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Will Betancourt seek
Colombian presidency?

ECONOMY & POLITICS | PAGE 7

Western oil firms accept

onerous gas deal in Russia
CORPORATE NEWS | PAGE 4

What’s News—

Business &3 Finance

U.S. Treasury Secretary Paul-
son is said to be insisting that
any potential government res-
cue plan of Fannie Mae and
Freddie Mac not benefit their
holders. At the heart of the
near-panic rocking the compa-
nies is a vicious cycle gripping
the housing market. Pages 1, 13

H A new jet-engine war took
off at the Farnborough Air
Show as GE and Pratt & Whit-
ney touted rival technologies
for better fuel efficiency. Page 1
m A high-tech fighter built by
Lockheed Martin may have lim-
ited prospects as the Pentagon
looks to weapons designed for
assisting ground troops. Page 2
m Bombardier plans to begin
building its CSeries jet, after
receiving a nonbinding letter of
intent for 60 planes from Deut-
sche Lufthansa. Page 4

m EADS executives criticized a
French investigation into sus-
pected insider trading. Page 2

m Yahoo rejected a new offer
from Microsoft and Icahn to split
the company and give its search
business to Microsoft. Page 3

m Credit Mutuel agreed to buy
Citigroup’s German retail opera-
tions for $7.7 billion, outbid-
ding Deutsche Bank. Page 19

m Fears that the Fed has run
out of ammunition to support
the stock market is beginning
to worry investors. Page 21

m Spain decided against issu-
ing a 15-year bond as borrow-
ing costs rise for governments
seen as vulnerable to an eco-
nomic slowdown. Page 8

m Fortis chief Votron will de-
part, as the bank joins others
in replacing leadership during
the credit crisis. Page 5

m Regulators seized mortgage
specialist IndyMac Bank, mark-
ing the third-largest bank fail-

ure in U.S. history. Page 5

m National Australia Bank is
in preliminary talks to buy the
Australia and New Zealand
arms of ABN Amro. Page 19

Markets

NET PCT
MARKET CLOSE CHG CHG
DJIA 11100.54 -128.48 -1.14
Nasdaq 2239.08 -18.77 -0.83
DJ Stoxx 600 270.36 -7.59 -2.73
FTSE 100 5261.6 -145.2 -2.69
DAX 6153.30 -151.70 -2.41
CAC 40 4100.64 -130.92 -3.09
Euro $1.5909+0.0116 +0.73
Nymex crude $145.08 +3.43 +2.42

Money & Investing > Page 21

World-Wide

Forty-three nations, including
Arab states and Israel, agreed in
Paris to work for a Middle East
free of weapons of mass destruc-
tion in launching a Union for
the Mediterranean aimed at se-
curing peace across the region.
Syria’s indirect peace talks with
Israel and backing of a unity gov-
ernment in Lebanon are helping
to rehabilitate its image. Page 7

m The U.S.’s top military chief
made an unannounced visit to
press Pakistan’s leaders to crack
down on militants destabilizing
Pakistan and Afghanistan. Page 8

m The chief prosecutor of the
International Criminal Court is
expected Monday to charge
Sudan’s president, Omar al-
Bashir, with war crimes related
to the Darfur region. Page 8

m A French court denied citi-
zenship to a Moroccan woman
on the grounds that she prac-
tices a radical form of Islam
that prevented her from assimi-
lating French culture. Page 8

m North Korea agreed to dis-
able its main atomic reactor by
Oct. 31 and allow international
inspections to verify its nuclear
disarmament, in a deal reached
in six-nation talks in Beijing.

m The EU raised concerns over
Iran’s missile tests and stepped
up calls for Tehran to suspend

uranium enrichment. Page 8

m France said that if Sarkozy
meets the Dalai Lama in August,
it would be as a religious leader,
not head of state, but the French
president will receive the pope
in September as head of state.

m A Dutch woman died from
Marburg fever, a rare Ebola-like
virus she is thought to have
caught from bats while touring
caves in Uganda. No one else so
far has reported symptoms.

m About 13,000 Japanese ral-
lied near the port of Yokosuka
against the planned permanent
basing of the U.S. nuclear-pow-
ered carrier George Washington.

m Pope Benedict XVI raised ex-
pectations he will apologize di-
rectly to victims of past sexual
abuse by clergy as he arrived in
Australia for a nine-day visit.

m Died: Dr. Michael DeBakey,
99, pioneering heart surgeon
and inventor of heart devices,
of natural causes in Houston.
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Good news from Iran
Dissident Ahmad Batebi es-
capes his torturers to the U.S.
Review & Outlook. Page 9
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Cycle of pain in housing,
finance, ensnares market

Foreclosed properties
weigh down prices;
sentiment is critical

BY MICHAEL CORKERY
AND JAMES R. HAGERTY

At the heart of the near-panic
rocking Fannie Mae and Freddie
Mac is a vicious cycle gripping the
U.S. housing market.

It starts with the oversupply of
homes, which is causing prices to
plummet. Falling prices are leading
to more foreclosures, as homeown-
_  ers have difficulty

THE refinancing thelilr
—————— mortgages or sell-

OUTLOOK ing their houses.
~ Banksarereluctant
to lend freely at a time when home
values keep sinking and defaults
keep rising. That is crimping hous-
ing demand further and leading to
more price drops and defaults.

This phenomenon—which some
economists call a “negative feed-
back loop”—began with subprime
borrowers but has gone well beyond
the small segment of borrowers
with poor credit. It is now spreading
to the much-larger market of prime
borrowers, which forms the bread
and butter of Fannie’s and Freddie’s
mortgage assets.

Actual credit-related losses at
Please turn to page 14
GE, Pratt tout
fuel efficiency
of jet engines

By J. LYNN LUNSFORD
AND DANIEL MICHAELS

LONDON—Once every 20 years
or so, the companies that make jet
engines battle it out for a chance to

A wild ride

The share prices for Fannie Mae and Freddie Mac seesawed last week.
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Source: WSJ Market Data Group
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Paulson rejects helping
Fannie, Freddie holders

By DEBORAH SOLOMON,
JAMES R. HAGERTY
AND SERENA NG

As the crisis worsens for mort-
gage giants Fannie Mae and Fred-
die Mac, U.S. Treasury Secretary
Henry Paulson is insisting that any
potential government rescue plan
not benefit the companies’ share-
holders, according to people famil-
iar with the matter.

The two stockholder-owned, gov-
ernment-sponsored  companies,
whose operations are vital to the
functioning of the U.S. housing mar-
ket, faced a severe crisis of confi-
dence after a week in which their
stocks each lost nearly half their
value. On Friday, Freddie Mac fin-
ished the day at $7.75 a share, and
Fannie Mae at $10.25.

The discussions at Treasury high-
light the dilemma created by the fi-
nancial crisis gripping the U.S.:
Some institutions are considered
too big to fail, but propping them up

could erode the market’s incentive
to properly judge risk by offering in-
vestors a false sense of security.

The Treasury was expected Sun-
day to make a statement supportive
of the two companies, according to
people familiar with the matter. The
exact language couldn’t be learned
but it was expected to be a state-
ment of facts designed to reassure
markets, people familiar with the
matter said.

After a week of near panic
among shareholders of the two com-
panies—and a stomach-churning
day on Wall Street Friday—the next
big test will come Monday when
Freddie Mac is due to sell $3 billion
of short-term debt. An unsuccessful
sale could be a major blow to inves-
tor confidence. If the administra-
tion were to intervene, it could do so
before markets opened that day, ac-
cording to a person familiar with
the deliberations.

The companies’ weakened state

Please turn to page 12

power the next generation of single-
aisle airplanes. At the Farnborough
International Airshow here Sunday,
the next great engine war got under
way, with fuel efficiency as the pri-
mary battleground and billions of
dollars worth of business at stake.

General Electric Co. unveiled
plans to develop a family of engine

Catch-22

High-tech jet symbolizes internal
tensions in the U.S. military

cores that it said would vault it
ahead of United Technologies
Corp.’s Pratt & Whitney, which has a
two-year head start on a novel en-
gine that promises to burn 12% less
fuel than today’s most-efficient en-
gines.

GE, which is working with
French partner Safran SA, said its
engine will contain fewer moving

Please turn to back page
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cleaner-burning NN
natural gas goes a long { \
way. our technology ’”@

makes it go even further.

Thanks to ExxonMobil innovations, we can now deliver
cleaner-burning natural gas in 80% larger quantities and over
vastly greater distances than ever before — making one of the
world’s cleanest fuels available to more people the world over.
The story continues at exxonmobil.com
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Taking on the world’s toughest energy challenges:
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Jet is caught in political crossfire

Pentagon, Air Force
at odds over the need
for more F-22 planes

By AuGgusT COLE

The F-22 Raptor—capable of
aerobatic feats unimaginable for
earlier-generation jets—is ex-
pected to be the star attraction
when it flies Monday at the presti-
gious Farnborough International
Airshow. But Lockheed Martin
Corp. is likely to shut production
down when it delivers its final jet
to the U.S. Air Force in 2011.

Itis the catch-22 of military con-
tracting. The fighter is so advanced
that, under law, not even U.S. allies
are allowed to buy it. At the same

The fighter is so
advanced that not
even U.S. allies are
allowed to buy it.

time, the U.S. Defense Department
doesn’t want to order any more be-
cause senior leaders believe it isn’t
the right weapon for current mis-
sions, which command a growing
slice of the Pentagon budget.
That is a blow for Lockheed,
which stands to miss out on reve-
nue from its premier fighter. The
plane, with a $143 million price tag,
is now rolling off the assembly line
problem-free, and last year the Air
Force declared it combat-ready.
Australia and Japan have ex-
pressed interest in buying it, and
many in the industry consider it to
be the best fighter ever made. But
currently, Lockheed has orders for

only 183 of them.

“The F-22 is clearly an icon of
American power projection,” says
Tom Ehrhard, senior fellow at the
Center for Strategic and Budgetary
Assessments and a former Air
Force officer.

One of the plane’s biggest vul-
nerabilities hasn’t been in the air,
but in Washington. The F-22
fighter program has been in devel-
opment since before the end of the
Cold War. The Air Force wanted to
buy 381 of the aircraft, arguing that
any less will leave gaps in their ca-
pabilities. But U.S. Defense Secre-
tary Robert Gates has said the
plane isn’t relevant to today’s con-
flicts in Afghanistan and Iraq. He
shut down additional funding for
the fighter.

The curtailing of the F-22 has
come to symbolize the larger ten-
sion in the Defense Department be-
tween future threats and today’s
fights. Mr. Gates wants the Penta-
gon to focus on weaponry that
serves ground forces, like those in
Afghanistan and Iraq, and he
doesn’t believe the F-22, which is
geared more toward fighting a con-
ventional foe, is needed.

The Air Force is concerned that
even if the U.S. doesn’t face any
real rivals in battle today, China or
Russia could still emerge as adver-
saries. In addition, it argues that na-
tions with small defense budgets
can assemble dangerous air-de-
fense systems using an increas-
ingly sophisticated, and accessible,
array of antiaircraft weapons that
can easily shoot down lesser fight-
ers.

Late last year, several lawmak-
ers and the chief executives of the
big defense companies involved in
F-22 production wrote Mr. Gates,
arguing for funding for 20 more
jetsinthe 2009 budget. That effort
failed. It will be up to the next
White House to decide whether the

Lockheed Martin

Lockheed Martin’s F-22 Raptor is so advanced that, under law, not even U.S. allies
are allowed to buy it.

F-22 will be included in future de-
fense budgets.

Despite the high stakes for Lock-
heed, based in Bethesda, Md., the
company must be careful about try-
ing to lobby for more sales. The
company can’t afford to get pub-
licly dragged into a feud between
the Pentagon and the Air Force
over the jet. Lockheed said in a
statement the company supports
the Defense Department’s “posi-
tion to defer the decision on contin-
ued F-22 production to the next ad-
ministration to allow for a compre-
hensive review of all national-secu-
rity needs including tactical air re-
quirements.”

Lockheed is developing a new
fighter that isn’t caught in the
same crossfire. Called the F-35
Lightning II Joint Strike Fighter, it
will cost almost $300 billion to de-
velop and buy. Eight U.S. allies, in-
cluding the U.K. and Australia, are
involved in producing the plane
and plan to order it as well. Other
countries, such as Israel, may also
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sign up. But the F-35, which costs
less than half the price of the F-22,
isn’t ready yet and Air Force offi-
cials think the F-22 is a superior
jet.

The single-seat F-22 can cruise
at faster than the speed of sound, a
feat other fighters can’t pull off,
and carries an assortment of cut-
ting-edge weapons. The plane’s
stealthy qualities and electronic
warfare systems make it ideally
suited to leading missions into
heavily defended areas.

At Farnborough, the 15-minute
demonstration will likely include a
highly anticipated backflip made
possible by the plane’s unique abil-
ity to angle the thrust from its en-
gines. “Anybody can drive a fighter
aircraft fast, but to see it go slowly
and just hang in the air is really
something,” said Vic Johnston, a
spokesman for 1st Fighter Wing at
Langley Air Force Base in Virginia.

Showing the fighter at a high-
profile venue like Farnborough will
allow the Air Force to parade one of
its most advanced fighters before
an audience that includes defense
officials from around the globe.

EADS executives
criticize probe
of stock trading

A WSJ NEws Rounpup

Executives of European Aero-
nautic Defence & Space Co. have
criticized an investigation into sus-
pectedinsider trading in the compa-
ny’s shares in 2005 and 2006.

“It’s a show trial; it’s bad the-
ater,” said Tom Enders, chief execu-
tive of EADS’s wholly owned Airbus
commercial-aircraft unit, at a news
conference ahead of the Farnbor-
ough Air Show.

Mr. Enders is among 17 current
and former EADS executives who
have been identified by the French
financial-markets supervisor AMF
on suspicion of insider trading.

The AMF inquiry says the execu-
tives may have exercised stock op-
tions while being in possession of
confidential data—problems with
the industrial ramp-up of Airbus’s
flagship A380 that put the program
behind schedule—that would poten-
tially have a negative impact on
EADS’s share price.

Stefan Zollar, chief executive of
EADS’s defense and security unit,
and who also has been named in the
AMF inquiry, said: “From my per-
spective, it’s very difficult to under-
stand what isgoing on. Wehavenoin-
fringement of any of our internal or
external or legal obligations.

“I’'m not too glad to see this pro-
cess dragging on and dragging on,
and the way it is being conducted is
even more difficult to understand,”
Mr. Zollar said.

Three former EADS executives
and one current official have been
charged in France with insider trad-
ing. The 17 named include Fabrice Br-
egier, chief operating officer at Air-
bus and former chief executive of Eu-
rocopter, EADS’s helicopter division.

In an interview with Le Figaro
newspaper published over the week-
end, Mr. Bregier said the only sensi-
tive information about Airbus that
hewasprivy towasitsbusiness plan.
On that basis, he said, lots of com-
pany executives in France are guilty
of insider trading.
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Yahoo rejects offer from Microsoft, Icahn

Bid was to split firm,
give search business
to software giant

By JEssIcA E. VASCELLARO
AND DON CLARK

Yahoo Inc. said it has rejected a
new proposal from Microsoft Corp.
and investor Carl Icahn to break up
the Internet company, an arrange-
ment that Yahoo said would give Ya-
hoo’s search business to Microsoft
and the remainder of the company to
Mr. Icahn.

In rejecting the proposal, Yahoo
said it repeated an offer to sell the en-
tire company to Microsoft for at
least $33 a share, and also offered to
negotiate an improved transaction
involving only Yahoo’s search busi-
ness. Microsoft rejected both offers,
Yahoo said.

The talks mark the first time that
Yahoo has talked to Microsoft and
Mr. Icahn simultaneously about a
possible combination. Mr. Icahn
wants to replace the Yahoo board
with his own slate of directors at Ya-
hoo’s Aug. 1 annual meeting and has
been campaigning on the grounds of
being able to help sell all or parts of
Yahoo to Microsoft.

Yahoo said the new Microsoft pro-
posal represented “a number of im-
provements” over the company’s ear-
lier proposal to acquire Yahoo’s
search business, which Yahoo re-
jected last month. But Yahoo added
that the proposal still “substantially
understated the risks.” A person fa-
miliar with the matter said Mi-
crosoft’s new proposal included five
years of revenue guarantees, as op-
posed to the three years included in
the original search offer.

Yahoo also said Microsoft’s new
plan called for Yahoo to divest itself
of its Asian assets and return cash to
shareholders, steps it said its board
was willing to entertain indepen-
dently.

The latest chapter in the drama
over Yahoo’s future unfolded over
two days as Microsoft, Yahoo and
Mr. Icahn held talks together for the
first time.

Mr. Icahn called Yahoo Chairman
Roy Bostock on Thursday to tell him
Microsoft was preparing another pro-
posal, according people close to Ya-
hoo, and that Yahoo should be pre-
pared to negotiate it directly with
him.

Yahoo executives also heard that
Microsoft was readying another of-
fer through a News Corp. executive,
who had picked up rumblings of a
new proposal at the Allen & Co. me-
dia conference in Sun Valley, these
people said.

Around 6:30 in the evening Thurs-
dayPacifictime, Mr. Bostock called Mi-
crosoft Chief Executive Steve Ballmer
directly to address the rumors. Mr.
Ballmer told Mr. Bostock that he didn’t
want to negotiate directly with Yahoo
since he felt Yahoo and Microsoft had
been just spinning in circles.

Later that evening, Microsoft’s
general counsel Brad Smith told Ron
Olson, the lawyer for Yahoo’s inde-
pendent directors, that Microsoft
was willing to talk to Yahoo directly,
but wanted to wait until after the
market closed on Friday, according
to people close to Yahoo.

On Friday, Microsoft and Mr.
Icahn laid out their proposal in a se-
ries of phone calls among Messrs.
Bostock, Icahn, Ballmer and their ad-
visers. The company also delivered
an offer in writing later that day.

Microsoft wanted to acquire Ya-
hoo’s search business and was will-
ing to sweeten some of the terms, in-
cluding upping its revenue guaran-
tees to $2.3 billion a year for five
years. But Yahoo would also have to
agree to let Mr. Icahn and his nomi-
nees run the remainder of the com-
pany, although Mr. Icahn at one time
acknowledged that it might be possi-
ble for some current members to
keep their seats, these people said.

The plan also entailed selling Ya-
hoo’s Asian assets. Microsoft would
also take an investment in the re-
mainder of the company. They said
that Yahoo had 24 hours to accept it
and that they were willing to negoti-
ate “plus or minus” 1%, people close
to Yahoo say.

Yahoo took the proposal to its
board at a meeting Saturday morn-
ing. After a five-hour discussion, the
board decided to reject the proposal.

While the company acknowledged
that some details were improved, the
board was still concerned that it
would be impossible to execute and
that they couldn’t negotiate
the best deal with an “axe
over theirhead” and nopros-
pectsof controlling the com-
pany, according to sources
close to Yahoo. Yahoo’s
board also believed that
they could chose to follow
some aspects of the pro-
posal—such as divesting
their Asian businesses—in-
dependently.

Mr. Bostock called
Messrs. Ballmer and Icahn
to relay the decision midday on Sat-
urday Pacific time. Mr. Bostock
again stressed that Yahoo would be
open to a full acquisition at $33 a
share and in revisiting the search
deal after the proxy fight, according

Carl Icahn

to people close to Yahoo.

The breakdown may halt talks be-
tween Mr. Icahn and Yahoo about a
possible settlement prior to the Aug.
1 shareholder meeting. Mr.
Icahn had suggested at one
time that he would be will-
ing to back away from his
campaign in exchange for
four seats on Yahoo’s board,
according to people famil-
iar with the talks. While Ya-
hoo had been unwilling to
agree to those terms, the
two sides had continued to
talk in the past week.

The offer came less than
a week after Microsoft said
it had concluded it could no longer
negotiate a full or partial acquisition
of Yahoo with the current Yahoo
board but would be interested in re-
opening negotiations with a new
board. Yahoo’s chief executive, Jerry

Yang, responded to those comments
in an interview with The Wall Street
Journal last week, calling Mi-
crosoft’s stance “baffling” and
stressing that Yahoo was willing to
entertain a new proposal from Mi-
crosoft at any time.

In response to Microsoft’s latest
overtures, Mr. Bostock saidinastate-
ment: “This odd and opportunistical-
liance of Microsoft and CarlIcahn has
anything but the interests of Yahoo’s
stockholders in mind. It is ludicrous
to think that our board could accept
suchaproposal. While this type of er-
ratic and unpredictable behavior is
consistent with what we have come
to expect from Microsoft, we will not
be bludgeoned into a transaction
that is not in the best interests of our
stockholders.”

Representatives of Microsoft and
Mr. Icahn couldn’t be reached for
comment.

SAP
Left Behind

Applications Growth: Latest Quarter

Oracle

sar I 11%

36%

Source: SEC Filings
1. Oracle’s Q4 FY08 earnings release furnished as part of Oracle’s 8-K dated June 25, 2008.
2. SAP’s Q1 FYO08 interim report furnished as part of SAP’s 8-K dated May 15, 2008.
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PHARMACEUTICALS

AIRLINES

TOBACCO

Oxford shares plummet
as cancer-drug trial stalls

0
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XFORD BioMedica
PLC said its experi-
mental cancer vaccine
TroVax won’t meet its goal
in a late-stage trial for kid-
ney tumors, prompting the
biotech company’s shares to
shed more than half their
value Friday. Although pa-
tients already being treated
with the vaccine will con-
tinue the study, no more
vaccinations are planned,
said the company, based in Oxford, England. Tro-
Vax, which Oxford BioMedica is developing in part-
nership with French drug maker Sanofi-Aventis SA,
stimulates an anticancer immune response in the
body and could potentially treat most solid tumors.

Thomas Cook, Air Berlin
scrap budget-carrier link
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HOMAS Cook
I Group PLC and

Air Berlin PLC
abandoned the pro-
posed tie-up of bud-
get carriers Condor
Flugdienst GmbH and
Air Berlin, blaming
the rising cost of jet
fuel. The Berlin-based
airline, Germany’s second-largest behind Deutsche
Lufthansa AG, along with Thomas Cook Group,
which owns a majority of Condor, said they had
withdrawn their application for the deal from the
German Federal Cartel Office. “Thomas Cook is also
pursuing a range of other available options for Con-
dor,” the London-based travel operator said. A
spokeswoman declined to elaborate. Air Berlin also

x{f

ments follow the OFT’s

U.K. fair-trade office sets
fines for unlawful pricing

HE UK. Office of Fair
I Trading said it has

reached agreement
with six companies that have
admitted to unlawful pricing
of tobacco and agreed to pay
a combined maximum pen-
alty of £173.3 million ($344.3
million) before discounts.
The companies are Asda
Group Ltd., part of U.S. giant
Wal-Mart Stores Inc.; First
Quench; Gallaher Group

PLC; One Stop Stores Ltd., formerly named T&S
Stores; Somerfield PLC;

and TM Retail. The agree-
findings in April that two to-

bacco manufacturers and 11 retailers had acted in
breach of the Competition Act 1998 regarding prices

—Elena Berton declined to comment further. —Roundup of a number of tobacco products. —Marietta Cauchi
[ )
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Total, StatoilHydro
accept tougher terms
for Shtokman access

By Guy CHAZAN
London

HE TERMS of a Russian con-
T tract to develop one of the

world’s largest untapped natu-
ral-gas fields reveal the lengths to
which Western oil companies will
go these days to gain a foothold in
the dwindling pool of new hydrocar-
bon resources.

In Russia’s sector of the Barents
Sea, the Shtokman field is located
far offshore in Arctic, iceberg-
strewn waters. But despite the im-
mense technical and investment
challenges it poses, its 3.8 trillion cu-
bic meters of gas has proven a huge
draw for oil companies desperate for
new reserves.

Last year, Russia’s natural-gas gi-
ant OAO Gazprom finally chose two
Western energy firms—Total SA of
France and Norway’s StatoilHydro
ASA—to help it develop Shtokman,
after years of negotiations. But the
terms are unusual for the oil indus-
try, and unfavorable for Gazprom’s
partners. The consortium develop-
ing the field—early estimates of
costs top $20 billion—won’t own the
gas in the ground and will have to
sell all that is produced to Gazprom.

“In most cases ...the starting
point is that we want to market the
gas ourselves,” Helge Lund, chief ex-
ecutive of StatoilHydro, said in anin-
terview. With Shtokman, “the compa-
nies involved are basically taking a
risk on future gas prices.”

Some analysts wonder what ex-
actly Total and StatoilHydro will get
out of their involvement in Shtok-
man if they can’t own and freely sell
its gas.

The situation reflects the bind
major oil companies find themselves
in these days. Much of the world’s hy-
drocarbon resources are in places
like the Middle East that are largely
off-limits to foreign investors. In
countries that haven’t completely
slammed the door, reserves are of-
ten in the hands of state-run compa-
nies like Gazprom that are becoming

more assertive in their dealings with
foreigners.

In the past, Western companies
owned the oil and gas in the ground,
merely paying taxes and royalties to
the host countries. But those ar-
rangements are becoming out-
moded. Some in the industry think
the future lies in the kind of techni-
cal-service contracts in which oil-
field-service companies like Hallibur-
ton Co. and Schlumberger Ltd. spe-
cialize. Under such deals, major oil
companies would be unable to book
energy reserves, even though re-
serve growth is still one of the key
metrics analysts and shareholders
use to evaluate an oil company’s per-
formance.

Some companies have strongly
resisted the move to service con-
tracts. But a few acknowledge the
need for a rethink. Tony Hayward,
chief executive of BP PLC, told a con-
ference in Madrid recently that the
oilindustry needed to “move beyond
the historical model that requires
ownership of reserves and produc-
tion.” He called for anew era of “reci-
procity,” where the majors form part-
nerships with national oil compa-
nies and help them expand interna-
tionally.

Shtokman reflects that new real-
ity. Total said it will be able to book
the field’s reserves—but it won’t
own them. Gazprom insisted on re-
taining sole ownership of the Shtok-
man license and will also take a 51%
stake in Shtokman Development Co.,
which will finance and build the in-
frastructure at the field. Total has
25% and StatoilHydro 24%.

The contract only relates to a
third of the Shtokman license area,
though initial talks suggested it
would cover the whole field.

Negotiations on Shtokman began
in earnest in 2006, after five compa-
nies were shortlisted: Total, Statoil,
Norsk Hydro (which later merged to
become StatoilHydro), ConocoPhil-
lips and Chevron Corp. BP and Royal
Dutch Shell PLC had taken a look at
the project but decided it wasn’t
worth it. Then in October of that
year, Gazprom said foreign compa-
nies could still take part, but only as
contractors. Chevron said the terms
were unacceptable and dropped out.

A year later, after inconclusive
talks with contractors, it changed its

mind again. Gazprom wanted to pro-
duce liquefied natural gas at Shtok-
man and export it to the U.S., and to
do that it needed the help of a com-
pany like Total, a world leader in
LNG. Also, StatoilHydro was one of
the few companies experienced at
operating in the Arctic. But this
time, the terms being offered to
Western oil majors were much
tougher.

Foreign companies would own
the infrastructure but would have no
equity in the gas in the ground. Total
bit the bullet. “You have to be realis-
tic,” said Patrick Pouyanne, senior
vice president for strategy and busi-
ness development at Total, in an in-
terview. “We saw the way the oil-and-
gas business is going in Russia.”

Gazprom ditched the original ap-
proach of developing Shtokman un-
der a production-sharing agree-
ment, a type of contract common in
the oil industry. Under PSAs, compa-
nies shoulder all investment costs
but can recover them from the sale
of oil or gas before having to share

cubic meters of natural gas and
37 million tons of gas condensate

m Shtokman Development Co. will
develop the first phase of Shtokman.
It will build and own the offshore
installations, pipelines and other
infrastructure

® Company shareholders:
Gazprom (Russia) NG 51%
Total (France) I 25%
StatoilHydro (Norway) I 24%

H Gazprom will have ownership of
the Shtokman field’s reserves and
the right to market its gas

Source: Shtokman Development Co.

much revenue with the government.
But Russia had soured on PSAs,
which it felt were too favorable to
the oil companies.

Total had in the interim soft-
ened its opposition to Gazprom tak-
ing a majority stake in the Shtok-
man consortium. It accepted the
principle that the development
company would sell Gazprom all
Shtokman’s natural gas, as long as
the price wasn’t fixed but reflected

Barents

RUSSIA

St. Petersburg

Moscow
® 200 miles |
200 km

current world gas prices.

For Total, the upside of establish-
ing a foothold in Russia outweighed
the disadvantages of the contract.
“If you are an oil-and-gas company,
you have to go to the countries
where the reserves are, and they are
in the Middle East and Russia,” Mr.
Pouyanne said.

“I can’t develop Total if I stay in
the North Sea and the U.S., where
production is declining.”

Bombardier will build

By MONICA GUTSCHI

LONDON—Bombardier Inc. said
Sunday it will begin building its
long-promised CSeries jetliner, af-
ter receiving a nonbinding letter of
intent for 60 planes from Deutsche
Lufthansa AG.

While 60 planes is below Bombar-
dier’s goal for launching the model,
company executives said they ex-
pect more orders for the plane,
which they said will be the most fuel-
efficient in its size-range.

Bombardier said it is in discus-
sions with “a number of established
airlines world-wide” for more orders.

Some of those orders could come
this week at the Farnborough Air
Show outside London. According to
the Canadian aircraft maker, the ini-
tial order by Lufthansa for the 100-
to 130-seat aircraft is valued at as
much as $2.8 billion. The letter of in-
tent from the German flagship car-
rier is for 30 planes and options for
30 more, Bombardier said.

Boeing Co. and Airbus, a unit of

European Aeronautic Defence &
Space Co., have said they aren’t in-
terested in developing a new small
jetliner.

Scott Carson, president of Boe-
ing’s Commercial Airplanes unit,
said that both Boeing and Airbus of-
fer airplanes roughly the same size
as Bombardier’s CSeries, and “nei-
ther of those products has found a
very robust market.”

Gary Scott, who heads Bombar-
dier’s CSeries program, said he sees
a total market for 6,300 aircraft in
the 100- to 150-seat range over the
next 20 years, and Bombardier ex-
pects to win half of that.

“We are now addressing a mar-
ket space that they have ignored,”
he said of Boeing and Airbus.

The segment is much smaller
than the larger-aircraft market that
is dominated by the two big plane
makers. Mr. Scott said the CSeries
will offer 15% better cash operating
costs than existing aircraft because
of its high use of composites and its
engine. He said the CSeries would

CSeries jet

be the “greenest” aircraft in exist-
ence, with lower fuel burn, emis-
sions and noise than other planes in
production.

Bombardier also announced that
final assembly of the CSeries will be
done at the company’s plant in Mira-
bel, Quebec.

The main fuselage will be manu-
factured by China Aviation Indus-
try Corp. I, known as AVIC I, which
Bombardier said has agreed to in-
vest $400 million in the CSeries
program.

The government of Canada has
committed US$350 million in financ-
ing, the provincial government of
Quebec an additional US$118 mil-
lion, while the Northern Irish and
U.K. governments have agreed to in-
vest £155 million, or about US$300
million.

Bombardier will provide one-
third of the expected $3.2 billion de-
velopment cost, and key suppliers
the remainder.

—J. Lynn Lunsford
contributed to this article.
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U.S. beer looking pricier

A deal for Anheuser

would likely bring
an end to discounts

By DAviD KESMODEL

If InBev NV and Anheuser-
Busch Cos. consummate a deal, it
would create a battle royal in the
U.S. beer market between two for-
eign giants—InBev and SABMiller
PLC. The shift is likely to result in a
leaner industry with fewer employ-
ees, but consumers probably won’t
enjoy the price wars they have seen
in the past.

The U.S. brewing industry will en-
ter an era “where gaining market
share is not going to be nearly as im-
portant as running costs out of the
system,” says Harry Schuhmacher,
editor of industry newsletter Beer
Business Daily. “It’s been a pretty
fat industry. Everybody has enjoyed
a lot of perks and there are a lot of
people in the industry—probably
too many.”

The combination of InBev and
Anheuser, along with the recently
formed MillerCoors LLC, would to-
gether control about 80% of beer
sales in the U.S., which is the world’s
largest beer market in terms of prof-
its. Miller Brewing, the U.S. unit of
London’s SABMiller, and Coors
Brewing, the American arm of Mol-
son Coors Brewing Co. of Denver
and Montreal, completed their joint
venture last month. Anheuser con-
trols nearly half the market and Mill-
erCoors about 30%.

The radical reshaping of the U.S.
beer sector in the past year has been
driven by lackluster sales growth
for mass-market brews such as
Miller Lite and Budweiser and the

desire by global brewers to gain
economies of scale amid rising
costs for commodities such as bar-
ley, aluminum and glass. In the U.S.,
consumers are increasingly switch-
ing to wine, spirits and small-batch
“craft” beers from conventional
beer brands.

For years, Anheuser and Miller,
the industry’s two largest players,
aggressively took jabs at each oth-
er’s products in advertisements.
And they often engaged in price
wars to try to filch market share
from each other. When Anheuser
slashed prices in 2005, it was aboon
to beer drinkers, but it dramatically
reduced profits for the major beer
makers.

Lately, the companies have been
raising prices, in part to deal with
higher commodity costs, but also be-
cause consumer demand has been
highest for upscale brews. A new in-
dustry architecture led by InBev,
SABMiller and its partner, Molson
Coors Brewing, likely would take a
more rational approach to beer
prices and focus more heavily on
cost cutting, say analysts.

With InBev and SABMiller,
“you have two global giants who
are obsessive about free cash
flow,” says Mr. Schuhmacher,
“rather than having a personal ven-
detta to gain market share at any
cost. The price wars go away. All
that stuff was personal—it wasn’t
a business decision.”

MillerCoors is likely to cut hun-
dreds of jobs in the coming months
as Miller and Coors combine sales,
marketing and other employee
groups, says Benj Steinman, editor
of industry newsletter Beer Market-
er’s Insights.

Meanwhile, Anheuser itself laid
out plans to cut about 1,000 full-

time salaried workers this quarter
as part of an alternative to an ac-
cord with InBev. “You have to imag-
ine InBev will go to that” type of
level in head-count reductions,
Mr. Steinman says.

The beer companies also are ex-
pected to stop selling certain pack-
ages or versions of their beers to
trim costs, among other efforts to
become more efficient.

InBev’s corporate culture is fo-
cused heavily on cost controls, so
some analysts think the company
would take steps to slash Anheus-
er’s hefty marketing budget, which
could harm its brands. But Carlos
Brito, InBev’s chief executive, “is em-
phatic ... that they would be nuts to
mess up the business Anheuser has
built,” says Mr. Steinman. “The
smart idea is to keep what’s going
right at A-B.”

The increased consolidation of
the U.S. beer industry worries some
of the nation’s smaller brewers,
which fear they may have a harder
time gaining distribution. “It nar-
rows the options for small brewers
to gain access to market,” says Kim
Jordan, chief executive of craft
brewer New Belgium Brewing Co.
of Fort Collins, Colo. “Recently,
we’ve seen more interest among the
Anheuser-Busch distributors in our
products than ever before,” but that
might change with InBev running
Anheuser.

The combination of Anheuser
and InBev wouldn’t result in major
changes to the lineup of beers sold
by Anheuser’s distributors. Many of
them already sell InBev’s European
brews, such as Stella Artois, under
an import deal between Anheuser
and InBev that began last year. But a
tie-up between Anheuser and InBev
would mean InBev’s Canadian
brands, such as Labatt Blue, would
be part of the combined company.

BP makes little progress
in dispute with Russians

BY GREGORY L. WHITE

MOSCOW—BP PLC and its Rus-
sian partners made little progress
toward settling a conflict at their
TNK-BP Ltd. joint venture during a
board meeting Friday, and both
sides expect tensions to continue.

“It’s absolutely status quo,”
said one person familiar with the
meeting, which was held
inahotel at aresort on Cy-
prus. A BP spokesman de-
scribed the session as “cor-
dial and businesslike.”

Tensions at the 50-50
venture have exploded
into the open in the past
few months. The Russian
shareholders, led by bil-
lionaires Mikhail Frid-
man, Len Blavatnik and
Viktor Vekselberg, accuse
BP of mismanaging the
company, depressing its value. BP
dismisses those criticisms as a
smoke screen for what it says is a
bid by the Russian shareholders to
grab control of the company.

At Friday’s meeting, according
to people familiar with the ses-
sion, the Russian shareholders re-
iterated their demand that Chief
Executive Officer Robert Dudley,
who used to work at BP, be re-
moved, while BP’s representatives
called for the ouster of the two Rus-

Robert Dudley

sian shareholders in manage-
ment—Mr. Vekselberg and Ger-
man Khan—as well as two Russian
executives whom Mr. Dudley has
accused of insubordination. Nei-
ther initiative passed, partici-
pants said.

BP executives, backed by offi-
cials from Western governments,
have appealed to the Kremlin to
rein in the official pres-
sure on TNK-BP, which has
been besieged with audits
and checks from tax in-
spectors, labor regulators
and immigration officials,
among others. A conflict
between Mr. Dudley and
Mr. Khan, the shareholder
in management, over the
number of work permits
for foreign employees has
led to authorities approv-
ing only 49, meaning more
than 30 foreign workers are likely
to have to leave Russia by the end
of this month, according to people
close to the company.

BP has warned that the loss of
those workers, as well as 148 spe-
cialists from BP who had been as-
signed to TNK-BP but haven’t been
able to work since the conflict be-
gan, could affect TNK-BP’s per-
formance.

—Guy Chazan
contributed to this article.

Fortis NV says
chief executive
will be leaving

BY CARRICK MOLLENKAMP

Fortis NV, the big European
bank, joined the growing number of
banks to replace their leadership
during the credit crisis.

The bank said Chief Executive
Jean-Paul Votron will depart. Mr.
Votron ex-
panded the bank
by taking part
last year in the
largest bank deal
to date, the $101
billion acquisi-
tion of ABN
Amro Holding
NV by a consor-
tium that in-
cluded Royal
Bank of Scotland
Group PLC,
Banco Santander
SA and Fortis. His fate was sealed in
a special board meeting Friday.

Fortis said Deputy CEO Herman
Verwilst will take the helm while the
bank searches for a CEO.

A spokeswoman for the bank said
Messrs. Verwilst and Votron as well
Fortis’sboard chairman, Belgian busi-
nessman Maurice Lippens, declined
to comment beyond the company
statement issued late Friday. In its
statement, Fortis said the board sup-
ported Mr. Votron in his decisions to
raise capital and buy ABN assets.

Jean-Pal
Votron

Bottomed out
IndyMac’s daily share price

Source: WSJ Market Data Group
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U.S. regulators take over
home lender IndyMac

By DAMIAN PALETTA
AND DAvVID ENRICH

IndyMac Bank, a prolific mort-
gage specialist that helped fuel the
U.S. housing boom, was seized Fri-
day by federal regulators, in the third-
largest bank failure in U.S. history.

IndyMac is the biggest mortgage
lender to go under since a fall in
housing prices and surge in defaults
began rippling through the econ-
omy last year—and it likely won’t be
thelast. Banking regulators are brac-
ing for a slew of failures over the
next year as analysts say housing
prices have yet to bottom out.

The collapse is expected to cost
the Federal Deposit Insurance Corp.
between $4 billion and $8 billion, po-
tentially wiping out more than 10%
of the FDIC’s $53 billion deposit-in-
surance fund.

The Pasadena, Calif., thrift was
one of the largest savings and loans
in the country, with about $32 bil-
lion in assets. It now joins an infa-
mous list of collapsed banks, topped
by Continental Illinois National
Bank & Trust Co., which failed in
1984 with $40 billion of assets. The
second-largest failure was Ameri-
can Savings & Loan Association of
Stockton, Calif., in 1988.

The director of the Office of Thrift
Supervision, John Reich, blamed In-
dyMac’s failure on comments made
in late June by Sen. Charles Schumer,
a New York Democrat who sent a let-
ter to the regulator raising concerns
about the bank’s solvency. In the fol-
lowing 11 days, spooked depositors
withdrew a total of $1.3 billion. Mr.
Reich said Sen. Schumer gave the
bank a “heart attack.”

“Would the institution have
failed without the deposit run?” Mr.
Reich asked reporters. “We’ll never
know the answer to that question.”

Mr. Schumer quickly fired back.

“If OTS had done its job as regula-
tor and not let IndyMac’s poor and
loose lending practices continue,
we wouldn’t be where we are to-
day,” Sen. Schumer said. “Instead of
pointing false fingers of blame, OTS
should start doing its job to prevent
future IndyMacs.”

IndyMac had been troubled for
months, and investors were con-
cerned about its possible downfall
well before Sen. Schumer’s com-
ments. It specialized in Alt-Aloans, a
type of mortgage that can often be of-
fered to borrowers who don’t fully
document their incomes or assets.
The company sold most of the loans
it originated, but continued to hold
some on its books. As defaults piled
up, IndyMac’s finances deteriorated.

The bank will be run by the FDIC
and reopen Monday. The FDIC typi-
cally insures up to $100,000 per depos-
itor. IndyMac had roughly $19 billion
of deposits. Nearly $1 billion of those
deposits were uninsured, affecting
about 10,000 people, the FDIC said.

IndyMac’s arc—rapid growth, fol-

lowed by an even more rapid de-
scent—is a microcosm of the U.S.
mortgage industry. It boomed in the
first part of this decade, as inves-
tors were willing to fund loans on
ever-looser terms, then hit hard
times when the housing market be-
gan to turn down in late 2006.

Small mortgage lenders started
going under quickly, with the num-
ber of failures climbing into the hun-
dreds. Now the fallout has spread
world-wide, bringing down some of
America’s largest financial institu-
tions. Bear Stearns Cos., which suf-
fered losses on mortgage-relatedin-
vestments, underwent a meltdown
in March and had to be rescued by
J.P. Morgan Chase & Co.

Countrywide Financial Corp.
saw its stock price plunge this year
and was forced to sell itself to Bank
of America Corp. at a firesale price.

IndyMac, in a last-ditch effort to
fend off collapse after it failed to raise
fresh capital, said last week it was fir-
ing more than half its work force and
closing most of its lending opera-
tions. While its shares had been tum-
bling since early 2007, the move was
nonetheless jarring for a company
that ranked as the ninth-largest U.S.
mortgage lender last year in terms of
loan volume, according to trade publi-
cation Inside Mortgage Finance.

IndyMac is one of the few feder-
ally insured banks to fail in recent
years. Banking regulators are bulk-
ing up their staff of bank examiners
and taking a tough approach toward
banks that are seen as risky.

Mr. Reich, the thrift regulator,
noted that the IndyMac case had
some “unique” features, including
the involvement of Sen. Schumer
and the rapid fall in its deposits. Offi-
cials said most of the recent with-
drawals came from depositors at
branches, rather than those making
deposits at IndyMac’s online bank.

IndyMac was set up by Country-
wide in 1985, but the two companies
severed ties in 1997 and became direct
competitors. The company’s name
stands for Independent National Mort-
gage. It was created to specialize in
jumbo mortgages—those that are too
big to be sold to government-backed
Fannie Mae and Freddie Mac.

The company grew quickly, pio-
neering the issuance of so-called
Alt-A mortgages to people with
blemished credit histories. The
loans have gained notoriety as an ex-
ample of the type of lax lending that
came to characterize much of the
mortgage industry.
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GLOBAL BUSINESS BRIEFS

Bertelsmann set to sell
U.S. book, music clubs

Sale to private firm
is reversal of roots
in direct marketing

By JEFFREY A. TRACHTENBERG
AND MIKE ESTERL

Bertelsmann AG agreed to sell
the Book-of-the-Month Club, Co-
lumbia House and other U.S. direct-
marketing businesses to Najafi
Cos., a Phoenix-based closely held
investment company, for an undis-
closed sum.

The sale, telegraphed by Ber-
telsmann in March, reverses its

Bertelsmann is
reviewing the fate of
its book-club
business in Europe.

once-strong commitment to sell-
ing books, music and DVDs di-
rectly to American consumers and
is the latest sign of decline in the
book and record “club” business.
Once a popular way for people to
buy books and music cheaply, the
business has been in decline for
many years, partly because of com-
petition from the Internet.

Bertelsmann’s decision is par-
ticularly noteworthy because the
German company’s roots are in
the club business and it had ac-
quired a couple of the assets now
being sold, including Columbia
House and full ownership of book-
club venture Bookspan, in only the
past few years.

But after Bertelsmann Chief Ex-
ecutive Officer Hartmut Os-
trowski rose to the top job in Janu-
ary, he vowed to shed slow-growth
or unprofitable businesses world-
wide. Revenue at Bertelsmann’s
U.S. clubs declined about 10% last
year to €900 million ($1.43 bil-
lion), while memberships fell to
about 13 million customers from
roughly 16 million in 2005.

Bertelsmann is reviewing the
fate of its remaining book clubs
and retail book chains, many of
which are in Europe. Earlier this
month, Bertelsmann disclosed
that it is closing its book-club busi-
ness in China.

Revenue at the entire Direct
Group dropped 4.1% to €2.56 bil-
lion last year, while operating
profit plunged to €10 million from
€110 million. Tobias Riepe, a Ber-
telsmann spokesman in Germany,
said the sale of Direct Group North
America won’t influence other de-
cisions. “Everything is being re-
viewed independently,” he said.

Despite the challenges in the
club business, Najafi CEO Jahm Na-
jafi expressed confidence in the
company’s ability to build the busi-
nesses. “We’re very excited about
this because we see great brands
and excellent marketers,” Mr. Na-
jafi said. “We have extensive expe-
rience in the online world and
think we can change the nature of
this business and grow it dramati-
cally. We also think we can extend
the club model to other products
and services. We have never shied
away from difficult businesses.”

He said the management team
at Direct Group North America,
which includes CEO Stuart Gold-
farb, will stay in place. Mr. Gold-
farb was unavailable to comment.

GM’s chief dismisses talk
of bankruptcy, brand cuts

BY BOB SECHLER

General Motors Corp. Chief Exec-
utive Rick Wagoner dismissed the
notion that the Detroit auto maker
may soon file for bankruptcy, and he
also said the company has no plans
to sell or shutter more of its brands.

“Under any scenario we can
imagine, our financial position, or
cash position, will remain
robust through the rest of
this year,” Mr. Wagoner
said Thursday while in Dal-
las to speak to abusiness or-
ganization. He said the com-
pany has plenty of options
to shore up its finances be-
yond 2008, although he de-
clined to outline them.

The comments failed to
boost investor sentiment
as GM shares fell 6.2% on
Thursday before rebound-
ing 2.4% on Friday to end the week
at $9.92 on the New York Stock Ex-
change. The stock has been trading
at its lowest levels in more than 50
years as concerns mount about the
company’s financial position amid a
steep decline in U.S. sales.

GM and other U.S. auto makers
arereeling as the slow U.S. economy
depresses sales and as high gasoline
prices push many would-be buyers
to small, more-fuel-efficient vehi-

Rick Wagoner

cles. Through June, for instance,
GM’s U.S. sales slipped 16%, more
than offsetting strength in overseas
markets.

GM has about $24 billion in cash
but is burning an estimated $3 bil-
lion a quarter, prompting talk that it
will need a significant cash influx to
get to 2010.

“We have no thought of [bank-
ruptcy] whatsoever,” Mr.
Wagoner said in response
to an audience question
during the Dallas event.

But he noted the wide-
spread discussion of such
a possibility could itself
hurt sales, because con-
sumers may balk at buying
a vehicle from a company
they think could go under.
“The rumors of it don’t
help anything and are com-
pletely inaccurate,” Mr.
Wagoner said.

Meanwhile, Mr. Wagoner said
GM has no plans to further reduce
its number of brands. The company
recently put its iconic Hummer divi-
sion up for sale. GM sells vehicles un-
der eight different brands, but most—
including Buick, Saturn and Saab—
struggle to attract buyers. Mr. Wag-
oner said GM has plenty of initia-
tives under way to develop more
fuel-efficient vehicles.

Casino Guichard Perrachon

Sales rise in 2nd quarter
from consolidated chains

French grocery chain Casino Gui-
chard Perrachon & Cie. reported a
15% rise in second-quarter sales,
boosted by the operations of its re-
cently consolidated Super de Boer
chain in the Netherlands and Al-
macenes Exito in Colombia. Sales in-
creased to €6.95 billion ($11.07 bil-
lion) from €6.06 billion a year earlier.
The company said a lackluster retail
market and high gas prices are accel-
erating current trends in the French
retail environment, prompting con-
sumers to favor smaller convenience
stores and discount outlets. In
France, Casino’s discount formats
Leader Price and Franprix continued
to see an improvement in business,
with sales up 9%. Casino has been fo-
cusing on revamping business at the
two chains since it wrested full con-
trol of them from the Baud family.

Nokia Siemens Networks

Nokia Siemens Networks said it
won network-expansion orders val-
ued at €550 million ($875.8 million)
from mobile operator China Mobile
Ltd. in the year’s first half. The ven-
ture between Nokia Corp. and Sie-
mens AG said the deals included de-
signing, building, maintaining and
optimizing radio and core networks
for the operator, thus increasing its
network capacity. Wireless-equip-
ment makers are battling with fall-
ing prices and subdued demand, rais-
ing fierce competition for any new
business. In June, Alcatel-Lucent an-
nounced a similar $1 billion deal
with China Mobile, prompting fears
that Nokia Siemens and Telefon AB
L.M. Ericsson had lost business. In
the past few years, companies such
as Nokia Siemens, Ericsson and Alca-
tel-Lucent have been increasingly
challenged by Chinese vendors.

BG Group PLC

U.K. gas giant BG Group PLC
plans to sell a majority stake in Con-
tact Energy Ltd. if its hostile bid for
Origin Energy Ltd. is successful. BG
made ahostile bid 0f13.8 billion Aus-
tralian dollars (US$13.3 billion) after
Origin’s board rebuffed a friendly
proposal to acquire the company. Ori-
gin, based in Sydney, owns 51.4% of
Contact, a New Zealand energy gen-
erator and retailer. According to the
bidder’s statement, issued late
Thursday, BG plans to “invest in all
of Origin’s Australian businesses.”If
BG’s bid for Origin is successful, the
New Zealand Takeovers Panel will re-
quire the company to make a fol-
low-on offer for all of Contact, a pub-
licly traded company. Once that pro-
cess is complete, BG will move to di-
vest the stake, documents said.

Hewlett-Packard Co.

A former Hewlett-Packard Co.
vice president pleaded guilty to steal-
ing trade secrets by passing a confi-
dential email from his previous em-
ployer, International Business Ma-
chines Corp., to senior H-P executives,
the U.S. Justice Department said. Atul
Malhotra, 42 years old, faces a maxi-
mum of 10 years in prison, a $250,000
fine and three years of supervised re-
lease. John Vandevelde, Mr. Mal-
hotra’s attorney, said in an email that
“the Court will be able to consider pro-
bation in this matter,” rather than jail
time. Mr. Vandevelde called his client
“an honorable man” who “made one
mistake.” An H-P spokeswoman said
that in response to the emails, the
company “conducted an internal in-
vestigation...and reported the activity
to appropriate enforcement agencies
and to IBM.”

Novartis AG

Drug maker Novartis AG said it en-
tered a strategic partnership with
Swiss specialty chemicals maker
Lonza Group AG to help it manufac-
ture biotechnology drugs. Novartis,
based in Basel, Switzerland, didn’t
disclose financial details. Lonza, also
based in Basel, specializes in the pro-
duction of active chemical and biolog-
ical ingredients for the pharmaceuti-
cal industry. Biotechnology drugs are
more difficult to produce than tradi-
tional chemical drugs. They are also
more difficult to replicate and there-
fore are less susceptible to competi-
tion from low-cost generic copies.
Biotechnology has become a strate-
gic focus for Novartis; currently bio-
logical drugs account for about a
quarter of the company’s develop-
ment portfolio. Lonza will help Novar-
tis produce its biological drugs for
clinical testing and for sale.

Fraport AG

Airport operator Fraport AG re-
ported a solid increase in traffic at
its Frankfurt hub from January to
June. The airport had 26.3 million
passengers in the first six months, a
2.2% increase from a year earlier.
Freight throughput was up nearly
4% to more than one million metric
tons. The number of aircraft move-
ments remained at more than
241,000. Accumulated takeoff
weights increased 2%, marking air-
lines’ trend to use bigger, fuller air-
craft. In June, Frankfurt saw passen-
ger numbers decline 0.5% to 4.8 mil-
lion, while freight rose 1% to
178,000 tons. The company said its
six majority-owned airports regis-
tered 36.6 million passengers in the
first half, a 3.7% increase. In addi-
tion to Frankfurt, those airports in-
clude Antalya, Turkey; Lima, Peru;
and Varna, Bulgaria.

Groupe Danone SA

An arbitration panel in Stock-
holm rejected Groupe Danone SA’s
requests for interim measures
against its Chinese joint-venture
partner, Hangzhou Wahaha Group
Co., the latter said. The tribunal re-
jected Danone’s requests to prevent
Wahaha “from setting up new Non-
Joint Ventures or increasing the pro-
duction capacity of the existing Non-
Joint Ventures,” Wahaha said. The re-
jection came after Danone filed for
arbitration proceedings in May 2007
against Wahaha over their disputes.
Danone has said Zong Qinghou, the
founder of Wahaha, had built paral-
lel businesses that sell products iden-
tical to those sold by the companies’
joint venture, which is 51%-owned by
Danone. Mr. Zong has said Danone is
in violation of a noncompetition
clause by holding stakes in other Chi-
nese food companies.

Advanced Micro Devices Inc.

Advanced Micro Devices Inc.
said it will take $948 million in
charges for the second quarter,
mostly due to its 2006 acquisition of
ATI Technologies. In a filing with the
U.S. Securities and Exchange Com-
mission, the chip maker also said it
will take charges associated with lay-
offs and its investment in Spansion
Inc., a maker of flash-memory chips.
AMD shares have shed two-thirds of
their value in the past 12 months. In
April, the U.S. company reported a
$358 million net loss for the first
quarter, reflecting its struggle to
compete with Intel Corp. in micro-
processor chips, as well as costs
from the $5.4 billion ATI acquisition.
Following that announcement, Chief
Executive Hector Ruiz said AMD
would closely scrutinize “noncore”
business activities.

Infosys Technologies Ltd.

A weaker rupee and a tax rever-
sal helped Infosys Technologies
Ltd. report better-than-expected
21% growth inits fiscal first-quarter
net profit. Infosys raised its earn-
ings and revenue forecast in rupee
terms for the current financial year,
helped by the weak rupee. But its
share price fell because it didn’t
raise its annual revenue guidance in
dollars. Infosys did raise its annual
earnings forecast range in dollar
terms to $2.32 to $2.36 per Ameri-
can depositary share, before tax
items. It maintained its annual reve-
nue outlook. For the April-June
quarter, profit rose to 13.02 billion
rupees ($304.4 million), or 22.75 ru-
pees a share, from 10.79 billion ru-
pees ayear earlier. Salesrose 29% to
48.54 billion rupees, helped by the
addition of 49 new clients.

Guardian News & Media

U.K. newspaper publisher Guard-
ian News & Media bought the
owner of paidContent.org for about
$30 million, in what it says is a sig-
nificant expansion of its growing
U.S. presence. The move comes as
Guardian News has begun to make
other inroads into the U.S. The com-
pany recently launched Guardian
America to offer news and content
focused on an American audience.
The company, which publishes the
Guardian and Observer newspa-
pers, said ContentNext Media, paid-
content.org’s parent company, will
continue as a stand-alone opera-
tion. The site and its regionally fo-
cused offshoots follow the digital-
media entertainment and technol-
ogy sectors.

Vodacom Group

Vodacom Group said that Pieter
Uys, the South African mobile-
phone-network operator’s chief op-
erating officer since 2004, will suc-
ceed Alan Knott-Craig, as chief exec-
utive, in October. Mr. Knott-Craig, 55
years old, announced his decision to
step down in June, having led the
company since it launched as South
Africa’s first mobile operator in
1993. “Pieter was an obvious choice.
His years of experience and track
record of success at Vodacom speaks
volumes and his appointment en-
sures continuity and a smooth hand-
over,” Chairman Oyama Mabandla
said, adding that the board had con-
sidered internal and external candi-
dates. Mr. Uys, 44 years old, takes
the reins as Vodacom stands to be-
come majority-controlled by Brit-
ain’s Vodafone Group PLC.

SJM Holdings Ltd.

A sister of casino businessman
Stanley Ho filed an appeal in a Hong
Kong court Friday in her latest at-
tempt to block the listing of Mr. Ho’s
casino flagship, SJTM Holdings Ltd.,
in Hong Kong. Winnie Ho said in a
statement that she filed an appeal
to the Court of Appeal in Hong Kong
to seek ajudicial review of SJTM’s list-
ing, as well as an injunction to stop
it—part of a long-running dispute
with her brother that has included
more than 30 court filings in Macau,
where Mr. Ho owns his casinos, and
Hong Kong. On Wednesday, Court of
First Instance in Hong Kong re-
jected Ms. Ho’s application. Mr. Ho
raised US$494 million from selling
shares in SJM last week and had
planned to list the company on the
Hong Kong Stock Exchange on
Thursday. SJTM said the debut would
be delayed until July 16.

—Compiled from staff
and wire service reports.
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Rich countries’ slowdown
will get worse, OECD says

i

The OECD said its composite leading indicator of
economic activity fell to 97.2 in May from 97.7 in

HE WORLD’S
I leading devel-

oped economies
are set to experience
an “intensified” slow-
down, according to
figures from the Orga-
nization for Economic
Cooperation and De-
velopment.

April—4.6 points down from the same month last

year. Leading indicators for most members of the
Group of Seven leading industrial nations fell, but
the OECD said its leading indicators pointed to con-
tinued expansion in China and Russia. The organiza-
tion said its indicators show both Brazil and India

will experience downturns.

—Paul Hannon

Region’s leaders gather
in bid for peace, stability

ORE than 40 nations,
home to 800 million
people, were set Sun-
day to join in a Union for the
Mediterranean, whose boost-
ers hope can nudge the re-
gion toward peace and stabil-
ity. Israeli, Syrian and Pales-
tinian leaders were among
those attending an unprece-
dented gathering in Paris.
French President Nicolas
Sarkozy urged nations
around the Mediterranean to “learn to love one an-
other rather than to continue to hate each other and
wage war.” France’s foreign minister, Bernard Kouch-
ner, above, urged the countries to unite to deal with
global warming, growing migration and shrinking wa-

ter and energy resources. —Associated Press
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Russian cuts drive refiner
to tap state oil reserves

HE CZECH Re-
I public’s main

oil refiner said
it was tapping state
oil reserves and bring-
ing in crude through
an alternate pipeline
after Russia cut deliv-
eries to the central
European state.

Czech officials said Friday that the cuts would
nearly halve incoming oil from Russia, which could

further strain ties after the Czechs disregarded Rus-

sian objections and signed a missile-defense pact
with the U.S. last week. The Czech Republic has
been quick to quell speculation the reduced deliver-
ies are politically motivated, and refinery Unipetrol
said they were the result of “technical organiza-
tional” problems in Russia.

—Reuters

Betancourt likely to revive political path

Possible Uribe rival
is seen providing
balance in Colombia

By DaviD LUHNOW

ORMER COLOMBIAN presi-
F dential candidate Ingrid Bet-
ancourt, freed from her six-
year hostage ordeal, is likely to re-
sume her political career: helping re-
shape Colombian politics and possi-
bly emerging as an important rival
to President Alvaro Uribe, whose
government rescued her.

Ms. Betancourt was a minor can-
didate when she was kidnapped in
2002 by the Revolutionary Armed
Forces of Colombia, registering
barely 1% support in the polls. Her
captivity made her a powerful
brand in Colombian politics, with re-
cent polls suggesting she is the coun-
try’s second most popular politician
after Mr. Uribe. Colombia’s leading
news magazine Semana put Ms. Bet-
ancourt on its cover this week with
the question: “Ingrid, President?”

Ms. Betancourt, who in the late
1990sbecame asenator withareputa-
tion for leading anticorruption cru-
sades, was rescued this month when
Colombia’s military managed to dupe
the FARC, as the rebels are known,
into handing her over along with
three American captives and 11 other
Colombian hostages.

Friday, the FARC blamed two
guerrillas who were guarding the
hostages for the success of a rescue
mission, suggesting they had been
bought off and “betrayed” their revo-
lutionary principles. The Colombian
government, as well as former hos-
tages such as Ms. Betancourt, said
the rescue was genuine. The two
rebels are in a Colombian prison.

The former senator, who de-
scribed herself this week as a “leftist
but without the gullibility,” has
largelyruled out running in2010 elec-
tions, in which Mr. Uribe might run
forathirdtermifhe succeedsinrevis-
ingthe constitution tomake that pos-
sible. She has become politically ac-
tive in the days following her rescue,
speaking out on issues and making
her first criticisms of Mr. Uribe, a con-
servative who enjoys high approval

ratings for his successful military
campaign against the FARC.

Ms. Betancourt said while
Mr. Uribe should keepup militarypres-
sure on the FARC, he should be more
open to negotiations that could free
thegroup’sremaininghostages andul-
timately end more than five decades of
political violence. The FARC holds at
least 25 other political hostages, and
an estimated 700 other hostages for
ransom. Mr. Uribe has said he believes
the FARC won’t negotiate unless they
are brought to their knees first.

During Ms. Betancourt’s captiv-
ity, her family criticized Mr. Uribe for
relying on a military solution at the
expense of talks. Upon her rescue,
Ms. Betancourt said she was grateful
to Mr. Uribe and the military. Within
days, she suggested the operation
also had an element of “luck,” and
that a different approach would be
needed to free the other hostages.

Ms. Betancourt’s campaign
could pressure Mr. Uribe to figure
out a way to get the hostages freed.
“I think the question of the remain-
ing hostages will be a real problem
for Uribe,” said Michael Shifter, vice-
president at the Inter-American Dia-
logue, a think tank in Washington.

g

Ingrid Betancourt sought Colombia’s
presidency in 2002 and may run again.

“Ingrid has enormous moral author-
ity and political capital. She’s going
to make their release her cause.”
Friday, relatives of the remaining
hostages held a small march to draw

Associated Press

attention to those still in captivity,
concerned Colombians will forget
about them now that Ms. Betan-
court, who is a dual French and Co-
lombian citizen, and the three Ameri-
cansare free. “We are asking all soci-
ety to be more active in asking for
thefreedomof ourlovedones,” Clau-
dia Rugeles, the wife of hostage and
former state governor Alan Jara,
told El Tiempo newspaper.

Mr. Uribe held a brief summit
with Venezuela’s Hugo Chavez Fri-
day where both sides vowed to im-
prove bilateral ties. Tensions have
been aggravated by Mr. Chavez’s
brief role last year as a mediator try-
ing to secure the hostages’ freedom.
Colombia accused Mr. Chavez of try-
ingtousetheroletoboostthe FARC’s
standing and undermine Mr. Uribe.

Ms. Betancourt’s honeymoon
with voters may not last. She has an-
gered some in Colombia by saying
the rebels would have killed her if
France hadn’t kept her case in the
spotlight, and saying she plans to
skip a parade in Bogota in support
of the remaining hostages on July
20 because of security concerns.

Over time, Ms. Betancourt could
provide much needed balance in Co-

lombian politics. The development of
modern left-wing politics in Colom-
biahas been frustrated because of the
association of anything leftist with
the FARC. The guerrilla group, Latin
America’s largest, is considered a ter-
rorist organization by the U.S. and Eu-
ropean Union and fundsitselfthrough
drug-trafficking and kidnappings.
Mr. Uribe and his “Party of the U,”
which was created in the past few
years because the Liberal and Conser-
vative parties had lost credibility,
have a chance to create a political mo-
nopoly. Having succeeded inchanging
Colombia’s constitution once to allow
himself to run for re-election in 2006,
Mr. Uribe is considering a revision
that would allow him a third term.
Colombia needs “the emergence
and subsequent consolidation of a
modern center-left movement that
clearly represents the interests of
the poor. Ms. Betancourt could very
well be the catalyst for this,” Beat-
riz Rangel, aformer Venezuelan gov-
ernment official and prominent com-
mentator on Latin American politics,
wrote in areport published by the In-
ter-American Dialogue.
—José de Cordoba
contributed to this article.

Syrian diplomacy is bearing fruit

By MARIAM FAM

CAIRO, Egypt—Syrian President
Bashar Assad’s weekend trip to Paris
is the first tangible fruit of what ap-
pears to be a new, global offensive of
charm and diplomacy by the one-
time international pariah country.

Damascus backed a unity govern-
ment in Lebanon and is holding indi-
rect peace talks with Israel, two
moves that have helped partially re-
habilitate Syria in the eyes of many
Western diplomats. Not all, of
course: The U.S. is continuing to
pressure Syria, escalating economic
sanctions against a supporter of the
regime last week.

The difference between Syria’s in-
ternational fortunes now and just a
few months agois stark. In March, re-
gional heavyweights and fellow Arab
League members Saudi Arabia and
Egypt publicly snubbed Mr. Assad,

refusing to send their heads of state
to a league summit in Damascus.

The move was seen as an embar-
rassing political slap in the face,
aimed at pressuring Syria to help end
a political deadlock in Lebanon. It
served to further isolate Damascus
at a time when the U.S. and some of
its allies were accusing it and fellow
pariah-state Iran of meddling in Leba-
nese politics and in Iraq.

But over the weekend, Mr. Assad
was received warmly by French Pres-
ident Nicolas Sarkozy as he arrived
in Paris for a European-Mediterra-
nean summit, bringing together
leaders from more than 40 nations.
Mr. Sarkozy said he was planning an
official visit to Damascus.

While rhetoric between Iran and
the West has ratcheted up over Teh-
ran’s refusal to abandon its nuclear
program, Syria has steered a more
pragmatic course, a trademark of

Syrian President Bashar Assad, right,
shakes hands with French President
Nicolas Sarkozy in Paris on Saturday.

Mr. Assad and his long-ruling father.

“Syria is getting out of this isola-
tion. Syria is being rehabilitated,”
says Hilal Khashan, a political sci-
ence professor at Lebanon’s Ameri-
can University of Beirut. “Bashar As-
sad is a political survivor.”

It also appears to be a move
aimed at positioning Syria as a
steady and moderate hand in the re-
gion, analysts say.

“Syria has been trying to pro-
mote itself as a country that can sta-
bilize” the region, says Syrian politi-
cal analyst Sami Moubayed.

Some analysts believe that Syria
is also seeking guarantees that the
outcome of an international tribu-
nal into the 2005 killing of former

Associated Press

Lebanese Prime Minister Rafik Har-
iri will spare the regime and those
close to it. A United Nations-
backed investigation implicated
Syrian intelligence officials in the
murder. Syria denies involvement.
—David Gauthier-Villars in Paris
contributed to this article.
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Spain backs off bond sale

Borrowing costs rise
for some EU nations
as economies falter

BY EMESE BARTHA
AND CHRISTOPHER EMSDEN

Spain on Friday confirmed it de-
cided against issuing a new 15-year
bond, citing market conditions that
have driven up borrowing costs for
governments with budgets that are
deemed especially vulnerable to the
economic slowdown.

Spain is among several nations
paying increasingly higher inter-
est than Germany, the region’s
benchmark government borrower,
to issue or refinance public debt.
Spain is rated triple-A, and the
spread on its long-term bonds
over German Bunds was only a few
hundredths of a percentage point
last year; it isnow 0.29 percentage
point.

“We decided market conditions
are not appropriate for a long-term
bond issue,” Finance Minister Pedro
Solbes told a Madrid news confer-
ence, where he also said the Spanish
economy was nearly flat in the sec-
ond quarter. The Spanish economy

Widening gap

Spreads of 10-year government
bonds of outlying European
countries vs. German benchmark,
in basis points
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is rapidly slowing from a decade-
long boom, and the government is
promising fiscal stimulus.

The four countries paying the
highest premium over German gov-
ernment bonds to issue debt now
are Greece, Italy, Portugal and
Spain, according to the fixed-in-
come team at Crédit Agricole’s Ca-
lyon division. The Italian govern-
ment now has to pay 0.5 percentage
point more on 10-year debt than Ger-

many, up from a spread of 0.335 per-
centage point six months ago.

France is also sliding up the
spread curve, paying 0.2 percentage
point more than Germany for
10-year debt.

“In the near future, the main
driver continues to be global risk
sentiment,” said Jan von Gerich, an
economist at Nordea in Helsinki.

Diverging risk assessments of
governments also show up in euro-
zone corporate-bond markets. In
the past six weeks, spreads on credit-
default swaps, a proxy for default
risk, have jumped 1.22 percentage
points to 5.59 percentage points for
lower-rated European companies,
and widened 0.33 percentage point
to 1.02 percentage points for invest-
ment-grade companies, according
to Danske Bank.

Those costs, if they translate
into slowing employment growth,
will put further pressure on public fi-
nances of the euro zone’s weakest
economies. The corporate sectors
of Spain, France and Italy are highly
reliant on external finance, while
German firms largely rely on inter-
nally generated cash for growth, ac-
cording to Dresdner Kleinwort econ-
omist David Owen.

—Jonathan House
contributed to this article.

Muslim denied French

BY DAVID GAUTHIER-VILLARS
AND STACY MEICHTRY

PARIS—In the latest clash be-
tween religion and secular tradi-
tion in France, a court has denied
citizenship to a Moroccan woman
on the grounds that she practices a
radical form of Islam that pre-
vented her from assimilating
French culture.

In a recent ruling, the Conseil
d’Etat, France’s highest court, dis-
missed an appeal by Faiza
Mabchour to recognize her
right to become French be-
cause she is married to a
Frenchman.

The court said her reli-
gious practices are “not
compatible with the essen-
tial values of the French
community, notably the
principle of gender equal-
ity.” The court based its deci-
sion on immigration-police
reports saying she acted sub-
missively before her husband and
wore a garment that fully covered
her body and concealed her face, an
official at the Conseil d’Etat said.

Many devout Muslim women
wear headscarves, but only a small
minority hide the face, a custom of-
ten associated with the Salafi strain

Nicolas Sarkozy

of Islam practiced in Saudi Arabia.

Ms. Mabchour, who lives in a
suburb south of Paris, couldn’t be
reached on Friday. Neighbors said
she had left for a vacation in Mo-
rocco.

The ruling is the latest chapter
in France’s struggle to square its
secular ideals with the traditional
and religious beliefs of Europe’s
largest Muslim community.

The denial of citizenship for Ms.
Mabchour could exacerbate ten-
sions between France’s
Muslim community and the
country’s political estab-
lishment, since the ruling
essentially extends the de-
mands of French secular-
ism into what has been con-
sidered a private sphere—
the home. The ruling, is-
sued on June 27, was dis-
closed by areport in French
daily Le Monde on Friday.

French Muslim leaders
urged caution, however.
“I hope people won’t judge the en-
tire Muslim community of France
by this example,” said Moroccan-
born Mohamed Béchari, president
of the National Federation of
French Muslims. “Muslims are not
oppressed in France.”

The Conseil d’Etat ruling comes

citizenship

as French President Nicolas
Sarkozy, who this week took the
reins of the European Union’s six-
month rotating presidency, is urg-
ing the 27-nation bloc to follow
France’s example and toughen its
immigration rules.

Mr. Sarkozy has introduced
measures aimed at better integrat-
ing France’s large immigrant popu-
lation into mainstream society. As
interior minister, he helped push
through legislation requiring im-
migrants seeking work visas to
speak French.

Since the beginning of the year,
immigrants must sign a “contract
of integration” that attests to
their support for French ideals
such as “laicite,” or “secularism,”
or risk expulsion. They must also
attend a day-long course on
French history.

Although France’s constitution
guarantees freedom of religion,
many French people regard reli-
gion as a private matter. That
strict separation between church
and state has come under severe
strain as the country’s growing
Muslim population seeks to ex-
press its religious traditions in
public settings.

—Andrew Higgins
contributed to this article.

EU says Iran’s missile tests deepen concerns

A WSJ NEws Rounpup

The European Union raised con-
cerns about Iran’s announcement
that it had conducted missile tests,
and it stepped up calls on Tehran to
suspend uranium enrichment within
its disputed nuclear program.

“These missile tests can only re-
inforce the international communi-
ty’s concerns,” the French presi-
dency of the EU said. “The EU calls
on Iran to finally react to the entire
international community’s de-
mands as expressed in [U.N.] Secu-

rity Council resolutions to reach a
negotiated solution on the nuclear
issue,” it said of repeated calls for
Iran to curb uranium enrichment.

The West fears the enrichment
could lead to Iran getting the atom
bomb—a goal Tehran denies.

Also on Friday, Iran’s official
news agency said the country’s top
nuclear negotiator, Saeed Jalili, will
meet EU foreign-policy chief Javier
Solana to address Tehran’s disputed
nuclear program.

Friday’s report said Saeed Jalili

will go to Geneva to meet with Mr.
Solana on July 19. Their talks will fo-
cus on a package of economic and
technological incentives presented
to Iran by the U.N. Security Council’s
permanent members plus Germany.

Last week, Iran responded to the
EU but indicated that it has no plans
to stop enriching uranium—a key
Western demand.

European officials say they are
studying the response and consult-
ing with the U.S., Russia and China
on what to do next.

Sudan president to face
charges of war crimes

BY CHARLES FORELLE

BRUSSELS—The chief prosecu-
tor of the International Criminal
Court is expected Monday to charge
Sudan’s president, Omar al-Bashir,
with crimes against humanity for al-
legedly directing the campaign of
rape and murder that has plagued
the Darfur region for five years.

Aid groups and others say the
move will test the effectiveness of
the six-year-old court,
based in The Hague, as well
as the resolve of the inter-
national community to
bring Mr. Bashir to trial
and address a conflict the
U.S. has called genocide.

A person familiar with
the matter confirmed that
the chief prosecutor, Luis
Moreno-Ocampo, plans to
bring the charges Monday,
but it remained unclear
whether Mr. Moreno-
Ocampo will move against others as
well. A spokeswoman for Mr. Moreno-
Ocampo declined to comment.

The charges, brought as a result
of an investigation requested by the
United Nations Security Council,
could also complicate U.N. peace-
keeping missions in Sudan. Critics
have long said such prosecutions
risk inciting additional violence,
though many human-rights groups
support them.

The prosecution of Mr. Bashir
“just forces the international commu-
nity to act,” said David Crane, who as
the chief prosecutor of a special inter-
national tribunal for Sierra Leone in-
dicted Liberian President Charles
Taylor for crimes against humanity
and war crimes in 2003. “You can’t ig-
nore an indictment.”

The Darfur situation recalls Mr.

mar al-Bashir

Crane’s decision to move on Mr. Tay-
lor at a time when diplomats were
still trying to end fighting in Sierra
Leone and Liberia. Today, he notes,
Mr. Taylor is in custody and Liberia
has a democratically elected presi-
dent. Mr. Crane supports indicting
Mr. Bashir now.

The formation of the ICC re-
flected the desire of much of the
world to put more emphasis on jus-
tice by establishing a permanent, in-
dependent body that
doesn’t owe fealty to politi-
cal and diplomatic con-
cerns. Besides Darfur, the
ICC has active cases in the
Democratic Republic of the
Congo, the Central African
Republic and Uganda.

Getting Mr. Bashir to
trial in The Hague won’t be
easy because the court has
no police force. Countries
would be obliged to turn
him over, but the U.N.
peacekeeping missions in the re-
gion aren’t charged with apprehend-
ing fugitives.

Sudan officials and members of
Mr. Bashir’s ruling National Con-
gress Party responded angrily over
the weekend, after the Washington
Post reported Friday that the presi-
dent would be charged with geno-
cide and other crimes.

Thousands of Sudanese rallied in
support of Mr. Bashir Sunday, snarl-
ing traffic in the Sudan capital Khar-
toum. A statement from the ruling
party, carried on state television,
called the expected indictment “irre-
sponsible, cheap political blackmail”
that would bring “more violence and
blood” to Darfur, according to wire-
service reports. Sudan, like the U.S.,
hasn’t signed up to the ICC.

—dJess Bravin in Washington
contributed to this article.

U.S. officer visits Pakistan,
urges steps against militants

BY YocCHI J. DREAZEN

ISLAMABAD, Pakistan—With vio-
lence in Afghanistan surging, the
top U.S. military officer made an un-
announced visit to Pakistan’s capi-
tal to press Pakistani leaders to
crack down on the militants destabi-
lizing both countries.

Adm. Mike Mullen, the chairman
of the Joint Chiefs of Staff, met with
Pakistan’s military and civil-
ian leadership Saturday
amid mounting U.S. con-
cerns about a sudden surge
in insurgent activity inside
Afghanistan. More Ameri-
can forces now die in Af-
ghanistan than in Iraq, and
the number of Taliban at-
tacks has increased mark-
edly in recent months.

In an interview, Adm.
Mullen said he told the Paki-
stanis that they needed to
take stronger steps against the Is-
lamic militants operating freely in
the country’s lawless tribal areas
and crossing into Afghanistan regu-
larly to carry out attacks.

“That border is more porous
than it was a year ago,” he said. “It’s
very important that action be taken
to respond to that.”

The visit comes amid rising ten-
sions between the U.S. and Paki-

Mike Mullen

stan’s new civilian government,
which has talked about seeking a po-
litical accommodation with the ex-
tremists rather than trying to kill or
arrest them.

Adm. Mullen and other senior
U.S. military officials believe Paki-
stan deserves much of the blame for
Afghanistan’s deteriorating secu-
rity situation. The officials say the
number of militants, including for-
eign fighters, crossing into
Afghanistan from Pakistan
hasincreased sharply inre-
cent weeks.

Gen. David McKiernan,
the American officer com-
manding 52,700 North Atlan-
tic Treaty Organization
troops across Afghanistan,
said in an interview Thurs-
day that militants have
“sanctuary areas” inside Pa-
kistan where they are able to
train fighters, gather weap-
onry and supplies, and send militants
across the border into Afghanistan.

Pakistani officials angrily reject
the U.S. criticism, noting Pakistani
troops have died battling extremists.
In a CNN interview Friday, Pakistani
Foreign Minister Shah Mahmood
Qureshi said it was an “exaggeration
to just pass the buck to Pakistan.”

—Zahid Hussain
contributed to this article.
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REVIEW & OUTLOOK

nvestors continued to flee Fannie

Mae and Freddie Mac Friday, al-

most as frantically as the political

class tried to reassure everybody

there was nothing to worry about.
Allow us to sort the good (there isn’t
much) from the ugly.

In the good category, Treasury Secre-
tary Hank Paulson swatted back reports
of a government “nationalization” of the
companies—which would mean making
explicit what haslong been an implicit tax-
payer guarantee of their liabilities. This
would instantly add $5 trillion in liabili-
ties to the federal balance sheet, doubling
the U.S. public debt burden and putting
America’s AAA credit rating at risk. This
is the nightmare scenario for taxpayers.

Less reassuringly, Mr. Paulson said,
“our primary focus is supporting Fannie
Mae and Freddie Mac in their current
form as they carry out their important
mission.” This suggests that Treasury
thinks the two companies have enough
capital, or can raise enough in private
markets, to ride out any mortgage losses.
We’re not so sure, and neither are inves-
tors, who have kept bidding Fan and Fred
shares to new lows on fears of insolvency.

The most immediate danger is that in-
vestors will shrink from rolling over the

ne of the mysteries of the uni-
verse is why President Bush
bothers to charge the fixed
bayonets of the global warm-
ing theocracy. On
the other hand, his Adminis-

The G-8

Fannie Mae Ugly

debt of the two companies, leading to a
run a la Bear Stearns. Mr. Paulson is try-
ing to reassure people that the compa-
nies are sound, but after Bear everyone
has the heebie-jeebies. With so much on
theline, we’ve been suggesting that Trea-
sury and Congress step up now with a
public capital injection to help the com-
paniesride out their losses.

Yes, this would mean put-
ting some taxpayer cash up
front, but in the cause of
avoiding the far greater risk
of a collapse or Bear-like
run. If the capital injection
was made in the form of a
subordinated debt or preferred stock of-
fer, taxpayers would get a stake in the
companies and some return on their in-
vestment once the crisis passes.

We haven’t suddenly become social-
ists. What U.S. taxpayers need to under-
stand is that Fannie and Freddie already
practice socialism, albeit of the dishon-
est kind. Their profit is privatized but
their risk is socialized. We’re proposing
a more honest form of socialism, with
the prospect of long-term reform.

In return for putting up the cash, the
taxpayers would also need somereassur-
ance that this Fan and Fred debacle

The political
class says
there’s nothing
to worry about.

couldn’t happen again. Thus their regula-
tor would need the power to shrink their
portfolios of mortgage-backed securi-
ties that have made them such high-risk
monsters, and ultimately to wind the
companies down. Apart from outright
failure, the worst scenario would be a
capital injection that left the companies
free to commit the same
mayhem all over again two
or 10 years from now.

Now we get to the ugly:
Congress. On Friday, Demo-
cratic Senate Banking Chair-
man Christopher Dodd de-
clared that Fannie and Fred-
die are “fundamentally strong,” that
fears about their capital are over-
wrought, and that “this is not a time to be
panicking about this. These are viable,
strong institutions.” Yet he also said that
one option under discussion is to let the
two companies borrow from the Federal
Reserve’s discount window.

In other words, Mr. Dodd says the com-
panies are so safe that the Fed may have to
rescue them. What he really wants to dois
to pass the buck—literally—to the Fed so
he and Congress don’t have to appropri-
ate taxpayer money up front. Opening up
the window would nonetheless be a giant

Kyoto’s Long Goodbye

sions by half by 2050. Yet for the first
time, the G-8 also agreed that any mean-
ingful climate program would have to in-
volve industrializing nations like China
and India. For the first time,
too, the G-8 agreed that real

tration’s supposed “cowboy progress will depend on
diplomacy” is succeeding in concedes that technological advance-
changing the way the world Bush is right ments. And it agreed that
addresses climate change. ush 1s ¥'1g the putative benefits had to
Whichistosay,hehasforced ~ about climate  justify any brakes on eco-
the world to pay at least change. nomic growth.

some attention to reality.
That was the larger mean-
ing of the Group of Eight summit in Japan
last week, even if it didn’t make the pa-
pers. The headline was that the nations
pledged to cut global greenhouse emis-

In other words, the G-8
signed on to what has been
the White House approach since 2002.
The U.S. hasrelied on the arc of domestic
energy programs now in place, like fuel-
economy standards and efficiency regu-

Escape From Iran

eldom does news about Iran

give cause for rejoicing, but all

who value human rights and de-

mocracy can celebrate the re-

cent escape to freedom of dissi-
dent Ahmad Batebi.

InJuly 1999, Mr. Batebi was one of thou-
sands of Iranian students who took to the
streets to protest the “reformist” govern-
ment’s disregard for press freedom and
other basic liberties. During six days of
demonstrations, the government killed
multiple protesters, injured hundreds
and imprisoned more than a thousand.

Mr. Batebi’s “crime” was to be photo-
graphed holding up the bloodstained shirt
of fellow student Ezzat Ebrahim-Najad,
who had been beaten and killed by plain-
clothes government paramilitaries. When
the photograph appeared on the cover of
The Economist magazine under the head-
line “Iran’s second revolution?” it became
iconic—and Mr. Batebi’s death warrant.

In secret court proceedings, Mr. Batebi
initially was sentenced to death for “creat-
ing street unrest” and endangering Ira-
niannational security. After international
protest, the sentence was reduced first to
15 years and then 10 years in prison. Held
in solitary confinement, deprived of sun-
light and beaten with cables, Mr. Batebi
suffered strokes, seizures, dislocations of
his hips and injury to his brain.

This spring the regime allowed him a
furlough to receive treatment. Rather
than return to Evin Prison, Mr. Batebi es-
caped to Iraq. In late June, he flew
through Vienna to Washington, D.C.

Shortly after his arrival in the U.S. Mr.
Batebi gave an interview to the Voice of
America, which broadcast it to his home-
land. He said: “I wish each and every Ira-
nian could travel abroad, come to the U.S.
or go to Europe, for just one week, and feel,
smell, and breathe freedom, human dig-
nity, and realize the value of their lives.”

lations, along with billions in subsidies
for low-carbon technology. Europe
threw in with the central planning of the
Kyoto Protocol—and the contrast is in-
structive. Between 2000 and 2006, U.S.
net greenhouse gas emissions fell 3%. Of
the 17 largest world-wide emitters, only
France reduced by more.

So despite environmentalist sancti-
mony about the urgent need for Presi-
dent Bush and the U.S. to “take the lead”
on global warming, his programhas done
better than most everybody else’s. That
won’t make the evening news. But the
fact is that the new G-8 document is best
understood as a second
look at the “leadership”
of . .. you know who.

The G-8 also tends to
make grand promises
that evaporate as soon
as everyone goes home.
This year, picking up the
“accountability” theme
pressed by the U.S., en-
voys grudgingly ac-
cepted a plan that will
track—and publicize—
how well countries are living up to their
word. So when the G-8 endorsed green-
house reduction “aspirations” that are
“ambitious, realistic and achievable,” the
emphasis fell on the last two attributes.

It is not at all clear that huge expendi-
tures today on slowing emissions will
yield long-run benefits or even slow emis-
sions. Research and development into
sources of low-carbon energy is almost
certainly more useful, and the G-8 pledged
more funding for “clean tech” programs.

The G-8 also conceded that global-
warming masochismis futile and painfully
expensive. If everyrich country drastically
cut CO,, those cuts would be wiped out by
emissions from China and India. “Carbon
leakage” is a major problem too, where cut-
backs in some countries lead to increases

=

George W. Bush

step toward an explicit taxpayer guaran-
tee of Fannie and Freddie debt. It would
further poison the Fed’s balance sheet,
not tomention get it tangled up in the poli-
tics of the mortgage markets in a way that
would jeopardize Fed independence.

And speaking of ugly, Friday’s markets
showed one more nasty side effect of the
Fannie Mae panic: fear of rising inflation.
Gold popped by $23 an ounce, and at $965
is back at the heights it reached during
the March run on Bear Stearns. Oil also
bounced up as the dollar fell, a sign that in-
vestors think the Fed will react to the Fan-
nie fears by delaying any monetary tight-
ening even longer than it already has.

If there’s any other good news in all
this, it is that the scandal of Fannie and
Freddie is at last coming into public fo-
cus. The Washington political class has
nurtured and subsidized these financial
beasts for decades inreturn for their cam-
paign cash and lobbying support. Wall
Street and the homebuilders also cashed
in on the subsidized business, and also
paid back Congress in cash and carry.

The losers have been the taxpayers,
who will now have to pay the price for
this collusion. Maybe the press corps
will even start reporting how this vast
confidence game could happen.

in others with less strict policies, as manu-
facturing and the like are outsourced. This
whack-a-mole won’t stop without includ-
ing all 17 major economies, which together
produce roughly 80% of global emissions.

Much to the ire of Kyotophiles, Mr.
Bush started this rethinking last year
when he created a parallel track for talks
on a post-2012 U.N. program, luring
China and India to the table with more
practical options. But developing coun-
tries, led by that duo, still refused to sign
on to the G-8’s 2050 goal. They aren’t ea-
ger to endanger their growth—and lift-
ing people out of poverty—by acquiring
the West’s climate neuroses.

The irony is that Kyoto has handed
them every reason not to participate. Eu-
rope knew all along that it couldn’t meet
its quotas, so it created an out in “off-
sets.” A British factory, say, buys a credit
to pay for basic efficiency improvements
in a Chinese coal plant, like installing
smokestack scrubbers. Thisisatax onthe
Brits to make Chinese industries more
competitive. Sweet deal if you can get it.

It gets worse. The offsets are routed
through a U.N. bureaucracy that makes
them far more valuable in Europe than
the cost of the actual efficiency improve-
ments. So far, Kyoto-world has paid more
than €4.7 billion to eliminate an obscure
greenhouse gas called HFC-23; the neces-
sary incinerators cost less than €100 mil-
lion. Most of the difference in such
schemes goes to the foreign government,
such as China’s communist regime.

Given these perverse incentives, the
magical realism of Kyoto has backfired in
a big way. The global warming elite will
never admit this, because that would
mean giving up their political whip
against George Bush. But Kyoto II is al-
ready collapsing under its own contradic-
tions. By sticking to amorerealistic alter-
native, this reviled President has handed
his green opponents a way to save face.
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The Journal Interview with Elaine L. Chao / By Brendan Miniter

‘I See Opportunities in This Country a Little Differently’

WASHINGTON—Secretary of Labor
Elaine L. Chao immigrated to the United
States on a cargo ship in 1961, when she
was 8 years old. The trip from Taiwan
took a month. It was no easy passage.

“My sister fell ill during the ocean jour-
ney,” she told me on a recent
afternoon in her spacious of-

The Labor

than whether he has a union card. Work-
ers with a bachelor’s degree earn, on aver-
age, more than $1,400 a week and have an
unemployment rate of just 2.2%. High-
school dropouts, by contrast, average just
$528 a week for full-time work and their
unemployment rate is 8.3%.
“We have a skills gap in this

fice. “Seventeen hundred nau- country,” Ms. Chao said.
tical miles, there were no doc- Ms. Chao seems to be con-
tors on board and my mother ~ S€CIetary fears  cerned that the country
sat up for three nights and overregulation could cease to be the land of
threg days, just contlnuous}y i stif] opportunity that drew her
soaking my sister’s body, lit- W1l stiile parents decades ago. Con-
tle body, with cold water” to the next gress appears eager to im-
break her fever. . pose regulations that

“So I see opportunities in generation’s could hurt the economy in
this country, perhaps, in a the name of helping those

slightly different way. . . .
America really is unique,”
she says. “It’s really a land of meritocracy,
where it doesn’t matter where you were
born, who you know. If a person works
hard, most of the time .. .”

There is speculation that the economy
could soon slip into recession as the coun-
try sheds jobs and faces a slumping hous-
ing market. Still, Ms. Chao points out that
the national unemployment rate remains
below where it averaged in the 1990s
(5.5% today versus 5.7% last decade). “Peo-
ple forget that,” she says.

Yet Ms. Chao seems most concerned
with the long-term trends that affect the
workforce. The old economy that relied
heavily on domestic manufacturing and
production is giving way to a modern econ-
omy based on technology and instant com-
munications. This change is empowering
workers, allowing them to work more flexi-
ble schedules and boost their productivity.
At the same time, it is also changing the
criteria required to get ahead—and forcing
a decline in union membership.

In 1979, 24.1% of American workers be-
longed to a union. Today only 12.1% do,
and the number falls to 7.5% for those who
do not work for the government. Whether
a worker has a college or even a high-
school diploma is now much more impor-
tant for lifetime earnings and employment

dreams.

who don’t have the skills

to compete. If these regula-
tions are enacted, Ms. Chao fears the “Eu-
ropeanization” of the American economy.

“I have a whole list here,” she says, of
what Congress could do to hobble eco-
nomic growth. Items on her list include
bills that would expand the Family Medical
Leave Act, force some employers to give
90 days notice before laying off workers
(up from 60 days now), and mandate mini-
mum paid sick leave. There’s also “compara-
ble worth,” a bill being pushed by Sen. Hill-
ary Clinton and others that would force
employers to pay the same wages
for different occupations. If these
regulations become law next hitn
year, she believes it would make #:5%
it more difficult for employers to
adapt their workforce to a changing econ-
omy. “Only with our flexibility will there be
continued dynamism, vibrancy and opportu-
nities. We had young people in France riot-
ing at the age of 24 because they fear that
if they do not find a job by the age of 24
that they will never find a job for the rest
of their lives. That is so foreign to what
the American experience is all about.”

“The Eurozone countries and Japan
have not created as many jobs as America
has in the last seven years,” she adds.
“And their unemployment rate is double, if
not sometimes triple, that of the United

Zina Saunders

States. So the best way to help a worker
get a job ... is to help them get recon-
nected to the workforce as quickly as pos-
sible because the longer they stay out, the
more things will change at the workplace
and the harder it will be for them to re-en-
ter the workforce.”

“Some in Washington want to increase
benefits, regulations and mandates and
that’s the European model. That is not the
path we want to follow long term.”

Ms. Chao says that when she attends
meetings with other labor ministers, “they
may not agree totally with our point of
view, but they all want to learn about how
America creates opportunities and jobs and
how the dynamism of our economy, the flexi-
bility of our economy creates opportunities.”

What does she tell them?

No Olympic Medal for Bush

By Ronan O’Sullivan Farrow

As U.S. congressional leaders disbanded
for the July Fourth holiday earlier this
month, the White House quietly released
travel schedules confirming that President
Bush will attend the opening ceremonies
of the Beijing Olympic Games. The careful
timing will not mute the impact of the de-
cision. As a rising tide of world leaders
boycotts the ceremony, Mr. Bush will lend
his imprimatur to a regime that continues
to jail dissidents and persecute religious
groups, back a criminal junta in Burma
and bankroll what Mr. Bush himself has de-
scribed as genocide in Darfur.

The White House has insisted that Mr.
Bush views the Olympics as an apolitical
sporting event. But he has chosen to partici-
pate in the one portion of the Games aimed
at showcasing the Beijing regime’s political
and economic primacy. A contingent of
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world leaders is boycotting the ceremony,
including British Prime Minister Gordon
Brown, German Chancellor Angela Merkel,
United Nations Secretary-General Ban Ki
Moon, and Canadian Prime Minister
Stephen Harper. In the U.S., Barack Obama
and John McCain have taken strong posi-
tions. Sen. McCain has indicated he would
not have attended without significant re-
form on China’s part, while
Sen. Obama directly called Mr.
Bush to task for his decision.
China has historically re-
sisted international pressure.
But it has jumped to defend

Going to
the opening is
a mistake, but

up to its reform promises, and join human-
rights groups in expressing hope that
Beijing will release political prisoners be-
fore the opening ceremony. He should reiter-
ate the pleas of other world leaders that
China use its unparalleled influence with
Sudan to halt the slaughter in Darfur.

Mr. Bush claimed that declining the invi-
tation would be “an affront to the Chinese
people.” In fact, not attend-
ing would have been a far
stronger show of solidarity
with individuals across China
who have been brutalized by
the Beijing regime. Baigiao

t}}e all-impor;ant Beijing Olym- the president Tang, whq was imprisone{d
pics. The regime responded to . for participating in the T1-‘
publicity linking Darfur to the can still do ananmen Square protests in
Games last year with startling some good 1989, was one of several Chi-

immediacy, hastily placing de-
fensive articles in U.S. newspa-
pers and lifting a longstanding veto threat
to allow the U.N. to authorize peacekeepers
for Darfur. With the Olympics an unprece-
dented point of leverage, an opening cere-
mony boycott may have been one of the few
gestures capable of moving Beijing.

Mr. Bush could have declined to attend at
little political expense. A boycott of the
opening ceremony would avoid targeting the
athletes competing in the Games. It would
send a powerful symbolic message—a clear
refusal to endorse mass murder, genocide
and religious persecution—without substan-
tively affecting economic or political ties.

Mr. Bush has passed up an opportunity,
but he still has the power to demonstrate
moral leadership. He should use his atten-
dance as a platform to press China to live

nese dissidents urging lead-
ers not to whitewash
Beijing’s image. “I feel so sad,” he said last
week at City Hall in Manhattan, “that most
of the political leaders are going to go to
the opening ceremony of the Games with
Chinese Communist Party leaders.”

The U.S. has lost an opportunity to
stand up for the people of Darfur and
Burma, and for countless Chinese citizens
like Mr. Tang. But the Bush administration
still has a chance to serve as a moral voice
on their behalf, and to make good on its
professed commitment to defending de-
mocracy and freedom across the world.

Mr. Farrow, a student at Yale Law School,
has worked on human rights issues in Dar-
fur and on U.S.-Sino relations for the House
Foreign Affairs Committee.

“That freedom works. It is universally
accepted that there needs to be open mar-
kets, transparency, low tax rates, less regu-
lation and the rule of law . . . in a world-
wide economy if there is not transpar-
ency, if there is greater taxation, if there
is greater regulation, capital and labor
will move.”

Ms. Chao has amassed a record conser-
vatives applaud—for example in year
seven of her tenure, her department’s bud-
get is slightly smaller than it was on year
one, even as workplace injuries have
fallen to all time lows. When I ask her
what role a labor secretary should play
now, her answer can be summed up in
two words: job training.

“We should really be called the depart-
ment of job training,” she says. After all,
the labor department spends more than
90% of its $50 billion entitlement budget
on it. The problem is that much of this
never reaches workers. Instead, it’s wasted
on overhead or spent on courses workers
don’t want to take.

So in her last months in office Ms.
Chao is pushing for more flexibility in how
job training funds can be used. “Would it
not make more sense if we allowed . . . the
worker to take that money and register at
a community college . . .
choose a course of their

own liking, preference?”
An even more important
issue is transparency. One of

Ms. Chao’s early initiatives was
to clean up decades-old regula-
tions that mired even good employ-

ers in costly litigation because the rules
were written for occupations that no
longer exist. “Straw boss” and “key
punch” are two that Ms. Chao rattled off.
“We in government have a responsibility
for ensuring that the regulations that we
issue are clear and understandable.”

Another of Ms. Chao’s transparency ini-
tiatives involved union financial disclo-
sure. Federal union disclosure rules have
been on the books since at least 1959. But
when Ms. Chao came into office in 2001,
many unions gave such vague descriptions
of their expenses that it was impossible to
track where they spent their money. One,
for example, listed more than $3.9 million
of expenditures as “sundry expenses.” Ms.
Chao tightened the disclosure rules and
then spent years fighting union objections
in court. In the end she won. Today unions
have to itemize expenses greater than
$5,000. This has made it easier for rank-
and-file members to keep tabs on their
own union officials. It has also led to more
than a little embarrassment, such as when
a disclosure form filed by the New York
City Ironworkers Local 40 in 2006 drew
media attention because it revealed that
the union spent $52,879 at a Cadillac
dealer for a “retirement gift.”

This no-nonsense approach to her job
and her faith in the flexibility of America’s
labor markets stem from Ms. Chao’s immi-
grant roots. Her parents fled the commu-
nist revolution in China in 1949 and settled
in Taiwan. As a sea captain nearly a decade
later, her father took the National Maritime
Master’s Special Qualification Examination
and scored so well that the Taiwanese gov-
ernment sponsored him to study in the U.S.
But there was a catch: The offer was for
him alone. He would have to leave his two
children and wife behind.

“They never hesitated,” she said, add-
ing that “my mother didn’t try to per-
suade my father not to go. In fact, it was
quite the opposite.

“He came and landed the day after
Christmas. He was alone for three years ...
before he was finally able to bring us over.”

“How they knew what America stood
for, or where America was, is pretty im-
pressive to me—that this young couple
with no connections, no financial resources
to speak of, would dare to audaciously
dream that they could come to America.”

Mr. Miniter is an assistant features editor
at The Wall Street Journal.
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