32

86825

9

9219

rr

9

Germany €3 - Greece €2.90 - Hungary Ft 530 - Ireland (Rep.) €2.90 - Italy €2.90 - Lebanon L£ 4000 - Luxembourg €2.90 - Morocco Dh 24 - Netherlands €2.90 - Norway Nkr 27 - Poland ZI 10.50 - Portugal €3 - Slovakia Sk 100/€3.32 - Spain €2.90

For information or to subscribe, visit www.serviceswsje.com or call +32-2-741-1414 — Albania Lk 370.00 - Austria €3 - Belgium €2.90 - Croatia HRK 20 - Czech Republic K¢ 110 - Denmark Dkr 22 - Finland €3.20 - France €2.90
Sweden kr 27 - Switzerland SF 4.80 - Syria S£ 150 - Turkey YTL 4.25 - US. Military (Eur) $2 - United Kingdom £140

THE WALL STREET JOURNAL.

THE WALL STREET JOURNAL.

H.i-l-in-i

VOL. XXVI NO. 130

A power struggle heats up
at a Bulgarian steel plant
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How Nintendo’s president
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What’s News—

Business &3 Finance

Alcatel-Lucent starts a global
hunt for new leadership as de-
tails emerge about the forced
departures of its CEO and its
chairman. A new management
team will have to heal cultural
rifts while also making tough
business decisions. Page 1

m TNK-BP’s finance chief quit
amid a shareholder dispute
that has thrown BP’s Russian
oil venture into turmoil. Page 1

m Euro-zone producer prices
hit a fresh high in June, giving
the ECB more to consider at its
meeting this week. Page 9

m French prosecutors put the
assistant of the man allegedly
behind the $6.99 billion trading
loss at Société Générale, under
formal investigation. Page 19

m HSBC net dropped 29% to
$7.7 billion in the first half, hit
by added charges of $10.1 bil-
lion against bad loans. Page 2

m Fortis posted a 49% decline
in second-quarter net profit and
gave a cautious outlook. Page 6

m U.S. stocks finished lower as
a drop in oil failed to soothe fi-
nancial worries. Mining stocks
fell in Europe on concerns over
demand for metals. Page 18

m China and India are facing
off on energy as they make rival
bids for Imperial Energy, which
produces oil in Russia. Page 6

m UBS lawyer David Aufhauser
resigned after being high-
lighted, though not named, in a
civil fraud complaint. Page 19

m ArcelorMittal shrugged off
U.S. recession fears with
plans to build a steel mill in
Mexico and buy a coke plant
in Pennsylvania. Page 4

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 11284.15 -42.17 -0.37
Nasdaq 2285.56 -25.40 -1.10
DJ Stoxx 600 277.59 -2.65 -0.95
FTSE 100 5320.2 -345 -0.64
DAX 6349.81 -46.65 -0.73
CAC 40 4280.63 -33.71 -0.78
Euro $1.5616+0.0048 +0.31
Nymex crude $121.41 -3.69 -2.95

Money & Investing > Page 17

World-Wide

Iraqg’s Sadr plans to disarm his
Shiite militia and turn it into a
civic organization no longer
guided by anti-U.S. militancy, a
move that could further en-
hance Iraq’s stability. Page 1

m Attackers killed 16 Chinese
border-patrol policemen in a
largely Muslim area of northwest
China, increasing security fears
ahead of the Olympics. Page 10

m The Olympics will mean hard-
ship for many Beijing migrant
workers expelled as the city has
undergone a face-lift. Page 9

m Security Council members
will seek new sanctions against
Iran over its nuclear program, af-
ter Tehran failed to meet a dead-
line for responding to an offer
aimed at defusing the dispute.

m About 150 Fatah fighters who
fled to Israel to avoid capture

by Gaza’s Hamas rulers got asy-
lum in the Fatah-run West Bank.

m Afghan and NATO troops
killed 17 Taliban militants in
southern Afghanistan. Four po-
lice officers died in an ambush in
central Ghazni province.

m India’s Singh pledged $450
million in aid for Afghanistan as
he met with Karzai in New Delhi.
Both decried last month’s bomb-
ing of India’s embassy in Kabul.

m Italy deployed hundreds of sol-
diers in cities as part of a push
to fight street crime. Page 9

m Two Dutch climbers were res-
cued by helicopter from K-2,
the second-highest mountain,
and an Italian was helped down
after an avalanche that left at
least 11 people presumed dead.

m A tornado hit towns in north-
ern France, killing three people
and destroying at least 40 homes.

m Died: Alexander Solzhenitsyn,
89, Soviet dissident writer and
Nobel Prize winner in literature,
in Moscow of heart failure.

EDITORIALEOPINION

Georgia on their minds
The EU’s major powers are
finally getting serious about
the South Caucasus. Page 13
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Alcatel taps Korn/Ferry
to change culture at top

Global hunt is aimed
at easing tensions,
restoring firm hand

BY DAVID GAUTHIER-VILLARS,
JOANN S. LUBLIN
AND LEILA ABBOUD

Alcatel-Lucent is kicking off a
global hunt for new leadership this
week, after an initial approach
made a few days ago to former BT
Group PLC boss Ben Verwaayen was
rebuffed, according to people famil-
iar with the matter.

The search, to be run by execu-
tive recruiter Korn/Ferry Interna-
tional, is aimed at bringing a firm
management hand to the big tele-
com-equipment maker and easing
nationalistic tensions after two
years of tumult that led to last
week’s ouster of Chief Executive Pa-
tricia Russo and Chairman Serge
Tchuruk.

Details of the sudden decision
are just beginning to emerge. Ac-
cording to people familiar with the
matter, Alcatel-Lucent’s board de-
cided Ms. Russo and Mr. Tchuruk

Ailing networks

Alcatel-Lucent’s share price has continued to drop with big net losses.

Net profit/loss
€1 b||||0n ................................................
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Daily share price

€15 ............................... July 29 Chairman
Serge Tchuruk and

CEO Pat Russo
q [poooooonaoononponoooan announce plans to
step down
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Sources: the company (net profit/loss); WSJ Market Data Group (share price)

should leave after both told the
board separately at a July 27 meet-
ing that they could no longer work
with the other. The managers have
been at odds over their respective
roles and strategy, these people
said, since soon after they engi-
neered the 2006 merger between Al-
catel of France and Lucent Technolo-
gies of the U.S.

Replacements for Ms. Russo and
Mr. Tchuruk aren’t likely to be
sought internally, and the two high-
est posts may also be combined into

one, people familiar with the matter
said. Mr. Verwaayen, who left BT in
June, declined to comment.
Among the potential candidates
from outside the company, say peo-
ple familiar with the board’s think-
ing, are Thierry Breton, a former
French finance minister and ex-
chairman and CEO of France Télé-
com SA, and Philippe Germond, CEO
of information-technology com-
pany Atos Origin SA. Stephen B.
Burke, chief operating officer of U.S.

Please turn to back page

Financial chief
quits TNK-BP
as spat festers

BY ANDREW OSBORN
AND GUYy CHAZAN

MOSCOW—TNK-BP Ltd.’s chief fi-
nancial officer resigned Monday, a
casualty of the bitter shareholder dis-
pute that has convulsed Russia’s
No. 3 oil producer and thrown BP
PLC’s landmark Russian investment
into turmoil.

James Owen, who had served as
the company’s independent finan-
cial chief since December 2005, is
the most senior resignation at
TNK-BP since the conflict between
BP and its Russian billionaire part-
ners erupted in the spring.

“Mr. Owen’s letter states that as
the current shareholder issues re-
main unresolved, he feels it is diffi-
cult for him to continue working in-
dependently, as his role demands,”
TNK-BP said in a statement.

Mr. Owen couldn’t be reached for
comment.

Analysts say Mr. Owen’s depar-
ture leaves a key management com-

Please turn to page 3

Sadr sets plan to soften
militia’s role within Iraq

By GINA CHON

BAGHDAD—Hit by a government
military crackdown and dwindling
popular support, anti-American Shi-
ite cleric Mugqtada al-Sadr is plan-
ning a major shift in strategy: re-
branding and disarming the Mahdi
Army by turning the militia
into a civic and social-ser-
vice organization.

In an introductory bro-
chure reviewed by The Wall
Street Journal and con-
firmed by Sheikh Salah al-
Obeidi, Mr. Sadr’s chief
spokesman, the Mahdi
Army will now be guided by
Shiite spirituality instead
of anti-American militancy.
It will even get a new philos-
ophy or guiding principle:
Al-Mumahidoon, meaning
his supporters, will be the foot sol-
diers of the Shiites’ messiah, Imam
Muhummad al-Mahdi, who Shiite
Muslims believe will return to rid
the world of evil and injustice.

The brochure states the al-Muma-
hidoon office will undertake an intel-

Mugtada
al-Sadr

lectual and scientific jihad that fo-
cuses on education, religion and so-
cial justice. It also says “it is not al-
lowed to use arms at all.” The al-Mu-
mahidoon office will be divided into
sections for the teachings of the
faithful, religion, education and so-
cial services, as well as departments
for information and admin-
istration and a follow-up
section. Posters have been
put up in some areas of
Baghdad saying a new direc-
tion for the Mahdi Army
will be announced at this
Friday’s prayers. The post-
ers also bear the name al-
Mumahidoon.

Sadr officials say the
transition is partly in reac-
tion to a time horizon for
withdrawal of U.S. combat
troops that is expected to
be part of the long-term security
deal between the U.S. and Iraq,
which is close to being hammered
out after a few months of sometimes
contentious negotiations.

The Mahdi Army had long stated

Please turn to page 3
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HSBC’s profit falls 29%

Impairment charges
on loans hurt results
in ‘difficult markets’

BY SARA SCHAEFER MUNOZ

Global banking giant HSBC Hold-
ings PLC posted a sharp decline in
profits in the first half of this year as
growth in its Asian operations failed
to fully compensate for deepening
losses in the U.S. mortgage market.

London-based HSBC, the U.K.s
largest bank by market value, said
net profit came in at $7.7 billion,
down 29% from the same period last
year. The results were weighed
down by $3.9 billion in write-downs
on credit investments and rising de-
linquencies on mortgages and other
loans to U.S. consumers. The bank
added $10.1 billion to its provisions
against bad loans, 58% more than in
the same period last year, and said it
would make further cuts in its U.S.
retail-lending business.

CORRECTIONS &
AMPLIFICATIONS

Eurex, Deutsche Borse’s deriva-
tives business, had revenue of
€233.3 million ($362.5 million) for
the second quarter. A Money & In-
vesting article on Monday incor-
rectly said that the revenue came
from Deutsche Borse’s clearing-
house, Eurex Clearing.

This year through Friday, Nike’s
shares were down 7.5%, McDonald’s
were up 1.5%, Time Warner’s were
down 13.8% and Target’s were down
10.6%. A chart showing price/earn-
ings ratios and share performance
of several companies that accompa-
nied Monday’s Abreast of the Mar-
ket column reversed two sets of per-
formance figures.
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HSBC, which was among the first
banks to report problems with U.S.
mortgage investments, has so far
fared much better than most of its
European and U.S. rivals, many of
which are suffering outright losses.
HSBC Chairman Stephen Green
called the bank’s first-half perform-
ance, which was largely in line with
analysts’ expectations, “resilient”

despite “the most difficult financial
markets for several decades.”

HSBC shares closed Monday at
828 pence on the London Stock Ex-
change, down 1%. The stock is down
1.7% so far this year and 7.8% from 52
weeks ago—a much better perform-
ance than its peers, some of which
are down more than 40% this year.

Chief Executive Michael Geoghe-
gan threw cold water on speculation
that HSBC would expand further
into investment banking by acquir-
ing troubled Lehman Brothers Hold-
ings Inc., saying HSBC had no inter-
est in Lehman.

The bank, which has depended
on emerging markets for anincreas-
ing share of its profits, saw strong
growth from the area, although
Hong Kong’s pretax profit in the
first half fell to $3 billion, down 8%
from the same period last year.
HSBC executives said they expect
business in emerging markets to
keep growing, but at a slower pace
as inflationary pressures and down-
turns in the U.S. and elsewhere take
their toll.

—Carrick Mollenkamp
contributed to this article.

ImClone’s Icahn spurns
Bristol offer as too low

BY PETER LOFTUS

ImClone Systems Inc. Chairman
CarlIcahnsaidheis opposedtoBris-
tol-Myers Squibb Co.’s $4.5 billion
offertoacquire the 83% of ImCloneit
doesn’t already own because the bid
“greatly undervalues” the biotech-
nology company.

ImClone said its board has formed
acommittee tostudy the offer but that
its preliminary view concurs with Mr.
Icahn’s—essentially that Bristol-My-
ers needs to pony up more cash.

A Bristol-Myers spokesman de-
clined to comment.

Bristol-Myers, based in New York,
announced its $60-a-share offer for
its crosstown partner last week. Im-
Clone shares have since surged
above $60, indicating investors ex-
pect the company to sell for more.

ImClone shares were down 31
cents each at $65.03 late Monday on
the Nasdaq Stock Market, while Bris-
tol-Myers shares were up 26 cents
each, or 1.2%, at $21.37 on the New
York Stock Exchange.

ImClone’s skepticism appears

rootedinits exploration of breaking it-
selfinto two businesses—one for can-
cer drug Erbitux, ImClone’s sole prod-
uct, and one for its pipeline of experi-
mental drugs, which includes a com-
pound similar to Erbitux but whose
rights are held solely by ImClone. Bris-
tol-Myers and ImClone co-market Er-
bitux, which ImClone discovered.

ImClone said its board “still be-
lieves that the company’s pipeline
business may be extremely valuable
and significantly increase stock-
holder value as a separate business.”

On Monday, Mr. Icahn raised ques-
tions about Bristol-Myers’s tactics. He
said Bristol-Myers’s representative on
the ImClone board has been present at
meetingsinwhich the potential split of
ImClone was discussed. Bristol-Myers
has a representative on ImClone’s
board stemming from its nearly 17%
ownership stake dating to 2001.

Mr. Icahn didn’t identify the direc-
tor who was present at the discus-
sions of ImClone’s breakup.

—Kevin Kingsbury, Ron Winslow
and Sarah Rubenstein
contributed to this article.
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Shiite cleric plans peaceful role for Iraq’s Mahdi Army

Continued from first page
that its principal goal was with-
drawal of U.S. troops from Irag, and
since talks of a time-table have
emerged the movement has tried to
find itself a second life by transform-
ingitselfinto a social, cultural and re-
ligious organization focused on help-
ing Iraqi society through peaceful
means, according to Mr. Obeidi.

Mr. Obeidi said that Mr. Sadr will
continue to direct small, special cells
for limited military operations
against U.S. forces but that more de-
tails about these cells and how they
can be distinguished from rogue
Mahdi Army members who are dis-
obeying a cease-fire order by Mr. Sadr
will be publicized at a future date.

“All the Mahdi Army must listen
to this and follow this new office,
which will have the name al-Mumabhi-
doon,” Mr. Obeidi said. “Because Say-
eed Muqtada al-Sadr sees that the oc-
cupation force is starting to find a
formula to pull out troops from Iraq,
we are also thinking that our work
must focus on guiding and enlighten-
ing the people to serve Iraqi society.”

This reorganization of the Mahdi
Army reflects a major effort by Mr.
Sadr to regain grass-roots support
and weed out the criminal and ex-
tremist elements of the Mahdi Army,
which moderate members of the or-
ganization believe have tarnished
the movement’s name. Mr. Sadr, who
is believed to be studying in Iran, has
expressed frustration at those who
have chosen to disobey him by still
fighting U.S. and Iraqi security
forces, participating in smuggling
and kidnapping rings, and assassi-
nating opponents.

But Mr. Sadr faces many chal-
lenges in implementing his new di-
rection. The hard-liners and Mafia-
like elements of the Mahdi Army will

likely reject Mr. Sadr’s new strategy,
just as they have ignored his orders
to freeze violent activities as part of
a cease-fire. These members have
also been threatening and assassi-
nating more moderates who support
the cease-fire and the move to turn
the Mahdi Army into a civic organiza-
tion, leaving in question whether the
moderate members will proactively
work to implement the new strategy
or stay underground as many of
them have.

A similar pattern occurred when
former Sunni insurgents began form-
ing the Awakening movement in An-
bar province and turned against al
Qaeda in Iraq. After joining U.S.
forces to form local, informal secu-
rity groups, some Awakening lead-
ers were assassinated and many oth-
ers were threatened.

“We know it will take time to get
rid of these bad elements, and even
some good people joined them be-
cause they fell into a trap and became
mixed,” said Sheikh Abu Ali, a moder-
ate Mahdi Army leader and cleric
who had his brother kidnapped by fel-
low Mahdi Army members because of
his views. Since then he has stopped
his religious work but is hoping this
new strategy will make him feel safe
enough to resume his teachings. “We
want to go back to the army we
started with, go back to our roots.”

Over the past several years, the
Mahdi Army had enjoyed wide-
spread popular support in areas of
Baghdad and in the southern Shiite
area of Iraq because it was known to
help the poor by giving them money,
food and other kinds of aid. But its
popularity began to wane as some
members turned increasingly to
criminal activity, taking control of
gas stations, organizing smuggling
and kidnapping rings and extorting

Associated Press

Mahdi Army members on a road in Basra, Iraq, in March. Anti-American Shiite cleric
Mugtada al-Sadr has proposed disarming the militia’s fighters.

money from merchants in exchange
for protection.

The actions of the Mahdi Army
have enormous impact on Iraqg’s sta-
bility, with its fighting over the past
several years against U.S. and Iraqi
government forces having just as
much effect on the country’s lack of
security as attacks by al Qaeda in
Irag. Most recently, a government
military crackdown on rogue mem-
bers of the Mahdi Army in late March
in Basra sparked fighting across
southern Iraq and in Baghdad.

U.S. military spokesman Col.
Jerry O’Hara said the military wel-
comed the news, but “the proofis al-
ways in the actions and not just the
words, so we’ll take a wait-and-see
approach.”

Tahseen al-Shaikhli, spokesman
for the Baghdad security plan, said
the Iragi government is pleased to
see Mr. Sadr take arational approach

that will benefit Iraq. “We welcome
any news about Iraqis laying down
their arms and working to rebuild
this country,” Mr. Shaikhli said.

In May, Mr. Sadr and the Iraqi gov-
ernment worked out a truce after a
government crackdown that began
in Basra in late March, and many
Mahdi Army members abandoned
the fight, were killed, or fled to Iran.
While the Mahdi Army has been
weakened since those government
military operations, the extremist el-
ements are regrouping and being
trained, with an estimated 5,000
members in Iran. U.S. military offi-
cials worry there is a chance that the
extremists could return.

Abu Karar al-Sadri, a Mahdi
Army leader in Baghdad’s Rusafa
neighborhood who has been against
the cease fire, says he and his men
will continue operations despite this
new direction for the Mahdi Army.

He acknowledged that his fighters
had been negatively affected by the
crackdown but said they are rebuild-
ing and continue operations. “We
will continue to fight until the occu-
pation is driven out of Iraq,” he said.

Mr. Sadr began moving away
from military operations when he or-
dered a cease-fire last August after
Mahdi Army members clashed with
government forces in the southern
city of Karbala during a Shiite reli-
gious holiday. The fighting repre-
sented growing rivalry between
Sadr followers and supporters of the
main Shiite parties in government,
the Islamic Supreme Council of Iraq
and the Islamic Dawa Party. In Febru-
ary, Mr. Sadr extended the cease fire
for an additional six months, saying
he still wanted time to reorganize.

Since then, several moderate
Sadr followers who favored the
cease-fire have been killed. In April,
Riyadh al-Nouri, director of Mr.
Sadr’s office in Najaf, was gunned
down following Friday prayers after
a rumor circulated that he was sup-
porting the Americans.

Mr. Abu Ali has stopped teaching
and gone underground since gun-
men abducted his brother and threat-
ened to kill him unless he stopped
supporting the cease-fire and speak-
ing out against more extremist mem-
bers of the militia. Now, he is hopeful
that Mr.Sadr’s new direction will al-
low him to begin educating Mahdi
Army members again.

“We want people to come back to
the Sadr movement and believe in us
again,” the sheikh said. “We hope
this new direction will allow us to re-
build our relationship with the peo-
ple and make them believe we are
good again.”

—Iraqi staff in Baghdad
contributed to this article.

TNK-BP finance chief quits in possible win for Russian partners

Continued from first page
mittee in the hands of AAR, the con-
sortium of TNK-BP’s Russian part-
ners, marking a key tactical victory
in AAR’s struggle for control of
TNK-BP. It comes 11 days after TNK-
BP’s chief executive, Robert Dudley,
left Russia to manage the oil com-
pany from an undisclosed location in
Central Europe, complaining of a
campaign of “sustained harass-
ment.”

The conflict could be a fateful one
for BP, which made a bigger bet on
Russia than any of its competitors in
Big Oil, and whose share price has
been depressed for months by the cri-
sis at TNK-BP. The joint venture ac-
counts for a quarter of the British oil
major’s global production, and
nearly afifth of its reserves—akey fo-
cal point for investors.

TNK-BP was launched with fan-
fare in 2003, under the watchful
gaze of then-President Vladimir Pu-
tin and British Prime Minister Tony
Blair. But since then, the Russian
state has gradually expanded its con-
trol of the strategic oil and gas sector
at the expense of private investors
and foreign oil groups, and TNK-BP, a
50-50 joint venture, has increasingly
been viewed as an anomaly.

Many observers have long ex-
pected a big state-run entity such as
0OAO Gazprom, the natural-gas gi-
ant, or OAO Rosneft to be brought
into the company as the majority
shareholder.

Expectations of change grew at
the end of last year when a lock-in
clause keeping the Russian investors
in TNK-BP expired. Shortly after-
wards, the company and its employ-

ees were subject to a wave of investi-
gations by Russian tax authorities, la-
bor regulators and prosecutors.
Those probes focused particularly
on foreign nationals.

The Russian partners—Mikhail
Fridman of Alfa Group, Len Blavat-
nik of Access Industries and Viktor
Vekselberg of Renova—demanded
Mr. Dudley’s dismissal, complaining
of mismanagement and poor per-
formance at the oil company. BP

A key issue is who
will control
TNK-BP’s internal
financial flows.

stood by the CEQ, and accused AAR
of seeking to seize control of
TNK-BP.

Meanwhile, the administrative
pressure built. BP was forced to with-
draw from Russia 148 technical spe-
cialists it loaned to TNK-BP after
they experienced visa problems. Mr.
Dudley’s inability to obtain a new
visa triggered his decision to leave
Russia last month. BP has accused
AAR of orchestrating the pressure
on TNK-BP’s foreign staff, a charge
the Russian partners deny.

Throughout the conflict, all eyes
have been on Russia’s new president,
Dmitry Medvedev. How the TNK-BP
fight plays out is seen as an indica-
tion of his attitude to foreign invest-
ment and his commitment to the
rule of law.

Outwardly, the Kremlin has
stayed neutral, saying it was up to
the partners to patch up their differ-
ences. But some people close to
TNK-BP think the kind of regulatory
and bureaucratic interference the
company has faced would be unthink-
able without cooperation from se-
nior Russian officials.

Hopes for a cease-fire in the in-
creasingly acrimonious dispute
were raised last week when Tony
Hayward, BP’s chief executive, met
with Mr. Fridman in Prague for the
first time in almost two months. The
two drew up a list of four points of
contention in need of resolution, ac-
cording to people familiar with the
talks. But little substantive progress
was made and the two sides remain
deeply distrustful of one another, an-
alysts say.

The impasse clinched Mr. Owen’s
decision to leave, according to a per-
son close to TNK-BP. “He felt that
these guys were so far apart that
there was no realistic chance of ares-
olution in the near future,” this per-
son said, adding that the financial
chief felt he was less and less able to
rely on data and other information
provided by TNK-BP’s financial de-
partment. Signing off on accounts
whose integrity he couldn’t vouch
for opened him up to the risk of share-
holder litigation, the person added.

Mr. Owen’s departure will allow
AAR to clinch greater control of
TNK-BP and further its goal of seek-
ing to replace Mr. Dudley, analysts
say.

“For as long as BP is dragging its
feet with nominating a new CEO,
AAR is going to step up to the plate

and assume greater responsibilities
for managing the organization,” said
Stan Polovets, chief executive of
AAR, on Monday. “We are a 50%
shareholder and it’s in our interest
to have the company be managed ef-
fectively and make sure nothing falls
through the cracks.”

Mr. Owen’s resignation has left
the company’s core executive com-
mittee, which had had five members,
in the Russian shareholders’ control.
With CEO Mr. Dudley outside Russia
and the resignation of Mr. Owen, two
of the committee’s three remaining
members are Russian shareholders.

Others disagreed. The person
close to TNK-BP said the core execu-
tive committee had no formal deci-
sion-making authority.

However, a person close to BP
said it looked bad for the company,
whichis based in London. “This is an-
other step in the corporate take-
over,” this person said. “They’ve got
the CEO to leave the country, they’ve
got the 148 BP specialists out, and
now they’ve got the CFO to resign.”

A key issue is who will control
TNK-BP’s internal financial flows. As
financial chief, Mr. Owen acted as a
watchdog, ensuring that money was
allocated to projects agreed upon by
both shareholders. Now that he is
gone, that role is likely to become
more opaque. The person close to
TNK-BP said the shareholder dispute
had already placed a serious strain
on governance. “The company has a
sensible management structure with
fail-safe mechanisms built into it—
but not for the extended absence of
its CFO,” this person said.

Other supervisory structures

have been weakened. A few weeks
ago, a senior executive, Matthew
Murray, was forced to leave Russia af-
ter his visa wasn’t renewed. Mr. Dud-
ley appointed Mr. Murray last year
to work in TNK-BP’s Financial Con-
trol department, with a mission to
prevent potential corruption and up-
hold corporate-governance stan-
dards. Some officials in the company
say there is a risk such scrutiny will
weaken in his absence.

TNK-BP will now have to search
for a replacement for Mr. Owen, and
any candidate will require unani-
mous board approval—a tricky task
with control split evenly between BP
and AAR. But there are grave doubts
that the company will be able to find
any suitable candidates for a job that
will be widely viewed in the oil indus-
try as a poisoned chalice.

“There won’t be many takers,”
said the person close to TNK-BP.
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ArcelorMittal to build
mill and buy coke plant

A

RCELORMITTAL un-
veiled plans to build a
$600 million steel mill
. in Mexico and to buy a Penn-
sylvania coke plant for $160
million, as it shrugs off U.S.
recession fears by beefing up
its North American presence.
The world’s largest steel

company by production said
it was still looking at poten-
tial sites for the Mexico mill. - LRl

The plant would produce car-

bon steel and bars to serve the construction and au-

tomotive sectors.

Separately, ArcelorMittal signed an agreement to
acquire Koppers Inc.’s coke plant in Monessen, Pa.
The plant produced 320,000 metric tons of metallur-

gical coke in 2007.

he said.

—Benoit Faucon

Lufthansa cancels flights
as pilots weigh a strike

ERMANY'’S pilot union,

G Vereinigung Cockpit,
which represents

around 5,000 pilots, said it ex-

pects its members at Deut-
sche Lufthansa AG to strike

amid a wage dispute.

On Friday, the airline reached a wage deal with ser-
vices union Ver.di, after a six-day strike of its ground
personnel. Nevertheless Lufthansa cancelled 130 do-
mestic and long-haul flights on Monday.

“There is no decision yet,
but we expect warning strikes
across the board, relatively
soon” said a union spokes-
man. Pilots at Lufthansa’s Cit-
yline and Eurowing units are
asking for higher wages after six years without raises,

—Roundup

July new-car registrations
increase 2% in Germany

EW-CAR registra-
| \| tions in Germany

rose 2% in July
as high fuel prices and
pessimistic economic
prospects weighed on
Europe’s biggest auto
market, said the Ger-
man auto-maker associ-
ation VDA. In July,

262,600 new cars were registered in Germany, while for
the first seven months, car sales were up 3% to 1.9 mil-
lion vehicles. German car exports were down 6% at
338,100 last month, but still showed the second-best re-

sults for July, which is a seasonally weak month, VDA

said. Daimler AG’s compact model Smart recorded a
33% rise in sales in the first seven months of the year,
while the Mini helped BMW AG generate 7% growth, ac-
cording to the German Department of Motor Vehicles.

Delta will offer Wi-Fi on its U.S. flights

September rollout is
planned; access will
cost $9.95 to $12.95
By ScoTT MCCARTNEY

ELTA AIR LINES Inc. will pro-
Dvide wireless Internet access

throughout its entire domestic
fleet, enabling travelers to work or
surf at 33,000 feet.

The service, to be announced
Tuesday, will be available on some
planes as soon as September, starting
- with Delta’s MD-88

THE MIDDLE  jets. By the end of
——— the year, Delta will
SEAT have 75 planes out-
fitted, with its en-
tire 330-plane domestic fleet up and
running by next summer. While sev-
eral airlines have been testing air-
borne wireless Internet connections,
Deltais the first major carrier to com-
mit to installing Wi-Fi on every air-
plane.

Airlines have debated for years
over what new technology to install
in planes—whether customers want
satellite-television broadcasts, bet-
ter movies and entertainment, wire-
less Internet connections or cell-
phone service. The winner appears to
be Internet hot spots. One factor
swaying the debate: the proliferation
of hand-held Internet devices, such
as smartphones and iPods. Other car-
riers, including AMR Corp.’s Ameri-
can Airlines, Southwest Airlines Co.
and JetBlue Airways Corp., plan to of-
fer Internet access in their fleets well.

Beyond consumer demand, Wi-Fi
works for airlines for other reasons
as well. The service will be priced sim-
ilar to wireless connections rates at
high-end hotels—$9.95 for flights un-
der three hours and $12.95 for a
longer itinerary—and offers airlines
a chance to earn ancillary revenue. In
addition, it’s easy and cheap to in-
stall. While some -carriers with
smaller fleets have won over custom-
ers with satellite television, older car-
riers with large fleets balked at the
large expense of retrofitting equip-
ment into their planes.

US Airways Group Inc. has even
gone as far as deciding to remove in-
flight movie systems from its domes-

Michael Klein

ticjets to save weight and reduce fuel
burn. Older systems with grainy
video on small monitors have become-
passe now that travelers are bringing
their own video players with much
higher-quality screens and more en-
tertainment options.

For travelers, having wireless In-
ternet can be a mixed blessing. While
the service allows you to stay con-
nected to email, conduct Internet re-
search, plug into corporate networks
and stay in touch with news, it does
end the isolation of an airplane flight,

one of the last refuges from the al-
ways-connected world.

For many, a long airplane flight
across the country will no longer be
an escape. Instead of watching a
movie, reading a book or trying to
sleep, passengers may feel more com-
pelled to answer email and stay in
touch with colleagues and clients.

“Time on an airplane was either
time lost or time found,” said Tim
Mapes, Delta’s vice president of mar-
keting. “This is going to totally
change the dynamics of what a busi-

ness trip is.”

Delta Chief Executive Richard
Anderson said his company asked 15
of its largest corporate customers if
they preferred in-flight live televi-
sion or in-flight Internet access.
“Overwhelmingly they wanted to be
more productive,” Mr. Anderson said.

Travelers have grown accus-
tomed to wireless connectivity at air-
ports, hotels and coffee shops. Just
about the only unconnected part of a
trip now is during flight. “Our custom-
ers are demanding of us the same
type of wireless service they have on
the ground,” Mr. Mapes said.

Delta’s service will be provided by
Aircell LLC, a closely held Colorado
company that specializes in commu-
nications for private jets. Aircell paid
$31.3 million at a Federal Communica-
tions Commission auction in 2006 to
take over radio frequency once used
for air-phone service and reallocate it
to Internet service for jets.

Aircell developed a network of 92
ground-based antennas across the
U.S. The antennas work with planes
as high as 45,000 feet and have a ra-
dius of about 350 miles. Hot spot an-
tennas on planes communicate with
laptops and other devices onboard,
then the Aircell system sends data
back and forth to the ground.

The Aircell system, called Gogo
and already advertised in airports,
doesn’t offer connections for over-
water international flights. That re-

quires satellite-based communica-
tions, which so far have proven to be
slower for users, cost more and re-
quire more equipment on planes.

Gogo offers full Internet access,
Aircell says, including Web, instant
messaging and email, as well as ac-
cess to corporate networks over a
VPN connection. Any passenger with
a Wi-Fi-enabled laptop—or a cell-
phone with Internet capabilities—
will be able to do almost everything
he or she could do online on the
ground: email, texting, surfing, down-
loading and uploading or streaming
video and audio. The system will be
disabled during takeoff and landing.

Gogo is a data-only network,
meaning that it doesn’t allow voice
service over the Internet. Delta says
even if a passenger hacked his or her
way to a telephone connection,
phone conversations would be
banned in-flight.

The system requires installing an-
tennas and wiring, but isn’t very
heavy so it doesn’t add much weight
to planes, minimizing additional fuel
expense. Gogo can be installed on
planes overnight by Delta mechanics,
the airline said. The service could
even be installed in regional jets,
which were traditionally too small
for in-flight entertainment systems.

The system is designed so that ev-
ery person on the plane could log on
at the same time, but that could slow
down transmission speeds.

GE expects

By AARON BACK

BEIJING—General Electric Co.,
a sponsor of the Beijing Olympics,
expects to receive more industrial-
equipment orders for the 2012 Lon-
don Olympics than it booked for this
year’s Games.

“We are to going to sell much
more than $700 million for the Lon-
don Olympics,” GE International
Chief Executive Ferdinando Beccalli-
Falco said. GE expects around £50
billion, or roughly $100 billion, to be
spent annually until 2012 on infra-
structure and other improvements
around London, he said.

Beijing spent an estimated $42

more orders from 2012 Olympics

billion preparing for the Games. GE’s
$700 million in industrial-
equipment sales for the
games ranged from security J‘
systems to medical equip- = .
ment, Chief Executive Jef- ZJ;
frey Immelt said last month. qirg

GE expects revenue from h
China this year to reach
about $5 billion, up from
$4.4 billion last year. That
figure is set to double over
the next three years, GE
China President Mark Nor-
bom said.

GE’s growth in China fits with an
ever-greater portion of its revenue
coming from outside the U.S. In the

}
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Jeffrey Immelt
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second quarter, 54% of GE’s revenue
came from abroad, up from
51% last year, Mr. Beccalli-
Falco said. “It will be 60%
; within a couple of years.”
Mr. Norbom said he sees
huge potential for GE in
China following the Games.
“As China gets more serious
about air-quality concerns,”
he said, “it’s got to turn
away from coal and go to-
wards other things,” includ-
ing wind, clean coal, natural
gas and solar power.
This year’s Olympics have pre-
pared GE to supply other major
events in China, Mr. Beccalli-Falco

=i

- -

- -

said. “We learned how to develop
major projects like the Olympic
Games, which before we were not re-
ally able to do, because we had a
more engineering kind of approach,
to sell a specific item or a specific ap-
plication,” he said.

GE also will apply lessons
learned in Beijing to the Shanghai
World Expo and the Asian Games in
Guangzhou, China, both in 2010, Mr.
Norbom said. The buildup of casi-
nos in Macau is an opportunity for
GE to sell equipment for lighting, se-
curity, energy and water treatment
on agrand scale, he said. Macau sur-
passed Las Vegas in gambling reve-
nue in 2006.
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Crossovers come up short

Auto makers’ hopes
forwagon-like cars
dim as sales wane

BY MATTHEW DOLAN
AND SHARON TERLEP

Already struggling with a down-
turn tied to gasoline prices, auto
makers have another headache to
deal with—falling crossover-vehi-
cle sales.

Crossover vehicles, car-based
wagons designed to look and func-
tion like sport-utility vehicles but
with modestly better fuel economy,
were booming coming into 2008. But
sales have dropped off as consumers
have flocked to less-expensive and
more-efficient passenger cars.

This is forcing auto makers to fur-
ther rethink a business model
largely dependent on the sales and
profits of large vehicles.

Despite a flood of new models
in the segment, sales of cross-
overs were down 11% in July com-
pared with July 2007, according to
Autodata Corp., representing the
third straight month of declines
amid a wider downturn in the over-
all market.

Even though the segment contin-
ues to outperform vehicle sales in
general, and despite car companies’
big hopes for crossovers, auto mak-
ers have been forced to scale back
production plans as sales of cross-
overs have missed the mark.

Crossovers were supposed to be a
cushion buffering auto makers
against the SUV decline that has been
picking up steam in recent years.

Designed to looklike truck-based
SUVs, these vehicles behave more
like station wagons because they
are built on lighter car chassis, with
the goal of being more fuel-efficient.

Because of this, auto makers
touted vehicles such as the Edge by
Ford Motor Co. and General Motors
Corp.’s Buick Enclave as the perfect
bridge for consumers who wanted a
way out of their gas guzzlers but
didn’t want to sacrifice size.

But instead of boosting crossover
sales, demand has been crippled.

“With gas hovering around $4 a
gallon, even the crossover category
continues to show signs of slow-
down, as many consumers looking
to replace traditional trucks are ex-
periencing falling resale value of
their old vehicles, freezing buyers
out of the crossover market and

The 2008 Ford Edge is one vehicle that combines the features of SUVs and cars.

Speed bump 300 oeeeeeeee

Vehicle sales by segment,
change from a year earlier

Auto makers hoped 20 NN

that crossovers would
be a cushion buffering

them against declining
sport-utility vehicle
purchases.

Source: Autodata

pushing them to look at options
such as compact and midsize cars,”
Lehman Brothers analyst Brian
Johnson wrote last month.

“Anybody with a large SUV [is]
coming in and finding out how
much the market’s changed,” said
Joe Serra, a dealer who does busi-
ness in Michigan and Alabama.

Crossovers are generally costly
products, meaning consumers may
not be able to swallow losses on
SUVs and still afford to stay in the
large-vehicle market.

“They’re expensive vehicles at a
time when there’s a lot of economic
uncertainty and distress,” said
Mark LaNeve, North American sales
chief for GM. GM’s Saturn Outlook
costs $29,000, or $13,000 more than
the smaller Saturn Astra hatchback.

Ford marketing chief Jim Farley
said about half of the 30,000 custom-
ers who have traded in pickup
trucks in recent months have seri-
ously considered buying a Ford Fo-
cus compact car, which has been
Ford’s biggest success this year.

Sales of the Focus were up 16% in
July and are up 26% year to date
when compared with the year-ear-
lier periods.

The Focus may be selling well,
but its margins are razor thin. As
the Focus sizzles, Ford’s bet on
higher-margin crossovers isn’t pay-
ing off as expected.

Ford is counting on crossovers

Cars

Crossovers

Ens, SUVs,
trucks

to continue gaining market share
over the next five years and had in-
tended to add a third shift of produc-
tion at the Oakville, Ontario, plant
where the new seven-passenger
Flex wagon and other crossovers
are assembled. But that plan was
abruptly suspended last month.

Toyota Motor Corp. and GM are
launching new crossovers later
this year.

In a slide show for investors
during a presentation related to
the $15.5 billion second-quarter
loss announced Friday, GM
pointed to only one vehicle in
North America as a key upcoming
product launch: a large crossover
wagon called the Chevrolet
Traverse.

Toyota, meanwhile, is betting
on its Venza crossover, due in Oc-
tober, to fuel its run for more mar-
ket share.

In July, sales of two of the most
recently redesigned crossovers
plummeted. Sales of Toyota’s High-
lander fell 24% in July, while the
Honda Pilot’s slid 43%, prompting
the Japanese auto makers to offer
as much as $1,000 in discounts on
new models.

Toyota recently scaled back
production plans for the High-
lander, and Honda Motor Co. has
cut Pilot output.

—Jeff Bennett
contributed to this article.

Fortis posts 49% drop in profit

BY STEFAN KLOET

Dutch-Belgian bank and insur-
ance company Fortis NV posted a
49% decline in second-quarter net
profit and gave a cautious outlook,
saying “the overall economic envi-
ronment is becoming more diffi-
cult.”

Net profit fell to €830 million
($1.29 billion) from €1.62 billion last
year, mainly because of a decline in
the value of its loans and invest-
ment portfolio and as the company
wrote off €362 million from its net
thanks to the credit-market tur-
moil.

Fortis shares fell 3.2% in Amster-
dam trading Monday.

Total income in the quarter,
which includes interest income, in-
surance premiums, fee and commis-

Fortis
Net profit, in billions

10 2Q 3Q 4Q
2007 ‘08

Source: the company

sions and other items, rose 9.8% to
€32.5 billion, boosted by the lend-
er’s merchant-banking division,

which booked solid treasury and fi-
nancial-markets results.

Profit from its banking division
before divestments fell to €465 mil-
lion from €1.16 billion, while profit
fromitsinsurance division edged up
to €423 million from €413 million.

Fortis’s interim chief executive,
Herman Verwilst, said the compa-
ny’s businesses, including ABN
Amro, performed satisfactorily “in
turbulent market conditions” but
added that “the credit turmoil will
take us into 2009.”

Analysts pointed at the group’s
solvency base as a key concern.

Mr. Verwilst succeeded ousted
CEO Jean-Paul Votron, who on July
11 was forced to step down in the
wake of mounting shareholder un-
rest over Fortis’s €8.3 billion sol-
vency plan.

China, India competing
to buy Imperial Energy

China and India are facing off
yet again in the race to secure en-
ergy resources to fuel their eco-
nomic growth, this time in Russia’s
Siberian oil fields.

China Petroleum & Chemical
Corp., known as Sinopec, has joined

By Bruce Stanley and Nisha
Gopalan in Hong Kong
and Jackie Range in New Delhi

the bidding for London-listed Impe-
rial Energy Corp., which primarily
produces oil in Russia, a person fa-
miliar with the situation said Mon-
day. India’s state-owned Oil & Natu-
ral Gas Corp. has already offered
about $2.5 billion for Imperial En-
ergy, according to another person
with knowledge of that offer.

Zhang Zheng, deputy director of
Sinopec’s foreign affairs bureau,
said he knew nothing about his com-
pany’s offer for Imperial Energy and
hadn’t heard of the British com-
pany. Officials at ONGC weren’t
available for comment.

Imperial Energy confirmed in a
statement Monday that it had re-
ceived another approach relating
to a possible cash offer, but didn’t
elaborate. The company said in a
July 15 statement that it had re-
ceived a cash offer of 1,290 pence
($25.46) a share, but didn’t name
the offering company.

China and India, the world’s two
most populous nations, rely on en-
ergy imports and have frequently
butted heads in their efforts to in-
vest in oil assets overseas, prima-
rily in developing nations. The Sino-
Indian rivalry has helped drive up
the price of oil and gas fields
around the world. Chinese compa-
nies bested ONGC or one of its affili-
ates in energy deals in Kazakhstan
and Ecuador in 2005 and in Nigeria
in 2006.

“I think it’s pretty clear that
China wins every time the two go
head to head in either buying eq-
uity stakes in oil blocks or compa-
nies. India doesn’t have China’s
deep pockets—it’s as simple as
that,” said Seema Desai, a London-
based analyst at consulting firm
Eurasia Group.

China and India have cooperated
at times in their respective quests.
In December 2005, a joint venture
between ONGC and state-run China
National Petroleum Corp. success-
fully bid for a stake in Petro-Cana-
da’s oil field in Syria.

China has been increasingly as-
sertive in trying to secure energy as-
sets. It recently put pressure on
neighboring Vietnam and on Exxon
Mobil Corp. over an oil-exploration
project in the South China Sea.

Yet China has had its share of set-
backs, most notably the collapse of
a $18.5 billion bid in 2005 by China
National Offshore Oil Corp., known
as Cnooc, to buy Unocal Corp., in the
face of U.S. political resistance. Si-
nopec and Cnooc also failed two
years before that to acquire stakes
in the enormous offshore Kashagan
field in Kazakhstan.

More recently, China has suc-
ceeded in extending its reach by tak-
ing a more benign approach. Cnooc
unit China Oilfield Services Ltd. last
month launched a $2.5 billion
friendly takeover of a Norwegian oil-
field services provider, Awilco Off-
shore ASA.

It wasn’t immediately clear how
much Sinopec or ONGC is offering
for Imperial Energy. Based on Impe-
rial Energy’s closing price Friday of

Energy race
Year-to-date stock performance
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" ONGC
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Sinopec
-31%
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Source: Thomson Reuters Datastream

1,074 pence a share, it has a market
capitalization of about £1.1 billion
($2.2 billion). On Monday, Imperial
Energy rose 8% to 1,160 pence.

“I don’t know at what price Si-
nopec would be bidding, but it is a
possibility that ONGC may revise
its bid,” said Sudeep Anand, a Mum-
bai-based associate vice president
with financial-services firm Reli-
gare Securities Ltd. Imperial En-
ergy said there could be no cer-
tainty that any offer would be made
for the company.

A deal would add to either
ONGC’s or Sinopec’s existing Rus-
sian holdings. Imperial Energy oper-
ates a cluster of oil fields in the
Tomsk region of western Siberia,
which it said in a filing earlier this
year holds proven and probable re-
serves totaling 920 million barrels
of oil and gas equivalent.

Imperial Energy produced an
average of 10,000 barrels of oil a

The London-listed
company operates
a cluster of fields in
Western Siberia.

day at the end of 2007. Last year, it
said it wanted to raise production
to 25,000 barrels daily by the end
of this year. The company’s output
slipped to 7,000 barrels a day in
the first quarter, but it blamed
“technical and logistics issues”
and maintained its daily produc-
tion target of 25,000 barrels by
year end.

Sinopec is a minority partner
with OAO Rosneft in two smaller
Russian projects. The Chinese com-
pany’s oil-equivalent reserves in
Russia equal about 540 million bar-
rels as of Jan. 1, 2009, said Paul Field-
send, an analyst at energy consul-
tancy Wood Mackenzie in Edin-
burgh. ONGC controls 20% of the Sa-
khalin-1 project led by Exxon Mobil
in eastern Russia.

Russia’s oil and gas fields have
proved treacherous for other for-
eign investors. When Royal Dutch
Shell PLC announced that costs at
the Sakhalin-2 project had nearly
doubled, Russian environmental reg-
ulators bombarded it with com-
plaints until Shell sold a majority
stake in the project to a Kremlin-run
gas company in 2006. BP PLC is now
embroiled in a bitter dispute with lo-
cal shareholders in its largest Rus-
sian investment, a joint venture
called TNK-BP Ltd.

—Aries Poon and
Rick Carew in Hong Kong
contributed to this article.
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Intel offers tech overview

Larrabee chips aim
to secure a foothold
in high-end graphics
By DoN CLARK

Intel Corp. Monday provided the
first details of a chip technology
that is designed to help break into
new markets, starting with high-
end graphics used for computer
games and animation.

The company says the technol-
ogy, code-named Larrabee, will be
the basis for a series of chips that
have far more than the two to four
electronic brains found on its cur-
rent microprocessors. Intel isn’t be-
ing specific, but industry executives
expect initial Larrabee models to
have 12 to 48 calculating engines.

Dividing up computing jobs to be
handled by many microprocessors
isn’t a new idea. Indeed, Larrabee-
based chips—not slated to hit the
market until late 2009 or early
2010—will be taking on two en-
trenched rivals that already use
many special-purpose processors.

Nvidia Corp. sells a high-end chip
with 240 such processors to carry
out chores such as applying colors
to each of the tiny dots that make up
a picture on a display screen. Ad-
vanced Micro Devices Inc., which en-
tered the field through its 2006 pur-
chase of ATI Technologies Inc., has a
model with 800 processors.

Intel is also using some special-
purpose circuitry in Larrabee. But
most calculating jobs will be han-
dled by general-purpose micropro-
cessors—known by the designation
x86—that are a mainstay of per-
sonal computers.

“This is the first new architec-
ture developed for computer graph-
icsin the last 10 years,” says Jon Ped-
die, who heads a firm called Jon Ped-
die Research that tracks the field.

Intel now offers only low-end
graphics circuitry as a part of other

Epic Games

i
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Intel’s Larrabee technology is designed to render images in videogames, like this
scene from Gears of War 2.

sets of accessory chips. Mr. Peddie
estimates Intel could gain as much
as $4.6 billion in new revenue in
2010 if it matched Nvidia’s and
AMD’s market shares in specialized
products, known as GPUs or graph-
ics-processing units.

That is a big “if.” Nvidia and AMD
executives dispute Intel’s conten-
tion that Larrabee chips can surpass
their products in running existing
computer games. For one thing, In-
tel will be relying largely on soft-
ware to emulate functions that are
now accelerated with special-pur-
pose GPU hardware.

“I’'m sure they can make it work,
but the big question is how well it
will work,” says Tony Tamasi, an
Nvidia senior vice president.

Besides raw performance, Larra-
bee faces challenges in matching
the power consumption and manu-
facturing cost of GPUs, says Raja Ko-
duri, the chief technology officer of
AMD’s graphics-products group. If
it isn’t competitive in all three ar-
eas, “the consumer is not going to ac-
cept it,” he says.

Doug Carmean, Intel’s chief archi-
tect for Larrabee, says the technol-

ogy has advantages over GPUs, in-
cluding a large data repository
called a cache that eliminates de-
lays associated with fetching infor-
mation from separate memory
chips. Processors on Larrabee chips
also will communicate at very high
speed, using a data pathway config-
ured as a ring, he says.

But Larrabee’s biggest selling
point comes from the fact that a
large number of programmers know
how to exploit x86 microproces-
sors, which Intel expects to inspire
an array of new software in fields
such as oil and gas exploration and
medical imaging. One potential user
is DreamWorks Animation SKG
Inc., which in July cited Intel’s com-
ing technology in shifting from
AMD chips for servers and worksta-
tions used to make animation. Over
time, Intel expects Larrabee’s poten-
tial to spur faster progress in find-
ing new ways to create programs
that exploit many microprocessors.

“We see amajor sea change com-
ing, and Larrabee is one of the cata-
lysts,” says Dave Hofer, director of
marketing for Intel’s visual-comput-
ing group.

Sony to raise output of batteries

By KENNETH MAXWELL

TOKYO—Sony Corp. became the
latest Japanese company to step up
investment in the booming business
for lithium-ion batteries, saying it
will pay 40 billion yen, or about
$375 million, to increase domestic
output of the cells that power many
consumer-electronic products.

Sony, maker of the PlayStation
videogame and the Walkman music
players, said the investment is part
of a drive to nearly double monthly
output of the cells within two years.

The rechargeable batteries are
used in devices such as mobile
phones, laptop computers and digi-
tal cameras.

Sony said the investment, along
with plans to expand lithium-ion-
battery operations in Singapore and
China, should increase its monthly
output capacity from the current
41 million cells a month to 74 mil-
lion a month in fiscal 2010.

That should help it keep pace
with rival Matsushita Electric In-
dustrial Co., maker of the Pana-
sonic brand of consumer electron-

ics. Matsushita recently unveiled a
major drive to beef up its rela-
tively small presence in lithium-
ion-cell manufacturing, pledging
100 billion yen to build a plant in
western Japan that should help it
triple production to about 75 mil-
lion cells a month.

In early July, Sanyo Electric Co.
confirmed that it plans to invest
125 billion yen to develop its re-
chargeable-batteries business over
the next three fiscal years in a move
to increase output to about 90 mil-
lion cells a month from 70 million.

Hynix says U.S. to drop chip tariff

By IN-So0 NaMm

SEOUL—Hynix Semiconductor
Inc. Monday said the U.S. Com-
merce Department has decided to re-
move a 23.78% punitive tariff on the
import of its dynamic random-ac-
cess memory, or DRAM, chips.

The department, in an earlier pre-
liminary ruling, said it would lower
countervailing subsidies on DRAM
shipments from 2006 to 4.91%.

The preliminary ruling is ex-
pected to be finalized Nov. 20, the

company said. Should the final ruling
be consistent with the preliminary
ruling, Hynix would no longer face pu-
nitive duties on its DRAM shipments.

“Once finalized, we won’t be obli-
gated to deposit money for that pur-
pose anymore. That means we’ll be
completely free from U.S. punitive
duties,” said Hynix spokeswoman
Seong Ae Park.

The U.S. began imposing a coun-
tervailing tariff on the import of
DRAM chips made by Hynix in 2003,
alleging that the chip maker’s previ-

ous bailout by government-linked
creditor banks amounted to unfair
subsidies.

Hynix, the world’s second-larg-
est DRAM maker by revenue after
Samsung Electronics Co., said in
March the countervailing duty im-
posed in 2005 by the U.S. on its
DRAM chips was retroactively re-
duced to 23.78% from 44.29% ear-
lier. As a result, Hynix will receive
$1.4 million plus accrued interest
from the authorities, the company
said at the time.

Nike seeks to curb abuse
of workers in Malaysia

Nike Inc. said it has taken steps
to correct worker-abuse problems
ina factory it uses in Malaysia, an ac-
tion that the athletic-apparel giant
said reflects its concerns about the
country’s chronic labor shortage
and how it affects factory workers.

Nike on Friday alleged abuse at
Hytex Integrated Bhd., a Kuala Lum-

By Nicholas Casey in Los
Angeles and Raphael Pura
in Kuala Lumpur, Malaysia

pur-based garment manufacturer
that owns a factory producing Nike
T-shirts. Nike, which is based in Bea-
verton, Ore., said it had completed
its initial investigation into “claims
of unacceptable living conditions,
withholding of worker passports
and garnishing of wages” that be-
gan after an Australian television re-
port last month alleged worker mis-
treatment at Hytex.

In some cases, migrant workers
complained that their passports were
confiscated by managers, said Han-
nah Jones, Nike’s vice president of
corporate responsibility. The practice
may have been used by the factory to
compel workers to pay their own em-
ployment-permit fees, ordinarily
paid by the company, she said. Nike
said that all current employees will
be reimbursed for fees associated
with employment while from now on,
any such fees “will be paid by the fac-
tory as a cost of doing business.”

Also, Nike said it found that the
majority of housing for employees
was “unacceptable.” It said all work-
ers will be transferred to new Nike-
inspected housing within a month.

Michael Saw, executive director
of Hytex, said the company met Nike
compliance officials about two
weeks ago to discuss violations of Ni-
ke’s code of conduct for foreign con-
tract manufacturers and that Hytex
has “rectified” the issues. “We have
been working for Nike for the past
15 years,” Mr. Saw said, maintaining
that the allegations of abuses by the
Australian reporter were “out of pro-
portion” to the facts.

Like many businesses in Malay-
sia, Hytex depends on migrant labor.

The country has an estimated 2.1 mil-
lion foreign workers legally em-
ployed. Estimates of illegal workers
range from 500,000 to 1.2 million.

The recent issues highlight a
growing concern for Nike’s manufac-
turing operations in Malaysia, where
the U.S. company focuses primarily
on apparel. The country, once viewed
by the industry as a possible alterna-
tive to China for manufacturing, has
found itself crippled by a labor short-
age as a prospering populace of 27
million shifts away from factory jobs.

That has left Malaysia depen-
dent on workers from as far as Ne-
pal and Pakistan, who are offered
fewer rights in the country, setting
the stage for the kinds of abuses
that can embarrass American part-
ners. Nike itself has battled criti-
cism of its labor practices on and off
since the 1990s.

The Malaysian government has
tried, with limited success, to im-
pose order on the migrant-worker
situation. Labor officials have vowed
to prosecute employers who break la-
bor laws and have periodically an-
nounced crackdowns. But corrup-
tion, porous borders and lack of
strict legal enforcement have im-
peded progress.

“Many Malaysian policies for
bringing in migrant labor into the
country are enabling some of the be-
havior we think is unacceptable,” said
Nike’s Ms. Jones. “The issue of for-
eign migrant labor is very new to us.”

Hytex’s Mr. Saw said Malaysian
garment operations like his com-
pany are almost completely depen-
dent on migrants. “We have no
choice,” he said. “Malaysia is not a
third-world country anymore ... Ma-
laysians don’t like factory work. If
you ask them to do things like sew-
ing, they’re not interested.”

Mr. Saw complained that the TV
report alleged that Hytex and other
Malaysian contract garment makers
used “forced labor,” a charge he dis-
puted. He said the workers at the ap-
parel plant—mainly from Bangladesh
and Vietnam—held Malaysian work
permits and were legally recruited
through employment agencies.

Kirin earnings quadruple
on stock swaps at drug unit

By HirROYUKI KACHI

TOKYO—Kirin Holdings Co. of
Japanreported that its first-half net
profit soared, with contributions
from group companies including
drug maker Kyowa Hakko Kogyo
Co. canceling out the negative ef-
fects of higher raw-materials costs.

Kirin, which holds a 46% stake in
Australia-based brewer Lion Nathan
Ltd. and 20% of San Miguel Corp. of
the Philippines, also said it is ready
to spend an additional 300 billion
yen ($2.8 billion) through 2012 on
growth strategies, including merg-
ers and acquisitions, mainly on soft-
drink and alcohol beverage activities
in the region.

Tokyo-based Kirin said its net
profit for the half to June 30 rose
more than fourfold, to 81.12 billion
yen, from 16.80 billion yen a year
earlier.

“We saw a changing environ-
ment, which was more rapid than we
expected,” stemming from higher

materials costs and a slump in do-
mestic demand, said Kirin President
Kazuyasu Kato.

But the consolidation of Kyowa
Hakko that took effect in April and
the strength of Lion Nathan helped
boost Kirin’s profitability. Kirin now
has a 50.1% stake in Kyowa Hakko.

A special profit valued at 72.6 bil-
lion yen from stock swaps in the pro-
cess of the Kyowa Hakko consolida-
tion added to Kirin’s net profit
growth.

Kirin posted a 25% rise in interim
sales, to 1.048 trillion yen from
836.02 billion yen a year earlier.
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BUSINESS OPPORTUNITIES

Own an Energy
Conservation Business
Energy Automation Systems,
Incorporated. Tap into decades of experience
and skill to enjoy an

exciting and profitable career as an indepen-
dent EASI affiliate.
For information call 615-822-7250
or
Www.energysavingbusiness.com

BUSINESSES FOR SALE

Manufacturer
Mexico

Lower cost steel wire fabricated products
company. Located directly across the US border in
a desireable Mexican city. Well established with
capable work force. Possibly avail with or without
multi million $ consumer product line.
Box PW314, Wall Street Journal
545 E. John Carpenter Fwy. #400,
Irving, TX 75062

EQUITY PARTNERS WANTED

Global Web Launch to Mkt Now!
New Media Control Concept
112+ Million Projected Income.
Multi-billion dollar potential
150K Min to Participate
Call: 678-643-5220 Eric
ericceo5000@gmail.com

OWNER RETIRING
0ld style feed store/hardware store
for sale. Same location over
50 years. Good sales growth.
S. Texas near major city. $1 Million.
Call: Doug 325-247-4890

SEEKING EQUITY PARTNER

Niche Finance Firm
with fortunate timing, well
positioned for rapid growth,
seeks expansion capital to take
advantage of opportunity.
Call: 800-985-0341
info@adcapfunds.com

20% MONTHLY INCOME
Be a short-term lender
Real Estate Secured
www.lendsecured.com
pemortgage@gmail.com
973-786-1101

EARN $ 100,000+
AS A FINDER!
REFERRING CLIENTS TO

SELL 5MM+ BUSINESSES
U.S Equity Group

Call 954-272-3000

FL Electrical Contractor
for Sale

Industrial and Control Systems
Sustained Growth
$4M EBITDA on $21IM in Sales
Recession Proof Business
hortonbrokers@aol.com
941-735-8830

CAPITAL WANTED

Panama Resort Development

U.S. Developer Seeking Capital
30-40% IRR expected
Developer has $5MM, needs $5MM
Will accept $100K or more
Benjamin Loomis
773-769-1145
bal@ambleresorts.com

2U.S. CASINO
GAMBLING VESSELS

($10.8M FMV, $29.2M Repl. Cost),

700+ gaming/restaurant

positions, strong ports/markets/operations.
Enormous upside.
Buyers/Investors send inquires to:
g.bolduc@groomco.com or
call Glenn 978-337-2153

Investment Capital Request

$4 Million Invest.
$6 Mil Payback over 18/mo. Well secured
and guaranteed. Extensive creditable
resume and success history.
Call: (301) 977-1692 or
e-mail: Rbutler83@aol.com

Undervalued shopping mall asset in coastal
city looking for buyer. Fully rented. 9%
rental return + RMB appreciation + RE
appreciation. Deal size about USD12mil-
lion+. For more info please email:
go1818@yahoo.com or
fax: 732-626-6516

Myrtle Beach, SC

140 New Oceanfront Condos.
Buy Notes and Mortgages direct
from Lender at Deep Discounts!

9.4 Acre Oceanfront
Development Parcel!

Call Alton 843-457-2808
AltonSwann@Gmail.com

DisTRIBUTOR-WEB BASED
National firm seeks distributors nationwide.
No competition. Work from home.
Full Time/Part Time. 100K + potential income.

Please Fax resume to
561-697-8370

PARTNER IN AN
INVESTMENT BANK
AMERICA'S FASTEST GROWING
M&A CO SEEKS LOCAL PARTNER
POTENTIAL $250K TO $500K

25K PERFORMANCE DEPOSIT REQ.
Wall Street Mergers

Call 954.586.1800

Product Line Available

Compact multiple task construction equip product
line avail - including demonstration equip,
engineering, customer list and all active leads. The
track driven unit is equipped with variable speed
drive, crane, auger, load deck, man-lift & an
on-board comp control sys. Tech One, Inc.
dmw(@techlinc.com ¢ 262-641-0105

+ As with all investments,
appropriate advice should be obtained prior
to entering into any binding contract. +

DIGITALTV
MOVIE NETWORK
Seeks growth investor.

150 affiliates first network created for
new digital channels coming in Feb 2009.
Web search the words
golden age of movies and see where we
rank among millions.
victor@victorives.com

MACHINERY & EQUIPMENT

HIGH SPEED OFFICE COPIER

Only 9 new units left from
Never Opened Copy Center.
New $30K Konica-Minolta Copier Systems.

$3,995 - Delivered.

815-678-7682
Toll Free 888-678-2472
www.rte47.com

MARKETING SERVICES

Imagl'[as

APiney Bowos Corpany

Notice of Fair Solicitation for
advertisers wishing to reach moving consumers,
catalog customers, and vehicle owners. These
opportunities include advertising in U.S. Postal
Service change of address packages; the Mover's
Guide, Mover’s Guide Online, and Welcome Kit
and state DMV registration renewal packages.
These products provide vital information and
savings to moving households and vehicle owners.
If interested in advertising in Imagitas products.
(Call1-800-794-8510.

For additional information go to
www.imagitas.com

Save 60% First/Business

Major Airlines. Corp. Travel
www.cookamerican.travel
(212) 201-1824
WE WILL NOT BE UNDERSOLD

Express Rep.

Representative

GLOBAL BUSINESS BRIEFS

L'Air Liquide SA
Cost savings helped net
expand 8.1% in first half

French industrial-gases com-
pany L’Air Liquide SA’s said first-
half net profit grew 8.1% thanks to
its cost-savings and growth pro-
gram and strong performance of its
gas division as higher input costs
were passed on to customers. Net
profit in the first half rose to €601.4
million ($934.6 million) from
€556.5 million a year earlier, while
revenue was up 13% to €6.37 billion
from €5.63 billion. Chairman and
Chief Executive Benoit Pottier said
the company hadn’t seen lower de-
mand in Western Europe, North
America and Japan. Air Liquide said
it expects double-digit growth in
full-year net profit, excluding cur-
rency fluctuations.

Delhaize Group

Belgian supermarket chain Del-
haize Group posted a 43% rise in sec-
ond-quarter net profit thanks to
lower taxes and charges, but said
sales were hit by a slowdown in con-
sumer spending and a weaker U.S.
dollar. The company, which operates
the Food Lion, Hannaford and Sweet
Bay chains in the U.S. as well as Del-
haize supermarkets in Belgium, said
net profit rose to €116.3 million
($180.7 million) from €81.4 million a
year earlier, when it booked a €103.8
million charge related to a debt-refi-
nancing deal. This year’s figure was
also helped by a drop in the tax rate
to 22.6% from 27.1%. However, sales
fell 7.5% to €4.45 billion, weighed
down by the slowing economy in the
U.S. and Western Europe as well as
the weaker dollar. Delhaize said that
both in the U.S. and in Belgium the
number of items purchased per visit
was declining, reflecting more pru-
dent consumer spending.

lliad SA

French telecommunications and
internet operator Iliad SA said its
first-half revenue rose 21% as a
strong performance of its broad-
band-services business offset a
slowdown in its traditional tele-
phony division. First-half revenue
increased to €692.2 million from
€574.1 millionin the year-earlier pe-
riod. Even though Iliad also re-
ported a 19% increase in its second-
quarter revenue to €352.2 million,
its release focused on the first six
months of this year. First-half reve-
nue in Iliad’s broadband-services
business was up 22% to €679.6 mil-
lion, while revenue in its traditional
telephony division fell 34% to €12.6
million. Iliad also confirmed its full-
year outlook, which targets 3.25 mil-
lion broadband subscribers by the
end of the year.

Zentiva NV

Generic drug maker Zentiva NV re-
ported a 16% rise in second-quarter
net profit, as an impairment charge
dragged down a 32% sales increase.
The Czech company, a takeover tar-
get of France’s Sanofi-Aventis SA,
said net profit rose to 363.3 million ko-
run ($23.6 million) from 312.4 million
korun a year earlier, while revenue,
which the company had reported last
month, increased to 4.5 billion korun
from 3.42 billion korun. Zentiva
booked a 191.3 million korun impair-
ment charge after it stopped some de-
velopment projects in Turkey and Ro-
mania, saying better alternative
projects are in the works. Although
Zentiva posted significantly lower
sales in several key markets, its Turk-
ish unit, which was first consolidated
in last year’s second quarter, ac-
counted for 1.2 billion korun in sales.

British Airways PLC

British Airways PLC, which is al-
ready in talks with Spain’s Iberia Lin-
eas Aéreas de Espaifia SA over a
merger, hopes to seal an alliance with
its U.S. partner American Airlines
within weeks. BA spokesman Euan
Fordyce said the carrier expected fi-
nal preparations for a deal to be com-
pleted within two weeks, and an ap-
plication to U.S. regulators for anti-
trust immunity to be filed shortly af-
terward. BA and AMR Corp.’s Ameri-
can, the world’s largest carrier by rev-
enue passenger miles, have failed in
the past to win an exemption from
U.S. competition laws to work more
closely together because of their
dominance at London’s Heathrow.
However, they are expected to argue
that the competitive situation has
changed since the “open skies” agree-
ment between the U.S. and the Euro-
pean Union came into force in March.

Centrica PLC

UK. utility Centrica PLC con-
firmed it was in talks with a third
party, widely believed to be Electric-
ité de France SA, on taking a minority
stake in U.K. nuclear generator Brit-
ish Energy Group PLC. The confirma-
tion came as talks between British En-
ergy and EDF over a takeover valued
at about £12.2 billion ($24.1 billion)
stalled after shareholders rejected
the French utility’s offer. EDF de-
clined to comment. Centrica, the
U.K.s largest utility by customer num-
bers, said that it had other alterna-
tives if the party didn’t proceed with
a formal offer for British Energy or if
discussions between Centrica and
the third party failed. Centrica is be-
lieved to have its eye ona 25% stake in
British Energy if a takeover with EDF
is successful, according to people fa-
miliar with the matter.

Lend Lease Corp.

Lend Lease Corp., Australia’s
largest property developer, warned
its net profit for the fiscal year that
ended June 30 may fall by as much
as 47%, and in the current fiscal year
earnings may decline 15%. Lend
Lease’s net profit in 2007-08 is ex-
pected tobe 265.4 million Australian
dollars (US$246.6 million), down
from A$497.5 million a year earlier.
The company also cut property valu-
ations by A$60.2 million. Shares in
Lend Lease fell 13% to A$8.66 on the
profit warning, which included a
A$121.5 million write-down of the
value of real estate held by its U.K.
communities business, Crosby Lend
Lease. The write-down was the third
for the developer of London’s 2012
Olympic Village the company in the
UK. in as many years. Lend Lease
will release its earnings this month.

Metalloinvest

Russian metal and coal company
Metalloinvest, which is in merger
talks with Kazakh copper miner Ka-
zakhmys PLC, said 2007 net profit
more than doubled to 29.5 billion ru-
bles ($1.26 billion) from 12.5 billion
rubles in 2006. It was the first time
that the company, co-owned by Rus-
sian billionaires Alisher Usmanov
and Vasily Anisimov, reported earn-
ings under international financial re-
porting standards. Revenue almost
tripled to $6.7 billion, while earn-
ings before taxes, depreciation and
amortization came to $2.4 billion
from $849 million in 2006. Metallo-
invest produces 40% of Russia’s iron
ore, operates the country’s two larg-
est iron mines, and holds the
world’s largest reserves of the steel-
making raw material. It is planning
an initial public offering in London
this fall. Global iron-ore prices have
quadrupled in the past five years.

Blackstone Group LP

U.S. private-equity firm Black-
stone Group LP, in which China’s sov-
ereign-wealth fund holds a stake, has
opened an office in Beijing in an ef-
fort to expand its business in the
world’s most populous country.
Blackstone appointed Fu Shan to
head the office. Mr. Fu is the former
vice president of Shenzhen-listed
real-estate-investment firm Beijing
Mainstreets Investment Group Corp.
Before that, he worked for several
government agencies, including the
National Development and Reform
Commission. The Beijing office is
Blackstone’s first in mainland China;
it already had an office in Hong
Kong. The firm hasn’t been operat-
ing in China as long as other private-
equity firms such as the Carlyle
Group, but it has been active the past
two years.

Fincantieri SpA

Italian shipbuilder Fincantieri
SpA signed a definitive agreement
to buy Manitowoc Marine Group, a
shipbuilding unit of Manitowoc Co.,
for $120 million. The marine busi-
ness, which has facilities in Wiscon-
sin and Ohio, builds, repairs and con-
verts ships. Lockheed Martin Corp.
has agreed to become a minority in-
vestor, Fincantieri said. Fincantieri
has been working with Lockheed
Martin, building Italy’s first Littoral
Combat Ship. Fincantieri, which is
owned by the Italian government
but doesn’t receive state subsidies,
builds both cruise and military
ships. Manitowoc said the sale will
allow it to focus on its crane and
food-service businesses. The com-
pany intends to use proceeds for
general corporate purposes, which
include paying down debt from the
pending acquisition of Enodis PLC.

Cia. Vale do Rio Doce

Brazil’s Cia. Vale do Rio Doce
said it signed a $1.6 billion shipbuild-
ing contract with China’s Rongsh-
eng Shipbuilding & Heavy Indus-
tries Co. Rongsheng will build 12
iron-ore carriers for Vale, each with
a capacity of 400,000 deadweight
tons. The first of the vessels is ex-
pected to be delivered in early 2011,
and the order is expected to be com-
pletedin 2012. “We’re very, very opti-
mistic about the iron-ore trade mar-
ket,” said Eduardo Bartolomeo,
Vale’s executive director of logistics.
The addition of the 12 largest ore car-
riers to be built in the world will help
Vale, the world’s biggest iron-ore
producer, cut the utilization rates of
its vessels, Mr. Bartolomeo said. The
fleet will have an estimated capacity
of 30.2 million metric tons of iron
ore a year from Brazil to Asia.

Jardine Matheson Holdings Ltd.

Jardine Matheson Holdings Ltd.
said first-half net profit rose 28% on
strong growth in its Indonesian
auto unit and buoyant property
rental markets in Hong Kong and
Singapore. The Singapore- and Lon-
don-listed conglomerate, which
gets most of its earnings from South-
east Asia and greater China, expects
inflation and rising interest rates to
make trading conditions challeng-
ing. Jardine said net was $1.02 bil-
lion, up from $793 million a year ear-
lier. Revenue rose 25% to $11.47 bil-
lion. “After a good start to the year,
the current momentum should
carry forward to a satisfactory re-
sult for 2008, despite some slowing
in the second half,” Chairman Henry
Keswick said.

—Compiled from staff
and wire service reports.
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Soldiers deployed in cities
as counter to street crime

ey

were stationed at subway and railway stations and
at an immigrant center, the Defense Ministry said.
They were not expected to be deployed immediately
in the capital’s historic center. In Milan, some 150
soldiers were patrolling the Duomo cathedral and
sensitive sites such as the U.S. consulate and the
city’s synagogue. Soldiers were also deployed in Na-
ples, Bologna and Palermo, Italian reports said.

UNDREDS of
H soldiers were
deployed in cit-

I )
ies across Italy on [
Monday as part of ,?_'
government mea- N L
sures to fight street
crime.

In Rome, an initial
400 men and women

—Associated Press

Ve

i

In its annual review of the 15-nation euro-zone
economy, the fund said its executive board is divided
about whether the ECB should raise its key interest
rate again but that fund economists believe the rate
should be unchanged. “Underlying inflation and labor
costs have been well contained thus far,” the IMF said.

Some members of the IMF’s executive board said
the ECB should be prepared to raise rates if there are
signs wage increases are picking up.

IMF sees inflation falling
below 2% mark next year

HE EURO
zone’s annual
inflation rate

. should fall sharply

x next year to below
2%, bringing it in line
with the European
Central Bank’s target,
the International

e

Monetary Fund said.

—Paul Hannon

Purchasing index remains
above critical threshold

HE SWISS pur-
5 I chasing man-
agers index
- edged lower in July,
" but remained above a
critical mark, data
showed.
The index dropped
to 54.1 from 54.9 in
June, slightly above

economists’ expectations of a 53.7 reading. It was
the first time the PMI has fallen below its long-term
average of 54.5 since mid-2005, Credit Suisse said,
which calculates the index with the Association of
Purchasing and Materials Management.

However, July’s figure remains above the boom-or-
bust threshold of 50 points for the 41st consecutive
month, signaling a soft landing for Switzerland’s in-
dustrial sector, Credit Suisse said.

—Martin Gelnar

lympic cleanup sends migrants packing

As Beijing celebrates,
closed shops usher in
economic hardship

By Sky CANAVES
Beijing

N EW WALLS have already been

built around much of the

nameless shop on Baoshi
Street, a small lane near Tiananmen
Square, though there’s still just
enough room for customers to come
and go. Inside, Wang Binjiang is hold-
ing a closeout sale.

For the past seven years, Mr.
Wang has worked for his cousin sell-
ing luggage, pajamas and small tools
in this neighborhood along with two
other men from the same small town
in Zhejiang province, on China’s east
coast. Each night, the three men roll
out their mats and sleep on the floor
of the 200-square-foot shop. Now the
building that houses the shop is due
to be knocked down, and without per-
manent-residence status in Beijing,
the men aren’t eligible for assistance
from the local government.

“August 6 will be our last day,”
says Mr. Wang, 28 years old. “We
must shut before the Olympics.”

The Olympic Games are an occa-
sion of celebration for many Beijing
residents, whose city has been under-
going a major face-lift ahead of the
Games, which start Friday. But for
Mr. Wang and many others, the
Games are a harbinger of economic
hardship. The expulsions seem to
strike a backward note for a country
out to stage an Olympics worthy of its
remarkable rise on the global stage.

“There are countries that are
more repressive than China, but
those are closed systems where the
mobility of people is more limited,
such as North Korea and Burma,”
Nicholas Bequelin, China research di-
rector for the New York-based activ-
ist group Human Rights Watch, says
of the displacement.

Chinese authorities have de-
fended the practices as meeting the
demands of development and social
stability and have strongly denied
abuses. The central government has
cautioned local officials against be-
ing overzealous. Local government

officials didn’t respond to requests
for comment.

Many migrant workers left in
late July, when the city imposed a
two-month shutdown on the con-
struction projects that employ many
of them. Others were swept out in a
pre-Games crackdown on unregis-
tered residents. Mr. Wang and his co-
workers are among those who are
holding out.

“We won’t go back home. There’s
nothing to do, no money to be made
there, and our plot of farmland is too
small,” says Mr. Wang, who earns
800 yuan, or about $115, a month
working at his cousin’s pajamas and
luggage store.

Homeless Beijing residents have
been are sent to relief centers in the
outskirts of the city, while countless
others have been forced to tempo-
rarily close businesses deemed “unde-
sirable,” which can include anything
from roadside food vendors to mas-
sage parlors.

Wang Xijing is among the Beijing
natives who have found themselves
on the losing end of the Games. Mr.
Wang (no relation to the store em-
ployee) used to run a supermarket in
the middle of alively street market in
the eastern part of town. The whole

o = -

Sky Canaves/WSJ

Passersby peer into Qianmen Street, from which some former residents complain
they were forced to move before the Olympics without adequate compensation.

market was closed “for the Olym-
pics,” he says. He relocated his store
to what used to be his warehouse—
under a footbridge. But most of his
customers were migrant workers, so
now his business is down by 40%.

While a permanent return to the
routine authoritarianism of pre-
reform China would likely be impossi-
ble, in the short term, and for the
Games, citizens such as Mr. Wang
face must resign themselves to their

fate. “What can be done?” he says. “It
is the Olympics, and we must do what
the government says.”

Protests are rare and quickly put
down. On Monday, around 20 resi-
dents briefly gathered near Tianan-
men Square to protest their eviction
from the Qianmen area without ade-
quate compensation, the Associated
Press reported. But they were soon
forced to disband by members of the
local neighborhood committee as po-
lice surrounded the area. Most of
the Qing Dynasty buildings in Qian-
men have been demolished to make
way for a shopping area scheduled
to open Thursday, just in time for
the Olympics.

As the capital, Beijing serves as a
last resort for citizens from all over
the country who are unable to resolve
their problems at the local level. But
in preparing for the Olympics, the
city began demolishing the low-rent
neighborhoods near long-distance
train stations where petitioners typi-
cally lived while pursuing their cases.
Today, over 90% of the petitioners,
who used to number in the tens of
thousands, are gone. Of the 3,000 to
4,000 petitioners who remain, many
are inhiding, says Liu Anjun, a Beijing-
based advocate for petitioners.

Euro-zone

By EMMA CHARLTON

LONDON—Euro-zone producer
prices hit a new high in June, giving
the European Central Bank more to
think about at its Thursday policy
meeting when it will balance soar-
ing inflation against a steepening
economic downturn.

Prices of goods leaving factory
gates in the 15 countries sharing the
euro rose 0.9% from May and 8.0% in
the year to June, above market expec-
tations for a 0.8% rise from May and a
7.9% annual gain, data from European
Union statistics agency Eurostat
showed. The June annual rise in the
producer-price index was the highest
since records began in January 1990.

Fears that commodities-driven
inflation would push domestically
set prices higher prompted the Euro-
pean Central Bank to raise interest

producer prices climb

rates by a quarter of a percentage
point to 4.25% at its July meeting,
despite indications that the econ-
omy is set for a slowdown.

Signs of such spillovers ap-
peared in Monday’s data, with core
producer prices—that is, prices
stripped of energy and construction—
rising 4.0% in June compared with
last year and up from May’s 3.8% an-
nual rise.

That acceleration will worry the
ECB, said Howard Archer, an econo-
mist at Global Insight in London.
The central bank is concerned that
producers and business owners will
try to pass on the higher costs they
are incurring to consumers, who in
turn will push for higher wages,
which could bolster inflationary
pressures even further.

“This will reinforce the ECB’s
concerns that inflationary pres-

sures are potent down the supply
chain, and second-round effects
from elevated energy and food
prices may be increasingly occur-
ring,” Mr. Archer said.

Most economists expect the cen-
tral bank to leave the key rate un-
changed at Thursday’s meeting.
They argue that the ECB is begin-
ning to register the growing reces-
sion risk and will wait for inflation
to cool naturally, especially if com-
modities prices continue to retreat.

But there is broad disagreement
over whether the ECB would con-
tinue to hold back rate increases if
the inflation rate moves further
away from its medium-term goal of
just less than 2%. ECB President
Jean-Claude Trichet’s choice of
words at Thursday’s news confer-
ence could provide more clues.

“Welook for [Mr.] Trichet to con-

Surging prices
Euro zone’s producer-price index,
year-to-year percentage change

Excluding
construction
and energy

0||||||||||||||||||
2007 08

Source: Eurostat

firm again that the ECB has ‘no
bias,” as he did after the July hike,”
said Holger Schmieding of Bank of
America. “If so, this would signal
that the bank will almost certainly
be on hold again in September.”
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Attack in China kills 16

Terrorism suspected
in Muslim region
fuels Games anxiety

Attackers killed 16 Chinese para-
military police officersin araid witha
dump truck and grenades that also in-
jured more than a dozen other offic-
ers in a predominantly Muslim part
of northwest China Monday, high-
lighting security risks ahead of the
Beijing Olympics.

Police said they suspect that the
assault was a terror attack, accord-

By Gordon Fairclough in Beijing
and James T. Areddy in
Urumchi, China

ing to the state-run Xinhua news
agency. If so, it would be one of the
deadliest terrorist acts in China in
years—and one carried out despite a
massive nationwide effort to boost
security for the Games. Two attack-
ers were arrested.

The morning attack took place
about 4,800 kilometers from Beijing
in Kashgar, a city close to China’s bor-
ders with the Central Asian countries
of Tajikistan and Kyrgyzstan, as well
as with Afghanistan and Pakistan.
The area is predominantly populated
by Turkic-speaking Muslim Uighurs.

It came days before the arrival of
more than 80 world leaders in Beijing
for the Games—double the number
who attended the 2004 Olympics in
Athens. They include U.S. President
George W. Bush, whois expected to at-
tend the opening ceremonies Friday
evening in a crowd of tens of thou-
sands of athletes, politicians, busi-
ness executives and other spectators.

Though the incident was widely re-
ported in Xinjiang, the region in
which Kashgar is located, it didn’t ap-
pear to generate widespread news
alerts. In Urumchi, the provincial capi-
tal, passengers boarded planes as
usual and downtown was devoid of a
notable police presence.

China says it has assembled a
force of more than 100,000, including
more than 30,000 People’s Liberation
Army soldiers, and deployed antiair-
craft missiles—including a battery
near the National Stadium where the
opening ceremony is going to be held—
and sophisticated surveillance equip-
ment to safeguard the Games, an im-
portant symbol of China’s emergence
as a global power.

A spokesman for Beijing’s Olym-
pic organizing committee, Sun
Weide, said Games security officials
are gathering information about the
Kashgar attack. “We are well pre-
pared to deal with all kinds of secu-
rity threats,” he said.

Some Uighurs—seeking indepen-
dence from China—have waged spo-
radic and at-times violent campaigns
against the government. One group,
the East Turkestan Islamic Move-
ment has been labeled an interna-
tional terrorist organization by China
and the U.S.

Chinese officials have repeatedly
said the ETIM, which is believed to
have bases in Pakistan, and Uighur
(pronounced WEE-ger) separatists
generally pose the most serious secu-
rity threat to the Olympics.

In the run-up to the Games, Chi-
nese authorities, looking to head off
troubles, say they have stepped up
antiseparatist activities. In March,
the governor of Xinjiang an-
nounced a “strike-hard, high-pres-
sure” campaign of “preventive
strikes” on terrorists, separatists
and religious extremism.
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China’s tough approach has
drawn criticism from human-rights
activists who say China has raised the
specter of attacks as an excuse to sti-
fle dissent and justify crackdowns on
antigovernment protests. Now, the at-
tacks are likely to strengthen China’s
hand in dealing with its critics.

One of the biggest questions
about the latest incident is whether
the plot was homegrown or whether
the assailants had assistance from
abroad. A Uighur woman arrested in
connection with an alleged plot to
down a Chinese airliner in March was
carrying a Pakistani passport. Police
haven’t disclosed information about
the men arrested Monday.

In the late 1990s—after the col-
lapse of the Soviet Union and an eas-
ing of travel between Xinjiang and
Central Asia, there was an escalation
in violence by separatist groups in
the strategically important region,
which accounts for one-sixth of Chi-
nese territory and is rich in oil and
other resources.

In Monday’s attack, two menina
dump truck slammed into a squad of
border-patrol police on the street in
front of their barracks, according to
the Xinhua report. Xinhua said that
after the truck hit a utility pole, the
men tossed grenades into a police
compound and attacked officers
with knives.

Police officials in Kashgar,
reached by phone, confirmed the at-
tack, but declined to provide details,
saying the matter was under investi-
gation.

Since early this year, Chinese po-
lice have stepped up efforts to dis-
rupt what they consider to be Ui-
ghur separatist organizations—Kkill-
ing and arresting dozens of Uighur
suspects. In April, police arrested 35
people in connection with what
they said was a plot by Uighur sepa-
ratists to disrupt the Games.

At the time, the authorities said
members of the group were plan-
ning, among other things, to kidnap
athletes, journalists and tourists
during the Games. Police said they
found bomb-making materials and
leaflets calling for “holy war” dur-
ing raids on the group.

A group that identified itself as a
Uighur separatist group named the
Turkestan Islamic Party, released
online a video dated July 23 that
said the group planned to “target
the most critical points related to
the Olympics.”

The group also claimed responsi-
bility for bus explosions that killed
two people in southwest China last
month and killed three people in
Shanghai in May. But Chinese police
discounted the claim, saying there
was no evidence that the bus blasts
were terrorist attacks.

In July, U.S. Secretary of State Con-
doleezza Rice urged China not to let
security concerns become an excuse

for attacking political dissent. “Of
course, security threats have to be
dealt with,” Ms. Rice said. “But secu-
rity should not become a cover to
deal with dissent.”

President Bush met last week with
one of the most prominent exiled Ui-
ghur leaders, Rebiya Kadeer, presi-
dent of the Uyghur American Associa-
tion, a Washington-based advocacy
group, along with four other Chinese
dissidents, in order to send a message
to Beijing on human rights.

Alim Seytoff, the general secre-
tary of the Uighur American Associa-
tion, said the group “has no idea”
who is behind the attacks, which he
said “will certainly not help what we
are doing peacefully to promote hu-
man rights, democracy and religious
freedom for the Uighur people.” Mr.
Seytoff said the attack will provide
fodder for Beijing “to deceive the Chi-
nese people and the international
community and portray all Uighurs
as terrorists,” adding, “It is extremely
frustrating. We are absolutely op-
posed to terror and violence.”

China has also devoted consider-
able effort to stifling embarrassing
demonstrations against government
policies by Chinese citizens or for-
eign activists intent on drawing atten-
tion to causes ranging from human
rights for Tibetans to Chinese sup-
port for the governments in Sudan
and Myanmar.

Also Monday, police quickly sur-
rounded about 20 people who had
gathered in a residential neighbor-
hood near Tiananmen Square in the
heart of Beijing to protest their evic-
tion from their homes to make way
for redevelopment.

The demonstrators scuffled with
people in civilian clothes and were
led away, according to the Associated
Press, which reported that it wasn’t
clear where they were taken or if they
were detained.

Many Uighurs chafe at Chinese
rule in Xinjiang and object to govern-
ment restrictions on civil liberties
and religious practices. Many also re-
sent what they see as economic dis-
crimination by China’s majority Han
Chinese who have migrated to Xin-
jiang in growing numbers.

Instead of publicly acknowledg-
ing these complaints, the Chinese
government tends to ascribe any op-
position to government policies in
Xinjiang to “evil forces”—without dis-
tinguishing people who adopt peace-
ful methods of protest from those
who resort to violence.

“The reality is, you have both,”
said Nicholas Bequelin, a Hong Kong
researcher for Human Rights Watch,
a U.S.-based advocacy group. “And
the Chinese government conflates vi-
olent and nonviolent positions and ex-
aggerates certain aspects to justify its
crackdown.” Mr. Bequelin said that
“when people have no legitimate po-
litical or legal avenues to express
themselves, it does radicalize them.”
Still, he said, “there is no evidence of
widespread support” in Xinjiang for
international jihadist groups.

Large-scale rioting broke out in a
Xinjiang city in early 1997 and led to a
harsh crackdown by authorities. That
was followed by a series of bus explo-
sions in the Xinjiang capital of
Urumgji, as well as Beijing, in which at
least nine people were killed.

The violence led to general tight-
ening of government and Commu-
nist Party control in Xinjiang. The in-
fluence of ethnic Han Chinese cad-
res, deemed more trustworthy by
the central authorities, became more
widespread. The government also
tightened the reins on religion, re-
quiring imams to gain state approval
annually in order to conduct reli-
gious affairs.
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Kansas governor’s experiences
could be of value to Obama

OR A sparsely populated

state that’s often a political
afterthought, Kansas has some-
thing close to a starring role in
this year’s presidential drama.
Consider:

Kansas Sen. Sam Brownback
ran for the Republican presiden-
tial nomination. Meanwhile, the
Democratic presidential con-
tender, Sen. Barack Obama,
makes much of the fact that his
mother and grandparents hailed
from Kansas, and he lauds the
Kansas “values” they gave him.

Now Sen. Obama is weighing
as his running mate the gover-
nor of Kansas, Kathleen Sebelius,
as well as Virginia Gov. Tim
Kaine, who grew up in Kansas
and whose mother happens to be
from the same small town as
Sen. Obama’s mother.

What to make of this Kansas
overdose? It’s tempting, as a na-
tive son of Kansas myself, to say
it’s a product of the state’s wis-
dom and character. In truth, of
course, much of it is coinci-
dence, fueled by a combination
of Sen. Obama’s unusual per-
sonal background and the fact
that he has developed a strong
liking for two fresh-faced gover-
nors who happen to share Kan-
sas backgrounds.

Yet this prominence isn’t all
coincidence. Kansas has played
out a fascinating political drama
in recent years, and the rest of
the U.S. can learn a few things
from its experience. As it hap-
pens, Kansas has been through an
extreme version of national politi-
cal trends: a rise of social conser-
vatives; a searing internal Repub-
lican debate; and a bit of a Demo-
cratic resurgence. It isn’t mere
happenstance that it has emerged
as a state that is still reliably Re-
publican yet with a highly popu-
lar Democratic governor.

ROM A DISTANCE, Kansas

may not look quite that in-
teresting. It has gone Republican
in every presidential election
since 1964 and hasn’t elected a
Democrat to the U.S. Senate in
78 years. But looks are a bit de-
ceiving. Historically, Kansas has
carried a wide streak of progres-
sive activism and populist senti-
ment alongside its reliable Re-
publicanism. Early in the 20th
century, it was ahead of its time—
and other states—in advancing
workers’ compensation and the
right of women to vote. The
state’s legendary small-town
newspaper editor, William Allen
White, was a national cheer-
leader for the progressive Repub-
lican politics of his friend, The-
odore Roosevelt.

More recently, its citizens
have shown an unusually high
propensity to cross party lines to
balance power between the par-
ties. Even as Republicans have
dominated overall, the state has
had a Democratic governor for
29 of the past 50 years.

The politics of the past two
decades, though, have been par-
ticularly raucous. In the 1990s,
the Kansas Republican Party,
long run by traditional Main
Street fiscal conservatives, came
to be dominated by social conser-
vatives who rode the waves of

the Reagan and Gingrich revolu-
tions into power. They made the
state known as not just antiabor-
tion but ground zero in a na-
tional effort to shut down abor-
tion clinics and doctors who
staff them. The movement to al-
low concealed weapons gained a
big foothold. And, famously, the
conservative-dominated state
school board sought to block the
uncritical teaching of evolution
in its schools.

For a while, this social conser-
vative wave worked well for Re-
publicans. In 1996, the state’s
governor and entire congres-
sional delegation were Republi-
can. Ultimately, though, many Re-
publicans came to fear that their
party was coming to be seen as
not just conservative but extreme.
Business conservatives pushed
back against social conservatives,
and a civil war erupted. Some
prominent Republicans, including
the state’s current lieutenant gov-
ernor, became Democrats.

UT OF THIS maelstrom

emerged Gov. Sebelius, who
benefited from the Republican
civil war in winning her first
term in 2002 and re-election in
2006. Even before becoming gov-
ernor, she had appealed to the
state’s populist streak when, as a
pro-consumer insurance commis-
sioner, she blocked the merger
of the Kansas Blue Cross and
Blue Shield health program with
an out-of-state firm.

More important, since taking
office, she has proved skillful at
working the political middle.
Kansas today has essentially
three political parties—social
conservative Republicans, moder-
ate Republicans and Democrats—
and Gov. Sebelius has succeeded
by binding together the latter
two groups against the former.

Thus, while the libertarian
Cato Institute gave her a “D”
grade after her first term largely
for proposing tax increases, she
worked with moderate Republi-
cans to clean up a fiscal and edu-
cation-funding mess. She has de-
veloped a reputation as a gener-
ally pro-business Democrat.
Meanwhile, she has pleased her
party’s liberal base—and gotten
in trouble with leaders of her
Catholic Church—by supporting
abortion rights.

Democrats in general have
benefited. Two of the state’s
four House members now are
Democrats.

Liberal author Thomas Frank,
a Kansas native, argues that navi-
gating the middle ground has
left Kansas Democrats with some
unique skills. “The state’s partic-
ularly intense version of the cul-
ture wars, plus the savage in-
fighting of the state’s [Republi-
cans], has produced Democrats
who know both how to speak to
populist impulses and how to ex-
ploit the Republicans’ own frag-
mentation,” says Mr. Frank, who
now writes a column for The
Wall Street Journal.

The partisan minefields of To-
peka, the state capital, aren’t all
that different from those of the
nation’s capital. The Sebelius ex-
perience in navigating them may
be the example of Kansas values
Sen. Obama finds most useful.
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