
Continental accepted a re-
vised, $17.84 billion bid from
Schaeffler that sets the stage
for a global auto-parts supplier
in hybrid and electric-vehicle
technologies. The firm also be-
gan searching for a new CEO as
its current one resigned. Page 5

n Crude-oil futures jumped
4.9% as the dollar weakened
and relations between the U.S.
and Russia deteriorated. Page 17

n U.S. blue chips rose slightly
despite a litany of concerns
about the global financial sys-
tem and soaring oil prices. Eu-
ropean shares fell. Page 16

n Fannie Mae and Freddie Mac
need to refinance $225 billion
by the end of September, but
they may have trouble finding
investors. Page 15

n Price declines among invest-
ment-grade corporate bonds
pushed their spreads to a record,
Merrill Lynch data show. Page 15

n German state-owned bank
KfW said it will sell its 90.8%
stake in subprime casualty IKB
to a unit of U.S. private-equity
firm Lone Star Funds. Page 5

n The Fed called Credit Suisse
last month in response to a ru-
mor to learn whether it had
pulled a line of credit from Leh-
man Brothers. Page 18

n Economic data reinforced
the view the euro zone is slip-
ping into recession but a stall-
ing economy may also be easing
inflationary pressures. Page 7

n IAC/Interactive spun off its
four biggest units including
HSN home-shopping network
and Ticketmaster, as the media
conglomerate tries to reverse a
long stock decline. Page 4

n Microsoft is turning to
Jerry Seinfeld to star in a new
$300 million advertising cam-
paign, one of the largest in the
software giant’s history. Page 4

n Merrill Lynch reached a set-
tlement with the state of Mas-
sachusetts to buy back illiquid
auction-rate securities. Page 17

Differences
in U.S. election
blur over Iraq

For Georgian refugees,
the way home gets sealed off

Wage-inflation cycle
is tale of two continents
Euro-zone workers
keep pace with prices
as U.S. lags behind

Russian forces dug trenches and
built fortifications in key areas of
Georgia, yet rolled tanks toward
Russia elsewhere Thursday. As
Moscow moves closer to recogniz-
ing Abkhazia and South Ossetia, it
appears increasingly likely that
Georgia’s internal refugees may
never go home. Abkhazians staged
an independence rally. Pages 1, 28

n The U.S. and Iraq have made
progress in finalizing the princi-
ples of a security deal that calls
for the withdrawal of U.S. troops
by 2011. It faces hurdles gaining
Iraqi government approval. Page 2
n Just 13% of U.S. voters said
Iraq was the top priority facing
the country in a Wall Street
Journal/NBC News poll, placing
the war behind the economy,
energy and health care. Page 1

n Spanair officials refused to
speculate on the cause of the
MD-82 jetliner crash on takeoff
Wednesday in Madrid that
killed 153 people. Page 5

n Two suicide bombers blew
themselves up at the gates of Paki-
stan’s main munitions factory, kill-
ing at least 59 workers. Pakistan’s
future appears to rest increas-
ingly on its army chief. Page 8

n Czechs and Slovaks held cer-
emonies Thursday marking the
40th anniversary of the Soviet-
led invasion of Czechoslovakia
that ended an era of reforms
known as the Prague Spring.

n The U.S.-led coalition said
over 30 insurgents were killed
in eastern Afghanistan. An
Afghan official said they were
fleeing an area where French
troops were ambushed this week.

n A car bomb exploded near a
bus in western Turkey, wound-
ing 16 people, mostly police of-
ficers and soldiers, officials said.

n Pirates hijacked a Japanese
tanker, an Iranian bulk carrier
and a German cargo ship off So-
malia’s coast Thursday, two days
after a Malaysian tanker’s seizure.

n Monsoon rains in northern In-
dia caused floods and houses to
collapse, killing at least 74 peo-
ple. Typhoon Nuri was expected
to make landfall in China east of
Hong Kong Friday afternoon.

n Police seized foreign pro-
Tibet activists and some disgrun-
tled business owners from Hong
Kong after they displayed pro-
test signs in central Beijing.

Annual change in wages and salaries
Inflation

Euro zone U.S.
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Wage gap
Wage increases have largely kept pace with inflation in the euro zone, but not
in the U.S. Change from a year earlier in consumer prices and wages: 

Note: Wage-growth figures are based on seasonally adjusted labor cost indexes

Sources: Eurostat; European Central Bank; U.S. Labor Department

Editorial&Opinion

The party is over
The U.S. has drunk more from
the punch, but Europe has the
economic hangover. Page 11

Georgian refugees displaced by earlier fighting live in this abandoned Tbilisi hospital
block. Families exiled by the South Ossetia conflict will move into the block next door.

Consumer prices are rising at
their fastest pace in more than a de-
cade in the U.S. and the euro zone.
But it is affecting workers on the
two sides of the Atlantic in very dif-
ferent ways.

In Montgomery, Ala., Steve Mur-
phy, an instructor for adults with

mental disabilities, doesn’t expect
to get a raise because his employer
is getting squeezed by higher fuel
bills. In Madrid, travel agent Ignacio
Temprano gets raises to match infla-
tion because Spanish unions helped
negotiate such increases into law.
He said he considers the extra
money “a bonus.”

Unions are more powerful in the
15-nation euro zone than in the U.S.,
and many laws and practices there
are more worker-friendly. That is

part of the reason why many Euro-
pean workers are keeping up with in-
flation better than their U.S. coun-
terparts.

Wages and salaries in the euro
zone were 3.4% higher in the first
quarter than in the year-earlier pe-
riod, matching the first-quarter an-
nual inflation rate. It was the steep-
est wage increase in the 15 countries
that share the currency in nearly six

years. Inflation in the euro zone hit
4% in July, and many economists ex-
pect wages to keep rising this year.

In the U.S., where unions are
weaker and wages aren’t often in-
dexed to inflation, workers fell be-
hind. Consumer prices were 4.1%
higher in the first quarter than in
the year-earlier period, but work-
ers’ wages and benefits increased

Please turn to page 27
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How tennis’s new No. 2
plans to get his game back
WEEKEND JOURNAL | PAGES W8-W9

For champions, the gold
isn’t just in the medals
BEIJING OLYMPICS 2008 | PAGE 26

By Nick Timiraos

A tentative agreement between
Iraq and the U.S. over the long-term
status of U.S. forces shows how the
once-striking differences between
Sens. Barack Obama and John
McCain have narrowed as improve-
ments in Iraq and the deteriorating
economy have reordered voters’
concerns.

Sens. Obama and McCain both se-
cured their parties’ nominations
with strong—and opposite—
stances on the war. Sen. McCain led
even President George W. Bush in
championing the surge of U.S.
troops, and he repeatedly argued
that the U.S. should prepare to keep
troops in Iraq for decades. Sen.
Obama argued for ending the war
within months, and his outspoken
opposition to the initial invasion
helped him stand out in a crowded
Democratic field.

The tentative security deal be-
tween the U.S. and Iraq has yet to be
finalized but calls for withdrawal of
U.S. combat troops by 2011. But the
war isn’t the top concern for most
voters.

Just 13% of voters said that Iraq
was the top priority facing the coun-
try in a Wall Street Journal/NBC
News poll conducted Aug. 15-18,
placing the war behind the econ-
omy, energy, and health care. By con-
trast, some 24% of voters cited Iraq
as their top concern in the June poll,

Please turn to page 2
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By Marc Champion

TBILISI, Georgia—Indira Gama-
kharia lives with her extended fam-
ily in a single, partitioned room in a
disused Tbilisi hospital block for
people displaced by war. She is 22
years old now. She was six when she
fled her home in western Georgia.

A refugee from an earlier war in
Abkhazia, one of Georgia’s two pro-
Russian separatist territories, Ms. Ga-
makharia, her two young children,
her husband and his parents are now

among an estimated 330,000 dis-
placed people in Georgia waiting to
go home. Most, like Ms. Gamakharia,
have been waiting 15 years already.

As Moscow moves closer to rec-
ognizing Abkhazia and South Osse-
tia, a move that would create new de
facto international borders under
the protection of Russian troops, it
looks increasingly as though Geor-
gia’s internal refugees may never go
home. Georgia’s government says
this is a creeping ethnic cleansing

Please turn to back page

By Joellen Perry in Frankfurt
and Sudeep Reddy in
Washington

Markets 4 p.m. ET
NET PCT

MARKET CLOSE CHG CHG

DJIA 11430.21 +12.78 +0.11
Nasdaq 2380.38 -8.70 -0.36
DJ Stoxx 600 278.44 -2.32 -0.83
FTSE 100 5370.2 -1.6 -0.03
DAX 6236.96 -80.84 -1.28
CAC 40 4304.61 -61.26 -1.40

Euro $1.4886+0.0158 +1.07
Nymex crude $121.18 +6.20 +5.39

VO L . X X V I N O . 14 3  F R I DAY - S U N DAY, AU G U ST 2 2 - 2 4 , 2 0 0 8Abkhazians’ hope for independence soars
War gives momentum
to sovereignty push;
Russia’s big presence

sponsored by Russia.
Ms. Gamakharia and her family

fled their home in Ocamcire, a coastal
town in Abkhazia, during fighting in
the early 1990s as the region broke
from Tbilisi’s control. More than half
the area’s population, the vast major-
ity ethnic Georgians, fled Abkhazia at
the time. Few have been allowed back.

Since Russia’s Aug. 8 military inter-
vention in Georgia, about 110,000
more people have been displaced
from their homes, according to the
United Nations High Commission for
Refugees. Many could soon return to
Georgian cities such as Gori. But about
15,000 are ethnic Georgians who fled
South Ossetia for Georgia proper, join-
ing the 10,000 who fled the area in the
early 1990s, and may never return. An
additional 2,000 have fled Abkhazia in
the latest fighting.

South Ossetia’s two top officials
have both said in recent days that
they don’t intend to allow back the eth-
nic Georgians who fled when militias
torched their homes in the aftermath
of the fighting, triggered when Geor-
gian troops stormed the South Osse-
tian capital Tskhinvali. Russia inter-
vened with overwhelming force, driv-
ing the Georgian army into retreat.

“Every month you think, next
month we’ll go back, next month it’ll
happen. March, April, May.…Sud-
denly 15 years have gone by and I have
four grandchildren,” says Ms. Gama-
kharia’s 51-year-old mother-in-law,
Eteri Dzagania. “I still believe we’ll go
back. It’s like a sickness for us.”

Ms. Dzagania fled the Abkhaz cap-
ital, Sukhumi, with her son, Gela,
when he was 16. Her husband
trekked seven days through the
mountains to escape capture. They
lived two years at a military bar-
racks in western Georgia, recently oc-
cupied by Russian troops. Life there

was hard and armed gangs made it a
dangerous place to bring up chil-
dren, recalls Ms. Dzagania. They
moved to Tbilisi after two years.

Ever since, the family and 76 oth-
ers like it have shared the same
crumbling hospital block, with bro-
ken window frames and huge fis-
sures in the red brick walls. They
built a partition to make a bedroom.
A gauze curtain separates the
kitchen. New families displaced by
the latest fighting in South Ossetia
are moving into the block next door.

Many of Georgia’s displaced peo-
ple, including Gela Dzagania, now 31
years-old, are unemployed. He sup-
ports his family by doing minor car
repairs in a makeshift garage out-
side the hospital block. Georgia’s gov-
ernment has done little to help peo-
ple like the Dzaganias to integrate
into Georgian society, aid workers
say, keeping them in short-term ac-

commodation to avoid any impres-
sion that Georgia’s partition is per-
manent. The government denies
that, saying they lack resources.

“In Sukhumi we have a home,
beaches. We could go back tomor-
row, we had no problems with our
neighbors, they saved us,” Mr. Dza-
gania says.

In total, the UN commission for ref-
ugees says there are still 210,000
Georgian refugees from the conflict
in Abkhazia in the early 1990s wait-
ing to go back. Georgia’s displaced
people are spread around 1,900 collec-
tion centers like the hospital block,
the agency says. In total, they account
for about 7% of Georgia’s population.

Georgia’s nationalist government
at the time of the Soviet Union’s col-
lapse responded with brutal force to
political efforts by Abkhazia and
South Ossetia to secure more auton-
omy and ultimately independence. A

1995 Human Rights Watch report on
the two-year war describes how
Georgian soldiers and militias swept
through southern Abkhazia, killing
and terrorizing ethic-Abkhaz and
driving them from their homes to ar-
eas north of Sukhumi. Armed by Rus-
sia and backed by Chechen and Cos-
sack volunteers, the Abkhaz later
struck back with the same tactics
“more effectively,” the report says.

Returning displaced people to
conflict zones is always hard, aid
workers say. Fear and suspicion can
make it difficult to accept neighbors
back. For example, in Croatia, about
half the 250,000 Croatian Serbs who
fled Croatian army attacks aimed at
retrieving separatist Serb territo-
ries in 1995 have returned home.

In the 1989 census, the last before
war broke out in Abkhazia, ethnic-Abk-
haz made up 18% of the population in
the region, Georgians 46%, with the re-
mainder ethnic Armenians, Russians
and Greeks. If the Georgians return,
their numbers could make them politi-
cally dominant, threatening a return
to Georgian control.

The U.N. commission estimates
that 45,000 Georgians, a fifth of the
total, have been allowed to return to
an ethnically compact Georgian area
of Abkhazia, Gali. Abkhazia’s govern-
ment has opposed repopulating
other areas. The Georgian govern-
ment also has slowed the returns, ac-
cording to people familiar with the
process. They say Tbilisi is worried
that if a significant number—but not
all—of the displaced people return,
that would reduce pressure on the
Abkhaz government to allow the rest
in. Without all Georgian refugees re-
turning, they might not make up a
big enough slice of the voting popula-
tion to tip the balance and give politi-
cal control to pro-Georgians.

Georgian officials deny that claim.
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McCain, Obama convergeU.S., Iraq closer to pact
Rice reports progress
on new security deal;
Doubts in Baghdad

A U.S. Army soldier, left, and Iraqi Army soldier stand in front of shuttered
shopfronts during a raid in Baghdad on Thursday.
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By Gina Chon

BAGHDAD—U.S.SecretaryofState
Condoleezza Rice and Iraqi Foreign
Minister Hoshyar Zebari said Thurs-
daythatbothsideshadmade progress
in finalizing the principles of a long-
term security deal, but any deal still
faces significant challenges winning
the Iraqi government’s approval.

U.S. and Iraqi negotiating teams
have concluded their formal talks
aimed at hammering out details of a
draft agreement, but Iraqi legislators,
party leaders and government offi-
cials can now try to make their own re-
visions. The proposed deal will set the
conditions for a continued U.S. mili-
tary presence in Iraq.

The draft now circulating sets 2011
asagoalforthewithdrawalofU.S.com-
bat troops, said Iraqi Deputy Foreign
Minister Mohammed al-Haj Humood,
the lead Iraqi negotiator, and other
people familiar with the talks.

Another aspiration is to have U.S.
troops leave population centers by
June 30, 2009, and move to bases on
the outskirts of those areas, these peo-
ple said. Any agreement on a date
would also allow for flexibility if secu-
rity conditions suddenly worsen,
these people said.

Termsofthedeal—includingdraw-
down dates—could still change, and
any deal faces significant hurdles in
Iraq’ssectariangovernmentandlegis-
lature. Underscoring the difficulty,
Iraqi government spokesman Ali al-
Dabbagh suggested a deal doesn’t
havetobewrappedupbeforeU.S.Pres-
ident George W. Bush leaves office.

“There are still some points we are
working on and we are not in a rush to
finish this during the Bush administra-
tion,” he said. “The most important
part is protecting Iraqi interests.”

Ms. Rice emphasized Thursday
that a final agreement hasn’t been
reached. “We’ll have an agreement

whenwehaveanagreement,”saidMs.
Rice, who was in Baghdad to lobby for
support of the draft agreement.

Ms. Rice met with Prime Minister
Nouri al-Maliki and Vice President
Adel Abdul Mahdi, both of whom are
Shiite Muslims. Shealso metwith Vice
President Tariq al-Hashimi, a Sunni,
and Mr. Zebari, a Kurd. The Bush ad-
ministration considers the deal to be
an executive agreement that doesn’t
need approval from the U.S. Congress.

But first, the a deal must pass
through several layersof Iraqi official-
dom.Thedocumentwillfirstbesentto
the executive council, which is made
up of Iraq’s top leaders, plus Masoud
Barzani, head of the semi-autono-
mous Kurdistan Regional Govern-
ment.Itthengoestothenationalsecu-
rity committee, a broader leadership
group that also includes the national
security adviser.

The council of ministers, essen-
tially the Iraqi cabinet, then will vet it.
Finally, the deal must be presented to
Iraq’s parliament.

This year, Mr. Maliki has made
some gains boosting solidarity
among the various parties in govern-
ment and in parliament, thanks in
large part to efforts at reining in mili-

tiamen from his own sect. But ten-
sions between Sunni, Kurdish and Shi-
ite factions in all layers of the govern-
ment have increased recently over a
stalled provisional election law. That
law is supposed to lay out how polling
will be conducted in the oil-rich re-
gion of Kirkuk, which is claimed by
Kurds, Arabs and Turkomen.

The law failed to pass in several
emergency sessions before parlia-
ment went on recess earlier this
month. A similarly contentious bill
that would set the legal framework
for foreign investment in the oil indus-
try has also stalled.

The tensions in parliament could
make it more difficult for Iraq’s vari-
ous parties to reach an agreement on
the security deal.

“We’re redoubling our efforts,”
Mr. Zebari said of the next steps in the
approval process.

One likely sticking pointy for Ira-
qis will be immunity for U.S. troops
from prosecution under Iraqi law. Un-
der the proposed pact, joint commit-
tees made up of U.S. and Iraqi officials
will be formed to resolve such contro-
versial cases when they arise, accord-
ing to people familiar with the draft.
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placing it behind only the economy.
The draft agreement allows both

candidates to claim victory—Sen.
Obama over timetables, and Sen.
McCain over the success of the
surge. The timetable in the agree-
ment seems to split the difference
between the two: Sen. Obama has
pressed for combat troops to leave
Iraq by mid-2010, while Sen. McCain
has said all combat troops could be
out by the beginning of 2013.

“Their policy preferences are cer-
tainly narrowing,” says Stephen Bid-
dle, a senior fellow at the Council on
Foreign Relations. “The Obama de-
sire to get out and the McCain de-
sire to succeed could be coming to-
gether in the form of an ability to
get out while succeeding.”

The so-called status-of-forces
agreement, which authorizes U.S.
forces to operate in Iraq when the
United Nations mandate for Iraq ex-
pires at the end of the year, stalled
earlier this year. Washington had re-
jected Iraqi demands to end legal im-
munity for troops in combat situa-
tions, though it dropped objections
to immunity for private contrac-
tors.

As little as three months ago, the
war seemed likely to dominate the
general election. Democrats seized
on Sen. McCain’s comment that U.S.
forces might stay in Iraq 100 years
as long as violence against troops
ended. “The distinction between
the two candidates was extremely
stark,” says Mr. Biddle. “Republi-
cans want to stay for decades. Demo-
crats want to get out within
months.”

Sen. McCain has pressed for
more troops in Iraq since late 2003,
when he chided then-Defense Secre-
tary Donald Rumsfeld. “The simple
truth is that we do not have suffi-
cient forces in Iraq to meet our mili-

tary objectives,” he said at the time.
President Bush announced the

surge more than three years later,
when violence in Iraq was near an
all-time high and most Democrats
and some Republicans were calling
for withdrawal. With the war’s un-
popularity increasing, Democrats
derisively called the buildup of
troops the “McCain surge.”

But in recent weeks, both candi-
dates have tried to tack to the cen-
ter. Sen. Obama has defended his op-
position to the surge while showing
flexibility on his proposed 16-month
withdrawal. “Facts have to affect
your decision making, and…over
the course of 16 months, things are
going to constantly change,” he said
after visiting Iraq last month.

Sen. McCain has tried to keep the
pressure on his rival. “He values
withdrawal from Iraq above victory
in Iraq, even today with victory in
sight,” Sen. McCain said Wednes-
day. But the Arizona senator has
opened himself to the possibility of
considering a time horizon for with-
drawal, something he once resisted
and argued would be equivalent to
providing a calendar for defeat.

The McCain campaign has a
good reason to keep the issue from
fading too much. The recent Wall
Street Journal/NBC poll shows Sen.
McCain has a 10-point advantage on
the question of who would better
manage the situation in Iraq.

In mid-July, Mr. Bush signaled
for the first time openness to a
“time horizon” for withdrawing
combat troops, though the White
House insists that conditions on the
ground must dictate the speed of
withdrawals. Iraqi Prime Minister
Nouri al-Maliki also publicly en-
dorsed a target date for withdrawal
at the end of 2010, near the
mid-2010 time frame advocated by
Sen. Obama.

Continued from first page

ASSOCIATED PRESS

RIVERSIDE, Calif—A former U.S.
Marine charged with killing un-
armed detainees in Iraq did what he
did to save his comrades, his attor-
ney said Thursday as opening state-
ments in the defendant’s first-of-its-
kind federal trial began.

Jose Luis Nazario Jr., 28 years
old, is the first civilian to be tried un-
der a federal law that allows the
prosecution of former military ser-

vice members for war crimes.
Prosecutor Charles Kovats de-

scribed Mr. Nazario as a man who
killed “unarmed, submissive, docile”
detainees and encouraged men un-
der his charge to do the same thing.

Defense attorney Kevin McDer-
mott countered that Mr. Nazario
killed insurgents to save his com-
rades in Fallujah in November 2004,
during some of the fiercest fighting
of the war.

Civilian’s war-crime trial opens
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Nobel winners debate need for regulation
Economics laureates
cite flaws in system;
vetting products

By Joellen Perry

LINDAU, Germany—Some of the
world’s brightest economic minds
agree the current financial crisis ex-
posed major flaws in the system,
but disagree about the role regula-
tors should play in preventing a re-
peat.

At an annual gathering Thurs-
day of economic Nobel laureates on
a tiny, medieval island in southern
Germany, three winners of the No-
bel Prize in economics and one
Peace Prize winner lamented the ex-
cessive risk-taking, lax manage-
ment and impenetrable complexity
at the heart of the financial sys-
tem’s current turmoil.

Many of the laureates’ criti-
cisms focused on the notion that
banking has drifted from its funda-
mental purpose. Amid a rush to

profit, “what’s been lost is the idea
that a banker has some responsibil-
ity to protect the client’s interest,”
said Daniel McFadden, who won
the Nobel Memorial Prize in Eco-
nomic Science in 2000 for
research focused on model-
ing individuals’ decision-
making processes.

While a market in which
homeowners’ mortgages
can be packaged into secu-
rities sold to banks across
the globe might be effi-
cient, Mr. McFadden said,
“the most efficient way to
organize economic activ-
ity may also prove to be the
most brittle. Congress
needs to consider the costs of vola-
tility and instability.”

But a rush to regulation could
have dire consequences, warned fel-
low laureate Myron Scholes, who
took a Nobel Prize in 1997 for a
method of valuing derivatives,
which are financial instruments
whose price changes based on the
value of related assets. Ticking off
the financial systems’ basic func-

tions—including financing large-
scale projects, facilitating saving
and assigning prices to assets—Mr.
Scholes attributed decades of eco-
nomic growth to innovations that

let institutions “perform
these functions more effi-
ciently.”

Mr. Scholes, who also
co-founded Long-Term
Capital Management, a
hedge fund that collapsed
amid the East Asian and
Russian financial crises of
the late 1990s, said,
“Sometimes, the cost of
regulation might be far
greater than its benefits.”
One example, Mr. Scholes

said, are the Sarbanes-Oxley ac-
counting rules implemented after
Enron’s collapse earlier this de-
cade. The rules have been criti-
cized as undercutting the U.S.’s at-
tractiveness as a base for invest-
ment.

Joseph Stiglitz, a professor of
economics at Columbia University
who won the Nobel in 2001, sug-
gested misguided innovation itself

caused the current turmoil. Noting
that homeowners’ most important
risk assessment is the likelihood
that they can retain their home
amid market volatility, Mr. Stiglitz
said, “These are the problems [fi-
nancial markets] should
have created products to
match. But they created
risks, and now we’re bear-
ing the consequences of
this so-called innovation.”

There were some areas
of agreement. The stan-
dards that gauge how much
capital banks should hold—
called Basel II for the Swiss
city in which they were de-
veloped—focus too tightly
on managing daily risk and
not enough on handling cri-
ses. “What happens most of the
time is not important,” said Mr.
Scholes, noting the current finan-
cial turmoil comes on the heels of
the dot-com bubble’s bursting and
the Asian financial crisis of the early
1990s. “We have to learn how to han-
dle the shocks when they occur.”

One idea that might prevent a re-

peat of the turmoil: a commission
that would vet financial products
before their release, akin to the U.S.
Food and Drug Administration’s
evaluation of drugs before they are
released to the market. Mr. McFad-

den said, “We may need a
financial-instrument ad-
ministration that tests
the robustness of finan-
cial instruments and ap-
proves only the uses
where they can do no
harm.”

But tinkering with a
fundamentally flawed sys-
tem may not be enough,
said Muhammad Yunus,
whose success in lending
small amounts of money
to people too poor for ordi-

nary credit led him and his
Grameen Bank to win the Nobel
Peace Prize in 2006.

“Our banking is sub sub sub sub
prime,” said Mr. Yunus, noting his
model requires no collateral, offers
no insurance, and boasts “no law-
yers.” The upshot: “Our repayment
rate is very high. Like 98 or 99%.”

Myron Scholes
Muhammad

Yunus

LEADING THE NEWS

T H E WA L L ST R E ET JOU R NA L . FRIDAY - SUNDAY, AUGUST 22 - 24, 2008 3



G
ERMAN media
conglomerate
Bertelsmann

AG is among the bid-
ders for Anglo-Dutch
publisher Reed
Elsevier NV’s trade-
magazine division, a
spokesman for Ber-
telsmann unit Gruner

+ Jahr said.
The German publisher has placed a nonbinding

bid for Reed Business Information via Gruner +
Jahr, the spokesman said. The business is valued at
£1 billion to £1.25 billion ($1.86 billion to $2.33 bil-
lion), said people familiar with the matter.

Reed Elsevier wants to sell the trade-publication
unit as it is growing too slowly and is too reliant on
advertising revenue. —Archibald Preuschat

T
ESCO PLC, the
U.K.’s biggest re-
tailer by sales,

said it sold and leased
back 13 stores valued
at £605 million ($1.06
billion) as part of its
program to extract
more value from its
property portfolio.

The properties were sold to the Universities Su-
perannuation Scheme, a U.K. pension fund; Prupim,
the property-investment arm of U.K. insurer Pruden-
tial PLC; LaSalle Investment Management, a unit of
Jones Lang LaSalle Inc.; and Canada Life Assur-
ance Co.

Pali International analyst Nick Bubb said the deal
shows there is “still good pension-fund appetite for
supermarkets.” —Lilly Vitorovich

Microsoft’s comic relief
Software company
enlists Jerry Seinfeld
to counter Apple ads

Bertelsmann is a bidder
for Reed Elsevier division

I
TALY’S Fiat SpA
has signed a mem-
orandum of under-

standing with the city
of Chongqing in
southwestern China
to make light diesel
engines there.

Each year the
plant will make

100,000 Fiat Powertrain Technologies engines, 70%
of which will be exported, the Chongqing Develop-
ment and Reform Commission said. Chongqing’s eco-
nomic-planning agency said the Italian auto maker
would invest 1.8 billion yuan ($262.6 million) to
build the plant. The agency didn’t say when the
plant would start operation. The facility would be
Fiat’s largest overseas parts-production base, the
agency said.  —WSJ News Roundup

By Suzanne Vranica

And Robert A. Guth

M ICROSOFT CORP., weary of
being cast as a stodgy oldster
by Apple Inc.’s advertising, is

turning to Jerry Seinfeld for help.
The software giant’s new $300

million advertising campaign, de-
vised by a newly
hired ad agency,
has been closely

guarded. But Mr. Seinfeld will be one
of the key celebrity pitchmen, say
people close to the situation. He will
appear with Microsoft Chairman Bill
Gates in ads and receive about $10
million for the work, they say.

The new ad effort is expected to
use some variation of the slogan
“Windows, Not Walls,” according to
several people familiar with the mat-
ter. Those people say the point is to
stress breaking down barriers that
prevent people and ideas from con-
necting. The campaign, said to de-
but Sept. 4, is one of the largest in
the company’s history.

The attempted image overhaul
comes as Microsoft executives pri-
vately acknowledge that Windows—
the company’s most important
brand—has grown stale and has
been battered by Apple’s “Mac vs.
PC” ads. Those ads, created by Omni-
com Group Inc.’s TBWA/Chiat/Day,
feature a nerdy PC guy getting up-
staged by a hip Mac counterpart.

Microsoft’s immediate goal is to
reverse the negative public percep-
tion of Windows Vista, the latest
version of the company’s personal-
computer operating system. Win-
dows is Microsoft’s largest genera-
tor of profit and revenue, account-
ing for 28% of the company’s reve-
nue of $60.4 billion in the year
ended June 30.

The software has sold well, and
Microsoft retains an overwhelming
share of the market for operating
system software over Apple. But Ap-
ple’s computer sales have been ris-
ing, and Vista is dogged by the no-
tion that it has technical shortcom-

ings and is hard to use. Apple’s latest
Mac vs. PC ads take swipes at Vista.
Microsoft says early problems with
Vista have been largely alleviated.

While Apple’s digs at Microsoft
through its advertising campaign
have been vexing, Apple is on a hot
streak with its products that Mi-
crosoft hasn’t been able to match.
Apple’s Macintosh computer busi-
ness is dwarfed by Microsoft’s share
of the PC software market, but it has
been gaining on its larger rival, ac-
counting for 7.8% of new PC ship-
ments in the U.S. in the second quar-
ter, compared with 6.2% during the
same period the prior year, accord-
ing to research firm IDC. The vast
majority of the rest of the market is
made up of Windows PCs.

During the second quarter, Ap-
ple said it sold 41% more Macs than
it did during the same period the
prior year; that compares with
growth of 15.3% in total PC ship-
ments world-wide, according to
IDC. Apple’s desktop and notebook
computers have won converts
among onetime Windows loyalists.

Microsoft’s campaign high-
lights the crucial role of Windows
in the company’s broader efforts to
expand into new areas. Money from
that division is invested into other
areas, such as online services that
are crucial to Microsoft’s long-term
growth. Windows is also a bedrock
product for sales of other Mi-

crosoft software, such as the Office
group of programs.

“They are not seen as cool,” says
Robert Passikoff, president of Brand
Keys, a New York branding firm. “Ap-
ple is cool. Can anyone even recall a
Microsoft ad? No.” Apple and its
brand-obsessed CEO, Steve Jobs,
have been producing distinctive ad-
vertising since its famous “1984”
campaign, which debuted that year
in the Super Bowl.

The planned appearance of Mr.
Gates in the ads is one sign that Mi-
crosoft will continue to use its co-
founder’s own celebrity status,
even now that Mr. Gates has
stepped away from full-time work
in software to focus on philan-
thropy. Over the past decade, Mi-
crosoft has paired Mr. Gates with a
range of celebrities in lighthearted
videos. A recent video, shown at
computer-industry events, por-
trayed a comical depiction of Mr.
Gates’s last day at Microsoft, show-
ing him with rapper Jay-Z, rocker
Bono, and actor Matthew McCon-
aughey, among others.

A spokeswoman for Mr. Seinfeld
declined to comment. A Microsoft
spokesman declined to comment on
details of the campaign.

In an email to Microsoft employ-
ees in July, Microsoft Chief Execu-
tive Steve Ballmer wrote, “Now it’s
time to tell our story.”

He added: “In the weeks ahead,

we’ll launch a campaign to address
any lingering doubts our customers
may have about Windows Vista.” He
said that later in the year the com-
pany will roll out “a more compre-
hensive effort to redefine the mean-
ing and value of Windows for our
customers.”

Microsoft’s large business-to-
business presence has always made
for a difficult marketing mix with
consumer branding. Windows is
used by both constituencies.

Mr. Seinfeld is just one piece of
the makeover. The campaign will
likely include videos of recent con-
sumer focus groups that Microsoft
held. In the studies, participants—
who said they had negative impres-
sions of Vista—were shown a ver-
sion of Windows called “Mojave.”
After trying Mojave and liking it,
the participants were told that the
software was actually Windows
Vista.

The campaign is the brainchild
of Crispin Porter + Bogusky, a Miami-
based ad shop that has helped revi-
talize brands such as Burger King.
Microsoft hired the firm earlier this
year after considering several ad
agencies including WPP Group
PLC’s JWT, Publicis Groupe’s Fallon
and its longtime agency Interpublic
Group’s McCann Erickson.

The campaign is a big test for
Crispin Porter + Bogusky. In choos-
ing the firm, a unit of MDC Partners,
Microsoft broke from McCann Erick-
son, which has managed the soft-
ware maker’s previous efforts in-
cluding the 2002 “Realizing Poten-
tial” Microsoft corporate ad cam-
paign and the “Start Something”
campaign for Windows XP in 2005.
McCann remains on Microsoft’s
agency roster working on other Mi-
crosoft ad duties such as Xbox.
 —Nick Wingfield

contributed to this article.

Tesco sells, leases stores
to tap value from property

By Shira Ovide

And David Benoit

It took more than a decade for
media mogul Barry Diller to piece to-
gether Internet conglomerate
IAC/InterActiveCorp. Now the chal-
lenge for Mr. Diller will be to show a
smaller, more focused IAC can be a
better business.

IAC on Thursday spun off four of
its biggest properties, including the
HSN home-shopping network and
Ticketmaster, into separate public
companies. As the four—Ticketmas-
ter Inc., HSN Inc., Interval Leisure
Group Inc. and Tree.com Inc.—began
trading as separate companies, inves-

tors pushed shares in all
four higher intraday. But in
midafternoon trading Thurs-
day, IAC shares were down
7.4%, or $1.31, at $16.36.

Ticketmaster—which
will lose its largest client,
Live Nation Inc., at the end
of the year—was trading up
13% at $23.23, while Tree.
com, the operator of Lend-
ingTree.com, was up four
cents at $7.69.

IAC is left as a collection
of more than 35 Internet companies,
including search engine Ask.com,
dating site Match.com and online-in-
vitation service Evite.

The split is a test of
whether a slimmer IAC can
temper investor frustra-
tion with its jumble of as-
sets—which have included
Internet businesses, ca-
ble-TV networks, travel ser-
vices and mortgage lend-
ing—and reverse a long-de-
clining stock price. IAC
shares had lost 51% of their
value in the past five years.

IAC units already are
moving toward closer collab-

oration. Graphic display ads on sites
like Evite and Match.com are being
handled by a common sales force.
Searches across the company’s Web

sites are handled under a contract
with Google Inc. The units swap exper-
tise about marketing and other strate-
gies. “Because you’re starting from
the same business—broadly defined,
generating revenue from Internet ad-
vertising—then by definition there’s a
lot to do and share together,” said Tom
McInerney, IAC chief financial officer.

Ask.com—which will generate
about half the new IAC’s revenue, an-
alysts say—remains a minor player,
with a 4.3% share of online searches
in June, according to comScore Inc.

News Corp.’s Dow Jones & Co.,
publisher of The Wall Street Jour-
nal, jointly owns a personal-finance
Web site with IAC.

IAC slims down to halt decline in share price
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Serious business
Microsoft ad spending, in millionsMicrosoft plans 

to spend $300 
million on an
ad campaign
featuring 
Jerry Seinfeld 
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Fiat to build engines
at new plant in China
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Spanair keeps MD planes
Carrier won’t ground
its aging fleet of jets
after fatal accident

By Edward Taylor

Continental AG began a search
for a new chief executive Thursday
after the German tire and auto-
parts supplier agreed to a revised
Œ12.1 billion ($17.84 billion) take-
over offer from rival Schaeffler
Group, a move the current CEO
didn’t support.

Schaeffler Group made substan-
tial concessions, including a raised
offer of Œ75 a share and guarantees
not to take a majority stake before
2012, to win over Continental’s man-
agement.

Continental said Thursday that
CEO Manfred Wennemer asked to
be relieved of his responsibilities
Aug. 31. A person close to the matter
said a successor could be named as
early as this weekend. Mr. Wenne-
mer, whose term would have ended
in 2011, had signaled that Chief Fi-
nancial Officer Alan Hippe and Chief
Technology Officer Karl-Thomas
Neumann could be possible succes-
sors. Continental’s supervisory
board, akin to a board of directors,
will lead the search for a new CEO.

The deal sets the stage for the
creation of a large global auto-parts
supplier specializing in hybrid and
electric-vehicle technologies. It also
avoids prolonging a bitter struggle
for control of Hannover, Germany-
based Continental.

In a statement Thursday, Conti-
nental said it “expects smooth coop-
eration” and it will “examine the pos-
sibilities for strategic cooperation
projects” under terms set out in an
investment agreement. In a sepa-
rate statement also released Thurs-
day, Schaeffler Group welcomed the
agreement as a “constructive solu-
tion that is in the interest of both
companies.”

Schaeffler formally raised its of-
fer by Œ800 million euros, from
Œ11.3 billion, and pledged to provide
an amount of “up to Œ522 million” to
compensate for possible disadvan-
tages such as lost tax credits and the
cost of refinancing debt that could
ensue in the event of a transaction.
Schaeffler also agreed to a deal that
guarantees Continental’s indepen-
dence, which can be legally enforced
by an independent arbitrator.

Former German Chancellor Ger-
hard Schröder was named in the
agreement as someone who is “au-
thorized and empowered to en-
force” the agreement.

Continental’s management won
guarantees that prevent Schaeffler
from raising its stake beyond
49.99% in Continental before 2012,
and that Schaeffler couldn’t “de-
mand the sale of activities or seek
other material structural mea-
sures,” including changes in the loca-
tion of its headquarters, form of in-
corporation or business divisions,
“against the wishes of Continental
AG.” The deal gives the tire and auto-
parts maker’s shareholders until
Sept. 16 to tender their shares.

The deal will combine Schaef-
fler’s engine-management technol-
ogy, ball bearings and clutch busi-
ness with Continental’s expertise in
fuel-saving and safety technologies
as well as vehicle electronics.

The combined entity will com-
pete head to head with rivals Robert
Bosch GmbH and Japan’s Denso
Corp.

Continental, with 152,000 em-
ployees, specializes in systems and
components for the auto industry,
including electronic safety systems,
tires and fuel-economy technolo-
gies. Continental expects 2008 reve-
nue of Œ26.4 billion.

Schaeffler has 66,000 employees
and posted revenue of Œ8.9 billion
for 2007. Continental had rejected
Schaeffler Group’s previous
Œ70.12-a-share offer as too low.
Schaeffler had already secured con-
trol over more than 30% of Continen-
tal’s shares using option agree-
ments.

Schaeffler’s revised bid
accepted by Continental

Re
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By Jeffrey Sparshott

LONDON—Eurasian Natural Re-
sources Corp. said first-half net
profit more than tripled, helped by
higher profit margins, and the Lon-
don-listed, Kazakhstan-based miner
said it expects a “very strong” sec-
ond half with steady prices for key
steelmaking commodities.

ENRC said net profit jumped to
$1.34 billion from $381 million a
year earlier, driven by the ferroalloy
and iron-ore divisions, which make
products used in steelmaking.

Revenue rose 85% to $3.44 bil-
lion from $1.86 billion, while costs
rose 21% to $1.44 billion.

The results beat expectations,
costs were in line with company fore-
casts and further earnings growth in
the second half “is a given,” said
Deutsche Bank analyst Rob Clifford.

ENRC has increased its capital ex-
penditure program 92% to $6.9 bil-

lion to boost ferrochrome, iron ore
and electricity production amid ex-
pectations of continuing demand
for the commodities.

Still, the miner warned of con-
tinuing pressure from rising labor
and material costs, and Chief Finan-
cial Officer Miguel Perry said the
company would maintain its fore-
cast of a “high teens to 20%” cost in-
crease for the full year.

Even with rising costs and poten-
tially flat prices for ferrochrome,
Chief Executive Johannes Sittard
said the company expects strong re-
sults in thesecond half and beyond. “I
thinkwehavethefundamentalstore-
main successful not only in the sec-
ondhalfofthisyear,”Mr.Sittardsaid.

ENRC said it plans to expand pro-
duction with the construction of six
newferroalloyfurnaces,expansionof
iron ore operations and construction
of an additional 1,200 megawatts in
electricity-generating capacity.

KfW to sell stake in IKB to Lone Star

The crash of a Spanair MD-82 airplane shortly after takeoff Wednesday was
Spain’s deadliest aviation accident in two decades, as it killed 153 people onboard.

BHP mines for big-client gold as Games sponsor

By Ulrike Dauer

German state-owned bank KfW
Bankengruppe AG said it is selling
its 90.8% stake in subprime victim
IKB Deutsche Industriebank AG to
a unit of U.S. private-equity firm
Lone Star Funds. The deal is a major
step in KfW’s yearlong effort to rid
itself of one of the earliest casual-
ties of the credit crunch.

IKB has received roughly Œ10.5
billion ($15.3 billion) in several bail-
out packages. KfW alone shouldered
Œ7.9 billion, while the government
contributed Œ1.2 billion and a group
of banks roughly Œ1.3 billion, said a
person familiar with the matter.

The companies didn’t specify the
purchase price, saying only that it
was a low three-digit million euro
amount.

KfW Chief Executive Wolfgang
Kroh called the price received from
Lone Star Germany “appropriate
and positive,” but acknowledged
that the German government didn’t
get what it initially wanted. Finance
Minister Peer Steinbrück, who is the
deputy chairman of KfW’s supervi-
sory board, had earlier this year
forecast proceeds from the sale of
around Œ800 million.

“What is important is that we
have now closed the chapter on
IKB’s rescue,” Mr. Kroh said.

IKB’s shares rallied recently on
hopes of a deal but are still down
90% from mid-July 2007. Thursday,
the shares rose Œ0.24, or 9%, at
Œ2.92, valuing the bank at Œ282 mil-
lion.

As part of the deal, KfW and Lone

Star Germany agreed to share cer-
tain portfolio risks and risks related
to potential lawsuits, and KfW
agreed to buy a smaller than ex-
pected part of IKB’s on-balance port-
folio, KfW said. In addition, the gov-
ernment guarantees around Œ600
million for IKB’s portfolio risks and
Lone Star will contribute its own
capital to IKB, said KfW.

Lone Star outbid RHJ Interna-
tional SA, a Euronext-listed com-
pany created from portfolio contri-
butions by private-equity funds affil-
iated with Ripplewood Holdings
LLC. RJH bid more than Lone Star
but wanted loan commitments from
KfW for financing the deal, said an-
other person familiar with the mat-
ter.
 —Ruediger Schoss

contributed to this article.

By Jason Sinclair

And Bernd Radowitz

MADRID—Spanair SA has no
plans to ground its aging fleet of Mc-
Donnell Douglas planes after the
deadliest aviation accident in Spain
in two decades, General Director
Marcus Hedblom said Thursday.

A Spanair MD-82 aircraft
crashed shortly after takeoff
Wednesday, killing 153 people on-
board. The aircraft had been in oper-
ation for 15 years, company officials
said.

Mr. Hedblom said the airplane
originally aborted takeoff after the
malfunction of an air-intake probe,
but mechanics disabled the mecha-
nism, allowing the plane to take off
roughly an hour later. Mr. Hedblom
said the air-intake probe wasn’t part
of a list of instruments required for
the plane to operate safely.

He said pilots conduct preflight
checks on the planes, but mechanics
deal with most technical issues.

Spanair, Spain’s second-largest
airline by passengers carried after
Iberia Líneas Aéreas de España
SA, has been under pressure amid
labor unrest and rising fuel costs,
exacerbated partly by its ineffi-

cient fleet of MD aircraft.
Following a failed attempt to sell

Spanair to chief rival Iberia earlier
this year, owner SAS AB last month
unveiled plans to shed more than
1,000 jobs at the airline.

“Spanair was in a very compli-
cated situation before the crash and
its economic viability was already in
doubt,” Fortis analyst Manuel Zayas
said.

SAS’s restructuring plan for
Spanair, designed to save about
Œ90 million ($132.7 million) in
2009, also foresees cutting capacity
24% by phasing out 15 MD aircraft

from a total fleet of 65.
Meanwhile, Spanish flag carrier

Iberia is phasing out its remaining
11 MD aircraft from its fleet, replac-
ing them with more-modern Airbus
planes. Airbus is a unit of European
Aeronautic Defence & Space Co.

A few hours before Wednesday’s
crash, pilots union Sepla threatened
to strike in response to Spanair re-
structuring plan. A Spanair spokes-
man said the airline is honoring pre-
vious agreements with labor
unions.
 —Santiago Perez

contributed to this article.

CORPORATE NEWS

By Jason Dean

BEIJING—To most Olympic spon-
sors, backing the Beijing Games is a
way to reach consumers around the
world—especially China’s 1.3 billion
people. BHP Billiton Ltd. has a
smaller audience in mind.

For the Anglo-Australian mining
giant, these Games are a chance to
build goodwill with some of its most
important clients in the world—the
Chinese government and its compa-
nies, most notably big steelmakers.

“We’re in a different space than
most other sponsors because we
don’t have a consumer product or
consumer brand that we’re trying to
promote,” says Karen Wood, BHP’s
chief people officer. She says BHP de-
cided to sponsor the Beijing Games
mainly because “we thought that it
was very important for us to demon-

strate our commitment to China.”
BHP’s only previous experience

with the Olympics was as a backer of
the 2000 Sydney Games, in its home
country. In 2008, it has provided the
raw materials from its mines in Chile
and Australia to make the 6,000
gold, silver and bronze medals for
Olympic and Paralympic winners—
plus 51,000 commemorative medals
for participants and others. The
13.04 kilograms of gold it contrib-
uted is valued at about $340,000 at
current market prices.

The world’s largest mining com-
pany, BHP now gets about 20% of its
revenue from China, up from 2% in
2000.China’sdemandforrawmateri-
als is a big reason BHP this week re-
ported record annual earnings for
the seventh straight year, with net
profitrising15%to$15.39billion.Rev-
enue jumped 25% to $59.47 billion.

China’s reliance on big miners
like BHP is sometimes a sore point.
In June and July, BHP and smaller ri-
val Rio Tinto Ltd. reached deals
with China to raise prices by at least
79% for iron ore—a key ingredient
in steel. The agreements capped
one of the longest and most conten-
tious annual negotiations ever for
iron ore.

Meanwhile, BHP wants China’s
approval for its effort to acquire Rio
Tinto. While most Olympic sponsors
are consumer or business-to-busi-
ness concerns, BHP in China is “re-
allya business-to-government” com-
pany, says Chris Renner, China presi-
dent ofHelios Partners Inc., a sports-
marketing consultancy that worked
with BHP on its Olympic sponsor-
ship.
 —Kersten Zhang

contributed to this article.

ENRC’s profit more than triples

T H E WA L L ST R E ET JOU R NA L . FRIDAY - SUNDAY, AUGUST 22 - 24, 2008 5



By Nick Wingfield

A start-up has taken legal action
against Japan’s Nintendo Co. for al-
legedly violating patents with the
popular Nintendo Wii videogame
system, in a further sign that litiga-
tion is heating up in the fast-grow-
ing videogame business.

The start-up, Hillcrest Laborato-
ries Inc. of Rockville, Md., filed a com-
plaint Wednesday against Nintendo
with the U.S. International Trade
Commission, alleging that the Wii’s

motion-sensing controller and soft-
ware infringes on Hillcrest patents
related to the technologies. The fil-
ing asks the commission to halt the
import of Wii consoles into the U.S.
Hillcrest also filed a lawsuit in fed-
eral court in Greenbelt, Md., making
similar allegations against Nintendo
and seeking financial damages.

Nintendo spokesman Charlie Sci-
betta said the company hasn’t been
served with any lawsuit or action by
Hillcrest and wouldn’t have a com-
ment.

“While Hillcrest Labs has a great
deal of respect for Nintendo and the
Wii, Hillcrest Labs believes that Nin-
tendo is in clear violation of its pat-
ents and has taken this action to pro-
tect its intellectual property
rights,” Hillcrest said in a state-
ment.

The Wii has become the world’s
best-selling game console, partly be-
cause of a novel motion-sensing con-
troller that allows players to engage
in sword battles, swing virtual ten-
nis rackets and other activities sim-
ply by swinging a hand-held remote
control in the air.

Hillcrest makes a motion-sens-
ing controller for use by consumer-
electronics companies in set-top
boxes and other products. Hillcrest
has licensed its technology to Log-
itech International SA for a com-
puter-mouse-like device and Univer-
sal Electronics Inc., a maker of re-
mote controls.

Patent fights in the games busi-
ness have flourished in recent
years, especially lawsuits related
to the game controllers that play-
ers use to manipulate on-screen
action. In May, a jury in federal
court in the Eastern District of
Texas awarded Anascape Ltd. of
Tyler, Texas, $21 million in a law-
suit against Nintendo, finding
that Nintendo violated several pat-
ents related to game controllers.
Nintendo appealed the verdict in
July.

In another battle, Immersion
Corp. last year settled a lawsuit
with Sony Corp. in which Immer-
sion alleged that Sony’s PlayStation
console violated Immersion patents
with a technology that causes Play-
Station controllers to vibrate dur-
ing the action in games. As part of
the settlement, Immersion will re-
ceive at least $152.2 million from
Sony, according to Immersion regu-
latory filings.

Kerkorian denies knowing
private investigator’s role

Hillcrest's motion-sensing remote
control for browsing TV programming.

Start-up sues Nintendo
over controllers for Wii
Lab says game giant
violated its patents
with popular product
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By Sarah McBride

LOS ANGELES—Billionaire Kirk
Kerkorian testified in federal court
Wednesday that he didn’t know that
an investigator accused of illegal
wiretapping, Anthony Pelli-
cano, was working for Mr.
Kerkorian’s own lawyer.

Mr. Kerkorian took the
witness stand for about a
half hour in a trial over
whether his longtime law-
yer, Terry Christensen,
hired Mr. Pellicano to wire-
tap Mr. Kerkorian’s ex-
wife. Mr. Christensen, who
argues he had no knowl-
edge of the wiretaps, and
Mr. Pellicano each face two
felony counts of wiretapping and
conspiracy.

Mr. Pellicano’s legal troubles

have attracted interest because his
work as a private investigator
brought him into contact with many
high-profile Hollywood figures.

Patricia Glaser, who is represent-
ing Mr. Christensen and is a partner

in his law firm, sought to es-
tablish that Mr. Kerkorian
wasn’t aware of Mr. Pelli-
cano’s role. When asked
about an April 2002 meet-
ing where Mr. Kerkorian
said he first met Mr. Pelli-
cano, Mr. Kerkorian re-
sponded that he didn’t
know whom Mr. Pellicano
represented.

“People just walked in”
and out, said Mr. Kerkorian
of the meeting, which in-

volved a paternity dispute between
Mr. Kerkorian, his ex-wife Lisa
Bonder Kerkorian, and movie pro-
ducer Steve Bing, who was also at
the meeting. In May 2002, Mr.
Kerkorian filed a lawsuit against Mr.
Bing, alleging his agents had estab-
lished Mr. Bing was the father of Ms.
Bonder Kerkorian’s child.

Earlier this year, Mr. Pellicano
was convicted on 76 of 77 counts
ranging from wiretapping to con-
spiracy in a separate case. Sentenc-
ing in that case is expected Sept. 24.

National Aviation Co. of India

State-run carrier Air India will
seek more than 20 billion rupees
($458.4 million) in financial sup-
port from the government to ex-
pand its equity capital base and to
boost operations. “We are working
with the [civil aviation] ministry on
a package,” said Raghu Menon,
chairman and managing director of
National Aviation Co. of India Ltd.,
which runs the airline. Air India cur-
rently has an equity capital base of
1.45 billion rupees, Mr. Menon said.
He said Air India is expected to
record a net loss of about 20 billion
rupees in the fiscal year ended
March 31. He declined to elaborate.
The carrier had a loss of 4.48 billion
rupees in the fiscal year ended
March 31, 2007, on revenue of 95.9
billion rupees.

H.J. Heinz Co.

H.J. Heinz Co. reported a 12% in-
crease in fiscal-first-quarter net in-
come on strong sales growth, particu-
larly in emerging markets. The Pitts-
burgh-based food maker posted net
income of $228.9 million, or 72 cents
a share, up from $205.3 million, or 63
cents a share, a year earlier. For the
quarter ended July 30, sales rose 15%
to $2.58 billion. The company’s U.S.
food-services revenue slipped 2.8%
as volume dropped amid lower
ketchup sales. International sales
rose at least 20% in every region.
Chief Executive William R. Johnson
has been striving to expand Heinz
into more emerging markets, and
saw sales of soy sauce take off in Indo-
nesia, while nutritional beverages
sold well in India. The company
raised the low end of its fiscal 2009
earnings guidance four cents.

Holcim Ltd.

Swiss cement producer Holcim
Ltd. lowered its full-year outlook
after reporting a 66% drop in sec-
ond-quarter net profit, hit by high
raw-material costs and a slow-
down in the U.S. construction in-
dustry. Net fell to 696 million
Swiss francs ($633.4 million) from
2.07 billion francs a year earlier,
when the figure was boosted by a
1.3 billion franc divestment. Sales
were down 4.8% to 6.93 billion
francs. Analysts noted that busi-
ness in North America was surpris-
ingly weak and that slowing
growth in India burdened Asia.
The company said it is maintaining
its long-term target of 5% annual
internal growth in earnings before
interest, tax, depreciation and am-
ortization, or Ebitda, but its aim
this year is to match last year’s op-
erating Ebitda on a like-for-like ba-
sis.

Kirk Kerkorian

Kuoni Reisen Holding AG

Swiss tour operator Kuoni Rei-
sen Holding AG reported a sharp
increase in first-half profit,
thanks to a gain from a legal dis-
pute and higher bookings during
the Euro Cup in Austria and Swit-
zerland. Net profit rose to 22.5 mil-
lion Swiss francs ($20.5 million)
from 3.4 million francs a year ear-
lier. The bottom line was boosted
by a 6.4 million franc release of a
provision for a legal dispute with
Hogg Robinson Group PLC after
the parties reached an agreement
earlier this year. A small account-
ing gain from the sale of Edelweiss
Air to Swiss Air also contributed
to the increase. Sales rose 9.9% to
2.23 billion francs. Kuoni said
bookings as of Aug. 17 were 6%
above last year’s level, partly
driven by the European football
championship.

Live Nation Inc.

In a bid to strengthen its global
touring business, Live Nation Inc. has
formed a partnership with the biggest
concert promoter in Latin America,
Corporación Interamericana de En-
tretenimiento SAB de CV, known as
CIE. The deal gives Live Nation the ex-
clusive right to book world tours into
CIE venues—nearly all the major con-
cert halls and arenas in Mexico, and a
large percentage in Brazil and other
big markets. Competitors with acts
on world tours wouldn’t be able to use
CIE venues. Terms weren’t disclosed,
but CIE is to pay Live Nation a percent-
age of revenue when acts promoted
by Live Nation play at CIE venues.
Live Nation, which has spent years bol-
stering its presence in Europe and
Asia, has been less successful gaining
a foothold in Latin America.

CORPORATE NEWS

Volkswagen AG

Volkswagen AG said world-
wide deliveries of its brand cars
were down 1.5% in July amid a
wider decline in global markets. Eu-
rope’s biggest car maker by sales
said its core VW brand delivered
305,000 vehicles last month. It said
the fall from last July was a result
of the general market decline. Over
the first seven months of 2008, the
company said 2.21 million VW vehi-
cles were delivered—an increase of
4.7% from a year earlier. Wolfsburg-
based Volkswagen said it saw
healthy growth in its three biggest
markets over the January to July
period. VW delivered 501,250 cars
in China, a 12.9% rise, and 314,500
in Brazil, an increase of 20.4%. For
the first time, Volkswagen sold
more cars in Brazil than in Ger-
many, where it delivered 312,600
cars—an increase of 6.2%.

—Compiled from staff
and wire service reports.

Burger King Holdings Inc.

Burger King Holdings Inc. said
its fiscal-fourth-quarter earnings
rose 42%, though high ingredient
costs ate into the company’s profit.
The Miami-based hamburger
chain’s results showed signs of how
rising prices of beef, cheese and
other commodities are straining res-
taurants. Burger King’s restaurant
profit margins fell to 13.1% from
14.8% during the quarter ended
June 30. Burger King’s same-store
sales, a key measure of restaurant
performance, rose 5.3% world-wide
during the period and 5.5% in the
U.S. and Canada, helped by longer
hours and promotions tied to mov-
ies. Net income was $51 million, or
37 cents a share, in the quarter, up
from $36 million, or 26 cents a
share, during the same period a year
earlier. Revenue rose 9% to $646 mil-
lion.

Deutsche Telekom AG

Call centers in Germany
to be reduced, updated

Deutsche Telekom AG said
Thursday it is cutting the number
of call-center locations the tele-
communications company has in
Germany to 24 from 63, and will in-
vest about Œ70 million ($1.03 bil-
lion) in coming years to modernize
the remaining call centers. About
8,000 of the 18,000 full-time and
part-time employees will be relo-
cated, Deutsche Telekom said, add-
ing that no jobs will be cut or
moved overseas. Germany’s big-
gest union, Ver.di expressed con-
cern over the move. The company
said it hopes the restructuring of
its service businesses will save a
low three-digit-million euro
amount annually. The reorganiza-
tion of the company’s call centers
should result in savings of about
Œ57 million, Deutsche Telekom
added.

Fairfax Media Ltd.

Australia’s Fairfax Media Ltd.’s
full-year net profit rose 47%,
boosted by the acquisition of re-
gional newspaper publisher Rural
Press. Fairfax said net in the year
ended June 30 rose to 386.9 million
Australian dollars (US$337.8 mil-
lion) from A$263.5 million the prior
year, while revenue rose 34% to
A$2.92 billion. “Overall, these are a
very satisfactory set of results in
the face of declining earnings for
our Sydney and Melbourne metro-
politan newspapers in Australia and
tough trading conditions, particu-
larly in New Zealand,” Chief Execu-
tive David Kirk said. The group
didn’t give guidance for the current
half and said the advertising market
has slowed since the start of July
amid weaker economic conditions.

Qantas Airways Ltd.

Despite soaring fuel costs, Qan-
tas Airways Ltd. posted record full-
year earnings but warned its
profit is set to fall this year amid
an uncertain outlook for fuel
prices and economic conditions.
Qantas, Australia’s largest airline
by revenue and passenger traffic,
increased net profit by 44% to 969
million Australian dollars
(US$846.1 million) from a restated
A$672.8 million a year earlier,
helped by A$291 million in pay-
ments from aircraft manufactur-
ers to compensate for delays in de-
livery of ordered aircraft. Profit be-
fore tax for the year ended June 30
increased 46% to A$1.41 billion,
above Qantas’s forecast of at least
40% growth. Full-year revenue
rose 7.5% to A$16.19 billion from
A$15.06 billion.

Unicore SA

Belgian metals company Umi-
core SA posted a 14% increase in
first-half net profit, driven by
strong profit in its precious-metals-
services and advanced-materials
businesses. Net profit rose to Œ137.6
million ($202.8 million) from
Œ120.5 million a year earlier, while
revenue was up 19% to Œ4.95 billion
from Œ4.18 billion. Umicore’s results
were boosted by strong operating
performance at its precious-metals-
refining business as well as high
prices for precious metals. Shares in
the company have fallen 25.5% since
the start of the year, but rose 12% fol-
lowing the release of first-half re-
sults.

Vienna Insurance Group

Vienna Insurance Group said its
net profit rose 29% in the first half
amid strong premium growth in Cen-
tral and Eastern Europe. The Austrian
insurer said its net profit rose to
Œ207.7 million ($306.3 million) from
Œ160.6 million a year earlier. Gross pre-
miums rose 21% to Œ4.22 billion,
driven by growth in Central and East-
ern Europe, where premiums were up
41% at Œ1.98 billion. Premiums out-
side Central and Eastern Europe rose
7.1% to Œ2.23 billion. The combined ra-
tio after reinsurance, an industry mea-
sure of profitability, fell to 95.9% from
96%. The insurer stuck with its profit
forecast. Chief Executive Günter
Geyer said the company has retained
provisions of Œ315 million as a buffer
against less favorable times and as in-
surance against volatility in securities
and potential cost increases in imple-
menting new information technology.
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G
ROWTH in oil-rich Nor-
way’s mainland economy
grew much faster in the

second quarter than the rest
of Europe, rising 1% from the
first quarter and 7.1% from a
year earlier.

But analysts said down-
wardly revised first-quarter
data and weaker investment
showed the economy is slow-
ing.

The market had expected a
quarterly growth rate of 0.7% and an annual growth
of 4.2% due to onshore oil-sector investment and mod-
erate growth in private consumption. The figures ex-
clude shipping and other activity connected to the off-
shore energy sector.

Total GDP rose 0.6% from the first quarter and 5.9%
on an annual basis. —Elizabeth Cowley

S
WITZERLAND
posted another
solid trade sur-

plus in July amid resil-
ient exports and im-
ports, fresh data
showed, indicating the
economic environment
is deteriorating only
gradually.

However, a slowdown in trade flows is expected
later this year, and declining consumer confidence
and inflation continue to weigh on sentiment.

The Swiss trade surplus stood at 2.37 billion
francs ($2.16 billion) in July, unchanged from June.

Other data showed Swiss producer and import
prices rose 0.5% in July from June and were 4.9%
higher from a year earlier, beating expectations of
0.4% and 4.7%, respectively. —Martin Gelnar

Solid July trade surplus
shows economic resilience

Data paint mixed picture
of economy’s performance

By Farnaz Fassihi

Istanbul

F OR ESRA CIFCI, a 26-year-old
Turk, wearing a head scarf
isn’t only an expression of her

Muslim beliefs but also an assertion
of her right as a woman to dress as
she pleases.

For Canan Arin, a 65-year-old
secular feminist and also a Muslim,
the scarf is a clear symbol of the op-
pression of women.

Turkish law bans female citizens
from educational and government
establishments if they cover their
hair for religious reasons. Among
Turkish politicians and intellectuals—
mostly men—the scarf is frequently
at the center of the debate about
whether Turkey is Eastern or Euro-
pean, Islamic or secular, traditional
or modern. Last month, the simple
piece of silky fabric embroiled Tur-
key in a political standoff that al-
most toppled the government.

But the scarf is also sharply divid-
ing women’s-rights advocates, here
andelsewhereintheMuslimworld.Is-
lamist feminists like Ms. Cifci (pro-
nounced CHIF-chee) passionately ar-
gue against the ban, saying a woman
should be free to express her religious
devotionas she wishesandwearwhat
she likes. Secularists like Ms. Arin
back the ban, saying if women in Tur-
key start wearing the head scarf any-
where they want, it could usher in a
more religious society, hinder mod-
ernization and reverse gains made by
Turkish women over the years. They
scoff at Ms. Cifci and others who have
framed the head scarf issue in terms
of women’s rights.

“This is a very ugly trick they are
using,” Ms. Arin says, adding their
real motivation is to create a strict
Islamic society.

In a 2007 Gallup survey, 45% of
Turkish women polled said they
wore a head scarf in public. In the
same poll, 66% of Turks (both men
and women) said they associated
the head scarf with “being reli-
gious,” but 38% of respondents also

associated it with “free-
dom,” while 26% saw it as a
sign of “oppression.”

A legal row over the ban
earlier this year triggered
the political crisis, destabiliz-
ing financial markets and
threatening early elections.
In February, the popular and
conservative ruling AK Party
proposed an amendment to
the constitution that would
lift the ban on head scarves
in universities. The opposi-
tion accused the party of hav-
ing a hidden Islamic agenda
and mounted a legal attack
seeking to ban the party.

Eventually, the country’s
high court threw out the
AKP’s proposed amendment
and, in a separate hearing
last month, cut off part of
the party’s government fund-
ing. It refrained from ban-
ning the AKP.

The Islamic holy book Qu-
ran says that women should
be modestly covered, without speci-
fying how. Differing interpretations
of Islamic texts have come up with a
wide range of coverings for women.
In stricter societies such as Saudi
Arabia, the law is on the other side
of the head-scarf debate, and
women wear a head-to-toe, cloak-

like black slip that covers even their
faces. In countries such as Iran, the
hair and body are covered while the
face remains in plain view.

Turkey’s secular laws were en-
shrined by the founding father of the
republic, Mustafa Kemal Ataturk,
who believed religion was a hin-

drance to progress and
modernization. In 1997, fol-
lowing a military coup, a
longstanding ban on head
scarves on campus and in
government buildings be-
gan to be more strictly en-
forced; ultimately, it took
hold nationwide. Conserva-
tive Muslim women in
great numbers left educa-
tional establishments and
the work force.

In 1999, Ms. Cifci co-
founded a women’s rights
organization called Ozgur-
Der with a group of like-
minded female friends.
The group advocates allow-
ing conservative women to
wear head scarves on cam-
pus. Over the past 10 years,
scores of similar associa-
tions have been set up.

Ms. Cifci was in her sec-
ond year of graduate stud-
ies at the University of Mar-
mara in Istanbul when the

school enforced the ban in 2003. An
honors student on full scholarship,
she had gone through high school and
college covering her hair with no
problem.

For Ms. Cifci, the ban was an end
to many dreams. She was set to be-
come the first female in her family

to obtain an advanced degree. She
wanted to become a teacher and be
financially independent of her fa-
ther and husband.

“My mother tried very hard to
convince me to take off the scarf and
go on with my studies and work, but
if I wore a hat or a wig, I would solve
my problem, not the issue. I decided
to fight,” says Ms. Cifci, soft-spoken
and pale-skinned. She was ejected.

Today, Ms. Cifci is married, with a
2-year-old son. She writes a monthly
column in a political magazine, Hak-
soz,andpreparesreportsandnewsre-
leases, which she fires off to members
ofParliament,localnewsmediaandin-
ternational organizations.

Ozgur-Der has branched out to
promote the rights of ethnic minori-
tiesand the humane treatment of po-
litical prisoners. It has over 1,000 ac-
tive members and 12 branches
aroundthe country.Inaddition to ad-
vocacy, the centers offer continuing-
education classes taught by ousted
professors to further the intellectual
growth of ousted female students, as
well as workshops on law and human
rights and reading groups.

“Banning women from school
and employment is a backward men-
tality. It will marginalize young
women and make them dependent
on male figures in the family,” Ms.
Cifci says. “It’s not fair.”

U
.K. RETAIL sales
rose more than
expected in

July, an encouraging
sign that consumer
sentiment may not
have been battered as
badly as thought by
the credit crunch and
economic uncertainty.

But analysts cautioned against reading too much
into the data, noting that the Bank of England’s
Monetary Policy Committee is currently placing
more weight on anecdotal and survey evidence than
official sales figures.

The volume of retail sales grew 0.8% from June
and 2.1% from last July, the Office for National Sta-
tistics said, beating expectations for a 0.3% monthly
rise and 1.7% on a yearly basis. —Natasha Brereton

Data fuel recession jitters; inflation pressures ease
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Esra Cifci says a woman should be free to express her
religious devotion as she wishes and wear what she likes.

Scarf standoff in Turkey divides women
Head-covering issue
in nation goes past
religion, secularism
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By Emma Charlton

LONDON—More evidence of
slackening economic activity in-
creased the chance of the euro zone
slipping into recession this quarter,
while officials warned the down-
turn could be worse than the 2001
economic slowdown.

But there was also some good
news, as initial signs emerged that
the stalling economy and the recent
decline in oil prices are beginning to
curb inflationary pressures.

Business activity in the 15-coun-
try euro zone contracted for a third
straight month in August, a survey
of about 5,000 euro-zone purchas-
ing managers showed Thursday.

The preliminary estimate of the

composite purchasing-managers in-
dex for the euro zone rose in August
to 48 from 47.8 in July, beating ex-
pectations but still signaling a con-
traction, data from research group
Markit Economics showed.

A reading above 50 signifies an
expansion in activity, while a level
below 50 shows a contraction.

The latest index already sug-
gests that euro-zone gross domestic
product will shrink 0.1% in the cur-
rent quarter after a decline of 0.2%
in the second period, said Jonathan
Loynes, an economist at Capital Eco-
nomics.

“With virtually every index be-
low the 50 boom/bust line, it looks
like most sectors and countries in
the euro zone are contracting,” he

said.
Many economists think the euro-

zone economy is heading for a techni-
cal recession, defined as two consec-
utive quarters of declining output.

European Central Bank Govern-
ing Council member Nout Wellink
said in an interview with Dutch fi-
nancial newspaper Het Financieele
Dagblad published Thursday that
the current economic crisis is worse
than the unwinding of the dot-com
boom, which prompted a sharp slow-
ing in European economies in 2001.

“Then it concerned only one sec-
tor. Now it touches the heart of the
entire financial system,” Mr. Wellink
was quoted as saying. But he said he
was skeptical about lowering inter-
est rates as a way of stimulating the

economy and about providing a
U.S.-style budgetary stimulus.

The bank chose not to follow
many other major central banks in
lowering interest rates as the credit
crisis took hold, instead raising
rates in July to stem inflationary
pressures.

Early signs emerged Thursday
that those price pressures might
have peaked, with the PMI input-
and output-price indicators both
easing. Input-price inflation, or
what producers pay for materials,
slowed markedly in August. Output-
price inflation fell to its lowest level
since February, as producers com-
peted on prices to win sales amid
slack demand.

July retail sales increased
by more than expected
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Pakistan violence grows
Bombers kill workers
at munitions factory
as militancy worsens
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The violence presents a huge challenge to Pakistan’s government, which is in
disarray following the resignation of President Pervez Musharraf Monday.

By Stephen Power

WASHINGTON—U.S. voters are
crying out for more solar and wind
energy—but that doesn’t mean
they are opposed to drilling for
more oil at the same time, accord-
ing to a Wall Street Journal-NBC
News poll.

The poll’s findings suggest any
political advantage Democrats or
Republicans hope to get from the
national debate over energy policy
will depend on how skillfully they
package their positions. Demo-
crats have opposed expanded off-
shore drilling and stressed alterna-
tives to oil. Republicans have
called for expanding oil explora-
tion to areas currently off limits.
Leaders in both parties have begun
scrambling for ground somewhere
in the middle, where a big chunk of
voters appear to stand.

According to the Journal-NBC
poll, 72% of the respondents said
developing alternative energy
sources could “accomplish a great
deal.” When the question was
asked another way, 61% of respon-
dents chose “developing alterna-
tive energy sources” as the step
that should receive the most em-
phasis from policy makers. Twenty-
five percent responded that “ex-
ploring and drilling for oil” in the
U.S. should get the most emphasis,
and 12% picked “having Americans

conserve and use less oil.”
When asked whether expand-

ing areas for drilling for oil off
coastal states was a step in the
right direction, 63% said it was,
with 44% saying it would accom-
plish “a great deal.” Only 27% said
that allowing more drilling off
coastal states was a step in “the
wrong direction.”

Asked about building more nu-
clear plants, 53% said it was a step
in the right direction. Thirty-one

percent said it was a step “in the
wrong direction.”

“Voters are telling us they want
everything,” said Neil Newhouse, a
Republican who conducts the poll
with Democrat Peter D. Hart. Mr.
Hart said the results indicate that
the current energy debate be-
tween Republican presidential can-
didate John McCain and his Demo-
cratic rival, Barack Obama, “is not
the fight that the American public
cares about.”

U.S. voters back offshore oil drilling

By Zahid Hussain

And Peter Wonacott

ISLAMABAD—With militant vio-
lence rising, the Pakistani govern-
ment in disarray and Pervez Mushar-
raf no longer president, the future
of Pakistan rests increasingly on
Gen. Ashfaq Kayani, the nation’s
army chief.

So far, the 56-year-old career sol-
dier, who took over from Mr. Mush-
arraf as head of the mili-
tary late last year, has
struck a fine balance
through the political crisis
that included Mr. Mushar-
raf’s resignation Monday.

Gen. Kayani made it
clear that the army didn’t
want to be dragged into the
political fray—which has
happened repeatedly dur-
ing political crises in the
past—and he was lauded
by the public and politi-
cians for staying in the background.

Yet after Mr. Musharraf an-
nounced his departure, he inspected
an honor guard at his residence in Is-
lamabad and is under army protec-
tion in Rawalpindi, a garrison town
that is the headquarters of Paki-
stan’s military. “It was a ‘hands off’
signal to the civilian politicians,”
said one army official.

In coming weeks, Mr. Kayani may
have to engage in more balancing

acts if he wants the army to remain
outside of Pakistani political life.

Pakistan’s ruling coalition is on
the brink of collapse as the two main
parties continue to disagree over
whether to reinstate judges fired by
Mr. Musharraf last year. Pakistan is
facing demands from the North At-
lantic Treaty Organization, the Af-
ghan government, and its own peo-
ple to do more to eliminate militant
violence in Pakistan and neighbor-
ing Afghanistan. Insurgents claimed
more than 70 lives Thursday when
two suicide bombers blew them-
selves up outside a military weap-
ons complex about 32 kilometers
from Islamabad. If the situation
doesn’t improve soon, Gen. Kayani
may face extreme pressure to inter-
vene.

“His future role will be in propor-
tion to the performance of the civil-
ian government,” said Talaat Ma-
sood, a retired general and former
secretary of defense production.
“The vacuum has to be filled if civil-
ian rule fails.”

Neither a military spokesman
nor Gen. Kayani could be reached
for comment.

The son of a soldier, Gen. Kayani
received his commission in the Paki-
stani army in 1971. His father died
while Gen. Kayani was training at
the military academy, putting the
burden on him to support his family;
he is the eldest of four brothers. He
received some training with the U.S.
army at Fort Leavenworth, Kan., in
1987 and, as a three-star general,
was named commander of the presti-
gious Rawalpindi Corps in 2002.

In 2004, he became head of Inter-
Services Intelligence, Pakistan’s pre-

mier spy agency, which spearheads
the hunt for al Qaeda militants as
well as providing internal security.
It also has been accused of having a
hand in terrorist attacks abroad,
most recently the suicide bombing
of the Indian embassy in Kabul last
month, which killed dozens. Paki-
stan denies any involvement.

Gen. Kayani is known for being a
man of few words. But on occasion
he invites small groups of newspa-

per editors and columnists
for late night discussions
on topics ranging from poli-
tics to terrorism to extrem-
ism. In a recent chat, he
made clear his view of the
militancy. “We have to de-
feat them decisively,” he
said.

The militancy is taking
an increasing toll on Paki-
stan’s troops and denting
the image of the army. Gen.
Kayani has spent much of

this year trying to rebuild morale, ac-
cording to Hasan-Askari Rizvi, au-
thor of a book on Pakistan’s military.
He has improved housing facilities,
boosted rations and declared 2008
“The Year of the Soldier,” a public-re-
lations campaign meant to highlight
the positive role the military plays in
Pakistan.

The army’s image also is improv-
ing as it reduces the political inter-
ference it was long known for. Army

intelligence agents in the past
sought to manipulate elections, said
Asad Durrani, a retired lieutenant
general and former ISI chief. As the
army gains in popularity by focus-
ing on fighting, “Why would we
want to risk that by getting involved
again?” Mr. Durrani said.

Pakistan’s leading politicians
also have little interest in seeing the
army reassert itself. “I’m against
any army’s involvement in political
affairs,” said Nawaz Sharif, leader
of the junior partner in Pakistan’s
fractious coalition. As prime minis-
ter in 1999, he was overthrown in
the coup that brought Mr. Mushar-
raf to power.

The army and the ISI retain huge
influence over Pakistan’s foreign
policy and security considerations
ripple through diplomacy, economic
policy and other government deci-
sions as the country tries to hold it-
self together. Efforts to suppress the
militancy emanating from the bor-
der region with Afghanistan, as well
as a separatist movement in the
province of Baluchistan, are inter-
twined with basic government initia-
tives such as poverty alleviation and
the allocation of gas and other re-
sources, said retired Brig. Javed
Iqbal, former military secretary in
Mr. Sharif’s government and a class-
mate of Gen. Kayani’s at the Paki-
stan Military Academy.

Mr. Iqbal said Gen. Kayani is sin-
cere in his desire not to get involved
in politics but may be dragged in
anyway. “It’s going to take time for
Pakistan to strengthen its political
institutions,” he said. “Whether
they like it or not, the army is part of
the decision making.”

Pakistan’s military chief
wants army out of politics

By Zahid Hussain

ISLAMABAD, Pakistan—Two sui-
cide bombers killed at least 59 work-
ers outside Pakistan’s main muni-
tions factory about 20 miles from
the capital in a sign of how the Is-
lamic militancy is worsening even
as Pakistan’s military intensifies a
campaign against it.

The bombers struck simulta-
neously at two gates where hun-
dreds of workers were leaving the
facility, located in Wah, a garrison
town. Some 67 were wounded.

Maulvi Umar, a spokesman for
Tehrek-e-Taleban Pakistan, an out-
lawed militant group that supports
al Qaeda, claimed responsibility for
the attack in a statement. He said it
was revenge for military airstrikes
earlier this week in Bajur, a militant
stronghold near the Afghan border.
According to Pakistani and Western
intelligence agencies, the Bajur
tribal region has become the main
center for al Qaeda and Taliban ac-
tivities in Pakistan.

Mr. Umar said militants will
carry out similar attacks in other
major cities, including Islamabad,
unless the military halts its opera-
tions. Islamabad and other major
cities are now on high security
alert.

It was the second attack by the
Taliban militants this week. More
than 35 people were killed Tuesday
in a bombing at a government hospi-
tal in Dera Ismail Khan, a town in
North West Frontier Province.

Security officials say more than
500 militants and around 30 sol-
diers have been killed during nearly
two weeks of fighting in Bajur. Thou-

sands of troops backed by helicop-
ter gunships are involved in the op-
eration. Jet fighters bombed sus-
pected militant hideouts in the area
on Wednesday. The fighting has
forced more than 100,000 people to
flee the area for safety.

The escalating violence presents
a huge challenge to Pakistan’s gov-
ernment, which is in disarray follow-
ing the resignation of President Per-
vez Musharraf Monday. The two
main parties in the ruling coalition
are at odds over whether to restore
judges Mr. Musharraf sacked last
year. The parties are expected to dis-
cuss the issue again Friday. Former
Prime Minister Nawaz Sharif,
leader of the junior partner in the co-
alition, has threatened to withdraw
support from the government if
there is no agreement to reinstate
the judges Friday.

The U.S. is watching the situa-
tion closely. President George W.
Bush called Yousuf Raza Gilani, Paki-
stan’s prime minister, Thursday to

express his sympathies for the vic-
tims of the terrorist attacks and af-
firm U.S. support for the campaign
against the extremists, according to
a White House statement. Mr. Bush
also called Mr. Musharraf to wish
him well, it added.

The complex attacked Thursday,
near the city of Taxila, is a cluster of
about 20 industrial units producing
artillery, tank and antiaircraft am-
munition for the Pakistan armed
forces. It employs around 30,000
workers. A senior police official
said the bombers blew themselves
up after failing to get inside the
gate.

Witnesses said there was a mas-
sive explosion. “All around the gate
I saw blood and human flesh,” said
Rana Tanveer, who was working at a
bank about 200 meters from one of
the gates where a bomber struck.

Police arrested three suspects al-
legedly involved, including a pro-
spective bomber who was trying to
flee.

The militancy is taking an increasing toll on
Pakistan’s troops and denting the image of
the army. Gen. Kayani has spent much of
this year trying to rebuild morale.

Ashfaq Kayani

ECONOMY & POLITICS

Energy strategies
Percentage of voters who say each of the following will accomplish
‘a great deal’ in dealing with America’s energy needs

Source: WSJ/NBC News telephone poll of 503 registered voters conducted Aug. 15–18;
margin of error: +/– 4.4 percentage points

Have a gas-tax holiday

Release some of
Strategic Petroleum Reserve

Tax oil companies' profits

Encourage conservation

Open protected areas
in Alaska to exploration

Build more nuclear plants

Expand offshore drilling

Build more oil refineries

Build more fuel-efficient cars

Develop alternative energy

100%0 50
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The Red Cross uses a fund-raising model of living disaster to disaster. Above, a
woman talks with a Red Cross worker after an ice storm in Oklahoma last year.

Red Cross debt puts preparedness in doubt
Charity tends to live
‘hand to mouth’;
storm season peaks

ECONOMY & POLITICS

By Mike Spector

As hurricane season nears its
peak, the American Red Cross’s di-
saster-relief fund is nearly empty,
and it has been borrowing money to
help victims.

The Red Cross is still the charity
of choice for many Americans when
calamity strikes. But its fund-raising
model of living from disaster to di-
saster no longer works well in a
world where other charities con-
stantly are competing for donor dol-
lars. In addition, a series of scandals
and management changes have cre-
ated a credibility problem at the
127-year-old institution.

“For the last year in particular,
we’ve been living hand to mouth,”
says Joseph Becker, the Red Cross’s
senior vice president for prepared-
ness and response.

The Red Cross is currently run-
ning a $200 million deficit. It may
have to borrow $4 million to help re-
cent victims of Hurricane Dolly,
though a spokesman says donations
may cover the cost. That is after rais-
ing $30 million in recent months to
pay back loans for responses to tor-
nadoes, floods and wildfires. Earlier
this year, the charity cut 1,000 jobs.

GailMcGovern,aformertopman-
ager at AT&T and Fidelity Invest-
ments, took over as the Red Cross’s
CEO June 23. Her predecessor, Mark
Everson, a former Internal Revenue
Service commissioner, resigned six
months into his term after acknowl-
edging an affair with a subordinate.

In an interview, Ms. McGovern
said she has already started visiting
wealthy donors. “We just need to do
steady fund raising. I believe we’re
just now getting traction with pro-
grams that get us off episodic fund
raising,” she said.

Previous Red Cross leaders with
similar goals have been stymied. The
Red Cross caught flak for how it re-
sponded to victims of the Sept. 11,
2001, attacks and Hurricane Katrina.
Foryears,theFoodandDrugAdminis-
tration has flagged problems with the
charity’s blood supply. Since 1999,
sevenpeople have ledthe Red Cross.

Donations fell to $705.7 million
in the year ended June 30, 2007, af-
ter reaching $3.2 billion the previ-
ous year because of Katrina. Offi-
cials say donation growth in the
year ended June 30, 2008, was flat
at best.

The broader economic climate
isn’t helping. Charitable giving in
the U.S. in 2007 rose a meager 1%, ad-
justed for inflation.

Other relief charities, including
the Salvation Army, AmeriCares and
World Vision, have increased dona-
tions by building a large network of
regular donors, large and small.
Many of these groups do interna-
tional relief work and can draw U.S.
donations during big disasters such
as the Myanmar cyclone. The Ameri-
can Red Cross typically doesn’t raise
money for foreign disasters.

Clara Barton founded the Ameri-
can Red Cross in 1881. Congress char-
tered the charity in 1905, mandating
that it support the U.S. military and
provide disaster relief. Over the
years, the Red Cross has added blood
collection—it controls 43% of the na-
tion’s blood supply—and health and
safety classes to its activities.

One issue that has dogged the

Red Cross is the relationship be-
tween its headquarters and its 741
chapters, many of which act with
some autonomy in fund raising and
responding to local disasters. In the
latter half of 2002, an official at the
Red Cross’s Atlanta chapter told
headquarters to stay away from
Coca-Cola Co., a big donor the chap-
ter liked to tap for its own money, ac-
cording to people familiar with the
situation.

Some months later, a local chap-
ter outside New York put only first
names on name tags during a fund-
raiser, fearful that national officials
in attendance might raid its donor
base, people familiar with the mat-
ter said.

“It is not uncommon in large non-
profits with many chapter offices
for there to be occasional differ-
ences as to which office should en-

gage in managing donor relation-
ships,” Jeffrey Towers, the Red
Cross’s newly hired fund-raising
chief, said in a statement. “But the

Red Cross enthusiastically em-
braces the importance of steward-
ing donors cooperatively and collab-
oratively between all offices.”

In fall 2005, critics blasted the
Red Cross for taking too long to aid
victims of Katrina.

Victims complained of calling
busy telephone hot lines and stand-
ing in hours-long lines for aid, only
to leave empty-handed. As the storm
ravaged New Orleans, the Red Cross
borrowed relief money—more than
$400 million—for the first time. In
December of that year, CEO Marsha
Evans resigned amid clashes with
the board.

Another continuing obstacle: Red
Crossheadquartersusesadifferentac-
countingsystemfrommanyofitslocal
chapters. That means it can take
months for top executives to get data
fromchapters ondonationsandother
revenue. A Red Cross spokesman says
integration of financial and account-
ing systems is “well under way.”
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“Another unemployed English major.”
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I
n Southeast Asia’s battle against
terrorism, a flub in one country
can have repercussions around
the region. That’s the danger in
the Philippines, where Manila’s

strategy of negotiating with terrorists
has come a cropper.

The Moro Islamic Liberation Front is
a violent group that claims large
swathes of the southern island of Mind-
anao as its Muslim homeland. Late last
month, President Gloria Macapagal Ar-
royo announced a peace agreement that
promised autonomy. But the deal
started falling apart when the Supreme
Court blocked it. The rebels responded
by hacking or shooting 37 people to

death and forcing 44,000 more to flee
their homes. Instability in Mindanao,
with its sizable Muslim population and
geographic proximity to Malaysia and In-
donesia—along with Manila’s some-
times loose military grip—make it an ap-
pealing destination for ter-
rorists. Abu Sayyaf, which
has links to al Qaeda, has a
strong base there. Turmoil
in Mindanao diverts mili-
tary resources from other
parts of the country, where
Abu Sayyaf is also active.

Ms. Arroyo nevertheless conceded to
the MILF’s main demand: a large, largely
autonomous “ancestral domain” encom-
passing broad swathes of Mindanao and
including as many as 700 villages. If im-
plemented, this reward for violent intimi-
dation might well have stoked Muslim-
Christian tensions by displacing Chris-
tians who have been living in the area, in
some cases for generations.

Ms. Arroyo also botched the politics,

negotiating behind closed doors and sur-
prising her countrymen with the auton-
omy agreement. When the final deal was
announced, Catholic politicians chal-
lenged its legality before the Supreme
Court, arguing that it is unconstitutional

to carve out a new autono-
mous territory in this way.
Ms. Arroyo said Wednesday
the government will seek to
renegotiate the deal.

By engaging in talks with
the MILF, Manila has lost
valuable time to beef up its

policing in Mindanao to protect residents
from what’s effectively an unreformed
gang. Even more seriously, the peace talks
have lent the MILF the legitimacy it craves
on the world stage. U.S. Ambassador
Kristie Kenney, for instance, flew to Kuala
Lumpurto witnessthesigning oftheagree-
ment,givingthe appearanceof aU.S. impri-
matur on this peace process.

It’s good news that Manila is finally re-
deploying police and soldiers to Mind-

anao to tackle the immediate law-and-or-
der problem. The violence is a tragedy
for the people of Mindanao—and a dan-
ger for neighboring countries that may
have to pick up the terrorist pieces in
their own backyards.

n The chef who spied. Noël Riley Fitch
on Julia Child’s OSS years.

I
n the war on terror, the U.S. has
had no greater friend than the
United Kingdom. But even as the
U.K. stands with the U.S. in rally-
ing the world against doing busi-

ness with Tehran, an Iranian bank with a
history of financing terrorism continues
to operate in London.

On September 8, 2006, the U.S. Trea-
sury announced it was cutting off all di-
rect and indirect ties to the U.S. financial
system for Iran’s Bank Saderat, given the
bank’s history of financing terrorism.
Treasury’s press release did not mention
the United Kingdom, but an October 2007
Treasury report connected the dots.

From 2001-2006, the London subsid-
iary of Bank Saderat transferred $50 mil-
lion from the Central Bank of Iran via a
Bank Saderat branch in Beirut to front
groups for Hezbollah. Hezbollah also has
usedthe banktofunnel money to other ter-
rorist organizations such as Hamas. Al-
most two years after the U.S. cut off Sader-
at’s access to American finance, and close
toayearsincethe BushAdministrationdia-
grammed the electronic money trail from
Tehran to terror via London, Bank Saderat
PLC continues to do business in the U.K.

In March, the U.N. Security Council im-

posed its third round of sanctions against
Iran for its refusal to halt its nuclear weap-
ons program. Included in the sanctions
package was a warning to all countries
“to exercise vigilance” on transactions
with all Iranian banks, but especially
Bank Saderat and Bank Melli, due to the
risk that such transactions could support
illicit nuclear activities. A
June 14 statement by the
G-8 finance ministers also
singled out Saderat and
Melli as rogue banks.

Better late than never, on
June 23 the European Union
imposed tough sanctions, in-
cluding an asset freeze—
but only on Bank Melli. The
penalty was richly deserved. Melli is
Iran’s largest bank, and according to
Treasury, “through its role as a financial
conduit, Bank Melli has facilitated nu-
merous purchases of sensitive materials
for Iran’s nuclear and missile programs.”

Treasury further notes that Melli is
the banker to Iran’s Revolutionary
Guards Corps and the Qods force. During
the period 2002-2006, Bank Melli was
the conduit for more than $100 million
sent to the Qods force. This is the outfit,

you’ll recall, that provides weapons,
money and training to insurgents trying
to kill U.S. soldiers in Iraq and Afghani-
stan. The U.K. has not revoked the li-
cense of Bank Melli’s London subsidiary,
but the EU sanctions have left the bank
largely unable to conduct new business.

The same cannot be said for Bank Sad-
erat. The bank’s subsidiary
continues to operate in Lon-
don, while Saderat branches
exist in France, Germany and
Greece.Thelatterthreecoun-
tries aren’t known as the
most helpful of America’s al-
lies, although France has
worked closely with U.S. in-
telligence agencies.

The U.K. policy is more of a puzzle.
Just this month, the Brits joined with U.S.
and French officials in sending a letter to
the U.N. Security Council warning
against “Iran’s continued attempts to con-
duct prohibited proliferation-related ac-
tivity and terrorist financing.” The letter
said that Iranian banks were acting to
evade financial sanctions. Given that
Bank Saderat PLC has been precisely the
mechanism to get money to terrorists, it’s
hard to understand why the rogue finan-

cial institution still enjoys a home in Lon-
don. Perhaps the Brits are wary of damag-
ing London’s reputation as a global finan-
cial center, and losing an advantage over
New York. If there’s another explanation,
we haven’t heard it; Her Majesty’s Trea-
sury in Britain declined comment when
we called. In any case, we’re told by a se-
nior U.S. source that other countries are
beginning to ask why they should cut Ira-
nian banking ties if such business can still
be conducted in London. Iranian Banks
Sepah and Persia International, which
have also been the target of U.S. sanc-
tions, are also still operating in the U.K.

Britishaction couldbe particularly ben-
eficial now, as the policy of isolating Iran
from the international banking system ap-
pears to be putting genuine stress on Mah-
moud Ahmadinejad’s government. Almost
all of the world’s commercial banks have
ceased doing business with Iran, making
even routine trade a logistical challenge.
It’s not a coincidence that Iran’s economy
has been struggling even amid an oil
boom, or that internal dissent against the
Iranian government is increasing.

Further help from America’s best anti-
terror ally could be critical in forcing
needed change in Tehran.

Review & Outlook

Beijing, the Olympics and Our Writer

Mess in Mindanao

On Taste

A
s China puts on a great Olym-
pic show for the world, the re-
alities of everyday Chinese
life have received little public
attention. China promised

free access for foreign reporters during
the Games. But journalists who report on
issues that Beijing would prefer to bury
can meet resistance, as our Leslie Hook
found out this week while reporting on
land disputes.

On Wednesday, the day her op-ed ran
in the Journal Asia, Ms. Hook received
threatening phone calls from a man who
refused to identify himself and asked re-
peatedly where she lived. “My name is
Tang,” he said, giving only his last name. “I

tried calling you yesterday but your phone
was off. Where do you live?” Ms. Hook
asked whether she had met him. “You
haven’t met me, but you know what I do.”

He then asked about Wang Yuying and
Wang Yuping, two women profiled in her
article. He called again several hours
later demanding to know whether Ms.
Hook had met them. “Tang’s” purpose
was clearly intimidation.

Such incidents are not uncommon, and
thephone calls toMs.Hook are minorcom-
pared tothe harassment that other foreign
journalistshave experienced. They palebe-
side the treatment accorded Chinese jour-
nalists, who can lose their jobs, and their
liberty.Local mediaoftenwon’t touchland-

dispute cases for fear of reprisal.
The Foreign Correspondents Club of

China has recorded numerous examples of
intimidation during the Olympics: A re-
porter and two photographers were de-
tained in Xinjiang; two Scandinavian jour-
nalists were followed in Beijing; a photog-
raphertryingtotakepicturesofaTibetpro-
test in Beijing had his camera damaged.

Most at risk, though, are the Chinese
who cooperate with reporters. As in Ms.
Hook’s article, these are often ordinary
people like the Wang sisters who dare to
come forward with charges of official cor-
ruption. The sisters have been under
24-hour surveillance since July 20, and
as Ms. Hook interviewed them in a public

space, several men who appeared to be
plainclothes police walked by.

The Associated Press reports this
week that two elderly women who ap-
plied for permission to express their
grievances in an official protest zone
were detained and sentenced without
trial to reeducation through labor for
one year. Like the Wang sisters, their
complaint was that they had been forc-
ibly evicted from their homes.

During the Olympics, Beijing has gone
to great pains to show its best face to the
world. But as Ms. Hook’s experience
shows, it’s hard to unearth the real face of
China without risk—to both reporters and
the people whose stories they seek to tell.

London’s Terror Bank

What happens
when pols

negotiate with
terrorists.

W14

Our British
friends

let the Iranians
stay in

business.
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