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The EU is considering rules
that would force banks to set
aside more capital when they
sell products such as mortgage-
backed securities. The goal is
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to the credit crisis. Page 1

m A fall in German exports
may drag down euro-zone
growth. Exports have been
sapped by slowing global de-
mand and a strong euro. Page 1
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banks fell, damping talk that
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as a reserve currency. Page 2
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Iran said it test-fired a series of
long- and medium-range mis-
siles, a move that sharply esca-
lates the saber rattling between
Iran and the West over Tehran’s
nuclear program. Iranian foot-
age showed at least three mis-
siles firing simultaneously. Iran
is currently conducting war
games in the Persian Gulf. Page 1

m Three policemen were killed
at the U.S. Consulate in Istanbul
by armed men in what officials
called a terrorist attack. Three
attackers were killed, and at
least one escaped in a car. Page 2

H G-8 leaders said they would
fight global warming but couldn’t
agree on how, while poorer na-
tions said they wouldn’t commit
to greenhouse-gas targets until
richer ones did more. Page 3

m U.S. Vice President Cheney’s
office sought to alter a U.S. offi-
cial’s testimony about the health
consequences of global warm-
ing, an ex-official alleged. Page 3

m Foreign TV firms reached an
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news coverage during the Beijing
Olympics. France’s Sarkozy will
attend the opening. Page 12

m Bombs killed 13 people, in-
cluding four policemen, in Iraq,
as military officials released
data showing attacks dropped
sharply over the past year.

o A U.N.-African Union force
was ambushed by 200 gunmen
in Sudan’s Darfur region, leav-
ing seven peacekeepers killed
and 22 wounded, the U.N. said.
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view North Korea’s top nuclear
personnel to ensure Pyongyang
has truthfully documented its
nuclear activities. Page 11

m Over 200 flights at Dublin
Airport were delayed, diverted
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radar-system malfunction.

m Fighting in Lebanon between
government supporters and Hez-
bollah allies killed at least four
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m Turkish troops launched an

operation to try to rescue three
German climbers kidnapped by
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m The U.S. Senate passed a bill
overhauling the rules on secret
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EU proposes bank rules
to prevent future crises

New policy to raise
capital requirements
for credit products

BY ALISTAIR MACDONALD
AND DAvVID REILLY

The European Union is consider-
ing rules that would force banks to
set aside more capital when they sell
some of the credit products that
were at the heart of the financial cri-
sis, a move designed to rein in prac-
tices that led to the current market
turmoil.

The rules would affect all banks
operating in Europe, including Euro-
pean units of U.S. banks—and make
it more expensive to package and
sell products like mortgage-backed
securities, a process known as securi-
tization.

Banking groups and trade associ-
ations including the British Bankers’
Association have objected to the pro-
posed requirements. Among their
complaints: the rules would prevent
the stalled market for securitized as-
sets from recovering, and would sty-
mie lending of all types because set-
ting aside more capital would
stretch banks’ balance sheets even
further.

With the rules, regulators are try-
ing to align the incentives of sellers
and buyers of securitized assets. In
the “originate and distribute”

Tapering off

The credit crunch has slowed sales by banks of assets such as loans

Global syndicated loans,
monthly deal value*

Global asset-backed and mortgage-
backed securities, monthly deal value*
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model, banks have passed the risk of
loans to investors, prompting accu-
sations that this encouraged banks
to make risky loans. Traditionally,
banks held onto any loans they
made, meaning they remained ex-
posed to their risks.

The proposed European rules go
further than existing practices in the
U.S.

In the U.S., banks don’t generally
face capital charges related to assets
they securitize, but they must set
aside capital for assets that remain
on their books.

Source: Dealogic

The move reflects a big lesson
from the credit crunch: banks often
packaged and sold assets as a way to
move assets off their books, even
though they remained exposed to
them. In many cases, banks retained
interests in the assets they sold, con-
tinued to service the assets, or
pledged to provide backup funding if
the vehicles holding the assets
couldn’t raise short-term cash.

Indeed, hit by the credit crunch,
the market for securitization has
dried up this year. Global structured-

Please turn to page 31

Slowing German exports
alter euro zone’s outlook

By EMESE BARTHA

Europe’s German export engine
is sputtering, joining rising prices
and consumer gloom as a drag on
euro-zone growth.

Germany’s big export flows have
been a driving force among the
15 countries sharing the euro cur-
rency. But those flows have been
sapped by slowing demand for
goods around the world and the per-
sistent strength of the euro. German
exporters logged a fall in foreign
sales in May for the third time in the
past five months, the German statis-
tics office reported Wednesday.

German exports fell 3.2% in May
to €82.6 billion ($129.31 billion)
from €85.3 billion in April, while its
seasonally adjusted imports edged
up by 0.7% to €68 billion from
€67.5 billion in the previous month.
The official data show exports slow-
ing against all of Germany’s trading
partners, including those inside the
euro zone.

“Today’s numbers confirm that
the German export sector is finally
giving in,” said Carsten Brzeski, an
economist at Global Economics ING
Financial Markets. With domestic
demand now taking the additional
pressure of rising energy and food
costs, the slowdown in Germany’s

Export engine sputters
German foreign trade, change
from previous month; seasonally
adjusted
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exports will be felt throughout the
euro zone, economists say.

UniCredit economist Andreas
Rees said that while a recession in
Germany is “very—repeat: very—
improbable,” the latest data indi-
cate that one has to get used to less
growth and fewer new jobs in the
next 12 to 18 months.

The trade figures came after
news earlier this week showed that
German industrial output suffered
an unexpected 2.4% fall in May, the

Please turn to page 31

Iran conduects
missile tests,
fueling anxiety

By CHIp CUMMINS

DUBAI—Iran said it test-fired a
series of long- and medium-range
missiles Wednesday, a move that sig-
nificantly escalates the saber rat-
tling between Iran and the West
over Tehran’s nuclear program.

State-issued footage showed at
least three missiles firing simulta-
neously. The video and audio clip
claimed the barrage included a new
version of the Shahab-3 missile, which
officials told Press TV has a range of
2,000 kilometers, enough to hit Israel.

The test-firings rattled crude
markets early Wednesday, sending
prices higher, though futures prices
later retreated on news that U.S. gas-
oline inventories rose unexpectedly
last week. (Please see related article
on page 11.) At midday on the New
York Mercantile Exchange, the price
of crude oil for August delivery was
at $136 a barrel, down four cents, af-
ter climbing $1.31to $137.35 a barrel
in morning trading.

Iran is currently conducting war
games in the oil-rich Persian Gulf,
and U.S. forces just completed their
own exercises there. The test-firings
come amid a string of recent com-

Please turn to page 31
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Six die in Turkish attack

Three police officers,
three gunmen killed
at U.S. Consulate

ASSOCIATED PRESS

ISTANBUL—An armed attack
against the U.S. Consulate in Istan-
bul left three police officers and
three assailants dead Wednesday
and highlighted the difficulty Tur-
key faces in clamping down on
homegrown militants.

Four armed men emerged from a
gray car about 11 a.m. and shot a traf-
fic policeman, then ran toward a
guard post at the entrance to the
consulate and shot at officers there,
according to a security video. Police
fired back at the men, killing three
of them. At least one of the assail-
ants escaped in the car.

No staff at the consulate—arela-
tively new building perched on a hill
and surrounded by high walls—
were hurt, U.S. ambassador Ross
Wilson said. Mr. Wilson and Istan-
bul’s governor branded the assault
a terrorist attack. Security around
all U.S. diplomatic missions in Tur-
key was increased and the consu-
late canceled visa interviews for
Thursday.

Police said they believe the men
were linked to al Qaeda. However,
the shooting didn’t match the hall-

CORRECTIONS &
AMPLIFICATIONS

A zero-emissions house on dis-
play in Japan uses a wind-turbine
generator and a photovoltaic genera-
tion system, which directly converts
light into electricity, to produce
about 15 kilowatts of power. An arti-
cle Tuesday incorrectly reported
the measurement as energy per day.

Turkish police officers stand guard in front of the U.S. Consulate in Istanbul,
where three policemen and three gunmen were killed Wednesday.

marks of al Qaeda, such as coordi-
nated attacks by suicide bombers
that cause mass casualties.

U.S. Secretary of State Condo-
leezza Rice said she didn’t know
whether the consulate was the in-
tended target or who was responsi-
ble. “The Turkish authorities re-
acted quickly and we appreciate
that,” she said as she traveled to Th-
lisi, Georgia. “Obviously, first of all,
the United States deeply regrets the
loss of life and condolences go out
to the families of those who were
killed.”

Turkey has been vigilant against
homegrown Islamic militants since
al Qaeda-linked suicide bombers
killed 58 people in 2003 by target-
ing two synagogues, the British Con-
sulate and a British bank in Istan-
bul.

Turkey has also been cracking
down on ultranationalists who have
attacked Christians, and Kurdish
rebels, two groups it deems a threat

to the country’s security.

“Turkey is a fertile ground
which is nourishing militants from
almost every ideology—from radi-
cal Islamic ones to leftist and ultra-
nationalist ones,” said Nihat Ali
Ozcan of the Economic Policy Re-
search Institute in Ankara. “It is dif-
ficult to contain them and it is even
more difficult to prevent terrorist
attacks.”

The attack comes amid height-
ened political tensions between the
Islamic-oriented government and
military-backed secular circles,
with the ruling party facing a legal
effort to close it down. The U.S. has
expressed support for government-
led democratic reforms, but has
been careful not to take a side in the
dispute.

The U.S. ambassador praised the
quick action of the Turkish police
and stressed that the U.S. and Tur-
key would keep working together
against terrorism.
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Euro’s popularity slips
among currency reserves

BY JOELLEN PERRY

FRANKFURT—The euro’s share
of global foreign-exchange reserves
fell last year, the European Central
Bank said Wednesday in a report
that could damp speculation that
the dollar is losing its status as the
world’s dominant reserve currency.

The euro remains solidly in sec-
ond place behind the dollar in global
foreign-exchange reserves but fell
by about one percentage point to
26.5% in December 2007 from De-
cember 2006, the ECB said. One rea-
son: As the dollar’s value declined,
Asian, Latin American and oil-pro-
ducing countries that peg their cur-
rencies to the dollar, or trade largely
indollars, likely bought more green-
backs to boost the dollar value of
their reserve portfolios.

The ECB’s conclusions contrast
with recent figures from the Interna-
tional Monetary Fund, which show a
rise in the euro’s share of global for-
eign reserves by 1.5 percentage
points last year. The ECB uses the
IMF’s data but takes into account
the euro’s 12% appreciation against
the dollar last year. When recalcu-
lated for exchange-rate fluctua-
tions, the ECB says, recent IMF fig-
ures covering the first quarter of
2008 show a slight fall in the euro’s
share of global foreign reserves.
The IMF data also only cover two-
thirds of global foreign-exchange re-
serves and don’t include China,
which holds a growing portion of
the world’s reserves.

ECB policy makers Wednesday
ratcheted up their anti-inflation
rhetoric. ECB President Jean-
Claude Trichet said in testimony to
the European Parliament that he
sees the “first signs” that high oil
and food prices are spilling into
broad price rises across the euro
zone. With euro-zone inflation at
4%, its highest since official records
began in 1997, the ECB raised its key
rate by a quarter point to 4.25% on
July 3.

Mr. Trichet’s remarks nudged up
market expectations that the cen-

ECB President Jean-Claude Trichet said
he sees signs high food and oil costs are
pushing up prices across the euro zone.

tral bank might raise its key rate
again this year. ECB Governing
Council member Miguel Angel
Fernandez Ordoiiez also said the
ECB must be prepared to raise rates
further, while fellow rate-setter
Mario Draghi said global central
banks had helped boost oil prices re-
cently by keeping interest rates low.

Findings in the ECB’s report
could complicate the central bank’s
policy making. The report noted the
stock of euro bank notes held out-
side the euro zone reached as much
as 20% of the total currency in circu-
lation by the end of last year, the
bulk of the rise going to Eastern Eu-
ropean countries. Unlike most ma-
jor central banks, the ECB monitors
money-supply data as a harbinger
of medium-term inflation risks. In-
creasing amounts of euros in circula-
tion outside the currency bloc could
make money-supply figures harder
to interpret.

—Nina Koeppen and Christopher
Emsden contributed to this article.
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(-8 skirts climate goals

Rich, poor nations
agree on need to act
but can’t decide how

BY SEBASTIAN MOFFETT

RUSUTSU, Japan—Leaders of
the world’s biggest economies said
Wednesday they would fight global
warming, but couldn’t agree on
how, in a sign of the difficulty of
managing an increasingly diverse
and polarized world.

Poorer nations said they
wouldn’t sign up to greenhouse-gas-
reduction targets until richer ones
did more—while the richer coun-
tries as a group will commit to more
only when the developing world
signs up for targets.

The leaders—of the Group of
Eight rich nations plus others in-
cluding the biggest developing econ-
omies—agreed to “to combat cli-
mate change in accordance with
common but differentiated respon-
sibilities.” But the statement—on
the final day of the annual G-8 sum-
mit, which has focused on the envi-
ronment—contained no jointly
agreed-to numerical targets for re-
ducing emissions that contribute to
global warming.

On Tuesday, the G-8 had commit-
ted to share with other countries
“the goal of achieving at least 50%
reduction of global emissions by
2050.” That implied the participa-
tion of some of the world’s biggest
polluters that are outside the G-8.
But on Wednesday, of the non-G-8
countries present, only Australia, In-
donesia and South Korea embraced
the target.

The so-called Group of Five devel-
oping nations—China, India, South
Africa, Brazil and Mexico—declined
to endorse the G-8 target. On Tues-
day, they had issued a statement de-
manding that developed countries
pledge to cut emissions by 25% to
40% by 2020 and 80% to 95% by 2050.
But when leaders of both groups got
together Wednesday morning, they
didn’t discuss these figures.

“Nobody referred to this de-
mand” by the G-5, said Kazuo
Kodama, press secretary of Japan’s
foreign ministry. “The biggest
progress to date is the G-8 mem-
bers’ embracing a long-term goal.”

When the original Group of

Associated Press

Indian Prime Minister Manmohan Singh, Russian President Dmitry Medvedev,
Chinese President Hu Jintao and Brazilian President Luiz Inacio Lula da Silva at the
G-8 summit Wednesday. The leaders couldn’t agree on humerical emission targets.

Seven was formed in the mid-1970s,
the members—the U.S., Japan, Can-
ada, France, Germany, Italy, and the
U.K.—dominated the world econ-
omy. In 1997 they added Russia.

But now, China, a non-G-8 mem-
ber, is poised to overtake Germany
as the world’s third-largest econ-
omy. Chinaand Indiaemit alarge pro-
portion of the world’s greenhouse
gases, meaning their agreementises-
sential for progress on climate
change. In addition, the U.S. will
agree to shorter-term targets only if
developing nations sign on, too.

The G-5’s rival proposal was the
first time the group of developing
nations had come out with such a de-
tailed statement, and raised the
prospect of a united front to pres-
sure rich nations into taking on a
greater burden of future emissions
cuts. In particular the nations are
critical of the U.S. reluctance to com-
mit to reduce emissions in the short
and medium term.

“There are two proposals on the
table,” said Marthinus van Schalk-
wyk, South Africa’s environment
minister, referring to those of the
G-8 and the G-5. “What they [the
G-8] have presented us with is the
lowest common denomina-
tor...[and] the lowest common de-
nominator in the G-8 is the United
States.”

Unlike the U.S., the EU and Japan
have both offered significant reduc-
tions in greenhouse gases. The EU
has said it will reduce emissions by

20% from 1990 levels by 2020. Ja-
pan has goal of a14% reduction from
2005 levels by 2020, and a long-
term goal of a 60%-80% reduction
by 2050.

Despite the lack of concrete
progress, European Commission
President José Manuel Barroso said
Wednesday’s meeting had been con-
structive. “Of course we accept the
lion’s share of responsibility,” he
said in a statement, “but this is a glo-
bal challenge, which requires a glo-
bal response.”

Amid the climate discussions,
other tensions within the G-8 also
bubbled up. Russian President
Dmitry Medvedev lashed out at U.S.
plans to install a missile-defense sys-
tem in Eastern Europe, threatening
unspecified countermeasures if the
U.S. goes ahead.

His predecessor and now prime
minister, Vladimir Putin, warned
earlier this year that Moscow might
retarget missiles and take other mili-
tary steps to neutralize a U.S. sys-
tem. Moscow sees the U.S. plan as a
threat to its nuclear arsenal, while
the Bush administration insists the
defenses would be aimed at rogue
states such as Iran.

On Wednesday, Mr. Medvedev
said talks with Washington on ways
to overcome Moscow’s concerns
were “halfhearted” and had deliv-
ered no results. U.S. Secretary of
State Condoleezza Rice, in Bulgaria,
said the Russian response was “pre-
dictable, if disappointing.”

Climate-change rift deepens in U.S.

BY STEPHEN POWER

WASHINGTON—A  disclosure
Tuesday that U.S. Vice President
Dick Cheney’s office sought to alter a
federal official’s prepared testimony
about the health consequences of glo-
bal warming intensified an increas-
ingly open conflict between the Envi-
ronmental Protection Agency and
the White House over how to re-
spond to climate change.

The latest in a series of disclo-
sures about internal disputes
within the Bush administration
came as President George W. Bush
was in Japan with other leaders of
the Group of Eight nations to forge
an agreement on combating cli-
mate change.

The disclosure about Vice Presi-
dent Cheney’s role came from Ja-
son Burnett, who until last month
was the EPA’s associate deputy ad-
ministrator. Mr. Burnett is a sup-

porter of the presidential cam-
paign of Sen. Barack Obama (D.,
Ill.) and has contributed exten-
sively to the campaigns of other
Democrats—giving more than
$100,000 since 2000, ac-
cording to the Center for
Responsive Politics, a
Washington-based gov-
ernment watchdog.

In a letter dated July 6
in response to questions
from the chairwoman of
the Senate Committee on
Environment and Public
Works, Barbara Boxer (D.,
Calif.), Mr. Burnett said
Mr. Cheney’s office and
the White House Council
on Environmental Quality “were
seeking deletions” last fall to con-
gressional testimony about cli-
mate change prepared by the Cen-
ters for Disease Control and Pre-
vention. Mr. Burnett said the latter

Dick Cheney

office asked him “to work with
CDC” to remove from the testi-
mony “any discussion of the hu-
man health consequences of cli-
mate change.”

Mr. Burnett said he de-
clined to go along with the
White House request to
push for deletions to the
testimony, because the
CDC’s draft testimony was
“fundamentally accurate.”

The line eventually was
eliminated from the testi-
mony prepared last Octo-
ber for CDC Director Julie
Gerberding. Dr. Gerberding
did testify, however, that
climate change “is antici-
pated to have a broad range of im-
pacts on the health of Americans.”

Representatives for Mr. Cheney
and the White House declined to
comment Tuesday on Mr. Burnett’s
assertions.

(ermany rethinks move
to shutter nuclear plants

By MARCUS WALKER

BERLIN—RIising energy prices
and concerns about global warming
are forcing Germany to rethink its
decision to phase out nuclear
power, a policy that threatens to
make Europe’s biggest economy
more dependent on high-polluting
coal or Russian natural gas.

Conservatives in Chancellor An-
gela Merkel’s squabbling coalition
want Europe’s export powerhouse
to freeze its current phase-out of nu-
clear-power plants, echoing a re-
vival of support for nuclear energy
in many European countries.

But Ms. Merkel’s coalition part-
ners, the left-leaning Social Demo-
crats, are insisting she upholds a
pact to shut down the country’s last
nuclear power plants by 2021—a
condition for joining her cabinet.

Germany’s political left and its
strong environmentalist movement
have long been opposed to atomic en-
ergy, viewing it as an unsafe technol-
ogy with a track record of radioac-
tive leaks and accidents. Street pro-
tests against nuclear power and nu-
clear weapons in the 1970s spawned
Europe’s powerful Green Party, as
well as the popular bumper sticker:
“Atomic energy? Nein danke.”

In 2000, a government of Greens
and Social Democrats agreed to the
nuclear exit strategy with Germa-
ny’s energy utilities.

But since then, climate change
and the short supply of oil and natu-
ral gas have moved to the center of
the energy debate. Ms. Merkel found
herself isolated at the
Group of Eight leading na-
tions’ summit in Japan this
week. The U.S., UK., France
and other G-8 members are
pushing greater use of nu-
clear power as an impor-
tant way to rein in emis-
sions of carbon dioxide,
which scientists blame for
global warming.

At the summit, U.S. Pres-
ident George W. Bush’s
chief environmental ad-
viser, James Connaughton, called
support for nuclear power “a litmus
test for seriousness on climate
change.” Ms. Merkel played down
theissue, saying she didn’t think pro-
tecting the climate depended only
on nuclear power.

The irony is that Ms. Merkel has
repeatedly said she thinks Germa-
ny’s nuclear phase-out is wrong, but
that she is bound by her coalition
agreement with the Social Demo-
crats. Many in her conservative
Christian Democrat camp hope to
scrap the antinuclear policy if they
win national elections in 2009.

Bavarian conservative leader Er-
win Huber doesn’t want to wait any
longer, and this week he called on So-
cial Democrats to “say farewell to
the disastrous mistake of their col-
laboration with the Greens.”

Social Democrats say they might
agree to prolong the life of the most
modern reactors by a few years, if
conservatives agree to a constitu-
tional amendment banning the con-
struction of any new reactors. But
they are struggling to explain how
losing nuclear energy fits with Ger-
many’s self-styled role as a global
leader for cutting carbon emissions.

Germany gets around 22% of its
electricity supply from nuclear en-
ergy, compared with around half
from coal, and the rest mostly from
natural gas and renewable sources
such as wind. The country is invest-

Angela Merkel
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ing heavily in wind and solar power,
and is drawing up laws that require
higher energy efficiency in build-
ings and transport.

But many experts doubt wind
and solar power can both compen-
sate for lost nuclear energy, and
meet Germany’s ambitious carbon-
cutting goals at the same time.

“More use of coal and gas will
have to replace nuclear power,” says
Claudia Kemfert, head of energy
studies at the German Institute for
Economic Research in Berlin.

Natural gas is getting costlier
along with oil, and greater use will
make Germany even more reliant on
supplies from Russia, she says. Coal-
fired power stations emit the most
greenhouse gases—especially those
using lignite or brown coal, which
Germany has in abundance, unlike
oil, natural gas or sunshine.
Keeping nuclear plants op-
erating would win time to
build up renewable energy
and develop the technology
to capture and store carbon
emissions from burning
coal, Ms. Kemfert says.

Nuclear opponents in-
sist that isn’t necessary
and point to nuclear ener-
gy’s drawbacks, despite
signs that it is making a
comeback in many coun-
tries. An international nuclear
boom could quickly deplete the
world’s uranium supplies, and no-
body has a good solution for where
to put radioactive waste, says the So-
cial Democrats’ deputy parliamen-
tary leader, Ulrich Kelber.

A uranium leak from a power
plant in southern France on Tuesday,
which forced regional authorities to
ban drinking water, swimming, eat-
ing fish and irrigating crops, under-
scores nuclear energy’s environmen-
tal risks, Mr. Kelber says.

In Germany as in much of Europe,
the specter of arepeat of the Cherno-
byl disaster hangs over public de-
bate on nuclear power. The 1986 ex-
plosion at the Ukrainian power
plant, which spread radioactive fall-
out over large parts of Europe, accel-
erated a trend in the 1980s of coun-
tries opting out of nuclear power.

But in recent years, countries in-
cluding Sweden and the Nether-
lands have backed away from plans
to shut down all their reactors. In It-
aly, newly elected Prime Minister Sil-
vio Berlusconi said in May that he
wants to revive nuclear power gen-
eration.

In Germany, a compromise is pos-
sible, as Social Democrats appear
willing to let newer reactors run for
longer than planned in exchange for
a guaranteed shut-down later. But
next year’s election could throw the
issue wide open.
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Centrica purchases stakes

in four North Sea fields

K. UTILITY
U Centrica PLC
said it pur-

chased stakes in four
Norwegian North
Sea offshore gas and
oil fields and two un-
developed discover-
ies from Marathon
0il Corp. in a deal

valued at $416 million.

Centrica’s first acquisition of gas-producing assets
in the Norwegian North Sea aims to replenish its natu-
ral-gas reserves. Centrica will own a 24% stake in the
Heimdal field, a 47% stake in the Vale field and 20% in
the Byggve and Skirne fields. The four fields have a
net production of around 7,000 barrels of oil equiva-
lent a day. The deal includes a 20% interest in the He-

Renault, Nissan to offer
an electric car in Portugal

ENAULT SA and Nissan

Motor Co. said Portugal

will be the third country
in which the two auto makers
jointly launch an electric car.
Under an agreement reached
Wednesday between the
French car maker, its Japanese
partner and the Portuguese gov-
ernment, Nissan and Renault
will roll out a zero-emission ve-
hicle in 2011. The government
will study how to create a na-
tionwide network of charging stations for electric cars.
Portugal is the third country after Israel and Denmark to
launch Nissan and Renault’s electric car. Carlos Ghosn,
above, chief executive of both Renault and Nissan, has
said there is potential demand for about 10 million elec-

Solvay trumps Gen-Probe
with new Innogenetics bid

ELGIAN chemi-
1 B cal and pharma-
T ceutical company
== Solvay SA raised its of-
fer for Innogenetics
NV, also of Belgium, by
13% to €200.7 million
($314.2 million), knock-
ing Gen-Probe Inc. of
the U.S. out of the bid-
ding. Solvay said it was offering €6.50 a share in its sec-
ond bid to buy the biotechnology company. Medical-di-
agnostics company Gen-Probe, which last month made
a€6.10-a-share counterbid, said it won’t raise its offer.
Innogenetics said it supported Solvay’s original friendly
offer, made in April, valuing the company at €5.75 a
share, or €177.6 million. The new offer represents a 74%
premium to Innogenetics shares ahead of the first bid.

imdal East and a 50% interest in the Peik discoveries.

tric cars world-wide.

—Yoshio Takahashi

—Alessandro Torello

U.S. Web sites target sales abroad

Potential ad revenue
is seen with growth
in users world-wide

By EMILY STEEL
AND AMOL SHARMA

.S. WEB sites are waking up to
l I a sobering reality: A huge

share of their traffic now
comes from overseas, but they are
struggling to make money from it.
Now, Internet companies big and
small are scrambling their business
models to try to cash in on foreign
markets they have largely ignored.

The internationalization of on-
line traffic in the U.S. has acceler-
ated at a pace that has surprised
even some people in the Internet
business. Many U.S. sites now draw
more than half of their audiences
from international visitors but gen-
erate only about 5% of their revenue
from that traffic, according to re-
cently compiled figures by Internet
tracking firm comScore Inc. and in-
dustry analysts.

For example, Web sites pub-
lished by Condé Nast, such as GQ.
com and Style.com, derive 54% of
their traffic from overseas, while
Facebook’s international audience
accounts for 73% of its 124 million
monthly visitors.

Most of these sites started draw-
ing foreign visitors without any ef-
fort on their part. The changing de-
mographics of their users owe in
part to the rapid increase in broad-
band Internet penetration in coun-
tries such as Russia, Brazil, India
and China in recent years.

U.S. Web content is proving popu-
lar with those new Web users, just
as American TV and movies have
been in those and other countries.
Also, technology investments by
U.S. Web sites have helped them ap-
pear prominently in search results
for Web surfers worldwide.

This trend has huge financial im-
plications for big U.S. publishers.
Many sites have paid little attention
to foreign traffic because it was so
small and because, in some cases,
marketers in those countries
weren’t yet buying online ads. As a
result, international visitors to U.S.

Emerging online-ad markets

Internet advertising spending, in billions
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sites still often see ads that are com-
pletely irrelevant to them. A recent
visit to CNET.com from Australia,
for example, showed an ad for Veri-
zon Communications Inc.’s FiOS TV
service—which is available only in
select U.S. cities. U.S. marketers
know they aren’t reaching their in-
tended audience with those ads, so
they normally don’t pay Web pub-
lishers for them.

“Web sites are neglecting a mas-
sive opportunity,” comScore ana-
lyst Andrew Lipsman said.

Now, some sites are moving ag-
gressively to build their interna-
tional sales operations. Closely held
Glam Media, whose properties in-
clude fashion and celebrity gossip
site Glam.com, recently acquired
London digital marketing firm Mon-
etise Ltd., jumpstarting its strategy
to add several dozen salespeople in
countries that include Germany, Ja-
pan, India and China. Half of Glam’s
774 million visitors come from
abroad, but only 5% of its revenue is
from non-U.S. advertisers.

“We really have a global media
company, but we were running it lo-
cally,” said Samir Arora, chairman
and chief executive of Glam, which
by visitors is the largest U.S. Web
property aimed at women.

Other Web sites are outsourcing
ad sales to companies with on-the-
ground sales teams. This includes
Adconion Media Group, a London
firm that sells ads for sites such as
the Drudge Report and Sony Corp.’s
video site Crackle from 12 interna-

03 05 07 03 05 07
India China

tional offices. Meanwhile, niche
players are cropping up to focus on
individual countries, such as Komli
Media, a startup based in Pune, In-
dia, that sells ads for 250 U.S. Web
sites, including CNET Networks Inc.

But selling Internet ads to local
advertisers in overseas markets can
be atough feat. While most sites are
technologically capable of targeting
ads to visitors from different coun-
tries, online marketing is still a na-
scent phenomenon in many places.
Amar Goel, who left Microsoft
Corp.’s online ad sales group to start
Komli, said many Indian brands still
view the Internet as an after-
thought, partly because there is still
such fast growth in traditional me-
dia such as newspapers and televi-
sion.

Mr. Goel said he had tried to
pitch the chief executive officer of a
large consumer packaged-goods
company at a recent conference.
“When he heard I was with an Inter-
net marketing company, his eyes
just glazed over,” Mr. Goel said. “He
doesn’t yet believe the Internet can
significantly impact his brand.” Mr.
Goel said he has made some head-
way with companies such as Naukri.
com, India’s largest job-search site,
and MakeMyTrip, a large travel site,
as well as multinational banks and
software companies with opera-
tions in India.

Traditional U.S. media compa-
nies such as ESPN, Forbes and CNN
have a head start because they al-
ready publish and broadcast over-

seas and have sales teams in place.
But even those companies still have
to coach local marketers to spur
more online ad buying. ESPN, for in-
stance, says it has been showing
marketers in Latin America how
sports fans are using the Web, to
lure more ad dollars to its site.

While overall non-U.S. Internet
ad spending jumped to $25.1 billion
in 2007 from $4.5 billion in 2003, ac-
cording to Publicis Groupe’s Zeni-
thOptimedia, developing markets
still aren’t providing a huge share.
In India, for example, online ad
spending will only be about $111 mil-
lion this year. In comparison, U.S. on-
line ad spending is expected to
reach $19.8 billion this year, up 23%
from $16.1 billion in 2007.

“It’s taken the U.S. Internet 13
years to get to where it is now, these
other places are still in years zero
through two,” said Ross Sandler, an
Internet analyst at RBC Capital Mar-
kets.

MySpace is trying ramp up its
sales teams outside the U.S. and
hopes to eventually generate 50% of
its revenue from abroad. The com-
pany recently announced a cam-
paign by Cartier for its “Love by
Cartier” collection, in which the
French luxury jeweler is launching
MySpace profile pages targeted at
users in eight European and Asian
countries.

To court local marketers in coun-
tries like India, MySpace is offering
opportunities for “offline” sponsor-
ships of concerts or other cultural
events, with digital ad-buys tied in,
said Rita Ravindra, MySpace’s vice
president of international business
development. MySpace is a unit of
News Corp., which owns Dow Jones
& Co., publisher of The Wall Street
Journal.

Some industry executives are try-
ing to prioritize the regions of the
world where they think it will be pos-
sible to generate real revenue in the
short term. Time Warner Inc.’s AOL
unit recently expanded its ad-sell-
ing team into Europe but has yet to
establish robust sales forces in Asia,
Latin America and elsewhere.

“You definitely need to be in
those countries at some point in the
near future. The question is when,”
said Lynda Clarizio, president of
AOL’s Platform-A digital ad-selling
unit.

Police question
EADS executive
on stock trading

ASSOCIATED PRESS

PARIS—Andreas Sper], the former
chieffinancial officer of Airbus and cur-
rent head of parent company EADS’s
Dresden plant in Germany, was de-
tained by French police Wednesday as
part of an insider-trading probe, his
lawyer Christian Curtil said.

Mr. Sperl is the fourth person to
be detained in the investigation of
European Aeronautic Defence &
Space Co., and the first who still
works for the company.

French authorities have filed pre-
liminary charges against three former
EADS executives—Noel Forgeard,
former co-chief executive; Jean-Paul
Gut, a former deputy chief executive
who oversaw strategy; and Gustav
Humbert, a former Airbus president.

France has tworelated investiga-

Andreas Sperlis the
fourth person to be
detained in the
investigation.

tions, one by the Paris prosecutor
and one by regulator AMF, the Finan-
cial Markets Authority.

Investigators are looking at
sales of EADS shares before a June
2006 announcement of delays for
Airbus’s A380 superjumbo that sent
the company’s stock tumbling.

Mr. Sperl is one of 17 people sus-
pected by the AMF of possible in-
sider trading. According to the AMF,
Mr. Sperl sold 58,800 shares in No-
vember 2005 and March 2006 for a
gross gain of €816,472 ($1.2 million).

EADS spokesman Markus
Woelfle confirmed Mr. Sperlis being
questioned. “He has to be innocent
until proven otherwise,” he said.

Mr. Sperl’s lawyer, Mr. Curtil,
said: “He will respond to questions
that willbe asked of him. Heis follow-
ing the movements of all the other”
executives who have been named by
the AMF.

Two other executives—Thomas
Enders, head of Airbus, and Stefan Zol-
ler, head of EADS defense and security
division—are also being targeted.
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Carrefour to lower prices

Big retailer sets out
to regain consumers;
sales increase 6%

BY CHRISTINA PASSARIELLO

PARIS—Carrefour SA will cut
prices and reduce internal costs to
counter rising gasoline prices, weak
consumer spending in France and
an Olympics-related boycott at its
China stores in the second quarter,
Chief Executive Jose Luis Duran
said in an interview.

Second-quarter sales at the group
increased 6% to €23.7 billion ($37.10
billion) from €22.4 billion, driven by
emerging markets. But sales in
France, its largest market and big-
gest source of profits, inched up only
0.5% to €10.5 billion.

“We can’t afford to lose market
share as we have done in French hy-
permarkets in the second quarter,”
said Mr. Duran. “We can’t sustain
margin improvements without top-
line growth.”

Last month, Carrefour was sur-

prised by a sudden drop in traffic and
spending at its French hypermarkets—
sprawling supercenters selling food
and nongrocery items, Mr. Duran said.
Pinched by more expensive prices at
the pump and overall concerns about
the economy, French con-
sumers cut back 8.4% onnon-
food items at Carrefour and
also bought cheaper food.

The slowdown was so
dramatic that Carrefour,
the world’s second-largest
retailer by sales behind
Wal-Mart Stores Inc., is-
sued a profit warning two
weeks ago. Instead of ex-
panding operating margins
faster than sales this year,
Mr. Duran now hopes mar-
gins will increase at about the same
rate, 7%. For the first half, Mr. Duran
is targeting an operating-margin
rise of at least 5% when the com-
pany reports profits next month.

“We didn’t anticipate the sharp
difference in pace enough,” Mr. Du-
ran said.

Mr. Duran is fighting to win back
thelost consumers. Carrefour will in-
troduce aggressive price promotions

Jose Luis Duran

in France in the second half. To com-
pensate for what the promotions will
cost the company, Mr. Duran is also
mandating cost controls across the
board. He has put a freeze on corpo-
rate recruitment and other expendi-
tures, such as consultants
and travel, that don’t affect
sales development, Mr. Du-
ran said. “We need to reallo-
cate all of our resources to
customer habits,” he said.
Mr. Duran is also acceler-
ating store openings in
emerging markets such as

Eastern Europe, where sales
increased 19% in the second
quarter. Instead of spending

200 million on store en-
largements and remodeling in West-
ern Europe, that money will go to-
ward countries with faster growth,
he said.

Carrefour is also rethinking its
property holdings, under pressure
from new shareholders Bernard Ar-
nault and private-equity company Col-
ony Capital LLC. A new team of prop-
erty specialists is analyzing whether
some stores need to reduce their size.

MTN, Reliance extend

BY JACKIE RANGE

NEW DELHI—South Africa’s MTN
Group Ltd. and India’s Reliance Com-
munications Ltd. agreed to extend
their exclusive talks in a sign that the
companies are still trying to create
an emerging-markets telecommuni-
cations giant and overcome a legal
threat from Reliance Industries Ltd.

Reliance Communications, which
operates a large wireless network in
India, and MTN, which operates in Af-
rica and the Middle East, will con-
tinue exclusive discussions about a
possible deal until July 21, the compa-
nies said. A combination could create
atelecommunications company with
more than 100 million customers.

The pair have been in exclusive
talks since late May. But the deal
came under pressure from a feud be-
tween Anil Ambani, chairman of Reli-
ance Communications, and his older
brother Mukesh Ambani, who is
chairman of Reliance Industries. Reli-
ance Industries in mid-June sent a let-
ter to MTN claiming that Reliance In-
dustries had the right of first refusal
over Reliance Communications in

YEAR-TO-DATE SHARE PERFORMANCE

Talks continue

— MTN Group on the Johannesburg Stock
Exchange, down 0.3%

Reliance Communications on the
Bombay Stock Exchange, down 41%

Source: Thomson Reuters Datastream

the event of a change of control in the
company. Reliance Communications
denies the assertion.

Reliance Industries and Reliance
Communications were part of the Re-
liance group of companies run by the
Ambani brothers’ father. After he
died in 2002 they split the empire.
The prospect of litigation between

deal talks

Reliance Industries and Reliance
Communications put a cloud of uncer-
tainty over the discussions between
MTN and Reliance Communications.

Originally the talks were centered
on a deal that would be structured as
a takeover of Reliance Communica-
tions by MTN. But since the challenge
from Reliance Industries, Reliance
Communications has been trying to
structure a deal in which it would
take over MTN.

That creates a new set of chal-
lenges. Prior talks between MTN and
Bharti Airtel Ltd., another Indian
telecommunications company, broke
down in part because of political is-
sues created by the possible takeover
of an important South African com-
pany by a foreign operator.

Anil Ambani isn’t likely to take a
larger stake than 49% in MTN, given
the political hurdles and other fac-
tors, a person familiar with the situa-
tion said. While the exact structure
of the deal remains unclear, the per-
son said Anil Ambani is expected to
relinquish his 66% of Reliance Com-
munications, and to become a 49%
shareholder in MTN.

Renault trims forecast for annual sales

BY DAVID PEARSON

PARIS—Renault SA cut its fore-
cast for vehicle-sales growth in
2008 amid cooling demand in key
European markets, but said there is
little risk of a price war among rivals
trying to maintain market share.

The French car maker now ex-
pects full-year sales to rise between
5% and 10% from the 2.49 million ve-
hicles sold in 2007, said Patrick
Blain, head of sales and marketing.

Earlier this year, Renault pre-
dicted that full-year sales would grow
by more than 10%, thanks to strong de-
mand outside the mature European
markets and the launch of new mod-
els to freshen its product lineup.

Mr. Blaine said it looks increas-
ingly likely that the company’s target
of selling at least 3.3 million cars in
2009 won’t be hit. He said his “subjec-

tive” view is that 2008 sales growth
is likely to be in the lower half of the
company’s 5% to 10% projection, but
he also said this depends on how the
market reacts to unpredictable fac-
tors such as the price of oil, real-es-
tate values and inflation rates.

Renault, France’s second-largest
automotive company after PSA Peu-
geot-Citroén SA, said world-wide
vehicle sales rose 4.3% in the first
half of 2008 from a year earlier.
However, European sales were virtu-
ally flat as sales in some key mar-
kets, such as Spain and Italy,
plunged in May and June.

Rising fuel costs, mounting infla-
tion and signs of slowing economic
activity have eroded consumer con-
fidence, and consumers are either
putting off purchases of new cars or
opting for secondhand vehicles.

Mr. Blain said that although

there has been some “skirmishing”
among car makers on the retail-
price front, there is little danger of a
price war because auto makers are
feeling the brunt of raw-material
price increases as well as rising in-
terest rates, which are eating into
the margins of their financing arms.

“If there is a price war, I think it
will be on the upside,” Mr. Blain
said, noting that Renault recently in-
creased catalog prices by about 1.5%
to preserve profit margins. “If that
turns out not to be enough, we’ll con-
tinue raising prices” in the coming
months, he said.

Renault Chief Executive Carlos
Ghosn has committed the company
to boosting annual sales by 800,000
by 2009 from the 2.5 million re-
corded in 2005, but Mr. Blain said
that objective is looking increas-
ingly out of reach.
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The SkyHook JHL-40's ability to carry dense items into remote areas will limit
ecological damage caused by road construction.
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Boeing and SkyHook
develop airship hauler

By J. LYNN LUNSFORD

Boeing Co. has teamed with Can-
ada’s closely held SkyHook Interna-
tional Inc. to combine a blimp and
four helicopter rotors into a behe-
moth airship capable of hauling
heavy drilling, mining and timber
equipment into remote wilderness
areas.

The two companies say they
hope to have the 90-meter-long air-
ship ready for commercial service
by 2012, although the marriage of
helicopter and lighter-than-air tech-
nologies will require them to over-
come some significant hurdles that
doomed an attempt at a similar con-
traption in the mid-1980s.

The aircraft would break new
ground by achieving what is known
asneutral buoyancy, in which the he-
lium-filled blimp will provide
enough lift to bear the weight of the
aircraft, including the engines and
rotors. By doing this, all the lift gen-
erated by the rotors will be avail-
able for lifting payloads, a signifi-
cant advantage over conventional
helicopters that expend much of
their energy getting the aircraft it-
self to fly. The plan is for the ship to
carry loads as heavy as 36,000 kilo-
grams as far as 370 kilometers.

“SkyHook is what we describe in
our industry as a game-changer,” said
Dave Koopersmith, vice president of

Boeing’s Advanced Precision Engage-
ment and Mobility Systems unit.

The two companies didn’t dis-
close financial terms of their agree-
ment, although Boeing said it plans
to defray development costs as
much as possible by using existing
rotor technology from its Chinook
heavy-lift helicopter, as well as
other easily adaptable components.
Officials said they will develop two
prototypes that will be used for test-
ing and government certification in
Canada and the U.S.

Officials said the aircraft’s ability
to lift and easily transport dense or
bulky items such as drilling rigs or
other oil-field equipment will make
it possible for oil, timber and mining
companies to more quickly explore
remote areas while reducing the en-
vironmental damage caused by road
construction. The companies say
they believe there is demand for per-
haps 65 of these aircraft, mainly for
use inremote regions of North Amer-
ica. They said the aircraft has poten-
tial military-cargo uses as well, but
their first goal is to get it into the
commercial market.

The aircraft, called the SkyHook
JHL-40, was conceived by Peter
Jess, SkyHook’s chief executive, dur-
ing his 30 years of experience in pro-
viding logistics for oil exploration
and other ventures in isolated parts
of the world.

Chrysler Building stake sold

By ALEX FRANGOS

An Abu Dhabi sovereign-wealth
fund has purchased a majority stake
in the Chrysler Building, an iconic
New York City skyscraper.

The Abu Dhabi Investment Coun-
cil will take a 90% stake in the tow-
er’s ownership for $800 million, ac-
cording to people familiar with the
matter. Tishman Speyer Proper-
ties, a New York landlord, will retain
the remaining ownership piece and
will manage the property.

ADIC purchased its share mostly
from a fund managed by Prudential
Real Estate Investors, a unit of insur-
ance company Prudential Inc. The
fund included European investors,
especially Germans. ADIC also pur-
chased a piece of the tower from
Tishman Speyer, which previously
owned a quarter of the building.

Prudential spokeswoman

Theresa Miller said, “We are proud
to have been able to invest in this
U.S. icon, and just as proud to be
able to deliver exceptional returns
for our German clients.”

Tishman Speyer’s president, Rob
Speyer, didn’t return a call seeking
comment. Representatives for the
Abu Dhabi Investment Council
couldn’t be reached.

The sale, which was reported in
Wednesday’s New York Post, comes
at a tumultuous time in commercial
real estate. The credit crunch has
slowed sales of property to a crawl.
One bright spot for sellers has been
interest from foreign sources of cap-
ital, especially oil-rich countries.

Abu Dhabi’s price for 90% of the
tower would value the building at
about $890 million, or $742 a
square foot. It contains roughly 1.2
million square feet of office and re-
tail space.
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Yahoo claims Microsoft
working to destabilize it

Yang raises question
of whether company
really wants a deal

BY JEssSICA E. VASCELLARO

Yahoo Inc. Chief Executive Jerry
Yang accused Microsoft Corp. of try-
ing to destabilize the Internet com-
pany without a real desire to com-
plete a deal, and he responded
sharply to recent comments by inves-
tor Carl Icahn.

The remarks by Yahoo’s co-
founder came a day after Microsoft
said it would be interested in reopen-
ing talks to acquire some or all of Ya-
hoo if Mr. Icahn’s proxy bat-
tle to unseat the company’s
directors succeeds.

“To trust Mr. Icahn and
his board is really a bad
choice,” Mr. Yang said in an
interview.

Mr. Yang, whom
Mr. Icahn has said he would
replace if his effort suc-
ceeds, said Yahoo would
look at any deal Microsoft
proposed, and he called Mi-
crosoft’s apparent unwill-
ingness to negotiate further “baf-
fling.” Microsoft and Yahoo advis-
ers spoke last week, but there are
currently no formal conversations
between the companies, he said.

A Microsoft spokesman declined
to comment on Mr. Yang’s remarks,
and he referred to Monday’s state-
ment, which read: “We have con-
cluded that we cannot reach an
agreement with them. We confirm,
however, that after the shareholder
election, Microsoft would be inter-
ested in discussing with a new board
a major transaction with Yahoo.”

The back and forth is the latest in
months of maneuvering. Microsoft

Jerry Yang

withdrew its unsolicited bid in May
but later floated an alternate pro-
posal to acquire Yahoo’s search busi-
ness, which Yahoo rejected last
month. Mr. Yang has generally left de-
fending himself and the company’s
board to official statements, but in re-
cent weeks, he has held a series of
meetings with shareholders.

Mr. Yang must convince share-
holders that board members should
remain even if Microsoft has seem-
ingly closed the door to doing a deal
with them. Meanwhile, large inves-
tors have questioned whether he
should remain CEO.

“I think that I can bring stability
back to Yahoo, and I want to get on
with building the company,” Mr. Yang
said. “I think that the destabilizing by
Microsoft has become more
and more intentional. I am
not happy about it.”

Mr. Yang denied some
shareholders’ charge that
Yahoo did not properly ex-
amine Microsoft’s offer to
acquire Yahoo’s search
business, a deal some inves-
tors would like to see re-
vived. “The deal that we
ended up discussing was
the culmination of a long
set of discussions,” he said,
noting that Microsoft delivered the
offer with the caveat that it had very
little “gas in the tank.”

Mr. Yang’s comments come as
the clock is ticking down to Yahoo’s
Aug. 1 shareholder meeting. While
most large shareholders haven’t pub-
licly stated which side they intend to
support, many believe Mr. Icahn
strengthened the pitch for his slate
by proving he could bring Microsoft
back to the table.

Yahoo and Mr. Icahn continue to
talk, and Yahoo remains open to pro-
posals, people familiar with the mat-
ter said. Mr. Icahn couldn’t be
reached for comment.

Levi Strauss’s net falls 98%
amid weak U.S. performance

BY RAY A. SMITH

Denim company Levi Strauss &
Co. said its second-quarter net in-
come plunged 98% and net revenue
fell 8%, citing weak sales of its Dock-
ers and Levi brands amid a tough
U.S. economy.

The company reported revenue
of $936 million in the second quar-
ter ended May 25, compared with
$1.01billion in the year-earlier quar-
ter. The weak sales in the U.S. were
partly offset by revenue increases in
Europe and the Asia-Pacific region,
but revenue from those regions
were down slightly on a constant-
currency basis. Net income fell to
$1 million from $46 million.

The San Francisco company
blamed the declines on the impact
of the difficult U.S. economic envi-
ronment, which translated into
lower sales at its U.S. Levi jeans and
Dockers’ businesses. It also cited
the Chapter 11 bankruptcy filing by
Goody’s Family Clothing, a key cus-
tomer, and expenses and shipping
delays related to transitioning its
U.S. business to a new software sys-
tem designed to boost efficiency. In
a conference call, officials said the
company had some problems with
implementing the software, which

caused the company to temporarily
stop shipping orders to retail cus-
tomers for a week. Some retailers
canceled orders, officials said.

In the call, Chief Executive John
Anderson said the company ex-
pected the U.S. economy would be
tough in the second quarter and
“that has certainly proven to be the
case so far.” Mr. Anderson said Levi
expects the rest of the year to be chal-
lenging “given the slowing macroeco-
nomic indicators we are seeing glo-
bally” and the continued investment
in the planning software system.

Aftersalespeakedat$7.1billionin
1996, Levi experienced an eight-year
sales slide. The company, which is
closely held but whose debt is pub-
licly traded, missed the boat on the
premium-denim trend and failed to
respond quickly to changing con-
sumer tastes. Mr. Anderson, who
took over the job in late 2006, has
vowed to make Levi more competi-
tive and responsive to fashion
trends.

Prices of Levi’s bonds that come
due in 2015 fell 4.3 cents to 95.75
cents onthe dollar. The bonds, which
have “junk” credit ratings, have
fallen 5.5 cents in the past week, ac-
cording to data from bond-trading
platform MarketAxess.

Activision Inc.
Shareholders clear merger

with Vivendi game business

Activision Inc. shareholders ap-
proved the videogame maker’s
planned merger with Vivendi SA’s
game business, a deal that will cre-
ate a much stronger rival to indus-
try leader Electronic Arts Inc. The
new entity, Activision Blizzard, com-
bines the game publisher, whose ti-
tles include “Guitar Hero,” with Viv-
endi’s Blizzard Entertainment Inc.,
creator of “World of Warcraft,” a
popular online, multiple player sub-
scription service. In addition to re-
ceiving shares, Vivendi is buying a
$1.7 billion stake in the new com-
pany, giving it an overall stake of
54% of shares outstanding. Activi-
sion Blizzard’s shares will trade on
the Nasdaq Stock Market under Ac-
tivision’s current symbol, ATVI.

Citigroup Inc.

Citigroup Inc. hired Phil Kemke
to head investor sales for commodi-
ties in the Asian-Pacific region.
The new position was created as in-
vestment banks around the region
are increasing their exposure to
the booming resources trade. Mr.
Kemke will start in mid-August
and be based in Singapore, Citi-
group said Wednesday. He had
been head of investor sales for com-
modities at J.P. Morgan Chase &
Co. In the past three years, Citi-
group has expanded its commodi-
ties team in the region to close to
20, from three, Citigroup spokes-
man James Griffiths said. Citi-
group’s Asia-Pacific commodities
team, which three years ago traded
oil and base metals, now also
trades oil products, precious met-
als, coal, freight, emissions and
soft commodities.

Deutsche Lufthansa AG

German flagship airline Deut-
sche Lufthansa AG made a new
wage offer to cabin and ground staff
represented by German labor union
ver.di. Lufthansa is offering to in-
crease wages for ver.di members by
4.6% as a first step and an additional
2.1% as of July 1, 2009, still short of
the union’s demand of a 9.8% raise.
Lufthansa also offered ground and
cabin-staff members represented
by ver.di a one-time payment of 1%
of their annual wages. In a separate
statement, Lufthansa said the num-
ber of passengers aboard its flights
from January to June rose 5.4% from
a year earlier. The company said
28.4 million passengers flew with
the airline in the first six months of
the year, while its seat load fac-
tor—ameasure of how full airplanes
are—fell by 0.3 percentage point to
78%. The company increased the
number of overall flights by 23% to
413,218. —Roundup

Samsung Electronics Co.

U.S. International Trade Commis-
sion staff plan to urge the agency to
rule that Samsung Electronics Co.
hasn’t violated fair-trade practices
in a dispute with InterDigital Inc. on
3G handset patents. InterDigital, a
wireless-technology developer,
stressed that the staff’s recommen-
dation isn’t binding on the adminis-
trative law judge assigned to the in-
vestigation. Weeklong evidentiary
hearings began in the case Tuesday.
The commission is expected to ren-
der a final decision in March. Inter-
Digital wants Samsung to be barred
from importing certain handsets
and other components. InterDigital
alleges Samsung has infringed on
five of its patents.

London Stock Exchange Group

Alliance & Leicester PLC

London Stock Exchange Group
PLC reported an 8% rise in fiscal-
first-quarter revenue, showing resil-
ience amid continuing market tur-
moil, but it warned that conditions
remain uncertain. Revenue in the
three months ended June 30 in-
creased to £178 million ($350.5 mil-
lion) from £164 million a year earlier,
said the group that owns the London
Stock Exchange and Borsa Italiana.
LSE shares rose 10% to 740 pence
each in London trading Wednesday.
The stock-exchange operator said it
was well positioned as the issuer
market remains active for both ini-
tial public offerings and further is-
sues and demand for real-time data
isresilient. Cash-equities and deriva-
tives-trading volumes in London
have also continued to grow, the com-
pany said. LSE is facing competition
from alternative trading platforms.

General Motors Corp.

General Motors Corp.’s European
division said first-half sales were up
2.8% from a year earlier at 1.16 mil-
lion vehicles, thanks to strong sales
of the Chevrolet brand, and the auto
maker said its market share was
steady at 9.5%. In June, GM Europe’s
saleswere down5.5% fromayear ear-
lier at 202,869 vehicles. Neverthe-
less, Brent Dewar, GM Europe’s vice
president for sales, marketing and af-
tersales, said he expects GM’s market
share to remain stable in 2008. He
also said the company is on track to
sell 300,000 vehicles in Russia this
year; sales there cameinat181,138 ve-
hiclesinthefirst sixmonths. Still, Mr.
Dewar said the global auto industry
faces serious headwinds from such
factors as skyrocketing raw-material
prices and sluggish demand in major
markets like the U.S. and Japan.

Boeing Co.

Boeing Co., in its annual market
outlook, pared its forecast for air-
plane demand over the next 20
years, and said carriers will be fo-
cused on replacing less efficient air-
craft amid record oil prices. The
company forecast demand for
24,900 new passenger and freight
planes, compared with its predic-
tion a year ago for 28,600 aircraft.
Overall, Boeing trimmed its fleet
size at the end of the period to
35,800 from last year’s forecast of
36,400 because of infrastructure
limitations, tighter environmental
controls and rising fuel prices. Boe-
ing says it expects Asia will remain
one of the fastest-growing regions
in the world. Boeing expects the
market for commercial airplanes to
be worth $3.2 trillion during the
next 20 years.

Liberty Media Corp.

Liberty Media Corp. Chairman
John C. Malone has bought about
$95 million of his own company’s
stock over the past weekunder apre-
arranged plan. Mr. Malone’s overall
voting interest in the com-
pany—33%as ofthe date of thelatest
proxy statement, in April—hasn’t
significantly changed, however. He
gets most of his votes from his hold-
ings of super-voting shares. But the
bulk of the purchases were series A
single-voting shares linked to the
company’s Liberty Capital tracking
stock. The purchases increase Mr.
Malone’s holding of series A stock to
5.9% from 0.5%. His holding of series
B stock rose to 89.1% from 87.4%.
Courtnee Ulrich, a spokeswoman for
the Englewood, Colo., e-commerce,
media and communications con-
glomerate, declined to say how
much stock Mr. Malone plans to buy.

U.K. midsize lender Alliance &
Leicester PLC appointed Alan
Gillespie as chairman. He succeeds
Roy Brown, who had been acting
chairman since the death of Derek
Higgs in April. Mr. Gillespie is cur-
rently a chairman at Ulster Bank
Group, a subsidiary of Royal Bank of
Scotland PLC. A&L said Mr.
Gillespie will become chairman
starting on Sept. 8, subject to regula-
tory approval. Mr. Brown will return
to his previous position as deputy
chairman and senior independent di-
rector. In London, A&L shares ended
up 18 pence, or 8.4%, to 232.75
pence ($4.58). The bank’s stock is
down more than 60% since the be-
ginning of the year.

Fortis NV

Fortis NV said it sold hedge fund
International Asset Management
Ltd. to the fund’s managers. The
management buyout follows the
April merger between Fortis Invest-
ments and ABN Amro Asset Manage-
ment, which had bought IAM in
2006. Belgian-Dutch Fortis was one
of three European banks that joined
in a $110 billion buyout of rival ABN
Amro Holding NV last year, the in-
dustry’s largest-ever takeover. For-
tis said the IAM buyout wouldn’t af-
fect its per-share earnings and that
the sale will result in “some sol-
vency relief” for the company. A For-
tis spokesman in the Netherlands de-
clined to say how much the sale was
valued at. —Associated Press

LG Display Co.

South Korea’s LG Display Co.
said its second-quarter net profit
more than tripled from a year ear-
lier thanks to a rise in demand for
liquid crystal displays from televi-
sion and computer manufacturers.
The world’s second-largest LCD
maker by sales after Samsung Elec-
tronics Co. reported a net profit of
759 billion won ($740 million) for
the three months ended June 30, up
sharply from 228 billion won a year
earlier. Second-quarter sales in-
creased 26% to 4.21 trillion won. Op-
erating profit soared to a quarterly
record of 889 billion won, from 150
billion won. LG Display reports its
earnings on a consolidated basis,
which includes the performance of
its overseas units.

Wolverine World Wide Inc.

Wolverine World Wide Inc. re-
ported a 8.4% increase in second-
quarter net income on sales and mar-
gin gains. The U.S.-based shoe maker
of Hush Puppies and Sebagos shoes re-
corded net income of $16.8 million, or
33 cents a share, up from $15.5 mil-
lion, or 28 cents a share, in the previ-
ous year. Revenue rose 6.8% to $267.4
million. Both figures hit records for
the 24th-straight quarter. “Our
strong financial results were broad-
based—all four of our branded operat-
ing groups contributed to the reve-
nue increase,” said Chief Executive
Blake Krueger. Wolverine benefited
from a weak dollar in its overseas mar-
kets, but saw shipping costs and pro-
duction expenses cut into earnings.

—Compiled from staff
and wire service reports.
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ONOTHER FRONTS

Dispatch / By Jemnifer Saranow

N THOSE rare occasions

her husband, Brad, folds

the laundry, Joanne

Ross-MacLeod can’t

keep herself from refold-
ing it. She recently undid a pair of
leggings he had bunched up into a
small square. She folded one leg
onto the other, brought the bottom
up past the knees, then the knees
up to the waist, in the manner she
had learned 20 years ago folding
jeans at the Gap.

The 39-year-old fabric-product
developer didn’t tell her husband.
But he’s used to it. Folding is a sub-
ject on which the Kenosha, Wisc.,
couple agree to disagree. “I need
therapy,” Mrs. Ross-MacLeod says.

Sheisn’t the only one. The ranks
of obsessive folders have swelled
in recent years as a generation of
Americans have done stints as
clothing-store clerks. According to
the U.S. Bureau of Labor Statistics,
annual nonsupervisory employ-
ment in clothing and clothing-ac-
cessory stores grew to nearly 1.3
million workers in 2007, up nearly
20% from 1990. Gap Inc. says it has
trained “hundreds of thousands”
of Gap store employees in the art of
folding since the late 1980s.

Along the way, legions of retail
grads have spent countless hours
neatly folding T-shirts and jeans
and stacking them on tables and
shelves. Now, their peculiar idea of
perfection is straining marriages
and leading to bizarre behavior
ranging from buying clothes based
on an item’s foldability to straight-
ening up sloppy displays while
shopping.

Thirty-six-year-old Sadaf Tri-
marchi stopped doing laundry for
her husband two years ago, she
says, after he complained that she
had folded his undershirts so
tightly and stacked them so neatly
in his drawer that he couldn’t tell
which were V-necks and which
were crew necks.

“He had no idea what he was
talking about,” says Mrs. Trimar-
chi, of Leonia, N.J.,, who learned
the basics of her folding technique
at Gap during the 1989 holiday sea-
son. Her husband, Jeff Trimarchi,
34, says she caught him refolding
and he explained his frustration as
nicely as possible. “I imagine she
took offense,” he says.

Like military veterans who just
naturally fold sheets with hospital
corners when they make beds, to-
day’s retail refugees say they can’t
help themselves. “It’s been pro-
grammed into me,” says Marcos
Chin, a 33-year-old free-lance illus-
trator in New York, who folds his
jeans the same way he did in the
1990s when he gave folding semi-
nars for clerks at Gap.

Phil Walmsley, 24, of Vancou-
ver, still uses the plastic folding
board he stealthily slipped into his
backpack on his last day of work at
Club Monaco five years ago. “I like
the idea of having a perfectly
folded closet,” says the graphic de-
signer. “It’s kind of like my own lit-
tle retail store.”

Michael Jenike, chairman of the
scientific advisory board for the
Obsessive Compulsive Foundation
in Boston, says he has treated peo-
ple who have folding compulsions

Neat freaks can’t shake folding habit
they picked up as store clerks

but doesn’t recall whether any of
them had ever worked at clothing
stores. He says compulsive folding
becomes a symptom of obsessive
compulsive disorder only if some-
one is spending excessive amounts
of time doing it, doesn’t want to do
it but feels compelled to and the be-
havior is causing distress. Other-
wise, it’s just a harmless habit.

The folding craze at Gap began
in the 1980s when Millard
Drexler, who as a boy had
sorted towels at his un-
cle’s towel-delivery ser-
vice, took the helm as pres-
ident of the Gap Stores di-
vision. At the time, most
store clerks hung clothes
on racks because hanging
merchandise was far eas-
ier to maintain. But Mr.
Drexler and his team put
tables in Gap stores and
had employees decorate
them with piles of folded
shirts and sweaters. The
goal was to better emphasize cer-
tain items and color choices and
make it easier for customers to
sort through clothes. Shoppers
found the displays inviting—but
displays needed constant atten-
tion from clerks.

Other chains trying to mimic
Gap’s success soon adopted the
look, and clerks everywhere were
spending hours folding. “Over the
past 10 or more years, the trend
has definitely been to more fold-
ing,” says RoxAnna Sway, editor-in-
chief of DDI magazine, which fo-
cuses on retail design and display.

Romey Louangvilay stopped

Joanne
Ross-MacLeod

working at Abercrombie & Fitch
three years ago but it was only last
October that he was finally able to
go shopping without automati-
cally spending 10 or 15 minutes re-
folding messy T-shirt piles in
stores. The 22-year-old assistant
account executive for a public-rela-
tions firm in New York forced him-
self to kick the habit after growing
tired of having to awkwardly ex-
plain himself to other customers
asking him for help. “I still kind of
have the urge to do it,” he says.

Mr. Louangvilay’s friends no-
tice his folding tendencies, too,
and sometimes jokingly mess up
his neat, color-coded piles. “Every-
one makes fun of Romey for his
folding habits because it’s so
weird,” says Mandella Dwayne
Lambert, a 23-year-old mutual-
fund accountant in Brooklyn, N.Y.
“Everything in his draw-
ers looks like a store lay-
out.”

Over the past decade,
former retail workers
have invented a slew of
folding-aid products with
names like FlipFold and
Mobilefold, many of
which are bought by
former clothing clerks.
Jeff LaPace, president of
Customer Minded Associ-
ates Inc., maker of the
nearly $300 Mobilefold, a
portable folding table
meant primarily for retailers, says
the company has received so many
orders from people who used to
work at stores like Gap that it’s
rolling out a less-expensive con-
sumer version later this year.

Some clothing-store alums are
letting folding dictate their cloth-
ing choices as well. Tychelle Mc
Laurin, 35, hasn’t bought a sweater
or a shirt with wide bell- or cape-
like sleeves since she worked at J.
Crew in 2004. That’s because the
compliance officer in Jersey City,
N.J., can’t easily and neatly fold the
sleeves using a “trifold” she per-
fected after working at J. Crew. “I

don’t think those styles look attrac-
tive folded,” she says. “They are dif-
ficult to fold—Ilike folding a bat-
man cape.”

For traveling, Lauren Smith,
24, avoids duffel bags and sticks
with hard, rectangular suitcases.
They better hold and maintain the
uniform, rectangular piles Ms.
Smith stacks her clothes into
when packing, using the folding
technique she learned working at
Gap when she was in high school.
The packed clothes “look like they
would be sitting on display,” says
Ms. Smith, an interior-design
saleswoman in Atlanta. She says
her packing technique keeps
clothes wrinkle-free.

It isn’t clear whether the next
generation of retailers will pro-
duce so many compulsive folders.

Today, more stores, including
Gap, are receiving their merchan-
dise already folded. Other chains
like lululemon athletica and Hollis-
ter Co. are encouraging employees
to make merchandise look messy
or wrinkled. Within the past year,
mainstream retailers, including Ba-
nana Republic’s new Monogram
concept store and even Gap itself,
have begun hanging more mer-
chandise, whether to emulate a
sparsely merchandised high-end
boutique in the case of the former
or to emphasize unique styles and
details in the case of the latter.

“In women’s, we are hanging
more because there is more fash-
ion there and more detail that gets
enhanced with hanging,” says Fe-
licity McGahan, vice president of
store visuals and experience at the
Gap brand. Finding the balance be-
tween hanging and folding, she
says, “is something that we’ve ac-
tually put a lot of time into in the
last 12 months.”

Online today
Alicia Peat, a store manager
at Gap, demonstrates the proper
way to fold jeans, at
WSJ.com/Video

Commodity boom sends thatch prices through the roof

By LisA KALLAL

LONDON—Surveyor Martin
Wilde is running five months be-
hind schedule in restoring an 18th-
century thatched cottage in south-
west England. The cause? A short-
age of wheat straw.

Mr. Wilde has spent three
months unsuccessfully searching
for six to seven tons of straw of
matching color and quality to re-
place aroof destroyed by fire just be-
fore Christmas 2006. Prices of other
building materials have also risen,
but the lack of straw has been Mr.
Wilde’s biggest headache.

“It has been an absolute night-
mare,” he said. “No one realized
straw would be a problem.”

Blame soaring food prices. Farm-
ers are planting more wheat for grain—
with stems too short for roofing—
and less for straw. Only 25 tons of the
long-stemmed, thatch-appropriate
Maris Widgeon seed was sold for the
2008 harvest, less than half the 67
tons planted for the 2007 crop, ac-
cording to the U.K. Home Grown Cere-
als Authority. On top of that, Eng-
land’s wettest summer on record last
year left about 30% of the straw crop
destroyed.

As a result, prices of thatching-
quality straw have soared in the
past year from £600 (about $1,200)
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aton to £1,500 a ton, estimates Tim
New, director of Thatched Owners
Group, in Lincolnshire in east-cen-
tral England. His group represents
about 37,000 of the estimated
46,000 thatched properties in the
UK.

Most thatched cottages are con-
sidered historic treasures. The ma-
jority of U.K. farmers and homeown-
ers stopped using straw more than a

The 350-year-old home of Peter and Gillian Blomley, above. Thatching apprentice
Josh Metcalfe, inset, weaving thatch on a home in southwest England.

century ago, and builders replaced
thatched roofs with fire-safe slate
brought in by rail. Most local
governments require home-
owners to preserve thatched
cottages and use the same
. roofing for replacements.
. = That guaranteed a market
_._.,,.i for thatchers and straw
‘s growers.
I 3 But many now worry
that they can’t meet the de-
mand.
The backlog of orders is
growing as projects are put

= on hold. “The coming harvest

will not fulfill the needs,” Mr.
New says.

The shortage has been hardest
on those replacing roofs destroyed
by fire. Other clients try to patch
weak areas to save money and buy
time. Some homeowners are post-
poning roofing plans in hopes that
prices will fall.

Mick Dray, a master thatcher in
Devon in southwest England, re-
cently offered five customers a
choice of paying more for rethatch-
ing because of the rising cost of
straw or putting off the work. Only
one chose to go ahead.

Thatching projects are often con-
tracted six to 12 months in advance,
and such a large jump in straw
prices has many thatchers saying
they can’t swallow the increased

cost and still make a profit.

Simon Wiley, a master thatcher
based in Somerset County in south-
west England, says this is the first
time in his 22-year career that he
has been forced to renegotiate a con-
tract because of rising costs.

“I have an awkward letter to
write,” he says.

Mr. Wilde, who also works in
Somerset County, has received spe-
cial permission from his local gov-
ernment to thatch with water reed.
He only succeeded after discovering
ithad been used on the house before
and pointing out that the material
grows locally.

But despite the headaches for
both thatchers and homeowners,
many remain adamant about con-
tinuing.

In the village of Clavering, Hert-
fordshire, about 40 kilometers
north of London, Peter and Gillian
Blomley say that restoring the
thatch on their 350-year-old home
is a part of preserving English tradi-
tions and worth the headaches.
Still, had their thatcher not ac-
quired a last bit of wheat grass left
from the 2006 harvest, they say, the
task might have been too expensive.

Josh Metcalfe, who recently un-
derwent an intensive apprentice-
ship of about three years, said he is
proud to be part of the next genera-
tion of thatchers. “I'm very thankful
for this opportunity,” he said.
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Democrats discuss
second stimulus package

ENATE Majority
S Leader Harry

Reid said Tues-
day he spoke to the
Democratic leadership
in the House of Repre-
sentatives about a sec-
) ond economic-stimu-
n« 1 LF lus package.

But he said it
would be difficult to get another major spending
bill through Congress in the current work period,
which expires Aug. 8. Congress passed a war-fund-
ing bill last week that included a temporary exten-
sion of unemployment-insurance benefits. Earlier
in the year, lawmakers agreed on a first round of
economic-stimulus spending, which came in the
form of checks sent directly to most Americans
who filed federal income-tax returns. —Corey Boles

Parliament sets new rules
on disclosing flight costs

HE EUROPEAN
! I Parliament ap-

proved a bill to
prevent airlines from
posting advertisements
for low-cost flights that
hide the true price by
excluding additional
charges such as taxes
and booking fees.

The bill passed without a vote because none of the
785 members of the assembly raised objections. A Euro-
pean Union report in May said a third of people who
shop for flights online are being cheated by misleading
ads and price schemes. Under the new rules, airlines
will have to clearly show the total price customers will
have to pay at the start of the booking process. About
700 million travelers fly on EU airlines each year, the
EU says. —Associated Press

Nations are told to return
misspent farm subsidies

HE EUROPEAN
T Union is claiming

nearly €500 mil-
lion ($783 million)
from its member states
in illegally spent farm
subsidies.
“ The bloc says Italy

. must return €145.2 mil-

lion, Greece should
give back €127.7 million and the U.K. must return
€69.4 million. It says nine countries have misspent
funds, for instance, by offering subsidies in areas that
aren’t eligible or by instituting inadequate payment
controls.

The European Commission, the EU’s executive arm,
made the decision to reclaim a total of €410.3 million
from the nine countries. EU auditors have criticized
irregularities in EU aid spending. —Associated Press

Food costs worsen hunger

U.S. analysts expect
problem to intensify
over next decade

By ScoTT KILMAN

creased the number of hun-

gry people in the world by
122 million in 2007 and now threat-
ens to swell the malnourished popu-
lation for a decade, the U.S. Depart-
ment of Agriculture said.

According to the department’s
annual Food Security Assessment,
982 million people were hungry
last year, up 14% from a revised esti-
mate of 860 million in 2006. The
number of new hungry people—the
biggest increase since the depart-
ment started producing the report
16 years ago—is roughly the popula-
tion of Japan.

A year ago, USDA economists
predicted food insecurity would
shrink as a problem in every region
except sub-Saharan Africa.

In the new assessment of 70 de-
veloping countries, USDA econo-
mists project that the number of
malnourished will climb to 1.2 bil-
lion people by 2017. A year ago, the
economists saw that number fall-
ing to about 800 million over a de-
cade.

“The food-security indicators es-
timated for the study countries
paint a bleak picture of not only the
current situation, but also the in-
tensifying of the problem over the
next decade,” the report concludes.

Not only is hunger becoming an
even bigger problem in sub-Sa-
haran Africa—already home to
nearly half of the world’s malnour-
ished—but the report warns for the
first time that the hunger fight is
running out of steam in Asia, where
the 1960s Green Revolution put
seeds for high-yield wheat and rice
into the hands of millions of farm-
ers.

The leaders of rich nations are
watching the worsening hunger sit-
uation, which is sharpening the de-
bate over the West’s push to turn
crops into fuel as well as stirring po-
litical instability across the devel-
oping world. Food riots have bro-

T HE SOARING COST of food in-

Associated Press

In an assessment of developing countries, U.S. Agriculture Department economists

project the number of malnourished people to climb to 1.2 billion people by 2017.

ken out in several poor countries.

The USDA report signals that
the West’s food-aid programs will
come under increasing strain. The
cost of supplying staples such as
corn and wheat is rising, even as de-
mand for aid explodes.

In recent years, rich nations do-
nated an average of 7.4 million met-
ric tons of food aid annually. That is
equal to about one-fifth of the food
gap—the amount of food needed to
raise diets in all income groups to
2,100 calories a day—according to
the USDA’s calculations. According
to the report, the food gap will total
54.8 million metric tons by 2017.

Food prices are climbing around
the world because farmers can’t

The number of new
hungry people is
roughly the
population of Japan.

keep up with demand for grain. The
biofuels boom in the U.S. and the
new Asian middle class’s appetite
for grain-fed meat have combined
to drain world grain stockpiles.
Since January 2007, the USDA’s in-
dex of all crop prices has climbed
44%.

The world’s poor, many of whom

are subsistence farmers or landless
laborers, typically spend at least
half of their income on food, which
tends to consist of the crops that
are climbing the most in price:
corn, wheat, soybeans and rice. By
comparison, the average U.S. house-
holds spends only about 10% of dis-
posable income on food.

The Agriculture Department is
one of the few agencies that tries to
regularly count the world’s hungry.
It is a controversial endeavor be-
cause scientists argue over how
much food people need to survive,
which varies by age and labor de-
mands. Indeed, the newest report
by the USDA shies away from using
the term hungry in favor of the
phrase “food insecure” even
though it is the same group cov-
ered in earlier reports: people con-
suming fewer than 2,100 calories
daily.

Attempts to refine the hunger
definition has ensnared a similar
survey by the United Nations’ Food
and Agriculture Organization.
Even though the Rome agency is try-
ing to rally attention to the global
food crisis, complications have pre-
vented its statisticians from clearly
describing the scope of the prob-
lem. The agency didn’t release a sur-
vey of food insecurity in 2007, and
data slated for release in October
will focus on the 2003 to 2005 pe-
riod—before the current crop-
price boom.

U.S. to hold new contest
to replace tanker planes

By AuGusT COLE

U.S. Defense Secretary Robert
Gates said Wednesday that the Pen-
tagon will hold a new, fast-track com-
petition to replace the Air Force’s
fleet of aging aerial-refueling tank-
ers, overturning a previous competi-
tion won by Northrop Grumman
Corp. that had been declared unfair
by a government watchdog agency.

The winner will be chosen by the
end of the year, Mr. Gates said.

In June, the Government Account-
ability Office issued a report that
found multiple faults with the Air
Force’s decision to award the $40 bil-
lion contract to Northrop over a com-
peting proposal from Boeing Co.
Northrop’s bid was also con-
troversial because it part-
nered with a foreign com-
pany, European Aeronautic
Defence & Space Co., to sup-
ply Airbus jets modified for
military duty. The GAO’s re-
port said the Air Force’s deci-
sion to go with Northrop
was “undermined by a num-
ber of prejudicial errors,”
suggesting that a new com-
petition would be necessary.

Mr. Gates said he “con-
cluded that the contract
cannot be awarded at present be-
cause of significant issues pointed
out by the Government Accountabil-
ity Office.”

The involvement of the defense
secretary in a weapons-buying deci-
sion speaks to the importance of the
contract, and to how far astray the
process is seen to have gone.

In the new bidding process, the
Air Force—which was roundly criti-
cized for its handling of the contract—
won’t have the primary responsibil-
ity of vetting the bids. Instead, De-
fense Undersecretary John Young,
the Pentagon’s top weapons buyer,
will be tasked with addressing the
eight problems that the GAO found
in the Air Force’s management of
the previous contract, though he
played a key role in overseeing it.
An important committee reviewing
the bids is also being replaced.

The Air Force, however, will
carry out the contract once it is

Robert Gates

awarded.

Depending on how smoothly the
next few months go, the program
could suffer only minimal delays.
The Air Force had hoped to put 179
new planes into service, with the
first deliveries in 2011. It made this
its top weapons-buying program be-
cause the current tanker fleet has
an average age of almost 50 years.

Northrop and Boeing will be able
to submit entirely new bids. But Mr.
Young indicated he wanted the pro-
cess to move along quickly, and
didn’t plan sweeping changes to the
Air Force’s criteria for the project. “I
think we would like to err on the side
of doing the minimum amount,” said
Mr. Young. Splitting the contract be-
tween the two doesn’t
make sense as it is too ex-
pensive and complicated,
he said.

Northrop applauded the
Pentagon for setting an ex-
pedited time table for the
new contract. It said: “The
United States Air Force has
already picked the best
tanker, and we are confi-
dent that it will do so
again.” Boeing couldn’t im-
mediately be reached for
comment.

The Defense Department’s an-
nouncement is the latest turn in one
of the defense industry’s most-con-
tentious contracting sagas. When
the Air Force, on Feb. 29, picked
Northrop and its partner, EADS, it
caught many lawmakers, as well as
much of the defense industry, off
guard. Boeing, shocked by the de-
feat, soon after filed a protest with
the GAO, which found numerous
flaws in how the Air Force awarded
the work.

Before moving forward with a
new bid, Mr. Gates secured the sup-
port of powerful lawmakers, includ-
ing Rep. John Murtha, chairman of
the House defense appropriations
subcommittee

Sen. Richard Shelby also ap-
plauded the decision to hold a new
bid. “This is the best of all options,”
said Sen. Shelby, a supporter of
Northrop’s plans. The airplanes,
manufactured by Europe’s Airbus,
would be assembled and converted
to tankers in Alabama.
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Obama’s trade stance may rile some U.

Nafta views weigh
on candidate’s plan
to repair U.S. ties

By AMy CHOZICK

Barack Obama plans to visit Eu-
rope and the Mideast this month to
promote his pledge to restore rela-
tions frayed by the Bush Administra-
tion. But the presumptive Demo-
cratic presidential nominee could
undercut that promise with his
tough stance on trade.

Sen. Obama’s itinerary carries a
different message than that seen in
two recent overseas trips by Repub-
lican candidate John McCain. In Eu-
rope, Sen. Obama is going to Ger-
many, France and the UK., coun-
tries that tangled with the Bush ad-
ministration over concerns such as
Iraq and environmental treaties.

Sen. McCain’s recent travels
have taken him to allies Canada,
Mexico and Colombia, where the Re-
publican vowed to extend free-trade
policies embraced by President
Bush. Sen. Obama has said he would
renegotiate the North American
Free Trade Agreement with the two
U.S. neighbors, and has opposed a
new pact with Colombia.

Sen. Obama’s Nafta criticisms in
particular are raising hackles in the
hemisphere. He has called for en-
forceable labor and environmental
standards that weren’t in the origi-
nal pact in part because the creators
feared such regulations could in-
fringe on national sovereignty.

“What he is proposing would be
far too intrusive on the sovereignty

of the laws of a country,” says Greg
Somers, an international-trade law-
yer based in Ottawa. “That’s not the
job of a trade deal.”

Shortly after Sen. Obama first an-
nounced his candidacy more than a
year ago, he delivered a speech to
the Chicago Council on Global Af-
fairs about “America’s reputation in
the world.” There he called for “a
new spirit—not of bluster and bom-
bast, but of quiet confidence and so-
ber intelligence, a spirit of care and
renewed competence.”

The approach has helped Sen.
Obama amass a following in Ger-
many, France and the UK., where
residents can be seen wearing
T-shirts emblazoned with Sen.
Obama’s “Change We Can Believe
In” slogan. In a Pew Research Center
poll last month, 74% of Britons said
they would have confidence in an
Obama presidency, compared with
44% for Sen. McCain. In France, 85%
of respondents said they favor Sen.
Obama over Sen. McCain.

European opinion of the U.S. in
general has declined since Presi-
dent Bush became president. In
2000, 83% of respondents in the
U.K. said they had a favorable opin-
ion of the U.S., compared with 56%
in 2006. In France, favorable opin-
ions of the U.S. dropped from 62% to
39% over the same period.

But the Democrat has also spent
months bashing Nafta and other
trade deals, particularly on cam-
paign stops in the economically
hurting Midwest. “I think we should
use the hammer of a potential opt-
out as leverage to ensure that we ac-
tually get labor and environmental
standards enforced,” Sen. Obama

Global positioning

Barack Obama’s tough talk on trade agreements
like Nafta has opened him up to criticism. But he

Impact of free-trade
agreements on the U.S.

could fare well with voters, as a recent poll Bad Good
shows Americans have a negative attitude thing thing
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Top U.S. trading partners Don't
Pct. of know
Country U.S. trade 2007 total tra_de, in billiqns
Canada 18.0% : : .
China 124 I
Mexico 111 I
Japan 6.7 I :
Germany 4.6 _ : :
Uk 34 - R T
South Korea 2.6 N . .
France 22 | : : : : :
0 100 200 300 400 500 $600

Sources: Commerce Department (trade figures); Pew Research Center telephone poll of 1,502
adults conducted April 23-27; margin of error: +/-3.0 percentage points

said of Nafta in the midst of a heated
battle for Ohio against Sen. Hillary
Clinton.

He has since softened talk of
abandoning the deal, but made clear
he would try to change it. “I have
said very clearly and I will repeat
again that Nafta lacked the environ-
mental and labor provisions that
were enforceable that would ensure
not only free but fair trade,” Sen.
Obama told reporters in Zanesville,
Ohio, last week.

Sen. McCain and his supporters
say Sen. Obama’s approach to trade
is at odds with his promise of a more
diplomatic foreign-policy agenda.

During arecent press conference
in Boston, Sen. McCain called Sen.
Obama’s Nafta stance potentially
damaging to the country’s standing

with allies. “You know what that
message sends? That no agreement
is sacred if someone declares that as
president of the United States they
would unilaterally renegotiate it,”
he said.

McCain economic adviser Doug-
las Holtz-Eakin says Nafta was
signed in good faith and that adding
labor or environmental standards
would infringe on the sovereignty
of Canada and Mexico. “You can’t
just reach into the domestic laws of
other countries. The U.S. wouldn’t
stand for that for a second,” he says.

Sen. Obama rejects the notion
that a tough stance on trade runs
counter to his foreign-policy
agenda. “There’s nothing incompati-
ble with us wanting to be tough ne-
gotiators and looking out for our in-

S. allies

terests and still being respectful of
other countries and wanting to
have strong ties with countries like
Canada and Mexico,” he said in
Zanesville.

“Robust diplomacy doesn’t
mean we get our trade agreements
right every single time,” says David
Axelrod, Sen. Obama’s chief strate-
gist. “It’s an American president’s
job to protect American jobs.”

In Ohio and other Midwestern
battleground states, Nafta has be-
come a symbol of antiglobalization
sentiment and is a constant source
of contention between Sens.
Obama and McCain. The agreement
went into effect under President
Bill Clinton in 1994 and created
what remains the largest trade bloc
in the world based on combined
gross domestic product of its mem-
ber nations.

The governments of Canada and
Mexico, the U.S.’s Nafta partners,
haven’t made official comments
about Sen. Obama’s pledge to rene-
gotiate.

Sen. Obama’s trade stance,
while likely to rile allies, may be
more resonant with American vot-
ers. Despite several nonpartisan
studies that have concluded the
trade zone has had a mild, positive
effect on the U.S. economy, most
Americans have a negative view of
Nafta. According to a Princeton Sur-
vey Research Associates/Pew Re-
search Center poll conducted in
April, 35% of registered voters say
agreements like Nafta are a good
thing for America; 48% say they are
bad for the country. The same sur-
vey shows 58% of voters say they be-
lieve trade in general is good for
America, compared with 32% who
say it is bad for America.

Clinton, Bush advisers join forces

By MoONICA LANGLEY

WASHINGTON—Two hard-charg-
ing political operatives are teaming
up to create a bipartisan consulting
organization to advise corporations
in crisis—as they work to burnish
their own reputations as well.

Former Clinton strategist Mark
Penn, chairman and CEO of public-
relations firm Burson-Marsteller, is
hiring former Bush adviser Karen
Hughes as a vice chairman, the prin-
cipals say. The political combatants,
known for their partisan efforts, de-
cided to combine forces to offer a
one-stop crisis-communication and
public-affairs shop to corporations
caught in front-page headlines or
faced with a changing Washington.

It’s a comeback effort of sorts for
both players. Mr. Penn, 54, who
served as chief strategist
and pollster for Sen. Hillary
Clinton’s presidential bid,
has been blamed in recent
months for her failed candi-
dacy. Ms. Hughes, 51, who
came to Washington with
President George W. Bush
as his communications di-
rector, left her State Depart-
ment position several
months ago after making lit-
tle progress on her mission
to improve the U.S. image
around the world.

“Mark and I share a vision that
communications people should be
strategic advisers...and an under-
standing of the realities of the politi-
cal process,” Ms. Hughes said. “And
we also share the same lawyer.”

The deal was brokered by Robert
Barnett, a Washington superlawyer

Mark Penn

who earlier represented each of them
ontheir books. Mr. Barnett is increas-
ingly a broker between strange bed-
fellows. He is currently negotiating
between the campaigns of Sen. Clin-
ton and likely Democratic
nominee Barack Obama
over relieving her campaign
debt, determining her con-
vention role and making
joint appearances.

Mr. Barnett just signed
the deal for Clinton commu-
nications adviser Howard
Wolfson to become an ana-
lyst for Fox News, after do-
ing a similar contract a few
months earlier for Bush po-
litical guru Karl Rove. Also
this week Mr. Barnett negotiated on
behalf of Marcus Brauchli, former
managing editor of The Wall Street
Journal, to become the
new executive editor of the
Washington Post. Mr. Bar-
nett negotiated the finan-
cial terms for Mr. Brauch-
li’s exit from News Corp. a
few months ago.

News of the Penn-
Hughes combination is cer-
tain to get big notice. Even
when the pair met recently
for the first time, the Wash-
ington Post ran a “power
lunch alert” on the meeting
between “two PR wizards.”

The addition of Ms. Hughes is
part of a push by CEO Mr. Penn to ex-
pand Burson’s reach and expertise,
now that his political work on Sen.
Clinton’s campaign has come to an
end. “I'm not happy with the cam-
paign’s result, but I'm glad to be fo-
cused entirely on business for a wide

Karen Hughes

range of clients,” Mr. Penn said.

Just last month, Burson, which
has some 50 offices around the
globe, unveiled a new “issues and cri-
sis group.” In addition to adding stra-
tegic units, Mr. Penn said,
Burson will establish simi-
lar “bipartisan brain
trusts” in other countries.
Mr. Penn has served as a
campaign adviser for
¥ former British Prime Minis-
ter Tony Blair. (He also ad-
vised President Bill Clinton
during his successful re-
election campaign.)

In addition to his politi-
cal clients, Mr. Penn also
has advised Microsoft
Corp., Coca-Cola Co. and Merrill
Lynch & Co. Ms. Hughes, who worked
two separate times in the Bush ad-
ministration, is expected to bring ina
chunk of new business, headed up by
Republican-leaning chief executives
who know her from her political life.
She will be based in her hometown in
Austin, Texas, and focus on issues
from energy to health care.

A confidante of President Bush,
Ms. Hughes dropped out of Washing-
ton at the height of her power just a
year and a half after helping get Pres-
ident Bush elected in 2000, to spend
more time with her family.

For Mr. Bush’s second term, she
returned to the nation’s capital as
an undersecretary of state for pub-
lic diplomacy and public affairs.

“Karen and I have had so many of
the same experiences in the White
House and campaigns, and have
worked around the world,” Mr. Penn
said. “But we agreed that we won’t
let politics interfere in our business.”

Obama proposes change
to bankruptcy measures

BY CHRISTOPHER COOPER
AND T.W. FARNAM

Sen. Barack Obama unveiled a
proposal to protect consumers in
bankruptcy, signaling the Demo-
cratic party’s further swing to the
left on economic policy as financial
conditions continue to deteriorate.

The presidential candidate’s pro-
posals go beyond any comprehen-
sive plans for economic relief
floated to date in the Democratically
controlled Congress and show that
an Obama administration would
make a priority of revisiting the
2005 law that made it tougher for
Americans to shed debts through
the bankruptcy code.

“This goes as far as anybody
who’s had the ability to get things en-
acted into law has proposed,” said
Robert Lawless, a bankruptcy expert
and professor of law at the Univer-
sity of Illinois. Still, the proposal is
sensitive to the “fatigue to revisit the
bankruptcy laws,” said Mr. Lawless,
aDemocrat cited in Sen. Obama’s pol-
icy paper but not associated with the
campaign. “It’s much more targeted,
rather than saying, ‘I want to go in
and undo the 2005 bankruptcy law.” I
don’t think there’d be any political in-
terest in doing that.”

Some elements have been pro-
posed in Congress over the past
year as home foreclosures and bank-
ruptcey filings have surged, but none
have made it into law.

Under Sen. Obama’s plan, courts
would be able to renegotiate mort-

gages on a debtor’s primary resi-
dence. He would also offer extra pro-
tections to uninsured people wiped
out by massive medical payments,
disaster victims, military members
on extended-duty tours and elderly
homeowners.

In addition, the proposal would
waive bureaucratic steps required
to file for personal bankruptcy, and
would make debtor-protection laws
more equitable across states.
Though many states shield certain
bankruptcy assets from creditors,
the exemptions are uneven, some-
times nonexistent and often too
small, the Obama campaign says.

Sen. Obama’s proposal would es-
tablish a minimum national “home-
stead” level of equity for certain
homeowners that would be protected
against creditors. The policy also
would impose a 120-day moratorium
on bad-credit reporting and waive re-
quirements such as mandatory credit
counseling and means testing.

Industry advocates say the pro-
posed changes aren’t needed, point-
ing to the 2005 law’s “means test,”
which gave people under a certain
income protections that would
cover all the classes of people that
Sen. Obama seeks to protect, said
Scott Talbott, a senior vice presi-
dent with the Financial Services
Roundtable. He said Sen. Obama’s
proposal to allow courts to renegoti-
ate mortgages would ultimately
raise the risk to lenders—and there-
fore the interest rates and costs of
all loans on average.
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