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China weighs new curbs as
pollution threatens Games
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What’s News—

Business &3 Finance

Alcatel-Lucent CEO Russo and
Chairman Tchuruk plan to step
down, ending a painful first
chapter for the trans-Atlantic
telecom-equipment company
they created two years ago as
it struggles with a slowdown
in global spending. Page 1

m British Airways and Iberia are
in talks over a potential $6.3 bil-
lion merger and plan to apply for
permission to create a joint ven-
ture with AMR’s American. Page 1

m BP turned up the heat in its
battle over its Russian venture,
as its chief said it will use “all
legal means” in the dispute
with its partners. Page 2

m Siemens will seek financial
damages from 11 former top ex-
ecutives amid a bribes-for-busi-
ness scandal. Page 3

m Oil’s meteoric rise is burn-
ing out, some traders and ana-
lysts say, weeks after specula-
tion that crude could climb to
more than $150 a barrel. Page 3

m European stocks followed
Wall Street’s lead, with shares
on both sides of the Atlantic
climbing on robust earnings
and lower oil prices. Page 18

m Banco Santander profit fell
5% on lower capital gains, and
the bank may sell asset-manage-
ment and insurance units. Page 4

m Earnings rose at LVMH
Moet Hennessy Louis Vuitton,
defying a global economic cri-
sis that has sapped spending
on lower-priced goods. Page 3

m Ford and General Motors
curtailed lease programs, join-
ing Chrysler in tightening or
cutting the practice because of
growing losses. Page 5

®m German inflation pressures
persist. The consumer-price in-
dex remained high in July, and
negotiated wages in April rose
at a fast pace. Page 8

m The U.K. economy’s outlook
darkened as retail-sales growth
and mortgage activity slowed. A
separate report said it will take a
couple of years for the mortgage
market to normalize. Pages 10, 19

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 11397.56+266.48 +2.39
Nasdaq 2319.62 +55.40 +2.45
DJ Stoxx 600 279.64 +0.91 +0.33
FTSE 100 5319.2  +6.6 +0.12
DAX 6398.80 +47.65 +0.75
CAC 40 4320.49 -3.96 -0.09
Euro $1.5600 -0.0137 -0.87
Nymex crude $122.19 -2.54 -2.04
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World-Wide

A global trade summit aimed
at closing the Doha Round of
trade talks collapsed, after a
standoff over food tariffs ex-
posed a shift in the interests and
influence of China, India and Bra-
zil. The failure could also signal
an end to 60 years of expansion
of global free-trade deals. Page 1

m Karadzic supporters pro-
tested in Belgrade in a show of
strength by nationalist parties
against Serbia’s turn toward co-
operation with the West. Page 2

m Turkish planes attacked Kurd-
ish rebels in northern Iragq, kill-
ing dozens of guerrillas, Turkey’s
military said. A militant spokes-
man said no rebels were killed.

m Israel’s defense minister said
he told U.S. officials Israel won’t
rule out a military strike against
Iran. The U.S.’s Rice called Iran’s
latest response to diplomatic
overtures a disappointment.

m U.S. Sen. McCain’s pledge to
eject Russia from the G-8 could
eventually lead to a breakdown
in U.S.-Russian relations, a senior
Russian diplomat warned. Page 3

m Richard Perle, an early Penta-
gon proponent of U.S. military
action in Iraq, has been explor-
ing going into the oil business
in Iraq and Kazakhstan. Page 9

m Indian and Pakistani soldiers
traded fire in Kashmir for over
12 hours, in what the Indian
army called the worst violation
of a 2003 cease-fire agreement.

m Bush signed legislation to
punish Myanmar’s ruling junta
by freezing assets of political
and military leaders there.

m Shell said it won’t be able to
meet a significant chunk of its
Nigerian oil-export obligations
for two months after militant
attacks on its facilities. Page 20

m Islamic militants seized a secu-
rity post in Pakistan’s northwest,
capturing at least 25 police and
troops, Pakistani officials said.

m China failed to improve its hu-
man-rights record in the run-up
to the Olympics, intensifying a
crackdown on activists in recent
years, an Amnesty report said.

m Forty-five workers were
taken to a hospital after a minor
radioactive leak triggered an
alarm at a French nuclear site
near Avignon, an engineer said.

EDITORIALEOPINION
After Doha

Protectionism must be avoided
after the trade talks’ collapse.
Review & Outlook. Page 11
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Trade summit collapses

Food-tariffs impasse
leaves Doha Round
dead in the water

By JoHN W. MILLER

GENEVA—A marathon trade
summit aimed at closing the so-
called Doha Round of global trade
negotiations collapsed Tuesday, af-
ter a standoff over food tariffs ex-
posed a dramatic shift in the inter-
ests and influence of trading power-
houses China, India and Brazil.

The failure by negotiators from
more than 30 countries and blocs at
the World Trade Organization in
Geneva leaves the Doha Round dead
in the water for some time to come.
It could also signal an end to some
60 years of relentless expansion of
global free-trade deals, trade diplo-
mats and experts said.

After nine days of often bitter ne-
gotiations, trade diplomats
emerged exhausted in Geneva Tues-
day to trade blame over who had col-
lapsed a seven year round of trade
negotiations whose original goal
had been to benefit farmers in poor
countries by giving them greater ac-
cess to wealthy markets.

“Inthe face of the global food cri-
sis, it’s unconscionable that this
came down to how much countries
could raise their barriers to imports
of food,” U.S. trade representative
Susan Schwab said in an interview,
referring to positions taken by

Please turn to page 31

BA and Iberia
pursue merger

for $6.3 billion

By DANIEL MICHAELS

British Airways PLC and Spain’s
Iberia Lineas Aéreas de Espaiia SA
said they are in talks over a poten-
tial £3.16 billion ($6.3 billion)
merger—a deal that would capital-
ize onrecent airline deregulation de-
spite worsening conditions in the
aviation market.

The negotiations come as the
two carriers plan in coming days to
apply with U.S. authorities for per-
mission to create a joint venture
with AMR Corp.’s American Air-
lines, according to BA and Iberia.

Such a venture would deepen ties
among three of the world’s largest
airlines, giving customers access to
even more European and U.S. desti-
nations. American and BA twice in
the past decade applied for antitrust
immunity from the U.S. Department
of Transportation, and both times
withdrew the request for fear that
the demands imposed on them
would be too high.

While the talks between BA and
Iberia and the discussions over the
three-way venture have been going
on for months, they were acceler-
ated recently as the airline industry
was hit by unprecedented fuel bills
and shrinking demand, according to

Please turn to page 31

Associated Press

Alcatel-Lucent’s CEO Patricia Russo said she would leave the company by the end
of the year along with Chairman Serge Tchuruk.

Alcatel leaders to depart
amid losses, merger woes

By LEILA ABBOUD

Patricia Russo and Serge Tchuruk,
architects of the merger that created
Alcatel-Lucent SA in 2006, an-
nounced their resignations on Tues-
day, a move some saw as an acknowl-
edgement of the executives’ failed ef-
forts to create a profitable global tele-
com equipment giant out of two trans-
Atlantic rivals.

Two years after the merger, Alca-
tel has posted six consecutive quar-
ters of losses and has lost half of its
market capitalization—even though
it has tried to streamline its business
by cutting about 16,500 jobs world-
wide and overhauling everything
from its sales force to product portfo-
lio.

Now, with the departures of Ms.
Russo and Mr. Tchuruk, Alcatel-Lu-
cent will be spending the next few
months looking for a new manage-
ment team. More than a week ago, the
board took bids from recruiting firms
to help with its search for executives
and possibly new board members, ac-
cording to a person familiar with the

matter.

In aninterview, Ms. Russo said she
had reached her decision to leave the
company over the past couple of
months because she felt her mandate
to stitch together the U.S. and French
companies was drawing to a close.

“The most difficult period of the
merger is behind us,” Ms. Russo said.
“Last year was really tough, but since
we put in place the turnaround plan
in the fall, we’ve made concrete, posi-
tive progress.”

The management upheaval comes
at a difficult time. The largest tele-
com-equipment vendors have been
hard hit by a slowdown in global
spending, as their biggest clients, tele-
com operators, are consolidating.
The industry has also been hurt by
price wars with new Asian low-cost
competitors such as China’s ZTE
Corp. that are turning telecom equip-
ment into a commodity.

Makers of traditional telecom
equipment have seen their operating
margins shrink from 7.3% in 2001, dur-
ing the telecom meltdown, to 6.2%

Please turn to page 31
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LEADING THE NEWS

Serbs protest extradition

Karadzic supporters
decry West leanings,
say tribunal is biased

Thousands of supporters of ac-
cused war criminal Radovan Karadzic
protested in central Belgrade in a
show of strength by nationalist par-
ties against the country’s sharp turn
toward cooperation with the West.

As many as 20,000 protesters
chanted slogans tarring Serbia’s pro-
European president, Boris Tadic, as

By Marc Champion in Brussels
and Radoslavka Despotovic
in Belgrade

a fascist, as speakers accused the
government of treason for agreeing
to send Mr. Karadzic to the war-
crimes tribunal in The Hague. The
protests were organized by the ultra-
nationalist Serbian Radical Party,
the second-largest in parliament.
“The West can’t help us, and they

CORRECTIONS &
AMPLIFICATIONS

Ayan Mukerji is head of Euro-
pean operations for Indian technol-
ogy company Wipro Ltd. A Market-
place article on Tuesday about In-
dian technology companies’ efforts
to expand in Europe misspelled his
last name as Mukeherji.

Developers Diversified Realty
Corp. plans to invest 70% of develop-
ment assets over the next seven
years outside the U.S., up from the
current 10%. A Property Report arti-
cle on July 23 about the company in-
correctly implied that Developers
Diversified is planning to lift its in-
ternational exposure to as much as
70% of all assets.
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don’t mean us well. The more peo-
ple we sell [to The Haguel, the
harder the Western pressure on us
becomes,” said Ilya Vukadinojic, a
54-year-old laborer from Belgrade.

Most Serbs don’t want Mr.
Karadzic delivered to The Hague, not
because they condone the 1995 execu-
tion of some 8,000 unarmed Muslim
males in the Bosnian enclave of Sre-
brenica, but because they believe the
tribunal is biased, Radical party
leader Aleksandar Vucic said. “Our
goal is to show that free-minded peo-
ple in Serbia will resist” the govern-
ment’s “dictatorship.”

Liberals and many analysts in
Serbia argue that Western observ-
ers have consistently gotten the
country wrong in predicting a na-
tionalist revival. They note that in
every election since 2000, Serbs
have chosen democrats over ultrana-
tionalists. Opinion surveys invari-
ably show support for joining the
EU at about 70%. Tuesday’s turnout
was relatively small compared with
previous pro-democracy and pro-
Kosovo demonstrations.

Serbia’s chief of police con-
firmed earlier this week that Mr.
Tadic, as well as other government
and court officials, have received
dozens of threats since Mr. Karadz-
ic’s arrest, including death threats.
A Radical party legislator also pub-

licly reminded Mr. Tadic of the fate
of former Prime Minister Zoran
Djindjic, who was assassinated by a
sniper in 2003. Mr. Djindjic had
turned former Serbian leader Slo-
bodan Milosevic over to the The
Hague tribunal two years earlier.

Following Mr. Djindjic’s death, Ser-
bia’s political path became less clear.
President and later Prime Minister
Vojislav Kostunica, amoderate nation-
alist, forced the country’s coalition
government to slow Serbia’s bid for
EU integration. Efforts to arrest Mr.
Karadjic and Bosian Serb commander
Ratko Mladic invariably failed when
they slipped away just in time, appar-
ently tipped off.

That changed with elections ear-
lier this year, which tossed out Mr. Ko-
stunica and produced a coalition gov-
ernment dominated by Mr. Tadic’s
pro-EU coalition. Within two weeks
of taking office, Mr. Karadzic had
been arrested and arraigned for extra-
dition to the International Criminal
Tribunal for the former Yugoslavia.

On Tuesday, EU ambassadors
meeting in Brussels again held off
ratifying a premembership agree-
ment with Serbia until Mr. Karadzic
is delivered and The Hague tribunal
prosecutor has given a formal as-
sessment on Serbia’s cooperation.

By Guy CHAZAN

LONDON—BP PLC will use “all le-
gal means” at its disposal to fight its
partners in TNK-BP Ltd.,, the
U.K.-based company’s chief executive
said Tuesday, ratcheting up the ten-
sion in a dispute for control of the An-
glo-Russian joint venture.

“We’ll see whois the weakest part-
ner,” Tony Hayward told reporters as
he unveiled BP’s strong second-quar-
ter results. Soaring oil prices sent net
income up 28% to $9.47 billion, from
$7.38 hillion in the same period last
year. The earnings demonstrated TNK-
BP’s importance to BP’s bottom line.
The venture earned $1.35 billion for
BP in the second quarter, more than
double the year-earlier amount. That
accounted for 14% of BP’s total net in-
come and 24% of its global produc-
tion. Second-quarter revenue rose
52% to $110.9 billion.

Mr. Hayward was speaking five
days after TNK-BP Chief Executive
Robert Dudley was forced to leave
Russia after failing to get his work
visarenewed. His departure marked a
major escalation in the conflict be-
tween BP and its Russian partners, a
group of billionaire businessmen led
by Mikhail Fridman of Alfa Group.

There are widespread doubts as to

BP vows to fight on in bid
to control Russia venture

BP

Net profit, in billions

1 20 3Q 4 1 2Q
2007 08

Source: the company

Mr. Dudley’s ability to run the com-
pany from outside Russia. Mr. Hay-
ward acknowledged that running
TNK-BP from outside Russia was “not
sustainable for years.”

Stan Polovets, CEO of AAR, the
consortium that represents the Rus-
sian shareholders of TNK-BP, said,
“It’s ridiculous to think he can man-
age the company from Central Europe
or any other location outside of Rus-
sia.”

—Andrew Osborn
contributed to this article.
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Siemens wants damages

Claims are planned
against ex-officials;
stake in telecom sold

Siemens AG will seek financial
damages from 11 former top execu-
tives, including current Alcoa Inc.
Chief Executive Klaus Kleinfeld, ac-
cusing them of failed oversight amid
an unfolding bribes-for-business
scandal.

The German conglomerate also
said Tuesday it will sella51% stakeina

By Mike Esterl in Frankfurt
and David Crawford in Berlin

struggling  telecommunications-
equipment business to Gores Group
LLC, a U.S. private-equity firm, in a
continuing shake-up at Europe’s larg-
est engineering company by revenue.
Siemens didn’t disclose the financial
terms but said related costs will cause
“asubstantial financialimpact” inthe
quarter ending in September.

The equipment business, which
has about €3 billion ($4.7 billion) in
annual revenue, formed part of a
much bigger telecom unit that trig-
gered a massive corruption investiga-
tion at Siemens in late 2006. The tele-
com unit has since been dismantled,
with Siemens transferring parts to
joint ventures or selling them out-
right as it focuses on energy, health
care and industrial automation.

The moves also come after a Mu-
nich court on Monday delivered a
criminal verdict of breach of trust

against Reinhard Siekaczek, a
former midlevel telecom executive
at Siemens. The court handed Mr.
Siekaczek a two-year suspended
sentence for funneling €49 million
into slush funds between 2002 and
2004 to bribe potential customers
around the world.

Prosecutors in more than
10 countries, including the
U.S., are investigating Sie-
mens for alleged bribery,
and German authorities
alone have a list of nearly
300 suspects. Munich-based
Siemens has flagged €1.3 bil-
lion in suspicious transac-
tions between 2000 and
2006, with about a third of
that amount tied to its tele-
com-equipment business.

Siemens said Tuesday it is assert-
ing claims for damages against 11indi-
viduals who belonged to its corporate
executive committee between 2003
and 2006. It said theindividuals would
be given an opportunity to state their
positions before legal action is taken.

“The company bases its claims on
breaches of their organizational and
supervisory dutiesinview oftheaccu-
sations of illegal business practices
and extensive bribery that occurred
in the course of international busi-
ness transactions,” Siemens said.

In addition to targeting Mr. Klein-
feld, who resigned as chief executive
of Siemenslastyear, Siemensis pursu-
ing civillawsuits against former chair-
man Heinrich von Pierer, former chief
financial officer Heinz-Joachim Neu-
biirger and eight other former man-
agement board members.

Klaus Kleinfeld

Mr. Kleinfeld has denied any
wrongdoing. “I have great faithin the
German judicial system, and that is
whyIamnotconcerned about this de-
velopment,”hesaidinawritten state-
ment Tuesday. Alcoa, which hired Mr.
Kleinfeld last year and promoted him
to chief executive in May,
said in an accompanying
statement that it “sought
and received extensive in-
formationregarding the Sie-
mens matter” before hiring
Mr. Kleinfeld. “Alcoa contin-
ues to monitor the situa-
tion, andbelievesno further
comment or action is war-
ranted or necessary at this
time,” it added.

A lawyer for Mr. von
Pierer, who resigned as Sie-
mens’s chairman last year, said his cli-
entwill defend himself against the alle-
gations. Mr. Neubiirger, who left Sie-
mens in 2006, declined to comment
Tuesday. Messrs. von Pierer and Neu-
biirger have denied any wrongdoing.
And then pick up again with the graf
starting “Munich prosecutors already
have launched civil proceedings...”

Munich prosecutors already
have launched civil proceedings
against Messrs. Kleinfeld and von
Pierer and other former board mem-
bers for failed oversight.

The prosecutors also havenamed
three former management board
members—Mr. Neubiirger, Thomas
Ganswindt and Uriel Sharef—as
criminal suspects during the course
of the bribery investigation. Messrs.
Ganswindt and Sharef also have de-
nied any wrongdoing.

Higher sales liftt LVMH’s profit

By STACY MEICHTRY
AND MIMOSA SPENCER

PARIS—Sales of leather hand-
bags and jewelry at LVMH Moet
Hennessy Louis Vuitton SA buoyed
profits at the luxury-goods behe-
moth, defying a global financial cri-
sis that has sapped spending on
lower-priced goods.

Net profit by revenue at the
world’s largest luxury-goods con-
glomerate beat analyst estimates,
rising 6.8% to €891 million, or
roughly $1.4 billion, in the first half,
the group said in a statement Tues-
day. Sales, which rose 5.2% to €7.8
billion during the period, were tem-
pered by a weakened U.S. dollar and
Japanese yen. At constant exchange
rates, the group’s sales rose 12%.

LVMH Chairman and Chief Execu-
tive Bernard Arnault said he was “re-
assured by the strong momentum”
of the first half.

The steady sales growth at
LVMH, which is considered an indus-
try barometer, highlights the resil-
ience of high-priced luxury goods in
a turbulent global economy. Big-
spending luxury consumers have
continued to splurge on pricey hand-
bags and jewelry, even as the global
financial crisis has forced them to
cut back in other areas.

Several luxury companies have
shown surprising sales growthinre-
cent weeks, including French silk-
scarf and leather-goods company
Hermés International SA and Swit-
zerland’s Cie. Financiére Riche-
mont SA, owner of the Cartier and
Dunhill brands.

LVMH’s apparel and leather-
goods division, which includes the
Louis Vuitton brand, reported a 6%
rise in sales to €2.77 billion.

LVMH beat analysts’ earnings estimates as the global financial crisis appears to
be sparing the luxury-goods market.

Not all its businesses have man-
aged to escape the slowdown, how-
ever. Sales at the wines-and-spirits
division fell 2% to €1.29 billion, com-
pared to €1.31 billion in the first half
of 2007.

Some investors question
whether the luxury shopping spree
will last. European luxury shares
have been battered over the past
year on expectations that slow-
downs affecting other sectors in the
U.S. and Europe will eventually en-
snare the luxury-goods market.

Analysts, however, expect LVMH
to perform better during the eco-
nomic downturn than smaller ri-
vals, thanks to a rapid expansion in
recent years that has anchored the

group’s presence in key emerging
markets such as China, Russia, India
and the Middle East.

“Growth in emerging markets
should stay robust” in the second
half of the year and “mitigate a slow-
down in the developed world,”
wrote Credit Suisse analyst Rogerio
Fujimori in a recent research note.

China is also spurring demand in
the group’s fast-growing watches
and jewelry business, where sales
rose 7% to €417 million.

LVMH’s share price, which has
fallen more than 20% since the be-
ginning of the year, closed down
0.4% at €68.03 Tuesday on the Euro-
next stock exchange. The company’s
results were released after the mar-
ket closed.

Oil’s hot streak looks
to be over, traders say

By NEIL KING JR.

Is oil’s meteoric rise finally burn-
ing out?

A consensus is emerging among
oil traders and analysts that it has,
weeks after some of them were say-
ing oil could roar above $150 a barrel.
The market has taken on a distinct
chill in that period, with funds look-
ing to sell oil futures outhnumbering
those seeking to buy for the first time
since early 2007, and most of the long-
term money betting that oil prices
will continue to sink.

U.S. benchmark crude, which fell
$2.54, or 2%, to $122.19 Tuesday on
the New York Mercantile Exchange,
has now declined 16% since hitting its
record high of $145.29 a barrel July 3.
0il remains 56% above prices a year
ago.
Reasons behind the oil market’s
sudden slump include a sharp weak-
ening of demand and growing gaso-
line stocks in the U.S., rising infla-
tionin Asia, and easing worries over
Iran. Added up, they have simply
drained the upward momentum
from the market.

“The market dynamics have
shifted,” said Antoine Halff, deputy
head of research at Newedge USA in
New York.

Perhaps the best glimpse of the
changed sentiment can be seen in
traders’ prices for oil far into the fu-
ture. In late May, contracts reaching
out to 2016 were all selling for more
than the current price, which was
then around $130 a barrel. That trend
held until the middle of this month.
The curve since then has sharply re-
versed, so that contracts for oil four
or five years from now are going for
less than the current price.

Trading onthe Nymexhastilted to-
ward short sellers, or those betting
that prices will go down, according to
the most recent report by the Com-
modity Futures Trading Commission.

The shift has given a jolt of confi-
dence to the crowd of bearish prog-

Crude-oil futures

Daily settlement price on the
continuous front-month contract

Tuesday: $122.19 a barrel, down $2.54
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Source: Thomson Reutuers via
WSJ Market Data Group

nosticators who have insisted for
months that emotion and speculative
froth were sending prices aloft more
than the fundamentals of supply and
demand. The bears predict crude
prices will likely hover around $120 a
barrel through the end of the sum-
mer, before declining closer to $100 a
barrel in the fall. Oil last closed below
$120 a barrel in early May.

The world’s overall spare capac-
ity remains unusually tight, at less
than two million barrels a day—a fact
that is likely to keep the market on
edge until supplies begin to loosen
more.

The U.S., which consumes nearly
a fourth of the world’s oil, has seen a
sharp drop in demand as Americans
have cut back on driving. Some ana-
lysts predict that gasoline use this
month could fall by as much as 5%
over the same month last year.

“The most fundament change is
that starting this month, the financial
markets could no longer ignore the
physical markets,” said David Kirsch,
an analyst at the consulting group
PFC Energy in Washington, which be-
gan predicting in April that prices
would slump during the third quarter.

Russian diplomat criticizes
McCain’s proposal for G-8

By ANDREW OSBORN

MOSCOW—A senior Russian dip-
lomat warned that Sen. John
McCain’s pledge to eject Russia
from the Group of Eight leading na-
tions could eventually lead to a
breakdown in relations between
Russia and the U.S.

The diplomat, speaking to report-
ers on condition of anonymity, said
Russia could afford to sever rela-
tions with a country that spurned it.
“We’re ready for any scenario,” the
diplomat said.

The comments underline grow-
ing Kremlin anger at Sen. McCain’s
criticism of Russia, a country the
presumptive Republican presiden-
tial candidate has said should be
ejected from the G-8 because of dem-
ocratic backsliding at home and bul-
lying abroad. The Kremlin says that
such criticism is unfounded and
that the U.S. is no longer in a posi-
tion to lecture anyway.

As the U.S. election campaign
has evolved, state TV here has been
paying close attention to which of
the two candidates is friendlier to
Russia. So far, that appears to be
Sen. Barack Obama, the presump-

tive Democratic candidate, who has
spoken of engaging with Russia
rather than cold-shouldering it. Rus-
sian diplomats say they are worried
that U.S.-Russia relations could go
into serious decline once President
George W. Bush leaves the White
House.

In recent years, relations have
been strained by differing stances on
Iran’s nuclear program and by U.S.
plans to deploy elements of its mis-
sile-defense system in Eastern Eu-
rope. Good working relations be-
tween President Bush and Vladimir
Putin, Russia’s former president and
current prime minister, have pre-
vented a serious meltdown, diplo-
mats say. More recently, President
Dmitry Medvedev has softened Mr.
Putin’s hard-line rhetoric while keep-
ing foreign policy largely unchanged.

The senior diplomat said the
Kremlin wanted the U.S. electorate
to “bear responsibility for its
choice” in November. He said there
was a risk of relations breaking
down if matters were mishandled.
“We could reach a moment,” he
warned, “when we could afford to
stop discussing the issues that the
Americans are interested in.”
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South Africa’s Vodacom
to sell blacks 6.25% stake

S OUTH AFRICA’S largest

Daniel Pelavin

billion rand.

cellphone-network opera-

tor by subscribers, Voda-
com Group, said it will sell a
6.25% stake to black investors
for 7.5 billion rand ($993.7 mil-
lion). The offer will be open to
selected investors, employees
and black members of the pub-
lic and fulfills legislated obliga-
tion for companies in the coun-
try to sell equity stakes to peo-
ple from backgrounds disad-
vantaged under the former apartheid regime.

Vodacom, jointly owned by South Africa’s Telkom

SA and the U.K.’s Vodafone Group PLC, said the offer
will reach as many as 450,000 people in South Africa.
The cost to the company is expected to be about two

B~

—Robb M. Stewart

Deutsche Bahn and eBay
to offer discounted tickets

- ERMANY’S na-
- £ tional railroad,
R | Deutsche Bahn

AG, and U.S.-based Inter-
net auction-house eBay
Inc. are cooperating to
offer a million train tick-
ets at deeply discounted

_lf.l"i
] | —

- prices.

The companies say

Last month, German lawmakers approved a partial
privatization of Deutsche Bahn, clearing the last hurdle
for an initial public offering this year.—Associated Press

that online bidding of some tickets will begin as low as
€1 ($1.57). Other special offers—to distant destinations
such as Beijing and Moscow—will start with a higher
minimum bid. The online auction runs from July 29 to
Aug. 10. Some of the proceeds will go to a German associ-
ation for disabled athletes.

(ermany to let firm build
three gas plants for Iran

ERMANY'’S fed-
G eral export-con-

trol office has
cleared the way for an
engineering company
to build three plants
for Iran to liquefy nat-
ural gas, a govern-
ment spokesman said.

The Federal Office

of Economics and Ex-

port Control concluded after a 12-month investiga-
tion that plans by Steiner-Prematechnik-Ga stec
GmbH to build equipment for converting natural gas
to a liquid don’t violate sanctions against Iran.

Under Chancellor Angela Merkel, Germany has

ment program.

cut back trade with Iran as part of Western-led ef-
forts to force Tehran to suspend its uranium-enrich-

—Associated Press

Mideast chases wealth, from oil to aircraft

Aerospace deals let
U.A.E. firms build

base for an industry

BY STEFANIA BIANCHI
Dubai

whose airlines have ordered

billions of dollars worth of jet-
liners, now plan to leverage their fi-
nancial clout into making parts for
those planes.

As Airbus, Boeing Co. and Gen-
eral Electric Co. struggle with soar-
ing oil prices, slowing economies
and squeezed delivery dates, multi-
billion-dollar aircraft orders from
airlines in Abu Dhabi and Dubai, in
the United Arab Emirates, provide
much-needed investment, cheap la-
bor and state-of-the-art facilities.

But the governments in the Gulf
region expect something in return,
namely commitments to expand the
Gulf’s airplane-maintenance opera-
tions, part of their wider plan to cre-
ate sources of wealth beyond oil and
gas.

Last week, Mubadala Develop-
ment Co., one of the Gulf region’s
most active government-invest-
ment funds, struck one of the most
significant deals along these lines
with an $8 billion commercial-fi-
nance partnership with U.S. indus-

O IL-RICH PERSIAN Gulf states,

trial giant GE. As part of the deal,
Mubadala will expand its mainte-
nance facilities to support the rising
number of GE aircraft engines in the
region.

The partnership will “create
many new channels of growth, in-
cluding an opportunistic invest-
ment joint venture to invest in high-
return financial assets in an attrac-
tive environment,” said GE spokes-
man Russell Wilkerson.

For its part, Mubadala, which
owns aviation maintenance, repair
and overhaul firm Abu Dhabi Air-
craft Technologies, in a statement
said it wants to “work with the
world’s very best partners to de-
velop and operate businesses that
generate outstanding financial re-
turns.” European Aeronautic De-
fence & Space Co., of which Airbus
is a part, and Rolls-Royce PLC
struck similar deals to develop air-
craft and engine manufacturing fa-
cilities in Abu Dhabi, Mubadala said
earlier this month.

The EADS partnership, which
Mubadala expects to generate more
than $1billion of revenue for Mubad-
ala’s aerospace arm over 10 years,
will see the Abu Dhabi company pro-
duce aircraft components for Air-
bus and, eventually, construct en-
tire jets. EADS will meanwhile work
with Mubadala to develop an engi-
neering center and research-and-de-
velopment facility in Abu Dhabi so it

Learning to fly

Mubadala’s key aerospace moments
M Oct. 2002: Mubadala established.

M April 2006: Mubadala buys 35% stake
in Italy’s Piaggio Aero Industries.

M Sept. 2006: As part of a consortium,
Mubadala buys a stake in
Switzerland’s SR Technics.

M Nov. 2007: Mubadala launches
aerospace arm, buys 100% stake in
Abu Dhabi Aircraft Technologies.
Northrop Grumman and Mubadala
agree to collaborate on aerospace
and aviation programs.

M July 2008: Mubadala signs a
joint-aviation deal with Rolls-Royce
and a commercial-finance
partnership with GE. It also signs an
agreement with EADS to make
aircraft components.

will eventually be able to design, de-
velop and manufacture complete air-
craft in the United Arab Emirates’
capital.

Both the GE and EADS deals will
significantly boost Abu Dhabi’s
chances of becoming a serious glo-
bal aerospace player.

“These deals are recognition
that this part of the world is develop-
ing,” Waleed Al Mokarrab Al Mu-
hairi, Mubadala’s chief operating of-
ficer, said in an interview. “In the

Abu Dhabi Aircraft Technologies

Abu Dhabi Aircraft Technologies’
maintenance facilities

past, plane manufacturers have
mostly ignored this region.” The
partnerships will also give compa-
nies such as GE and EADS an impor-
tant foothold in the Gulf’s booming
aviation industry as aviation mar-
kets elsewhere slow.

EADS said in a statement that it
wants to deepen ties with Mubadala
because it “is a major player in the
development of the Abu Dhabi econ-
omy and...one that has the ambition
to become a major player” in the

Santander

By CHRISTOPHER BJORK

MADRID—Banco Santander SA
posted a 5% decline in second-quar-
ter net profit because of lower capital
gains, and it squashed speculation
that it remains on the lookout for
deals after a recent shopping spree.

The Spain-based bank, one of Eu-
rope’s biggest, said net profit to-
taled €2.52 billion ($3.97 billion),
down from €2.66 billion a year ear-
lier, though still beating analyst ex-
pectations of €2.41billion. The year-
earlier figure was inflated by a €566
million gain from the sale of a stake
in Italy’s Intesa Sanpaolo SpA.

says net fell 5%, no deals planned

The Spanish bank said it set
aside provisions to cover rising loan
defaults in Spain and Latin America
while posting strong growth at UK.
unit Abbey.

Net interest income rose 14% in
the quarter to €4.46 billion from
€3.91 billion.

The bank continued to expand
loan volumes in Latin America,
while in Spain, a weaker market, the
bank boosted lending profitability
to offset reduced demand for credit.

Santander’s strong balance sheet
has allowed it to benefit from a “flight
to quality,” as clients move money to
lenders perceived as safe, particularly

in the troubled U.K. banking market.
Santander said U.K. unit Abbey took a
roughly 26% share of net lending in
the country in the first half, more than
double its normal market share.

The bank affirmed its full-year
target of increasing earnings per
share by 15%. “We’re clearly beating
targets,” Chief Executive Alfredo
Saenz said.

The bank, which recently agreed
tobuy U.K. lender Alliance & Leicester
PLC for £1.3 billion ($2.6 billion), put a
lid on speculation that it would seek
out further deals in the short term.

Santander said it was considering
selling its asset-management busi-

ness and its insurance operations, a
move that would increase the bank’s
war chest for potential deals.

But Mr. Saenz said management
will focus on integrating assets such
as Brazil’s Banco Real, which it
bought last year as part of the take-
over of Dutch lender ABN Amro Hold-
ing NV, and some European consumer-
finance assets it bought earlier.

The bank has also been making
acquisitions further afield. Earlier
this year it purchased a 20% stake in
Philadelphia-based Sovereign Ban-
corp Inc. “We have enough on our
plate to keep us entertained during
several quarters,” Mr. Saenz said.

highly technological aerospace in-
dustry.

Earlier this year, the aircraft
maker said it plans to outsource
more work to areas protected from
the fluctuation of the U.S. dollar.
The Gulf is one such region, since
most of its currencies are pegged to
the greenback.

“EADS’ decision is driven by a
combination of supporting a key cli-
ent, the aviation infrastructure de-
velopment plans for the emirate of
Abu Dhabi and its location in proxim-
ity to the markets of the Middle
East, Indian subcontinent and Asia,
which offer the best long-term
growth prospects,” says Peter Harbi-
son, executive chairman of the Cen-
tre for Asia Pacific Aviation, a Syd-
ney-based consulting group.

The partnerships still come with
risks, including soaring inflation.
Government figures show that infla-
tion in the U.A.E. hit a 20-year high
of 11.1% in 2007. “While the Middle
East does offer relatively lower
costs compared with Western Eu-
rope, the gap is narrowing with dou-
ble-digit inflation now being re-
corded in the U.A.E. for example,”
said Mr. Harbison.

For their part, plane makers Boe-
ing and Airbus are aware of the con-
sequences of outsourcing too much
of their businesses to outside com-
panies. Boeing outsourced almost
70% of work on its 787 Dreamliner
to manufacturers in Japan and Italy,
which led to a delivery delay of
more than 12 months.

Outsourcing also hinges on the
ability to attract skilled technicians.
Abu Dhabi will compete for aviation
engineers with Dubai, which is also
building up it aerospace activities
under the framework of Dubai Aero-
space Enterprise. Rising prices may
deter prospective candidates.

“If there aren’t enough skilled en-
gineers at the right price, some facil-
ities will have to adjust supply ac-
cordingly,” said Mr. Harbison.

However, Mubadala says it is
aware of the challenges. “We’re big
fans of the walk before you run phi-
losophy,” said Mr. Al Muhairi, who
hopes that Mubadala’s aerospace ac-
tivities will contribute between 1%
to 2% of Abu Dhabi’s gross domestic
product in the next 10 to 15 years.
“Right now we’re figuring out how
to walk.”
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SAP’s profit tumbles 9%

Acquisition hits net,
but results, forecast
still please analysts

BY ARCHIBALD PREUSCHAT

FRANKFURT—SAP AG said its
second-quarter net profit fell 9% as
charges related to an acquisition off-
set a rise in sales.

Still, the results beat analyst ex-
pectations, and the business-soft-
ware company said it expects full-
year sales and operating margin to
be at the top of its previous forecast.

SAP shares rose 9.8% to close at
€37.26 ($58.66) each on the Xetra ex-
change.

“The figures show that the SAP
story fits,” said Landesbank Baden-
Wiirttemberg analyst Thomas Hof-
mann, noting that SAP is doing well
in a difficult market.

Germany-based SAP, one of the
largest business-software provid-
ers, competing with U.S.-based Mi-
crosoft Corp. and Oracle Corp., said
net profit fell to €408 million from
€449 million a year earlier.

The results were hit by €118 mil-
lion in write-downs and other
charges mainly linked to SAP’s €4.8

SAP

Net profit, in millions

1a 2 30 4Q 1@ 2Q
2007 ‘08

Source: the company

billion acquisition of French busi-
ness-intelligence company Business
Objects SA. The company also took
a €24 million charge related to set-
tling litigation. Additionally, the
year-earlier earnings were boosted
by a lower-than-usual tax rate of
25.8%.

Total revenue rose 18% to €2.86
billion from €2.42 billion as soft-
ware revenue rose 25% to €898 mil-
lion.

Sales in the Americas rose 12% to
€952 million, with sales in Europe,
the Middle East and Africa up 21% to

€1.53 billion.

SAP, whose programs help com-
panies do back-office work such as
payroll, inventory management and
accounting, said its closely watched
software and software-related ser-
vice revenue rose 21% to €2.06 bil-
lion.

“We are watching the market
very closely, and from all we can
see, we can be optimistic,” Co-Chief
Executive Henning Kagermann said
in a CNBC interview.

Mr. Kagermann said sales rose in
the U.S. in part because companies
reacted to recessionary fears by in-
vesting in technology.

The company said it now expects
to reach the top end of its targeted
range of 24% to 27% growth in soft-
ware and software-related service
revenue as well as an adjusted oper-
ating margin of 28.5% to 29%, both
at constant currencies. The com-
pany had already raised its margin
targets for the year when it re-
ported its first-quarter results in
April.

Mr. Kagermann said he is confi-
dent the company will reach its tar-
get of more than 100,000 customers
by the end of 2010, up from about
75,000 customers now.

—Simon Kennedy and Klaus Brune
contributed to this article.

Ford, GMAC make cuts in leasing

By JOHN D. STOLL
AND MATTHEW DOLAN

The days of easy car leases ap-
pear to be on the wane in the U.S.

Ford Motor Co. has informed
dealers that it is raising the price on
leases of its most-profitable trucks
and sport-utility vehicles due to the
“extreme losses” its lending arm is
taking on these vehicles.

This move is expected to make
several 2008 model-year trucks and
SUVs “lease proof,” according to the
company. In other words, prices will
be so high on these leases, consum-
ers will not be willing to agree to
terms, according to a dealer briefed
on the matter.

Ford’s move comes as its key
competitors—Chrysler LLC and
General Motors Corp.—are also
tightening vehicle-leasing terms, or
backing away from the practice alto-
gether. Chrysler said Friday that its
credit arm, Chrysler Financial, will
stop financing leases, while GMAC
LLC, minority-owned by GM, will
stop subsidizing leases in Canada.

Some GM car dealers also said
they were told GMAC will no longer
extend auto-lease deals to consum-
ers with the lowest credit ratings.

The actions at Ford, GMAC and
Chrysler Financial take effect Aug. 1.

American auto makers have been
forced to revisit their strategy on
leasing due to plummeting resale
values of trucks and SUVs, which
have long been Detroit’s best-selling
and highest-profit models. As con-
sumers abandon those segments
due to high gasoline prices, the re-
sale value on used models has sunk.

This hurts vehicle-leasing be-
cause terms of leases are based on
an assumed resale value of a vehicle
when the lease expires. If the value
of the vehicle being leased should
fall more than expected, auto lend-
ers are forced to eat big losses.

Last week, Ford Credit booked a
$2.1 billion charge for the second
quarter related to money-losing
leases. GMAC will report earnings
Thursday, and could also book deep
losses given its heavy exposure to
truck and SUV leases.

In a memo sent via email Monday,
Ford officials informed dealers “due
to extreme losses Ford Credit is tak-
ing on off-lease vehicles, it will be
necessary for Ford Motor Credit Com-
pany to adjust residuals mid-quarter
on the following vehicle lines.”

Off-lease vehicles are vehicles
that come back to the dealer after a
lease has expired. Typical leases run
between 24 months and 36 months,
although some leases extend longer.

“Our business plan always in-
cludes a certain amount of leasing
to support Ford sales,” Ford Credit
spokeswoman Brenda Hines said
Tuesday. “We don’t publicly discuss
our leasing forecast.”

The changes affect the Ford F-150
and Super Duty pickups, and the
Ford Explorer and Sport Trac SUVs.

“If you have any customers that
want to lease any of [the affected]
vehicles, the time is now,” the memo
said.

During a conference call last
week, Ford said that in the second
quarter, auction values for 24- and
36-month lease vehicles were down,
on average, about $2,700 per unit
and $2,400 per unit, respectively,
from year-ago levels.

As for GMAC, “We informed [deal-
ers] as of today that as of August 1st,
we’re suspending incentivized leas-
ing in Canada,” spokeswoman Gina
Proia said Monday evening.

She said GMAC faces “funding chal-
lenges” for lease assets in Canada.
GMAC, like auto makers, utilizes
leases as essentially a two- or three-
plus-year rent on a vehicle, after
which time the buyer returns the vehi-
cle to the dealer and the financing
company sells the car.

As of Tuesday, Ms. Proia said
GMAC hasn’t announced a similar
move for the U.S.

Norilsk holder suggests
Strzhalkovsky for CEO

A WSJ NeEws Rounbup

ZAO Interros Holding, the major
shareholder of Russian mining gi-
ant OAO Norilsk Nickel, has pro-
posed that the head of Russia’s state
tourist board and KGB veteran
Vladimir Strzhalkovsky be the new
chief executive of the company.

Interros, the largest single share-
holder in Norilsk, with just under
30%, said the appointment of Mr.
Strzhalkovsky would secure the
state’s support as the company bids
to become a global mining giant.
The issue might be discussed at No-
rilsk’s board meeting Aug. 8, a per-
son familiar with the matter said.

“We have begun negotiations
with other Norilsk stakeholders re-
garding Strzhalkovsky’s candidacy
for the post of CEO,” an Interros
spokesman said Tuesday.

Although Strzhalkovsky has no
formal experience in the mining in-
dustry, Interros said he would “pro-
vide a balance of interests between
all the shareholders.”

If approved, Mr. Strzhalkovsky
will take over from Sergei Batekhin,
who replaced Denis Morozov just a
few weeks ago in a boardroom coup
for Interros head Vladimir Potanin,

giving Interros effective control
over the board.

Oleg Deripaska’s Rusal, which
owns a 25% stake in Norilsk, at-
tacked the results, saying the board
did not represent the interests of all
the shareholders.

Under Interros’s plan, Mr.
Batekhin would serve as Mr.
Strzhalkovsky’s deputy along with
Alexander Popov, Interros said. The
holding wouldn’t say if Mr. Batekhin
had been intended as an interim ap-
pointment all along.

The boardroom spat has added
to tensions as the shareholders stall
over plans to enlarge the company.
Rusal would like to stage a full take-
over to create a $100 billion mining
giant, while Mr. Potanin has sought
to fend off a merger by agreeing to
an asset swap with metals investor
Alisher Usmanov. A three-way
merger is also under discussion.

Under Interros’s plan, Mr.
Strzhalkovsky would handle govern-
ment and public relations, hiring
and security, while Batekhin would
serve as his first deputy in charge of
the company’s day-to-day opera-
tions, Russian daily Vedomosti re-
ported.

New Informa suitor emerges,
may include Blackstone

By DANA CIMILLUCA
AND KATHY SANDLER

British publisher Informa PLC,
the takeover target of a private-eq-
uity consortium, received a prelimi-
nary buyout approach from a group
including Blackstone Group LP, peo-
ple familiar with the matter said.

Informa said Tuesday it had re-
ceived the approach but not a formal
bid proposal from the new suitor,
which it didn’t name.

Blackstone is partnering with
Dubai World Trade Center, a global
event organizer owned by the invest-
ment arm of the government of
Dubai, the people said.

Informa, the publisher of the
Lloyd’s List maritime newspaper,
said talks are continuing with a pri-
vate-equity group including Provi-
dence Equity Partners Ltd., which
made a provisional £2.15 billion
($4.29 billion) takeover bid last
month.

Informa shares closed up 3.1%, or
13 pence, at 437 pence, having come
off an earlier high of 455 pence, giv-
ing it a market capitalization of
about £1.86 billion.

A takeover of Informa would be
one of the largest leveraged buyouts
in Europe since the credit crunch be-
gan. Informa had been in talks with
Providence Equity, and its consor-
tium partners, Carlyle Group and
Hellman & Friedman, since early
July over a possible 506-pence-a-
share buyout of the company. That
buyout group has approached sev-
eral banks about a debt package for
the deal and has given them until the
end of July to come up with it.

Informa publishes more than
2,000 trade publications and sub-
scription-based information ser-
vices, including academic journals
and commercial intelligence. It also
owns market research company
Datamonitor, which it acquired for
£502 million last year.

Lufthansa sticks by its forecast
as strike continues in Germany

By JAN HROMADKO

Colgate profit rises 19% despite higher costs

BY ANGELA PRUITT

In the face of rising commodity
prices and food inflation, Colgate-
Palmolive Co. reported a 19% jump
in fiscal second-quarter net income
on strong revenue growth sup-
ported by a record advertising bud-
get.

The New York company, whose
products include its namesake
toothpaste and dish soap, said net in-
come rose to $493.8 million, or 92

cents a share, from a year-earlier
profit of $415.8 million, or 76 cents a
share.

Excluding one-time items, earn-
ings increased to 98 cents a share
from 84 cents a share.

Revenue jumped 16% to $3.96 bil-
lion, with seven percentage points
of the gain due to the weaker dollar.
Volume rose 5%. The mean forecast
by analysts surveyed by Thomson
Reuters was for earnings of 94 cents
ashare and revenue of $3.84 billion.

North Americansalesrose 6.5% as
volume climbed 4.5%. Sales in its
Latin America, Europe/South Pacific
and Asia/Africa regional divisions
grew by double-digit percentages.

Chief Executive Ian Cook fore-
cast “solid, good quality, midteens
earnings per share growth in 2008”
and “another year of solid double-
digit earnings-per-share growth in
2009 with gross profit margin up.”

—Shirleen Dorman
contributed to this article.

FRANKFURT—Deutsche Luft-
hansa AG reported a 59% drop in
first-half net profit but reconfirmed
its bullish full-year forecast.

Despite growing cost pressure
and waning demand for air travel,
the company said it still expects to
“follow up on last year’s operating re-
sult” of €1.38 billion ($2.17 billion).

Still, Germany’s largest airline
cautioned that risks include the pos-
sibility of a “renewed and lasting in-
crease in fuel prices” as well as a sus-
tained decline in the world economy.

Lufthansa added that continuing
strikes in Germany represent an
acute risk, but that the effects of the

walkouts are still unforeseeable.
The German services union ver.di
said that around 5,000 cabin and
ground staff participated in the sec-
ond day of an indefinite strike over
awage dispute, forcing Lufthansa to
cancel 70 flights that day.

Lufthansa has declined to esti-
mate costs resulting from the strike.
Ver.di estimates that the costs will
be about €5 million a day.

Lufthansa said net profit fell to
€402 million from €992 million a
year earlier. The 2007 results were
lifted by a gain of about €503 million
related to the disposal of a 50% stake
in travel operator Thomas Cook. The
airline is to publish a detailed second-
quarter report Wednesday.
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Sony’s profit slides 47%

Cellphone venture,
strong yen take toll;
annual forecast is cut

BY YUKARI IWATANI KANE

TOKYO—Sony Corp.’s first-quar-
ter earnings fell 47% as poor perfor-
mances at its Sony Ericsson mobile-
phone joint venture and its digital-
camera business outweighed im-
proving television and videogame
results.

Despite finishing a three-year re-
structuring plan in March, the Japa-
nese consumer-electronics com-
pany has been hurt by a stronger
Japanese currency, which reduces
the value in yen of its overseas reve-
nue, as well as by rising fuel and raw-
material prices, and tough competi-
tion in key electronics products.

Though Sony said demand for its
products hasn’t been significantly
affected by the economic slowdown
in much of the world, it lowered its
net-profit forecast for the year end-
ing March 31 by 17% to 240 billion
yen ($2.23 billion), citing a more cau-
tious outlook overall in electronics.

For the quarter ended June 30,
Sony’s net profit fell to 35 billion
yen from 66.5 billion yen a year ear-
lier, the company said. Revenue
would have risen on increases in
television and PlayStation video-
game sales, but the stronger yen
meant they remained essentially
flat at 1.98 trillion yen.

The biggest reason for the steep
drop in profit was a 97% decline in
the earnings Sony receives from the

Sony’s results
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Sony Ericsson mobile-phone busi-
ness, of which Sony owns half. Sales
of Walkman-branded mobile
phones were strong over several
years until recently, but the joint
venture’s primary focus on mid-
price to high-end phones hurt the
company when demand in that seg-
ment fell.

Sony Ericsson is now cutting
costs and making new investments
in mobile-phone development in an
effort to turn itself around.

Despite the sharp overall profit de-
cline, Sony’s two most-troubled busi-
nesses in recent years—videogames
and TVs—showed improvement. Ana-
lysts and investors expect them to
turn profitable this fiscal year.

The PlayStation videogame unit
reported a profit of 5.4 billion yen in
the quarter, compared with a loss a
year earlier, as it reduced costs re-
lated to the PlayStation 3 video-
game console. Increased PS3 soft-
ware sales and strong demand for

Operating profit
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the PlayStation Portable device also
contributed to profit.

The television business nar-
rowed its losses by nearly half to 19
billion yen as sales of Bravia liquid-
crystal-display TVs jumped 33%.
Sony expects to sell 17 million LCD
TVs this fiscal year, 60% more than
last year.

By contrast, digital cameras—
one of Sony’s strongest businesses
over the past couple of years—strug-
gled amid tough price competition
and a greater shift in demand toward
lower-price entry-level products.

Also hurting Sony was an 8.3 bil-
lion yen loss in its movie division be-
cause of the cost of promoting up-
coming films and the lack of a block-
buster film during the quarter. The
unit is likely to make up for those
losses in coming quarters, how-
ever, with movies such as “Han-
cock,” starring Will Smith, and a
new James Bond film set for re-
lease later this year.

Toyota, Honda trim Japan output

By HIROYUKI KACHI

TOKYO—Auto makers Toyota
Motor Corp. and Honda Motor Co.
cut production in June, reflecting
the slowdown in exports to North
America and weaker domestic
sales.

Domestic production at Toyota,
which unseated General Motors
Corp. as the world’s biggest automo-
bile seller in the first six months of
this year, fell 0.9% in June from a
year ago to 365,135 vehicles, the
first decline in three months.

The figure came a day after Toy-

ota slashed its global sales and pro-
duction plans for this year as soar-
ing gasoline prices and credit risks
stemming from the subprime crisis
reduced consumers’ appetite for
new cars.

Toyota now expects world-wide
sales of 9.5 million vehicles for
2008, up 1% from 2007 but down
from its initial plan of 9.85 million.
Toyota’s domestic sales declined
0.2% t0 127,047 vehicles, while its ex-
ports fell 8.5% to 221,534 vehicles.
Its Overseas production rose 3% to
376,738 vehicles.

Honda, which last week cut its

global sales outlook for this fiscal
year through March, said it lowered
domestic production in June for the
10th straight month. Output fell
8.6% on year to 105,256 vehicles.

The auto maker’s domestic sales
fell 6.4% to 54,784 vehicles in June,
while exports in the month dropped
5.8% to 52,005 vehicles.

In the first year-over-year fall in
35 months,Honda also reduced out-
put in June at its overseas plants by
3.7% to 217,610 vehicles. The com-
pany cited a temporarily shutdown
at a joint-venture factory in China
following a flood.

Grermany allows sale of generic Plavix

BY JEANNE WHALEN

Sanofi-Aventis SA said a Ger-
man court has allowed a generic ver-
sion of the company’s blockbuster
drug Plavix to be marketed there
starting immediately, dealing a
blow to Sanofi and partner Bristol-
Myers Squibb Co.

In a statement, Sanofi said the
German administrative court in Co-
logne ruled that a subsidiary of Ger-
many’s closely held generics com-
pany Ratiopharm and another ge-
neric-drug company called Yes
could market their version of Plavix.

Sanofi said it would appeal the
court’s decision.

Plavix had world-wide sales last
year of $7.3 billion, making it the
world’s second largest selling drug,
behind Pfizer Inc.’s cholesterol pill
Lipitor, according to IMS Health.

Sanofi and Bristol-Myers sell Plavix
jointly world-wide and divide the
profits.

Sanofi had been scrambling inre-
cent months to try to stop generic
Plavix from reaching the German
market. Earlier this year, German au-
thorities gave Ratiopharm, Yes and
Novartis AG’s Sandoz unit permis-
sion to start selling generic Plavix, a
Sanofi spokesman said.

Sanofi persuaded a German regu-
lator to suspend those marketing
rights. All three companies then
went to the Cologne court and asked
it to overturn the suspension. The
court today overturned two of the
suspensions and is still deciding
whether to allow Sandoz onto the
market, the Sanofi spokesman said.
Sandoz wants to sell generic Plavix
in partnership with Swiss generics
maker Schweizerhall Holding AG.

Schweizerhall has said it is apply-
ing for permission to sell generic Pla-
vix in Luxembourg and other Euro-
pean countries, as well.

Deutsche Bank analysts say the
patents protecting Plavix in Europe
don’t expire until 2012 and 2019.
But generics companies have been
getting around that by formulating
a different chemical salt of Plavix,
or a version that is chemically
slightly different from the original,
the Sanofi spokesman said.

Plavix sales in the U.S. plum-
meted in 2006 when Canadian ge-
nerics company Apotex Inc. started
selling a low-cost copy of the drug.
In June 2007, a U.S. court barred
Apotex from selling further copies
until Plavix’s U.S. patent expires in
2011. After that, sales of the
branded version recovered.

U.S. Steel profit surges
as need sends prices up

BY ROBERT GUY MATTHEWS

U.S. Steel Corp. posted some of
its strongest quarterly sales and
earnings ever as surging demand in
emerging markets let the U.S.’s big-
gest steelmaker raise prices.

Second-quarter net income
more than doubled to $668 million,
or $5.65 a share, from $302 million,
or $2.54 a share, in the year-earlier
period. Sales jumped 60% to $6.74
billion.

The results were helped by
months of steel-price increases,
which have eased the burden of ris-
ing prices of raw materials on the
bottom line. The company has been
able to make those prices increases
stick as emerging-market demand
has kept global steel supplies tight.

U.S. Steel expects additional
price increases, already planned, to
bolster its third-quarter profit out-
look.

“We expect another excellent
quarter with continued earnings im-
provement as price increases imple-
mented during the second quarter
and early in the third quarter are ex-
pected to improve average realized
prices for each of our reportable seg-
ments,” said U. S. Steel Chairman
and Chief Executive John P. Surma.

U.S. Steel’s shares surged 14% to
$165.28 in afternoon New York
Stock Exchange trading after rising
as high as $167.02.

The strong outlook lifted foreign
steel stocks as well. Germany’s Thys-
senKrupp AG and Salzgitter AG
rose 3.9% and 3.1%, respectively, af-
ter U.S. Steel posted results.

Steelmakers in the United States

are reporting strong earnings as de-
mand in China, Russia, Brazil and
other emerging countries attracts
foreign steel that would have nor-
mally come to the U.S. That exacer-
bates tight supplies—U.S. steelmak-
ers can meet only 70% to 80% of do-
mestic demand—and gives domes-
tic producers such as U.S. Steel a
stronger bargaining position with
customers.

Steel analysts estimate that sup-
ply will remain tight through the
year, buoying results for all U.S.
steel producers. Goldman Sachs ana-
lyst Aldo Mazzaferro said: “We be-
lieve that strength in steel prices is
sustainable as the world will remain
short of steel for some time.”

Unlike most of it rivals, U.S. Steel
owns most of its raw materials, in-
cluding iron ore, making it less vul-
nerable to the recent doubling of
iron-ore prices and putting its
profit growth ahead of others, such
as ArcelorMittal, the world’s larg-
est steelmaker, which doesn’t own
all of its raw materials. ArcelorMit-
tal is expected to issue results
Wednesday.

Even though it is buffered from
rising raw material costs, U.S. Steel
continued to increase prices to off-
set higher costs for energy and
scrap steel. The trend is expected to
continue for the rest of the year.
“We expect to see further price in-
creases in the U.S. for most prod-
ucts in both the short and intermedi-
ate term, as a result of continued
strong demand, mill allocation, low
inventories and increased export in-
quiries,” said Michelle Applebaum,
independent steel analyst for
Michelle Applebaum Research Inc.

Northrop’s net climbs 7.6%
amid shipbuilding concerns

By AuGusT COLE

Northrop Grumman Corp.’s shot
at a $40 billion U.S. Air Force aerial-
refueling-tanker contract may be up
in the air, but analysts focused Tues-
day on the company’s shipbuilding
operations on the Gulf of Mexico dur-
ing a second-quarter conference call.

Los Angeles-based Northrop
said net income rose 7.6% to $495
million, or $1.44 a share, from
$460 million, or $1.31 a share, a
year earlier. Revenue rose 9.5% to
$8.63 billion.

Northrop Chairman and Chief Ex-
ecutive Ronald D. Sugar said the
company believes the Airbus-based
tanker that it offered along with
partner European Aeronautic De-
fence & Space Co. remains the best
choice for the U.S. Air Force. “New
tankers are urgently needed now,
and our KC-45 is ready to go now,”
he said.

After Boeing Co. successfully
protested Northrop’s victory earlier
this year, the U.S. Defense Depart-
ment is expected to solicit bids in
the coming weeks in hopes of pick-
ing a new winner by year end.

Despite the overall improvement
in Northrop’s financial performance,
its shipbuilding division continues
to experience problems from the dev-
astation brought by Hurricane Ka-
trina in 2005. Operating income in
the shipbuilding division slipped 6%
to $126 million, despite a 24% in-
crease in revenue to $1.69 billion.

Northrop surprised investors
during the first quarter when it an-
nounced a $326 million charge
blamed largely on botched electri-
cal cabling on a Navy amphibious as-
sault ship, the Makin Island.

During a conference call, Presi-
dent and Chief Operating Officer
Wes Bush said he is confident that
the ship’s fiber-optic cabling will be
completed later this year. “I would
add that timely accomplishment of
this milestone is critical to our abil-
ity to support the test program on
the delivery timeline that we’ve es-
tablished,” said Mr. Bush.

That step is crucial to deliver-
ing the ship to the Navy in the sec-
ond quarter of next year, and to
shifting workers back to other
ships under construction.
Northrop has said a shortage of ex-
perienced workers in the area ham-
pered its ability to fully recover
from the effects of the hurricane.

The Makin Island is on Wall
Street’s radar because Northrop,
not the Navy, is paying for the re-
done work. The problems required
Northrop to pull workers away
from other projects at the Ingalls
shipyard in Pascagoula, Miss. In a
sign of how seriously Northrop’s
management is taking the situa-
tion, Mr. Bush reviews the ship’s
progress weekly.

Northrop shares were down 2%,
or $1.37, to $67.30 in New York
Stock Exchange trading late Tues-
day afternoon.
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Matsushita Electric sees
payoff on flat-panel TVs

Ramping up output
lifts quarterly profit;
Toshiba posts a loss

By HIROYUKI KACHI
AND JURO OSAWA

TOKYO—Matsushita Electric In-
dustrial Co. reported solid profit
gains for the fiscal first quarter, un-
derscoring how the consumer elec-
tronics giant’s strategy of ramping
up production of flat-panel televi-
sions is paying off.

The bright outlook at the maker of
Panasonic goods stands in contrast to
the prospects for Toshiba Corp.,
which reported a net loss in the April-
June quarter as a squeeze in the mar-
ket for flash-memory semiconduc-
tors continues. Prices for flash mem-
ory have fallen, while the strength of
the yen has hurt earnings as well.

Citing the benefits of cost cuts
and strength in its flat-panel TV
business, Matsushita said it posted
a net profit of 73.03 billion yen
($679.5 million) in the quarter
ended June 30, nearly double the
39.31 billion yen profit it registered
in the same period a year earlier.

Sales fell 3.9% to 2.152 trillion yen
from 2.24 trillion yen, due to the ex-
clusion of former subsidiary Victor
Co. of Japan following a change in
the unit’s status. Matsushita said its
operating profit rose 48% to 109.57
billion yen from 73.89 billion yen.

Matsushita has a wide range of
operations but its main business is
consumer electronics and its core
products are flat-screen TVs. The
company is one of the world’s larg-
est manufacturers of such products
and is stepping up efforts to boost
production of both plasma and lig-
uid-crystal-display sets.

Even so, the company is still
faced with the growing threat of
damage from the slowdown in the
U.S. economy.

In the current quarter, the con-
sumer electronics company expects
the housing crisis to start affecting
products related to the auto and hous-
ing industries, such as electronics for
automobiles, said Makoto Uenoyama,
a Matsushita director in charge of the
company’s finance operations.

But the Osaka-based company ex-
pects only a small impact on its
mainstay TV and other digital prod-
uct operations.

Another electronics giant,
Toshiba, said Tuesday that it swung
to anetloss of 11.61 billion yen in the
fiscal first quarter from the profit of
20.63 billion yen it reported a year
earlier.

Toshiba posted an operating loss
of 24.18 billion yen, compared to a
21.18 billion yen operating profit in
the same period last year, while reve-
nue slipped to 1.619 trillion yen from
1.665 trillion yen.

The company, however, said it is
leaving its earnings guidance for
the year to March 2009 unchanged
for now.

Despite problems in the market
for the chips used in mobile phones
and music players, Toshiba still ex-
pects a net profit of 130 billion yen,
operating profit of 290 billion yen
and revenue of 8 trillion yen.

But the company warned it will
need to “carefully assess emerging
trends in this business environ-
ment” and will revise projections if
necessary.

For the current fiscal year
through March, Matsushita contin-
ues to predict a10% rise in net profit
to 310 billion yen with a 1.4% gain in
sales to 9.2 trillion yen. It left unre-
vised its operating profit outlook at
560 billion yen, up 7.8%.

Ranbaxy’s profit falls 91%,
hit by foreign-exchange loss

BY RUMMAN AHMED
AND MUKESH JAGOTA

NEW DELHI—Ranbaxy Labora-
tories Ltd.’s second-quarter net
profit fell 91% from a year earlier to
229 million rupees ($5.4 million),
hurt by a foreign-exchange loss of
1.93 billion rupees.

However, India’s largest pharma-
ceutical company by revenue said
Tuesday that its operating margin
expanded from a year earlier and it
expects to maintain its margin
above 17% in the current year.

In the comparable quarter last
year, the company reported a net
profit of 2.66 billion rupees, which
included a foreign-exchange gain of
two billion rupees. Excluding for-
eign-exchange gains or losses, the
company said its second-quarter
profit after tax was 1.61 billion ru-
pees, on par with its 1.60 billion-ru-
pee profit a year earlier. Sales rose
13% to 18.30 billion rupees.

Ranbaxy was expected to report
net profit of 954 million rupees on
net sales of 18.80 billion rupees, ac-
cording to a Dow Jones Newswires
poll of seven analysts.

The company’s profit was hurt by
foreign-exchange losses on servic-
ing overseas loans after the rupee de-
preciated more than 7% against the

U.S. dollar during the period.

Ranbaxy shares closed down
3.8% at 474.80 rupees on the Bom-
bay Stock Exchange, in line with the
30-share Sensex, which ended Tues-
day 3.9% lower at 13791.54.

“Though the numbers were dis-
appointing from a bottom-line per-
spective, the business looks strong
on the operating front as the com-
pany has been able to improve mar-
gins,” said Ranjit Kapadia, head of
research for private client group at
Mumbai-based brokerage Prabhu-
das Lilladher.

Ranbaxy said its earnings before
interest, taxes, depreciation and am-
ortization margin was 17.8% for the
latest quarter, compared with 13.9%
a year earlier. Analysts said Ebitda
margin growth was driven by
higher contribution from the sale of
high-margin branded generic drugs
in emerging markets.

The company said sales in emerg-
ing markets contributed 53% of glo-
bal sales and grew 9% from a year
earlier.

Developed markets, accounting
for 40% of global sales, grew 12%
driven by the U.S., Canada and
France. Sales in the key U.S. market,
which contributed 24% of global
sales in the quarter, grew 12% to
$106 million.

Atos Origin SA

First-half net profit grew,

boosted by pension deal

Atos Origin SA said first-half
net profit more than doubled and
raised its 2008 organic-revenue-
growth target. Net at the French in-
formation technology services
company was boosted by a €64 mil-
lion ($100.8 million) gain related
to the company’s U.K. pension
plans after it reached an agree-
ment with two major pension-
trustee boards. Atos, provider of IT
services for the Beijing Olympics,
said net profit increased to €125
million from €57 million a year ear-
lier. Revenue fell slightly to €2.86
billion from €2.89 billion. Exclud-
ing the impact of acquisitions, dis-
posals and currency movements,
revenue grew 6.8%, Atos said. As a
result of the strong organic growth
in the quarter, Atos raised its full-
year organic-revenue-growth tar-
get to more than 5% from a previ-
ously forecast 4%.

Akzo Nobel NV

Akzo Nobel NV reported a 32%
fall in second-quarter net profit,
dented by charges, and warned that
its full-year earnings will fall short
of last year’s as raw-material prices
continue to rise. Net at the coatings
and chemical company dropped to
€184 million ($290 million) from
€270 million a year earlier. The Am-
sterdam-based company said it
booked charges of €86 million,
mostly related to last year’s acquisi-
tion of U.K. paint company Imperial
Chemical Industries. Revenue rose
44% to €3.87 billion, lifted by the ac-
quisition. Chief Financial Officer
Keith Nichols said the company ex-
pects weaker economic conditions
in some of its mature markets and
sees no signs of easing in raw-mate-
rial and energy price increases.

Bank of China Ltd.

Bank of China Ltd. said its U.K.
unit bought a 30% stake in Heri-
tage Fund Management SA of Swit-
zerland, a China-focused hedge
fund, for nine million Swiss francs
($8.7 million). The lender, one of
China’s Big Four state-owned
banks, said its Bank of China (UK)
Ltd. unit plans to raise its holding
in Heritage Fund to 70% by buying
new shares to be issued by the
Swiss company. It didn’t provide a
time frame for raising the stake.
Regulators in the U.K. and Switzer-
land have approved the purchase,
the bank said on its Web site. The
deal will give Bank of China an
overseas platform to develop its
private-banking business, the
bank said.Heritage Fund manages
$362 million of assets, with $179
million of assets focused in China.

Gas Natural SDG SA

Spanish gas distributor Gas Natu-
ral SDG SA reported a10%risein sec-
ond-quarter net profit, helped by an
increase in electricity generation
and gas distribution. Net rose to
€226.9 million ($357.2 million) from
€205.9 million a year earlier, as sales
increased 37% to €3.09 billion. Profit
was helped by electricity generation
in Mexico, where Gas Natural ac-
quired five gas-fired power plants
last year. The Mexican operations
have accelerated its diversification,
the company said. Gas Natural’s gas-
distribution business remained
solid in Spain and accelerated in It-
aly and Latin America. Chief Execu-
tive Rafael Villaseca warned that the
company may see a slowdown in
Spain’s gas market due to the deteri-
oration of the Spanish economy.

Clariant AG

Clariant AG said it swung to a
second-quarter net profit, but cau-
tioned that further increases in raw-
material prices will hit earnings.
The Basel-based company, which
makes ingredients for products
such as dyes, detergents and drugs,
had net of 48 million Swiss francs
($46.4 million), compared with a 13
million Swiss franc net loss a year
earlier. Revenue slipped 2.8% to 2.12
billion Swiss francs, hit by currency
fluctuations. A 13% jump in raw-ma-
terial prices prompted Clariant to
raise prices by 6% in the quarter. It
warned investors to brace for even
higher raw-material and energy
costs, losses from currency fluctua-
tions, as well as an “increasingly un-
certain economic outlook,” particu-
larly in Southern Europe. Clariant
nevertheless confirmed its outlook,
which is to bolster its operating mar-
gin—minus exceptional items—and
record strong cash flow for 2008.

Martha Stewart Living

Martha Stewart Living Omnime-
dia Inc. swung to a second-quarter
profit amid strong revenue gains at
its merchandising unit, though the
company sees third-quarter revenue
below analysts’ expectations. The
New York media firm reported net in-
come of $328 million, or a penny a
share, compared with a net loss of
$6.7 million, or 13 cents a share, a
year earlier, when the results were af-
fected by a severance charge. The lat-
est results included four cents in
charges. Revenue rose 5% to $77.1
million. The mean estimates of ana-
lysts surveyed by Thomson Reuters
were for earnings of four cents a
share and revenue of $75 million.
The company expects third-quarter
revenue of between $65 million and
$67 million, below analysts’ latest
forecast of $75 million.

Valero Energy Corp.

Valero Energy Corp. posted a
67% drop in second-quarter net in-
come, reflecting lower margins and
increased costs. The oil refiner also
gave a cautious outlook. Valero said
it expects distillate margins to be
strong through next year but sees
gasoline margins continuing to be
weak and industry utilization rates
declining. Valero had net of $734
million, or $1.37 a share, down from
$2.25 billion, or $3.89 a share, a
year earlier. Revenue grew 51% to
$36.64 billion. The rising cost of
crude oil has squeezed independent
refiners, who must buy crude at mar-
ket rates before processing it to
make products such as gasoline and
diesel. While the cost of crude oil fu-
tures is up 70% from a year ago, the
price of gasoline futures has risen
only 44%.

Sinotrans Shipping Ltd.

Sinotrans Shipping Ltd. said
first-half net profit more than tri-
pled, boosted by higher bulk ship-
ping rates. The company, which first
listed in November, said net totaled
US$190.8 million, up from US$57.6
million in the year-earlier period.
Revenue rose 80% to US$234.4 mil-
lion. Sinotrans Shipping, China’s
third-largest dry-bulk shipper by ca-
pacity, attributed the rise in earn-
ings to higher rates, underpinned by
strong demand for raw materials
such as iron ore and coal. The com-
pany said its daily charter hire rate
rose 86% in the first half to
US$37409. The company raised
US$1.47 billion in a Hong Kong ini-
tial public offering in November. It
said at the time it would use the pro-
ceeds to enlarge its fleet size and ac-
quire shipping companies.

Geox SpA

Italian shoemaker Geox SpA said
strong sales drove its first-half net
profit 13% higher, despite a volatile
retail season. Net profit rose to €78
million ($123 million) from €68.9
million a year earlier as revenue
rose 20% to €464.1 million from
€388.2 million. Shoe sales rose 17%
to €432.3 million while clothing
sales increased 81% to €31.2 million.
Salesin the U.S. were up 11% as sales
in Italy—the company’s largest mar-
ket—rose 16%. Geox founder Mario
Moretti Polegato said that despite a
challenging climate, he is confident
Geox will see full-year growth, add-
ing that the order log for fall and win-
ter was up 19%. Geox shares rose 14%
to €7.60 in Milan. So far this year,
Geox shares have fallen 45% amid a
grim economic outlook.

Mitsubishi Motors Corp.

Mitsubishi Motors Corp.saiditre-
turned to the black in the fiscal first
quarter as cost-cutting efforts and
solid sales in Europe offset sluggish
sales in Asia and North America. Its
results were also helped by a stron-
ger yen. The Tokyo car maker posted
anet profit of 10.3 billion yen ($95.8
million) in the three months ended
June 30, reversing a net loss of 8.23
billion yen a year earlier. Its sales fell
3% to 610.1 billion yen and operating
profit jumped 64% to 9.86 billion yen
from six billion yen. For the year end-
ing in March, the auto maker expects
net profit to decline 42% to 20 billion
yen, its operating profit to decline
45% to 60 billion yen, and sales to sag
1.2% to 2.65 trillion yen.

Thales SA

French defense-electronics com-
pany Thales SA said first-half net
profit fell 48%, owing to the strong
euro and alarge year-earlier gain. Net
profit plunged to €289 million ($455
million) from €559 million a year ear-
lier, when Thales booked a capital
gain of €318 million from the sale of
some of its businesses to French ship-
builder DCNS. Revenue was up 1.6%
to €5.67 billion from €5.58 billion.
The Paris-based company said the
strong euro pulled revenue down by
€261 million. Also weighing on the
first-half result was a charge of €45
million because of difficulties with
two complex contracts in its security-
systems business, Thales said.

CME Ltd.

Central European Media Enter-
prises Ltd. said it agreed to buy an
80% stake in two Bulgarian televi-
sion channels in a deal valued at $172
million. Bermuda-based CME said it
will acquire the stakes in national
channel TV2 and sport cable channel
Ring TV from Top Tone Media Hold-
ings. CME, founded and headed up
by Ronald S. Lauder, operates sta-
tions in six countries in Central and
Eastern Europe. The company has an
option to acquire the remaining 20%
in five years. Bulgaria, a Balkan coun-
try of 7.6 million, joined the Euro-
pean Union last year. It had a televi-
sion advertising market of $168 mil-
lion in 2007, which is expected to
grow by 20% annually through 2012.

—Compiled from staff
and wire service reports.
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Home prices fall sharply
as consumers stay glum
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although there was some sign that sentiment on the
economy’s longer-run prospects may be improving,

.S. HOME
prices tumbled
15.8% in May

from a year earlier, as
the housing slump
deepened nationwide.
Separately, Ameri-
can consumers’ take
on the economy re-
mained glum in July,

according to a report from the Conference Board.

The 15.8% drop in home prices for May was the
steepest ever recorded by the Standard &
Poor’s/Case-Shiller 20-city index since its inception
in 2000. The 10-city index fell 16.9%, the biggest de-

cline in its 21-year history.

—Roundup

Inflation hit 8-year high
in developed world in June

ONSUMER-PRICE infla-
C tion in the developed

world surged to an
eight-year high in June as
energy and food prices
soared, the Organization for
Economic Cooperation and

Development said.

The Paris-based research
organization said the annual
inflation rate in its 30 mem-
ber countries rose to 4.4% in :

ﬁﬂi.ﬁﬁiim
-H o —

ar
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June from 3.9% in May, the

highest since March 2000. Over the month, consumer
prices rose 0.6%, down from a 0.7% rise in May. Over
the 12 months to June, energy prices rose 19%, follow-
ing a rise of 15% in the 12 months to May. Food prices
rose 6.5% in the 12 months to June, compared with a
6% gain in the 12 months to May.

—Paul Hannon

Consumer confidence hits
another record low in July

RENCH consumer confi-
F dence dropped to an-

other record low in
July, worse than economists
had expected, as households
grew more worried about in-
flation, unemployment, and
the French economic outlook.

National statistics office

Insee said France’s consumer
confidence in July fell to mi-
nus-48, from minus-46 in
June, after minus-42 in May.

The July figure is the lowest since Insee started this
survey in 1987. Insee also said producer-price infla-
tion rose 0.7% in June from May and 7.3% from June
of last year. Excluding energy, food and farming out-
put, producer prices in June rose 0.4% from May
and 2.4% from a year earlier.

—Geraldine Amiel

U.S. budget-gap estimates top $500 billion

Economic strain
threatens to snarl
candidates’ plans

By JOHN D. McKINNON
AND AMy CHOZICK

budget deficit could exceed
$500 billion next year, compli-
cating the debate between Barack
Obama and John McCain over howto
strengthen the economy while not
worsening the nation’s finances.
Deficit projections are balloon-
ing because of lower tax receipts
and government spending on eco-
nomic-stimulus programs. The gap
increasingly is threatening to play
havoc with the two presidential can-
didates’ domestic-policy plans, par-
ticularly Sen. McCain’s big tax cuts
and Sen. Obama’s promised health-
care expansion, and could force ma-
jor changes in the winner’s agenda.
On Monday, Sen. McCain, the Re-
publican candidate, sought to turn
the new deficit numbers to his short-
term political advantage, without
conceding much to those longer-
termrealities. Democratic rival Sen.
Obama sought to keep the focus on
the current shaky economy, eco-

P ROJECTIONS suggest the U.S.

nomic inequalities and worries over
job and retirement security.

The sparring came as the White
House budget office boosted its esti-
mate of the federal deficit for fiscal
2009 to $482 billion. With the full
costs of the wars in Iraq and Afghani-
stan added in, the deficit for 2009
likely would exceed $500 billion, an-
alysts said. The deficit projection
for 2008 fell somewhat from the
last official estimate in February, to
$389 billion from $410 billion. Fis-
cal 2008 ends Sept. 30.

The budget office also lowered
its forecast for economic growth
this year and next year, and pre-
dicted that unemployment would
rise. Gross domestic product is ex-
pected to increase by 1.6% this year,
according to the budget office,
down from the February prediction
of 2.7%. Growth next year is ex-
pected to be 2.2%, down from 3%.

While the 2009 deficit would be
a record in nominal terms, it is still
within the range of much of the
1980s and 1990s when measured by
the yardstick economists prefer: as
a percentage of the economy. By
that measurement, the 2009 deficit
would be 3.3% of the gross domestic
product. Fiscal 2008’s $389 billion
deficit accounts for 2.7% of GDP.

“I think if you’re taking office with
the deficit at around $500 billion,

Red ink
Federal budget surplus/deficit

FY2009 deficit:
$482 billi?n

Notes: Fiscal year ends Sept. 30; figures for
2008 and 2009 are projections

Source: Office of Management and Budget

that’s really going to throw a wet
blanket over very ambitious plans,”
said Robert Bixby, executive director
of the Concord Coalition, a group
that advocates fiscal responsibility.
“A lot of people are going to ask, ‘Can
we afford this?” ”

In a statement, Sen. McCain dis-
tanced himself from the Bush admin-
istration over the deficit. “There is no
more striking reminder of the need to
reverse the profligate spending that
has characterized this administra-
tion’s fiscal policy.”

He cited his own “unmatched
record” of fighting wasteful govern-

ment spending, and criticized Sen.
Obama, saying the Illinois Democrat
“will not commit to balancing our
budget, does not propose to control
spending, and has only one answer
to every challenge: raise taxes.”

Sen. McCain has promised to bal-
ance the federal budget by 2013, and
admitted that “today’s news makes
that job harder.” But he said the new
projections “should not change our
resolve to make the tough decisions
and the genuine effort to reach
across the aisle that are needed.”

For his part, Sen. Obama again
steered clear of promises to balance
the budget. At a previously sched-
uled roundtable Monday, the candi-
date and his top economic advisers
sought to showcase some of his pro-
posals aimed at reducing what the
group considers economic inequali-
ties. Those include ending the Bush
tax cuts for Americans making more
than $250,000 and implementing a
middle-class tax cut of up to $1,000
per family to help offset the rising
price of fuel and food. Sen. Obama
has also proposed a second stimulus
plan—including at least $50 billion
in tax rebates to individuals and fam-
ilies—on top of the $168 billion plan
that is already in effect.

One of his top economic advis-
ers, Jason Furman, addressed the
deficit figures, saying the new pro-

jection “is an urgent reminder that
our fiscal policies must change.”

He added that Sen. McCain “is pro-
posing to continue the same Bush eco-
nomic policies that put our economy
on this dangerous path.” Mr. Furman
said Sen. Obama will “restore balance
and fairness” by cutting wasteful
spending, shutting corporate loop-
holes and rolling back the Bush tax
cuts for the wealthy.

Analysts said both candidates
have made promises that would add
to government red ink. Compared
with current tax policy, Sen.
Obama’s plan would raise govern-
ment revenue—$800 billion during
the next 10 years—while Sen.
McCain’s tax plan would lower gov-
ernment revenue by about $600 bil-
lion, according to analysts at the Tax
Policy Center, a think-tank consor-
tium in Washington.

But Sen. Obama’s health-care plan
would cost the government at least
$65 billion a year, and possibly more,
analysts said. The McCain camp esti-
mates all of Sen. Obama’s spending in-
creases at almost $1 trillion.

Sen.McCain’s camp says he plans
savings of almost $1 trillion over the
next decade. But budget experts said
Sen. McCain hasn’t come out with
many specifics.

—Elizabeth Holmes
contributed to this article.

China details energy bureau’s role

BEIJING—China spelled out in
greater detail the role and structure
of the newly established National
Energy Administration, which will
integrate energy policies and ap-
prove related investments.

The bureau will be independent
of the National Development and Re-
form Commission, the former top
energy-planning agency, paving the
way for the re-establishment of an
energy ministry, analysts say.

The new bureau will take over the
commission’sresponsibility to chart
energy strategy and policy and man-
age the sector, the commission said.

The bureau will be responsible
for managing strategic oil reserves,
including building and releasing re-
serves and supervising commercial
reserves, the commission said.

It will also be in charge of approv-
ing the biggest investments over-
seas on energy resources, including
uranium, and negotiating energy
contracts with foreign governments
and institutions.

But the bureau will have a shared
responsibility with the commission
in deciding on changes to domestic
energy prices, the commission said.

Thebureau consists of nine depart-
ments, four of them in charge of sepa-
rate energy sectors and five in charge
of policy, development planning, en-
ergy conservation and international
cooperation, the commission said.

It is the first time since
1993—when the Ministry of Energy
was dissolved—that a central body
hasbeensetuptodeal withenergyis-
sues. —Renya Peng

(rerman inflation remains high

BY RoMAN KESSLER

FRANKFURT—Inflation pres-
sures in Germany showed no signs
of easing, as rising energy costs and
summer holiday tickets kept the con-
sumer-price index stubbornly high,
and negotiated wages in April rose
at their fastest pace in 12 years.

The CPI for Germany, Europe’s
largest economy, held steady at a
3.3% annual increase in July, un-
changed from June, according to
preliminary data released Tuesday.
The index showed a steep 0.6% in-
crease from June, twice the
monthly pace reported for May,
mainly driven by double-digit in-
creases for holiday homes and pack-
age tours.

Economists hadn’t expected in-
flation to rise as much from June
and had even predicted the July rate
would fall slightly from a year ago,
according to a Dow Jones News-
wires survey of 13 analysts.

Data on negotiated wages, an-
other gauge of inflation, showed
German workers and employees re-
ceived 3.5% higher salaries in April
than in the same month a year ear-
lier, thanks to large public-sector
and chemical-workers settlements,
a quarterly survey showed. In Janu-
ary, salaries were up 3.3% from the
year before.

The figures “are obviously no re-
lief for the” European Central Bank,
said ING economist Carsten Brzeski.

Dirk Schumacher, senior econo-

mist at Goldman Sachs in Frankfurt,
said Germany’s 0.6% monthly infla-
tionrate indicates euro-zone annual
inflation will remain at 4.0%, un-
changed from June.

That is twice the just-under-2%
level that the ECB regards as its
price-stability target.

The euro-zone-inflation aggre-
gate is scheduled for release Thurs-
day morning. Germany contrib-
utes about 27% to the euro-zone
measure.

The ECB’s rate-setting govern-
ing council raised its key interest
rate July 3 to 4.25% from 4% on
fears that high oil and food prices
could cause wages to soar and also
lead to higher prices for other goods
and services.
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Ex-Pentagon official linked to Kurdish oil

Perle denies having
role in a consortium
seeking rights to drill

BY SUSAN SCHMIDT
AND GLENN R. SIMPSON

Influential former Pentagon offi-
cial Richard Perle has been explor-
ing going into the oil business in
Iraq and Kazakhstan, according to
people with knowledge of the mat-
ter and documents outlining possi-
ble deals.

Mr. Perle, one of a group of U.S.
security experts who began pushing
the case for toppling Iraqi dictator
Saddam Hussein about a decade
ago, has been discussing a possible
deal with officials of northern Iraq’s
Kurdistan regional government, in-
cluding its Washington envoy, ac-
cording to these people and the doc-
uments.

It would involve a tract called
K18, near the Kurdish city of Erbil,
according to documents describing
the plan. A consortium founded by
Turkish company AK Group Interna-

Jakarta faces
blackouts as coal
is shipped abroad

BY YAYU YUNIAR

JAKARTA—Indonesia is the
world’s largest producer of thermal
coal, which is used to generate one-
third of the nation’s electricity. So
why are factories, businesses and or-
dinary citizens around this sprawling
capital city facing chronic blackouts?

The answer: Indonesian coal pro-
ducers would rather export at a
higher price than sell locally to PLN,
the state-owned electricity utility.
That has left PLN with a coal deficit in
recent months, forcing it to turn the
power off in sections of Jakarta for
hours each day.

In a desperate move to reduce
power usage, the government is forc-
ing factories in industrial zones
around Jakarta to shut for two days
between Monday and Friday and
move those working days to the week-
end. And it is trying through televi-
sion advertising campaigns to per-
suade consumers to switch off lights
and minimize power consumption.

The troubles are one example of
how attempts by governments in
many parts of the developing world
to control prices for consumers can
lead to problems. In Indonesia, the
government sets low rates for elec-
tricity that don’t reflect its real cost.
That has contributed to years of un-
derinvestment in power infrastruc-
ture. As the international market
price for commodities like coal rises,
Indonesian producers can often get a
better price by exporting than by sell-
ing to their home market.

The power issue is hurting Indone-
sia’s attractiveness as an investment
site. More than 400 Japanese compa-
nies—making everything from food to
textiles—jointly issued a formal com-
plaint to the government this month
about the frequent cuts to power sup-
ply and threatened to pull out unless
the problems are resolved quickly.

I Indonesia’s economy is forecast
to expand 6% this year, largely be-
cause of commodity exports. Yet the
power shortages may hurt growth.

tional is seeking rights to drill
there, the documents say. Potential
backersinclude two Turkish compa-
nies as well as Kazakhstan, accord-
ing to individuals involved.

AK’s chief executive is Aydan
Kodaloglu, who, like Mr. Perle, has
been involved with the
American Turkish Council,
anadvocacy group in Wash-
ington. She didn’t didn’t re-
spond to requests for com- .:
ment. Phyllis Kaminsky, *
who identified herself as -
the U.S. contact for Ms.
Kodaloglu, said she herself
was aware of the drilling
plan but referred questions
about it to Mr. Perle.

“Richard would know
the most,” Ms. Kaminsky
said. “He is involved, I know that.”

People with knowledge of the

Thm,
—uln.

Richard Perle

talks said they involve Alexander
Mirtchev, a Washington consultant
and adviser to the government of Ka-
zakhstan, and an associate of his,
Kaloyan Dimitrov. Mr. Perle has at-
tended events promoting the inter-
ests of Kazakhstan, an oil-rich na-
tion whose ruler, Nursul-
tan Nazarbayev, is in-
volved in a long-running
U.S. investigation of 1990s-
era oil-company bribery.
Mr. Perle has publicly
lauded President Naz-
arbayev as “visionary and
wise,” according to a publi-
cation distributed by the
Kazakh Embassy in Wash-
ington.

Mr. Perle said by email
that Mr. Mirtchev is a
friend of his who once spent a night
at his vacation home in France. Mr.

(R

Perle said Mr. Mirtchev is “justly...
proud of his influence on the liberal-
ization of the Kazakh economy.”

Asked about pursuing oil conces-
sions, Mr. Perle said, “I am not in-
volved in any consortium involving
Mr. Mirtchev or Mr. Dimitrov, nor
am I ‘framing plans for a consor-
tium’ ” involving either one. He de-
clined to elaborate.

Brian Shaughnessy, a lawyer for
Mr. Mirtchev, said his client “is not
working on oil related projects in Ka-
zakhstan or Kurdistan with Richard
Perle, nor have they done any busi-
ness deals of this nature.” A lawyer
for Mr. Dimitrov didn’t respond to
questions about oil discussions.

A spokesman for Qubat Tala-
bani, the Kurdistan regional govern-
ment’s representative in the U.S.,
confirmed that the envoy had been
approached by Mr. Perle. In a state-

ment, Mr. Talabani said “one of my
duties...is to seek out potential in-
vestors for our new, growing econ-
omy in Iraqi Kurdistan as well as re-
spond...to all legitimate requests
for investment information.”
Kurdish authorities have been
granting oil-drilling contracts even
though Irag’s central government
and the Bush administration want
them to hold off until a national oil
law is passed. The K18 concession,
which is estimated to hold 150 mil-
lion or more barrels of oil, would po-
tentially be operated by Houston-
based Endeavour International, ac-
cording to documents and people fa-
miliar with the discussions. A
spokeswoman for Endeavour said,
“At this point we wouldn’t have any-
thing definitely going on, and we
wouldn’t comment on anything that
hadn’t been publicly announced.”
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U.K. outlook gets darker

Retailing, mortgages
slow rapidly in signs
of spiraling economy
BY JOE PARKINSON

LONDON—The U.K. economy’s
outlook darkened further Tuesday
as retail-sales growth and home-
mortgage activity slowed sharply.

The Confederation of British In-
dustry, a business group, reported
that its measure of July retail-sales
volume tumbled to its lowest in 25
years. Bank of England figures
showed mortgage approvals in June
slumped to their lowest since the
data series began in 1999. The cen-
tral bank also reported sharp drops
in consumer and mortgage lending.

Economists said the rapid down-
turn has raised the risk of the UK. slip-
ping into a technical recession. Fig-
ures released Friday showed the econ-
omy grew just 0.2% in the second
quarter, a rate not seen since 2001.

“Today’s data continued to paint
apicture of an economy rapidly los-
ing momentum,” Lehman Brothers
economist Matthew Smith said.
“Our forecast is for the U.K. to enter
recession and for the Bank of Eng-
land to start cutting rates in Novem-
ber as oil prices ease back.”

The BOE mortgage-market re-

U.K. sales fall

The balance of retailers reporting
rising sales volumes versus those
reporting declines

Source: Confederation of British Industry

portis the latest gloomy news about
the U.K. housing market, which is de-
teriorating under pressure from the
credit crunch.

The housing slump has been at
the center of Britain’s economic
slowdown as households have
pulled back on spending, squeezed
by shrinking asset values and rising
food and energy costs. A report pub-
lished Tuesday for the British gov-
ernment by former senior mortgage
banker James Crosby suggested the
government might consider guaran-
tees for high quality mortgage-
backed securities to revive lending.

The data showed mortgage ap-

provals fell to 36,000 in June, a 72%
fall from the peak of November
2006.

Growth in total net consumer
lending also slowed to £4 billion
($8 billion) in June. That is the
weakest rate since February 1999
and down from £5.1 billion in May.

“This is more very disturbing
mortgage data that heighten con-
cerns over the potential depth and
length of the housing market correc-
tion,” Global Insight economist
Howard Archer said.

In its monthly survey, the CBI
said a balance of -36 of retailers re-
ported higher sales in July com-
pared with the stronger than ex-
pected -9 in June. That was the low-
est balance since the survey began
in July 1983 and significantly below
the expectations of economists,
who had forecast sales volumes
would slow to a balance of -15. Ster-
ling tumbled on the news to an intra-
day low of 1.990 against the dollar.

“The CBI’s July survey of retail-
ers fell off the proverbial cliff,” J.P.
Morgan economist Malcolm Barr
said. “Many will take the CBI data as
indicative of the trend in overall
spending, while the official data are
showing massive volatility, and the
message on that basis could hardly
be weaker.”

—Natasha Brereton
and Laurence Norman
contributed to this report.

India raises rates to curb inflation

BY JACKIE RANGE

NEW DELHI—India’s central
bank raised a key interest rate and
lifted the amount of money banks
must keep in reserve Tuesday, mea-
sures aimed at fighting inflation
that are likely to slow economic
growth even further.

Economists said the moves were
more drastic than expected.

“We can expect to see some fur-
ther damage to the real economy
coming through,” wrote
HSBC economist Robert
Prior-Wandesforde.

The bigger-than-ex-
pected rate increase, cou-
pled with a reduction in the
bank’s forecast for economic
growth, prompted a selloff
in the stock market. The
Bombay Stock Exchange’s
30-stock Sensitive Index, or
Sensex, fell 557.57 points, or
3.9%, to end at 13791.54.

The Reserve Bank of In-
dia raised the repurchase
rate—the rate at which banks bor-
row funds from it—by 0.50 percent-
age point to 9%, the highest level in
more than seven years. It was the
third time in two months it has
raised the repo rate.

2
Yaga Venugopal
Reddy

The bank also moved to drain li-
quidity from the financial system by
increasing the amount of cash
banks are required to hold at the cen-
tral bank. It raised the cash reserve
ratio by 0.25 percentage point to 9%
of bank deposits, with effect from
Aug. 30.

Economists predict that India’s
gross domestic product will grow
between 7% and 7.5% in the year end-
ing March 31, 2009, compared with
9% in the previous year and 9.6% the
year before that. Inflation
and high interest rates are
major factors in slowing
growth, economists say.

The Reserve Bank low-
ered its own economic
growth forecast to about
8% for the year ending
March 31, from its previous
estimate of 8% to 8.5%. It
also lifted its inflation fore-
cast to around 7% by the
end of the fiscal year, from
5.5% earlier.

Recently, wholesale
price inflation, which measures the
rise in wholesale prices and is the
most closely watched inflation gauge
in India, rose at an annual rate of just
under 12%, a 13-year high. HSBC pre-
dicts wholesale price inflation could

India’s inflation

Year-to-year percentage change in
wholesale price index, weekly data
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Source: Ministry of Commerce and Industry

reach around 15% in October.

The central bank’s moves are “a
signal to the banks that credit
growth must be moderated,” the fi-
nance ministry said in a statement.
Indian banks are expected to pass
the interest-rate rises along to cus-
tomers through higher lending rates.

Economists expect further mone-
tary tightening by the central bank
later this year, with inflation likely
staying high in 2008.

—Subhadip Sircar
and Neelabh Chaturvedi
contributed to this article.

Japan’s economy weakened last month

BY AKANE VALLERY UCHIDA

TOKYO—Japan’s unemployment
rate rose to its highest level in al-
most two years in June, while pri-
vate spending slowed, reflecting
the impact of global economic tur-
moil on Asia’s largest economy.

Other data showed domestic de-
mand remained weak as households
were reluctant to increase their
spending due to rising price pres-

sures and slow salary growth, add-
ing to concerns over the outlook for
the nation’s economy.

“All the data today point to a
weakening of Japan’s economy.
With domestic company profits
gradually shrinking and employ-
ment conditions clearly deteriorat-
ing, growth in consumption is very
difficult to expect,” said Etsuko Ya-
mashita, chief economist at Sumit-
omo Mitsui Banking Corp.

The nation’s jobless rate rose to
a seasonally adjusted 4.1% in June,
the highest since September 2006,
from 4% in May, the Ministry of In-
ternal Affairs and Communications
said Tuesday.

The increase in unemployment
was larger than economists’ aver-
age forecast of 4%.

—Takeshi Takeuchi, Tomoyuki
Tachikawa and Takashi Mochizuki
contributed to this article.

Associated Press
Malaysian opposition leader Anwar Ibrahim says a doctor’s report will clear him
of sodomy charges, and he urged police to drop their investigation of him.

Malaysia’s Anwar says
report exonerates him

By JAMES HOOKWAY
AND RAPHAEL PURA

Malaysian opposition leader An-
war Ibrahim produced a purported
doctor’s report Tuesday that he said
showed that he hadn’t sodomized a
former aide, and he urged police to
drop their investigation into the
aide’s allegation against him.

Mr. Anwar claimed the report—
which hasn’t been authenticated—
supportedhis contentionthatheisbe-
ing framed by his political opponents
to derail his bid to topple Prime Minis-
ter Abdullah Ahmad Badawi’s long-rul-
ing National Front government and be-
come Malaysia’s next prime minister.

Malaysian officials and police
say the investigation isn’t politi-
cally driven. On Tuesday, Home Af-
fairs Minister Syed Hamid Albar de-
clined to say whether the medical re-
port cited by Mr. Anwar was authen-
tic, but described it as a “piece of evi-
dence” in the sodomy investigation.

The developments comeamidanin-
creasingly acrimonious political
power struggle in Malaysia, where an
opposition alliance led by Mr. Anwar
scored major gains in a parliamentary
electionin March and is now threaten-
ingtodislodge agovernment coalition-
that hasruled the predominately Mus-
lim country of 27 million since 1957.

The allegation of sodomy—or anal
sex, which is a crime in Malaysia—
waslodged by the former aide against
Mr. Anwar in late June, shortly after
the politician had disclosed opposi-

tion plans to call a vote of no confi-
dence in Mr. Abdullah’s government.

Mr. Anwar asserted that the pur-
ported doctor’s report he distrib-
uted to the media Tuesday “makes a
mockery of this so-called police in-
vestigation.”This is the second time
Mr. Anwar has faced sodomy allega-
tions. After a falling out with then-
Prime Minister Mahathir Mohamad
in 1998, he was purged from his post
as deputy premier. He was subse-
quently tried, convicted and jailed
on sodomy charges, only to have the
conviction overturned in 2004, af-
ter Dr. Mahathir had left office.

The drama surrounding the allega-
tions against Mr. Anwar has again
turnedthe spotlight on Malaysia’s au-
thoritarian political culture and a le-
gal system still widely viewed as vul-
nerable to political pressure. Public
confidence in institutions of law en-
forcement—the police, public prose-
cutors and the judiciary, which have
been dogged by embarrassing scan-
dals—islow. And arecent opinionsur-
veyby anindependent Malaysianpoll-
ing organization showed that amajor-
ity of those asked believe Mr. Anwar’s
allegations that the latest sodomy
charge is politically motivated, de-
spite government denials.

“The credibility of the Malaysian
justice system as a whole is at stake,”
Ambiga Sreenevasan, president of the
MalaysianBar Council, said. “The pub-
lic must be left in no doubt that the
criminal justice systemin this country
will not be misused or abused.”

Indian manhunt for bombers
focuses on Mumbai suburb

ASSOCIATED PRESS

MUMBAI—Police launched a mas-
sive manhunt here Tuesday, believ-
ing that the serial blasts that rocked
the western Indian city of Ahmeda-
bad over the weekend, killing 42 peo-
ple, were hatched in a Mumbai sub-
urb. Four cars used in the weekend
bombings were stolen from the sub-
urb of Navi Mumbai, police said.

On Tuesday, police said they de-
fused 18 unexploded bombs found
near the diamond markets in Surat,
a city 280 kilometers south of

Ahmedabad.

A police representative said two
of the stolen vehicles had been used
as car bombs in the attack, while
two others had been discovered
filled with explosives in Surat. Po-
lice issued a sketch of a young man
believed to be linked to one of the
cars in Surat, he said.

On Tuesday, Ahmedabad police
said that after sifting through the
blast scenes it appeared that 22 sep-
arate bombs exploded on Saturday,
killing 42 people and wounding 183.
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