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SIGN OF DISAPPROVAL: A woman holds up a placard reading: ‘Zapatero, support the self-employed
like you support [Santander Chairman Emilio] Botin’ during a demonstration in Madrid. Page 3.
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Geithner calls
for huge shift

in oversight

By DAMIAN PALETTA

WASHINGTON—U.S. Trea-
sury Secretary Timothy Geith-
ner called on lawmakers
Thursday to enact sweeping
changes to financial-market
regulation, kicking off a pro-
cess likely to culminate in a
much stronger government
hand over markets.

The proposal, which con-
tained limited details, will
likely take months to work its
way through Congress. It was
met by questions from some
lawmakers who argued the ad-
ministration was seeking too
much power, and opposition
from some investors, espe-
cially in the hedge-fund
world.

Mr. Geithner pitched his
plan as a device to restore
market confidence and re-
strain companies whose size
or complexity could threaten
the stability of the financial
system. It would spread
power across the U.S. govern-
ment, to the Treasury, Fed-
eral Reserve, Federal Deposit
Insurance Corp. and SEC.

“I think it’s a great tragic
failure of the country that we
came into this crisis without
anything like the broad au-
thority governments need to
manage financial crises effec-
tively and protect the econ-
omy from the trauma that
comes,” he said.

The Obama administra-
tion is pushing for changesin

four areas: limiting risks that
could threaten the broader
economy, enhancing protec-
tions for investors and con-
sumers, closing gaps in regu-
latory oversight and coordi-
nating any actions globally.

In testimony in front of
the House Financial Services
Committee Thursday, Mr.
Geithner focused on mea-
sures to limit systemic risks.
That includes creating an “in-
dependent” agency to moni-
tor major institutions or pay-
ment systems whose failure
could present a destabilizing
effect on the economy. Such
oversight would encompass
hedge funds, private equity
firms, and venture capital
companies over a certain
size, which would be re-
quired to register with the Se-
curities and Exchange Com-
mission.

“Most managers have
known that registration is
coming,” says David Nelson,
manager of a small hedge
fund, DC Nelson Asset Man-
agement, which is already
registered with the SEC. The
examinations and paperwork
involved are costly, espe-
cially for smaller firms with-
out big back-office staffs,
“but this is reality, and fight-
ing it is futile,” Mr. Nelson
says.

The plan also calls for
more restrictions on the oper-
ations of money-market mu-

Please turn to page 27

Spending slowdown
will haunt oil prices

By Guy CHAZAN

LONDON—The slowdown
in investment in oil and gas
production could lop off
nearly eight million barrels a
day of future oil supply
growth, setting the stage for
another big crude price surge
in years to come, according to
a new study.

The global credit crisis
and falling oil prices have
squeezed oil companies’ fi-
nances and forced many to
cut capital spending and post-
pone projects. That could
have big implications for sup-
ply when the global recession
ends and demand for energy
recovers, the report by Cam-
bridge Energy Research Asso-
ciates says.

CERA projected last sum-

mer, before the economic cri-
sis set in, that world oil pro-
duction capacity would rise to
109 million barrels a day by
2014 from the current 94.5
million barrels a day.

It now says 7.6 million bar-
rels a day—or slightly more
than half—of that increase is
“at risk” due to project defer-
rals or cancellations.

The report says that reduc-
tion in capacity is a “poten-
tially powerful and long-last-
ing aftershock” following the
oil-price slide of 2008, when
within a few months crude fell
by more than two-thirds,
from a record high of $147 a
barrel. It’s currently trading
at around $53 a barrel.

“A price collapse of this
magnitude really registers on

Please turn to page 27
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Obama packs charm
in bid to woo Europe

BY JONATHAN WEISMAN
AND STEPHEN FIDLER

WASHINGTON — Barack
Obama, heading overseas for
the first time as president
next week, aims to use a com-
bination of summit protocol
and campaign flash to corral
support for his programs.

Facing political headwinds
but with a European public
still on his side, Mr. Obama
will attend three high-profile
international summits—the
Group of 20 meeting in Lon-
don Thursday, a North Atlan-
tic Treaty Organization meet-
ing at the end of the week, and
a European Union-U.S. sum-
mit in Prague on April 5.

But Mr. Obama also intends
to extend his reach beyond offi-
cial meetings to the European

public. He will hold a town hall-
style meeting at a sports arena
in Strasbourg, France, a senior
administration official said.
Petr Kolar, the Czech Repub-
lic’s ambassador to the U.S.,,
said the White House is look-
ing for a site in Prague for a pub-
lic speech on foreign policy.

Turkish press reports say
Mr. Obama’s visit to Istanbul af-
ter the Prague summit will in-
clude a stop at the Hagia
Sophia, a Byzantine-era
church converted to a mosque
under the Ottomans, and a
stop at the national Sultan
Ahmed Mosque.

In Istanbul, he is also ex-
pected to attend a conference
of the Alliance of Civilizations,
conference organizers said.
The group was founded as a

Please turn to page 27
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ECB eyes corporate bonds

Central bank mulls
asset purchases
on secondary market

By NINA KOEPPEN
AND JOELLEN PERRY

FRANKFURT—The European
Central Bank could start buying cor-
porate bonds in an unorthodox
move to support the euro-zone econ-
omy, policy makers said Thursday.

ECB Vice President Lucas Papa-
demos said that risk-averse banks
are denying credit to companies and
consumers, and that is contributing
to the economic downturn.

He told a conference in Brussels
that the ECB may decide to buy cor-
porate bonds on the secondary mar-
ket to help ease companies’ financ-
ing problems, and will also consider
extending the maturity of its lend-
ing to banks beyond six months. “It
may be warranted that the central
bank purchase private-sector bonds
in the secondary market,” Mr. Papa-
demos said.

His comments are the strongest
signal yet as to how the ECB could
ramp up its efforts to keep funds
flowing through clogged euro-zone
credit markets. The remarks indi-
cate that policy makers are prepared
to take more-aggressive steps.

Up to now, the ECB has concen-
trated its efforts on keeping euro-
zone banks flush with funds. But the
ECB has been criticized by private-
sector economists and businesses
for its reluctance to follow major
central banks—including the U.S.
Federal Reserve and the Bank of Eng-
land—in buying assets.

Mr. Papademos’s comments are
an indication that policy makers
now believe more drastic steps may
be needed. It remains unclear how
the ECB would finance such action.
It could buy the bonds using freshly
created money, a process known as
quantitative easing.

Figures released by the ECB
Thursday showed the extent of the

problem. Lending to businesses fell
by €4 billion ($5.4 billion) in Febru-
ary from January, the second drop
in three months, the ECB said.

The ECB has cut interest rates by
2.75 percentage points since Octo-
ber, and it is widely expected to
lower its key rate by a half point, to
1%, at its April 2 policy meeting.

Economists say rate cuts alone
won’t be enough to get euro-zone
economies going. Unlike the Fed and
the BOE, the ECB so far hasn’t in-
creased the money supply by buying
government bonds and other securi-
ties.

The ECB has been
criticized for its
reluctance to buy
assets.

Ivan Sramko, another governing-
council member and Slovakia’s cen-
tral-bank chief, said Tuesday that a de-
cision about expanded use of uncon-
ventional policy measures could come
within a month. There is a continuing
debate about amore intense use of un-
conventional policy measures, includ-
ing asset purchases, he said.

“Clearly these are just ideas at

Lucas Papademos said the

ECB may buy corporate bonds
on the secondary market. !

this stage, but it does show that the
ECB is at least considering all of its
options,” said Gary Jenkins, head of
fixed-income research at Evolution
Securities in London.

The ECB so far has shied away
from buying debt securities directly,
but European Union business groups
have called on the ECB to start buying
short-term corporate debt, known as
commercial paper, to soothe compa-
nies’ funding problems.

The ECB is prohibited by statute
from funding the governments of
the euro zone’s 16 nations by di-
rectly purchasing their debt instru-
ments, shutting it out of the option
taken by the Fed.

But the ECB could buy such gov-
ernment bonds in the secondary
markets, as the risk premiums some
countries pay on their debt have in-
creased sharply. Those countries in-
clude Ireland, Greece and Portugal,
which all have large budget deficits.

The news emerged as new data un-
derlined the dire state of Europe’s
economy. Housing starts in Spain fell
42% last year to 360,044, less than
half the peak level of 2006, when
Spain built more houses than in
France, Germany, Italy and the U.K.
combined. In the U.K., the euro-zone’s
largest export market, retail sales fell
1.9% in February from January.

—Adam Cohen in Brussels
contributed to this article.
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SEC would get bigger role
with hedge-fund oversight

BY KARA SCANNELL

WASHINGTON—The Obama ad-
ministration’s financial regulation
plan would expand the U.S. Securi-
ties and Exchange Commission’s au-
thority to include oversight of
hedge-fund advisers, private-equity
firms and venture capitalists.

The new responsibility would
land at an agency that has been grap-
pling to keep up with its current re-
sponsibilities and has been criticized
for lacking market expertise. The
SEC was publicly admonished by
Congress for missing red flags that
could have led it to the $65 billion in-
vestment fraud run by Bernard Mad-
off. Several years of budget trims
have left the SEC understaffed, com-
pared with the growth of the indus-
tries it is charged with overseeing.

The administration’s expansive
plan projects new responsibilities
for many government agencies, but
what isn’t clear is how well the cur-
rent structure can absorb them. The
administration has already sought
budget increases for some of the
agencies, including the SEC, but Con-
gress is pushing back on spending
against the prospects of a deep defi-
cit.

The expansion for the SEC would
come on top of what SEC Chairman
Mary Schapiro has already outlined
as a broad agenda. She told the
House Appropriations Committee
earlier this month that the agency
needed additional funding to accom-
plish her goals aimed at better regu-
lation—from more accountability in
the board room to better oversight
of investment advisers. Thursday,

Ms. Schapiro told the Senate Bank-
ing Committee that the agency
would need more resources to take
on additional responsibilities, in-
cluding oversight of hedge funds.
She said the commissionis consider-
ing asking Congress to require
hedge funds and their advisers to
register with the agency.

Responsibilities for hedge-fund
oversight would likely fall to the
agency’s examination group, which
has come under criticism. The Mad-
off scandal exposed structural weak-
nesses in which staff from one divi-
sion didn’t necessarily share infor-
mation with staff in other divisions.
Ms. Schapiro has pledged to shore
up weaknesses in the examination
group by focusing on better training
for examiners and by recruiting staff
with more expertise.

“The SEC’s exam program has to
be radically overhauled from the
process instituted in the mid-1990s,
which has been a failure,” said Har-
vey Pitt, a former SEC chairman.

The SEC’s staff, along with its
budget, has been flat or falling.
From 2005 to 2007 the agency lost
10% of its staff positions. The SEC’s
examination staff, which inspects
brokerage firms and investment ad-
visers, fell by 7%. The enforcement
division staffing levels fell by 10%.
At the same time the market has
grown. The number of registered in-
vestment advisers alone is about
11,000, while the SEC’s overall staff
is 3,600.

The SEC’s mandate has grown in
other ways. In 2006, Congress gave
it oversight of credit-rating firms,
but the agency received no addi-
tional funding.

CORRECTIONS & AMPLIFICATIONS

As of March 10, Roche Holding
AG needed to secure 90% of Genen-
tech Inc.’s shares outstanding
through its tender offer in order to
gain full ownership of the com-
pany without further negotiation.
Inreporting acomment from Larry
Feinberg of Oracle Partners LP, a
March 10 Marketplace article on
the transaction incorrectly said
that Roche needed 90% of Genen-
tech’s minority shareholders.

Roche and Genentech later
reached an agreement that re-
duced the threshold to a majority
of shares not already held by
Roche.

World aluminum prices are
down about 59% from their highs
last summer. A Corporate News ar-
ticle Thursday on Russia’s UC
Rusal incorrectly said they were
down 39% over that period.
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Zapatero leaves door open to more stimulus

Spanish premier says
Europe needs to track
existing fiscal efforts

By THOMAS CATAN

MADRID—Spain can launch a
fresh fiscal stimulus plan if current
measures fail to revive the economy,
Prime Minister José Luis Rodriguez
Zapatero said on Thursday, pointing
to the country’s relatively low level
of public debt.

“Spain has the capacity” for a
new fiscal boost if needed, Mr. Zap-
atero said in an interview with five
foreign newspapers. “We are going
to have a (fiscal) deficit, but we have
plenty of room on the debt.”

Mr. Zapatero said he thought Eu-
rope should wait until this summer
to see if the current round of spend-
ing measures and tax cuts has an ef-
fect. If it doesn’t, he said, Europe
should coordinate new spending
and focus it on two areas he views as
key to the region’s future: the “green
economy” and biotechnology. Mr.
Zapatero said he would use Spain’s
presidency of the European Union,
which begins in January, to press
the region to follow this agenda.

Stimulus plans adopted by Euro-
pean governments in December
“have started to have an effect, to
reach the nervous system, just this
month,” the Spanish prime minister
said. “Let’s wait at least four months
to see if the symptoms of recovery

Europe’s stimulus plans adopted in
December ‘have started to have an
effect, to reach the nervous
system,” José Luis Rodriguez
Zapatero said.

have appeared in the economy.”

If they haven’t, “we must make a
new (fiscal) effort, but a different
one,” he said. “It mustn’t be a gen-
eral new fiscal stimulus, like we
have had until now. We should have
a concerted effort in...green energy
and biotechnology.”

Spain has moved to shore up its
economy with one of Europe’s big-

Turkish local elections
are test for ruling party

BY NICHOLAS BIRCH

ISTANBUL—Turkey’s ruling
party is leading most polls ahead of
municipal elections this weekend,
setting up the Islamist-rooted AK
Party to solidify its dominance of
national politics.

Most polls suggest the AK Party
will win slightly more than the 47%
of votes it garnered in parliamen-
tary elections in 2007, maintaining
a 26-point lead over its nearest ri-
val, the secularist Republican Peo-
ple’s Party, or CHP. But strong eco-
nomic headwinds could mean some
surprises.

Meanwhile, politicians on Thurs-
day suspended their campaigns out
of respect for Muhsin Yazicioglu,
leader of the small conservative
Great Unity Party, whose helicopter
crashed in snow-covered moun-
tains of central Turkey as he re-
turned from arally, according to the
Associated Press. Thousands of res-
cue workers searched for Mr. Yazi-
cioglu and five others believed on
board. An injured passenger’s call
for help was broadcast on Turkish
TV. Ismail Gunes, a cameraman for
Turkish news agency IHA, said he
believed he was the only survivor.

Turks will vote on Sunday to fill
a variety of seats, from neighbor-
hood representatives to city coun-
cils. These local polls won’t affect
the AK Party’s grip on the nation’s
parliament. But they are being
viewed as a test of the party’s popu-
larity amid continuing tension with
Turkey’s long-dominant secular
and military establishment.

Last year, the AK Party narrowly
avoided being ruled unconstitu-
tional by the country’s judiciary. Op-
ponents have charged the party is
working against the country’s long,
modern history of secularism.

Turks will be casting their bal-
lots against the backdrop of an
economy hard hit by the global fi-
nancial crisis. Despite the ruling
party’s popularity, these eco-
nomic challenges could pose a
fresh test.

Following six years of stellar
growth since the AK Party came to
power in 2002, economists now ex-
pect Turkey’s gross domestic prod-
uct to shrink by around 3% in 2009.
Hundreds of thousands of Turks
lost their jobs last year as industrial
production slowed by a fifth, accord-
ing to figures released last month
by the Turkish Statistical Institute.

One polling group found Thurs-
day that a quarter of Turks believe
only a new party could solve Tur-
key’s problems.

Still, local AK Party contenders
head into the elections under the
banner of a group of popular na-
tional leaders. Prime Minister Recep
Tayyip Erdogan remains Turkey’s
most popular politician. He is a for-
midable orator who hails from a
poor, inner-city district of Istanbul.

The AK Party also may benefit
from widespread apathy and the
lack of a convincing alternative.

“AK Party is not returning high
votes because of its success, but be-
cause there is no opposition in this
country,” says Ozer Sencar, direc-
tor of the Ankara-based polling in-
stitute MetroPoll.

gest stimulus plans. The govern-
ment has announced tax cuts and
new spending measures valued at
€21 billion ($28.34 billion), or 2% of
gross domestic product, in 2008 and
€31 billion, or 3% of GDP, in 2009.
The Spanish government calcu-
lates that its stimulus efforts, cou-
pled with a sharp downturnintaxre-
ceipts, will result in a budget deficit

equal to 5.8% of GDP this year. How-
ever, public-sector debt is around
36% of GDP, far below the euro-zone
average.

Although Spain isn’t a member
of the Group of 20 industrialized
and developing nations, Mr. Zap-
atero lobbied for his country to have
aseat at the table at the coming sum-
mit to discuss the new global finan-

cial framework. He said he would
push for Spain’s much-praised sys-
tem of banking regulation—which
forced banks to build up big cash re-
serves—to be adopted more widely.

The Bank of Spain’s “dynamic
provisioning” system, which was in-
troduced in 2000, has been credited
with helping Spanish banks weather
the global financial turmoil thus far.
Unlike many U.S. and European
banks, Spanish banks haven’t yet
needed capital injections from the
government.

Spain’s Socialist Party leader
won a second term a year ago with
campaign promises of full employ-
ment and continued economic
growth. Since then, the country’s
building boom has ground to a halt,
pushing the economy into reces-
sion. On Thursday, the Housing Min-
istry said 2008 housing starts
plunged 42%, from 615,976 to
360,044.

Spain’s 14% unemployment rate
is the highest in the 27-nation Euro-
pean Union. The European Commis-
sion predicts it will top 19% next
year.

Mr. Zapatero said his govern-
ment would seek to boost Spain’s
lagging competitiveness throughre-
forming the education system. He
also said he wants to boost Spain’s
investment in research and develop-
ment. The prime minister dismissed
talk that he is about to reshuffle his
cabinet, saying, “I am not planning
to change the government.”

—Jonathan House
contributed to this article.
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Crisis looms in commercial real estate

Delinquency rate at 1.8%, near the peak of the last recession; parallels to U.S. savings-and-loan debacle

By LINGLING WEI

Commercial real-estate loans are
going sour at an accelerating pace,
threatening to cause tens of billions
of dollars in losses to banks already
hurt by the housing downturn.

The delinquency rate on about
$700 billion in securitized loans
backed by office buildings, hotels,
stores and other investment prop-
erty has more than doubled since Sep-
tember to 1.8% this month, according
to data provided to The Wall Street
Journal by Deutsche Bank AG. While
that is low compared with the home-
mortgage delinquency rate, it is just
short of the highest rate in the last
downturn early this decade.

Some experts say it now looks as
if the current commercial real-estate
slump will rival or even exceed the
onein the early 1990s, when bad com-
mercial-property debt played a big
role in dragging the economy into a
recession. Then, close to 1,000 U.S.
banks and savings institutions failed.
Lenders took about $48.5 billion in
charges on commercial real-estate
debt from 1990 to 1995, representing
7.9% of such debt outstanding.

Storm brewing

Delinquency rate on commercial
mortgages packaged and sold
as bonds
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Source: Deutsche Bank Securities

Since late 2007, 47 banks and sav-
ings institutions have failed, of which
adozen or so had unusually high com-
mercial-mortgage exposure. Fore-
sight Analytics estimates the U.S.
banking sector could suffer as much
as $250 billion in commercial real-es-
tate losses in this downturn. The re-
search firm projects that more than
700 banks could fail as a result of their
exposure to commercial real estate.

Commercial property may not be
hit as hard as many fear if the econ-
omy pulls out of recession more
quickly, driving up rents and occu-
pancyrates. And greater availability of
financing—a goal of the Obama admin-
istration—could lift property values.

General Growth Properties Inc.,
one of the biggest mall owners, has
been teetering on the brink of a bank-
ruptcy filing and recently failed to re-
pay maturing loans on shopping cen-
ters in Hayward, Calif., and Humble,
Texas, according to Trepp, a firm that
tracks the commercial-property debt
market. John Hancock Tower in Bos-
ton is being sold in a foreclosure auc-
tion. The problem was underscored
when Moody’s Investors Service
downgraded Bank of America Corp.
Wednesday, citing likely increases in
souring “credit cards, residential and
commercial real estate loans.” The
bank declined to comment on the
downgrade.

Commercial real-estate debt is po-
tentially more dangerous to the finan-
cial system than debt classes such as
credit cards and student loans be-

cause of its size. The Real Estate
Roundtable, a trade group, estimates
that commercial real estate in the
U.S. is valued at $6.5 trillion and fi-
nanced by about $3.1 trillion in debt.
Partly because the commercial real-
estate debt market is nearly three
times as big as in the early 1990s, po-
tential losses in dollar terms loom
larger.

According to an analysis of bank fi-
nancial reports by The Wall Street
Journal, the broad shift to real-estate
lending can be seen by comparing
commercial real-estate loans—in-
cluding both mortgages and construc-
tion loans—with banks’ so-called
Tier 1 capital, a key indicator of a
bank’s ability to absorb losses. In
1993, less than 2% of the nation’s
banks and savings institutions had
commercial real-estate exposure ex-
ceeding five times their Tier 1 capital.
By the end of 2008, that had risen to
about 12%, or about 800 financial in-
stitutions. A higher ratio means a
thinner cushion for loans that go
sour.

The Federal Reserve and the Trea-
sury are moving to adapt a funding
program to make it attractive for in-
vestors to buy debt backed by office
buildings, hotels, stores and other in-
come-producing property. The pro-
gram, called the Term Asset-Backed
Securities Loan Facility, or TALF, was
begun to finance purchases of debt
backed by consumer credit, and offi-
cials will expand its use to include
commercial-property debt.

The Fed is an institution that typi-
cally made short-term debt available.
In TALF, federal loans run three
years, already a duration Fed officials
are uncomfortable making. But even
that might not be long enough to spur
investor demand for commercial-
mortgage securities, which typically
mature over 10 years.

Real-estate industry executives
have been trying to resolve these is-
sues with Fed and Treasury officials
in meetings led by the Federal Re-
serve Bank of New York, say people fa-
miliar with the matter. The govern-
ment officials are considering extend-
ing the TALF to accommodate the

Associated Press

Boston'’s John Hancock Tower is being sold in a foreclosure auction after its owner,
Broadway Partners, defaulted when a $700 million bridge loan came duein January.

Red flag

Capital at banks and thrifts isn’t keeping pace with the growth of
commercial real-estate loans on their books.

$2.0 trillion

Total commercial
real-estate loans
outstanding®

Total Tier 1 capital
(measures the
size of a bank’s
financial cushion
against losses)

'05

*Nonfarm nonresidential properties and construction/land development loans secured by real estate

Source: Federal Deposit Insurance Corp.

needs of the commercial real-estate
industry, but no decisions have been
made. In a statement Monday, the
Treasury suggested the Fed might al-
ter the terms of its loans to investors
to make them more attractive for
long-term securities.

Jeffrey DeBoer, CEO of the Real Es-
tate Roundtable, said, “The danger is
arepeat of what happened on the resi-
dential side: A complete choking up,
foreclosure disasters and increased
stress on the banking system.”

As recently as last summer, delin-

quency rates on commercial mort-
gages were at historically low levels,
and many experts thought problems
wouldn’t be as bad in this downturn.

But owners could borrow so much
on the expectation of rising property
values and cash flows that some are
at risk now that rents and occupancy
are falling. “In just seven months,
we’ve gone from the best of times to
the worst of times,” said Richard
Parkus, head of commercial mort-
gage securities research at Deutsche
Bank.

Even some performing loans
could face trouble because of a fall in
values of the properties, making it
hard for owners to refinance when
loans come due. Currently, many
banks are agreeing to grant short-
term extensions on loans. But “that’s
just kicking the can down the street
for a while,” said William Rudin, an
owner of New York City office build-
ings. “That doesn’t solve the prob-
lem.”

Of $154.5 billion of securitized
commercial mortgages coming due
from now through 2012, about two-
thirds likely won’t qualify for refi-
nancing, Deutsche Bank predicts. Its
estimate assumes declines in com-
mercial-property values of 35% to
45% from the peak in 2007. That
would exceed the price drops in the
downturn of the early 1990s.

The bank estimates the default
rates on the $700 billion of commer-
cial-mortgage-backed securities
could hit at least 30%, and loss rates,
which figure in the amounts recov-
ered by lenders, could reach more
than 10%, the peak seen in the early
1990s.

Besides securities backed by com-
mercial real-estate loans, about
$524.5 billion of whole commercial
mortgages held by U.S. banks and
thrifts are expected to come due from
this year through 2012. Nearly 50%
wouldn’t qualify for refinancing in a
tight credit environment, as they ex-
ceed 90% of the property’s value, esti-
mates Matthew Anderson, partner at
Foresight Analytics. Today, lenders
generally won’t loan over 65% of a
commercial property’s value.

In contrast to home mortgages—
the majority of which were made by
only 10 or so giant institutions—hun-
dreds of small and regional banks
loaded up on commerecial real estate.
As of Dec. 31, more than 2,900 banks
and savings institutions had more
than 300% of their risk-based capital
in commercial real-estate loans, in-
cluding both commercial mortgages
and construction loans.

—Maurice Tamman
and Jon Hilsenrath
contributed to this article.

Decline in air-cargo traffic reaches plateau

BY DANIEL MICHAELS
AND JOHN W. MILLER

International air-cargo volume
fell in February at a similar rate as it
didin the previous two months, offer-
ing hope that a key economic indica-
tor is stabilizing, albeit at alow level.

Air-freight volume dropped
22.1% last month from a year earlier,
the International Air Transport Asso-
ciation said. While that decline is
steep, it’s comparable with a 23.2%
drop in January and a 22.6% drop in
December, signaling that the situa-
tion hasn’t worsened.

“We may have found a bottom to
the freight decline,” IATA Chief Exec-
utive Giovanni Bisignani said in a pre-
pared statement Thursday. He cau-
tioned, however, that “the magni-
tude of the drop means that it will
take time to recover.”

Air-cargo trends typically
presage shifts in passenger air traffic
and the broader economy. Air-cargo
volume, measured by freight-ton ki-
lometers shipped, began falling last

June, months before passenger vol-
ume did and the global economy
slipped into recession, IATA said.

Air-freight volume is driven by
economic activity, particularly in
high-value fields that require urgent
shipments. Manufacturers of prod-
ucts such as cars and electronics in
recent years have come to rely on air
shipments for just-in-time deliveries
of components to their factories. De-
liveries of agricultural products,
such as flowers from New Zealand
and vegetables from Kenya, have
also grown dependent on air carriers
toreach distant markets. Newer busi-
ness models, like those of trendy ap-
parel retailers Zara and Benetton,
have also tapped air shippers to
move products more quickly. Air
freight moves in dedicated cargo
planes as well as in the bottom of pas-
senger planes.

Underscoring the trend in air-
cargo volume, rates are also pick-
ing up for sea shipping. Container
shipping was hit extremely hard by
the financial crisis. Late last year,

the base rate for moving a con-
tainer from Asia to Europe dropped
toaslow as zero on some routes, in-
dustry officials have said. The ship-
per only had to pay fees, such as for
canal transit and terminal use. Con-
tainer carriers are now nudging
their rates back up to several hun-
dred dollars a box, which remains
far below precrisis levels around
$1,500 last year, analysts said.

“There are some signs of recov-
ery,” said Dirk Visser, an analyst at
Dynamar BV, a consulting firm in
Alkmaar, Netherlands.

The shifts in cargo traffic come
on top of other recent data that of-
fer hints of a floor to the global eco-
nomic crisis. The U.S. Commerce De-
partment reported Wednesday
that new-homes sales rose in Febru-
ary for the first time in seven
months and that orders for manu-
factured goods rose for the first
time since July.

IATA said the cargo trend also fits
with a slight, and unexpected, uptick
in euro-zone purchasing-managers

Slowing descent

The plunge in international air-cargo
volumes may be bottoming out.
Year-on-year change in freight
airline traffic industry growth
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indexes reported Tuesday. The tabu-
lations remain well below the level
that points to economic growth, but
offer “useful forward-looking indica-
tors for cargo,” IATA said.
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Clinique, Sony star in Web sitcom

Products are stuffed
into a Chinese show
and viewers interact

By ME1 FonG

BEIJING—Reaching  Chinese
young people, who tend to avoid Chi-
na’s staid TV fare, is a challenge for
many marketers. For Estée Lauder
and Sony, the answer was to help pro-
duce a digital sitcom.

The 40-episode online series,
called “Sufei’s Diary,” weaves product
=——————— placements for Es-

ADVERTISING  tée Lauder’s Clin-
ique cosmetics and
other products into plotlines about a
college student in Shanghai named
Sufei. The series has been a hit in
China, home to the world’s largest
population of Internet users and one
of the fastest-growing markets for
Web ads. “Sufei’s Diary” is a Chinese
twist on “Sofia’s Diary,” a Web series
that originated in Portugal in 2003
and was later adapted to plug prod-
ucts in places including Brazil and
Britain. But the Chinese version is
more overtly commercial and has
more interactive elements.

Sony Pictures Television Interna-
tional, which owns the “Sofia’s Diary”
franchise, produces the show and
marketed it to Estée Lauder, whose
Clinique brand targets women in
their 20s and 30s. At one point in the
series, Sufei goes to the Clinique
beauty counter. At other junctures,
she is seen using a Sony Vaio com-
puter and a Cybershot camera, and
she takes part in a competition spon-

sored by Chinese job-search Web site
51job.com, another sponsor.

Viewers have a hand in the plot.
They vote via blog posts and text
messages on the resolutions to dilem-
mas Sufei faces: Should she sing
karaoke with friends or go on a date
with an attractive guy? (The audi-
ence picked karaoke.)

Since its debut in December,
“Sufei’s Diary” has attracted more
than 20 million views on major Chi-
nese Web sites Sina and Youku, and
on Cernet.com, a Chinese university
broadband network. The show’s for-
mat “actively encourages people’s cre-
ativity—everyone can be the play-
wright or director,” says Dou Wanru,
executive director at Sina’s Entertain-
ment Channel.

Mark Heap, managing director at
Omnicom Media Group ad agency
PHD, which manages the Estée
Lauder account, estimates that the
show averages about 453,000 views
an episode, dwarfing the 50,000
views an episode attained by Britain’s
version, “Sophia’s Diary.”

Those numbers reflect that young
people here spend lots of time on the
Internet and relatively little watching
TV. According to Forrester Research
Inc., young adults in metropolitan
China spend 16 hours a week using
the Internet for personal purposes,
compared with 11 hours watching TV.

Part of the reason is that the Chi-
nese government’s control of TV
makes for stodgy fare like the didactic
newscasts on state broadcaster China
Central Television. “The traditional
TV demographic is a 45-plus female,
watching historical drama series,”
says Mary Chan, Sony Pictures Tele-
vision’s vice president of produc-

SONY PICTURES TELEVISION INTERNATIONAL

The Chinese Internet-only sitcom ‘Sufei’s Diary’ incorporates Estée Lauder product
placements into plotlines about a Shanghai college student.

tion, who is working to line up spon-
sors for the show’s second season.

Estée Lauder hasn’t signed on as
a second-season sponsor, but it is
pleased with the results of its first
Web series, says Mr. Heap. He says
China’s less-regulated Internet
space presents arelatively cheap op-
portunity for advertisers to experi-
ment. To replicate a “Sufei’s Diary”
on TV, sponsors would probably
have to spend at least five times as
much, he says.

In response to a questionnaire
posted on Sufei’s Web site, more
than half of the 1,500 respondents
said they were more likely to con-
sider buying Clinique products than
they had been three months earlier.

Almost half those potential custom-
ers were male, a market the brand
doesn’t typically reach through mag-
azine ads.

“Sufei’s Diary” demonstrates
how swiftly online advertising is
changing here. It “will change so
drastically that in my view, brands
in three to five years will no longer
be using banner ads on portals,”
says Magdalena Wszelaki, regional
vice president at WPP-owned inter-
active-marketing firm Agenda.

Mr. Heap says advertisers were
drawn to “Sufei’s Diary” because the
show allowed them a freer hand in
shaping plotlines.

—Sue Feng
contributed to this article.

Estée Lauder’s next CEO promises makeover

BY ELLEN BYRON

As Fabrizio Freda assumes the
helm of Estée Lauder Cos., he con-
fronts formidable challenges both
inside and outside the company.

While navigating crumbling
sales in the upscale beauty industry
and mounting woes of U.S. depart-
ment stores, Mr. Freda also is trying
to lead a cultural revolution inside
the storied beauty empire.

“We’re creating a new strategic
focus,” said Italian-born Mr. Freda,
who joined Estée Lauder a year ago
aspresident and intended successor
to current CEO William Lauder,
grandson of founder Estée Lauder.

On Thursday, the company an-
nounced the transition of roles on
July 1. Mr. Lauder, 48 years old, will
assume the role of chairman, and his
father, current chairman Leonard
Lauder, will become chairman emeri-
tus. Mr. Freda will also join the Estée
Lauder corporate board.

Estée Lauder’s 29 upscale beauty
brands, which include MAC, Clin-
ique and Bobbi Brown, have long
been encouraged to maintain a
fierce sibling rivalry. Eliminating
theinefficienciesinherent to that ri-
valryis central to the strategy of Mr.
Freda, a 23-year Procter & Gamble
Co. veteran who will be only the sec-
ond non-family member to lead the
company.

“If we do market research on
how consumers are behaving in this
economic environment, there is no
reason to do this five times with five
different brands,” he said in an inter-
view at his Manhattan office. Other
back-office functions, including pur-

chasing and technology systems,
will also be streamlined.

Another priority: lessening the
company’s dependency on faltering
U.S. department stores, which com-
prised nearly one-third of Estée
Lauder’s sales in its fiscal year
ended June 30, 2008. To do this, Mr.
Freda is accelerating an expansion
into emerging markets and across
Asia.

“We will do more research and
create more products in Asia, Eu-
rope and Brazil,” he said.

As Mr. Freda tries to reshape Es-
tée Lauder’s culture, he must also
try to get its finances back on track.
Though the beauty industry tradi-
tionally has proved resilient during
economic slowdowns, this reces-
sionis proving particularly difficult.
Last month, Estée Lauder reported
that profit for the quarter ended
Dec. 31 fell to $158 million, down
30% from the year before.

“Mr. Freda is assuming the CEO
role at what is arguably one of the

hardest years for Estée [Lauder] in
their history,” J.P. Morgan analyst
John Faucher wrote in a research
note Thursday.

The 51-year-old affable execu-
tive must carefully implement his
changes under the watchful eye of
Lauder family members, nearly all
of whom work for the company or
sit on the board.

Just back from store visits in Chi-
cago with Leonard Lauder, Mr.
Freda says he’s been learning from
Lauder family members the nuances
of selling luxury products, including
theimportance of personal relation-
ships with retailers and the beauty
industry and how to foster a cre-
ative environment among employ-
ees.

There are signs that Mr. Freda is
implementing some of the rigorous
research and measurement metrics
that his previous employer is fa-
mous for a dramatic cultural adjust-
ment for the family-run company
that prided itself on a clubby envi-
ronment.

At a meeting in November, Mr.
Freda introduced his corporate vi-
sion to the top 200 or so company ex-
ecutives, calling it “Imagine, Inte-
grate, Innovate.” In a document dis-
tributed at the meeting, Mr. Freda
outlined his strategies as well as the
specific metrics that will be used to
judge progress against those strate-
gies.

Executives’ success in winning
“pig in super luxury positioning,”
for example, will be judged on fac-
tors including gross margin and op-
erating margin.

Following the meeting, execu-
tives were asked to articulate how
they will execute these objectives.
Unlike at P&G, where almost every
major strategic plan must be com-
municated in a one-page memo, Es-
tée Lauder executives were allowed
more liberty. Pointing to a row of
binders on his office bookcase that
contained the plans, Mr. Freda
smiled. “You see there is plenty of
space for creativity and expres-
sion,” he said.

Rio Tinto says it has options if Chinalco deal fails

By ALEX MACDONALD
AND JAMES CAMPBELL

Rio Tinto has other options if its
$19.5 billion transaction with Alu-
minum Corp. of China, fails, Rio
Tinto Chief Financial Officer Guy El-
liot said.

“It is, of course, sensible to con-
sider contingencies,” he said, after
speaking at the Asia Mining Con-
gress in Singapore on Thursday.

What’s proposed is an investment
in Rio Tinto by the state-controlled
company, known as Chinalco, with
the Chinese company increasing its
interest to as much as 18% from 9%.

But in the unlikely event of the
deal not going through, the Anglo-
Australian company has other op-
tions, such as a bond or rights issue
and more asset sales to raise funds,
he said.

Mr. Elliot said Rio Tinto thought a

rights issue of as much as $10 billion
was possible, which would cover the
company’s 2009 debt exposure. But
he said a rights issue wouldn’t help
cover its debt obligations for next
year and would stymie the compa-
ny’s ability to tap the equity markets
again if needed.

He said the mining giant chose
the Chinalco deal because it could
cover debt requirements for this
year and next.

H&M’s earnings

decline by 12%
as demand falls

By OLA KINNANDER

STOCKHOLM—Hennes & Mau-
ritz ABreported a12% drop in fiscal
first-quarter net profit and posted
weak February sales data, signaling
the giant fashion retailer is hurting
from the economic slowdown, de-
spite its reputation for low prices.

Net profit in the three months
ended Feb. 28 fell to 2.58 billion
Swedish kronor ($319.3 million)
from 2.94 billion kronor a year ear-
lier.

Revenue at H&M, the world’s
third-largest clothing retailer by
sales after U.S. fashion group Gap
Inc. and Spain’s Inditex SA, rose
18% to 23.3 billion kronor, but the in-
crease reflected opening of new
stores. Sales at stores open at least
one year have been falling for
months.

H&M said sales “were affected
by a continued restrained consump-
tion due to the current recession.”

The results were “clearly worse
than expected,” said Niklas Ekman,
an analyst at Carnegie Securities.
Mr. Ekman said earnings were hurt
by higher costs, including expenses
for opening new stores, and by
worse-than-expected currency ef-
fects.

H&M’s gross margin fell to
56.8% from 59.6%. The company
said gross margin would have been
60.8% had it not been for negative
currency effects. H&M buys most of
its clothes in dollar-related Asian
currencies.

Operating profit fell 11% to 3.36
billion kronor from 3.8 billion kro-
nor.

In February, total sales at the
fashion retailer rose 1% from a year
earlier, while sales from stores
openlonger than ayear fell 8%. Ana-
lysts had expected total sales to
rise 3% and same-store sales to fall
7%. It was H&M'’s seventh consecu-
tive month of falling same-store
sales.

H&M, which opened 13 stores
and closed four during the fiscal
first quarter, had 1,748 boutiques at
the end of February.The retailer
said it is sticking to its previously
announced goal of opening 225 new
stores this financial year. It said it
“remains positive towards the fu-
ture expansion and the company’s
business opportunities.”

Separately Thursday, British
fashion retailer Next PLC said net
profit for 2008 dropped 15%, hit by
lackluster consumer demand for
clothing and housewares, and fore-
cast sales and margins will con-
tinue to fall in the year ahead, un-
dermined by the weak pound and a
faltering economy.

Net profit fell to £302.4 million
($440.1 million) from £354.1 mil-
lion a year earlier, as revenue eased
1.7% to £3.27 billion from £3.33 bil-
lion. Pretax profit stood at £428.8
million, compared with £498.1 mil-
lion.

The company said it was plan-
ning for a difficult year ahead, with
the first half of the year expected to
be “particularly tough.”

Sellers of clothing, houseware
and electrical goods have been hit
particularly hard by the U.K. eco-
nomic downturn. Still, Next said it
is well placed to weather the storm
and expects to achieve a profit in
the current year in line with market
expectations.

—Lilly Vitorovich and
Michael Carolan in London
contributed to this article.
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Deadline looms over GM

Talks with the union
and bondholders run

far behind schedule

By JOHN D. STOLL
AND JEFF BENNETT

General Motors Corp. has been
chipping away at the massive restruc-
turing plan it submitted to the U.S.
Treasury last month, but it is increas-
ingly unlikely that the struggling
auto maker willmeet a March 31dead-
line for gaining concessions from its
main union and bondholders.

The company said Thursday that
7,600 U.S. factory workers have volun-
teered to leave the company under a
job-buyout program, fewer than GM
had hoped. The auto maker has nego-

tiated another agreement with the
United Auto Workers union that
could allow it to trim as many as
9,000 more people by October, accord-
ing to people familiar with that plan.

But GM still has ample work to do
to restructure its business, includ-
ing convincing the UAW to return to
the bargaining table to restructure
$20 billion in health-care benefits
for retirees. The UAW has said it pre-
fers to negotiate a health-care agree-
ment similar to one it forged re-
cently with Ford Motor Co., but GM
has said the Ford deal won’t meet
GM’s cost-cutting needs.

The UAW has said it won’t nego-
tiate with GM on the health plan un-
til the company’s bondholders,
who carry $27 billion in unsecured
debt, offer deeper concessions to
the auto maker.

Under terms of its government

loans, GM is expected to cut its unse-
cured debt by two-thirds by offering
adebt-for-equity exchange. In meet-
ings with the bondholders, GM offi-
cials have said the government’s
framework makes it hard for the
company to negotiate.

GM earlier this week made a new
offer to an ad-hoc committee repre-
senting the bondholders, but the
two sides have not come any closer
to an agreement, according to peo-
ple familiar with the matter.

The three-way stalemate threat-
ens to force GM to trip a March 31
deadline for the bondholder and
union health-care deals imposed by
the Treasury. However, officials on
President Barack Obama’s auto-in-
dustry task force appear willing to
extend the deadline by 30 days, said
several people briefed on the matter.

The deadline was put into place
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GM said 7,600 workers took buyouts and 9,000 more could leave by October
under a union deal. Above, Ohio employees ended their shift in December.

by the Bush administration when it
granted $13.4 billion in emergency
loans to the company, along with $4
billion for Chrysler LLC, in Decem-
ber. GM and Chrysler have asked for
as much as an additional $22 billion
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in funding, which Mr. Obama’s task
force would need to approve.

The task force, led by private-eq-
uity financier Steven Rattner and
Ron Bloom, a labor adviser, has had
a web of issues to consider in the
weeks since being appointed to the
panel, and GM’s deals with bond-
holders and the UAW have slipped
below other matters. Last week, the
task force laid out a $5 billion plan
to aid ailing auto-parts suppliers,
and this week it is trying to sort out
how to revive auto sales and testing
the merits of a proposed alliance be-
tween Chrysler and Italian auto
maker Fiat SpA, said people familiar
with the situation.

GM, and potentially the bond-
holders, will meet with the task
force before March 31, according to
people familiar with the meeting. It
is unclear if the UAW will partici-
pate in that session.

In addition to restructuring
union contracts and its debt, GM is
racing to unload its Hummer brand
by March 31. The company has had
deep discussions with several par-
ties, including suitors in the U.S. and
China, and has been offered more
than $100 million for the maker of
sport-utility vehicles by at least two
potential buyers, said people famil-
iar with the sale process.

Although GM has threatened to kill
the Hummer brand next Tuesday if it
doesn’t reach a workable agreement
with one of these suitors by then, the
company is open to extending talks be-
yond March 31 under the right circum-
stances, these people said.

GM officials didn’t return phone
calls Thursday.

Under terms of the union job buy-
out plan, GM last month started of-
fering early-retirement incentives
to 22,000 of its 62,000 UAW mem-
bers as part of the company’s efforts
to dramatically downsize its global
operations. Company officials said
last month they would be “pleased”
if as many as half of those offered the
deal would take it, but just 7,600 did.
Thursday’s announcement brings
GM’s total reduction in hourly work-
ers through buyouts to about 60,500
since 2006.

GM told the Treasury last month
it will reduce its hourly workers in
the U.S. to 44,500 by October. Fol-
lowing the buyout plan, the com-
pany still needs to cut about 10,000
positions in the next six months.

GM said it will fill any UAW-cov-
ered job openings with laid-off em-
ployees when possible before hiring
new workers at entry-level wages,
as allowed under a UAW contract.

Meanwhile, Chrysler is extend-
ing the deadline on its buyout pro-
gram. Chrysler previously said UAW
members would be required to indi-
cate whether they will take the buy-
out package by midnight Friday.
However, workers now won’t be
forced to make a decision until after
they review details of a cost-cutting
accord Chrysler is attempting to
reach with the UAW.
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Best Buy net drops 23%

Charges hurt results;
U.S. retailer’s sales
exceed its forecast

BY MARY ELLEN LLOYD
AND MIGUEL BUSTILLO

Best Buy Co. reported quarterly
earnings that exceeded Wall Street
expectations and said it is gaining
market share after the liquidation of
its traditional rival, Circuit City
Stores Inc.

The consumer electronic retail-
er’s fiscal fourth quarter profits fell
23% compared to a year earlier be-
cause of slow holiday sales and the
costs of layoffs at its Richfield,
Minn., headquarters.

Company officials also acknowl-
edged that they had slashed inven-
tory levels too severely amid last
year’s drop in consumer spending,
and wound up missing out on sales of
flat-panel televisions in January and
February due to depleted supplies.

Still, Best Buy’s earnings and
4.9% drop in same-store sales were
better than analysts had predicted,
and the company reported that as of
Jan. 31 its share of the U.S. electron-
ics market, already the largest
among retailers, expanded 1.2 per-
centage points, to 22%. It was a
slower rate of growth than the com-
pany had disclosed in its previous
quarter, but came at a time when Cir-
cuit City’s liquidation sales were
pressuring rivals.

Although Wal-Mart Stores Inc.
and regional chains are also ex-
pected to grab large chunks of Cir-
cuit City’s business, analysts pre-
dict Best Buy will eventually gain

as much as half, a boost that
should become more evident in
coming months. Before it closed,
Circuit City had annual sales of
about $11 billion.

Best Buy shares jumped 12%, or
$4.21, to $37.67 in 4 p.m. trading
Thursday on the New York Stock Ex-
change.

The retailer reported net earn-
ings of $570 million, or $1.35 a share
a share, for the fiscal fourth quarter
ended Feb. 28, compared to $737 mil-
lion, or $1.71 a share, the year be-
fore. Excluding charges, earnings
were $1.61 a share, surpassing the
$1.40 that analysts surveyed by
Thomson Reuters had expected. An-
alysts had also projected 6.9% drop
in same-store sales.

Overall revenue increased 9.7%
to $14.72 billion, boosted by the in-
clusion last year of the Best Buy Eu-
rope business, a joint venture with
Britain’s Carphone Warehouse
Group PLC.

Profit falls

Best Buy’s net income, in millions

0 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
2007 '08
Note: fiscal year ends Feb. 28
Source: the company Photo: Associated Press

Best Buy forecast earnings for
the current fiscal year of $2.50 to
$2.90 a share, which surpassed an-
alysts’ consensus estimates of
$2.47 ashare. But it predicted that
same-store sales would be flat to
down 0.5% due to the weak econ-
omy. It forecast revenue of be-
tween $46.5 billion and $48.5 bil-
lion for the year.

“We expect consumer spending
to remain challenging in fiscal 2010,
and the complex mix of external fac-
tors that will influence their behav-
ior makes forecasting the future in-
creasingly difficult,” Chief Financial
Officer Jim Muehlbauer said.

Best Buy said it is curtailing its
once-breakneck pace of new store
openings to about 65 stores this
year, from 200 last year.

Best Buy confirmed that it will de-
lay by ayear its first new-store open-
ings in Europe, though the company
said it intends to capture a “signifi-
cant” share of the U.K. market.

Server makers await new Intel chip

By DoN CLARK

Intel Corp.’s next chip for
server systems, expected to be in-
troduced Monday, is arriving at a
critical time for recession-wary
technology companies.

The forthcoming microproces-
sor, which will join Intel’s Xeon line
of server chips and is widely known
by the code name Nehalem, has al-
ready been cited as akey component
in coming products by several big
tech companies. Dell Inc. on Wednes-
day announced a new line of comput-
ers based on the chip. Cisco Sys-
tems Inc.’s much-discussed entry
into the server market, kicked off
last week, also relies on Nehalem.

Most of the other big server mak-
ers, including International Busi-
ness Machines Corp., Hewlett-Pack-
ard Co. and Sun Microsystems Inc.,
are expected to hold off on discuss-
ing their plans for Nehalem-based
machines until Monday.

Intel hasn’t disclosed such details
as the pricing of the new chips or
benchmark-test results of their per-
formance but has suggested they
will mark a substantial improvement
over its current chips. “This is the
largest increase in performance in
the history of the Xeon product line,”
Kirk Skaugen, an Intel vice president
and general manager of its server
platforms group, said at a Dell news
event Wednesday in San Francisco.

Claims about computing speed
are nothing new for Intel, which
plays a perpetual game of technol-
ogy leapfrog with rival Advanced
Micro Devices Inc. But the new chip

is arriving as budgets for new server
systems have been slashed. So Intel
and its customers are stressing as-
pects of the new technology that
could save customers money.

One selling point is greater sup-
port for virtualization software,
which helps one server do the work
of two or more machines by running
multiple copies of operating systems
and application programs. Servers
running such software on two or four
Nehalem chips—which each have
four processor cores, or calculating
engines—can replace a larger num-
ber of older servers with one or two
simpler chips, Intel says. That could
save customers money on space, elec-
trical power and maintenance staff.

Mr. Skaugen estimated that
about nine servers could be re-
placed with one Nehalem-powered
system, allowing customers to re-

cover the costs of buying the new
hardware through operating-cost
savings in eight months.

One reason for the speed of Ne-
halem is that it connects directly to
memory chips rather than going
through an external component
called a memory controller. AMD has
offered that technology on its
Opteronline since 2003. “It shouldn’t
surprise anybody that Intel is going
to reap the benefits” of using a simi-
lar design, said Pat Patla, general
manager and vice president of AMD’s
server businessunit. AMDrecentlyin-
troduced a more-powerful version of
its four-processor Opterons. A six-
processor version is coming soon.

But there is little debate that
many computer makers are eager to
upgrade systems to Nehalem, in part
because it helps push such systems
further into high-end computing.

Hynix expects to bolster finances

By JUNG-AH LEE

SEOUL—Hynix Semiconductor
Inc. said the global chip industry
likely hit bottom in the fourth quar-
ter of last year and the South Korean
company may see a quarterly operat-
ing profit sometime this year.

“The [conditions] in the second
half are likely to be better than that
of the first half, partly on the back of
seasonal demand,” Chief Executive
Kim Jong-kap said at the company’s
general shareholders’ meeting.

His comments followed those of

Frank Huang, chairman of Power-
chip Semiconductor Corp. of Tai-
wan, who said Wednesday that the
global market for dynamic random
access memory chips—widely used
in personal computers—is likely to
shift to a shortage from the third
quarter as production cuts catch up
with slowing demand.

Mr. Kim also said on the side-
lines of the shareholders’ meeting
that some global chip makers are
likely to exit the market before the
year is out amid a continuing indus-
trywide restructuring.

Roche Holding AG
Genentech takeover is sealed

with 93% of shares gained

Swiss drug maker Roche Holding
AG said Thursday it has completed
its $46.8 billion acquisition of Genen-
tech Inc. after securing more than
93% of the company’s shares
through a tender offer. Holding that
much of Genentech’s stock allowed
Roche to execute a full merger, essen-
tially forcing the remaining Genen-
tech shareholders to accept its offer
of $95 a share. Roche said Genen-
tech’s stock will no longer trade on
the New York Stock Exchange after
Thursday, March 26. ARoche spokes-
man said Roche and Genentech man-
agers have met in recent days. After
a months-long standoff, Genentech
directors in early March accepted
Roche’s $95-per-share offer for the
44% of the company that Roche
didn’t already own.

Lenovo Group Ltd.

Lenovo Group Ltd. has consoli-
dated its business into two units, one
to focus on emerging markets and
the other to focus on mature mar-
kets. The news follows a shift in fo-
cus by the Chinese computer giant to-
ward the Chinese and emerging mar-
kets due to weak demand in the U.S.
and Europe. It recently laid off thou-
sands of workers world-wide. Chief
Executive Yang Yuanging said the
company’s goal is to create a more
streamlined organization. The
emerging markets unit will be led by
Chen Shaopeng, currently senior
vice president and president of Asia
Pacific and Russia. Lenovo, China’s
largest computer vendor by revenue,
said the mature markets unit will be
led by Milko Van Duijl, currently se-
nior vice president and president of
Europe, Middle East and Africa.

London Stock Exchange Group

London Stock Exchange Group
PLC said the number of daily trades
rose 17% over the first 11 months of
its fiscal year, even though the aver-
age daily value dropped 21% from a
year earlier. On average, the daily
number of trades in the 11 months
ended Feb. 28 rose by 735,000, re-
flecting a strong performance in the
fiscal first half. At Borsa Italiana,
part of the LSE since October 2007,
the number of daily trades fell 12%.
Dueto the deteriorationin stock val-
ues, the average daily value traded
fell to £7.1 billion ($10.3 billion) from
£9 billion a year earlier. In the
months after Lehman Brothers Hold-
ings Inc. filed for bankruptcy in Sep-
tember, the LSE saw a marked de-
cline in activity. From October to
February, the average daily value
traded in London fell 40%.

Wendel

Jean-Bernard Lafonta, the chiefex-
ecutive of French investment com-
pany Wendel, stepped down Thurs-
day after coming under fire for the
company’s steep fall in profit. Mr.
Lafonta acknowledged that he had
bowed to pressure from some family
shareholders, who were discontented
with his strategy, particularly his in-
vestment in building-materials group
Cie. de Saint-Gobain in 2007. That in-
vestment caused Wendel’s debt tobal-
loon and its stock price to tumble.
Family shareholders also questioned
the CEO’spay, which they saw as exces-
sive. He will be succeeded by Frédéric
Lemoine, who resigned as president
ofthe supervisoryboard of Frenchnu-
clear company Areva SA. Wendel said
its supervisory board was still sup-
porting theinvestment madein Saint-
Gobain and intends to remain a long-
term shareholder.

3i Group PLC

U.K. private-equity company 3i
Group PLC said Thursday it is acceler-
atingits programto sell assets tomeet
amid-2010 target of halving its debtin
an effort to reduce its leverage. Chief
Executive Michael Queen said 3i was
“turning up the heat” on the sale of
some of its portfolios and some ven-
ture-capitalinvestments.3isaiditreal-
ized £181 million from asset sales in
January and February. The disposals
included the sale of a 9.5% stake in sis-
ter firm 3i Infrastructure PLC, taking
total realizations for the 11 months to
the end of February to £1.1 billion.
Christopher Brown, an analyst at
J.P. Morgan Cazenove, estimates
3i'snet debt stands at £1.9 billion af-
ter the last two month’s realiza-
tions, but expects the group to look
to reduce debt to about £1 billion.
3i’s share price has declined by
more than 65% during the past year,
causing the stock to be removed
from the FTSE 100.

Hugo Boss AG

German upscale clothing maker
and retailer Hugo Boss AG posted a
27% decline in 2008 net profit,
dragged down by costs related to ex-
ecutive departures, and said 2009
was poised to be a challenging year as
consumers shy away from spending
during the financial crisis. Net profit
fell to €112 million ($152.3 million)
from €154.1 million a year earlier. The
figure was brought down by €353.5
million in personnel expenses, includ-
ing for Bruno Silzer, who resigned in
February 2008 as CEO. Despite the
global financial crisis, sales edged up
3% to €1.68 billion from €1.63 billion,
led by a 21% jump the Asian-Pacificre-
gion. CEO Lahrs said Hugo Boss will
target more sales outside of Europe
this year, especially in China.

Heidelberger Druckmaschinen

German printing-press maker
Heidelberger Druckmaschinen AG
announced plans to cut as many as
2,500 more jobs as it deepens a cost-
cutting drive amid a slump in demand
fueled by the global economic crisis.
The reductions would come on top of
2,500 job cuts announced last Octo-
ber by the company, which employs
some 19,730 people world-wide.
Heidelberger Druckmaschinen said
that, with orders for the current quar-
ter expected to come in below the fig-
ure for the previous three months, it
had decided to step up its cost-cut-
ting efforts. It now aims to achieve
savings by the 2010-2011 financial
year of €400 million ($544 mil-
lion)—double the previous target of
€200 million. The company said that
implementing the program likely will
cost between €170 million and €190
million. It said most of the savings
will be made in the 2009-2010 fiscal
year, which starts in April.

—Compiled from staff
and wire service reports.

THE WALL STREET JOURNAL.

i EUROPE

Executive Travel Program

Guests and clients of 320
leading hotels receive
The Wall Street Journal

Europe daily, courtesy of

lAdvantiPro/

www.advantipro.de




8 FRIDAY - SUNDAY, MARCH 27 - 29, 2009

THE WALL STREET JOURNAL.

ECONOMY &3 POLITICS

Budget lays groundwork for big changes

Obama takes an aggressive approach to launch policies, reckoning that recession opens door for new directions

i

BY GERALD F. SEIB

In poker, there’s a maneuver
called “all-in,” in which a player
pushes all his chips to the center of
the table in one big bet.

By that standard, U.S. President
Barack Obama is conducting an
all-in presidency.
e The big bet is
(CAPITAL Mr. Obama’s first

——————— Dbudget, which he

JOURNAL has spent this week

selling hard, from

closed rooms on Capitol Hill to open

forums on the Internet. It’s an all-in

policy statement, and the president
is all-in for it.

The budget attempts tolaunch ev-
ery big policy initiative the president
hasin mind for his term. It has money
for a new health plan, envisions a cap-
and-trade system for limiting so-
called greenhouse gases, invests big
money in alternative energy, and con-
tinues the flow of money into educa-
tion already started in the economic-
stimulus package.

Its sweep is striking, which cheers
Obama partisans who want bold
strokes. But it also is a big gamble. It
has scared important constituencies,
including moderate Democrats, who
fear the deficits it could create, and
business backers such as Warren Buf-
fett, who worry its broad ambitions
will suck the president’s attention
away from core economic problems.
It has increased public fears about
deficits, united Republicans in their
opposition and, more than anything
else so far, exposed the president to
critics’ claims that he is a traditional
big-spending liberal.

The Obama team could have
made another choice; it could have
been incremental, seeding in some
items now, while promising to

Associated Press

ol

President Barack Obama, at a town-hall meeting at the White House Thursday, spent the week selling his budget plan.

launch the rest in the next two years.
The trillion-dollar deficit already cre-
ated by war costs, economic bailouts
and stimulus spending would have
been excuse enough for caution.

But that isn’t the path taken.
Why? Why take the risks inherent in
this approach?

To understand the answers, it’s
necessary to understand how the
president and his team see this mo-
ment in history, and their place init.
Their strategy is to shock the sys-
tem at the outset, much as Ronald
Reagan did in 1981 with his first bud-
get, which sharply increased de-
fense spending and sought to
sharply scale back spending else-
where. The details can sort them-
selves out later; the goal is to put
down markers.

In this view, the economic crisis
has so shaken the nation that it actu-
ally has opened the door for a big
change of direction. The administra-
tion is simply walking through that
open door.

If that reckoning is correct, these
are the crucial weeks of the entire
Obama presidency. Paths opened
now can be traveled later; road-
blocks encountered now may never
be overcome.

We have fundamentally shifted
the center of gravity in this budget,
in the same way Reagan did,” Rahm
Emanuel, the president’s chief of
staff, said in an interview. “We are
going to use this time and this mo-
ment to do what needs to be done.”

Mr. Obama himself summarized
his thinking at an appearance

Wednesday night: “It’s more than
just a budget; it’s a blueprint for our
economic future. It’s a vision of
what the Democratic Party stands
for—that boldly and wisely makes
the choices we as a nation have been
putting off for too long.”

What are the choices he is talk-
ing about? To put a big federal push,
rather than smaller incentives, be-
hind the search for energy alterna-
tives. To marry the education-test-
ing culture the Bush administration
created with an aggressive federal
role in rewarding teachers, wiring
schools and helping pay for college.

And to put many billions of fed-
eral dollars into spreading health cov-
erage, while hoping that spending a
few billion of them improving the sys-
tem’s efficiency will keep down the ul-

timate price tag. The president has
made it clear he is willing to raise
taxes on upper-income Americans to
pay for that health push.

The initial Obama budget is an at-
tempt to push out the envelope on all
those fronts, knowing that Congress
is likely to pull the administration
back somewhat. And pulling back is
exactly what the House and Senate
budget committees are doing in
their budget bills, trimming the
spending Mr. Obama sought in such
areas as health and leaving open the
future of his middle-class tax credits.

In fact, this Obama approach
turns the usual Washington game
on its head. The traditional ap-
proach by a White House is to low-
ballits programs, knowing that Con-
gress’s inclination usually is to
pump in more money and additional
programs. This president has cre-
ated the opposite dynamic; Con-
gress’s role, already seen in the de-
bate this week, will be to pull back.

But even after that happens, the
“center of gravity,” in Mr. Emanuel’s
words, will be at a different place
thanit was at the outset. The govern-
ment will have changed the shape of
the economy, using a budget to do so.

The risks for Mr. Obama are that
there will be no way to pay for it all
without taxing the 95% of American
taxpayers he has vowed to protect,
and that a split withlonger-term con-
sequences will open up between the
president and moderates in his own
party. More broadly, there is the dan-
ger that the economy doesn’t start
growing as fast as the Obama admin-
istration expects, meaning deficits
will expand and consume the agenda
the budget is supposed to launch.

This week, it became clear how
committed the president is to that
gamble.

Obama’s climate goals face reality at home and abroad

By LEILA ABBOUD
AND STEPHEN POWER

When the Obama administra-
tion makes its debut in the interna-
tional climate-change debate at
talks next week, expectations will
be high: Europe hopes the U.S. can
help end a standoff between rich
and poor countries over how to
share the burden of cutting carbon
emissions.

“The arrival of the new U.S. ad-
ministration will have a huge and
positive effect on the negotia-
tions,” said Yvo de Boer, head of the
United Nations Climate Change Sec-
retariat, which is overseeing the
talks. “This will be the first opportu-
nity for the Obama administration
to state what it expects and wants.”

The summit in Bonn from
March 29 to April 8, is one of sev-
eral meetings this year aimed at
drafting a successor to the Kyoto
Protocol. That treaty committed
183 signatories to collectively re-
duce their emissions 5% from 1990
levels by 2012.

The aim is to agree on a new glo-
bal treaty that would include the
world’s biggest emitters—the U.S.
and China—by mid-December. The
U.S., under the Bush administra-
tion, didn’t ratify the Kyoto treaty,
and China and other developing
countries such as India and Brazil

aren’t obligated under the treaty to
restrict emissions of greenhouse
gases, which are believed to contrib-
ute to climate change.

The thorniest issue in the talks
is deciding how much aid rich coun-
tries will give poorer countries to
help them limit emissions and
cope with the effects of rising tem-
peratures. Another challenge will
be agreeing on how deeply and
quickly rich countries will cut
emissions.

In 2007, developing countries
committed to take “measurable, re-
portable and verifiable” actions to
reduce their emissions, but only if
they were given support by rich
countries. Hammering out the de-
tails of such support is crucial to
getting countries such as China and
India on board.

The Obama administration has
sent mixed signals about the issue,
highlighting the difficulty it faces
in getting congressional support
for its emissions goals.

U.S. President Barack Obama
has repeatedly said the U.S. must
do more to fight climate change,
and has called for legislation to cut
U.S. emissions about 80% below
2005 levels by 2050. But getting
such alaw through Congress will be
difficult, and any international cli-
mate change treaty must be ratified
by the Senate. Some politicians are

Top emitters

Total carbon dioxide emissions
in 2007, in billions of tons
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U.K. Ho.14
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Iran H0.13

Source: The Carbon Dioxide Information
Analysis Center, U.S. Department of Energy
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A smokestack in Beijing’s financial district.
China recently overtook the U.S. as the world’s
biggest emitter of greenhouse gases.

balking at the idea of imposing new
regulatory burdens on companies
during a recession.

Todd Stern, Mr. Obama’s climate
envoy, told reporters earlier this
month that the administration was
developing a “financing package”
to help developing countries. But
U.S. Energy Secretary Steven Chu
suggested last week that tariffs
could be levied on products im-
ported from countries that don’t
agree to limit their emissions—a

move that could shield energy-in-
tensive U.S. industries and increase
costs in developing countries.

Mr. Chu said tariffs were just
one idea, but his comments raised
eyebrows because they came after
a Chinese diplomat warned that a
carbon tariff would violate World
Trade Organization agreements. In
aletter Thursday, congressional Re-
publicans called on the Obama ad-
ministration to clarify its stance on
emissions-related trade policy.

Mr. Stern, the climate envoy, de-
clined through an aide to be inter-
viewed ahead of the Bonn conference.

Meanwhile, the U.S. Environmen-
tal Protection Agency is moving to-
ward regulating greenhouse-gas
emissions, and Democrats in the
House of Representatives have be-
gun drafting a bill to establish a sys-
tem that limits emissions and cre-
ates a market for businesses to buy
and sell the right to produce them.

But in recent weeks, Democratic
lawmakers such as Sen. Kent Con-
rad (D., N.D.), chairman of the Sen-
ate Budget Committee, have ob-
jected to key elements of Mr.
Obama’s plan, raising the prospect
the U.S. won’t be able to enact such
legislation before the Copenhagen
talks in December.

European countries haven’t
been able to agree among them-
selves on how much money they are
willing to give to poorer countries
to help them cut emissions. Europe
was supposed to decide on a finan-
cial package by this month, but re-
cently pushed back the decision un-
til June after countries squabbled
over how to share the burden.

“It’s a disappointment,” said the
U.N.’s Mr. de Boer of Europe’s delay.
“Without money on the table, we
will not get the developing-country
engagement we need.”
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WTO cautions members
not to ‘strangle’ trade

By JoHN W. MILLER

BRUSSELS—A steady buildup of
protectionist measures could
“slowly strangle” international trade
and undercut the effectiveness of na-
tional stimulus plans, according to a
report the World Trade Organization
sent its 153 members on Thursday.

The WTO added, however, that the
world will be spared “animminent de-
scent into high-intensity pro-
tectionism” such as oc-
curred during the Great De-
pression of the 1930s, thanks
to existing trade treaties
that cap tariffs on imports.

Pascal Lamy, director of
the WTO, has been frus-
trated by countries’ unwill-
ingness to sign a new glo-
bal trade deal since the
eight-year-old Doha Round
of talks collapsed last sum-
mer. Since early this year,
there has been “significant slip-
page” in the global commitment to
free trade due to the global economc
crisis, the WTO said. “There have
beenincreasesin tariffs, new nontar-
iff measures and more resort to
trade defense measures such as anti-
dumping actions,” the WTO added.

Mr. Lamy believes he can shame
countries into cutting back on pro-
tectionist measures, aides say. The
report repeats the agency’s recent
analysis of trade trends, such as the
WTO’s prediction that global trade
will shrink 9% this year.

The report also lists examples of
the measures countries are undertak-
ing to protect their companies and
economies—from European import
tariffs on Asian plastic bags to a ban
on Chinese toys in India. In March
alone, South Korearaised import tar-
iffs on oil; Mexico raised tariffs on 89
U.S. goods; Ukraine slapped an extra
13% tariff on all imports; the U.S.
raised duties on imports of Chinese
steel pipes; and Argentina mandated
a special license for toy imports.

“Country after country are estab-
lishing trade barriers to protect pa-
rochial domestic interests,” says Ri-
chard Weiner, a trade lawyer with

P/czséal Lamy

Chicago-based Sidley Austin LLP.
“The end result will be to deepen the
crisis and prolong the pain.”

Certain sectors are more vulnera-
ble than others to protectionism,
the WTO said. It mentions shoes,
cars and steel.

Argentina, Brazil, Canada, Rus-
sia, Ecuador and Ukraine have re-
cently raised import duties on
shoes, mostly from China and Viet-
nam. Twelve countries
have acted to help their au-
tomobile industries. The
U.S., Brazil and France
have handed out generous
loans. India has required li-
censes and Argentina has
set prices for importation
of foreign car parts. Ten
countries, and the EU,
have raised tariffs on im-
ported steel.

The WTO praised some
nations for explicitly pro-
moting trade. Argentina has elimi-
nated export taxes on 35 dairy prod-
ucts. Brazil has expanded a program
to give loans to exporters. China has
scrapped import tariffs on steel
plates. The Philippines has cut tariffs
on wheat and cement.

“More trade-policy initiatives of
this kind, particularly if they were to
be taken collectively by the major
trading countries, would make an im-
pactonaglobal scale,” the WTO said.

Some poorer WTO members op-
pose Mr. Lamy’s report because
they say it neglects to place blame.
Angelica Navarro, Bolivia’s ambassa-
dor to the WTO, says the U.S. and EU
should shoulder blame for the rise
of protectionism. “The financial cri-
sis started with them,” she says.

After hearing concerns of Ms. Na-
varro and others, WTO officials
agreed to give members more say in
drafting the report. They also soft-
ened the language.

Thursday’s paper includes a dis-
claimer, which underscores the limits
of the WTO’s power: “The inclusion
of any measure in this table implies
no judgment by the WTO Secretariat
on whether or not such measure, or
its intent, is protectionist in nature.”

New $4.1 billion IMF loan
will help struggling Serbia

A WSJ NeEws Rounbup

BELGRADE—Serbia will get a €3
billion ($4.1 billion) bailout loan
from the International Monetary
Fund, as the country’s economy
struggles to stay afloat amid the glo-
bal financial turmoil.

“Serbia’s GDP will almost cer-
tainly decline in 2009,” said Albert
Jaeger, the IMF’s chief of mission
for Serbia. “It looks more likely to be
minus 2%. And we believe that
growth in 2010 will be flat.”

He said Serbia has a few weeks to
revise its 2009 budget and adopt leg-
islative changes to implement
agreed-upon fiscal measures before
the proposed loan could be pre-
sented to the IMF’s Executive Board
in May for final approval.

The new IMF program replaces a
$520 million loan approved in Janu-
ary and relies on fresh spending cuts
to offset weak tax revenue, as the
Serbian economy has suffered a
worse-than-expected downturn.

Mr. Jaeger said Serbia’s “exter-

nal and domestic economic envi-
ronment has deteriorated abruptly
and relentlessly” since the global fi-
nancial crisis erupted late last
year. “As elsewhere in the region,
exports and imports have plum-
meted, external borrowing has
dried up, and economic activity
has slumped,” he said.

Serbia’s Central Bank Gov. Rado-
van Jelasic said the IMF’s financial
support would help the country ne-
gotiate additional loans from the
World Bank, the European Union
and other foreign creditors.

Finance Minister Diana Draguti-
novic said that despite her conserva-
tive estimates, she had never be-
lieved that economic growth—
which was nearly 7% last year—
would drop so quickly.

The deal with the IMF calls for
drastic cuts in public spending, a
freeze in wages, pensions and hiring
in the state sector, and the introduc-
tion of an additional 6% tax on sala-
ries and pensions to cope with the
budget deficit, she said.

U.S. profits take a dive

Corporate-sector fall
is steepest in 55 years,
but signs of hope seen

By KELLY EVANS

U.S. corporate profits fell by $250
billion in the closing months of 2008,
a staggering decline that many busi-
nesses are still struggling to offset.

Profits at U.S. corporations in the
fourth quarter fell 16.5% from the pre-
vious quarter, the Commerce Depart-
ment said Thursday. In the financial
sector alone, profits fell by $178 bil-
lion—and that figure doesn’t reflect
the industry’s massive write-downs
as the value of assets soured. The
drop in pretax corporate profits was
the steepest in 55 years. Compared
with the same quarter in the previous
year, the decline was more than 20%.

“It’s horrendous,” said Joshua Sha-
piro, chief U.S. economist at forecast-
ing firm MFR Inc. in New York. “It de-
stroys the ability of corporations to
pay salaries, invest in equipment and
do everything else that helps the econ-
omy grow.”

The losses stem primarily from a
slump in consumer spending during
the second half of last year, and a
drop in foreign demand for U.S.
goods and services.

Separately, the Commerce Depart-
ment said gross domestic product—
the measure of the nation’s economic
output—declined at arevised 6.3% an-
nualized pace in the fourth quarter,
compared with the earlier 6.2% esti-
mate, the worst performance in a
quarter-century.

Yet some parts of the economy,
such as stocks and the housing mar-
ket, have seen glimmers of stabiliza-
tion lately.

“Are there any favorable signs?
The answer is yes,” Jeffrey Lacker,
president of the Federal Reserve Bank
of Richmond and a voting member of
the interest-rate setting Federal Open

Out of work

The total number of Americans receiving jobless benefits jumped to a new
high. The Labor Department began tracking such data in 1967

6 million- oo

Week ending March 14:
5.56 million continued
.....claims, up 122,000 |

— recessions —
0\\‘\\\\‘\\\\‘\\\\‘\\\

1970 80
Source: U.S. Labor Department

Market Committee, said Thursday be-
fore the Charleston, S.C., Chamber of
Commerce. “I believe that we have al-
ready received the bulk of the bad
news from the housing sector.” He
added that sharp dropsin auto and re-
tail salesmay alsobe coming toanend.

His colleague, Gary Stern, presi-
dent of the Federal Reserve Bank of
Minneapolis, struck a similar tone. “I
am guardedly optimistic that many
pieces are now in place to contribute
to improvement in financial-market
conditions and in business activity,”
he said in a speech to the Economic
Club of Minnesota on Thursday.

It could take some time for that to
translateintoimprovementinthela-
bor market. Many economists don’t
see the unemployment rate falling
fromits elevated levels until 2010 or
even 2011, even if the economy re-
sumes growing later this year.

Layoffs have risen sharply as
companies cut labor, their biggest
cost. The U.S. shed nearly 1.7 million
jobsin the fourth quarter, and an ad-
ditional 1.3 million in January and
February, suggesting profits have re-
mained under intense pressure in

90 2000

the first quarter. Mr. Shapiro said he
expects corporate losses to
“pbroaden out more” in the first quar-
ter, afflicting a wide range of nonfi-
nancial industries.

Recent corporate earnings sug-
gest that may be the case. On
Wednesday, shoe retailer DSW Inc.
swung to a net loss of $7.5 million
for its quarter ended Jan. 31, and the
company said it is slashing capital
spending and opening just 10 new
stores this year, compared with 41
last year. The company had previ-
ously announced it would eliminate
98 jobs, more than a tenth of its total
work force.

Separate data Thursday from the
Labor Department showed there
were 652,000 new claims for unem-
ployment benefits last week, season-
allyadjusted, arisefromthe weekbe-
fore and a sign the labor market re-
mains under pressure heading into
the second quarter of this year. There
are more than 5.5 million Americans
drawing unemployment benefits, as
of the week ended March 14.

—Tess Stynes
contributed to this article.
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EXECUTIVE EDUCATION

-schools rethink curricula amid crisis

Faculty emphasize
value of skepticism;
building new theories

BY BETH GARDINER

The seismic shifts now remaking
the financial world are sending trem-
ors through the corridors of busi-
ness schools.

The sectors at the heart of the cri-
sis for years have been the most pop-
ular areas of study at many top
B-schools, luring future M.B.A.s
with the promise of high-paying ca-
reers. The schools are having to re-
think their approaches to finance
and investment banking, updating
lesson plans on the fly while they
overhaul curricula for the long term.

Adding to the pressure for
change is a debate about whether
business schools bear some respon-
sibility for the crisis. Critics see an
arrogance in the schools’ culture,
and accuse them of focusing too
much on short-term gain and share-
holder returns. They also cast blame
on B-school researchers who helped
design many of the models discred-
ited by the financial meltdown.

The schools’ defenders say they
cannot be blamed for the flawed fi-
nancial-incentive structures that
led some to behave badly once they
got jobs with banks and other finan-
cial firms. Nonetheless, most at the
schools agree it is time to reexamine
what they teach.

“We have to try and figure out
which parts of the intellectual and
theoretical framework in finance and
economics will remain relevant in the
future,” said Simon Taylor, who di-
rects the master of finance program
at the University of Cambridge’s
Judge Business School. “There have
been a lot of things taken for granted
which are now seriously in question.”

Deans and professors said the im-
mediate priority for business schools
has been to meet students’ demand
for explanations of what is happen-
ing, with discussion sessions and pan-
els in which financiers and bankers
offer analysis and take questions.

Stefan Szymanski, associate dean
for M.B.A.s at Cass Business School
in London, said many academics are
basing classroom work around real-
world events. “If you can’t present a
plausible account of the crisis, your
lectures aren’t going to get off the
ground in the first place,” he said.

Faculty say they are re-emphasiz-
ing the importance of skepticism.
“You cannot sell a [financial] prod-
uct to a client if you yourself don’t
understand exactly what it is,”
Michel Baroni, a finance professor
at Essec Business School in Paris,
said he warns students.

Meanwhile, economists and busi-
ness-school professors are strug-
gling to analyze the financial col-
lapse and build new economic theo-
ries to replace those undermined by
events. That is a process that will
take years, ultimatley leading to
new models and ideas in business
textbooks and syllabi.

In the long run, the biggest
change may be a shrinking of
schools’ finance and investment-
banking programs. Mr. Taylor said
he is surprised at the high number
of prospective students still want-
ing to enter those fields, but pre-
dicted it would fall as they realize
fewer jobs are available.

Bernard Yeung, dean of the Na-
tional University of Singapore Busi-
ness School, said itis critical to press
students on their motivation for en-
tering the fields. For years, too many
students have gravitated to finance
and investment banking solely for
high salaries. They should instead
choose out of passion for finance’s
big, worthwhile goal: moving money
from those who have it to those who
need it to develop ideas, he argued.

As the dust settles, areas like risk
management, regulation, corporate
governance and ethics are likely to
play bigger roles in business-school
curricula.

George Yip, dean of the Rotter-
dam School of Management at Eras-
mus University in the Netherlands,
said teachers must deepen their ap-
proach to those areas. For example,
many schools have had a simplistic
approach to ethics, offering guide-
lines like “ ‘Don’t take bribes,” that
kind of thing,” he said. “You need to
gobeyond that, to how incentives en-
courage behavior that is unethical.”

Such questions are at the heart
of critics’ contention that business
schools helped set the stage for the
financial crisis by fostering a short-
term mentality that led graduates to
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The schools, said Martin Parker,
a culture and organization profes-
sor at the University of Leicester
School of Management in central
England, “teach a narrow, utilitar-
ian, profit-motivated curriculum,
and, as a result, it’s not surprising
that we seem to have encouraged a
generation of managers to behavein
such short-term, selfish ways.”

Ken Starkey, a management pro-
fessor at Britain’s Nottingham Uni-
versity School of Management, said
the economic models developed by
business-school faculty were central
to a huge expansion of trading in the
complicated financial products that
now are crippling banks. “They’ve
been absolutely at the forefront of
delivering a new financial system
which was relatively untested, a fi-
nancial system which has taken us

into uncharted waters,” he said.

Some B-school faculty said that,
while it might be time for a shift in
style, they aren’t to blame for
former students’ actions. “I could
teach you how to use a gun for good
or for ill, and I can teach you how to
create a financial product,” said
Alan Morrison, a finance professor
at Oxford University’s Said Business
School. “How you use that skill is
down to you.”

At Cambridge, Judge Business
School director Arnoud De Meyer ac-
knowledged that business academ-
ics had failed to sufficiently ques-
tion their own economic theories
when times were good. “Our aca-
demic role as a business school to be
critical, to forcibly question the gen-
erally accepted rules, maybe we
have forgotten that role in the last
five to 10 years,” he said.

Teaching strategies
to survive hard times

BY BETH GARDINER

Business schools that once fo-
cused their executive education on
how to make the most of good times
are now trying to help companies
come up with survival strategies for
a perilous economy.

In open-enrollment programs,
customized courses and one-on-one
advising sessions, B-school profes-
sors are offering support andideas to
companies navigating a frightening
new era. They are talking with busi-
ness executives about how the crisis
may change the economic landscape
for good, and pressing them to con-
sider what they need to do to adapt.

In every classroom, according to
school administrators and profes-
sors, the financial crisis and global
economic downturn are topic No. 1
as executives try to figure out how
to pare costs without doing long-
term damage to their businesses.

Narayan Pant, dean of executive
education at the Fontainebleau,
France- and Singapore-based In-
sead business school, said teachers
have to address a question foremost
in students’ minds: Do the long-ac-
cepted principles of management
still apply? He believes they do,
eveninthose sectors where the pres-
sure of falling demand is intense.

Business schools, many of which
acknowledge their executive-educa-
tion client base is shrinking as com-
panies cut training budgets, say
they encourage participants to step
back from day-to-day woes to focus
on the medium- and long-term fu-
ture, imagining what their compa-
nies will look like after the recession
and helping them come up with a
strategy for getting there.

“Iwould be very worried if some-
body said there’s a course out there
that can give you all the answers to
surviving the downturn,” said Kathy
Harvey, director of open-enrollment
programs at Oxford University’s
Said Business School.

The biggest priority for many en-
rollees is determining how to make
the changes needed to weather lean
times without destroying what
makes their company unique, said
Sean Meehan, dean of external rela-
tions at IMD business school in Swit-
zerland. “What’s really important is
to say, ‘These things are core to our
company, our brand, our way of

working,” ” he said. “ ‘Are we pro-
tecting our brand with the suite of
actions that we’re taking?’ ”

One way of stepping back to see
the big picture is for businesspeople
to focus on priorities other than
maximizing shareholder value, said
George Yip, dean of the Rotterdam
School of Management at Erasmus
University in the Netherlands. “If
you teach a multiple-stakeholder
perspective, to include society, em-
ployees, government and other
stakeholders, you inevitably take a
longer-term perspective and reduce
the risks as well,” he said.

Some courses also look at the
nitty gritty of doing business in a re-
cession. Mr. Pant, whois based in Sin-
gapore, said Insead faculty push exec-
utives to think about the long-term
costs of laying off staff. Those failing
to consider the expense of hiring and
training new workers when times im-
prove are accounting for only half
the price of cutting jobs, he said.

Steven DeKrey, masters program
director at The Hong Kong Univer-
sity of Science & Technology’s busi-
ness school, said faculty there are en-
couraging bosses to consider options
like job shares and unpaid leaves as a
way of cutting costs without losing
talent. Such measures make particu-
lar sense in Asia, where the down-
turn is expected to be shorter than in
the West, he said. “There might be an
easier case to be made among our cli-
ents for hanging in there versus total
restructure because we expect
things to turn back up,” he said.

For some companies in the midst
of cutbacks, executive education it-
self looks like an unaffordable lux-
ury. While student numbers are up at
IMD compared with the beginning of
last year, Mr. Meehan expects them
to fall about 10% in the second half of
2009. At Cass Business School in Lon-
don, companies that signed up be-
fore the economy hit the skids are
keeping their commitments, but new
business has been scarce, said Colin
Carnall, head of executive education.

Rotterdam’s Mr. Yip said the com-
panies that are still sending staff for
training are impatient for quick re-
sults, passing over more-abstract
courses like leadership training in fa-
vor of concrete ones. In the class-
room, “instead of talking about five-
year plans, there will be more talk
about one-year plans,” he said.



