what? We have a little
money to play with.”

Actually, Mr. Duncan has a lot
of money to play with, and his
voice virtually trembles with ex-
citement when he talks about it.
The economic-stimulus bill con-
tains roughly $100 billion for edu-
cation. “It is unprecedented re-
sources,” he says. “It virtually
doubles our budget.”

UT IT ALL together and it’s

just possible that the stars
may align for real “education re-
form,” a shop-worn phrase that
invites as much cynicism as ex-
citement.

But getting from words to
real improvements will involve
more than just spending money,
as Mr. Duncan well knows.
Above all, it will involve coax-
ing, cajoling and sometimes con-
fronting state governments, who
really have far more to do with
how education is done on the
front lines than does the federal
government.

That’s where the emerging
experiment gets intriguing. Pres-
ident Barack Obama gave a

speech last week laying out his
administration’s plans, and it
was sweeping and ambitious. He
called for merit pay for good
teachers, and he urged states
and cities to lift the caps many
have placed on the number of
charter schools they would al-
low. He explicitly endorsed a
tough standardized-testing sys-
tem used in Massachusetts
that’s popular with conserva-
tives, and he called for setting
up statewide data banks that
track how students are doing
and, by extension, how well the
teachers they have in their ca-
reers are performing.

By traditional Democratic
standards, those are fairly radi-
cal thoughts. Look closely and
you can see one common de-
nominator: Almost none of
them are things the federal gov-
ernment can snap its fingers
and do. Almost all require state
governments.

Here’s where the money
comes into play. Some may
doubt the Obama administra-
tion’s belief in market forces in
other areas, but Mr. Duncan
clearly believes those forces can
work to his benefit in pushing
change in education. He is taking
$5 billion of that stimulus money
and establishing a Race to the
Top Fund that will go to states
that show they have both a
record and a plan to push the
kinds of changes the Obama ad-
ministration seeks.

But only a “limited number”
of states will get funding, Mr.
Duncan says, and they will have
to compete to win grants. “We’re
going to work hard with states,
but they’re going to have to
work with us on reform,” he
says. “The federal government
has never had $5 billion to fund
excellence....This isn’t rhetoric.
This is billions of dollars that are
at stake.”

HILE LOTS OF attention

focuses on the controver-
sial ideas of charter schools and
merit pay for teachers, Mr. Dun-
can thinks creating those data
banks that show how individual
students are doing as they move
through school is crucially impor-
tant.

Data translate into transpar-
ency. Transparency allows admin-
istrators to track students, and
student performance can be
linked back to teacher perform-
ance, and teacher performance
can be linked back to the educa-
tion colleges that produce the
teachers in the first place.

“We’re going to tell the truth
about all of it, the good, the bad
and the ugly,” he pledges. Stu-
dents, above all, need to know
how they stack up: “We’ve got to
stop lying to kids.”

Mr. Obama’s speech contained
other elements, including spend-
ing a big chunk of that $100 bil-
lion to help students pay for col-
lege, to improve early childhood
education, as well as an impas-
sioned plea to high schoolers not
to drop out. But Arne Duncan’s
effort to lead the states into
change—well, that’s where the
money will meet the road.



