»debt maturing in the next 18 months, ac-
cording to Standard & Poor’s, a rating agen-
¢y, and only $560m of cash (excluding cash
held as collateral). The Mexican firm is
now trying to arrange a new debt package
with a syndicate of banks.

The other five firms look more secure.
None is in immediate danger of breaking
its debt covenants. ArcelorMittal, Rio and
Lafarge have sufficient liquidity to cover
maturing debt for the next year or so.
Xstrata and Tata Steel have two years’
worth of cover. The latter also has a “get
out of jail free” card: $6 billion of its $:07

- Newspapers in America
'. OverZellous

JCHIGAGD -

- The Tribune Comn#ny ﬁ]es for bankruptcy )

HEN Sa Z _
December.20th 2007 thathe had
-completed 2 deal to buy the Tribune

. Company—with holdings including the -

Los Angeles Times and the Chicago Tri- -
“hune, an array of locdl television stations
_and the Chicago Cubs baseball team—he
-made a bold promise. A property tycoon
“with litle-experience in media, Mr Zell

vowed to create “a fresh, entrepreneurial

culture that is fast and nimble, and which . -

rewards innovation”. Tribune, he hoped,
“would represent the future of newspa-
pers. He may be right, but notin the way

he intended. On December 8th the com- :

pany filed for bankruptcy protection.
" America’s newspapers have beenin
declineé for years as readers and advertis- -

ers have migrated to the internet. In 2007
“the total circulation for daily newspapers

was 51.2m,14% lower than in 2000, ac-

" carding to the Newspapex Association of

America. Total advertising spendmg
{print and online) fell by 8% in 2007
aloné. This year has been even worse,
_thanks to the recession: in the third quar-
“ter it was18% lower than a year earlier.
. MrZell, whoinvested a mere $313min_
Tribune's $8.2 billion takeover, soon
" proved an erratic captain on a sinking

-among other things, cutting staff and
“measuring reporters’ productivity by
their published column inches,

But Mr Zell's main strategy for surviv-:

al'was to sell assets. In May Tribune sold -
Newsday, a paper basedinLongIstand. *
“Butascheme to sellits stake in the Food
Network, a cable channel, collapsed.
“Mostimportant was the attempt to sell *
the Cubs, their Wrigley Field stadium and

.a25% stake in Comcast SportsNet Chica- -

go, a cable network. My Zellhoped this -

“mightraise as much as $1 bitlion. After .~

many delays, news came thismonth of at

least three bidders for the Cubs. Yetjusta™ - ';

billion of net debt sits in Corus and is not
guaranteed by the Indian parent company.
In extremis, Tata could walk away from its
costly acquisition. (This month Corus
asked for aid from the British government.)
These firms also still expect to generate
cashfiow, just much less of it. With their li-
quidity buying them some time, next yeay
will be about squeezing the business until
the pips squeak. The acquisitions all made
industrial sense, so synergies should boost
profits: Rio, for example, has so far made
only about a third of the savings expected
from the Alcan deal, and Tata Steel is about

.- This media lark is Fgugh'ér;ha'n itlooks

week later Tribune ﬁléa for bankhipicy, -

B exciudmg thé team fromits filing. *

- Mr Zell blamed the combination of

. ",fallmg revenues, the credit crisis and the
E ‘wretched economy. Indeed, few could

have foreseen that Tribune’s ad revenue -

. would drop by atleast15% in each quarter

of this year so far. The collapse of the car

‘and property industries, two big advertis-
. ers, did nothelp. Tribune might have
, *. . been able to survive if it had not been
ship. Plans to save the business included,

loaded with $13 billiori of debt.. -
- "Other newspapers are also in trouble,

o ::,_ McClatchy, America's third-biggest news-
<~ paper publisher, is faltering under heavy-
_ debts after buying KnightRidder in 2006 .-

- Ttis trying to raise cash by selling the

Iy *Miami Herald. The Minneapolis Star

. Tribune and the Philadelphia Inquirer are
-.also on the brink, according to Lauren .

- Fine, an industry expert at KentState -

“University. And the New York Times,
which has a $400m debt repayment

“loomingin May, said on December 7th
. thatits parent company rhight borrow up
_to $225m against 1ts new headquarters

Bad news, mdeed

halfway through its programme. Beyond
such synergies, both Lafarge and Arcelox-
Mittal have recently launched new cost-
cutting plans. The slump means inflated
costs for equipment and raw materials are
falling, while inventoties can be run down.
ArcelorMittal hopes to release $5 billion of
working capital over the next six months,
which would cut its net debtby 15%.

But in the fight to survive the biggest
weapons are cuts in production and capi-
tal spending. ArcelorMittal has led the way
on the former, with a reduction of cutput
by one-third that even its chairman,
Lakshmi Mittal, calls *very aggressive”.
The cuts to investment plans are as dramat-
ic: ArcelorMittal, Lafarge and Cemex have
sliced their budgets for next year by be-
tween one-third and one-half, and on De-
cember 10th Rio cut iss planned capital ex-
penditure in 2009 from $9 billion to $4
billion. Xstrata has yet to announce its
plans but a 50% reduction is possible. For
the six firms combined, thiswould meana ~
$15 hillion boost in annual cashflow—
equivalent to about 18 months' worth of
interest costs.

That, along with adequate liquidity for
aileast five of the six, makes survival likely.
It also raises an intriguing question. The
deals of recent years mean these industries
are more concentrated and indebted than
ever before, That in turn has forced huge,
rapid cuis in actual and planned capacity,
which could stabilise prices faster than in
past downturns. It is a glimmer of hope
during these bieakest of times. &

Advertising in America

Broadcasting
gloom

How badly will television advertising
suffer in the recession?

THE Super Bowl is one of the biggest
events on the advertising calendar, as
companies vie to produce the most memo-
rable and innovative ads. The battle for the
National Foothall League’s ultimate prize
attracts more viewers than anything else
on American television and provides a
“symbolic pulse-taking” for the advertis-
ing industry every February, says John
Frelinghuysen, an analyst at Bain and
Company, a consultancy. But this year the
patient is in poor health, All the advertis-
ing slots for the 2008 Super Bowl had been
sold by the end of November 2007, despite
the $2.6m price of each. For 2009 the price
has risen to $3m, but at least ten slots (out
of 67} are still locking for a buyer.

General Motors, which ran i ads on Su-
pet Bowl Sunday in February 2008, has al-

ready said that it will not run any in 2009. »
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+ America’s two other big carmakers, Ford
and Chrysler, are likely to follow suit. Tell-
ingly, Monster.com, an online job-search
company, said recently thatit was buying a
slot. Instead of the usual parade of expen-
sive ads paying tribute to American con-
sumerisim, 2009's Super Bowl will reftect a
couniry in recession and herald a prim
year for the advertising industry.

Maost forecasts for next year say that ad
spending in America will decline by 5% or
more, Much depends on the fate of the
automotive industry: carmakers and deal-
ers normally spend around $zo0 billion a
vear on advertising, but Chrysler arnd Ford
scaled back their expenditure by niore
than 30% in the first nine months of 2008,
and are expected to make further cuts in
2009 as they struggle for survival.

The car industry’s woes will hurt all
media, but especially television. Analysts
at MO Capital Markets predict that total
spending on television ads will fall by al-
most 9% next year. Only newspapers,
where a decline of 12% is expected, are fore-
cast to fare worse. Carmakers have already
shifted some of their advertising spending
to the internet, and are likely to go further
in 2009, Car ads make up 25% of advertis-
ing revenues for Jocal television channels,
and carmalkers have been among the most
consistent buyers of high-priced ads on na-
tional television,

So far local stations have been most af-
fected by falling spending on advertising.
National stations have been moie insulat-
ed, because they operate on longer-term
contracts with advertisers. But in the new
year they will also feel the chill, as compa-
nies fail to renew their contracts. Televi-
sion, which has remained strong as print
media have lost advertising dollars and
readers to the internet, could enter a slump
of its own. “Next on the list is Tv stations,”
says Anthony Diclemente, a media analyst
at Barclays Capital.

Advertising agencies are alveady suffer-
ing as their clients cut spending, For exarm-
ple, Omnicom Group, one of the indus-
try’s glants, depends on car companies for
14% of its revenue in America. It has started
laying off workers. And even companies
that can still afford to advertise may be legs
willing to pay for lavish commercials amid
economic gloom. Federal Express opted
out of the Super Bowl, for example, argu-
ing that if would be insensitive to run a glit-
tering ad. Jeff Goodby, co-founder of
Goodby, Silverstein & Partners, an ad agen-
¢y in San Francisco, says this anxiety is
most widespread among publicly traded
companies. “They can’t look like they're
lighting cigars with $100 bills in this envi-
ronment,” he says,

Although the prospects in America are
bleak, there is some scope for optimism
elsewhere. ZenithOptimedia, an arm of
Publicis Groupe, another big agency, pre-
dicted this week that 89% of all growth in

advertising spending between 2008 and
q20n will take place in developing coun-
i ties. Miles Young, the newly appointed
“chief executive of the Ogilvy Group, yet
ancther leading firm, sees the brightest
prospects in India, China, Indonesia, Viet-
h’ﬁﬁind Brazil TEl&Vision, fie points out, is
the most popular advertising medium in
much of the developing world; strong
growth there will, he says, help offset the
declines in North America and Europe,

Pharmaceuticals

Winds of change

WHITEHOUSE STATION, NEW JERSEY
Merck’s woes illuminate the shifts
taliing place in the drugsindustry

DICK CLARK is no stranger to hard
times. The chairman of Merck, a giant
American drugs firm, got the top job after a
safety scandal caused Vioxx, the firm's
blockbuster painkiller, to be pulled from
the market in 2004. The soft-spoken Mr
Clatk has won praise for his handling of
that crisis and for being quicker than his ri-
vals to start restructuring his firm in prepa-
ration for leaner years. He was also ap-
pointed head of Pharmaceutical Research
and Manufacturers of America (PhrMA),
the industry’s lobbying arm.

Bui Mr Clark is not celebrating, Mercle’s
shares have underperformed those of its
rivals this year (see chart). Investors have
wortied thatits efforts to find new sources
of growth were not as vigorous as those of
its peers, which have been buying hiotech
firms and genericsmakers, replenishing
their product pipelines and moving into
new matkets. On December gth, at the an-
nual business review conducted at the
firm’s headquarters in central New Jersey,
Mr Clark announced yet another new
strategy, involving low-cost biological
drugs. He also spelt out Phrma’s softening
stance toward heatth-care reforms that the
group has hitherto opposed.
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A revealing moment at the meefing
came when one analyst mistakenly stated
that Mr Clark no longer ran Phrma,
“Thank you for the offer,” he joked, ex-
plaining that he holds the post until April—
but it was clear that his words were only
half in jest. Being the standard-bearer for
the drugs industry hasnever heen easy, but
the job will get even harder. My Clark
thinks 2009 will be “a year of transforma-
tion” both for the industry and for Merck.

One reason is the recession in America.
Big drugs firms, including Merck, report
that growth is slowing in that all-impor-
tant market, Drugs were supposed to be re-
cession-proof, but it seems that fnancially
squeezed patients w ¢l .0ut ing’Hiahce, or
with big co-paymens, are cutting back
even on their medicines. Many drugs firms
have responded by reducing spending on
sales and marketing by 10-20%; this week
Merck said it had made deep cuts in these
areas without hurting saies. The firm has °
also made a big push into emerging mar- -
kets, Tf thinks its reventiies there may ex-
ceed its target of $2 hillion in 2010.

But Mr Clark’s main announcement
was a bold $1.5 billion plan to enter the na-
scent matket for “biosimilars”, which are
the biotech equivalents of generics. This
will put Merck in direct competition both
with generics firms, such as Teva of Israel,
and with biotech giants, such as Amgen,
which make the expensive products that
biosimilars hope to replace. The reason to
think Merck may succeed, argues Tim An-
derson of Sanford Bernstein, a research
firm, is thatit has found a way to make bio-
similars by culturing them inside yeast
cells. This could be much cheaper and
more teliable than the usual method, using
mammalian cells.

The second transformative force ig the
pending reform of America’s health-care
industry. When Hillary Clinton tried to
push through a plan for governmentrun
health care in the 1ggos, the drugs industry
spent huge sums to help kill the initiative,
This time, says Mr Clark, his industry
wants comprehensive reform and even

has “a seat at the table.” Perhaps surpris-| |

ingly, PhRMA now supporis most aspects ;
of health-care reform being mooted, from/ |

universal coverage to restructuring the in{ | |

surance market,

However, this acceptance of change
goes only so far. Push Merck officials on the
prospects for drug-price controls, and their
unflinching answer is that they are “com-
pletely opposed” to such European-style
“rationing” of care. The industry makes
much of its profit in the unfettered Ameri-
can market, and price controls threaten
that flow of cash. It argues that if limits are
imposed on drug prices in America, there
will be less to invest in innovation and
everyone will suffer, since the rest of the
wotld free-rides on American spending.

That argument is correct, in that busi- st
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» nesses need the prospect of profit in order
to invest. In practice, though, America is
unlikely to impose draconian price con-
trols. The more likely outcome is that gov-
ernment health schemes will start de-
manding discounts from drugs firms, and
will buy more generics. Dr Anderson has
crunched the numbers, and he reckons this
need not lead to disaster. He reckons thata
20% cut in drugs prices paid by Medicare,
America’s health-care system for the old
and disabled, will shave profits at the big-
gest drugs firms by a mere 5%.

So even if President Obama swings his

; budget axe forcefully, there will be plenty

i of money left for.the pharmaceutical in-

hly dustry—provided, of eourse, that the com-

panies keep coming up with genuinely
new drugs. However, as Mr Clatlk has dis-

covered, that is no easy task. 8

iy Litxury cars

‘Crash

BLACKBUSHE
Second-hand prices are plummeting as
demand declines

THE Rolls-Royce Phantom nudges its
way through a swarm of car dealers
and into one of the sales halls atBritish Car
Auctions in Blackbushe, Surrey, south-
west of London. Only two years old, itis as
immaculate as a new model costing more
than £265,000 {$392,000). But within sec-
onds the auctioneer has knocked it down
for £135,000. Then itis on o the nextin line:
a Bentley Continental, a Range Rover, a
Porsche Boxster and scores of Audi, BMw
and Mercedes-Benz models, All are suffer-
ing the indignity of a collapse in second-
hand-car piices as global demand for Iuxu-
ry and prestige cars dwindles.

Sales of new luxury cars in America
were 39% lower in November than in the
same month in 2007, according to Auto-
data, a research firm. Mercedes-Benz saw
American sales sink by 43%, and Porsche
by more than half. The story in Europe and
Asia is similar. The producers, mostly Euro-
pean, are culting back with extended fac-
tory closures and layoffs. In previous
downturns the market for luxury cars was
more resilient than the mass market, but
not this time. Since the credit crunch, the
readily available finance thatmade buying
afancy car easy has disappeared.

Many customers are trading down fo
less expensive vehicles or keeping their
cars longer. To attract buyers for new luxu-
ry vehicles, some European meanufacturers
have been offering discounts and incen-
tives that average more than $8,000 per car
in America, according to Edmunds.com,
another automotive-research firm.

With such big discounts available on
new models, people expect to pay even
less for second-hand ones. In Britain the
average trade-in price in November of a
one-year-old diesel luxury saloon—such
asan Audi A8, a Jaguar xJ or a Mercedes s-
Class—was 21% less than a year earlier, cal-
culates BurotaxGlass’s, a firm that moni-
tors car prices. Richard Crosthwaite, who
analyses prestige cars for the company,
does not expect residual values to improve

until the glut of used vehicles subsides.
That may take a while. Many such cars
are acquired on two- or three-year leases.
German manufacturers, in particular
BmMw, relied on leases for about three-
guarters of cars sold in America, reckons
Edmunds.com. This means more vehicles
from the good times are still waiting to
come off lease, and witl end up in auctions.
If residual values stay depressed, even
owners with an option to buy when theit »



