
GE chief reverses product-design strategy
Former Goldman executive
to lead Merrill in Australia

U.S. to review merger guidelines

Fonterra boosts forecast
of payout to farmers 12%

By Kathy Shwiff

General Electric Co. is changing
its U.S.-centric method of innova-
tion by developing products in
emerging markets, such as China
and India, then distributing them
world-wide.

In a Harvard Business Review ar-
ticle published Tuesday, Chief Execu-
tive Jeffrey Immelt and Dartmouth
University professors Vijay Govin-
darajan and Chris Trimble, point to
two products—a $1,000 handheld
electrocardiogram device and a por-
table, personal-computer-based ul-
trasound machine that sells for
about $15,000—as examples of “re-
verse innovation.” Mr. Govindara-
jan also is GE’s chief innovation con-
sultant.

The two devices originally were
developed for markets in emerging

countries and are now sold in the
U.S., a contrast from the past when
GE and many other industrial com-
panies created products in the U.S.,
then adapted them for glo-
bal markets.

The GE executives said
the new business model al-
lows the Fairfield, Conn.,
company to expand into
emerging countries and
keep potential rivals there
from creating similar prod-
ucts, then bringing them to
the U.S.

“Success in developing
countries is a prerequisite
for continued vitality in de-
veloped ones,” the trio wrote.

For reverse innovation to work,
product developers must be based
and managed in the local market.
And when the products are sold glo-

bally, they may need to be sold at
lower prices even if they cannibalize
higher-margin products in rich coun-
tries, according to the article.

GE now has more than a
dozen “local growth
teams” in China and India.
Its China business is ex-
pected to grow 25% this
year, largely because of its
team there.

The conglomerate,
which has been struggling
as the recession hurt both
its industrial businesses
and its finance unit, re-
ported a 49% drop in sec-
ond-quarter profit in July.

Revenue fell 17%.
GE’s shares were trading Tues-

day on the New York Stock Exchange
at $17.05, up 1.7%. The stock has lost
about a third of its value this year.

India tightens deal rules
Analysts say change
could pose problems
for Bharti and MTN

Milk travels down a Fonterra production line, shown last year. The co-op expects
to make a payout this season of NZ$5.10 (US$3.61) per kilogram of milk solids.

Jeffrey Immelt

MUMBAI—India’s capital-mar-
ket regulator on Tuesday tightened
its takeover regulations, a move
that analysts say could be a blow to
Bharti Airtel Ltd.’s continuing
merger talks with MTN Group Ltd.
of South Africa.

Securities and Exchange Board
of India, or SEBI, said existing take-
over rules on triggering an open of-
fer would now be applicable for enti-
ties acquiring Global Depositary Re-
ceipts or American Depasitory Re-
ceipts with voting rights in an In-
dian company.

“There is a provision in the regu-
lation which exempts GDR and ADR
holders from the requirement of
making a public offer,” said C.B.
Bhave, SEBI’s chairman.

“The board decided that this ex-
emption wouldn’t be available if the

ADR/GDR holders are also acquiring
voting rights,” he said.

In terms of local regulations, a
mandatory open offer for a 20%
stake is triggered if a company ac-
quires at least 15% of another listed
company.

This amendment wouldn’t be ap-
plicable on a retroactive basis,
Mr. Bhave said.

Bharti Airtel and MTN are in the
midst of exclusive talks to form a
$23 billion combination that would
create one of the mobile-telecommu-
nications industry’s five largest
companies by subscribers. The talks
are scheduled to end Sept. 30.

“This was a gray area in the take-
over norms and SEBI has clarified it.
This could be a potential deal
breaker for Bharti and MTN,” said S.
Tulsian, a member of the National
Stock Exchange and an independent
investment adviser.

After the SEBI statement, Bharti
Airtel said any deal that it is discuss-
ing with MTN will be “fully compli-
ant” with the laws in both countries.
“All relevant approvals, including ex-
emption from open offer from SEBI
[if required], would be sought at the
appropriate time,” Bharti Airtel said.

Under the plan being discussed,

Bharti Airtel has proposed buying a
49% stake in MTN, whose sharehold-
ers would in turn get about a 36%
economic interest in Bharti.

Bharti Airtel has said that the
merger plan includes buying MTN’s
currently issued shares from MTN
shareholders for 86 rand ($11.52) a
share in cash and half of a newly is-
sued Bharti share in the form of
GDRs for every MTN share acquired.

Each GDR would be equivalent to
one Bharti share and would be listed
on the Johannesburg Stock Exchange.

Corporate lawyer H.P. Ranina
said on CNBC TV 18 that the implica-
tions of the tightened regulations
are “very, very serious.”

If an open offer is triggered, he
said, MTN’s stake in Bharti Airtel
could go to 56% under the present
talks structure, “which changes the
entire equation. So there is a big
question mark whether this deal
will go through.”

He was referring to a likely
change in Bharti Airtel’s manage-
ment control if an open offer is trig-
gered. Singapore Telecommunica-
tions Ltd. already holds about a 30%
stake in Bharti. Indian regulations
cap foreign investment in telecom
companies at 74%.

CORPORATE NEWS

By Brent Kendall

And John D. McKinnon

WASHINGTON—U.S. regulators
are considering updating 17-year-
old guidelines used to determine
whether proposed business merg-
ers are anticompetitive, a move that
could result in both simplified and
tougher standards for companies.

The review by the U.S. Justice De-
partment and the Federal Trade
Commission is expected to bring the
1992 guidelines more in line with
how mergers are reviewed now at
the two agencies. Critics say the
complex, multilayered analysis re-
quired in the federal government’s
existing guidelines no longer accu-
rately reflects real-world practice at
the agencies, which today focus
more on the practical impact of a
proposed merger. That creates un-
certainty for companies consider-
ing mergers and acquisitions, as
well as for courts reviewing the
agencies’ decisions.

“This is really about demystify-

ing the process so everyone under-
stands how we approach mergers,”
FTC Chairman Jon Leibowitz said in
an interview. “To the extent we
make changes, they will be more evo-
lutionary than dramatic.”

Antitrust officials suggested
that they would also examine the
guidelines to ensure that consumers
are being adequately protected
from companies seeking to accumu-
late excessive market power.

“It is an appropriate time for the
antitrust agencies to conduct a re-
view of the guidelines to determine
whether any revisions should be
made to better protect American
consumers and businesses from an-
ticompetitive mergers,” Christine
Varney, the DOJ’s chief antitrust en-
forcer, said in a written statement.

Consumer advocates and some
Democrats said the Bush administra-
tion had de-emphasized antitrust
enforcement, making it easier for
market-dominating companies to
merge. The Obama administration
is expected to be somewhat tougher

on mergers, in an effort to protect
consumers from unfair price in-
creases and other possible harmful
effects.

William Baer, an antitrust lawyer
at Washington’s Arnold & Porter
law firm, said that with the guide-
line review, regulators appeared to
be headed toward putting more em-
phasis on the practical impact of a
merger on product lines and con-
sumer choice.

The review also could reduce the
significance of some strictly numeri-
cal analyses, such as the Herfindahl-
Hirschman Index, which measures a
company’s market power after a
merger.

The Justice Department and the
FTC, which share U.S. regulatory au-
thority for antitrust matters, said
they would hold a series of work-
shops to explore possible changes to
the merger guidelines. The first
workshop is slated to take place in
Washington on Dec. 3. Mr. Leibowitz
said the review process was ex-
pected to take six to 10 months.

By Simon Louisson

WELLINGTON, New Zealand—
Dairy giant Fonterra Co-Operative
Group Ltd. announced a 12% in-
crease in its forecast payout to its
10,500 shareholder farmers amid
strengthening global demand.

Fonterra, which provides one
quarter of New Zealand’s exports
and accounts for around 40% of the
world’s dairy trade, is expected to in-
ject 750 million New Zealand dollars
(US$530 million) into the New
Zealand economy, boosting gross do-
mestic product by 0.4% on a one-off
basis.

Economists said it may also indi-
cate that New Zealand’s second-
quarter gross domestic product
data, due Wednesday, could beat
consensus forecasts.

Fonterra raised its estimated pay-
out to farmer shareholders to
NZ$5.10 per kilogram of milk solids
for the season to May 31 from a previ-
ous estimate of NZ$4.55.

In another positive sign for the
economy, New Zealand’s second-
quarter current account—the broad-
est measure of New Zealand’s finan-
cial dealings with the world—re-
ported a surplus of NZ$124 million.
This was the nation’s first quarterly
surplus since the March 2003 quar-
ter, and compared with the NZ$2 bil-
lion deficit forecast by economists.

The surplus, which compared

with a revised deficit of NZ$681 mil-
lion in the first quarter, was largely
due to a fall in income from foreign
investment in New Zealand, weaker
imports and a one-off charge in the
settlement of a company tax dispute.

The economic optimism sent the
New Zealand dollar higher by more
than one U.S. cent to a 13-month
high. The currency moved to
US$0.7185 in New Zealand after-
noon trade, its highest level since
Aug. 22, 2008, after the release of
the balance of payments data and
Fonterra’s forecast.

Westpac economist Doug Steel
said the “mild upside surprise” from
Fonterra’s news would almost cer-
tainly mean the country would soon
pull out of the recession in which it
has been mired since the start of
2008. He said it could give the cur-
rency fresh upward momentum.

The consensus forecast by econo-
mists is for second-quarter GDP to
have contracted by 0.2% from the
previous quarter, but some econo-
mists now say there is the potential
for GDP to grow modestly for the
quarter.

Still, whether the recent string
of positive news is enough to per-
suade the Reserve Bank of New
Zealand to budge from its easing
bias is debatable, as the stronger cur-
rency means monetary conditions
have tightened and exporters face
more headwinds.

By Andrew Harrison

MELBOURNE, Australia—Bank
of America Corp.’s Merrill Lynch &
Co. hired Craig Drummond to head
its Australian operations as part of
an expansion that aims to make the
unit one of the country’s top three in-
vestment banks.

Mr. Drummond, who left Gold-
man Sachs JBWere in April, will join
Merrill next month, succeeding Paul
Masi, who is leaving for personal rea-
sons, said Lucinda Horne, a spokes-
woman for Merrill.

Merrill’s Australian unit has
added about 36 people in the past
three months, she said.

Brian Brille, Merrill’s head of
Asian-Pacific operations, said Mr.
Drummond “will be responsible for
building a market-leading opera-
tion in Australia, overseeing the

strategy and direction and working
across all the businesses.”

Mr. Drummond will aim to in-
crease Merrill’s lending in Australia
and to assist local companies in
mergers and acquisitions, the
spokeswoman said. He worked at
the Australian operations of Gold-
man Sachs Group Inc. for more than
23 years.

Merrill also hired Peter
O’Connor, from Deutsche Bank AG,
to head its Australian resource re-
search team, replacing departing an-
alysts, Ms. Horne said.

Mr. O’Connor, who is regarded as
an expert on BHP Billiton and Rio
Tinto, worked for Credit Suisse be-
fore joining Deutsche Bank.

Merrill plans to expand its brok-
ing business, hiring more client ad-
visers, and boosting its operations
in Melbourne, Ms. Horne said.

By Romit Guha, Nupur Acharya
and John Satish Kumar
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