
The global economy is slowing
sharply, with four of the
world’s five largest economies
flirting with recession. Euro-
zone GDP contracted 0.2% in
the second quarter, the first
fall in output since the 1992-93
pan-European recession. Page 1

n U.S. inflation surged to a
5.6% annual rate in July, a
17-year high, lifted by food,
energy and clothing. Page 9

n Chances are better than
even the U.S. will bail out Fan-
nie Mae and Freddie Mac, ac-
cording to a Wall Street Jour-
nal economists’ survey. Page 9

n Dominance at Heathrow
may be the key to whether the
U.S. will clear BA, Iberia and
American Airlines’ request for
antitrust immunity to cooperate
on trans-Atlantic flights. Page 4

n InBev’s profit rose 8.6% in
the second quarter, helped by a
tax gain and stronger sales in
Latin America. Page 6

n Wal-Mart’s net jumped 17%
in the quarter, but the retailer
warned of slower sales growth
in the months ahead. Page 5

n U.S. stocks climbed on a re-
bound in financial shares and a
bounce in the dollar. European
shares rose amid gains for com-
modity producers. Page 18

n UBS was accused of civil
fraud by New Hampshire regu-
lators with regard to a student
lender’s issuance of auction-
rate securities. Page 17

n TNK-BP’s CEO was banned
from holding executive office
in Russia for two years by a
Moscow labor court. Page 20

n AstraZeneca will begin co-
marketing its cholesterol drug
Crestor with Abbott Laborato-
ries in the U.S. Page 7

n Google’s Indian subsidiary
is being sued for defamation in
the Bombay High Court by a
construction-gear firm. Page 7

n Goldman Sachs’s silence
over its plans regarding auction-
rate securities is drawing ire
from wealthy clients. Page 19

Musharraf
is expected
to step down

Global economy slows
Downturn threatens
emerging markets;
exports are dropping

Bush renewed his call for a
cease-fire in Georgia and that
Russia respect its “territorial in-
tegrity.” With the Russian inva-
sion apparently slowing, the U.S.
and Europe face the challenge of
Moscow’s insistence that it is
ready to help break up Georgia.
Russia’s claims that thousands
of civilians were killed during a
“genocide” in South Ossetia
don’t appear to be backed up
with evidence. Pages 1, 2
n Poland and the U.S. reached
an accord on a U.S. missile-inter-
ceptor battery in Poland in ex-
change for American help in bol-
stering Poland’s defenses. Page 2

n Pakistani President Mushar-
raf is expected to leave office
in the next few days before Par-
liament takes up impeachment
proceedings, following a break-
through in secret talks. Page 1

n A suicide bomber blew her-
self up among Shiite pilgrims
south of Baghdad, killing at least
26 people and wounding 75. Two
were killed in other bombings.
n The U.S. military said six
Navy guards face trial for alleg-
edly assaulting prisoners in Iraq.

n A suicide bomber struck near
a police station in Lahore, killing
eight people and wounding 16 as
Pakistan’s independence day
was about to begin Thursday.

n Nepalese police detained
more than 500 Tibetan protest-
ers amid clashes while breaking
up a demonstration at China’s
diplomatic mission in Katmandu.
n The IOC said it disapproved of
Chinese security officials’ rough
handling of a British journalist
who tried to report on a pro-
Tibet protest in Beijing. Page 8

n Mauritania’s military junta
appointed a former ambassa-
dor as prime minister. Page 10

n Zimbabwe officials briefly
confiscated the passport of oppo-
sition leader Morgan Tsvangirai
as he tried to fly to South Africa
to attend a regional summit.

n Iran and Turkey signed coop-
eration agreements but failed
to complete a deal to build a
new natural-gas pipeline.

n A Nigerian militant group
said two German workers kid-
napped recently will be freed.

Trouble ahead
GDP growth for selected economies,
percentage change in the second quarter
compared with the first quarter

Source: Eurostat
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Euro-zone GDP
fell 0.2% in quarter;
brink of recession

Russia’s genocide claims
are difficult to prove

Editorial&Opinion

By Marcus Walker

BERLIN—Economic output in
the euro currency zone fell 0.2% in
the second quarter, putting Eu-
rope’s economic heartland on the
brink of recession.

The contraction was the region’s
first since the creation of Europe’s
common currency in 1999, and the
first time output has fallen overall
in the 15 countries that use the euro
since the pan-European recession of
1992-93.

Falling business and consumer
confidence, as measured in surveys
up to July, suggests a quick recovery
isn’t in the cards. Many economists
now expect a euro-zone recession,
defined as two or more quarters of
shrinking economic activity.

“The odds of recession are defi-
nitely over 50%,” says Michael
Hume, European economist at Leh-
man Brothers in London.

Germany’s economy, the biggest
in Europe, contracted 0.5% in the
second quarter. Spain’s grew by a
minimal 0.1%. France’s economy,

Please turn to back page

The euro zone unravels
A contraction in the second
quarter raises fears of a reces-
sion. Review & Outlook. Page 12

Russia’s claims that thousands
of civilians were killed during a
“genocide” in South Ossetia in re-
cent days don’t yet appear to be
backed up with evidence.

President Dmitry Medvedev and
Prime Minister Vladimir Putin have
both repeatedly said that Georgian

troops committed genocide
against South Ossetians, and Mr.
Medvedev on Tuesday referred to
“thousands” of South Ossetians
killed in the conflict. Russia has
cited this as a main reason for send-
ing troops into the region.

Other Russian and South Osse-
tian officials have pegged the death
toll as high as 2,000, and main-
tained that Georgian troops razed
the regional capital, Tskhinvali, and
left it resembling Stalingrad after
the long siege by Nazi troops during
World War II. State-controlled tele-
vision has shown lots of footage of
burning buildings and badly dam-
aged infrastructure.

But on the ground in Tskhinvali,
where most of the fighting during
the five-day conflict occurred, there
is little evidence of a high death toll.

In the city’s main hospital, Ada
Djueva said she and her colleagues
had processed 45 corpses and about
273 injured people. During the fight-

Please turn to page 3

The global economy—for
months resilient in the face of U.S.
economic weakness—is now slow-
ing sharply.

Recent reports show that four of
the world’s five largest economies,

including the U.S., the euro zone,
the U.K. and Japan, are flirting with
recession. And while emerging econ-
omies weathered a U.S. slowdown,
it isn’t clear these once-hot econo-
mies can sail through a global down-
turn in the developed world.

The latest example of distress:
Thursday, the European Union’s sta-
tistics agency reported that second-
quarter gross domestic product in
the euro zone contracted 0.2%—or
0.8% at an annual rate. It was the
first time output has fallen overall
in the 15 countries that use the euro
since the pan-European recession of
1992-93. Weakness in Spain and It-
aly broadened to Germany and
France.

Other data show that the U.K.
and Japan are possibly in recession
and the U.S. has grown little in the
past nine months.

Several factors are behind the
Please turn to back page
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What’s News—
Business & Finance World-Wide

AFP

Liquid refreshment: A dip
in Italy’s Lago Bolsena
WEEKEND JOURNAL | PAGES W8-W9

Old story: The fight to
control Games’ narrative
BEIJING OLYMPICS 2008 | PAGE 8

Georgian civilians
reach for loaves of
bread at a bakery in
Gori on Thursday.

Money & Investing > Page 17

By Zahid Hussain

And Peter Wonacott

ISLAMABAD, Pakistan—Presi-
dent Pervez Musharraf is expected
to leave office in the next few days
before Pakistan’s Parliament takes
up impeachment proceedings
against him, following a break-
through in secret talks designed to
ease his departure from office, peo-
ple familiar with the situation say.

“Musharraf will neither face im-
peachment nor be prosecuted,” one
person said. Mr. Musharraf is ex-
pected to step down once a guaran-
tee of safe passage and immunity
from prosecution has been struck.
“We expect a major development in
the next 48 hours,” this person said.

The secret talks have involved
Mr. Musharraf’s aides and members
of the leading political party.

Mr. Musharraf has been under in-
tensifying political pressure to quit
after leaders from the ruling coali-
tion government said they would
press impeachment charges against
him in Parliament, in part based on
his actions late last year when he de-
clared a temporary state of emer-
gency. After doing so, he was re-
elected to a five-year term as presi-
dent in a controversial vote by an
electoral college.

Since February, Mr. Musharraf, a
key ally in the U.S.-led war on terror,
has been sidelined politically after
democratic elections in which the Pa-
kistan People’s Party, led by the wid-

Please turn to page 10

By Andrew Osborn in
Tskhinvali, Georgia, and Jeanne
Whalen in Moscow

By Justin Lahart in New York
and Alistair MacDonald in
London
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Euro-zone economy shrinks, pointing to recession

worsening economic outlook. The
commodity boom has been a shock
to many households and businesses
in developed economies. Meantime,
several markets—such as Spain, Ire-
land and the U.K.—are suffering
from U.S.-style housing downturns
and credit crunches. And U.S. stag-
nation is wearing on other places,
because U.S. output still accounts
for more than a quarter of global
economic output.

Complicating matters, while U.S.
policy makers spent much of the
past year aggressively fighting
against a downturn—lowering inter-
est rates and enacting tax rebates—
policy makers elsewhere in the
world have been preoccupied with
inflation, meaning they might not
have shock absorbers in place to
soften an economic blow. This is es-
pecially true in emerging markets,
where inflation pressures are more
severe and some central banks are
still raising interest rates.

“The global economy is sputter-
ing amidst a widening in the slow-
down from the United States to
Western Europe and Japan,” J.P.
Morgan economist David Hensley
said in a note to clients Wednesday.
That slowdown, he added, “is feed-
ing through to the emerging econo-
mies, where growth is at risk of fall-
ing below trend.”

Markets are loudly pointing to
the worsening outlook. The price of
oil, which is heavily influenced by
global demand, is down roughly 20%
from its July 3 peak of $145.29 a bar-
rel. Other commodities, including a
near-20% pullback since early July
for copper, have taken a sharp turn
lower. The Baltic Dry Index, a mea-
sure of shipping demand, has fallen
23 straight days. The dollar has re-
bounded as other economies start
looking less robust in comparison
with the U.S. And while the U.S.
stock market has fallen sharply, vir-
tually every other stock market in
the developed world has performed
worse.

“Every region of the world ex-

cept the Middle East and North Af-
rica—a beneficiary of high oil prices—
will experience a slowdown this
year,” Global Insight, a U.S. forecast-
ing firm, said in a recent report. It
sees global growth decelerating
from 3.9% in 2007, when it was
spurred on by a resilient Europe and
booming emerging markets, to 3.2%
in 2008. J.P. Morgan projects 1.8%
global growth, compared with 2.2%
in April.

On Wednesday, Japan reported
GDP contracted at an annual rate of
2.4% in the April-June quarter, the
largest decline in seven years.

The U.K. could be heading to-
ward its first recession in 15 years.
Retail sales fell 0.9% in July from a
year earlier among stores open at
least a year. Manufacturing output
is down 1.3% on the year. And home
prices are down nearly 9% from a
year earlier.

“The adjustment of the U.K. econ-
omy to higher commodity prices
and a more realistic pricing of credit
will be painful,” Bank of England
Gov. Mervyn King said Wednesday.
“The next year will be a difficult
one, with inflation high and output
broadly flat.”

With the world’s largest econo-
mies struggling, booming emerging
markets are feeling a pinch. Last
week Taiwan reported July exports
fell short of economists’ expecta-
tions. A monthly survey of Chinese
purchasing managers indicated that
manufacturing activity declined in
July, the first time that has hap-
pened in the report’s three-year his-
tory. Exports also have slowed. In
Europe, the once-booming Baltic
state of Estonia said its economy
contracted 0.9% in the second quar-
ter and 0.5% in the first quarter, ef-
fectively a recession.

Gary Goh, the export manager for
Singapore-listed Lorenzo Interna-
tional Ltd., says sales are softening
for the maker, wholesaler and re-
tailer of leather sofas and wood-
based home furnishings. Summer is
usually slow for the company, but
this year is worse than usual. Ex-

ports within Asia have begun to
slow, although not nearly as much as
to the U.S. and Europe.

“It’s a global problem,” he says.
In Malaysia, an electronics-man-

ufacturing base, economists project
slowing export growth in the sec-
ond half of 2008. High prices for
commodities such as palm oil have
propped up Malaysian export
growth in the past year, but those
prices have come down sharply. As a
result, analysts have trimmed 2008
GDP growth estimates to about 5.5%
from as high as 6.3% earlier this
year.

For the U.S., the deterioration
overseas is both a blessing and a
curse. Because softer global growth
is helping to bring down prices of

commodities and strengthen the
U.S. dollar, American consumers
stand to benefit. But that might not
outweigh the hit brewing for U.S. ex-
ports, which had benefited from the
weak dollar and strong growth
abroad.

Without the benefits of an im-
proving trade picture, U.S. output
would have contracted at a 0.5% an-
nual rate in the second quarter,
rather than expanding at a 1.9% rate.

One company being affected is
Starwood Hotels & Resorts World-
wide Inc., which late last month low-
ered its earnings guidance for the
rest of the year.

“We are starting to see a few
non-U.S. markets also being im-
pacted by these same factors, like
London, Paris, and Tokyo. And some
countries like Spain, the U.K. and Ire-
land have similar force residential
bubble issues like the U.S.,” said Vas-
ant Prabhu, the company’s chief fi-

nancial officer, in a conference call
with analysts.

Few places are a better case
study of the global downturn than
Britain, which is getting hit by a
housing downturn, tightening
credit and high commodity prices.

In England and Wales, some
3,560 companies were forced or
went into voluntarily liquidation in
the second quarter of this year, a
15% increase from the same period
last year, according to government
figures.

Cains Beer Co. in Liverpool, Eng-
land, has seen revenue suffer at the
100 pubs it owns as consumers scale
back spending. At the same time,
the price of brewing beer at the
150-year-old brewer increased as
the cost of hops shot up. It also
faced a 40% increase in the price of
aluminum from the end of last year
to last month, which pushed up the
cost of canning its beer.

With banks across the U.K. be-
coming more cautious, Cains’s
bank, the Bank of Scotland, said
Aug. 7 that it wouldn’t be offering
any more credit. Unable to borrow
the money it needed to pay off a
large tax bill it owed, Cains put the
company into administration on the
same day.

“A year ago, two years ago, one
bank said no and another said yes,”
said Cains Chief Executive Su-
darghara Dusanj.

A spokesman for Bank of Scot-
land’s parent company HBOS PLC
declined to comment.

Some of Europe’s big economies
still have a high manufacturing base
and so are getting pinched by high
commodity prices and the strength
of the euro. What’s more, falling un-
employment in Europe has revived
union power, meaning that workers’
wages have begun to move up
quickly in response to higher prices,
raising the chances for prices to spi-
ral higher.

That has made the European Cen-
tral Bank more fretful of inflation
than the U.S. Federal Reserve. The
ECB raised its key lending rate a

quarter point to 4.25% in July; be-
fore that, it had kept rates steady
throughout the credit crisis that be-
gan to unfold last summer, even as
the Fed cut its target rate deeply.
Those higher rates, too, are weigh-
ing on Europe’s economy.

The speed with which Europe’s
economy weakened appears to have
taken many European companies by
surprise. When it reported first-half
results late last month, Michelin
SA, the French tire maker, said it
had seen market conditions deterio-
rate sharply in Europe in May and
June. The company wasn’t able to
throttle back production fast
enough to “offset totally the market
reduction, which was so strong and
quick,” Chief Financial Officer Jean-
Dominique Senard told investors.
Its first-half net profit fell 1.6%, and
the French tire maker again lowered
its full-year outlook in light of weak-
ening European and U.S. markets
and higher raw-material prices.

In Japan, manufacturers have
been unable to pass their higher raw-
material costs through to the prices
they charge, shrinking their profit
margins. Manufacturing remains a
much larger part of the Japanese
economy than in the U.S., points out
J.P. Morgan Securities Japan econo-
mist Masamichi Adachi.

Because Japanese manufactur-
ers import much of their raw materi-
als, and export much of what they
make, manufacturers’ inability to
pass on higher costs is weighing on
the economy at large.

Japanese companies are seeing
the global slowdown cut into their
overseas sales. Toyota Motor Corp.
last week reported that profit was
28% below its year-earlier level in
the quarter ended June 30. North
American sales have been weak
since last year, but the car maker
said it sold 9% fewer cars in Europe
than it had a year earlier.
 —Marcus Walker in Berlin

and Raphael Pura
in Kuala Lumpur, Malaysia,

contributed to this article.
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Euro-zone GDP shrinks in new sign of global downturn
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War in Georgia turns cold
As fighting abates,
U.S., EU, Russia tilt
on diplomatic front

Marauders beset Gori
as Russian troops watch

By Neil King Jr.

With the Russian invasion of
Georgia apparently slowing, the U.S.
and Europe now face what could be
a far pricklier challenge: Russia’s in-
sistence that it is now ready to help
break up Georgia itself.

The U.S. responded sharply
Thursday to comments from Rus-
sian Foreign Minister Sergei
Lavrov that the world “can forget
about any talk about Georgia’s terri-
torial integrity.” Russian claims
that the regions of South Ossetia
and Abkhazia can’t remain part of
Georgia stand to greatly compli-
cate the European-led effort to end
the weeklong fighting.

Washington’s escalating face-
off with Russia broke out on an-
other front Thursday as the U.S.
and Poland struck a provisional
deal to base a U.S. missile-defense
system in Poland—a pact that Mos-
cow deeply opposes as an anti-Rus-
sian provocation.

With Russian troops still deep in-
side Georgia, U.S. Secretary of State
Condoleezza Rice joined efforts to
coax Russia out of the country as
part of a French-led peace deal that
some critics say has given Moscow
too much leeway. After meeting in
France with President Nicholas
Sarkozy, Ms. Rice plans to fly Friday
to the Georgian capital of Tbilisi.
Her job there will be to persuade
Georgian President Mikheil Saakash-
vili to sign a cease-fire deal that
would allow at least some Russian
troops to remain in Georgia until in-
ternational peacekeepers arrive.

Overshadowing the finer points
of a cease-fire is the much larger

question of Georgia’s ultimate fate
and the future of the two breakaway
provinces. Ms. Rice repeated Presi-
dent George W. Bush’s pledge that
the U.S. would stand by Georgia’s
“territorial integrity” and oppose
any efforts to divide the country.

But Russian President Dmitry
Medvedev sent a far different mes-
sage. At a meeting in an gilded Krem-
lin reception hall, Mr. Medvedev as-
sured the leaders of the two separat-
ist provinces that Moscow would
support whatever decision the peo-
ples of South Ossetia and
Abkhazia make on their sta-
tus. “We’ll not only support
these decisions, we’ll guar-
antee them in both the Cau-
casus and the world as a
whole,” he said.

The separatist leaders
thanked Mr. Medvedev pro-
fusely. South Ossetian
leader Eduard Kokoity said
the U.S. bears some of the
blame for what he called
“the genocide of the small
Ossetian people.”

Both regions in the past have
voted for independence from Geor-
gia, and their leaders Thursday said
the chances that their indepen-
dence will gain international recog-
nition—something even Russia so
far has been unwilling to do—are
now dramatically higher.

Before the crisis, Russian offi-
cials had said they were in no rush
to recognize the territories. Earlier
this year, the Kremlin blocked a
move in Parliament toward recogni-
tion, saying it wouldn’t copy the
West in its recognition of Kosovo,
which Moscow bitterly opposed.
But now, the Kremlin has said it is se-
curing not only the territories, but
also a security zone of Georgian ter-
ritory outside them.

Any move to secure the regions’
independence, or to absorb them
into Russia, would be a serious slap

at the U.S. and Europe. But it re-
mains unclear how far the West is
willing to go to ensure that Georgia
isn’t broken up. Despite Kosovo’s
move for independence, U.S. and Eu-
ropean leaders still cling to the idea
that no borders within Europe
should be redrawn by force.

The gulf between the U.S. and
Russia appeared to deepen as Rus-
sian officials dismissed U.S. warn-
ings that the conflict could do long-
lasting damage to ties between the
two countries. At the Pentagon, De-

fense Secretary Robert
Gates said he saw no pros-
pect that the U.S. would
employ military force
against Russia. But “if Rus-
sia does not step back from
its aggressive posture and
actions in Georgia,” he
said, “the U.S.-Russian re-
lationship could be ad-
versely affected for years
to come.”

The Bush administra-
tion and its top diplomat
face a number of serious

handicaps as they wade deeper into
the Georgian conflict. The U.S. has
little real leverage—economic or
otherwise—over Russia. Moscow it-
self has been almost dismissive of
U.S. statements in recent days, de-
voting its diplomatic attentions in-
stead to the leaders of France and
Germany.

The U.S. is also hobbled by grow-
ing divisions within the European
Union. Britain and some former
East Bloc countries, such as Poland
and Latvia, have backed U.S. sugges-
tions that Russia be ostracized be-
cause of its actions this week. But
France and Germany have taken a
more measured approach, fueled in
part by their distrust of Mr.
Saakashvili and their leeriness over
goading Russia.

—Greg White and Marcus Walker
contributed to this article.
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By Yaroslav Trofimov

GORI, Georgia—A stocky man in
camouflage fatigues who walked
from behind a Russian tank seemed
like any other Russian soldier at the
main military checkpoint just inside
this occupied Georgian city. Then,
he pulled out a pistol, stuck it into
the thigh of a United Nations official
and demanded the keys to a gleam-
ing SUV parked nearby.

Seconds later, he pointed the gun
at the feet of another international
official, collected another pair of
car keys, and—unleashing a volley
of obscenities—fired two shots in
the air. Suddenly, dozens of journal-
ists, aid workers and diplomats
rushed to their cars as Russian
troops sat atop several tanks, watch-
ing the mayhem around them with
amused detachment.

Three staffers of the United Na-
tions High Commission for Refu-
gees, their vehicle seized at gun-
point, sought refuge in the back of a
speeding Wall Street Journal car,
breaking a window as they jumped
inside. “This is not a very safe
place,” exhaled Nikolai Vanchev, the
UNHCR field-safety adviser, as he
tried to relay a protest to the Rus-
sian Embassy. Mr. Vanchev, a Bulgar-
ian citizen, said his agency lost two
sport-utility vehicles to the maraud-
ers at the Gori checkpoint.

The gunman’s thin white arm-
band meant he was almost certainly
a member of Russian-backed fight-
ers from South Ossetia, the break-
away province of Georgia where
fighting first erupted a week ago.

His brazen behavior belied a se-
ries of claims made at the very same
checkpoint by the top Russian com-
mander in Gori, Gen. Vyacheslav
Borisov—who assured reporters
Wednesday night that there are no
Ossetian irregulars in the city and
that his soldiers would execute any-
one found looting or marauding.

The most important of Gen.
Borisov’s promises was that Geor-
gian police would be allowed to re-
enter Gori on Thursday, and that

Russian forces would start to with-
draw. Gori is claimed by Russian-
backed Ossetian nationalists as part
of their homeland.

Ossetian irregulars entered Gori
on Wednesday, prompting an exo-
dus of ethnic Georgian refugees who
recounted tales of looting, burning
and shooting. Most of central Gori is
still held by Ossetian militias, while
the Russian forces are deployed
mainly in the outskirts.

In coordination with Russian au-
thorities, a small contingent of Geor-
gian police appeared on the out-
skirts of Gori Thursday morning.
Georgian police manned some
checkpoints jointly with Russian
troops for about an hour but
weren’t actually allowed inside the
city, Georgian interior ministry
spokesman Shota Utiashvili said.

Tensions began to rise by mid-
day, as Georgian military units
edged closer to Russian positions. A
Russian general then came out to an-
nounce that no armed Georgians
would be allowed into Gori. Once
journalists and international observ-
ers were chased off by the maraud-
ers, Russian tanks roared their en-
gines and inched forward, forcing
Georgian personnel to retreat. A
few explosions rang out.

Before this confrontation, Rus-
sian soldiers tersely answered some
journalists’ questions as they sat
atop T-72 tanks that, they said, were
previously deployed in Russia’s vola-
tile Chechen republic.

Some of them wore American-
made armored vests, marked in
Georgian script with the names of
their previous owners. The soldiers
wouldn’t explain how these vests
came into their possession.

Crouching with a heavy machine-
gun behind a bush nearby, a Russian
soldier pondered for a minute when
asked whether his unit is likely to
proceed from Gori to the Georgian
capital city Tbilisi. Then, he spat
and answered: “Anyone who stands
up to Russia, we shall destroy
them.”

 —Marc Champion in Tbilisi
contributed to this article.
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ing, when patients had been evacu-
ated to the cellar, she said 220 surgi-
cal operations were conducted.

Dr. Djueva said the figure of
2,000 dead was “possible,” adding
that many corpses weren’t brought
to the hospital but buried in peo-
ple’s yards and gardens.

She said the situation had been
complicated by the fact that a
rocket had struck the city’s
morgue, rendering it unusable.

Alexander Ivanyus, the head of
a temporary field hospital housed
in about a dozen tents next to the
hospital, said he and his colleagues
had treated about 200 people since
the start of hostilities, for gunshot,
shrapnel, and landmine-inflicted
wounds. He said his staff had pro-
cessed only three dead bodies.

The Russian army says it isn’t
willing to show journalists the
city’s cemetery, where it says many
of the dead are buried. Lt. Col. An-
drei Bobrun said that local people
were very hostile to Western jour-
nalists because of U.S. support for
Georgia and that a visit to the
graveyard could therefore be dan-
gerous.

On Thursday the only dead bod-
ies on show were those of five Geor-
gian soldiers. The troops lay in the
middle of a road in Tskhinvali.
They had been stripped down to
their underwear, and their corpses
were bloated from the hot Cauca-
sian sun.

Col. Igor Konoshenko said there
had earlier been “a sea of bodies”
in the city’s streets, including
many women, children and elderly
people. He said that many had been
buried close to where they fell be-
cause of the heat and the continu-
ing conflict only to be reburied in
the cemetery on Thursday. A local
fighter, Murat Mestayev, said his fa-
ther and a young man he was
friendly with had been killed. He
said they died when a Georgian
tank opened up on the stairwell of

the apartment block they had been
sheltering in. He said he had buried
them in his garden.

Nazira Guchmazova, a school-
teacher, said three women in her
street had been buried in their gar-
dens. Col. Bobrun said it would
take a while to ascertain the final
number of fatalities. That was be-
cause some civilians were still bur-
ied beneath rubble, while others
had been buried by their loved
ones at great speed. The odor of de-
caying flesh was strong on some
streets.

Civil-liberties group Human
Rights Watch, which accused both
Russians and Georgian troops of
causing civilian casualties, issued
a report Wednesday suggesting
that the number of dead in Tskhin-
vali was in the dozens, not more.

Mr. Medvedev this week or-
dered Russian investigators to
gather evidence of the alleged geno-

cide and bring the guilty parties to
justice. Russia issued passports to
most of the residents of the region
early in this decade and has treated

the Georgian attacks as crimes
against its citizens.

On Thursday, investigators
with the Russian prosecutor’s of-

fice obtained a list of “more than
60 dead Russian citizens of Osse-
tian nationality,” the Interfax news
agency quoted an official with the
prosecutors office as saying. The of-
ficial, Vladimir Markin, said he ex-
pected the investigation to last a
while. A spokeswoman for the pros-
ecutor’s office said she couldn’t
comment on death tolls. The popu-
lation of South Ossetia is 70,000
people.

On Thursday, during a meeting
with military commanders to
thank them for their work, Mr.
Medvedev maintained that South
Ossetians had “lived through a
genocide.”

But even Russian television
channels reported Thursday that
life in Tskhinvali was getting back
to normal, with people back out on
the streets and fresh bread rolling
off assembly lines at the local
bread factory.

Continued from first page

Russia’s genocide claims appear to be tough to support
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THE RUSSIA-GEORGIA CONFLICT

By Siobhan Gorman

WASHINGTON—The cyberat-
tacks in Georgia are re-energizing a
debate over when a cyberattack is an
act of war.

The Georgian conflict is perhaps
the first time cyberweapons have
been used alongside conventional
military action. After Estonia was hit
in 2007 with a cyberattack that dis-
abled many government and bank
Web sites, it made a formal request
to the North Atlantic Treaty Organi-
zation to come to its defense. Earlier
this year, the organization approved
a cyberdefense policy that estab-
lishes a set of common principles rec-
ognizing the importance of cyberde-
fense.

The policy doesn’t resolve many
of the difficult legal and policy is-
sues, such as when a cyberattack is
an act of war or when and how NATO
allies should retaliate.

“The document is the first, and an
important step,” said Lauri Almann,
Deputy Minister of Defense of Esto-
nia.Cybersecurityspecialistsandoffi-
cials such as Mr. Almann said that the
attacks on Georgia, because they
were so public, will likely drive gov-
ernment leaders to better align the
laws of war to cyberwarfare.

Cyberattacks
alter definition
of an act of war

A woman walks past a
Russian military convoy
near the western
Georgian town of Zugdidi.
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U
NITED Co. Rusal de-
manded the re-elec-
tion of the board of

Russian miner OAO Norilsk
Nickel, saying it believed it
to be controlled by a rival
shareholder.

The demand is the latest
twist in the dispute between
Rusal, holder of a 25%-plus-
two-shares stake in Norilsk,
and Interros, the investment
vehicle of tycoon Vladimir Po-

tanin, which holds about 30% of the Arctic miner.
Rusal, which wants a full merger with Norilsk, said

the board was “incapable of reversing a slide in Noril-
sk’s market value.” Norilsk said it hadn’t received a for-
mal demand from Rusal and wouldn’t comment until
it does. Interros also declined to comment. —Roundup

Rusal calls for re-election
of Norilsk Nickel’s board

F
RANCO-BELGIAN
utility GDF Suez
said it won a ten-

der to buy Izgaz, the
gas-distribution com-
pany of Turkey’s north-
western industrial city
of Izmit, with a bid of
$232 million.

GDF Suez outbid
four Turkish companies, including Zorlu Enerji, the
energy arm of Turkish conglomerate Zorlu Group.

A GDF Suez spokeswoman said the growth in
Turkish demand for gas has been one of the highest
in the world in recent years. GDF Suez already owns
the Baymina gas-fired power station near Ankara.
The bid still needs approval from Turkey regulators.
 —Adam Mitchell

Holding pattern: British Airways and One World alliance partners American
Airlines and Iberia are seeking trans-Atlantic antitrust immunity.

Airlines want antitrust immunity
BA, American, Iberia
aim to cooperate
across the Atlantic

Marketplace

By Paulo Prada

A MR CORP.’S American Air-
lines and its European part-
ners filed a long-expected re-

quest for antitrust immunity
Thursday, but whether the air-
lines will be allowed to cooperate
more closely on trans-Atlantic
flights hinges on one issue that
has derailed two previous re-
quests: dominance at London’s
Heathrow Airport.

In a filing with the federal De-
partment of Transportation,
American, British Airways PLC,
and Iberia Lineas Aéreas de Es-
paña SA petitioned for antitrust
immunity that would allow air-
lines in their so-called oneworld al-
liance to cooperate on schedules,
pricing, and marketing of flights
across the Atlantic in ways that
would otherwise be considered il-
legal collusion under U.S. law.

The trans-Atlantic market is
the world’s busiest in terms of in-
ternational business traffic. If
granted, the immunity would al-
low the alliance to act in many re-
spects as a single carrier between
the U.S. and Europe. Oneworld’s
two rival alliances—Star, an-
chored by UAL Corp.’s United Air-
lines and Deutsche Lufthansa AG,

and SkyTeam, led by Delta Air
Lines Inc. and Air France-KLM SA—
already hold such immunity.

Two previous efforts by one-
world airlines for trans-Atlantic
immunity failed in 1999 and 2002.
Regulators said immunity could
be granted, but only if BA relin-
quished significant takeoff and
landing slots at Heathrow, the Brit-
ish carrier’s hub and the busiest
airport in Europe by passengers.

American and its partners as-
sert that since then the trans-At-
lantic market has become more
competitive due to the antitrust
immunity granted to other airline
alliances and the recent “open
skies” treaty allowing greater ac-
cess between the U.S. and Europe.
European authorities also have
since authorized the once-con-
tested practice of buying and sell-
ing among carriers of the “slots”
that allow airlines to fly into and
out of Heathrow.

“There has been a lot of change
since we last applied,” said Gerard
Arpey, AMR’s chief executive. Dis-
missing opposition to the filing by
other airlines, Mr. Arpey said:
“We’re hopeful people will be
guided by the facts rather than

competitive, parochial rhetoric.”
Still, British Airways alone con-

trols 41% of the slots at congested
Heathrow, and oneworld partners
altogether are responsible for
nearly half of the airport’s take-
offs and landings, according to Air-
port Coordination Ltd., the com-

pany that allocates London slots.
By allowing oneworld partners to
cooperate more closely, competi-
tors argue, the alliance would
have even greater control of an air-
port that sees more passenger traf-
fic to and from the U.S. than any
other in Europe.

The oneworld airlines say
greater cooperation is necessary
to help it catch up with the other
alliances in terms of products and
services they can offer across the
Atlantic. As long as American, Brit-

ish Airways and Iberia must act as
competitors in the lucrative mar-
ket, the airlines have less ability
to offer passengers flights and fre-
quent flier perks throughout each
other’s networks.

Despite more flights to Heath-
row by U.S. carriers since the open-
skies treaty took effect earlier this
year, other U.S. carriers are ex-
pected to urge regulators to ask
oneworld partners to relinquish
even more control there.

The most vocal opponent to the
filing is Sir Richard Branson,
whose Virgin Atlantic Airways
Ltd. has long pushed for more ac-
cess at Heathrow.

In letters to both major U.S.
presidential candidates recently,
Mr. Branson argued that immunity
for the rival carriers would “be
bad for passengers, bad for compe-
tition, and bad for the U.K. and
U.S. aviation industry.” American
and British Airways, he argued, to-
gether would control 63% of the
seat capacity between Heathrow
and New York’s John F. Kennedy In-
ternational Airport, and even
greater shares of the market be-
tween Heathrow and Boston, Mi-
ami, Chicago and Los Angeles.

But British Airways and its
partners argue that competitors
are unfairly singling out Heath-
row as compared to other major
gateways in Europe. SkyTeam, af-
ter all, dominates member hubs in
Paris and Amsterdam, while Star
has most of the access in Frank-
furt. The airlines contend they
shouldn’t be required to surren-
der any Heathrow slots.

“People talk about the BA posi-
tion at Heathrow, but very conve-
niently forget to mention what the
other major carriers’ hub posi-
tions are,” said BA Chief Executive
Willie Walsh. Heathrow is the busi-
est, he conceded, “yet it is the
most competitive.”

European authorities will also
review the airlines’ plans to forge
closer ties. There is no deadline
for U.S. regulators to complete
their review, but the oneworld
partners said they believe a deci-
sion could come before the change
in the U.S. administration.

R
OLLS-ROYCE
PLC and Good-
rich Corp. said

they plan to create a
joint venture to de-
velop and supply con-
trols for Rolls-Royce’s
aerospace engines.

Each company
would own half of the

venture, which would combine Goodrich’s
U.K.-based engine-controls business with Rolls-
Royce’s expertise in the integration of those con-
trols into engines. Rolls-Royce said it aims to com-
plete the venture as soon as possible, pending talks
with employees and regulatory review.

About 1,100 U.K.-based Goodrich employees and 500
Rolls-Royce employees in Europe and the U.S. may
transfer into the venture.  —Jeffrey Sparshott

GDF Suez to buy Izgaz,
extending Turkish reach

A new quaff
Trying to halt a big drop in
sales, some U.K. brewers tap
women customers > Page 27
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One problem is BA’s
dominance at
Heathrow, where it
controls 41% of slots.
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By Alexander Kolyandr

Russia’s antitrust body found
OAO Mechel guilty of fixing the
prices of its coking coal and said it
might fine the mining company as
much as 15% of its 2007 revenue
from coking-coal sales.

The Federal Antimonopoly Ser-
vice said Mechel had created dis-
criminatory terms for certain buy-
ers, unjustifiably declined to sign
supply contracts, and set and main-
tained monopoly prices. However,
the agency added it will take Mech-
el’s cooperation with the investiga-
tion into account when assessing
the fine, which will be at least 1% of
last year’s coking-coal-sales reve-
nue. Mechel doesn’t break out the
revenue from its coking-coal sales.

On top of this, the miner will now
be asked to cut domestic coking-
coal prices by 30%, said Igor Ar-
temiyev, the head of FAS. Mechel,
owned by billionaire Igor Zyuzin,
said it hasn’t received the findings
from FAS, and declined to make any
comment until it has.

The antitrust watchdog
launched its probe July 15 following
complaints from two Russian steel-
makers. Just days later, Prime Minis-
ter Vladimir Putin launched an unex-
pected public attack on the com-
pany, sending the shares of New
York-listed Mechel into a tailspin.

The selloff—together with the hos-
tilities between Russia and Georgia—
have wiped 14% off the Russian stock
market in just three weeks. Mechel it-
self lost around half of its market
value in just a handful of trading ses-
sions as investors feared a state-led
assault similar to the one that bank-
rupted oil producer OAO Yukos.

At the end of July, FAS expanded
its probe to include Evraz Group
and OAO Raspadskaya, which is
partly owned by Evraz. Together
with Mechel, the two London-listed
companies control more than half of
Russia’s coking-coal sales.

FAS could be in a position to for-
mally consider its case against
Evraz and Raspaskaya within 10 to
20 days, said Mr. Artemiyev. “We
plan to speed the process up as
much as possible in the interest of
the market,” he added.

Russia’s Mechel
is found guilty
of fixing prices

Rolls-Royce, Goodrich
plan engine joint venture
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Wal-Mart net jumps 17%
U.S. retailer warns
about slowing sales
in sluggish economy

By Ann Zimmerman

Profit at Wal-Mart Stores Inc.
jumped an unexpectedly high 17% in
the three months ended July, but
the company warned that sales
growth is being muted as U.S. shop-
pers struggle amid a slow economy,
worsening inflation and the end of
tax-rebate checks.

Sales excluding fuel rose 4.5% at
U.S. Wal-Marts and Sam’s Clubs
that have been open at least a year,
well ahead of the company’s previ-
ously cautious prediction of flat to
2% growth. That cautious forecast
reflected the company’s initial un-
certainty about the impact of the re-
bate checks—sent out by Washing-
ton as part of an economic-stimulus
plan—which it now says boosted
sales last quarter.

During the current quarter, how-
ever, the world’s largest retailer ex-
pects to post sales gains of between
1% and 2% at stores open at least a
year, as shoppers continue to face
high gasoline and food prices.

The Bentonville, Ark.-based re-
tailer said net income for the period
ended July 31 was $3.45 billion, or
87 cents per share, up from $2.95 bil-
lion, or 72 cents per share, a year ear-
lier. The per-share result beat Wall
Street’s expectations by three cents,
according to Thomson Reuters.

Internationally, Wal-Mart’s oper-
ating profit jumped 17% to $1.2 bil-
lion on sales of $25.3 billion.

But for its fiscal third quarter,
Wal-Mart forecast earnings per
share from continuing operations of
between 73 cents and 76 cents a
share, below Wall Street’s mean esti-
mate of 76 cents a share.

Wal-Mart credited some of the
second quarter’s strong results to
operational improvements, espe-
cially stocking merchandise that
consumers want to buy. A year ago,
Wal-Mart made bad bets on trendy,
higher-priced apparel that led to
mounting inventory and a rash of
markdowns.

“It begins with the inventory,
and if the quality is good, mark-

downs are less,” Wal-Mart Chief Fi-
nancial Officer Tom Schoewe said in
an interview.

In addition, he said a reduction in
merchandise theft and damage,
higherlaborproductivityandfewerac-
cidents contributed to higher profits.

The company posted free cash
flow, or net cash from operating ac-
tivities minus capital expenditures,
for the first six months of $4.9 bil-
lion compared with negative $800
million a year earlier. In June, Wal-
Mart reduced its estimate for capital
expenditures this year to a range of
$13 billion to $14 billion, from a
range of $13.5 billion to $15.2 billion.

Inflation is still a big concern for
Wal-Mart suppliers and customers.
Mr. Schoewe said suppliers are ask-
ing for price increases at a “higher
level than I can remember since I be-
gan at the company,” 8µ years ago.

Mr. Schoewe said the company

questions suppliers’ costs. For exam-
ple, a supplier may ask to raise
prices 40% to offset a similar in-
crease in fuel prices, but Wal-Mart
will determine the portion of a sup-
plier’s product costs that depend on
energy costs and accept price in-
creases accordingly.

Mr. Schoewe wouldn’t handicap
the company’s expectations for the
holiday season, which analysts ex-
pect to be tough for retailers in gen-
eral. While overall inflation will be up
from last year, he said, prices for flat-
panel television sets continue to fall.

“Our customer wants to have a
happy holiday,” he said. “Our suc-
cess will be a function of the mer-
chandise. When we put it out, cus-
tomers get excited.”

Wal-Mart now says it expects full-
yearearningsof$3.43to$3.50ashare,
in line with Wall Street estimates.

Sam’s Club felt the impact of sup-

pliers’ costs rising faster than its
ability to offset them with higher
prices, the same issue that led com-
petitor Costco Wholesale Corp. to re-
cently issue a profit warning. Sam’s
Club’s operating profit for the quar-
ter slid 3% from a year earlier to
$430 million.

Separately, Wal-Mart announced
Wednesday that it will invest at least
$1 billion in Brazil to expand opera-
tions there. It plans to open 80 to 90
stores beginning in 2009. The com-
pany opened its first store in Brazil
in1995 and has 318 outlets there,em-
ploying 70,000 people.
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By Kris Maher

And Ann Zimmerman

Prominent labor groups are seek-
ing an investigation into whether
Wal-Mart Stores Inc. violated U.S.
election laws by telling employees
that electing Democrats would lead
to passage of legislation making it
easier to unionize companies.

The labor groups are asking the
FederalElectionCommissiontodeter-
minewhetherthecompany“madepro-
hibitedcorporateexpenditures”byor-
ganizing meetings to warn employees
that a Democratic president would
back the Employee Free Choice Act,
which the company opposes.

Wal-Mart spokesman David To-
var said anyone representing the
company and telling associates how
to vote were “wrong and actingwith-
out approval.”

Retailer’s talks
on worker votes
may face probe

Inflation is still a big concern
for suppliers and customers.
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Revival of United Artists
clouded as CEO seeks to quit

Dos Equis is among many marketers that have collaborated with Break.com to
create branded-entertainment videos to sell their products.

Break.com hits big time
Site has signed up
major firms to make
branded Web videos

InBev’s profit gets boost
from Latin America sales

Toyota expects gradual U.S. gains
Paula Wagner’s potential move has
implications for longtime business
partner Tom Cruise.
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By Emily Steel

Break.com, which features edgy
videos aimed at young males, is get-
ting its big break.

The site, along with several
other niche video sites, including

College Humor and
Next New Net-
works, recently

signed up major marketers includ-
ing Samsung, Mountain Dew, Old
Spice and Starburst for campaigns
to produce branded entertainment
programs, the practice that involves
creating entertaining Web videos
that subtly promote a brand.

One of the latest series is the
“Ballpark Invasion” on Break.com
created to promote Samsung’s In-
stinct phone. The episodes take
viewers on an insider’s tour of sev-
eral professional baseball stadiums
and feature the phone’s new technol-
ogies along the way.

It’s a significant development be-
cause the online branded-entertain-
ment market until now has been
dominated by Internet giants like
Microsoft and Yahoo and tradi-
tional media companies like MTV.
Marketers have tended to advertise
on those sites because they had es-
tablished relationships with them
but more importantly had the most
traffic by a mile.

For marketers, the sticking point
with sites like Break.com and Col-
lege Humor was the dicey nature of
the content. How did those sites get
around that problem this time?
They offered to create a tailored
(read: G-rated) shows that featured
the companies.

It isn’t great news for major Web
publishers like Microsoft and Ya-
hoo, who are aggressive in the area
of branded entertainment and have
landed a number of these deals with
big advertisers, such as a cooking
show on Yahoo that promoted Uni-
lever’s Hellmann’s and Best Foods
brands mayonnaise. It is also fur-
ther proof of how marketers are no
longer solely dependent on the big

portals for their online advertising
needs, whether it’s banner ads or
other newer forms of marketing like
video and games.

For online marketers, sites like
Break.com and College Humor are
compelling because of their ability
to attract young men with their vid-
eos about sports, girls and comedy.
At the same time, they have built up
significant distribution networks
for their videos so that the clips that
appear on the own sites, often
spread across the Web and end up
on larger video sites like YouTube.

That has persuaded some big-
name marketers to experiment with
letting the niche sites create shows
for them. So far, most of the adver-
tising on these sites has come in the
form of display of video ads that ap-
pear on the home page or adjacent
to a video. But part of the problem
has been that while the sites are pop-
ular with consumers for featuring in-
teractive content, the ad options
were far more static.

The branded entertainment
shows mix right in with the other
videos that show up on the sites. Old
Spice, for instance, recently drafted
College Humor to produce a series
to promote its two-in-one body
wash and moisturizer. The result:
“The Great American Twofer Hunt.”
“A two-fer is a girl who’s not only

hot, but smart too,” reads the de-
scription for the show, which re-
volves around two hosts who quiz at-
tractive young women on the
streets of New York about subjects
like politics and geography.

For Break.com and College Hu-
mor, it’s too early to know whether
their move into branded entertain-
ment—which isn't cheap to produce—
will pay off. Break, College Humor
and others like Bebo, the social net-
working site owned by Time Warn-
er’s AOL, have hired production
teams to take charge of creating origi-
nal series and shows for advertisers.

Branded entertainment series
are among the biggest-ticket ad op-
tions that these sites sell, but at the
end of the day, they aren’t much
more lucrative. Costs for the shows,
which are typically a couple of min-
utes long and included anywhere
from two to 20 episodes, range from
about $250,000 to about
$750,000—an amount advertisers
easily could spending on more basic
display ads on the site.

Creating the series, however, typ-
ically requires a significant amount
of labor on behalf of the sites. In ad-
dition, a sponsorship of a series usu-
ally is a package deal that includes
other forms of advertising on the
site to drive awareness of the cam-
paign.

By Matthew Dalton

BRUSSELS—Brewer InBev SA,
which is in the process of taking
over U.S. competitor Anheuser
Busch Cos., reported an 8.6% rise in
second-quarter net profit, driven
by a tax gain and stronger sales in
Latin America.

Net profit rose to Œ542 million
($809.1 million) from Œ499 million
a year earlier. A recovery in the
Latin American market, particu-
larly Brazil, aided results, but slug-
gish sales in Europe, Russia and
Ukraine are still a cause for con-
cern, analysts said.

InBev will become one of the
world’s biggest consumer-prod-
ucts companies when it completes
its $52 billion purchase of An-
heuser Busch, brewer of the Bud-
weiser brand. The deal is on track
to close by year end, said Chief Fi-
nancial Officer Felipe Dutra.

Revenue edged lower to Œ3.71 bil-
lion from Œ3.72 billion. Sales in
northern Latin America, which in-
cludes Brazil, grew 3.3%, and reve-
nue rose 7.1% to Œ1.17 billion. Sales
in southern Latin America grew
13% and revenue was up 29% at
Œ224 million.

The company’s tax expense fell
to Œ63 million from Œ166 million a
year earlier, largely due to an Œ83
million deferred tax gain.

InBev’s margins should increase
in the second half, said Chief Execu-

tive Carlos Brito, after a weak first
quarter weighed on profit.

InBev, known for its cost-cut-
ting abilities, was able to slash ad-
ministrative expenses 13% in the
quarter to Œ226 million, helping off-
set cost pressures from rising raw-
materials prices. The cost of sales
per unit of beer sold rose 6.5%,
which analysts said was a hopeful
sign after a 9.9% rise in the first
quarter.

Total Russian sales declined,
but sales of higher-price beers in-
creased, driving revenue in the Cen-
tral and European region up 8%.

By Matthew Dolan

A top Toyota Motor Corp. execu-
tive predicts a recovery in the U.S.
auto market but said a return to
strong sales will happen more grad-
ually than originally hoped.

Bob Carter, group vice president
and general manager for the Toyota
division at Toyota Motor Sales
U.S.A., said at an industry confer-
ence in Michigan Thursday that to-
tal industry sales will reach 17 mil-
lion vehicles a year and then exceed
that figure. He didn’t give a date to
mark that recovery.

To support his prediction, he
cited the growing U.S. population,
which he said would increase by
32 million in the next 12 years. His
assumptions also include gasoline
stabilizing at $3.50 a gallon
through 2010 and then climbing af-
ter that. The average price of gaso-
line was $3.81 a gallon this week, ac-
cording to the Department of En-
ergy. Mr. Carter also assumes the
restoration of full-size light-truck

sales to two million vehicles. The
estimate for trucks sales this year
is 1.45 million vehicles.

Based on trends this year, the
current estimate for 2008 U.S. sales
of cars and light trucks is generally
at or below 14 million, well under
the 16 million figure considered
healthy by the industry.

Today, the auto industry is in a
“perfect storm,” buffeted by rising
costs and slumping orders for new
vehicles, Mr. Carter said. But he
added that “turbulence is always go-
ing to be a part of this business.”

Mr. Carter said that he has
changed his thinking about the na-
ture of the current drop in U.S.
sales. Once he believed that a sharp
drop in sales would be followed by
a dramatic increase, like the shape
of a V. Now, Mr. Carter said, he
thinks the trend will look like the
swoosh of Nike’s logo, with a more
gradual recovery not taking real
hold until 2010.

Toyota, once able to post strong
sales even as U.S. auto makers strug-

gled, has been hit hard recently by a
sharp downturn in the demand for
trucks and sport-utility vehicles
amid high gasoline prices. Toyota’s
sales dropped 11.9% in July from a
year earlier. Overall, sales for the
Japanese auto maker are down 7.6%
this year.

In an interview Wednesday, Mr.
Carter said he was confident that
the U.S. market would see a substan-
tial, if not full, return to strong
sales in trucks and crossover vehi-
cles. He expressed less optimism
about the demand for full-size SUVs
to match historical highs.

Mr. Carter’s bullish outlook
raises questions about how the mar-
ket will be able recover to previous
heights, which were reached as
auto makers in the U.S. invited cus-
tomers to buy cars at employee
prices, extended no-interest loans
for up to six years and sold unprece-
dented numbers of vehicles to
rental fleets. Those measures, some
analysts say, inflated sales to artifi-
cial highs.

CORPORATE NEWS

InBev net profit

Source: the company
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By Lauren A.E. Schuker

In a shake-up at the recently re-
vived United Artists movie label,
Paula Wagner—the longtime busi-
ness partner of Tom Cruise—is in
talks with United Artists Entertain-
ment LLC parent Metro-Goldwyn-
Mayer Studios Inc. to leave her post
as UA’s chief executive.

Ms. Wagner’s potential move has
implications in the attempted come-
backs of three familiar Hollywood
names: MGM, United Artists and
Mr. Cruise. It paves the way for
MGM, which has struggled finan-
cially, to take increased control over
UA's film projects and financing out-
lets. It also widens the gap between
Ms. Wagner and Mr. Cruise, who
seems eager to refocus on rebuild-
ing his reputation as a top Holly-
wood actor rather than producer.

Ms. Wagner, a former talent
agent, and Mr. Cruise arrived at UA
in late 2006 to great fanfare and with
plans for resurrecting the historic
film company founded in 1919 by
Charlie Chaplin and other artists.

Ms. Wagner and Mr. Cruise re-
ceived a minority stake in UA esti-
mated at the time to be around 30%.
Under Ms. Wagner, the label secured
a $500 million film-financing deal
with Merrill Lynch & Co. to make a
slate of 15 to 18 films over five years.

Since then, however, UA has re-
leased only one film, the $35 million
“Lions for Lambs,” which starred Mr.
Cruise and flopped at the box office,
bringing in only $15 million in the
U.S. UA’s second film, “Valkyrie,”
also starring Mr. Cruise and costing
upwards of $65 million, comes out in
late December, but an early publicity
shot featuring Mr. Cruise wearing

military regalia and an eye patch gen-
erated poor buzz.

Ms. Wagner has other projects in
development, but so far the studio
hasn’t given the green light to putany
otherfilmsinproduction.Apersonfa-
miliarwiththematterattributedthat
to disputes with MGM about money
and which films to produce. Some at
MGM, however, said Ms. Wagner was
too slow in making decisions.

In a joint statement released
Wednesday evening, MGM and UA
confirmed that Ms. Wagner “will
transition to the role of a producer"
but that "nothing will change in re-
gard to Mr. Cruise’s involvement
with UA.” Ms. Wagner confirmed the
discussions and her desire to return
to producing in her own statement,
issued Wednesday afternoon.
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AstraZeneca enlists Abbott
to help co-promote Crestor

—Compiled from staff
and wire service reports.

CEZ AS

Czech power company CEZ AS re-
ported a 67% increase in second-
quarter net profit, driven by in-
creased nuclear generation and a
wider gross profit margin despite
lower total power generation. Net
profit rose to 13.07 billion koruna
($810.5 million) from 7.82 billion ko-
runa a year earlier, while revenue
rose 7.1% to 41.82 billion koruna.
Electricity sales, however, fell 1.7%
to 35.73 billion koruna, said CEZ,
which is 65%-state-owned. Power
generation in the first half of the
year fell 1.6% from a year earlier,
and the company also lowered its
coal-fired generation by 11%. CEZ ex-
pects full-year net profit of 48.6 bil-
lion koruna, up from a previous esti-
mate of 46.6 billion koruna.

Indian company presses
Google over blog service
Gremach demands
a Web user’s name
in defamation suit

GLOBAL BUSINESS BRIEFS

Protherics PLC

Protherics PLC said it has re-
ceived several takeover approaches,
triggering shares in the U.K. biotech-
nology company to soar more than
40%. Wednesday, Protherics, which
specializes in critical care and can-
cer products, said it is considering
approaches from “a number of par-
ties,” but cautioned that there can
be no certainty that it will receive
any formal offers. At Wednesday’s
close, Protherics had a market capi-
talization of about £188 million
($352 million). The company, based
in Runcorn, England, is developing
CytoFab, a treatment for serious in-
fections, with Anglo-Swedish drug-
maker AstraZeneca PLC.

SAS AB

Scandinavian airline SAS AB
swung to a second-quarter net loss,
hit by higher fuel costs and competi-
tion on ticket prices, and said it
plans to sell its 47% stake in re-
gional carrier airBaltic. SAS Chief
Executive Mats Jansson said SAS de-
cided to divest itself of airBaltic af-
ter the Latvian government in June
said it wouldn’t privatize the Riga-
based airline. SAS had sought a ma-
jority stake in airBaltic, which is
jointly owned by SAS, the Latvian
government and Russian carrier
Transaero. SAS this year failed to
find a buyer for its Spanair unit. The
airline posted a net loss of 411 mil-
lion Swedish kronor ($65.4 million),
compared with a net profit of 584
million kronor a year earlier. Reve-
nue rose 8.7% to 17.7 billion kronor.

TUI AG

Tourism and shipping company
TUI AG swung to a second-quarter
net loss because of costs from the re-
alignment of its charter-air-travel
operations. The Hannover, Germany-
based company posted a net loss of
Œ55.6 million ($83 million) com-
pared with a profit of Œ58.9 million a
year earlier, driven down by charges
from the realignment of airline oper-
ations and TUI Travel and impair-
ment charges for the airlines Hapag-
Lloyd Flug and Hapag-Lloyd Ex-
press. These were compounded by
the rising euro and currency fluctua-
tions on a sale-and-leaseback agree-
ment on 19 planes, which led to a
charge of Œ102 million. Sales, how-
ever, were up 27% to Œ4.74 billion,
boosted by growth in all segments
as well as the first-time integration
of TUI’s First Choice brand.

By Shirley S. Wang

AstraZeneca PLC will begin co-
marketing its blockbuster choles-
terol drug Crestor with Abbott Lab-
oratories in the U.S., an unusual
commercial strategy for an already-
successful drug.

Drug companies often agree to
co-promote new therapies because
they jointly developed the drug or
have sales-force strength in comple-
mentary markets. But in this case,
both Abbott and AstraZeneca al-
ready have substantial U.S. sales
forces in the cholesterol space.

And Crestor has been quite suc-
cessful financially, generating more
than $1.6 billion of global
sales—$768 million of it in the
U.S.—for the first half of 2008. And
it was the only branded drug in the
class known as statins to gain U.S.
market share in 2008, with a 10% in-
crease in U.S. sales compared with
the year-earlier period, according
to AstraZeneca’s most recent earn-
ings statement.

For AstraZeneca, the partner-
ship could help add to Crestor’s U.S.
market share by bolstering the Lon-
don company’s contingent of 2,200
sales representatives with Abbott’s
sales force of about 2,500 in the pri-
mary-care cardiovascular arena,
says Richard Fante, head of Astra-
Zeneca’s U.S. commercial business.

Mr. Fante added that Crestor will
be promoted only by Abbott staff-
ers who aren’t already selling the
Abbott Park, Ill., company’s re-

cently launched Simcor cholesterol
treatment, which combines
Niaspan and simvastatin.

Abbott’s reasons for entering
into the partnership are less clear.
Both companies say Crestor isn’t a
direct competitor with any of the
drugs in Abbott’s own cholesterol
portfolio. Some analysts speculate
that because its Simcor launch has
been less successful than expected,
the company has extra sales-force
capacity it would like to utilize.

Abbott says conversations about
partnering with AstraZeneca began
well before Simcor hit the market
and the two are unrelated. Rather,
Abbott was interested in the joint ef-
fort because the company will soon
be launching a new cholesterol med-
icine called TriLipix, which when
used in combination with Crestor is
effective in treating all three compo-
nents of cholesterol: LDL, HDL and
triglycerides.

“We’re particularly excited
about working with AstraZeneca to
get patients to goal across all three
lipid parameters,” says Mary Szela,
president of Abbott’s U.S. pharma-
ceutical business.

Wachovia analyst Larry Biegel-
son called the marketing agreement
“a plus” for Abbott in a research
note Thursday. The deal positions
Abbott “as the company with the
broadest portfolio of cholesterol
drugs,” he wrote, but he cautioned
the move might “lead to some confu-
sion” among sales reps and doctors
regarding Simcor and Crestor.

CORPORATE NEWS

By Tariq Engineer

MUMBAI—An Indian construc-
tion-equipment company is de-
manding in court that Google Inc.
disclose the name of a person who
used its blogging service, in a case
that could change the way the Inter-
net company does business in India.

Google’s Indian subsidiary, Goo-
gle India Private Ltd., is being sued
for defamation in the Bombay High
Court by Mumbai-based Gremach
Infrastructure Equipments &
Projects Ltd., which runs a construc-
tion-equipment-lending business.

Last September, Gremach bought
a 75% stake in 11 coal-mining li-
censes in Mozambique. Early this
year, a blogger going by the name
“Toxic Writer” attacked the com-
pany using Google’s blogger.com, a
blog-hosting site that allows individ-
uals to create their own blog without
necessarily revealing their identity
to the outside world.

In February, Gremach said the
posts were a “hate campaign”
against it, and filed a defamation suit
in the Bombay High Court against
Google India. The High Court ordered
the blog taken down on Feb. 26, say-
ing: “At the present stage, there is
merit in the contention…that the arti-
cle put up by the Defendant on the
blog site is defamatory.”

The court ordered Google India

to reveal the identity of the blogger
within four weeks from the date of
the order. Google India has removed
the blog but has yet to reveal the
blogger’s real name.

It is unclear what the next step in
the case will be, but if Google ulti-
mately loses, it would have to dis-
close the blogger’s identity, a move
that could set a precedent for future
court challenges to the anonymity
of blogger.com users.

Google India declined to com-
ment on the case. “This case is sub
judice, we are not able to comment,”
a company spokesman said in an
email.

According to a spokesman from
Rajani Associates, the law firm rep-
resenting Gremach, Google India
has claimed it doesn’t exercise any
control over its blogging service
and therefore isn’t responsible for
what was posted by “Toxic Writer.”

Pavan Duggal, a Supreme Court
lawyer specializing in cyberlaw,
said that under Indian law, Web-site
hosts are responsible for the con-
tent on their sites. The only defense
available to sites such as Google is
to prove it was either unaware of
any contravention of the law or that
the offense occurred despite due dil-
igence by the Web site.

Indian authorities have come
down heavily on Internet sites in the
past. In the aftermath of the com-
muter-train bombings in Mumbai
that killed 207 people in 2006, In-
dia’s Department of Telecommuni-
cations ordered whole sites—includ-
ing blogger.com—blocked to stop ac-
cess to a handful of blogs that could
have incited communal tensions.

RWE AG

German utility RWE AG said sec-
ond-quarter net profit fell 67% be-
cause of a strong performance last
year, one-time effects this year and
higher expenses related to carbon-di-
oxide emissions. The Essen-based
company also reiterated its down-
ward profit outlook in light of
charges related to the initial public of-
fering of its American Water unit. Net
profit dropped to Œ347 million ($518
million) from Œ1.06 billion a year ear-
lier, even as revenue rose 29% to
Œ11.01 billion. RWE’s weaker earnings
were a result of its discontinued oper-
ation, American Water, which it in-
tends to fully divest and didn’t in-
clude in the current earnings. RWE
spent Œ583 million on carbon-dioxide-
emission certificates in the first half,
up from Œ37 million a year earlier.

ThyssenKrupp AG

Steelmaker’s net falls 21%,
but firm’s outlook improves

German industrial conglomerate
and steelmaker ThyssenKrupp AG
reported a 21% fall in net profit for
its fiscal third quarter, yet increased
its full-year outlook. Net profit for
the quarter ended June 30 dropped
to Œ573 million ($855.4 million)
from Œ729 million a year earlier,
even though sales rose 5.5% to
Œ14.18 billion from Œ13.44 billion
amid high carbon-steel prices and
strong demand for the company’s
products. ThyssenKrupp said a de-
cline in stainless-steel prices
weighed on the bottom line, while
its steel division was hit by high raw-
material costs, pre-operating ex-
penses for new steel mills and re-
structuring costs.
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Western media step up criticism of China
Reporter’s detention,
tight control stir up
division over freedom

By Loretta Chao

And Jason Leow

BEIJING—In the Olympic Open-
ing Ceremonies, a procession of chil-
dren bore a large Chinese flag into
the Bird’s Nest stadium, each child
wearing a costume representing one
of China’s ethnic minorities.

However, the children actually
were members of the Han majority,
an arts official said in an interview.
Yuan Zhifeng, deputy director of Gal-
axy Children’s Art Troupe, said the
children were drawn from the all-
Han Chinese troupe. “I assume they
think the kids were very natural look-
ing and nice,” Ms. Yuan said.

Games organizers didn’t respond
to requests for comment, and it
wasn’t clear what their motive was for
using Han Chinese in ethnic costumes.

The ceremony has already been
marred by news that a girl who ap-
peared to sing a patriotic song was lip-
syncing to a recorded version sung by
a girl who was deemed less attractive.

Games organizers also said parts of
one fireworks display were recorded
and digitally enhanced for television.

China’s 55 minority groups are
officially celebrated, often as cu-
rios in pageants to the country’s
self-image as a harmonious, multi-
ethnic society. But many live on the
margins of the mainstream, poorer
and less-educated than their Han
countrymen.

From the time babies are born in
China, they are assigned an ethnic
identifier, a single word printed be-
low their names on their national
identification cards. Interethnic cou-
ples in China must choose to register
their babies as one ethnicity only.

About 92% of China’s 1.3 billion
people are Han, and they dominate
the economy and politics. The other
8%, or about 104 million people, be-
long to various groups, from the
well-known Tibetans and Uighurs to
the Zhang, Hani and Miao peoples.

Since the time of Mao Zedong, mi-
nority cultures have been made a
central part of symbolic national
events. Minority members are asked
to wear traditional costumes—cloth-
ing they wouldn’t normally wear to-
day—during China’s annual legisla-
ture meetings, while their Han coun-
terparts wear Western-style suits.

In China, neither the Han nor mi-
norities appear to see much of a
problem with the custom, viewing it
is a way to preserve cultural diver-

sity. “The opening ceremony was
wonderful,” said Dan Zen, a resident
of Lhasa, the capital of Tibet. “We
recognized the third child on the left
was wearing Tibetan clothes.…It’s
OK if they’re not real minorities.”

Visitors to the Olympics can get a
sense of how China portrays minori-
ties at the Chinese Ethnic Culture
Park, just south of the Olympic Green.
It features elaborate model villages

and dancers in traditional costumes.
Han schoolchildren are bused to

the culture park for field trips to look
at the thatched-roof huts of the Jino,
who live in the mountains of south-
ern Yunnan province. They can see a
display on the Li people of China’s
southern island province of Hainan,
who believe in what is only described
as “a primitive religion,” according
to exhibit brochures. There are per-

formances by minority dancers,
most in their late teens and early 20s,
who are brought to Beijing from their
home villages for two-year stints.

“We have to protect minorities,”
said Wang Ping, who is Han and
started the park because she feared
minority cultures would be “pol-
luted” by globalization.
 —Andrew Batson

contributed to this article.

Children in ethnic costumes came from Han majority

By Jason Dean

And Shai Oster

BEIJING—Frustrations are esca-
lating between the Western media
and Chinese officials over the gov-
ernment’s handling of the Olympic
Games, reflecting deeper divisions
over this country’s policies.

Tensions bubbled to the surface
Thursday at a daily news confer-
ence when several reporters con-
fronted Olympics officials over the
rough handling of a British televi-
sion journalist by Chinese security
forces, and over why the govern-
ment hasn’t approved applications
to demonstrate in specially desig-
nated protest zones.

At the center of this fray is Wang
Wei, the U.S.-educated Chinese offi-
cial who has been the public face of
Beijing’s Olympic organizers. Mr.
Wang, an executive vice president of
the Beijing Games organizer known
as Bocog, was part of the Chinese del-
egation that bid for and won the
2008 games seven years ago, in part
by arguing that the Games would
bring positive change, including
greater freedom, to China.

At Thursday’s news conference,
Mr. Wang made an impassioned de-
fense of China’s performance as an
Olympic host after reporters repeat-
edly asked a spokeswoman for the
International Olympic Committee if
it was embarrassed by China’s al-
leged failure to meet its pledges.

“Some people are not satisfied.
That is true,” Mr. Wang told report-
ers. But, he argued, “China is devel-
oping quickly. People enjoy more
freedom, and they have a lot to say. If
you ask the ordinary Chinese on the

street they will say the same…You
have to believe the majority of the
people; otherwise you are misled.”

Mr. Wang lashed out at critical
foreign journalists. “I think a few, a
very few people, come here to
speak, to be critical, to dig into the
small details…to find fault,” he said.
“That does not mean we are not ful-
filling our promise.”

The exchange is part of an intensi-
fying struggle to determine how the
Beijing Games are seen and remem-
bered. China’s government has stead-
fastly focused on the highlights of
the Games, from a dazzling opening
ceremony to the success of Chinese
medal winners and the broader ath-
letic dramas such as Michael
Phelps’s quest for eight gold medals.

But the Chinese government’s
overwhelming desire for control has
attracted close attention from foreign
media and visitors alike. Security mea-
sures have made it difficult for visi-
tors to reach the pavilions of Olympic
sponsors, upsetting companies that
have spent tens of millions of dollars
on promotional campaigns. The three
parks that China’s government an-
nounced with fanfare in July would
be designated for protests have sat
empty, while some Chinese petition-
ers who have applied for permission
to protest have been detained.

News conferences at past Olym-
pics have often been contentious,
but generally over complaints of
poor organization or bad food. In
Beijing, the disputes tend to reflect a
much deeper disagreement over Chi-
na’s political system and its place in
the world.

The disconnect has been further
aggravated by official moves that
many Westerners see as dishonest, in-
cluding the discovery that a young
girl featured in the opening ceremony
had lip-synced her song. The girl
whose voice was heard was deemed
less appealing for public view.

“The Chinese government’s idea

of how you impress people is that ev-
erything is perfect, even if that
means a little bit of deception,” said
Tim Wu, a professor at Columbia
Law School who focuses on media
policy and who is in Beijing for the
Games. “And that’s exactly the thing
that drives the Western media
crazy, because it seems sneaky.”

The IOC has tried to avoid the
most sensitive disputes. Giselle
Davies, the organization’s spokes-
woman, tried to stick to sports un-
der a barrage of questions at Thurs-
day’s news conference. “We are very
pleased with how the organizers are
putting up a great sports event,”
Ms. Davies said. “The organizers
have put together an operationally
successful event for the athletes.

That’s what these Games are about.”
But Ms. Davies sounded a differ-

ent note when asked about the treat-
ment of the British TV journalist,
who was detained and roughed up
Wednesday while trying to cover a
demonstration by a pro-Tibet
group. Officials have said that offic-
ers confused him for an activist. Ms.
Davies said such actions wouldn’t
be tolerated. “We don’t want to see
it happen again,” she said.

Mr. Wang, who received a mas-
ter’s degree in English literature
from Rutgers University in New Jer-
sey, has been the Chinese official
most consistently in the hot seat. He
has generally tried to avoid direct
confrontation with reporters. But on
Thursday he vigorously parried the
aggressive questioning, telling one
reporter: “This is not a debate, OK?
You have your turn; I have mine.”

Mr. Wang deferred questions
about the empty protest zones to se-
curity officials who have so far re-
fused to disclose how many people
have applied for or been denied per-
mission to protest.

According to petitioners and hu-
man-rights groups, part of the reason
the protest zones have been empty is
that the government has discouraged
and intimidated Chinese activists
and petitioners from applying for per-
mission. Many have been evicted
from Beijing, while others are being
kept under heavy surveillance.

But many international rights
groups and others critical of Beijing
have simply chosen to stay away. In
some cases, they are making a tacti-
cal choice to keep a low profile this
time in the hopes of eventually fos-
tering better relations with China’s
government down the line.

Amnesty International, which has
long been critical of China’s human-
rights record, decided not to come be-
cause it assumed none of its mem-
bers would be granted visas. The
group also doesn’t want to jeopardize

its talks with authorities on sending a
research mission to China, said Rose-
ann Rife, deputy program director for
Amnesty’s Asian-Pacific office.

“We are trying hard not to ruin
the option of having a membership
section in China at some point in the
future,” Ms. Rife said.

The environmental group Green-
peace, which has been in China for
several years, hasn’t tried any of the
attention-grabbing stunts that have
made it famous elsewhere. Instead,
it has issued news releases and held
news conferences before the Games
to call attention to its cause.

Pro-Tibet activists said they fig-
ured they would never be allowed to
protest legally because Chinese au-
thorities don’t tolerate anything
that challenges the sovereignty of
Chinese rule over Tibet.

Instead, they have been staging
guerrilla-style actions like blockad-
ing the entrance to a park with
chained bicycles or unfurling free-Ti-
bet banners near Olympic venues.
“We felt there was no reason to ap-
ply,” said Han Shan, the Olympic cam-
paigns coordinator for Students for
Free Tibet. “If we did apply, it would
it would just be a PR stunt. Our big-
gest challenge now is keeping focus
on what’s happening in Tibet.”

Meanwhile, at the three parks,
life goes on—albeit under the watch-
ful gaze of the government. At the
Purple Jade Park, near one of the
Olympic stadiums, dozens of secu-
rity “volunteers” patrolled along-
side a lotus-filled pond. As pension-
ers gathered to sing old revolution-
ary songs, two guards with Secret-
Service-style ear pieces looked on.

Down in the World Park, tourists
admired a collection of miniaturized
world monuments such as the Golden
Gate Bridge and the pyramids. As Chi-
nese tourists took photos of each
other, plainclothes security agents
took photos of a foreign reporter.
 —Rebecca Blumenstein

contributed to this article.

Children in ethnic costumes carry the flag of China during the Olympics opening ceremonies.

Wang Wei, who has been the public
face of Beijing’s Olympic organizers.

BEIJING OLYMPICS 2008

Re
ut
er
s

A
FP

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

Europe daily, courtesy of

addictlab.com
global creative think tank

TM

Executive Travel Program

8 FRIDAY - SUNDAY, AUGUST 15 - 17, 2008 T H E WA L L ST R E ET JOU R NA L .



L
IBYA and the
U.S. settled all
outstanding law-

suits by American vic-
tims of terrorism,
clearing the way for
the full restoration of
diplomatic relations.

The top U.S. diplo-
mat for the Middle

East, David Welch, above, signed the deal with Ahmed
al-Fatouri, head of America affairs in Libya’s Foreign
Ministry.

The agreement paves the way for a full restora-
tion of relations, including the opening of a U.S. em-
bassy in Tripoli, the confirmation of an ambassador,
direct U.S. aid and a visit by U.S. Secretary of State
Condoleezza Rice before year end.
 —Associated Press

M
ERGER-and-ac-
quisition ac-
tivity in the

euro zone has slowed
markedly this year,
reflecting reduced ap-
petite for risk and
tighter financing con-
ditions in the after-
math of financial tur-

moil, the European Central Bank said.
“A rebound is not likely for the remainder of the

year,” the ECB added in its August monthly bulletin.
Nonfinancial firms bought equity valued at Œ83

billion ($123.9 billion) in the first half, a 50% de-
cline from the second half in 2007, it said. In the
second quarter, euro-zone M&A activity slowed to
its weakest pace since 2004, as nonfinancial firms
bought equity valued at Œ32 billion. —Roman Kessler

M&A activity weakens
as financing tightens

S
YRIA and Lebanon
agreed to negotiate
the demarcation of

their border, a longtime de-
mand of the Lebanese as
they seek to normalize rela-
tions with their long-domi-
nant larger neighbor.

A day after the coun-
tries’ presidents agreed to
establish full diplomatic rela-
tions, the two released a
joint statement saying a

committee would formally demarcate the border,
which has been ill-defined since the two countries
became independent from French rule in the 1940s.

The agreements are a victory for Lebanese Presi-
dent Michel Suleiman, above, who traveled to Syria
Wednesday.  —Associated Press
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Settlement may clear way
for U.S. diplomatic ties

A
ss

oc
ia

te
d 

Pr
es

s

7
LIBYA

By Brian Blackstone

U.S. inflation accelerated in July,
as prices rose 5.6% from a year ear-
lier, the fastest pace in 17 years.

The consumer-price index rose
0.8% from June, reflecting in-
creased prices for food, energy, air-
line fares and apparel, the Labor De-
partment said Thursday. That fol-
lowed a rise of 1.1% the month be-
fore. Core inflation, which excludes
food and energy, advanced 0.3% for
the second consecutive month, and
was up 2.5% from a year before.
That’s still well above the Fed’s
“comfort zone” of 1.5% to 2%.

“A truly ugly inflation report,”
said Harm Bandholz, economist at
UniCredit Markets and Investment
Banking, in a note to clients.

Yet slower inflation may already
be on the way, economists said, be-
cause of a combination of factors:
the recent drop in prices for oil and
other commodities; the strengthen-
ing of the dollar, which lowers the
price of imports; and continued
weakness in the U.S. economy.

That suggests that U.S. Federal
Reserve policymakers are unlikely

to raise interest rates despite their
policy statement last week that in-
flation remains a “significant” con-
cern. The Fed is generally expected
to keep official interest rates steady
into next year—though rate in-
creases could end up back on the ta-
ble later this year if recent core-in-
flation increases persist.

Gary Stern, president of the Fed-
eral Reserve Bank of Minneapolis,
said Wednesday that even though
the U.S. is “probably...in for a few
more sizable increases” in overall
price measures, “assuming we don’t
get a resurgence of energy prices,
we will see over time a diminution
of headline inflation,” which in-

cludes food and energy. Mr. Stern
said he also expects core inflation to
slow.

Many economists agree. Lower
oil and commodity prices and mod-
est wage increases “will help to get
inflation substantially lower over
the coming quarters,” said Dimitry
Fleming of ING Bank in a research
note. As a result, “we doubt the Fed
will actually pull the rate trigger,”
he said.

Thursday’s report showed that
energy prices swelled 4% last
month, while gasoline prices in-
creased 4.1%, and natural-gas prices
rose 7.4%. Food and beverage prices
rose 0.9%. Medical-care prices,
meanwhile, increased 0.1%.

Separately, the department said
the average weekly earnings of U.S.
workers, adjusted for inflation, fell
0.8% in July, suggesting incomes
aren’t keeping pace with prices. It also
saidthatnewjoblessclaimsfell 10,000
last week. But at 450,000, claims re-
mained well above levels economists
usually associate with recession.

Meanwhile, continuing claims,
which last for more than one week,
jumped to their highest level in al-
most five years, suggesting it is tak-
ing the unemployed much longer to
find new work than it did a few
months ago. That, in turn, could fur-
ther damp consumer spending,
which appeared weak in July, ac-
cording to a retail-sales report re-
leased Wednesday.

U.S. inflation rate soars
on food and energy prices

7
EURO ZONE

Border with Syria to be
formally demarcated
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Fannie, Freddie bailout?
Most economists
in survey expect U.S.
will step in with aid

Energy prices
swelled 4%, with
gasoline prices
climbing 4.1%.

ECONOMY & POLITICS

U.S. consumer prices, change
from a year earlier

 Source: U.S. Labor Department
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By Phil Izzo

C HANCES ARE better than
even that U.S. government
money will be used to prop up

Fannie Mae and Freddie Mac, ac-
cording to economists in the latest
Wall Street Journal forecasting sur-
vey, in which a sizable minority
said the institutions should be na-
tionalized.

When U.S. Treasury Secretary
Henry Paulson went to Congress

last month to
defend his
plan to extend
credit to Fan-
nie and Fred-
die or to pur-
chase stock in
the govern-
ment-spon-
sored enter-
prises, if neces-
sary, he made
it clear that
the proposal is
a “backup facil-
ity [that] hope-

fully would never be used.” How-
ever, sharp losses the two compa-
nies reported this month and contin-
ued concerns about the U.S. credit
market have increased the chance
that government funds would be
needed.

On average, the 53 economists
polled in the survey put the proba-
bility at 59% that the Treasury De-
partment will have to step in to bail
out Fannie or Freddie.

“Blank checks almost always get
filled in and cashed,” said Stuart
Hoffman of PNC Financial Services
Group.

The majority of respondents
hope that it doesn’t come to that.
When asked how the government
should handle the situation with
Fannie Mae and Freddie Mac, 68%
said the lenders should be pushed
to raise capital privately and hope a
recovering housing market will
keep them from needing govern-
ment money.

However, nearly one in three
said the companies should be na-
tionalized now, and then split into
smaller companies when the hous-
ing market recovers.

Just one economist—Lou Cran-
dall at Wrightson ICAP—said the
Treasury Department should invest
equity in them now, without nation-
alizing them. “The explicit back-
stop might buy them enough time
to earn their way back to good
health,” Mr. Crandall said.

“The best solution is that they
manage to muddle through,” said
Stephen Stanley at RBS Greenwich
Capital. “At the end of the day, if you
told Paulson and [Federal Reserve
Chairman Ben] Bernanke that two
years from now Fannie and Freddie
would be solvent and not tap the
government, they’d take that over
any other option.”

However, many economists
agreed with former Fed Chairman
Alan Greenspan, who in an inter-
view recently criticized Fannie
Mae and Freddie Mac as fundamen-
tally flawed institutions that priva-
tize profits and socialize losses.
“They should have wiped out the
shareholders, nationalized the in-
stitutions with legislation that
they are to be reconstituted—with
necessary taxpayer support to
make them financially viable—as
five or 10 individual privately held
units, and auctioned off,” Mr.
Greenspan said.

The government “needs to ulti-
mately reduce, not increase their
role, and doing this would put them
back in their place,” said Diane
Swonk of Mesirow Financial.

Whether Fannie and Freddie
are able to make it without govern-
ment assistance will largely de-
pend on the health of the housing
and credit markets. However, un-
certainty continues to permeate
the economists’ forecasts, as they
remain almost evenly split for the
third month in a row on whether
the U.S. is in a recession. Their esti-
mates for growth in gross domes-
tic product were virtually un-
changed from last month. They ex-
pect the economy to slow to a
crawl in the second half, register-
ing just 0.6% growth at an annual
rate in the fourth quarter, com-
pared with a 1.6% pace for the sec-

ond quarter.
At the same time, the forecasts

call for continued job losses and el-
evated inflation, with oil prices
above $100 a barrel well into next
year, though down from current
levels. The economists on average
expect consumer prices to rise
4.1% from a year earlier in Decem-
ber, down from the 5.6% rate re-
corded in July but still above the
Fed’s comfort zone.

Meanwhile, the economists re-
main divided about risks to the econ-
omy. When asked whether the Fed
should be more concerned about in-
flation or economic growth, 40%
said rising prices should take prece-
dence and 60% chose economic
weakness. When asked about the
balance of risks to the global econ-
omy, 47% said inflation is the main
threat. That comes despite reports
of GDP contraction this past week in
the euro zone and Japan.

Part of the reason for the dis-
parity is the difference between
the European and U.S. work
forces. Some 94% of respondents
said the U.S.’s risk of a wage-price
spiral, where pressures from labor
costs and high prices push each
other up, is either minor or nonex-
istent. But 34% said that the euro-
zone countries face a major risk of
a wage-price spiral, and 9% said it
is already beginning. A wage-price
spiral is “much more of a risk [in
the euro zone] than in the U.S.
given the role of unions in setting
wages, particularly in Germany,”
said Ms. Swonk, of Mesirow Finan-
cial.

Asia and the Middle East also
face a greater risk of inflation, par-
ticularly in economies that have
pegs to the U.S. dollar. “Asia has
run a very easy monetary policy be-
cause so many countries are tied to
the U.S. What might be acceptable
to the U.S. is not the same for
Asia,” said Mr. Stanley, at RBS
Greenwich Capital.

Though some of the pressure has
eased with moderating oil prices,
the Fed’s low interest rates are ex-
pected to continue for the rest of
this year. The economists on aver-
age expect the U.S. central bank to
hold the federal-funds rate steady
at 2% through year end, but they see
an increase to 2.5% by June.

See It All
Get full survey results and 
download the data, includ-
ing forecasts for economic
growth, unemployment 
and inflation. Go to
WSJ.com/Economist
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Immigrants welcomed
Some U.S. states
look to integrate,
train newcomers

Musharraf is expected to quit

Keep the flame alive
Israel’s Holocaust museum
plans for a world without
camp survivors > Page 27

By Miriam Jordan

Behind the national debate over
immigration in the U.S., a handful of
Democratic governors are mounting
a quiet offensive to integrate, rather
than repel, foreign newcomers.

The governors of Illinois, New Jer-
sey, Massachusetts and Washington
have signed orders that make immi-
grant integration a priority for their
states, focusing on language, job and
citizenship training as well as access
to services, such as health care and
public safety, for immigrants.

The federal government’s failure
to enact comprehensive immigra-
tion reform has prompted states
and localities to come up with their
own solutions to illegal immigra-
tion. Governors are taking diver-
gent paths to cope with the record in-
flux of immigrants, particularly
those here illegally.

In March, Rhode Island Gov. Don
Carcieri, a Republican, signed an exec-
utive order that empowers state po-
lice and correctional officers to en-
force some immigration laws. It also
requires companies that do business
with the state to use an electronic sys-
tem to verify whether job applicants
are in the country legally and eligible
to work. Georgia and Arizona also
have recently passed anti-illegal im-
migrant laws.

The U.S. has absorbed a record
number of immigrants since 1990,
mainly from Latin America, Asia and
Africa. The country is now home to
about 38 million legal immigrants
and 12 million undocumented immi-
grants. An additional 31 million peo-
ple are children of immigrants.

Supporters of the executive or-
ders to promote integration of for-
eign residents say the orders counter
the hostile rhetoric of the immigra-
tion debate. “It’s creating a political
climate where immigrants are seen
as a net benefit to the state,” says
Ngoan Le, a senior official at the Chi-
cago Community Trust, a private
foundation. “The state’s highest of-
ficeholder is sending a message that
his state welcomes immigrants.”

Groups opposed to illegal immi-
gration have criticized the orders,
which don’t differentiate legal from
undocumented immigrants. Ira Mehl-
man, spokesman for the Federation
of American Immigration Reform, a
national group that believes in curb-
ing all immigration to the U.S., said
the executive orders “send the wrong
message…they blur the distinction be-
tween illegal and legal immigrants.”

Massachusetts last month be-
came the most recent state to adopt
the strategy when Gov. Deval Patrick
signed an executive order calling for
a coordinated approach to integrat-
ing immigrants, who represent 14%
of the state’s population.

After holding fact-finding public
meetings across the state, an advi-
sory council composed of business
leaders, immigrant advocates, aca-
demics and policy makers will submit

policy recommendations to the gover-
nor by July 2009. State agencies,
faith organizations and private-sec-
tor employers then will be charged
with implementing the programs.

“Were it not for immigrants and
refugees, Massachusetts would have
seen a population decline in the last
seven years,” says Richard Chacon,
executive director of the state’s office
for refugees and immigrants. “Immi-
grants are becoming increasingly im-
portant to the health of the state econ-
omy,” Mr. Chacon says.

In February, Washington Gov.
Chris Gregoire issued a similar execu-
tive order creating the New Ameri-
cans Policy Council, designed to
make recommendations to the gover-
nor’s office on immigrant matters,
such as helping them learn English,
transfer professional credentials and
become civically engaged through
public-private partnerships. About
12% of Washington state’s population
is foreign born.

In August 2007, New Jersey Gov.
Jon Corzine signed an order that cre-
ated an advisory panel on immigrant
policy that is to present recommenda-
tions to the governor by the end of
this year. About 20% of the state’s res-
idents hail from other countries.

Illinois Gov. Rod Blagojevich, a
Democrat, signed the New Americans
Executive Order in November 2005,
the first order of its kind. The order es-
tablished a council comprised of busi-
ness, faith, labor, community and gov-
ernment leaders to identify ways to
improve the provision of services to
immigrants and make recommenda-
tions to the governor.

In 2006, members of the policy
council completed the first phase of
their work. One outcome of that ef-
fort was the inauguration late last
year of a pilot “welcoming center” in
a Chicago suburb where thousands of
new immigrants have settled.

Meant to be a one-stop shop, im-
migrants who visit can access several
state and local services, such as sign-
ing their children up for school, find-
ing out about health-care eligibility
and learning about job-training op-
portunities. Bilingual staffers encour-
age adults to take English courses, at-
tend computer courses or enroll their
children in a new soccer league.

“It’s in the best interest of the
state, communities and immigrant
families to expedite their integra-
tion,” says Grace Hou, assistant secre-
tary for the state department of hu-
man services.

Other programs under consider-
ation will focus on vocational English
courses and community police rela-
tions, with funding expected to come
from the state, foundations and com-
munity organizations.

The Illinois Coalition for Immi-
grant and Refugee Rights, a non-
profit advocacy group that worked
with Gov. Blagojevich to craft the ex-
ecutive order, has played a lead role
in fostering integration initiatives in
other states.

The coalition sponsored confer-
ences to discuss with state officials
and immigrant advocacy groups how
to use executive orders to promote
immigrant integration. The coalition
then disbursed Carnegie Foundation
grant money to three groups in other
states to help them spearhead efforts
there.

Mauritania gets diplomat leader
By David Gauthier-Villars

NOUAKCHOTT, Mauritania—A
week after overthrowing this West
African country’s first democrati-
cally elected president, military
leaders sought to firm up their grip
on executive power and appease ten-
sions with foreign donor countries
by appointing a diplomat as prime
minister.

A spokesman for military lead-
ers who organized the coup said
Mauritania’s ambassador to the Eu-
ropean Union, Moulaye Ould Mo-
hamed Laghdaf, had been named
prime minister by decree on Thurs-
day. He was asked to form a new gov-
ernment, the spokesman said.

Supporters of the coup led by
Gen. Mohamed Ould Abdel Aziz
said the designation of a prime
minister would help accelerate the
return to normal functioning of
state institutions after more than a
week of political uncertainty. They
said the new premier's diplomatic

skills could be an asset to fend off
U.S. and EU protests against the
military coup.

“His experience in Brussels can
certainly help to deliver foreign gov-
ernments a message of appease-
ment,” said Sidi Mohamed Ould Mo-
hamed Vall, a lawmaker who backs
the Aug. 6, bloodless coup.

Opponents to the coup said the
designation of a prime minister

wouldn’t change anything. “The
coup goes against the constitution,”
said Mohamed Jemil Ould Mansour,
leader of the moderate Islamic
party Tawassoul. “A prime minister
appointed by the army has no legal
status.”

Mauritania, a largely desert and
poverty-stricken country, emerged
from two decades of authoritarian
governments in March 2007 when it
held its first democratic, presiden-
tial elections since acquiring inde-
pendence from its French colonial
ruler.

Although Mauritania was por-
trayed as a rare example of demo-
cratic transition in Africa, elected
president Sidi Ould Cheikh Abdallahi
struggled to contain military influ-
ence over daily government affairs.

Mauritania, which imports
about 75% of its food, has also been
crippled by growing financial diffi-
culties as world food prices have

soared.
The country thought it had

found a new stream of revenue to
help finance its massive food im-
ports when an Australian oil com-
pany began to produce crude oil
from an offshore field in 2006. But
after starting with a production rate
of 75,000 barrels per day, daily oil
output quickly fell to 12,000 barrels.

On Aug. 6, military personnel act-
ing on the orders of Gen. Aziz over-
threw the president and put him un-
der arrest. Military leaders ex-
plained their move, saying President
Abdallahi had acted weakly in the
face of growing terrorism threats.

International reaction has con-
demned the coup. The African
Union has suspended Mauritania un-
til further notice. The U.S. said it has
frozen cooperation, mainly military,
with Mauritania. France has sus-
pended aid programs and the EU as
a whole has said it is considering
similar sanctions.

In Mauritania, however, opposi-
tion to the coup has thinned rapidly
as several political parties an-
nounced their decision to side with
military leaders.

Over the past days, supporters of
Gen. Aziz have been staging what
they described as “spontaneous” ral-
lies, during which they drive across
town with a portrait of Mauritania’s
military leader on their windshields.

“Democracy is when people are
happy,” said Sektou Mohamed Vall,
the sister of Mr. Vall, the lawmaker,
as she held a portrait of general Aziz
at one of these rallies earlier this
week. “With President Abdallahi,
we were not happy.”
 —Charles Forelle in Brussels

and Max Colchester in Paris
contributed to this article

ower of slain former Prime Minister
Benazir Bhutto, was the biggest win-
ner. It leads a coalition government.

Mr. Musharraf’s continuation in
office has been a constant source of
friction between the coalition part-
ners, who finally resolved to try to
remove him if he wouldn’t quit. Mr.
Musharraf’s political standing was
further eroded this week when four
provincial assemblies overwhelm-
ingly passed resolutions that told
him to call for a vote of confidence
or step down.

Secret talks between Mr. Mushar-
raf’s aides and PPP officials began
last week after the military, which
so far has stayed out of the political
fray, made it clear they wouldn’t al-
low their former chief to be humili-
ated. Mr. Musharraf stepped down
as army chief when he started his
new presidential term.

The leadership of the military,
however, has started to come to the
conclusion that Mr. Musharraf
wouldn’t be able to remain in office
given the groundswell of political
opinion against him. Mr. Musharraf
has consistently said he will fight
the impeachment charges and, as re-
cently as Wednesday night at a gath-
ering at the presidential palace, told
supporters he would contest and
win, according to attendees.

Some people continued to sug-
gest that Mr. Musharraf wouldn’t be
driven from office. Muhammad In-
tikhab Khan, a top official in the pro-
Musharraf Pakistan Muslim League
(Q), said he believed the president
would fight impeachment. He said
the president Wednesday told a
group of about 40 officials that he
would “fight the impeachment” and
believed he still had the votes to pre-

vail. To the question of whether he
would quit, “no he’s not going to,”
Mr. Khan said.

But Mr. Musharraf’s calls for recon-
ciliation and political stability, made
in a speech late Wednesday on the eve
of Pakistan’s independence day, were
rejected by coalition officials Thurs-
day, and an increasing number of po-
litical allies also have deserted him.
Sherry Rehman, minister of informa-
tion, said impeachment proceedings
would begin Monday or Tuesday. She
said the government had 325 votes, or
a 30-vote cushion to impeach the pres-
ident. “There’s no turning back from
this process,” she said.

Mr. Musharraf, 65 years old,
came to power in a bloodless coup
in 1999, deposing then-Prime Minis-
ter Nawaz Sharif. Mr. Sharif, head of
the Pakistan Muslim League (N) and
a supporter of the coalition govern-
ment, has been a major proponent
of Mr. Musharraf’s impeachment
and of the reinstatement of judges,
including the chief justice of the Su-
preme Court, who were fired by Mr.
Musharraf last year.

While Mr. Sharif and the PPP
have been arguing over what to do
with Mr. Musharraf and how to rein-
state the judges, Pakistan’s econ-
omy has turned sour and the nation
has faced a rising Islamist insur-
gency that is not only hurting the
country but is feeding the insur-
gency against North Atlantic Treaty
Organization troops in neighboring
Afghanistan.

If Mr. Musharraf leaves office, it
will remove one major political
sticking point in the coalition. But it
is unclear who would succeed him
and whether the government could
then move forward to tackle the
country’s growing problems.

Continued from first page
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Ill
in

oi
s 

Co
al

it
io

n 
fo

r 
Im

m
ig

ra
nt

 a
nd

 R
ef

ug
ee

 R
ig

ht
s

Ill.

Mass.

Wash.

NJ

Naturalized Legal permanent 
resident

Illegal

0.85 million

0.78

0.43

0.34

0.57

0.55

0.30 0.25

0.25 0.25

0.53

0.43

Mauritania’s
ambassador to the
EU has been named
prime minister.

10 FRIDAY - SUNDAY, AUGUST 15 - 17, 2008 T H E WA L L ST R E ET JOU R NA L .

Media deals bake
in summer’s heat
Digital environment drives

Europeancompaniestoalter

their business strategies

Read continuous updates on the
high-stakes world of deal
making, Deal Journal, free
online at blogs.wsj.com/deals

By Dana Cimilluca

Amedia frenzy it isn’t. But for
a market that is supposed to

be dead, there sure is a lot of
merger-and-acquisition activity
in the European media sector.

A growing handful of media
assets are on the block in Eu-
rope, with many of the auctions
entering a crucial phase even as
the dead of summer sets in. In
perhaps the most high-profile
deal, U.K. media company Reed
Elsevier is looking to unload its
Business Information trade-pub-
lication division, which counts
such storied titles as Variety and
Hairdressers Journal Interna-
tional. Initial bids for the busi-
ness, which could fetch as much
as $2.5 billion, were due on Mon-
day, with U.S. private-equity
firms including Bain Capital and
Providence Equity Partners sub-
mitting bids. Suitors are waiting
to hear who will make it into the
second round, people close to
the auction say.

Meanwhile, bankers for Span-
ish media conglomerate Prisa in
the past couple of weeks sent out
sales material to 10 to 15 possible
bidders for its Digital+ unit, one
of the country’s biggest satellite
broadcasters. First-round bids
for the business, which could
fetch more than Œ1.5 billion ($2.2
billion) excluding debt, will be
due in the middle of September,
a person involved in the process
said.

At the other end of Europe,
News Corp. (owner of The Wall
Street Journal) is considering
selling its television network in
Bulgaria, which has a population
of 7.3 million. Two weeks ago,
Central European Media Enter-
prises, which is controlled by
cosmetics heir Ronald Lauder,
agreed to buy an 80% interest in
two other stations there for $172
million.

Taylor Nelson Sofres, the
U.K. market researcher, could be-
come the subject of a bidding
war, while suitors are lining up
for Informa, the publisher of the

Lloyd’s List maritime newspa-
per. Last week, Sony agreed to
buy Bertelsmann’s half of their
Sony BMG Music Entertainment
joint venture. The list goes on.

While it is difficult to find a
common theme uniting the dis-
parate group of possible deals,
just about every media company
on the planet is grappling with
the effects of digitalization and
tinkering with their businesses
accordingly. Take Reed, which
has been frantically moving con-
tent online and is worried the In-
ternet will take a bite out of its
once-reliable stable of legal re-
ports, academic journals, text-
books and trade magazines.

Of course, the deals in ques-
tion are dwarfed by some of the
mergers struck in an earlier era,
such as the $18 billion purchase
of Reuters Group by Thomson of
Canada. Indeed, according to
Thomson Reuters, the dollar vol-
ume of media and entertainment
deals in Europe has plummeted
64% to $27.5 billion this year. But
bearing out the impression that
media bankers still have some
work to do, the number of deals
has fallen a smaller 34%.

All these deals, of course,
could unceremoniously fall
apart, especially given how hard
it is for private-equity suitors to
secure debt funding these days.
But their mere existence in the
most hostile environment for
deal-making in years shows that
bankers still have some reasons
for hope.
 —With Aaron O. Patrick

DEAL JOURNAL
Breaking insight from WSJ.com

By Liz Rappaport

For once, Wall Street isn’t bend-
ing over backward for its richest cli-
ents.

That is causing new controversy
for investment banks, which have al-
ready committed to reimburse mom-
and-pop investors, charities, and
small businesses for more than
$40 billion in illiquid “auction rate”
securities. Wealthy clients, institu-
tions and corporations have been
largely left out of those pacts.

The quandary is acute for Gold-
man Sachs Group Inc., which caters
only to the wealthy. While a string
of large Wall Street brokers an-
nounces daily settlements in the bil-
lions, Goldman has been mum about
its plans, so far refusing to buy back
clients’ auction-rate paper.

Goldman was a key player in the
auction-rate markets, as the No. 5
underwriter of the securities by
dollar amount between 2003 and
2007. The firm is regarded as a key
contributor to halting the market
in February, after it pulled out of
auctions supporting the securi-
ties. Goldman’s well-heeled clients
also bought up auction-rate paper,
which today has virtually no buy-
ers save for red-faced issuers look-
ing to make good with their cus-
tomers.

Carl Everett, an adviser to ven-
ture-capital firm Accel Partners
and a former Dell Inc. and Intel
Corp. executive, has been a Gold-
man private-client group client for
several years, and has been satisfied
with the firm’s service until now.
Mr. Everett has investments in auc-
tion-rate securities that became il-
liquid with the rest of the market in
February, some of which have been
marked down to below their face
value.

“The firm has been working with
clients to address their liquidity
needs,” said Goldman spokes-
woman Andrea Raphael. “We are co-
operating fully with all regulators,
and it would be inappropriate to say
anything further at this time.” Regu-
lators say Goldman could come to
the negotiating table in coming
weeks.

But as recently as Friday, Gold-
man Sachs told Mr. Everett that it
wouldn’t buy back his auction-rate
securities, Mr. Everett said.

“That’s disappointing to
me—my expectation is for the Gold-
man Sachs brand,” said Mr. Everett.
“My expectation for that is they
would honor their position and
statement of these securities as
cash and cash equivalents.”

That has been the recent posture
of many Wall Street firms and
banks, including Merrill Lynch &
Co., Citigroup Inc. and UBS AG,
which after months of legal wran-
gling, agreed to settle most cus-
tomer claims. New York Attorney
General Andrew Cuomo, however,
was keyed on the claims of small in-
vestors. That left the wealthy, insti-
tutions and corporate buyers of the
auction-rates out in the cold.

“Regardless of the settlements,

the reality is the investment banks
owe equal fiduciary obligations to
both retail and institutional inves-
tors,” said Ron Geffner, a partner at
Sadis & Goldberg LLP, and former
enforcement attorney with the U.S.
Securities and Exchange Commis-
sion.

Auction-rate securities are a
type of short-term debt that gained
popularity because they offered in-
vestors slightly higher yields than
money-market funds or other fixed-
income investments. They also al-
lowed issuers, including municipali-
ties, student-loan organizations,
corporations and charities to bor-
row for the long term, but at lower,
short-term interest rates.

The rates reset in weekly or
monthly auctions conducted by
Wall Street firms. What swelled to a
$330 billion market stopped func-
tioning in February when Wall
Street firms stopped supporting it
with their own bids.

“The image of firms being
dragged to the table is destabiliz-
ing,” said Arthur Levitt, adviser to
Carlyle Group and a former SEC
chairman. “Very few issues have
shaken public confidence in the in-
tegrity of our markets as much as
this.”

Wealthy are left wanting
Goldman declines
to help rich clients
in auction-rate mess

Swiss Life buys MLP

REUTERS NEWS SERVICE

NEW YORK—The 30-year U.S.
Treasury bond rallied Thursday on
traders’ views that inflation may
have peaked, given the steep de-
cline in oil prices in the past month.

The bond also got a boost from in-
vestors who have been reinvesting
money from last week’s Treasury

quarterly refund-
ing into longer-
dated securities, an-
alysts said.

In late after-
noon trade, the bond was up 29/32
at 99 21/32 to yield 4.521%, its low-
est yield since July 15. The bench-
mark 10-year note was up 14/32 to
100 28/32, yielding 3.894%.

Treasurys advanced on percep-
tions that an economic slowdown
and receding commodity prices
would allow inflation to ebb and let

the Federal Reserve keep interest
rates unchanged until next year.

A bigger-than-expected 0.3%
rise in the core consumer-price in-
dex was released early in the ses-
sion and startled bond traders
enough to provoke a flurry of sell-
ing.

But the selling was short-lived,
partly because investors believe
weaker global growth and the re-
cent pullback in oil prices will lead
to more subdued inflation readings
in coming months. Also, Treasurys
had already given ground on
Wednesday when a one-day rally in
oil prices revived inflation worries.

A government report showing an-
other hefty batch of new claims for
jobless benefits last week rein-
forced the view that the Fed would
keep interest rates steady to pre-
serve economic growth.

Treasurys rally despite price data

Multi media
European media and entertainment 
merger-and-acquisition volumes,
in billions of dollars

Source: Thomson Reuters
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By Ian Edmondson

Sweden’s Volvo AB said it was re-
structuring its U.S. operations at a
cost of about $60 million to be re-
corded during the second half.

Volvo, which sells Volvo and Mack
truck brands in the U.S., will relocate
Mack’s head office in 2009 to Greens-
boro, N.C.—where many of Volvo
Group’s North American support
functions are concentrated—from
Allentown, Pa.

The company will concentrate
Mack’s truck production in its plant
in Macungie, Pa.

Volvo has seen its U.S. sales plum-
met due to the introduction of new
emissions regulations in 2007. How-
ever, the company reported a 14%
rise in U.S. truck sales to 6.94 billion
Swedish kronor ($1.1 billion) in the
second quarter.

Volvo also announced plans to in-
vest about $50 million in a new en-
gine-block machining line at its Hag-
erstown, Md., facility to reduce logis-
tics costs and exposure to currency
fluctuations. The facility is expected
to be operational by the end of 2010.

By Goran Mijuk

ZURICH—Swiss Life Holding
AG pushed ahead with its expan-
sion plan as it bought a 26.75%
stake in German financial adviser
MLP AG for about Œ307 million
($458 million).

The deal could pave the way for
the Swiss insurer’s second-largest
takeover in this sector after its ac-
quisition of AWD Holding AG for
about Œ1 billion this year. That deal
came amid plans to expand in fast-
growing Eastern Europe.

Analysts, however, remained
doubtful about a closer coopera-
tion between Swiss Life and MLP
and were critical of the insurer’s
steps to limit its planned share-
buyback program—a move in-
tended to maintain its financial
flexibility. Swiss Life said it
wouldn’t increase its holding be-
fore it starts intensive talks with
MLP, which offers financial advice
to university graduates.

Swiss Life shares fell 8.3% in Zu-
rich. Investors also were dis-
pleased by the company’s plans to
curtail its share buyback to one bil-
lion francs from the initially
planned 2.5 billion francs.

“We have no intention to make a
hostile bid for MLP,” said former
Chief Executive Rolf Dörig, who is
set to become chairman next year.
MLP shrugged off Swiss Life’s ad-
vances, saying that “management
doesn’t consider further strategic
talks with the Swiss Life Group to
be necessary,” highlighting that
the company’s independence was
crucial to its business model.

MLP’s majority shareholder and
founder, Manfred Lautenschlaeger,
said he intends to keep his 32.35%
MLP stake, also doubting that a
closer cooperation between AWD
and MLP would make sense.

Swiss Life’s advance, mean-
while, was launched by AWD
founder and Chief Executive
Carsten Maschmeyer, who recently
increased his original 2.9% MLP
stake to nearly 30% and sold it to
Swiss Life.

In two separate deals, Mr.
Maschmeyer also sold his remain-
ing 10.46% AWD stake to Swiss Life
for about Œ120 million and in re-
turn bought a 3% stake in the Swiss
insurer for about 300 million Swiss
francs ($277 million).

 —William Launder in Frankfurt
contributed to this article.

Volvo to revamp
and consolidate
U.S. operations
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