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What’s News—

Business &3 Finance

A U.S. survey estimates that
about a fifth of the world’s un-
discovered, recoverable oil and
natural-gas reserves are in an
area north of the Arctic Circle.
The finding may trigger territo-
rial disputes over who controls
the vast resources. Page 1

m Euro-zone factory orders fell
4.4% in May, the biggest drop in
five years. Growth in French con-
sumer spending on manufactured
goods slowed in June. Page 8

m Germany’s borrowing costs
are rising as investors worry
about the economy. Merkel ex-
pects a slowdown. Page 19

m The U.S. economy slowed in
June and early July, while price
pressures were elevated, ac-

cording to a Fed report. Page 2

m Shares in Volkswagen, Peu-
geot-Citroén and Fiat rallied af-
ter the auto makers posted
strong earnings. Page 3

m GM lost ground to Toyota,
reporting a 5% drop in quar-
terly global sales, while its Japa-
nese rival had a 2% gain. Page 3

m Pernod will release sales fig-
ures Thursday and plans to
spend the next few years nurtur-
ing labels it already owns. Page 4

m GlaxoSmithKline posted a
3% drop in earnings and an-
nounced an alliance with a
South African company. Page 4

m ConocoPhillips reported
earnings of $5.44 billion as
well as rising costs and weak
refining, which might also hit
other oil companies. Page 5

m European markets rallied as
auto and bank shares gained.
U.S. blue chips edged higher on
mixed profit news. Page 18

m Boeing reported a 19% drop
in second-quarter net amid
charges related to surveillance-
jet-program delays. Page 6

m Vodafone launched a $2 billion
share-buyback program in a bid
to boost its stock price. Page 6

m Western investment banks
are rushing to the Persian Gulf,
but business was disappointing
in the first half. Page 17

Markets 4 p.m. T
NET PCT

MARKET CLOSE CHG CHG
DJIA 11632.38 +29.88 +0.26
Nasdaq 2325.88 +21.92 +0.95
DJ Stoxx 600 286.77 +5.87 +2.09
FTSE 100 5449.9 +85.8 +1.60
DAX 6536.09 +93.30 +1.45
CAC 40 4408.74 +81.48 +1.88
Euro $1.5705-0.0131 -0.83
Nymex crude $124.44 -3.98 -3.10

Money & Investing > Page 17

World-Wide

The EU suspended about $800
million in aid payments to Bul-
garia, criticizing its efforts to
crack down on corruption and
organized crime. The actions
reflect concerns that Bulgaria’s
troubles could damage already
weakening support inside the
EU for further expansion. Page 1

m Half of all U.S. voters say they
are focused on feelings and atti-
tudes toward Sen. Obama as
they decide who should be pres-
ident, while only a quarter say
the same of Sen. McCain. Page 1
m Obama vowed to preserve
America’s close ties with Israel,
in a visit to the Holy Land where
he also promised to push vigor-
ously for a Palestinian state.

m The EU threatened U.S. diplo-
mats with new visa restrictions
in retaliation for Washington’s
slowness in lifting visa require-
ments for 12 EU nations.

m U.S. leaders have reached a
compromise on a package that
would permit the government
to bolster mortgage lenders
Fannie Mae and Freddie Mac
and allow the government to
insure up to $300 billion in refi-
nanced mortgages. Page 10

H Britain’s Brown is fighting to
retain a Parliament seat that
should be a sure thing. Page 8

m Ahmadinejad said U.S. partic-
ipation in nuclear talks is a step
toward recognizing Iran’s right
to acquire nuclear technology.

m Iraq’s presidential council re-
jected a draft provincial-elections
law, dealing a blow to U.S. hopes
for a vote this year.

m China will set aside space in
three Beijing parks for protests
during the Olympic Games, but
it isn’t clear how much freedom
demonstrators will have. Page 10

m Hurricane Dolly swept into
Texas, dropping heavy rain and
raising the risk of levee breaches
that could swamp thousands of
residents. WSJ.com

m A South African official said
Zimbabwe’s power-sharing talks
were under way, but Zimbabwe’s
justice minister was quoted say-
ing they were to start Thursday.

m Police rounded up 26 people
in Turkey amid an investigation
into an alleged plot to topple

the Islamist-rooted government.

EDITORIALEOPINION

Money doesn’t smell
Banning French luxury
perfume from eBay ignores the
reality of e-commerce. Page 12

openings for McCain

BY GERALD F. SEIB
AND LAURA MECKLER

WASHINGTON—Midway through
the election year, the presidential
campaign looks less like a race be-
tween two candidates than a referen-
dum on one of them—Barack Obama.

With the nominations of both
parties settled for more than a
month, the key question in the con-
testisn’t over any single issue being
debated between the Democrats’
Sen. Obama or the Republicans’
Sen. John McCain. The question fo-
cuses on the Democratic candidate
himself: Can Americans get comfort-
able with the background and expe-
rience level of Sen. Obama?

As a result, the campaign today
is much more about the Democratic
nominee than about his Republican
opponent, a reality reflected in the
blanket news coverage of Sen.
Obama’s current tour of the Middle
East and Europe.

These trends are underscored in
a new Wall Street Journal/NBC
News poll. The new survey’s most
striking finding: Fully half of all vot-
ers say they are focused on their feel-

Please turn to back page

EU suspends
aid payments
to Bulgaria

By MARC CHAMPION

BRUSSELS—The European
Union suspended about half a bil-
lion euros in aid payments to Bul-
garia and criticized its efforts to
crack down on endemic corruption
and organized crime, in one of the
toughest assessments the bloc has
made of one of its member states.

The criticisms, delivered
Wednesday in two reports, reflect
concerns in the EU that Bulgaria’s
troubles could damage already
weakening support inside the bloc
for further EU expansion to include
countries such as Serbia, Turkey or
Ukraine, and hurt the credibility of
the bloc as a whole, officials say.

“The fight against high-level cor-
ruption and organized crime is not
producing enough results,” said the
main report, which measured Bulgar-
ia’s progress on commitments it
made before joining the EU in Janu-
ary 2007. The report cited continu-
ing cases of contract killings of politi-
cians and businessmen that go un-
solved, a failure to confiscate any sig-
nificant criminal assets, and vote
buying in two sets of recent local elec-
tions that have gone uninvestigated.

Failure to use aid effectively,

Please turn to page 31
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Arctic energy trove tallied
but will be hard to access

By Guy CHAZAN

The Arctic contains just over a
fifth of the world’s undiscovered, re-
coverable oil and natural-gas re-
sources, according to a review re-
leased Wednesday, confirming its
potential as Big Oil’s final frontier.

A report by the U.S. Geological
Survey found that the area north of
the Arctic Circle has an estimated
1,670 trillion cubic feet of natural
gas—nearly two-thirds the proved
gas reserves of the entire Middle
East—and 90 billion barrels of oil.

The report, the culmination of
four years of study, is one of the
most ambitious attempts to assess
the Arctic’s petroleum potential.
One of its main findings is that natu-
ral gasis three times more abundant
than oil in the Arctic, and most of
that gas is concentrated in Russia.

The survey reflects growing in-
terest in an area once off-limits to
oil exploration that has become
more accessible as global warming
reduces the polar icecap, opening
valuable new shipping routes, oil
fields and mineral deposits.

But any attempt to create an Arc-
tic drilling frenzy will likely meet
strong resistance from environmental-
ists worried about the impact on what
is still a near-pristine wilderness. And
it could trigger a flurry of territorial
disputes over who controls the oil and
gas under the Arctic seabed.

The USGS report, which brings
together disparate data held by indi-
vidual countries as well as new infor-
mation from geologists working in
thefield, is the first time anyone has

produced a comprehensive, publicly
available estimate of the Arctic’s hy-
drocarbon treasures.

Its conclusions will be read
closely at a time when concerns
about future supply have driven up
crude prices. But scientists cau-
tioned that it will take decades to de-
velop the Arctic’s hard-to-get-at oil
and natural gas.

“It will not ratchet up global pro-
duction like a new Saudi Arabia,”
said Donald Lee Gautier, a USGS ge-
ologist who played a key role in the
survey, known as the Circum-Arctic
Resource Appraisal. “These are addi-
tions that will come over time.”

Exploration in the area north of
the Arctic Circle has already un-
earthed more than 400 oil and gas
fields. They account for about 40 bil-
lion barrels of oil and more than
1,100 trillion cubic feet of gas, the
USGS said.

But large parts of the Arctic, es-
pecially offshore, remain unex-
plored: the presence of near-perma-
nent sea ice makes it almost impossi-
ble to acquire seismic data and drill
exploratory wells.

Climate change is opening the re-
gion. The Northwest Passage, home
to deadly ice floes that can crush
ships, was ice-free last summer.
Some predict it will turn into a new
trade route between Europe and
Asia, and a channel that oil compa-
nies can use to ferry workers, equip-
ment and supplies around more
freely.

Enticed by the promise of vast de-
posits, energy companies are flock-

Please turn to page 31
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Obama gets tough on Iran

Senator, in Israel,
takes hawkish line
on nuclear program

By JAy SOLOMON

SDEROT, Israel—Seeking to woo Is-
rael and Jewish-American voters,
Democratic presidential candidate
Barack Obama took a hawkish line on
Tehran’s nuclear program during a
visit here.

The Democratic senator said that
if elected president, he would “take no
options off the table” in confronting
the Iranian threat.

Sen. Obama’s tour of Israel comes
amid mounting fears in the Israeli gov-
ernment that Tehran could master
the nuclear-fuel cycle in less then two
years, an estimate more aggressive
than Washington’s. Jewish-American
voters, meanwhile, have indicated in
recent months that the containment
of Iran’s nuclear program is among
their most-important electoral issues.

During meetings with Israeli lead-
ers Wednesday, Sen. Obama again
stressed that his preferenceistousedi-
rect, high-level diplomacy to persuade
Iran to freeze its nuclear activities. He
welcomed the Bush administration’s
recent decision to send its No. 3 diplo-
mat to directly engage Iran’s chief nu-
clear negotiator earlier this month.

But Sen. Obama also struck a
tough note on Tehran, saying an Iran
with atomic weapons was a “game-
changing event” that the West
couldn’t accept. His rhetoric con-
trasted with the more-conciliatory
line he has struck toward the Middle
East during most his weeklong trip to
the region, particularly on the issue of
Irag. “A nuclear Iran would pose a
grave threat, and the world must pre-
vent Iran from obtaining a nuclear
weapon,” Sen. Obama told reporters

Associated Press

Palestinian President Mahmoud Abbas, right, and presumptive U.S. Democratic
presidential candidate Sen. Barack Obama meet in Ramallah on Wednesday.

in the city of Sderot, which has been
hit by a stream of rockets from the
Gaza Strip in recent months.

Israel alleges that Tehran has been
supplying the militant group Hamas
with many of the munitions it uses to
attack Sderot and other Israeli cities.

Many Israeli officials fear Tehran
may be seeking to wait out the Bush
administration, on the belief that it
might get a better deal from the next
U.S. administration.

Israeli leaders, such as the conser-
vative opposition leader, Benjamin
Netanyahu, praised Sen. Obama’s
evolving stance on Tehran Wednes-
day. “The senator and I agreed that the
primacy of preventing Iran from be-
coming a nuclear power is clear, and
this should guide our mutual policies,”
Mr. Netanyahu said in a statement.

Sen. Obama seemed to confront the
Iran question on virtually every stop
during his day-long tour of the Jewish
state Wednesday. At Yad Vashem, the

Holocaust memorial in Jerusalem, Is-
raelijournalists quizzed Sen. Obamaon
what he would do “to prevent a second
Holocaust.” Onereferredtowhathede-
scribedasthethreat posedtolsrael’sex-
istence by Iran’s nuclear program.

In Sderot, the Israeli government
lined up the remains of Katyusha and
Qassam rockets that have struck the
city from the Gaza Strip. Foreign Min-
ister Tzipi Livni told reporters that
Iran was a central player in supplying
some of these munitions to Hamas
and other militant groups.

Sen. Obama also traveled to the
West Bank city of Ramallah and met
with Palestinian Authority President
Mahmoud Abbas and Prime Minister
Salam Fayaad. The two sides dis-
cussed the peace process and eco-
nomic development, and the senator
pledged to be engaged on these issues
from his “first day” in office.

—Cam Simpson in Jerusalem
contributed to this article.
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U.S. economy is slowing
amid pricing pressures

By JEFF BATER

WASHINGTON—The U.S. econ-
omy slowed in June and early July,
while price pressures were ele-
vated, with some manufacturers
planning to charge more for goods,
a Federal Reserve report said.

The Fed’s summary of economic
activity, known as the beige book,
was released Wednesday. It was
compiled by the Kansas City Fed
and based on information collected
through July 14. The report comes
out about every seven weeks.

“Reports from the 12 Federal Re-
serve districts suggest that the pace
of economic activity slowed some-
what since the last report,” the
beige book said.

All districts characterized over-
all price pressures as elevated or ris-
ing. input prices continued increas-
ing, particularly for fuel, other petro-
leum-based materials, metals, food
and chemicals, the beige book said.

“Many districts reported on man-
ufacturers’ plans to raise selling
prices as a result of higher input
prices, with several commenting on
fears of a corresponding decrease in
customer demand and overall sales
volume,” the beige book said.

Several companies in the Phila-
delphia district indicated sluggish
demand has made it difficult to
raise prices.

One producer in the Richmond
district indicated that his company
would try to pass along price in-
creases to customers but that it
might not be enough to offset cost
increases.

Atlanta district businesses were
hesitant to pass through increases
because of areduction in discretion-
ary consumer spending.

Spending by consumers was re-
ported as sluggish or slowing in
nearly all districts, but tax-rebate
checks boosted sales for some items.

Tourism was mixed.

Manufacturing activity declined
in many districts but demand for ex-
ports remained generally high.

Residential-real-estate markets
fell or were still weak across most of
the country. Commercial real estate
also slowed or remained sluggish in
most districts.

In banking, loan growth was gen-
erally reported to be restrained,
with residential-real-estate lending
and consumer lending showing
more weakness than commercial
lending.

Agricultural conditions were re-
ported as mixed. The energy sector
kept getting stronger.

Despite elevated price pres-
sures, retail-price inflation varied
across the nation, with some dis-
tricts reporting increases but oth-
ers noting some stability, the Beige
Book said.

Wage pressures were generally
limited in most districts, as labor-

Residential
real-estate markets
fell or were weak
throughout the U.S.

market demand was soft, the Beige
Book said.

Fed policy makers are next sched-
uled to meet Aug. 5. Uncertainty
over the economy and inflation sug-
gests to analysts that the central
bank will again leave interest rates
unchanged. At their June 24-25
meeting, the Fed policy makers
stood pat, seeing upside risks to in-
flation and downside risks to the
economy.

CORRECTIONS &
AMPLIFICATIONS

The question of whether or not
ethanol concentrations of more
than 10% in gasoline could corrode
engine parts in most vehicles, ex-
cluding specially modified flex-fuel
vehicles, isn’t settled. While the Alli-
ance of Automobile Manufacturers
believes that corrosion could occur,
the U.S. Environmental Protection
Agency hasn’t been asked to ad-
dress the question of higher concen-
trations for non-flex-fuel vehicles. A
July 17 correction incorrectly im-
plied that the question is settled.
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VW, Peugeot, Fiat ride strong net

Auto makers escape
sector’s gloom, keep
earnings targets

BY CHRISTOPH RAUWALD,
DAVID PEARSON
AND GORDON SORLINI

Shares in Volkswagen AG, PSA
Peugeot-Citroén SA and Fiat SpA
rallied Wednesday after all three
auto makers posted strong earnings
and maintained profit targets de-
spite slumping demand in Western
Europe, rising raw-material costs
and continued currency woes.

Solid sales in emerging markets,
a limited exposure to the sagging
North American market and im-
proved cost-cutting measures
helped the car makers escape the
auto-sector gloom.

Volkswagen, Europe’s largest
auto maker by sales, said second-
quarter net profit rose 35% to
€1.64 billion ($2.59 billion) from
€1.22 billion a year earlier, driven by
rising vehicle sales in South America
and China. Revenue grew 4.5% to
€29.49 billion from €28.21 billion.

Shares in Volkswagen closed
6.9% higher at €209.55, while the
DAX blue-chip index was up 1.5%.

The strong figures come at a
time when many analysts have
voiced concerns that some Euro-
pean auto makers might have to re-

Associated Press

Volkswagen is riding high with a 35% rise in second-quarter net profit, helped by
strong sales in India, Russia and China.

vise targets as the industry is
squeezed by soaring prices for raw
materials such as steel and oil, as
well as lackluster economic condi-
tions in key markets in the U.S., Ja-
pan and Western Europe.

The German auto maker reiter-
ated it expects increases in full-year
operating profit, revenue and vehi-
cle sales, noting that the forecast
doesn’t take into account “the ef-
fects of the acquisition of further
shares of Scania on volume, earn-

ings and financing data.”

Earlier this month, Volkswagen
received regulatory approval to in-
crease its voting share in Swedish
truck maker Scania AB to 68.6%. “Af-
ter consideration of the effects of
purchase price allocation, we expect
Scania to make a slightly positive
earnings contribution to the Volks-
wagen group in the second half of
the year,” the company said.

Peugeot-Citroén, Europe’s sec-
ond-largest car maker by sales, said

net profit rose 49% in the first half of
the year to €733 million from
€492 million a year earlier.

The earnings were helped by
€882 million in cost savings gener-
ated by the French company’s pro-
gram to improve competitiveness,
known as CAP 2010. The program is
aimed at reducing warranty costs by
improving quality, slashing over-
heads and fixed costs, and extract-
ing productivity gains.

Revenue rose 1.6% to €31.3 billion
from €30.82 billion. Peugeot-Cit-
roén has boosted sales with a prod-
uct offensive that will see it launch
nine new models or derivatives in
the second half of the year, in the
wake of the 10 launched in the first
six months.

The car maker reported an oper-
ating margin of 3.6% of sales for the
first half, compared with 2.7% a year
earlier, and reaffirmed its earnings
forecast for 2008 despite the weak-
ening European auto market.

Shares in Peugeot-Citroén closed
9.2% higher at €34.90 in Paris.

Fiat, Italy’s largest industrial
company by revenue, said second-
quarter net profit rose 1.9% to
€604 million from €593 million a
year earlier, thanks to higher sales of
cars, trucks and agricultural machin-
ery. Group revenue totaled €16.97 bil-
lion, up 12% from €15.18 billion.

The company confirmed its 2008
and 2009 revenue and profit targets.
Shares in Fiat closed up 14% at
€11.86.

GM falls further behind Toyota in

BY SHARON TERLEP
AND YOSHIO TAKAHASHI

DETROIT—General Motors
Corp.’s global sales fell for the sec-
ond straight quarter, as sinking U.S.
sales more than offset growth in for-
eign markets, pushing the auto
maker further behind rival Toyota
Motor Corp. in the global sales race.

The numbers released Wednes-
day by the auto makers underscore
the importance of emerging markets
such as China, Brazil and Russia, as
the slump in the U.S. deepens while
the Western European market
shows increasing signs of weakness.

GM sold 2.3 million vehicles in
the quarter ended June 30, a 5%
drop from a year earlier, while Toyo-
ta’s sales during the period rose 2%
to 2.4 million. For the first six
months of the year, Toyota sold 4.8
million cars and trucks while GM,
which had long been the world’s
largest auto maker, sold 4.5 million.

The U.S. auto maker continues to
notch double-digit gains in emerg-
ing regions, where increasing popula-

tions and growing middle classes
have pumped up demand for vehi-
cles. For example, the company’s
Asian-Pacific sales gain of 15% was
sparked by a 33% increase in sales by
its Chevrolet brand in China.

GM, like many U.S. manufactur-
ers, is looking to sustained growth
overseas to offset sinking sales in
critical developed markets, namely
the U.S. and Western Europe. As the
global economic environment
sours, there are questions about
whether robust growth rates will be
maintained in emerging markets.

GM, which has been restructur-
ing its North American operations
for three years, said Wednesday it ex-
pects growth in emerging markets to
drive a 2.5% increase in global auto
sales, to 72 million vehicles, in 2008.

But that growth isn’t keeping
pace with declines in GM’s oldest
and most-established markets, add-
ing pressure on the auto maker as it
struggles to restore profitability.

“There’s just not quite enough vol-
ume in these emerging markets to off-
set weakness in North America,”

Mike DiGiovanni, GM’s executive di-
rector of global markets and industry
analysis, said during a conference
call to discuss the quarterly sales.
Outside North America, GM’s
sales were up 10% in the second
quarter to account for nearly two-
thirds of the company’s global sales.
But GM’s sales in North America
fell 20% to 963,929 vehicles, as weak
economic conditions and high fuel
prices have caused consumers to
abandon the pickup trucks and sport-
utility vehicles that have long sus-
tained Detroit auto makers. GM says
it has also been hurt by an inability to
produce enough small cars to meet
demand for fuel-efficient offerings.
In Europe, GM reported a 2.5%
sales increase to 589,700 vehicles,
thanks in large part to booming
sales in Russia. GM noted that auto
industry sales in Western Europe
were down 3% in the first half of the
year, while Central and Eastern Eu-
rope showed a 25% increase.
Soaring commodities costs, a
troubled housing market and shaky
consumer confidence—the same

U.S. auto makers reflect a Korean aspect

BY NORIHIKO SHIROUZU

These days, the Motor City
seems to have a Korean accent.

In abid to reconnect with consum-
ers, Detroit’s Big Three auto makers
have been emphasizing bold de-
signs. But some of the most eye-
catching “American” vehicles they
have created are actually products of
a growing cadre of auto designers
who were born and raised in South
Korea and who are gaining influence.

Take the new Chevrolet Camaro
that General Motors Corp. unveiled

Monday. This revival of the iconic
late-’60s muscle car is the product
of Sangyup Lee, a 38-year-old de-
signer who was doodling in kinder-
garten in Seoul the last time Cama-
ros were hot in Chevy’s showrooms.

In January, GM unveiled a con-
cept design for a luxury midsize
crossover called the Cadillac Pro-
voq. The lead designer was 38-year
old Hoon Kim, also a Seoul native.

The Chevy Volt, the sleek and
heavily hyped plug-in electric car
GM is working on, was master-
minded by Young Sun Kim and In Ho

Song, both Korean nationals.

Over at Ford Motor Co., Amy Kim
and Joann Jung, Korean-born de-
signers who attended design school
in California, help style the Lincoln
MKT, a concept luxury crossover.

Korean designers are also exerting
their influence on the products of auto
makers beyond Detroit. Toyota Mo-
tor Corp. and Nissan Motor Co. both
have Korean designers overseeing
key new models, such as the Nissan Fo-
rum, a stylish minivan concept, by
Joel Baek, a Korean-born designer, at
aNissan studio in southern California.

sales race

troubles dragging down vehicle
sales in the U.S.—are beginning to
weigh on Western Europe.

On Tuesday, Nissan Motor Co.
Chief Executive Officer Carlos Ghosn
said the auto industry is entering a
global slowdown now that European
auto sales are starting to decline and
sales growth in China is moderating.

Amid the weakening sales envi-
ronment, Toyota last week said it is
reviewing its global sales plan for
2008. Local media recently reported
the company will likely cut this year
sales target for this year to about 9.5
million vehicles from 9.85 million.

GM is also reworking production
plans. It recently announced plans
to significantly scale back produc-
tion of trucks and sport-utiltiy vehi-
cles in North America while boost-
ing capacity for hot-selling smaller
vehicles and accelerating efforts to
introduce fuel-efficient cars.

Toyota and GM have played
down the significance of the closely
watched sales race playing out since
last year’s first quarter when Toyota
passed GM for the first time. GM,
which had seen its global sales rise
steadily until 2008, recovered the
sales lead later in the year, but only
by a few thousand cars and trucks.

Toyota didn’t break out its per-
formance by region in its announce-
ment of global sales Wednesday. Ear-
lier it said U.S. sales fell 7% on year in
the half, while European sales fell 5%
in the January-May period. Toyota’s
sales include its two listed units—
truck makers Daihatsu Motor Co.
and Hino Motors Ltd.

Toyota’s American depositary
shares were down 0.9% at $92.05 in
early afternoon trading on the New
York Stock Exchange. GM shares
were up 4% to $14.89, benefiting
from the recent decline of oil prices
and lingering optimism stemming
from GM’s announcement of a plan
to boost liquidity by $15 billion.

Volvo net elimbs
28%, but demand

for trucks wanes

By OLA KINNANDER

STOCKHOLM—Volvo AB’s sec-
ond-quarter net profit rose 28% as
the Sweden-based truck maker’s
sales growth in Eastern Europe,
South America and Asia offset a slow-
down in Western Europe and the U.S.

Volvo said net profit rose to 5.13
billion Swedish kronor ($855.7 mil-
lion), compared with four billion
kronor a year earlier. Revenue in-
creased 13% to 80.43 billion kronor
from 71.45 billion kronor.

However, Volvo, the world’s sec-
ond-largest truck maker by sales af-
ter Daimler AG, warned that truck de-
mand is weakening in Europe, its big-
gest market, even though demand in
Eastern Europe remains strong.

“In Europe, the trend that we no-
ticed in the first quarter, toward in-
creased caution among our custom-
ers and in certain markets, strength-
ened—which was reflected in order
bookings in the truck operations,”
Chief Executive Leif Johansson said.
“However, demand for long-distance
transport remains high, but there is
a weakening in construction trans-
port and construction equipment.”

European truck sales rose 7% to
30.05 billion kronor, but orders fell
54% from a year earlier to 21,948
trucks—hurt by increased uncer-
tainty about the economy, high fuel
prices and a slowdown in the con-
struction industry.

In North America, truck sales
rose 14% to 6.94 billion kronor,
while in Asia they gained 54% to
8.17 Dbillion kronor. Demand for
heavy trucks in North America is
also slowing because of the weak
economy, soaring fuel prices and
the weakening housing-construc-
tion sector, Volvo said.

Last month, U.S.-based Caterpil-
lar Inc. said it will stop supplying
heavy-duty truck engines in North
America by 2010, instead entering a
partnership with Navistar Interna-
tional Corp. to make engines for
trucks used in areas such as road
construction.

In a conference call with report-
ers, Mr. Johansson said Caterpil-
lar’s exit from this market improves
the picture for Volvo trucks in the
U.S. “From our point of view, I don’t
think we can say it’s anything but
good news,” he said. “It means that
the marketplace looks a little more
positive than before.” Rising raw-
materials costs have hurt the con-
struction-equipment unit more
than other divisions, Mr. Johansson
said. “We need to offset that with
price increases,” he added.

Volvo’s stock price fell 2.3% to
73.50 kronor Wednesday.

Daimler is scheduled to release
quarterly earnings Thursday. Sca-
nia AB is due to report results Fri-
day.

Personal Journal

Attacking anxiety

Neuroscientists show how to
erase fright before it wrecks
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(az de France deal gives
Centrica control of SPE

ENTRICAPLC,
C the UK.slargest

energy supplier,
saiditnowhas acon-
trolling 51% stake in Bel-
gian generation and
supply company SPE
SA after buying Gaz de
France’s 25.5% share
for €515 million ($813
million). The rest of SPE is owned by Belgian banks and
local government. GDF, controlled by the French govern-
ment, had to sell the business to win European Union
approval to combine with Suez SA. SPE is the only ma-
jorrivalto Suez’s Belgian electricity unit, Electrabel SA.
Centricasaid it expects to wrap up the purchase by Sep-
tember and will defer payment of as much as €105 mil-
lion until it sees the results of a government deal with
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Carlsberg sells its stakes
in Turkish, Israeli brewers

e i OPENHAGEN-

based brewer

Carlsberg AS
said it sold stakes in
two breweries for a
combined value of
about $116 million,
the latest deal in the
global brewing indus-
try’s recent transfor-
mation. Israeli beverage company CBC Group, Carls-
berg’s partner in Israel and Romania, bought Carls-
berg’s 95.6% stake in Turkey-based Turk Tuborg
Bira ve Malt Sanayi for about $80 million minus in-
terest-bearing debt, and its 20% stake in Israel Beer
Breweries for $36 million. As part of the deal, Turk
Tuborg and Israel Beer Breweries will continue the
production of Carlsberg and a number of Tuborg

Inmagine

Commonwealth in talks
to buy ABN Amro assets

OMMON-
C WEALTH Bank
of Australia said
it is in exclusive talks
to buy ABN Amro Aus-
tralia and New
Zealand from Royal
Bank of Scotland
Group PLC, which
some analysts esti-
mate could be valued at $800 million Australian dol-
lars (US$776.8 million). The negotiations come a
day after National Australia Bank Ltd. walked away
from talks to buy those operations. National Austra-
lia Bank didn’t say why it withdrew. Commonwealth
Bank, which already holds a strong position in the
Australian retail stockbroking market, said its plan
is incomplete and subject to further talks.

Electrabel to force open the market.

—WSJ Roundup brands.

—Anna Molin

—Lyndal McFarland

ernod to nurse its drinks

After Absolut deal,
focus shifts to growth
in current brands

Paris

VER THE PAST seven years,
O Pernod Ricard SA has earned
a reputation as the drinks in-
dustry’s most aggressive player. By
swallowing rivals, it has vaulted to
the world’s second-biggest spirits
group by sales, after Diageo PLC,
from a small family-run maker of
pastis, the traditional French anise-
flavored liqueur.
In March, amid the debt-market
slump, Pernod plunked down €5.6
billion—nearly $9 billion—for Vin &

By Christina Passariello in
Paris and Aaron O. Patrick in
London

Sprit, the parent of vodka icon Abso-
lut.

Now, with its liquor cabinet
nearly full, Pernod is changing
course. Flush with brands including
Chivas Regal whisky, Malibu rum
and Martell cognac, the company
plans to spend the next few years sit-
ting tight and nurturing the labels it
already owns.

“Organic growth is a must,” says
Managing Director Pierre Pringuet
in an interview ahead of the compa-
ny’s release Thursday of sales for
the year ended June 30. Pernod is ex-
pected to post like-for-like sales
growth, stripped of currency fluctu-
ations, of 8.4%, pushing annual
sales up to €6.6 billion, according to
Citigroup.

Mr. Pringuet—who in November
will take over full day-to-day man-
agement from the Ricard family,
which owns a12.5% stake in Pernod—
adds that “antitrust authorities will
look at any new acquisitions even
more carefully,” making additional
purchases difficult.

Pernod’s bid for Vin & Sprit was
generous by any count. It trumped
offers by wealthy contenders includ-
ing Bacardi Ltd. and Sweden’s Wal-
lenberg family, and came at the high
cost of 21 times V&S’s annual earn-
ings before interest, taxes, deprecia-

Spirit boom
Vodka's popularity with young people has been driving up
sales and Pernod Richard’s recent purchase of Absolut
vodka, left, could keep overall French sales climbing.
Total vodka sales, in selected countries*
2007 sales
Change from 2006-'07 in millions
Poland (NN 17%  $3,742.9
France NG 13 199.9
Australia [INREGEGGE 13% 199.6
2 U.K. I 11% 1,436.1
g u.s. I 7% 1,994.4
2

Source: The Nielsen Co.

tion and amortization.

The deal is expected to close this
month—even as U.S. consumer
spending continues to slow and
credit markets keep tightening.

As aresult, getting the Absolut ac-
quisition right is crucial for Pernod’s
longer-term strategy. Because the
company has grown so much in re-
cent years, it could soon find itself in
the same position as industry leader
Diageo: unable to make big acquisi-
tions because it already has domi-
nant positions in most segments.

“Diageo can’t do anything any-
more; it’s predictable and dull,” says
HSBC drinks analyst Erwan Ram-
bourg. Nonetheless, he rates Diageo

Getting the Absolut
acquisitionright is
crucial for Pernod’s
longer-term strategy.

as a good investment. A Diageo
spokesman says the company aims
to “provide consistent returns to
shareholders.”

Inthe U.S., Absolut is losing mar-
ket share amid competition from
fashionable rivals such as Diageo’s
Ketel One and Bacardi’s Grey Goose.
Absolut’s share of U.S. vodka sales
year-to-date, is 12.3%, down from
12.7% in 2007, according to Nielsen.

The slowdown in U.S. consumer
spending is expected to hit Absolut in
the future. The brand is too expensive

*Based mainly on sales of all brands at grocery stores and supermarkets

for budget-conscious consumers, ana-
lysts say, but not expensive enough to
be popular in trendy bars. “The mid-
dle ground is being squeezed in this
recession,” says Richard Hurst, an al-
cohol analyst at Nielsen.

Mr. Pringuet says that Absolut
has been subject to too many price
promotions in the past and that he
will ensure it doesn’t stray far from
$20 a bottle in stores. Grey Goose
sells for more than $30 a bottle.

Mr. Pringuet also says he is going
to scale back a recent drive to intro-
duce flavored vodkas to the detri-
ment of the basic product. Bartend-
ers don’t have space for all the varia-
tions of Absolut—there are at least
12—on their shelves, so each new fla-
vor was cannibalizing an old one,
Mr. Pringuet says. Instead of one
new flavor every six months, Abso-
lut from now on will introduce a
new taste every year or two. Market-
ing will be redirected to the vodka’s
familiar original blue bottle.

“Everything has to be focused on
the mother product,” Mr. Pringuet
says.

Pernod will also try to build Abso-
lut’s presence in China, where the
company has successfully intro-
duced two of its other brands: Bal-
lantine’s whisky and Chivas Regal,
which Chinese drinkers often mix
with a green-tea base.

Mr. Pringuet says that Pernod
won’t lose its entrepreneurial spirit
altogether, and that there could be
future acquisitions once the com-
pany pays down some debt. Two of
the gaps he sees in its portfolio:
bourbon and tequila.

Glaxo forms an alliance
to target new markets

BY JEANNE WHALEN

GlaxoSmithKline PLC reported
weak second-quarter earnings as it
laid out additional changes to its
drug-research team and announced
an alliance with a company that
sells low-cost medicines in emerg-
ing markets.

The world’s second-largest drug
company by sales, after Pfizer Inc.,
will also look for ways to “simplify”
the company and cut costs, Chief Ex-
ecutive Andrew Witty said. Areas of
particular focus for streamlining in-
clude the manufacturing division
and global sales force, he said. He de-
clined to say whether this would
lead to additional job cuts beyond
ones Glaxo announced last fall that
it has declined to quantify.

Such changes are part of a three-
pronged strategy Mr. Witty has been
pushing since he became CEO in
May: to diversify Glaxo’s product
mix and geographic focus; stream-
line its operations; and develop
more breakthrough medicines.
Mr. Witty has said repeatedly that
toughtimesinthe U.S.and European
pharmaceutical markets are forcing
Glaxo to change. Glaxo, along with
other big drug makers, faces intense
competition from generic rivals in
thosemarkets and higher safety hur-
dles to getting new drugs approved.

Glaxo’s net income fell 3% in the
quarter to £1.29 billion ($2.57 billion)
from £1.33 billion in the year-earlier
period, hit by competition from low-
cost generic drugs and sluggish sales
of diabetes pill Avandia and asthma
inhaler Advair. Sales rose 4% to £5.87
billionfrom £5.67 billion, with strong
vaccine sales marking one of the few
bright spots.

To try to boost sales in emerging
markets, the company signed an alli-
ance with South Africa’s Aspen
Pharmacare Holdings Ltd. that will
allow Glaxo to sell Aspen’s low-cost
medicines in countries where Aspen
doesn’t currently operate.

Aspen manufactures more than
450 inexpensive, unpatented drugs
and sells them in Africa and a few
other markets. Glaxo will start sell-
ing some of these products in new
markets and will share profit with As-
pen, the company said. It will make

GlaxoSmithKline
Net profit, in billions

1@ 2Q 3Q 4Q 1Q 2Q
2007 ‘08

Source: the company

“limited” upfront payments to As-
pen, though it didn’t disclose terms
ofthe deal. Aspen produces avariety
of HIV medicines, antidepressants
and antibiotics, among other drugs.

Mr. Witty also gave more details
on his previously stated plan to break
Glaxo’s drug researchers into smaller
groups. Glaxo is splitting the scien-
tists into teams of seven to 80 people
that will compete for funding from a
new board that includes Glaxo execu-
tives as well as outside venture capi-
talists and experts from the biotech
sector, Glaxo said. The new groups
will continue tosit within Glaxo’s Cen-
tres of Excellence for Drug Discovery,
or CEDDs, which each include several
hundred people.

Glaxo, of Brentford, England, is
also dropping its research into disor-
ders of the gastrointestinal, urinary
and reproductive systems because
it doesn’t feel it can make much
progress in these areas.

Glaxo disappointed investors by
saying it would prolong a £12 billion
share-buyback program to allow it
to save more cash for investing in
strategic priorities in the coming
years. Glaxo said the program, previ-
ously planned to end in July 2009,
would be extended indefinitely.

Glaxo’s cost-cutting plans in-
clude reducing the variety of drug
packaging Glaxo produces, a mea-
sure that could have nearly the
same impact on the company’s bot-
tom line as a new blockbuster medi-
cine, Mr. Witty said.
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ConocoPhillips
posts huge net,
but outlook shaky

BY RUSSELL GOLD
AND GUYy CHAZAN

ConocoPhillips reported a $5.44
billion net profit, kicking off a quar-
ter of gargantuan earnings from glo-
bal oil companies that some believe
could be the top of the current cycle.

The second-quarter earnings re-
lease sounded notes of caution that
are likely to be repeated next week
when Exxon Mobil Corp., BP PLC
and other large oil companies re-
port: a weak refining environment,
rising costs and falling production
of crude oil and natural gas.

0il companies face another is-
sue: oil prices have risen so fast and
so far that demand is eroding. This
could send prices down and turn sec-
ond-quarter earnings into a “peak”
for the sector, notes Lehman Broth-
ers. The bank pointed out that the
cost of oil is 7% of global gross do-
mestic product, the same as when
oil prices topped out in the 1970s.

For the companies, the toughest
challenge remains the struggle to
increase the amount of oil and natu-
ral gas they produce. Western oil
companies are having trouble gain-
ing access to new resources while
existing fields continue to decline.
ConocoPhillip’s output fell 7.8%
from the same period a year earlier.

Record-setting oil prices contin-
ued to fatten the bottom line of
Texas-based ConocoPhillips. It sold
the crude it produced for an average
of $118.01 a barrel, nearly twice the
level of a year before.

Signs that global demand is
weakening have led energy prices to
fall this month, further clouding the
outlook for the rest of the year. Af-
ter hitting a record in early July of
$145.29 on the New York Mercantile
Exchange, oil prices have lost 14%
and closed Wednesday at $124.44.

As expected, income from Cono-
coPhillip’s refining segment was
down significantly as the company
had difficulty raising gasoline
prices to keep pace with high crude-
oil costs. Operating income from re-
fining and marketing was $664 mil-
lion, down 72%.

Chevron Corp., meanwhile, al-
ready has warned investors that it
would report a second-quarter oper-
ating loss in its refining segment of
at least $250 million, marking the
first time since its 2001 merger with
Texaco that this segment lost
money.

There are increasing signs that
cost inflation is eating away at the
companies’ ability to carry high
crude prices to their bottom lines.
ConocoPhillips reported $71.41 bil-
lion in revenue, up 51% from a year
earlier. By comparison, its adjusted
earnings were up only 13%.

In a recent note, Moody’s Inves-
tors Service warned that the indus-
try’s capital and cash operating
costs have increased steadily in re-
cent years, with the average cost of
producing oil and gas more than
doubling to $22.97 a barrel in 2007,
from $9.94 in 2002.

ConocoPhillips spent $2.5 billion
in the second quarter purchasing its
own stock and reiterated plans to
spend $10 billion on share buybacks
this year. It also reported $3.6 bil-
lion in capital spending.

J.P. Morgan analyst Michael LaM-
otte noted that the company’s pro-
duction guidance for the third quar-
ter “echoes the familiar challenges
around production declines” and
said he expected refining earnings
to remain weak.

Fretting over Apple’s Jobs

Investors worry
about CEO’s health

as firm stays silent

BY JUSTIN SCHECK
AND BEN CHARNY

Apple Inc.’s refusal to discuss
Chief Executive Steve Jobs’s health
is worrying investors, causing them
to scurry for information while ask-
ing when an iconic CEO’s health be-
comes material for a company.

During Apple’s earnings confer-
ence call Monday, Chief Financial Of-
ficer Peter Oppenheimer declined to
answer an analyst’s question about
Mr. Jobs’s health, calling it “a private
matter.” Apple’s demurral raised new
concerns among investors, who have
worried about Mr. Jobs’s health since

a 2004 bout with pancreatic cancer.
Their fears flared earlier this
year when Mr. Jobs, 53 years old,
looked gaunt at a public appearance;
the company at the time blamed “a
common bug.” Now, one Apple fund
investor said, “everyone’s worried.”
Apple shares fell as low as
$146.53 Tuesday following the com-
pany’s lackluster outlook for the cur-
rent quarter. Some analysts sug-
gested that concerns about Mr.
Jobs’s health also weighed on the
stock, which was at $162.02, down
$4.27, in 4 p.m. Nasdaq Stock Mar-
ket composite trading Tuesday. In af-
ternoon trading Wednesday, the
shares were up $2.17 to 164.19.
Apple spokeswoman Katie Cot-
ton on Tuesday reiterated that Mr.
Jobs’s health is private.
Mr. Jobs’s well-being is key infor-
mation for a company whose success
isinextricably linked to its leader. The

company, which he co-founded and
later left, struggled until his return in
1997, when the shares traded at about
$11 each. Mr. Jobs plays a key role in
the development of Apple’s products.
But corporate-governance experts
say the laws governing when an execu-
tive must reveal his health problems
are unclear. “This kind of disclosure is
abalancing act,” said Steve London, a
securities lawyer and partner with
Boston-based Pepper Hamilton LLP.
“Unless there’s the very unlikely sce-
nario that Apple insiders are trading
on some bad news about Jobs that
they are keeping secret, I don’t see Ap-
ple doing anything wrong here.”
Still, Apple’s refusal to offer reas-
surance that Mr. Jobs is healthy con-
tinued a pattern that began in 2004.
That year, the company waited nine
months to tell shareholders about
Mr. Jobs’s pancreatic cancer, which
ended with surgery that the com-

-

-

One Apple fund investor
said, “everyone’s worried.”

Newscom

pany said at the time “cured” him.

The late disclosure irked some in-
vestors, but a U.S. Securities and Ex-
change Commission investigation
in 2006 and 2007 of Apple’s past
stock-option grants looked at Mr.
Jobs’s health issues and found no
problem with the way Apple han-
dled disclosure of them, a person fa-
miliar with the matter said.
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PepsiCo

International sales
grow rapidly, helping
revenue to rise 14%

By BETSY McKAy

PepsiCo Inc.’s 9.1% rise in second-
quarter profit shows that growing
international sales, price increases
on some products and cost-saving
measures are helping the snack and
beverage company navigate the
weakened U.S. economy.

Beverages are among many con-
sumer products to have been socked
by the slowdown in the U.S. econ-
omy, as consumers cut back on dis-
cretionary spending to save where
they can. The Purchase, N.Y., com-
pany said U.S. sales of Aquafina bot-
tled water experienced a “double-
digit” decline, while sales of juice
and Pepsi-Cola soda also slipped.

But U.S. consumers are still snap-
ping up PepsiCo’s Frito-Lay and
Quaker snack foods, the main driv-
ers of its profit, even though the
company has raised prices on chips
to offset rising costs of vegetable
oils, grains and other commodities.

PepsiCo also benefited from a
weaker dollar as sales continued to
grow rapidly in its beverage and
snack businesses outside North
America. Some analysts have been

net climbs 9.1%

PepsiCo

Net income, in billions
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concerned that a global economic
slowdown is damping consumer
spending in developing markets.
Indra Nooyi, PepsiCo’s chairman
and chief executive officer, said the
company is “closely monitoring”
each of its markets for signs of weak-
ness but said, “We continue to see
the fundamental long-term growth
opportunities created by low per-
capita consumption, a growing mid-
dle class and share expansion.”
Net income rose to $1.7 billion,
or $1.05 a share, up from $1.56 bil-
lion, or 94 cents a share, a year ear-
lier. The results included gains in
the value of the company’s commod-
ity-hedging positions. Without
those gains, earnings were $1.03 a

share, still ahead of an analysts’ con-
sensus of $1.02 a share, according to
Thomson Reuters.

Revenue rose 14% to $10.9 bil-
lion, and global volume growth was
5%. The weak dollar added four per-
centage points to the revenue gain
and made up three percentage
points of the company’s 12% growth
in operating profit.

“We are tightening our belts,”
Ms. Nooyi said of the company’s ef-
forts to rein in costs. PepsiCo is
weathering the storm in part by
hedging a higher percentage of its
commodities than it has to date, and
taking longer positions. She said the
company already has taken “signifi-
cant positions” for 2009.

PepsiCo also has accelerated pro-
ductivity initiatives. Capturing
waste heat from Doritos ovens to
make steam and installing high-effi-
ciency infrared burners on baking ov-
ens have helped Frito-Lay reduce wa-
ter use by 2% and electricity use by
3% so far this year, the company said.

PepsiCo raised its revenue
growth forecast for this year to the
low-double-digits from an April
forecast of high-single-digit
growth. The company reaffirmed its
expectations for earnings of at least
$3.72 a share.

In late trading on the New York
Stock Exchange, PepsiCo shares
were up $1.37, or 2.1%, at $67.56
apiece.

Vodafone sets stock-buyback plan

BY STEVE MCGRATH

LONDON—Vodafone Group PLC
on Wednesday launched a £1 billion
($2 billion) share-buyback program
in an attempt to boost its share
price following a disappointing reac-
tion to its quarterly results.

The world’s largest mobile-
phone operator by revenue said the
buyback “reflects the board’s belief
that the share price significantly un-
dervalues Vodafone.”

The move worked initially, with
the stock trading up four pence, or
2.8%, at 133 pence shortly after the
open Wednesday. Analysts and trad-
ers said the buyback should give the
shares some support, but thereisun-
likely to be a sustained rally until the
company shows it is more resilient.

The stock closed at 131.40 pence.

The company saw its stock fall

more than 13% Tuesday, wiping
about £10 billion off its value, after
it said it expects full-year revenue at
the low end of its previous forecast.
It cited a weakening economy,
which analysts believe could be the
start of a worsening trend.

The company’s
shares have fallen
31% since the start
of 2008.

The shares havefallen 31% sincethe
start of 2008, underperforming a 17%
dropinthe FTSE100, of whichitisama-
jor component, and a 30% decline in
the Stoxx Europe 600 telecoms index.

Vodafone blamed the lower fore-
cast on recent economic weakness,
lower-than-expected equipment
revenue and weakness in Spain, Tur-
key, Romania and Egypt.

Deutsche Bank said it thought
the market overreacted to the fiscal-
first-quarter results.

There is little evidence share-buy-
back programs help the share price
of telecommunications companies
“in any material way,” Nomura said
in a note to investors. “Nevertheless
at current prices Vodafone shares
have to be a far more attractive in-
vestment for Vodafone than any
other acquisition target,” it said.

Vodafone said the shares will be
bought at no more than 105% of the
average of the middle market clos-
ing price for the five business days
immediately preceding the date on
which shares are purchased.
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Boeing posted a 19% drop in net income after a glitch in its defense business.
Commerical-airplane earnings also fell, but the airline reaffirmed its growth outlook.

Boeing net declines 19%
amid defense-job delays

By J. LYNN LUNSFORD

Boeing Co.’s net income dropped
19% during the second quarter after
a charge on a troubled defense con-
tract coincided with the delivery of
a number of commercial jetliners
that were sold at bargain prices dur-
ing the last industry slump.

Although the results caught ana-
lysts by surprise, Boeing said it still
plans to meet its projections for
sales and earnings growth for 2008
and 2009, even amid growing con-
cerns that high oil prices could lead
to a wave of order cancellations.

“Right now, the demand for fuel-
efficient new aircraft is still higher
than what we can supply from our
production plans,” said Boeing
Chief Executive Jim McNerney dur-
ing a conference call with analysts
and reporters.

Mr. McNerney said the company
has seen little movement in its or-
der books, but he noted that “we do
expect we could have more defer-
rals and cancellations as our custom-
ers continue to wrestle with the new
energy realities.” If that happens, he
said, Boeing officials believe there
is enough overall demand that air-
lines desperate for earlier delivery
slots will snap up those positions.

The Chicago aerospace compa-
ny’s earnings were hit hardest by a
charge of $250 million, or 22 cents a
share, for delivery delays of an
aerial-surveillance plane for Austra-
lia’s air force. The company re-
ported net income of $852 million,
or $1.16 a share, down from $1.05 bil-

lion, or $1.35 a share, a year earlier.
Revenue slipped to $16.96 billion
from $17.03 billion. The mean fore-
cast by analysts surveyed by Thom-
son Reuters had been for profit of
about $1.22 a share.

The biggest surprise came from
the company’s commercial-air-
planes unit, where operating in-
come was down 19%. Boeing said
that expenses associated with the
Dreamliner program are rising as
the company prepares for full-scale
production. Boeing also delivered
three fewer high-margin 777 wide-
bodies than expected due to parts
shortages, and a handful of aggres-
sively priced single-aisle 737s
helped dilute the numbers further.

The company said the widebody
Dreamliner continues to meet its re-
vamped schedule. Last weekend, me-
chanics successfully tested the first
airplane’s hydraulic system and op-
erated the flight controls for the
first time, a key milestone to reach-
ing its expected first flight during
the fourth quarter.

Boeing said its total backlog of
unfilled orders rose 6% to $346 bil-
lion, driven largely by commercial
airplane orders.

Separately, in a move to shore up
its position in the market for small
unmanned aerial vehicles, Boeing
said Tuesday it is acquiring closely
held Insitu Inc., one of the leading
makers of sophisticated remote-con-
trolled aircraft. Boeing didn’t dis-
close the terms of the deal.

—August Cole
contributed to this article.

AT&T shows drop in total access lines

BY ROGER CHENG

AT&T Inc. posted a steep drop in
total access lines in the second quar-
ter, but results were buoyed by con-
tinued growth in wireless and data
services.

The Dallas telecommunications
company reported net income of
$3.77 billion, or 63 cents a share, up
30% from a profit of $2.90 billion, or
47 cents a share, from a year earlier.
Revenue rose 4.7% to $30.87 billion.

Given current economic issues,
many on Wall Street were expecting
amore dire quarter. Shares of AT&T
have slid nearly 20% over the last
two months. “It’s a good quarter in
the face of significant economic
challenges and pessimism,” said
Todd Rosenbluth, an equity analyst
at Standard & Poor’s.

The wireless business continued

to grow in the quarter, with revenue
up 16% and revenue from data ser-
vices, such as text messages, up
52%. Still, it faces pressure from ri-
vals. The company added 1.3 million
net new customers in the quarter,
down 123,000 from a year earlier. It
added 894,000 net new customers
who signed long-term contracts.
The turnover rate for those custom-
ers fell to 1.1% from 1.2%.

The figure falls short of Verizon
Wireless, which said on Tuesday
that it added 1.5 million net new cus-
tomers in the second quarter.

AT&T was hurt by a slowdown in
Apple Inc. iPhone sales as custom-
ers held off on purchases until the re-
lease of the iPhone 3G on July 11, af-
ter the end of the second quarter. Ap-
ple said it sold 717,000 iPhones in
the second quarter. In the first 12
days following the launch of the new

iPhone, AT&T, which is the exclusive
carrier partner for Apple in the U.S.,
said iPhone 3G sales nearly doubled
the mark set by last year’s iPhone.

Wall Street was bracing for a
sharp downturn in the landline busi-
ness. The second quarter is typi-
cally weak because college students
often disconnect their Internet and
phone lines as they go home for the
summer. In addition, many feared
the downturn in consumer spend-
ing and weak housing market would
take its toll on the telecom industry.

AT&T’s total switched access
lines fell 8% to 58.9 million. The com-
pany added 46,000 broadband con-
nections in the second quarter,
which Mr. Rosenbluth said was sur-
prisingly weak. “Broadband has
been a driver for AT&T, and we have
some concern on the impact from
that business,” he said.

Pfizer reports net-profit growth;
restructuring weighs on Wyeth

BY PETER LOFTUS

Major pharmaceutical company
Pfizer Inc. reported an increase in
its second-quarter net profit, as in-
ternational sales growth helped off-
set generic competition in the U.S.,
while  restructuring charges
weighed down profits at Wyeth.

Both drug makers are grappling
with challenges including heavy ge-
neric competition and heightened
scrutiny of drug safety in the U.S.
They are both in cost-cutting mode
in order to weather a difficult pe-
riod until their drug-research ef-
forts begin to bear more fruit.

New York-based Pfizer’s chal-
lenges are many. It derives about one-
fourth of its revenue from one prod-
uct, the cholesterol-lowering drug

Lipitor, which in 2011 will lose its U.S.
market exclusivity and become ex-
posed to generic competition.
Pfizer reported net income of
$2.78 billion, or 41 cents a share, up
from $1.27 billion, or 18 cents a
share, a year earlier.
Sales rose 9.4% to $12.13 billion
from $11.08 billion a year earlier.
Wyeth, based in Madison, N.J.,
said net income declined 6% to $1.12
billion, or 83 cents a share, from
$1.20 billion, or 87 cents, a year ear-
lier. Results for the latest quarter in-
cluded charges of $110.5 million re-
lated to Wyeth’s cost-cutting pro-
gram, which includes the elimination
of about 6% of its work force so far.
Sales rose 5% to $5.9 billion, with
virtually all of the gain coming from
the weak dollar.
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Anheuser’s net
increases 1.8%;
new-drinks boost

By DAviD KESMODEL

Anheuser-Busch Cos., which
agreed this month to be acquired by
Belgium’s InBev NV, reported a mod-
est increase in second-quarter
profit Wednesday, as the beer giant
raised prices and drinkers embraced
its new Bud Light Lime brand.

The St. Louis brewer said net in-
come rose 1.8% to $689 million, or
95 cents a share, from $677 million,
or 88 cents a share, a year earlier.
Net sales rose 4.6% to $4.7 billion.

The Budweiser maker, which con-
trols nearly half the U.S. beer mar-
ket, agreed July 13 to be bought by
InBev, brewer of Beck’s and Brahma,
for $52 billion in cash. The deal,
which will create the world’s largest
brewer, is expected to close by year
end.

Anheuser said sales to retailers,
akey measure of a beer maker’s per-
formance, rose 0.4% in the quarter
ended June 30. The timing of the
July 4 Independence Day holiday
this year made for a difficult compar-
ison against the 2007 period, the
brewer said.

The company has boosted sales
in part by successfully introducing

Anheuser said it is
accelerating plans to
raise beer prices due
to rising costs.

new products, including Bud
Chelada and Landshark Lager. An-
heuser began selling Bud Light
Lime, a lime-infused version of the
world’s best-selling beer, in May,
backed by an aggressive advertising
campaign.

“The series of initiatives that we
have taken in the last two years to
better position the company for
long-term growth are gaining trac-
tion with consumers,” Chief Finan-
cial Officer Randy Baker said in a
conference call with analysts.

The brewer’s results were again
hurt by lower income from invest-
ments in other brewers. Such in-
come, which comes largely from the
beer maker’s 50% stake in Mexico’s
Grupo Modelo SA, fell 14% to $167
million from $194 million a year ear-
lier. Anheuser cited higher costs for
raw materials and operations at
Modelo, maker of Corona Extra and
Pacifico.

Anheuser said it is accelerating
plans to raise beer prices, respond-
ing to rising costs for commodities
such as barley and rice. It will in-
crease prices roughly 3% to 4% for
the majority of its U.S. products in
September and October.

In a few markets, beer drinkers
are “trading down” to the compa-
ny’s economy brands amid the slow-
ing U.S. economy, Mr. Baker said,
but “we have a healthy industry and
a healthy pricing environment.”

He said the planned integration
with InBev “is going relatively well.
It’s early in the process.”

The company also said Wednes-
day that it raised its quarterly divi-
dend to 37 cents a share from 33
cents. Anheuser shares were up four
cents at $67.29 in late afternoon
trading on the New York Stock Ex-
change.

GLOBAL BUSINESS BRIEFS

Continental AG

Board rejects takeover offer
from Schaeffler Group

Continental AG’s supervisory
board Wednesday rejected the
€11.3 billion (US$17.8 billion) take-
over offer from Schaeffler Group,
saying it doesn’t value the company
adequately, but added that an agree-
ment with the closely held German
engineering company is desirable.
Continental said it is willing to en-
ter talks with Schaeffler if the engi-
neering company will negotiate
about a premium for Continental
shareholders or limiting their tar-
geted stake. Last week, Continen-
tal’s executive board rejected the of-
fer, calling it opportunistic and well
below the valuation the company
puts on itself. Schaeffler on Sunday
said it still wants a stake of more
than 30% instead of the 20% Conti-
nental is willing to negotiate.

Iberdrola Renovables SA

Spanish renewable-energy com-
pany Iberdrola Renovables SA said
its net profit more than tripled in
the first half from a year earlier. The
world’s biggest wind-power genera-
tor said its net profit rose to €194
million ($306.1 million) for the six
months through June 30, from €46
million in the year-earlier period.
Profit was boosted by the incorpora-
tion in late 2007 of the wind-power
assets of Scottish Power PLC. Anin-
crease in installed capacity and
higher electricity prices also
helped, said Chief Executive Xabier
Viteri on a conference call. Iber-
drola Renovables has incorporated
851 megawatts in new capacity in
the first half, 82% of which is out-
side Spain. First-half revenue more
than doubled to €937.7 million, up
from €349 million a year earlier.

Merck KGaA

Merck KGaA said second-quarter
net profit more than doubled from a
year earlier, when charges hurt the
German pharmaceutical-and-chemi-
cal company’s earnings. Net profit in-
creased to€207.4 million ($327.3 mil-
lion) from €85.5 million. Merck,
which became Europe’s largest bio-
technology company after purchas-
ing Serono in 2006, said that write-
offs related to the Serono acquisi-
tion, as well as high interest pay-
ments on debt it took on to finance
the purchase, hurt 2007 earnings.
Revenue, which includes royalty in-
come, rose 6.1% to €1.9 billion from
€1.79 billion, curbed by unfavorable
currency fluctuations. Sales of can-
cer drug Erbitux rose 24% to €145
million, while revenue from multiple-
sclerosis treatment Rebif increased
2.8% to €320 million. The company
confirmed its 2008 outlook, despite
currency head winds that will likely
continue to weigh down revenue.

Roche Holding AG

Switzerland-based pharmaceuti-
cal company Roche Holding AG said
it plans to buy Arius Research Inc.
of Canada for 191 million Canadian
dollars (US$189 million), the latest
in a series of purchases of North
American biotechnology compa-
nies. Roche said the move would
give it access to a new screening
platform for antibody therapeutics,
FunctionFIRST, which rapidly identi-
fies and selects antibodies based on
their ability to affect disease before
progressing into clinical develop-
ment. Lee Babiss, head of global re-
search at Roche, said Function-
FIRST will help Roche strengthen
its developmental portfolio, provid-
ing it with a library of antibodies.

Lonza Group AG

Lonza Group AG reported an
83% jump in first-half net profit,
boosted by the sale of its stake in
Polynt SpA. The Switzerland-based
maker of ingredients for the phar-
maceutical, health care and life-sci-
ence industries said net profit in-
creased to 267 million Swiss francs
($259 million) from 146 million
Swiss francs a year earlier. The earn-
ings were lifted by a book gain of 91
billion Swiss francs from the Polynt
sale, which was wrapped up in April.
Sales climbed 6.5% to 1.46 billion
Swiss francs from 1.37 billion Swiss
francs, thanks to an improved prod-
uct mix, higher pricing and effi-
ciency improvements. Lonza con-
firmed targets, though Chief Execu-
tive Stefan Borgas said that the sec-
ond half will be weaker than the
first, because customers have post-
poned a number of projects.

Telenor ASA

Norwegian telecommunications
operator Telenor ASA said that sec-
ond-quarter net profit rose 8.7%,
but it reduced its revenue-growth
outlook on economic concerns. Net
profit rose to 3.54 billion kroner
($692.8 million) from 3.25 billion
kroner a year earlier. Revenue in-
creased 2.9% to 23.84 billion kroner
from 23.16 billion kroner. Telenor
said it now expects 2008 revenue
growth of about 3%, down from a
previous forecast of 5%, excluding
its Ukrainian unit Kyivstar. Mean-
while, smaller Swedish rival Tele2
AB reported a narrower second-
quarter loss and said it would con-
tinue its growth plan in the former
Soviet Union.

KPN NV

Dutch telecommunications oper-
ator KPN NV’s second-quarter net
profit fell 12%, hurt by higher taxes
and interest payments. Net profit de-
clined to €353 million ($557 million)
from €400 million a year earlier.
Revenue was up 22% to €3.66 billion
from €3.01 billion, boosted in part
by the acquisition of information-
technology-services company Ge-
tronics and Belgian mobile operator
Base. KPN confirmed its outlook for
2008, reiterating that capital expen-
diture for the year is expected to be
about €2 billion and free cash flow
at least €2.4 billion. KPN said it now
sees earnings before interest, taxes,
depreciation and amortization, or
Ebitda, for the Netherlands as flat,
compared with its previous forecast
for a €100 million Ebitda decline.
Analysts said the company’s under-
lying performance was better than
expected.

Deutsche Telekom AG

Deutsche Telekom AG said it will
reduce the work force in its busi-
ness-customer unit, T-Systems. The
Germany-based telecommunica-
tions company will introduce a vol-
untary-severance package this fall,
but won’t rule out future job cuts.
Deutsche Telekom declined to com-
ment on the number of jobs af-
fected. Severance, based on an em-
ployee’s age and length of employ-
ment, will be offered to managerial
and nonmanagerial staff, the com-
pany said. Separately, Austrian con-
struction company Strabag SE said
it will buy facility-management com-
pany Deutsche Telekom Immobilien
& Service GmbH, or DeTelmmo-
bilien, a 100% subsidiary of Deut-
sche Telekom. The companies de-
clined to disclose the value of the
deal. DeTelmmobilien employs
about 6,240 people.

STMicroelectronics NV

Switzerland-based STMicroelec-
tronics NV, one of Europe’s largest
chip makers, posted a narrower sec-
ond-quarter loss but trimmed its fore-
cast for semiconductor market
growth in 2008, citing the deteriorat-
ing macroeconomic environment.
Still, the company said it expects to
continue to expand its market share.
Chief Executive Carlo Bozotti said ST-
Micro revised its market-growth fore-
cast to arange of 4% to 5% from a pre-
vious forecast of 4% to 6%. STMicro re-
ported anet loss of $47 million for the
quarter, compared with a year-earlier
loss of $758 million. Profitability was
again stifled by the dollar’s decline
against the euro. Revenue fell 1.1% to
$2.39 billion after the company spun
off its flash-memory division into a
joint venture with Intel Corp. Strip-
ping out the impact of that division,
revenue would have risen 15%.

Daily Mail & General Trust PLC

Daily Mail & General Trust PLC
warned of continuing declines in
U.K. advertising in its fiscal-third-
quarter update. The London-based
media group said sales in the three
months ended June 30 rose 5% com-
pared with a year earlier, reflecting
a strong showing from its busi-
ness-to-business divisions that off-
set declines in regional-newspaper
revenue. Daily Mail derives about
50% of its operating profit from non-
newspaper business-to-business op-
erations, including a 67% stake in Eu-
romoney Institutional Investor
PLC, where sales rose 13% in the fis-
cal third quarter, and DMG Informa-
tion, which reported a 6% rise in
sales. But overall sales at Daily
Mail’s national division, Associated
Newspapers, rose a marginal 0.4%.

Deutsche Post AG

European Union regulators for-
bid express-cargo company DHL
from receiving guarantees of as
much as €500 million ($789 million)
from Germany for establishing its Eu-
ropean hub at the Leipzig-Halle air-
port. The deal between DHL, a sub-
sidiary of Deutsche Post AG, and Ger-
many violates EU rules against gov-
ernment subsidization of industry,
said the European Commission. How-
ever, the commission did approve
€350 million in public investments
for a southern runway at Leipzig-
Halle airport. Under the agreement,
DHL would have been guaranteed as
much as €500 million over 30 years
from the German state of Saxony if
the airport couldn’t build the new
runway. DHL will have to repay the
money it already received, which to-
taled less than €1 million, said an EU
antitrust spokesman.

BP PLC

A court in Tyumen, Russia, up-
held a lawsuit barring staff from U.K.
oil company BP PLC from working at
its Russian joint venture TNK-BP Ltd.
The action was initiated by tiny Mos-
cow-based brokerage ZAO Tetlis,
which owns a small stake in a pub-
licly traded unit of TNK-BP and ob-
jected to the fees paid by that com-
pany to BP’s technical specialists. BP,
which has faced a barrage of pressure
amid a bitter fight with its Russian
partners for control of TNK-BP, with-
drew the last of its 148 specialists
Tuesday. Tetlis first won a court or-
der blocking the use of BP staff in
May, although BP won an injunction
lifting that ban in mid-July. Tetlis gen-
eral director Aleksandr Tagaev said
he is very satisfied with the court’s
decision but thinks TNK-BP will prob-
ably appeal. TNK-BP, half-owned by
BP, wasn’t available for comment.

De Beers SA

De Beers SA, the world’s largest
diamond company, posted a 9.7%
drop in first-half net profit, dented
by higher taxes, but said rough-dia-
mond sales were up 10% because of
higher gem prices. Net profit fell to
$316 million from $350 million a
year earlier. Before taxes, income
was up 20%, the Johannesburg-
based company said. Overall sales
rose 9.9% to $3.74 billion from $3.4
billion, including $3.3 billion in
sales of rough diamonds. But De
Beers warned that the turmoil in the
U.S. economy could hurt demand
for diamonds in the second half. Pro-
duction for the first six months was
24.2 million carats, marginally
down from a year earlier.

McDonald’s Corp.

McDonald’s Corp. reversed a
year-earlier second-quarter loss
caused by the sale of its Latin Ameri-
can and Caribbean restaurants, as
the company continued to show
strong global growth. The
U.S.-based fast-food chain, which
has made abig bet on lattes and cap-
puccinos in an effort to compete
with Starbucks Corp., reported net
income of $1.19 billion, or $1.04 a
share, compared with a year-earlier
netloss of $711.7 million, or 60 cents
a share. Revenue rose 4% to $6.08
billion. Sales at restaurants open at
least 13 months, or same-store
sales, rose 6.1% globally and 3.4% in
the U.S. Wall Street was expecting a
solid gain.

Philip Morris International Inc.

Philip Morris International Inc.,
the cigarette marketer spun off
from Altria Inc., posted a 23% rise in
second-quarter net income on in-
creased sales of Marlboros around
the world and beneficial foreign-cur-
rency translations. The company,
which sells only outside of the U.S.,
again boosted its 2008 earnings
guidance. Philip Morris Interna-
tional now expects earnings growth
this year of 19% to 21% to $3.32 to
$3.38. April’s boosted target was
14% to 16%. Profit in the latest quar-
ter rose to $1.82 billion, or 86 cents
a share, from $1.48 billion, or 70
cents, a year earlier. Revenue rose
20% to $16.7 billion. Excluding cur-
rency fluctuations, revenue in-
creased 4%.

Yahoo Inc.

Proxy advisory firm Glass Lewis
& Co. harshly criticized three Yahoo
Inc. board members, recommend-
ing their ouster at the company’s an-
nual shareholder meeting. In a re-
port, Glass Lewis said shareholders
should vote against re-electing Ya-
hoo Chairman Roy Bostock and di-
rectors Ron Burkle and Arthur
Kern. All three are on the compa-
ny’s compensation committee,
which Glass Lewis criticized for im-
plementing controversial sever-
ance plans and for failing to pay ex-
ecutives relative to the company’s
performance. All of Yahoo’s direc-
tors are up for re-election at the
Aug. 1 annual meeting.

—Compiled from staff
and wire service reports.
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New test for citizenship
will present 33 questions

ERMANY is to
introduce a test
on German cus-

toms and history for
would-be citizens in
September after Chan-
cellor Angela Merkel’s
Cabinet approved the
plan. The Interior Min-
istry has presented

Associated Press

Peter Siu

EU will pay to help retrain
laid-off car-parts workers

in taxes on

ORE THAN
M 1,500 Spanish
workers put

out of work when a car-
parts company moved
to lower-wage Mo-
rocco will get €10.5 mil-
lion (US$16.6 million)
to help pay for retrain-
ing, the European Com-

310 multiple-choice questions for citizenship appli-
cants. Would-be citizens will be presented with 33
of the questions and will be required to answer 17
correctly. They range from “how many states does
Germany have?” (16) through “what is the name of
the current chancellor?” (see above) to “what hap-
pened on Nov. 9, 1938?” (Jewish homes and busi-
nesses were attacked in a Nazi-orchestrated po-

grom).

—Associated Press

mission said.
The money will come from a special European
Union fund set up to help the victims of globaliza-
tion and will pay for programs to get 1,589 workers
back into the labor market as quickly as possible.
The workers lost their jobs when the U.S.-owned
car-parts maker Delphi Corp. shut its factory at Pu-
erto Real in southern Spain last year and shifted
production to Tangiers.

Fotosearch

Corp.

—Associated Press

Trade battle prompts cut

timber sales

INLAND’S government
F will cut capital-gains

taxes on timber sales to
help its paper sector cope
with a trade battle with Rus-
sia that has led to a raw-ma-
terial shortage in one of the
country’s largest industries.

Finland’s forests are

mostly owned by individuals
and the tax cut is meant to
persuade more of them to
sell wood to big paper mak-

ers such as Stora Enso Oyj and UPM-Kymmene

The companies are scrambling to get birch fiber,
a main raw material for many of their pulp mills
that has usually been imported from Russia.

—Reuters

Vote is new test for Brown

A lackluster showing
in Glasgow may speed
calls for replacement

By ALISTAIR MACDONALD
AND JASON DOUGLAS

Minister Gordon Brown’s popu-

larity has sunk with the British
people, he is fighting to retain a Par-
liament seat that should be a sure
thing.

Thursday, voters in Glasgow’s
East district go to the polls to elect a
member of Parliament. While most
expect Mr. Brown’s Labour Party to
win, its candidate Margaret Curran,
a local politician who was brought
in after several of Labour’s initial
choices declined, is facing a tough
challenge from the resurgent Scot-
tish National Party.

Should Labour lose, or even see a
big defection of votes in its Scottish
stronghold, it could hasten calls for
Mr. Brown to step down as prime
minister.

Apoll by London-based research-
ers ICM earlier this month gave La-
bour 47% of the vote against the
Scottish National Party’s 33%, but
many analysts say the Scottish Na-
tional Party has since gained sup-
port.

“If they can’t hang onto this seat,
what can they win? So Glasgow East
might be the catalyst that makes the
party panic and decide they want to
get rid of” Mr. Brown, said John Cur-
tice, professor of politics at the Uni-
versity of Strathclyde in Glasgow.

Glasgow East, an impoverished
area of Scotland’s biggest city, is
holding an election after its mem-
ber of Parliament retired due to
poor health. Labour won 60% of
Glasgow East’s vote in the last gen-
eral election in 2005. The party has
dominated Scotland, Mr. Brown’s
home, since the swift decline of its
industrial base soured voters on
then-leader Margaret Thatcher and
her Conservative Party.

But the government, and Mr.
Brown in particular, have plum-
meted in polls as Britain’s 15-year
economic boom shudders to a halt
amid falling home prices, higher in-

I N A SIGN OF just how far Prime

flation and increasing unemploy-
ment. According to a July survey by
pollsters Ipsos MORI, 72% of the
public is dissatisfied with the way
Mr. Brown is doing his job as prime
minister.

Mr. Brown has taken a beating in
recent local elections in other so-
called safe seats that have tradition-
ally been pro-Labour. The Labour
Party lost the Crewe and Nantwich
seat in northern England in May
with a massive swing of 17.6% of
votes to the Conservative Party.

The political parties have
shipped in some of their biggest hit-
ters to Glasgow East, an area with
high unemployment and male life ex-
pectancy five years below the Scot-
tish average of 73 years. Four senior
government cabinet members have
campaigned on local streets. The
Conservatives sent in party leader
David Cameron. Thursday, 400 La-

bour Party activists were to begin
knocking on doors at 5 a.m. to de-
liver 45,000 leaflets.

The Glasgow election is “a tough,
hard fight and the result is likely to
be tight,” said David Cairns, a minis-
ter in the government’s Scottish Of-
fice who is helping the Labour cam-
paign.

Threatening to win votes away
from Labour is the Scottish Na-
tional Party, which recently won con-
trol of the Scottish Parliament in Ed-
inburgh from Labour. The Scottish
National Party wants eventually to
secede from the U.K. altogether, a
position supported by its candidate
in Glasgow East, 51-year-old former
accountant John Mason.

In many ways, Mr. Brown is in a
no-win situation, politicians say.
“Glasgow is such a safe seat that
holding onto to it doesn’t indicate
we are out of the woods,” said Gra-

Margaret Curran, the Labour Party candidate for Scotland’s Glasgow East district
election for Parliament, speaks to her supporters and the media on Wednesday.

ham Stringer, a Labour member of
Parliament. Mr. Stringer has called
for the Prime Minister to be re-
placed, something very few other La-
bour politicians echo publicly.

Mr. Brown “is having a difficult
time, as any prime minister would
during a tough economy after 15

years of growth,” said Charlie Fal-
coner, who as secretary of state for
justice under Mr. Brown’s predeces-
sor Tony Blair headed the country’s
legal system. “But Gordon is a very
big man, [and] he is the man with
the most experience running the
economy.”

Euro-zone

By NicHOLAS WINNING

LONDON—Factory orders in the
euro zone dropped at their sharpest
rate in five years in May, as Wednes-
day brought a series of economic
datareleases showing demand slow-
ingacross Europe evenasinflationis
heating up.

New industrial orders in the 15
countries that share the euro fell
3.5% in May from April and 4.4%
from a year earlier, the biggest an-
nual drop since August 2003, accord-
ing to European Union statistics
agency Eurostat.

The indication of weakening
euro-zone manufacturing under-
scored growing concerns that the re-
gion’s economies were nearing stag-
nation during the second quarter,
with diminishing signs of a signifi-
cant pickup by the end of the year.

“The industrial upswing in the
euro zoneis screeching toahalt,” said
Holger Schmieding, chief Europe
economist at Bank of America. “The
data are highly volatile, distorted by
the ups and downs of bulk orders for
airplanes, ships and other transport
equipment. Still, the trend is clear.”

Stripping out volatile orders for

factory orders fall as outlook dims

European economy

Euro zone’s new
industrial orders

spending

French consumer

Italian retail sales
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Note: all data are year-to-year percentage change

transport equipment such as ships
and railway and aerospace prod-
ucts, euro-zone new orders fell 4%
year-to-year in May after soaring
12.4% the previous month.

The fall in industrial orders ech-
oed French consumer-spending
data issued Wednesday, showing
that growth slowed in June. And
though Italian retail sales were
stronger than forecast, Italy’s con-
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sumer confidence in June hit its low-
est level since 1993.

The data supported the view
that the European Central Bank is
unlikely to raise interest rates again
in coming months. The bank
boosted rates to 4.25% from 4% July
3 to counter risks to price stability
over the medium term from the re-
cent acceleration in inflation.

But the ECB, forecasting that the

region’s annual inflation rate will
rise to more than 4% this year, is
also unlikely to lower interest rates
soon because rising producer prices
are feeding inflation.

European consumers, mean-
while, are becoming increasingly
cautious as the economic outlook
dims. Growth in French consumer
spending on manufactured goods,
the main driver of gross-domestic-
product growth, slowed to 1%
year-to-year in June from 1.7% in
May, falling short of economists’
predictions of a 1.3% rise.

“French growth won’t be able to
count on consumption until the sum-
mer of 2009,” said Marc Touati, an
economist at Global Equities.

Outside the euro zone, the U.K.s
Confederation of British Industry
said industrial orders dropped
sharply in July, while pricing inten-
tions rose at their fastest pacein 18
years.The business group saiditsin-
dustrial order book balance fell to
minus-8 in July from plus-1in June,
worse than economists’ expecta-
tions of a deterioration to minus-5.

—Joe Parkinson, Gabriele
Parussini and Sofia Celeste
contributed to this article.
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U.S. lawmakers voice
unease over Kazakhstan

BY GLENN R. SIMPSON
AND SUSAN SCHMIDT

WASHINGTON—Members  of
Congress expressed concern Tues-
day about allegations of corruption
and human-rights abuses in Kazakh-
stan, a strategic U.S. friend and en-
ergy producer.

At a hearing on Capitol Hill, law-
makers questioned the selection of
Kazakhstan as the next -

leader of the Organization .= -»-..

for Security and Coopera- :
tion in Europe, a multilat- U
eral organization devoted . ==
to European security. 1 ¥

Kazakhstan has yet to
make overhauls it promised
last November when it was
chosen to assume the chair-
manship of the organiza-
tion in 2010, said witnesses
and members of Congress
who recently returned from
the OSCE’s annual parlia-
mentary meeting, held for the first
time in Kazakhstan.

Sen. Benjamin Cardin (D., Md.)
said in a written statement that
“some opposition figures and journal-
ists have been murdered or have died
under suspicious circumstances.” He
said he found “quite sobering” Presi-
dent Nursultan Nazarbayev’s assess-
ment that Kazakhstan’s democratiza-
tion “cannot move faster than his gi-
ant neighbors Russia and China.”

Rep. G.K. Butterfield (D., N.C.)
said he was troubled by “very serious
allegations” of corruption by Kazakh-
stan’s president reported Tuesday in
The Wall Street Journal.

The Journal reported new allega-
tions of government corruption in
the oil-rich nation that could further
complicate its relations with the U.S.
and the West. The former son-in-law
of Mr. Nazarbayev, in hiding in Eu-
rope after being convicted in Kazakh-
stan of kidnapping and a plot to over-
throw the government, said Mr. Naz-
arbayev has diverted billions of dol-

Nursultan
Nazarbayev

larsin state assets to a network of off-
shore bank accounts.

The son-in-law, Rakhat Aliyev,
once his country’s deputy intelli-
gence chief, also told the Journal that
the Nazarbayev regime routinely
rigged elections. He provided a hand-
ful of blank ballots he said were left
over from ballot box stuffing during
1999 elections.

In an interview after the hearing,

Rep. Butterfield said “the al-
-t legations are serious
. enough that we have got to
look into it...We owe it to
American companies doing
business in Kazakhstan for
them to know the truth.”

The Kazakh government
declined to comment on the
allegations by Mr. Aliyev. “I
have nothing,” Askar
Tazhiev, the embassy’s
chargé d’affairs said in anin-
terview, adding he hadn’t
yet read the article.

Mr. Tazhiev said his country is es-
sentially a one-party state and that
the government is still seeking to ad-
dress the issue, possibly by desig-
nating an opposition faction in its
Parliament.

Mr. Nazarbayev’s re-election with
91% of the vote in late 2005
prompted complaints of vote fraud.
The Nur-Otan party, which supports
Mr. Nazarbayev, won all 98 contested
seats in a parliamentary election last
August. Kazakhstan’s pledges to insti-
tute overhauls haven’t gotten off the
ground, according to recent reports
from the State Department and anin-
dependent human rights group, Free-
dom House.

At the hearing, which was con-
vened by the Helsinki Commission, a
U.S. agency that oversees relations
with the European security group, As-
sistant Secretary of State Richard
Boucher said political and economic
overhauls are needed in Kazakhstan.
“That is the only way to get away
from corruption,” he said.

(ates, Bloomberg to invest
in antismoking programs

BY ROBERT A. GUTH

The Bill and Melinda Gates Foun-
dation and New York Mayor Michael
Bloomberg said they will invest
$500 million in antismoking pro-
grams in developing countries,
building on a continuing effort by
Mr. Bloomberg to end what
he called on Wednesday
“the global tobacco epi-
demic.”

The effort gives Mr.
Bloomberg a powerful ally
in his long-term quest to
fight tobacco that started
in 2002 in New York City.
That effort—which in-
cludes smoking bans in res-
taurants and workplaces—
has led to 300,000 fewer
smokers in New York City
than there were in 2006, Mr.
Bloomberg said at an announce-
ment of the funding in Manhattan.

Success in New York “helped con-
vince me to take on the global initia-
tive,” Mr. Bloomberg said.

Under the plan, Mr. Bloomberg’s
philanthropy over the next four
years will increase by $250 million
his earlier pledge of $125 million to

Bill Gates

fund antismoking and tobacco-con-
trol efforts world-wide.

The Gates Foundation said it will
spend $125 million on similar ef-
forts over the next five years, with
$24 million of that going into Mr.
Bloomberg’s three-year-old anti-
smoking program, the Initiative to
Reduce Tobacco Use.

The funds will be used
to promote tobacco-con-
trol programs, including
media and education cam-
paigns, as well as programs
to help people quit smok-
ing and efforts to promote
higher taxes on tobacco
products.

The new funding fol-
lows a report earlier this
year by the World Health
Organization—partially
funded by Mr. Bloomberg—detail-
ing the dangers of smoking that
called on governments around the
world to step up tobacco-control ef-
forts. The pledge is the Gates Foun-
dation’s first funding of antismok-
ing programs, and fits into its
broader global-health programs.

—Betsy McKay
contributed to this article.

U.S. data sharing lags

Assessment varies
on progress in steps
to fight terrorism

BY SIOBHAN GORMAN

WASHINGTON—Nearly seven
years since the Sept. 11, 2001, terror-
ist attacks, the U.S. government still
can’t effectively measure whether it
has made progress in information-
sharing, according to a new govern-
ment report.

The Government Accountability
Office report, which was released
Wednesday, underscores the diffi-
culties the government has had in
getting data-sharing practices to
take root in federal departments.
That raises questions about
whether these efforts will survive
into a new administration.

Failure among government agen-
cies to share information is widely
seen as one reason why the U.S.
wasn’t able to learn of plans for, and
ultimately foil, the 2001 attacks.

A three-year-old information-
sharing office created by Congress
has instituted some programs to im-
prove data dissemination, but it can’t
showhowthoseactivities are prevent-
ing terrorism, the report says. A cen-
tral challenge to many counterterror-
ism efforts is measuring threats that
have been thwarted or prevented.

The GAO also found that the gov-
ernment lacks a “road map” show-
ing what results will be achieved

and how, according to the report, a
copy of which was seen by The Wall
Street Journal.

In prepared testimony delivered
before Congress on Wednesday, Ei-
leen Larence, GAO’s director of
homeland security, was expected to
say that such gaps need to be ad-
dressed “to provide Congress and
the public reassurance that the
flaws leading to 9/11 have been or
are being corrected.”

Her testimony will be part of a
hearing by the Senate Homeland Se-
curity and Governmental Affairs
Committee to assess government in-
formation-sharing. Committee
Chairman Sen. Joseph I. Lieberman,
a Connecticut independent, said the
report shows that “federal agencies
are working more collaboratively ev-
ery day” but that they “still have
much more to do” to ensure that key
data are regularly shared.

Ambassador Thomas Mec-
Namara, head of the information-
sharing office, formally called the In-
formation Sharing Environment,
was expected to defend his group’s
work. In his prepared testimony, he
says “considerable progress has
been achieved” in his two-year ten-
ure. He acknowledged that informa-
tion-sharing within the government
“is functioning albeit haltingly and
not at all in many areas” but added
that “we have laid the basis for a
fully functioning” effort in the fu-
ture, according to his testimony.

John Cohen, a senior adviser to
Mr.McNamara, said anumber of mea-
surements suggest that the govern-

ment has improved information-
sharing. Theseinclude the 250 Home-
land Security Department and Fed-
eral Bureau of Investigation officials
whoworkat 48 state “fusion centers”
helping with terrorism information
analysis at the state and local levels.
These centers now have access to in-
formationfromthe National Counter-
terrorism Center, he said.

But he acknowledged that such
measurements don’t show whether
the right information is being
shared to help prevent terrorism.
“The next step is working to deter-
mine: How do youknow that the capa-
bilities you’ve put in place are mak-
ing a difference?” he said. “That’s
where we are focusing right now.”

To achieve that goal, his office
has set up programs such as one
launched recently to have state and
local officials collect possible terror-
ism-activity tips from police, vet the
information in accordance with lo-
cal privacy laws, and funnel legiti-
mate tips to Washington.

That program was launched af-
ter the GAO completed much of its
research for the report, he said. The
program’s first several weeks have
already had some promising out-
comes, with police officers identify-
ing possible terrorist suspects dur-
ing routine traffic checks. He de-
clined to provide additional details.

Mr. Cohen disputed the GAO find-
ing that the government doesn’t have
aroad map. He said the goal has been
to improve information-sharing with
state and local officials, the private
sector and foreign governments.
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India bribe claim detailed

Opposition party
goes on the offensive;
corruption common

By NIRAJ SHETH
AND JACKIE RANGE

NEW DELHI—Fresh from a de-
feat in a confidence vote in Parlia-
ment Tuesday, India’s opposition is
staying on the offensive by detailing
allegations of bribery against the
government, in a familiar ritual of
Indian political life.

Three legislators from the con-
servative Bharatiya Janata Party—
India’s largest opposition group,
with roots in Hindu nationalism—ac-
cuse the ruling Congress Party-led
coalition and its allies of offering a
total of about $2.25 million in ex-
change for abstentions in the vote.
They allege the bribe was made over
a series of meetings and phone calls
Monday and Tuesday.

The allegations were aired on
the Parliament floor Tuesday when
the three members waved stacks of
Indian rupees around on live televi-
sion, claiming the cash was a down
payment on a larger bribe. Officials
of the government and its parlia-
mentary allies have vehemently de-
nied the allegations, saying they
were fabricated to distract from the
government’s victory.

The government Tuesday sur-
vived the confidence vote, spurred
by oppostion to a nuclear-energy

deal with the U.S., by a 275-256 mar-
gin, with 10 abstentions.

However sensational the bribery
allegations—and whether or not
there is any truth to them—they are
neither surprising nor unique. Cor-
ruption in the body politic is perva-
sive in the world’s largest democ-
racy, at the local, state and national
executive and legislative levels. Anu-
pama Jha, executive director of
Transparency International India,
an anticorruption watchdog, said
corruption is so rampant “it has al-
most become a way of life.”

Among other measures,
Transparency Interna-
tional is calling for the in-
troduction of a federal om-
budsman with the author-
ity to probe charges of cor-
ruption, abuses of author-
ity and accumulation of il-
licit wealth for government
officials and would-be poli-
ticians.

Popular reaction was
mixed as to whether the al-
legations were surprising, but em-
barrassment was a common re-
sponse. Sabrina Bowen, an assistant
general manager at the Hindustan
Times, based in Mumbai, said, “In-
dia has been made a laughingstock
in front of the world. Our govern-
ment is our identity, and if your iden-
tity is clouded, it is a shame.”

The BJP members claim that
Amar Singh, leader of the Sa-
majwadi party, a key Congress ally,
made the offer to some BJP legisla-
tors at his residence Tuesday morn-

Amar Singh

ing and delivered a down payment
of about $250,000 in cash in bags
later that afternoon. They also
claim senior Congress official
Ahmed Patel confirmed the bribe
with them over the phone. Mr. Patel
is political secretary to Congress
President Sonia Gandhi.

The three BJP members say they
invited the television station CNN-
IBN to record meetings between legis-
lators in which the three say the al-
leged bribe was offered. CNN-IBN
says it did reporting on the matter but
wouldn’t air any recordings
until it could further investi-
gate the allegations. The
speaker of Parliament has
promised to conduct an in-
vestigation into the matter.

Mr. Singh and Mr. Patel
forcefully denied the allega-
tions. Mr. Patel said Tues-
day he was ready to resign
.. from public life if anyone
% proved he paid money to

any BJP party members to

abstain. Calls Wednesday
to Mr. Patel’s office were not re-
turned, while Mr. Singh was unavail-
able for comment, according to a Sa-
majwadi party representative.

Graft and accusations of graft
are a staple of Indian politics. Three
years ago, the Indian Parliament ex-
pelled 11 members for accepting
bribes. In 2001, a magazine sting ex-
posed a senior BJP leader accepting
a bribe of about $2,500 from the
magazine’s reporters.

—Vibhuti Agarwal
contributed to this article.

Housing deal gets Bush’s blessing

BY MICHAEL R. CRITTENDEN
AND DAMIAN PALETTA

WASHINGTON—U.S. President
George W. Bush dropped his opposi-
tion to lawmakers’ most aggressive
effort to address the housing crisis,
all but guaranteeing enactment of
help for Fannie Mae and Freddie
Mac and allowing the government
to insure as much as $300 billion in
refinanced mortgages.

White House press secretary
Dana Perino announced Mr. Bush’s
switch in a conference call with re-
porters. “We believe this is not the
time for a prolonged veto fight but
we are confident the president
would prevail in one,” she said.

It was a dramatic split for Mr.
Bush and congressional Republi-
cans, many of whom are angrily op-
posed to the housing legislation,
which they call a handout for irre-
sponsible homeowners and unscru-
pulous lenders.

At a closed-door meeting
Wednesday, House Republicans de-
nounced the plan, although it is
clear they don’t have enough votes
to prevent it from becoming law.

Rep. John Boehner, the House mi-
nority leader, told colleagues that
he would “vote against this bailout
bill, and that taxpayers deserve a lot
better than this,” according to a se-
nior Republican aide.

The House was expected to ap-
prove the bill Wednesday, and the
Senate may follow later this week.

The bill started as a relatively
modest attempt to help struggling

homeowners, but has since
morphed into a sprawling piece of
legislation.

It is the most expansive and po-
tentially most expensive effort the
government has put together to ad-

dress the housing crisis and the
broader financial contagion.

One of the most significant provi-
sions—sparked by the recent crisis—
will provide an explicit federal back-
stop for Fannie and Freddie. It will
also significantly beef up oversight
of the two publicly traded, govern-
ment-chartered companies, which
own or guarantee $5.2 trillion of
U.S. home mortgages, or nearly half
the total outstanding.

But the bill does much more than
that, containing tax breaks for first-
time home buyers, federal insur-
ance for struggling homeowners
and grants for states to buy fore-
closed homes.

Treasury Secretary Henry Paul-
son said it was easy for him to rec-
ommend that the president support
the legislation despite some disap-
pointing points contained within it.

Mr. Paulson called the legisla-
tion “very important to the capital
markets broadly and to confidence”
in Fannie and Freddie. He said it is
key to helping the U.S. turn a corner
in the housing crisis. On Tuesday in
a speech in New York, the Treasury
secretary said he would rather not
have to ask for extraordinary author-
ities to support the mortgage com-
panies, “but I am playing the hand
that I have been dealt.”

The nonpartisan Congressional
Budget Office said Tuesday that a
temporary measure to prop up Fan-
nie Mae and Freddie Mac could cost
the government as much as $25 bil-
lion. Lawmakers also plan to include
a $4 billion program that would al-
low local governments to buy and re-
habilitate foreclosed properties.

“Nobody in America will agree
with everything that is in this bill,
but I think enough people in Amer-
ica will find it acceptable, so it will

go to the president’s desk to be
signed,” House Financial Services
Committee Chairman Barney Frank
(D., Mass.) said.

Senate Banking Committee
Chairman Christopher Dodd (D.,
Conn.) and Sen. Richard Shelby (R.,
Ala.) issued ajoint statement saying
they were “optimistic about the
prospects for this legislation.”

The dealincludes several compro-
mises. It would allow Fannie and Fred-
die to purchase loans of as much as
$625,000 in high-cost areas of the
country, a lower number than many
House Democrats wanted but higher
than some Senate lawmakers origi-
nally envisioned. It would also give
thenewregulator for Fannie and Fred-
die more control over the compensa-
tion packages received by top execu-
tives at either housing-finance giant,
an unusual mark of government con-
trol over a publicly traded company.

The exposure of Fannie Mae and
Freddie Mac to the housing mar-
ket’s downturn has triggered fears
about their solvency. Their stock
prices plummeted this month be-
fore leveling off after Treasury and
Federal Reserve officials an-
nounced a series of measures to
keep the companies running if their
positions worsened, a plan this legis-
lation would endorse.

The $25 billion cost estimate
from the CBO for the rescue plan
was played down by Democratic and
Republican lawmakers. “Everyone
knows it’s just a wild guess,” said
Sen. Jim DeMint, (R., S.C.). He called
the plan a “huge gamble,” but added
that, “it’s kind of: Guarantee a little
now or pay a whole lot later.”

—The Associated Press, Maya
Jackson Randall, Sarah Lueck
and James R. Hagerty
contributed to this article.
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Chinese paramilitary policeman line up at a military parade rehearsal outside
Beijing’s Olympic Stadium, known as the ‘Bird’'s Nest.

China plans to designate
protest zones for Games

By ME1 FonG
AND SHAI OSTER

BEIJING—China, which has
cracked down on political dissent
ahead of the Olympics and promised
todealharshlywithillegal demonstra-
tions, is taking the highly unusual step
of setting aside space in three Beijing
parks for protests during the Games.

The creation of designated pro-
test areas was announced Wednes-
day. One of the parks that will have a
protest spotisinthe city’s maindiplo-
matic area. Another is in the univer-
sity district near some Games venues,
but away from the main stadiums.

“Chinese law protects legal as-
sembly,” Liu Shaowu, the security
chief of the Beijing Olympic Organiz-
ing Committee, said during a news
conference.

It remains unclear how much
freedom any would-be demonstra-
tors will actually have, as Chinese
law requires anyone who wants to
stage a protest to first receive a gov-
ernment permit. Few Chinese citi-
zens go through the process.

Beijing Games officials said they
didn’t know if demonstrators in the
designated protest areas would also
need permits and referred ques-
tions to the city government and po-
lice. Neither responded to requests
for comment.

Human-rights advocates com-
plained that the protest areas are
too far away from Olympic venues.
They said people with real griev-
ances likely would be too intimi-
dated to show up.

“It’s a fig leaf,” said Nicholas Be-
quelin, China research director for
the New York-based activist group
Human Rights Watch. He said the
move appeared designed to allow
China and the International Olympic
Committee “to pretend they respect
rights to demonstrate when in fact
they don’t.”

Beijing’s decision to set aside
protest spots came after prodding
from the IOC. Giselle Davies, an I0C
spokeswoman said in an email that
“the Chinese authorities were en-
couraged to” find “ways to manage
any protests.”

Also Wednesday, human-rights
groups said Chinese authorities ar-
rested or detained several activists.
Shanghai lawyer Zheng Enchong was
taken away by public-security offic-
ers and had his home searched, ac-
cording to China Human Rights Law-
yers Concern Group. Mr. Zheng is help-
ing evictees in Shanghai and had com-
plained last month authorities were
warning petitioners to stay away
from Beijing during the Olympics.

Internet dissident Du Daobin
also was arrested for violating his
probation terms, said Reporters
Without Borders. Mr. Du was jailed
for subversion for writing online es-
says in support of other dissidents.
He is the third Internet dissident to
be imprisoned in the run-up to the
Games, said the Paris-based group.

China’s leadership this year has
faced a wave of occasionally violent
antigovernment protests across Ti-
betan areas in western China. There
also have been antigovernment dem-
onstrations among Turkic-speaking
Muslims in the northwest. In addi-
tion, China’s government has faced
criticism from foreign human-rights
activists on everything from its treat-
ment of its own people to its support
for unpopular governments in
Sudan, Myanmar and North Korea.

Large and raucous pro-Tibet
demonstrations marred parts of the
international Olympic torch relay in
Europe and the U.S., and Chinese of-
ficials are determined not to allow
similar disruptions of the Games.

Last week, Beijing organizers
said spectators would be barred
from bringing banners, flags and
posters with messages of areligious
or political nature into Games sites.
Even banners saying such things as
“Go China,” won’t be allowed, ac-
cording to areport by state-run Xin-
hua news agency.

The rules prohibit flags of non-
participants in the Games—which
would preclude any for Tibet. Simi-
lar rules will apply even in Hong
Kong, which is hosting the Olympic
equestrian events and traditionally
enjoys greater political freedoms
than mainland China.

These rules appear to be a rela-
tively narrow interpretation of Arti-
cle 51 of the Olympic Charter, which
prohibits “political, religious or rac-
ist propaganda” in Olympic venues.

“I think the Games have moved
from a coming-out party to a hunker-
ing-down,” said Russell Leigh
Moses, a Beijing-based professor
for Chinese studies.

He added, “The real question for
China is, what happens after the
Games? Do the Games represent a
turning point? I doubt it. I think
we’ve seen the real face of the re-
gime, and that is a government inter-
ested in self-celebration.”

But some analysts are cautiously
optimistic. Xu Zhiyong, a law lec-
turer at the Beijing University of
Posts and Telecommunications,
said plans to allow even limited pro-
tests could be a promising sign.

—Sky Canaves
contributed to this article.
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