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What’s News—

Business &3 Finance

U.S. carriers facing growing fi-
nancial problems could start
seeking foreign investments and
pushing for a relaxation of U.S.
laws that limit foreign owner-
ship or control of airlines, Brit-
ish Airways’ chairman said. BA
doesn’t envision making a ma-
jor investment in a U.S. carrier
anytime soon, he added. Page 1

m The Dow industrials are off
19.9% from their October peak,
on the cusp of a bear market.
Markets have a gloomy view of
financial firms’ future. Pages 1, 17
m U.S. incomes and spending
got a big boost from stimulus
checks in May, but consumer
sentiment sank in June. Page 10

m Fortis is tapping Russian bil-
lionaire Suleiman Kerimov for a
$630 million injection. Page 4

m An expected ECB rate rise
may weaken the dollar and boost
oil prices, which hit a record
$140.21 a barrel Friday. Page 22
m Inflation accelerated in Ger-
many, Spain and Belgium in
June, while euro-zone economic
sentiment declined. Page 10

m Rising prices are luring inves-
tors to Africa’s food sector, per-
suaded they can turn a profit for
the first time in decades. Page 2

m Several technology titans in-
cluding Google and Verizon are
allying to defend themselves
against patent lawsuits. Page 6

m Anheuser unveiled a business
plan including job cuts and in-
creased beer prices that is un-
likely to deter suitor InBev. Page 7

m Siemens plans to slash 17,200
jobs, or 4% of its global work
force, to cut costs amid tough
economic conditions. Page 7

m UK. consumer confidence fell
in June to the lowest level in 18
years, a survey showed. Page 10

m Restructuring firm Resolution
withdrew its offer for Bradford &
Bingley, sending the U.K. lender’s
shares down 21% Friday. Page 20

m Sony Ericsson warned its
mobile-phone sales and earnings
would be hit by slowing demand
and shipping delays. Page 6

Markets

NET PCT
MARKET CLOSE CHG CHG
DJIA 11346.51 -106.91 -0.93
Nasdaq 2315.63 -5.74 -0.25
DJ Stoxx 600 287.34 -1.14 -0.40
FTSE 100 5529.9 +11.7 +0.21
DAX 642191 -37.69 -0.58
CAC 40 4397.32 -28.87 -0.65
Euro $1.5751+0.0001 +0.01
Nymex crude $140.21 +0.57 +0.41

Money & Investing > Page 17

World-Wide

Mugabe was sworn in for a
sixth term as Zimbabwe’s presi-
dent and promised talks with
the opposition. Many countries
condemned the runoff vote, in
which Mugabe was the only
candidate. Opposition candi-
date Tsvangirai, who withdrew
because of violence against his
supporters, said the inaugura-
tion was meaningless. Page 8

m Pakistani troops drove out
Islamic militants threatening a
supply route to NATO forces in
Afghanistan. The offensive sig-
naled a major shift in tactics by
Pakistan’s government as it tries
to combat extremism. Page 8

m Israel’s government agreed
to free a Lebanese gunman con-
victed in a 1979 attack in return
for the bodies of two soldiers
killed by Hezbollah guerrillas.

m France takes over the rotat-
ing EU presidency Tuesday, with
Sarkozy’s first task to be trying
to save parts of a treaty meant
to ease decision-making. Page 3

u The head of the Labour Party
in Scotland resigned, in more
bad news for British Prime Min-
ister Brown and a party hitting
new depths of unpopularity.

m A Basque regional parliament
approved plans for a referendum
seen as a veiled push for break-
ing away from Spain, setting it
on a collision course with the
central government. Page 3

® The number of civilians killed
in fighting in Afghanistan has
risen by nearly two-thirds in
the first half of the year, to al-
most 700, a U.N. official said.

m Afghanistan now rivals Iraq
as the biggest cause of concern
for U.S. policy makers. Page 3

m Malaysian authorities began
investigating allegations that op-
position leader Anwar sodom-

ized a male aide, further cloud-
ing the political outlook. Page 9

m Two militant attacks in Rus-
sia’s Chechnya region killed
three police officers and three
civilians, an official said.

B Two bombs exploded in a re-
sort town in Georgia’s breakaway
Abkhazia province, injuring six.

m China will hold a new round
of talks with representatives of
the Dalai Lama early next
month, state media reported.

EDITORIALSOPINION
McCain’s Treasury chief

Phil Gramm wants to cut taxes
and balance the budget.
The Journal interview. Page 12
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A lift for U.S. airlines?

BA chairman sees
foreign investment,
easing of owner limits

By DANIEL MICHAELS

LONDON—Faced with growing fi-
nancial problems, U.S. air carriers
could start seeking foreign invest-
ments and pushing for a relaxation
of U.S. airline-ownership laws, Brit-
ish Airways PLC Chairman Martin
Broughton said in an interview.

BA, which flies more passengers
to and from the U.S. than any other
overseas airline, doesn’t envision
being able to make a major invest-
ment in a U.S. carrier anytime soon,
said Mr. Broughton.

However, the BA executive said
that an eventual relaxation of U.S.
airline-ownership rules could spark
a world-wide wave of cross-border
deals in the next five to 20 years.
That would help the troubled avia-
tion sector function more like other
industries, he added.

The U.S. forbids foreigners from
holding more than 25% of the voting
stock in a U.S. airline or from indi-
rectly controlling any U.S. carrier.

Airlines and officials from the Eu-
ropean Union have for several years
pressed Washington to relax those
rules, but the U.S. Congress has op-
posed changing legislation to lift
those limits. The EU limits non-EU

Please turn to back page

BP is in the dark

in battle to save
Russian venture

As it fights to preserve its
TNK-BP Ltd. Russian joint venture,
BP PLC is struggling with two big un-
knowns: What does the Kremlin
want and what are BP’s Russian-bil-
lionaire partners really after?

Lacking clear answers to those
questions, BP has been fighting

By Gregory L. White in Moscow
and Guy Chazan in London

trench warfare to keep its partners
from gaining control inside TNK-BP
even as it continues high-level talks
with them. BP has also marshaled
support from London, Washington
and Brussels to quietly convey the
message to Russian officials that
Western capitals are watching the
fight as a key test of newly elected
President Dmitry Medvedev.

So far, there is little outward
sign BP’s strategy is working.

Its Russian partners—Mikhail
Fridman of Alfa Group, Viktor Vek-
selberg of Renova and Len Blavatnik
of Access Industries, together
known as AAR—have unleashed a
barrage of public attacks and law-
suits denouncing BP as arrogant and
underhanded. Russian officials echo
AAR arguments, publicly distancing
themselves from the conflict. Mean-
while, pressure on TNK-BP from
prosecutors, labor regulators and
lawsuits continues unabated, while
more than 100 BP employees as-

Please turn to page 31

Flying across borders

Only a few airlines world-wide are multinational

operations. Here are some of them:

Airline/Investor Cross-border links

Air France-KLM

Air France acquired KLM Royal Dutch Airlines

Malaysian budget carrier established linked subsidiaries

Air Asia in Thailand and Indonesia; carriers operate as one
LAN Aifli LAN Chile established linked subsidiaries in Peru, Ecuador
IfliNeS  and Argentina; carriers operate as one
Lufthansa The German airline acquired Swiss International Air Lines

Scandinavian
Airlines System

National airlines of Denmark, Norway and Sweden
cooperate as if one carrier

National airlines of El Salvador, Guatemala, Honduras,

Grupo TACA Costa Rica and Nicaragua cooperate as if one carrier
Sir Richard Branson’s British investment firm established
Virgin Group  Virgin Atlantic (U.K.), Virgin Blue (Australia), Virgin

Nigeria and Virgin America; carriers operate independently

Sources: the companies, WSJ research

Banks’ bonds hold up

even as their stocks fall

By ToM LAURICELLA

World stock markets are taking a
gloomy view of the future of big fi-
nancial companies, and while regula-
tors won’t allow big banks and bro-
kers to collapse, the outlook for
their profits looks increasingly
grim.

This has hammered their stocks
but not their bonds and credit-mar-
ket instruments. While the stocks of
big banks and brokerage firms have
tumbled to new lows as investors
brace for more credit-crunch-re-
lated write-downs and capital rais-
ings, the bonds of these institutions,
and insurance bets called credit-de-
fault swaps tied to their fortunes,
are holding up relatively well. Ear-
lier in the year, bonds and swaps
were the first and loudest in signal-
ing problems for banks and brokers.

In other words, stock investors
and bond investors are now looking
at banks in completely different

ways. This makes some sense. Stock
investors care about future profit
growth, which looks bad for many
banks and brokers. Bond investors
simply want to receive their inter-
est payments and get their initial in-
vestment back.

The poor performance of finan-
cial stocks signals that investors
have a grim view of the longer-term
fundamental outlook for these com-
panies, even if the risk of short-term
collapse has diminished. Important
businesses—like the bundling of
mortgages—have collapsed. And
the reduced reliance on debt, or le-
verage, to finance their activities
also diminishes profitability.

This new dynamic suggests that
the way ahead for broader stock in-
dexes could be volatile and fraught
with more downside risk. This past
week, investors recalibrated their
risk expectations and sent global

Please turn to page 31
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makes it go even further.

Thanks to ExxonMobil innovations, we can now deliver
cleaner-burning natural gas in 80% larger quantities and over
vastly greater distances than ever before — making one of the
world’s cleanest fuels available to more people the world over.
The story continues at exxonmobil.com
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Food prices spur investment in Africa farms

Agriculture draws
backers from abroad,
Mr. Djité’s peppers

By JoHN W. MILLER

ROME—Rising prices are luring
more private investors to Africa’s
food sector, where they are convinced
for the first time in decades they can
make a profit. The hitch is finding the
right businesses in which to invest.

Commercial banks, charities and
governments have set up funds
worth hundreds of millions of dollars
over the past few years to invest in
private farm and food projects in Af-
rica, while several major companies
have expanded operations there.

Most of last year’s $36 billion of
foreign direct investment in Africa
was sunk into digging up the conti-
nent’s rich mineral resources, such
as oil, copper and diamonds. The
Food and Agriculture Organization
ofthe United Nations says that actual
investment in farming was too small
a fraction to count separately, but
that there is a clear upward trend.

Private investors say a number of
factors make the African food sector
look like a business opportunity.
These include vast lots of empty, ara-
bleland, rising food prices and, since
2001, zero tariffs for exports from
poor countries to the lucrative Euro-
pean Union market. Rising fuel costs
are also driving up the cost of im-
ported foods, making local produc-
tion more competitive in Africa.

That is welcome news at a time
when the U.N. is struggling to per-
suade governments to come up with
$30 billion to fight world food pov-
erty, mainly in Africa. But the trouble
private investors are having in plac-
ing their money suggests a wider
problem, says Rustom Masalawala,
business development specialist for
Columbia University’s Earth Insti-
tute, a development think tank.

“We know how to hand out bil-
lions in aid money, but you can’t beat
hunger in Africa without local food

companies learning how to prosper,”
says Mr. Masalawala. That means
training farmers in the basics of creat-
ing a business, as well as fixing laws
and improving government, he said.

African countries consistently
rank toward the bottom of World
Bank surveys on enforcing contracts,
granting licenses, corruption and
other measures.

Despite these obstacles, the conti-
nent is starting to attract more capi-
tal. Higher fuel costs recently
prompted beverage makers Hei-
neken NV and Diageo PLC to change
recipes at some of their African brew-
eries. They replaced imported barley,
which doesn’t grow in Africa, with
sorghum, which does. In Sierra Le-
one, Heineken secured aloan package
valued at $150,000 for local farmers
so they could plant more sorghum.

“The fuel prices mean you want
to contract the supply chain as much
as possible,” says John Mbonu, Hei-
neken’s deputy general manager for
Sierra Leone. Heineken said the sor-
ghum brew is for African markets,
and will be introduced gradually.

The Dutch bank that provided the
loans, Rabobank Group, recently
opened a $75 million fund to invest
in developing-world agriculture, es-
pecially in Africa. French banks, in-
cluding BNP Paribas SA and Crédit
Agricole SA, have similar plans.

The UK., Germany, the Nether-
lands and Belgium have started state-
backed funds with amounts to spend
ranging from the tens to the hun-
dreds of millions of dollars. The
funds focus on giving low-interest
loans or grants to private businesses.

Singapore-based Olam Interna-
tional Ltd., a nuts and grains pro-
ducer, doubled its annual investment

in Africa last year to around $200 mil-
lion across 23 countries, says Moochi-
kai Ramesh, regional director for
south and east Africa. In Nigeria, for
example, the company has invested
$3 million in a formerly defunct rice-
milling plant, he said, adding that
Olam now generates 30% of its $4 bil-
lion annual turnover in Africa.
Africa’s farm sector, long deci-
mated by cheap imports, badly needs
investment. Global wheat prices, for
example, until recently were under
$200 per metric ton, too low for Afri-
can farmers to compete. Many farm-

ers abandoned the land to go to cit-
ies. Today, only 15% of Africa’s arable
land is farmed, according to the FAO.

Now, demand in Asia, drought
and the biofuels market have pushed
wheat prices past $300 per ton. That
kind of inflation gives farmers an in-
centive to grow on a larger scale. But
high entry costs for seeds, fertilizer
and tractors mean that “outside in-
vestment is essential,” says Calvin
Miller, FAO director of rural finance.

A recent conference at the FAOQ’s
Rome headquarters organized by a
Brussels-based nonprofit, the Euro-

pean Market Research Centre,
sought to put investors and African
businesspeople together. About 250
African entrepreneurs and outside
investors showed up.

Mamadou Djité, chief executive of
Agral Export Senegal, was looking for
$800,000 over the next five years. His
company shipped $750,000 of chili
peppers, pineapples and other pro-
duce last year, from a cooperative of
200 farmers outside Dakar, the Sene-
gal capital, to Europe. “We can ex-
pand if we have money to pay for irri-
gation, seeds and fertilizer,” he said.
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Edward Price was formerly se-
nior vice president for exploration
at Saudi Aramco. A page-one article
Friday incorrectly said he was for-
merly the company’s president.
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EU term will keep Sarkozy busy

Key issues include
Irish ‘no’ on treaty
and Beijing Games

BY DAVID GAUTHIER-VILLARS

PARIS—From climate change to
immigration, French President
Nicolas Sarkozy had hoped to
tackle sweeping global issues dur-
ing France’s six-month presidency
of the European Union, which be-
gins Tuesday. Yet after Ireland’s re-
cent rejection of a major EU treaty,
Mr. Sarkozy has a far less glamor-
ous task ahead—notably trying to
save parts of the treaty that were
intended to ease decision-making
within the 27-nation bloc.

People close to Mr. Sarkozy say
the French president will still forge
ahead with plans to propose a
tough EU pact on immigration and
strict targets to limit greenhouse-
gas emissions. Mr. Sarkozy also
hopes to convince France’s EU part-
ners to spend more on security and
build up a military-command struc-
ture that would be disconnected
from the U.S. Yet the treaty’s defeat
in Ireland means that “the institu-
tional questions will be time- and
energy-consuming,” said Pierre-
Jérome Hénin, a spokesman for Mr.
Sarkozy.

One of the French president’s
first moves will be to travel to Dub-
lin on July 11 to consult Irish offi-
cials on how the so-called Lisbon
Treaty can be rescued. Mr. Sarkozy,
who was instrumental in drafting
the treaty, is hoping to persuade the
Irish to vote again on the pact once
the EU’s 26 other members have rat-
ified it. So far, 19 countries have ap-
proved it.

The treaty was aimed at help-
ing the EU find solutions to key is-
sues: Should it accept more mem-
bers? Should it keep relying on the
U.S. for security? Should it con-
tinue spending 45% of its budget
on agriculture? The bloc has so far
struggled to come up with an-
swers, because most decisions re-

Spain will move
to block vote
in Basque region

ASSOCIATED PRESS

VITTORIA, Spain—A Basque re-
gional parliament narrowly ap-
proved plans Friday for a referen-
dum seen as a veiled push for break-
ing away from Spain, setting it on a
collision course with the central gov-
ernment.

Spain’s government vowed to
block the referendum, saying it was
unconstitutional. “The plan will be
appealed and suspended,” said Dep-
uty Prime Minister Maria Teresa
Fernandez de la Vega.

The government will file a law-
suit with the Constitutional Court,
which is Spain’s highest court. Once
it agrees to consider the motion,
this has the effect of automatically
suspending plans for the referen-
dum, which Basque authorities
want to hold Oct. 25.

The referendum would ask
Basques if they favor a negotiated
solution to the separatist conflict if
the armed militant group ETA is will-
ing to end violence.

quire unanimity.

Helping rescue the treaty would
be a coup for Mr. Sarkozy—espe-
cially since he has in the past by-
passed the very EU institutions he
now says he wants to strengthen.
When he was France’s interior min-
ister, for example, Mr. Sarkozy regu-
larly preferred to discuss issues of
cross-border security with a small
group of counterparts rather than
within the EU as a whole.

“I quickly understood that push-
ing a 25-member group into action
would be very difficult or impossi-
ble,” he said in a book published in
2006.

Since becoming French presi-
dent, Mr. Sarkozy has collided re-
peatedly with EU institutions. He
has lashed out at the European Cen-
tral Bank for its money-tightening
policy. He has slammed the Euro-

pean Commission over issues in-
cluding global trade talks and aid to
fishermen suffering from high fuel
prices.

Mr. Sarkozy has backed
down on some occasions.
For example, he promised to
rethink one of his projects—
the creation of a pan-Medi-
terranean partnership sepa-
rate from the EU—after Ger-
many raised strong resis-
tance to the idea. The re-
worked plan, which is still in
an embryonic stage, now in-
cludes all EU members, not
just those that have a Medi-
terranean shore.

“Mr. Sarkozy has shown he can
learn from his mistakes,” said Sami
Andoura, an analyst with the Royal
Institute for International Rela-
tions in Brussels.

Mr. Sarkozy has an immediate op-
portunity to test his skills at build-
ing consensus with his EU partners:
the Beijing Olympic
Games. People familiar
with the situation say Mr.
Sarkozy is planning to at-
tend the Games’ Aug. 8
opening ceremony to rep-
resent France’s EU presi-
dency. Yet before making
an official decision, Mr.
Sarkozy plans to consult
with other European lead-
ers, who are at odds over

Nicolas Sarkozy Whether the EU should

boycott the event in reac-
tion to China’s police repression in
Tibet.

“Mr. Sarkozy will announce his
decision in July, once he has talked
to his [European] colleagues,” his
spokesman Mr. Hénin said.

U.S. raises alarm
as Taliban gains
in Afghanistan

BY YOCHI DREAZEN

WASHINGTON—In a remarkable
shift, Afghanistan, where U.S. offi-
cials were once confident of victory,
is now rivaling Iraq as the biggest
cause of concern for American poli-
cymakers.

According to a new Pentagon re-
port, Taliban militants have re-
grouped after their initial fall from
power and “coalesced into a resil-
ient insurgency.” The report paints
a grim picture of the conflict, con-
cluding that Afghanistan’s security
conditions have deteriorated
sharply while the fledgling national
government in Kabul remains inca-
pable of extending its reach through-
out the country or taking effective
counternarcotics measures.
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Ryanair director switches
to CFO of Aer Lingus

YANAIR Holdings PLC
said director Sean Coyle
quit to become chief fi-
nancial officer at rival Aer Lin-
gus PLC, in which Ryanair
Holdings holds a 29% stake
after a failed takeover bid.

Aer Lingus said Mr. Coyle,
director of scheduled reve-
nue at Ryanair, Europe’s big-
gest budget airline by passen-
gers carried, would join the
company Aug. 11.

“Challenging times bring unique opportunities
and we are delighted that Sean is joining us,” Aer
Lingus Chairman John Sharman said.

Mr. Coyle, a 35-year-old accountant, worked at
KPMG before joining Ryanair in 1998.

—,

R

—Reuters

EU Commission targets
producers in alleged cartel

L HE EUROPEAN
—— I Commission said

dustries.

it sent an official
== Jist of charges to com-
panies allegedly in-
volved in a cartel in the
calcium-carbide and
magnesium-powder in-

Dutch chemical

maker Akzo Nobel NV said it is cooperating with the
investigation. Its Casco Carbide unit in Sweden is one
of Europe’s biggest calcium-carbide producers.
Steelmakers use the products to increase the
strength of steel and purify it, while industrial-gas com-
panies turn calcium carbide into acetylene gas, used
for cutting and welding. Companies can be fined up to
10% of their annual revenue if found guilty of price-fix-
ing and other collusive activities.

—Carolyn Henson

Doughty Hanson acquires
Svendborg of Denmark

e o | P RIVATE-EQUITY

firm Doughty
Hanson & Co.
said Friday it bought
Denmark-based Svend-
borg Brakes AS in a
deal valued at €460 mil-
lion ($726.4 million).
Svendborg Brakes
provides braking sys-

tems for the wind-power, mining, crane and offshore-
oil industries from 10 sales sites and four production

sites world-wide. London-based Doughty Hanson said
it expects to capitalize on the wind-energy sector,

where demand is estimated to grow at a rate of 20% to
25% a year until 2020. Between 2005 and 2006, Svend-
borg Brakes more than doubled its annual revenue, said
Jan Amethier, who heads Doughty Hanson’s private-eq-
uity activities in the Nordic region.

—Marietta Cauchi

Coke’s new CEQO takes over in flat market

Stock price tumbles
amid slowing sales;
‘some tough times’

By BETSY McKAY

Chief Operating Officer Mu-

htar Kent is taking over as
chief executive just as the beverage
market is losing some of its fizz.

When the company announced
late last year that Mr. Kent, the
55-year-old protege of Chairman
and Chief Executive Officer E. Nev-
ille Isdell, would ascend to the top
spot on July 1, the global beverage
giant appeared to be finally shaking
off years of malaise.

But since then, Coke’s stock has
fallen 21% from an eight-year high
in January. In recent weeks, two of
Coca-Cola’s biggest bottlers in Eu-
rope and the U.S. have issued profit
warnings, clear indicators that the
deteriorating economy is cutting
into beverage sales. At least one ana-
lyst says U.S. sales have recently
slowed in Glaceau drinks, which

C OCA-COLA CO. President and

Coke acquired in a $4.1 billion acqui-
sition of Energy Brands Inc. last
year, a deal Mr. Kent drove.

Mr. Kent insists that the bever-
age industry is better positioned
than many other businesses to
weather economic difficulties. He
says rapid urbanization and blos-
soming of the middle class in big
emerging nations are juicing de-
mand for on-the-go beverages. So
many people are moving to urban
centers that it is like “adding a city
the size of New York to the world ev-
ery three months,” he said in a re-
cent interview.

Coke said in late May that it re-
mains confident in its “global busi-
ness outlook” for the second quar-
ter and the full year. Coke has also
said in recent months that Glaceau
sales are strong, and a Coke spokes-
man said the company is pleased
with its acquisition.

But Mr. Kent acknowledges that
he faces stronger headwinds than
were expected seven months ago.
He has indicated that as CEO he’ll
stick to the strategic plan emphasiz-
ing closer cooperation with retail-
ers, improved marketing, and ag-
gressive expansion into juice and

other drinks.

“No one knows what the world
macro scene is going to be like in the
next six to eight months,” he said.
“But my prediction is there will be
some tough times, and we’ll be best
poised to deal with them, with our
bottling partners.”

Mr. Kent says Coke can revive
soft-drink growth in the U.S. “I
don’t want to put a number on the
table in terms of how soon, but we
feel that we’re working towards it,”
he said, cautioning that growth
would still be “not high.”

Mr. Kent, the son of a Turkish dip-
lomat and who holds dual U.S.-Turk-
ish citizenship, has been a major
force in a turnaround led by Mr. Is-
dell that put the global giant back
on track after years of turmoil.

He has been gradually making
the transition into the CEO role
since December. He will retain the ti-
tle of president. Mr. Isdell, 65 years
old, will remain chairman until
April 2009. It isn’t clear whether
Mr. Kent will also assume that role
then.

Working closely together,
Messrs. Isdell and Kent found a U.S.
hit in Coca-Cola Zero, the compa-
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Muhtar Kent, right, to succeed Isdell as CEO as of July 1

ny’s new diet cola, and accelerated
international soft drink sales by fix-
ing ailing bottlers and troubled mar-
kets like Japan, India and the Philip-
pines. But they haven’t managed to
reverse declines in U.S. sales of car-
bonated soft drinks. Now, the weak
economy, along with negative pub-
licity about the environmental im-
pact of plastic bottles, is turning
some U.S. consumers off once fast-

‘08

growing drinks like bottled water,
juices and teas.

Coca-Cola Enterprises Inc.,
which handles Coke sales in most of
the U.S., warned in May that second-
quarter profits would slip. Coca-
Cola Hellenic Bottling Co., whose
sales territory includes Eastern Eu-
rope, earlier this month lowered its
forecasts, citing slowing sales in It-
aly, Romania, and Ukraine.

Russian resolution: Fortis taps tycoon Kerimov for funds

Russian investors could be the
new benefactors for Western banks
seeking cash to shore up their shaky
finances.

In a sign that banks are looking be-
yond Asian and Middle Eastern inves-
tors for help, Dutch-Belgian bank For-

By Carrick Mollenkamp in
London and Gregory L. White
in Moscow

tis NV is tapping Russian billionaire
Suleiman Kerimov for a €400 mil-
lion, or about $630 million, capital in-
jection, according to people familiar
with the matter.

The midsize European bank,
which last week surprised sharehold-
ers with plans to raise some €8.3 bil-
lion, has secured the money from Mr.
Kerimov’s Swiss-based investment
vehicle, Millenium Group, as part of
a €1.5 billion share issue, the people

said. Millenium Group already owns
about 2% of Fortis shares along with
stakes in U.S. investment bank Mor-
gan Stanley, Swiss bank Credit
Suisse Group and Deutsche Bank AG
of Germany, according to a person
close to Millenium.

Mr. Kerimov has a reputation for
being demanding of the companies
in which he invests—an approach
that could turn up the heat on Fortis
CEO Jean-Paul Votron. In an inter-
view last week, Mr. Votron said he
had the full support of the Fortis
board for the capital-raising efforts,
which he said are necessary because
of a rapidly worsening economic
outlook. A Fortis spokesman de-
clined to comment, citing share-
holder confidentiality.

Banks in the U.S. and Europe may
have little choice but to look further
afield for money in coming months.
Regulators and investors are de-

manding that financial institutions
build stronger capital cushions
against losses that are expected to in-
crease through 2009. At the same
time, Asian and Middle Eastern in-
vestors’ appetite for financial stocks
may wane as more banks turn to
them—and return to them—for help.

European banks’ recent ap-
proaches to investors have met with
varying success. Last week, U.K. bank
Barclays PLC sold stakes to investors
from Qatar, China, Japan and Sin-
gapore as part of a 4.5 billion British
pound ($8.97 billion) capital-raising
effort. Millenium also took part in a
£12 billion sale of shares to existing
shareholders by the Royal Bank of
Scotland Group PLC, investing
about €700 million, according to a
person familiar with the matter. An
RBS spokeswoman declined to com-
ment.

A person close to Millennium

said he agreed with other investors’
concerns over how Fortis manage-
ment has handled its share offering.
The stock plunged nearly 20% Thurs-
day after Fortis announced its capi-
tal-raising plans, which included
selling assets and withholding a
€1.3 billion midyear dividend.

Fortis moved quickly to prop up
its share price. Shortly before the Lon-
don market closed Thursday, Count
Maurice Lippens, a powerful Belgian
businessman and Fortis Chairman,
telephoned Allen Vine, a veteran of
Merrill Lynch & Co. who heads Millen-
nium, to ask him to join in the share
offering, according to a person famil-
iar with the conversation.

Mr. Vine, along with other inves-
tors, agreed to buy shares at €10
apiece. On Friday, Fortis shares rose
4.4% to €10.65 a share. Mr. Kerimov,
42 years old, keeps a low profile
even though he is one of Russia’s

richest men. His name did make the
news in 2006 when he was badly
burned after his Ferrari crashed in
the French Riviera town of Nice.

A person familiar with Mr. Keri-
mov’s holdings said he has about
$30 billion in equities, dominated
by large holdings in OAO Gazprom
and a stake of about 7% in OAO Sber-
bank, the national savings bank. Out-
side Russia, his main positions are
in oil, metals and mining shares,
with beaten-down financial stocks
held for diversification, this person
said. All these holdings are portfolio
investments—Millennium hasn’t
sought board seats or other manage-
ment influence, this person said.

Mr. Kerimov, a native of the im-
poverished Caucasus republic of Dag-
estan, made his fortune in the rough-
and-tumble world of Russian busi-
ness in the 1990s, with interests in fi-
nance and trading.
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U.S. labor audit frustrates some big firms

Review delays plans
for foreign workers;
limits set on advice

By NATHAN KOPPEL

Some of the biggest American
companies are expected to face de-
lays in securing green cards for
some foreign workers because of a
U.S. Labor Department audit that
has sparked anger in legal and busi-
ness circles.

The department announced ear-
lier this month that it was auditing
labor applications filed by immigra-
tion law firm Fragomen, Del Rey,
Bernsen & Loewy LLP of New York,
which the department alleged had
improperly advised some clients
seeking permanent-resident status,
or green cards, for foreign workers.

People familiar with the firm said
it has about 3,000 green-card appli-
cations pending on behalf of compa-
nies, including International Busi-
ness Machines Corp., General Elec-
tric Co. and Bank of America Corp.

The audit is expected to delay
those applications, the department
said. GE said it has 70 applications
subject to the audit.

“Our actions on behalf of our cli-
ents have at all times been lawful
and proper,” said Austin Fragomen
Jr., the firm’s chairman.

Gregory Jacob, the Labor Depart-
ment’s solicitor, said the department

News Corp. joins
Permira to take
NDS private

By SHIRA OVIDE

News Corp. is teaming up with a
big European private-equity firm to
take private its majority-owned U.K.
affiliate NDS Group PLC in a deal
worth $3.6 billion.

As part of the deal, News Corp.
will reduce its stake in NDS to 49%
from its current level of 72% equity
and 96% of the voting. The private-
equity firm leading the buyout, Per-
mira Advisers LLP, will end up as the
majority owner of NDS.

NDS provides technology for tele-
vision set-top boxes, including those
used by News Corp.’s satellite-TV
services British Sky Broadcasting
Group and SKY Italia. While the com-
pany has been doing well lately—its
operating income rose 28% in the
nine months to March 31—its owner-
ship structure had made it difficult
for News Corp. to tap the unit’s cash
without taking a substantial tax hit.
News Corp. owns Wall Street Jour-
nal publisher Dow Jones & Co.

News Corp.’s take from the deal
will be $1.7 billion in cash and debt,
the company said. Stripping out
about $696 million in cash on NDS’s
balance sheet, the purchase price
represents a premium of about 27%
to Friday’s closing price.

News Corp. said the deal repre-
sents an “attractive alternative” for
public shareholders to cash out of
an “illiquid investment at an attrac-
tive price in a very challenged fi-
nancing and economic market envi-
ronment.” A Permira spokeswoman
declined to comment.

—Peter Lattman
contributed to this article.

routinely audits applications for
green cards “to ensure the integrity
of the program.” The audits typically
delay the applications by no more
than eight months, he said. The de-
partmenthasn’tindicated that Frago-
men’s clients engagedin wrongdoing.

At issue are Labor Department
regulations that limit the extent to
which immigration lawyers can ad-
vise companies in the green-card ap-
plication process. Many companies
recruit highly skilled foreign work-
ers, especially in certain fields such
as engineering and physical sci-
ences. Foreign workers typically can

remaininthe U.S.ontemporaryvisas
onlyforasmanyassixyears, prompt-
ing companies to sponsor the work-
ers for green cards, which would al-
low them to remain indefinitely.

As a condition for such green
cards, companies must first certify
that they haven’t been able to find
“minimally qualified” U.S. workers
willing to fill the jobs at issue. The La-
bor Department contends its regula-
tions limit the role lawyers can play
in advising companies whether
American workers can be deemed
minimally qualified. The department
has said the regulations safeguard

“against the use of attorneys to find
reasons not to hire U.S. workers.”
The department’s “newinterpreta-
tion of the regulations has no basis in
law and deprives the [Fragomen]
firm’s clients of their constitutional
righttocounsel,” said AaronR. Marcu,
who represents the firm in the audit.
The Labor Department said the
firm improperly instructed some cli-
ents to contact Fragomen lawyers be-
fore hiring apparently qualified U.S.
workers. “There isno legitimate rea-
son to consult with immigration at-
torneys before hiring apparently
qualified U.S. workers,” the depart-

ment said in announcing it would au-
dit every application Fragomen law-
yers had filed for companies seeking
green cards for foreign workers.
“Wedonottell our clientswhomto
hire or not hire,” said Mr. Fragomen.
The audit, say immigration law-
yers, could deter companies from ask-
inglawyers to help them decipher La-
bor Department rules. “Attorneys
need to be involved in [the green-
card] process,” said New York immi-
gration lawyer Philip Kleiner. “It’s
more complicated than tax work.”
—Miriam Jordan
contributed to this article.
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Sony Ericsson’s warning

Profit, margin hit
by slowing demand,
delayed shipments

By IAN EDMONDSON
AND ADRIAN KERR

STOCKHOLM—Sony Ericsson
Mobile Communications AB issued
another profit warning Friday, say-
ing second-quarter sales and profit
would be hit by slowing demand and
a delay in shipping new products.

The profit warning is the second
in as many quarters as the mobile-
phone maker continues to be hit
hard by a weakening economy in
Western Europe, hurting demand
for the mid- to high-end handsets it
specializes in. In contrast, rival
Nokia Corp. has a much broader
portfolio of devices in the low and
midtier segments, as well as higher
sales in emerging markets.

The announcement signals a dif-
ficult start for Sony Ericsson’s presi-
dent, Hideki Komiyama, who took
over from Miles Flint late last year.
Mr. Komiyama has said Sony Erics-
son, which focuses on high-value
music and camera phones, plans to
expand its sales networks and take
other steps to boost sales in Europe
and emerging markets. Sony Erics-
son issued a profit warning in
March, citing slower growth in
Western European markets.

The company, a joint venture be-
tween Sweden’s Telefon AB L.M.
Ericsson and Japan’s Sony Corp.,
said it plans to ship about 24 million
phones during the second quarter
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with an estimated average selling
price of €115 ($181), for a possible
€2.76 billion in sales.

In the first quarter, Sony Erics-
son shipped 22.3 million units with
an average selling price of €121, and
reported revenue of €2.7 billion.

Gross margin is expected to de-
cline both from a year earlier and
from the first quarter, and pretax
profit is estimated to be about break-
even, the company said.

Aldo Liguori, vice president of
communications, said a number of
new products expected for release
during the second quarter “started
shipping later than we had origi-
nally planned,” without elaborat-
ing. He said further details would be
provided with second-quarter re-
sults July 18.

Mr. Liguori said the company
continues to invest in research and
development in high-end products.
He said the first product in the com-

pany’s new sub-brand, the Experia
X1 slider phone, will ship in the
fourth quarter.

Despite a growing global cell-
phone market, research firm Gart-
ner said Western European mobile-
phone sales fell 16% in the first quar-
ter from a year earlier, the first drop
in the region since Gartner began
tracking device sales in 2001.

With its reliance on Western Eu-
rope, Sony Ericsson slipped to fifth-
largest mobile-phone maker in
terms of units shipped in the first
quarter behind Nokia, Motorola
Inc., Samsung Electronics Co. and
LG Electronics Inc., according to
Gartner.

Market leader Nokia increased
its share to 39% in the first quarter
from 38% in the fourth quarter;
Sony Ericsson saw its market share
drop to 7.5% from 9% in the fourth
quarter.

Nomura analyst Richard Wind-
sor said investors had expected
Sony Ericsson to recover in the sec-
ond half of the year despite chal-
lenges from its high exposure to the
weak Western European market
and competition from Korean peers
such as Samsung and LG.

Still, it may no longer be just Eu-
ropean markets that are the prob-
lem. “In the past few weeks we’ve
been having more negative reports
from emerging markets,” where
growth may not be as strong as an-
ticipated, said Gartner research di-
rector Carolina Milanesi.

Ericsson shares fell five Swedish
kronor (84 cents), or 7.6%, to 60.80
kronor in Stockholm. Nokia fell 73
European cents, or 4.5%, to €15.38
in Helsinki trading.

Tech firms ally to fight patent suits

By AMOL SHARMA

Several tech-industry heavy-
weights are banding together to de-
fend themselves against patent-in-
fringement lawsuits. Their plan: to
buy up key intellectual property be-
fore it falls into the hands of parties
that could use it against them, say
people familiar with the matter.

Verizon Communications Inc.,
Google Inc., Cisco Systems Inc.,
Telefon AB L.M. Ericsson and
Hewlett-Packard Co. are among the
companies that have joined a group
calling itself the Allied Security
Trust, these people say.

One high-profile case that sent
shivers through the tech industry
was BlackBerry maker Research in
Motion Ltd.’s $612.5 million settle-
ment in 2006 with a small Virginia
company, NTP Inc., which held pat-
ents related to wireless email deliv-
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ery but had never produced a mo-
bile-email device.

Also troubling for tech firms, a
number of companies have
emerged in recent years with a busi-
ness model based on acquiring intel-
lectual property and using it as le-
verage to extract royalties from op-
erating companies. These compa-
nies, which critics call “patent
trolls,” look for patents that come
on the market from companies go-
ing out of business, universities and
individual inventors.

The Coalition for Patent Fair-
ness, a group of technology and fi-
nancial-services companies that
has lobbied for patent legislation in
Washington, says the number of
patent-related lawsuits rose to
nearly 2,500 through October of
last year from 921 in 1990. The
“trolls” aren’t the only ones suing.
Many companies, including Qual-
comm Inc. and Rambus Inc., have
been aggressive about enforcing
their patents on their rivals.

The new Allied Security Trust
aims to purchase patents that
might otherwise be used to bring
what they consider frivolous in-
fringement claims against them.
Companies will pay roughly
$250,000 to join the group and will
each put about $5 million into es-
crow with the organization, to go to-
ward future patent purchases, the
people familiar with the initiative
said.

Tech companies have tried vari-
ous maneuvers to protect them-
selves, including investing in Intel-
lectual Ventures LLC, a patent-hold-
ing firm founded by former Mi-

crosoft Corp. executive Nathan My-
hrvold. The companies provide
money to help Mr. Myhrvold pur-
chase patents, and he in turn grants
them a license to his portfolio. But
some in the tech industry fear that
Mr. Myhrvold’s venture, which has
aggregated thousands of patents in
areas such as networking and soft-
ware, may itself become an aggres-
sive patent enforcer down the road.
Myhrvold has said litigation isn’t
part of his venture’s strategy, but
hasn’t ruled it out.

To head off such concerns, com-
panies in the new group will sell the
patents they acquire after they have
granted themselves a nonexclusive
license to the underlying technol-
ogy. “It will never be an enforce-
ment vehicle,” said the group’s
chief executive Brian Hinman, a
former vice president of intellec-
tual property and licensing at Inter-
national Business Machines Corp.
“It isn’t the intent of the companies
to make money on the transac-
tions.” He declined to confirm who
the group’s member companies are.

Ron Epstein, chief executive of
patent brokerage IPotential LLC,
says companies that aggregate intel-
lectual property are a boon to indi-
vidual inventors who otherwise
struggle to make money from their
work. Mr. Epstein, formerly direc-
tor of licensing at Intel Corp., said
any company should be free to en-
force its patent rights, regardless of
whether it produces any products
or services. “That seems to me a dis-
tinction without a difference,” he
said.

—Don Clark
contributed to this article.

Suzlon faces obstacles
to its U.S. ambitions

By Tom WRIGHT

NEW DELHI—The grand U.S. ambi-
tions of Indian wind-turbine manufac-
turer Suzlon Energy Ltd. are facing
mounting problems.

The Indian company, the world’s
fifth-largest wind-turbine maker by
sales, acknowledged earlier this year
that 65 giant blades on turbines it had
sold in the U.S. Midwest were crack-
ing because of the extreme gusts in
the region. The company is reinforc-
ing 1,251 blades, almost the total it
has sold in the U.S.

Now, other problems are emerg-
ing, in part because the com-
pany quickly ramped up U.S.
sales to meet burgeoning de-
mand for alternative energy.

Suzlon turbines at wind-
farm projects managed by
Deere & Co., one of its larg-
est U.S. customers, with 250
Suzlon turbines, aren’t pro-
ducing enough power to
meet Suzlon’s sales con-
tracts, according to people
familiar with the matter.
Like other turbine produc-
ers, Suzlon promises its customers
that turbines will be available to pro-
duce power at least 95% of the time
the wind is blowing, with only limited
downtime for maintenance and re-
pairs. But in some cases the so-called
availability rate has been signifi-
cantly lower, potentially exposing the
company to penalties, these people
said.

Some turbines have failed to pro-
duce enough power because of incom-
patibility with the U.S. electricity
grid. The power grid in India, where
Suzlon has most of its operations,
runs on a power frequency of 50
hertz, or cycles per second. U.S. elec-
tricity grids run on 60 hertz. Suzlon
quickly converted turbines to work in
the U.S. without extensive testing,
these people said.

In written answers to questions,
Suzlon said it has a 60-hertz version
of its main turbine that is suitable for

Tulsi Tanti

the U.S. grid. It declined to comment
further.

Other Suzlon turbines have bro-
ken down because of cold weather in
the Midwest, said one person familiar
with the matter. Suzlon engineers
had to install heaters for the control
panels, which sit just behind the
blades atop the windmill’s 80-meter
tower. Those heaters caused electri-
cal problems, the person said.

Suzlon, based in Pune, India, said
it was committed to fixing the trou-
bles it has encountered in the U.S. “In
the initial stages of entry in a new
market, it is common to have some
teething problems and we
are fully geared to take care
of these,” the company said.
To date, Suzlon has dis-
closed only the problems
with the turbine blades,
whichit is spending $30 mil-
lion to fix. A spokesman for
Deere declined to comment.

Suzlon shot into the top
ranks of global wind-tur-
bine manufacturers in less
than a decade. Founder
Tulsi Tanti saw an opportu-
nity to license European technology
and manufacture it at cheaper rates
in India. Suzlon’s international expan-
sion has tapped into the soaring glo-
bal demand for green energy, which
in many countries, including the U.S.,
is promoted through tax breaks.

Three years ago, 90% of Suzlon’s
sales were in India; today, interna-
tional sales account for 60%. Suzlon’s
presentations to investors predict ex-
ports will jump to 75% of total sales
next year, with the U.S., China and Eu-
rope accounting for an equal share.
Since it began its push into the U.S. in
2005, Suzlon has secured an 8% share
of the U.S. wind market, the world’s
fastest growing.

Mr. Tanti has been able to exploit
a shortage of turbines from more-es-
tablished manufacturers like Den-
mark’s Vestas AS, the world’s largest
wind-turbine producer, and General
Electric Co.

ABC Learning hints at sale
of its entire U.K. operations

By SusaAN MURDOCH

MELBOURNE, Australia—Child-
care operator ABC Learning Cen-
tres Ltd. said Friday it may sell all of
its operations in the U.K., expanding
on the current sale of its U.K. vouch-
ers business.

Investors are likely to welcome
plans to sell the U.K. operations,
which could allow ABC to further
pay down debt and focus on lifting
the performance of its Australian
and New Zealand business.

Shares in ABC were at 1.15 Austra-
lian dollars (US$1.10), up 12 Austra-
lian cents, or nearly 12%, on the Aus-
tralian Stock Exchange, extending a
rally in the stock from Wednesday.

“The company is now considering
selling the U.K. nurseries business
with the vouchers business and the
U.K. property assets in a single trans-
action,” ABC said in a statement. “A
number of highly conditional indica-
tive proposals for the entire U.K. busi-
ness have been received.”

The announcement follows media
reports this past week that six bids
have emerged from rival child-care

centers and private-equity firms for
the whole U.K. operation or the two
parts of the operation separately.

ABC acquired the U.K.-based
Busy Bees business in December
2006 for £71 million ($141.6 mil-
lion), including 33 centers and a
voucher business, which allows par-
ents to pay child-care fees from
their pretax income. ABC spent an-
other £31.2 million in August 2007
to buy Leapfrog Nurseries, which
runs a further 88 centers.

The company had previously
given guidance of a A$100 million
gain on the sale of the vouchers busi-
ness, with a transaction expected to
be completed in the first half of the
financial year to June 30, 2009.

“If the company concludes a sale
for the entire UK. business, the
profit would be lower as the sale
would crystallize into cash the previ-
ously recognized A$51.1 million dis-
count on the acquisition of the Leap-
frog Nurseries business,” it said.

ABC, one of Australia’s most
high-profile casualties of the global
credit squeeze, Wednesday said it
had completed the sale of a 60%
stake in its U.S. business.
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Anheuser maps strategy

Cost cuts, buyback
of stock are unlikely
to deter rival InBev

By DAvID KESMODEL
AND MATTHEW KARNITSCHNIG

Anheuser-Busch Cos., trumpeting
anew business plan after rebuffing an
unsolicited takeover bid by rival In-
Bev NV, said Friday it planned to slash
about 1,000 jobs, raise beer prices and
buy back more of its shares.

The St. Louis brewer’s strategy,
laid outina conference callwithinves-
tors, included $500 million in new
cost savings, and higher earnings tar-
gets. But the plan is unlikely to deter
InBev, which has hinted it might turn
hostile and take its $46.35 billion bid
for the dominant U.S. brewer directly
to Anheuser’s shareholders.

Anheuser executives said they in-
tend to cut $1 billion in costs by
2010. They said that the cost-cut-
ting plan exceeds a previous pro-
gram to trim costs by about $500
million over four years, and that the
new effort was in the works before
InBev made its bid on June 11.

The U.S. brewer reiterated its
view that InBev’s $65-a-share cash
offer “substantially” undervalued
the brewer, but indicated it would
be open to considering higher of-
fers. People close to the company
said it would entertain an offer in
the $70-a-share range.

Anheuser estimates that the mea-

sures it is undertaking to improve
earnings would result in a share
price of $62, or a few dollars below
InBev’s $65 offer. Anheuser stock,
which has been boosted by InBev’s
offer, closed on Friday at $62.26, up
91 cents, in 4 p.m. New York Stock Ex-
change composite trading.

“There’s nothing they are offering
that we can’t do ourselves,” said one
person close to Anheuser. “They’re
trying to push people into a corner.”

While investors generally
welcomed Anheuser’s plan,
some questioned whether it
would substantially boost
the company’s shares, given
the recent sharp declines in
the overall market.

The two sides have fun-
damentally different views
of how Anheuser should be
valued.

InBev prefers a calcula- £
tion that doesn’t include
Anheuser’s 50% stake in
Mexican brewer Grupo Modelo SA
or its 27% stake in Chinese brewer
Tsingtao. By that method, InBev’s
offer values Anheuser at 12 times
2007 earnings before interest,
taxes, depreciation and amortiza-
tion. InBev argues that its bid for An-
heuser values the brewer above
other recent beer industry transac-
tions that, by its calculation, have
beenin the 11-12 times Ebitda range.

Anheuser prefers to reflect the
value of both Modelo and Tsingtao,
however. Including those holdings, it
says InBev’s offer is only worth 11.5
times Anheuser’s 2007 Ebitda.

August Busch IV

What’s more, it puts the value of
otherrecentbeer deals, including the
purchase of Scottish & Newcastle
PLC by Heineken NV and Carlsberg
AS in the 13-14 times Ebitda range.

Aspartofitsnew cost-cutting plan,
Anheuser said it would offer an early-
retirement programin this year’s third
quarter that, combined with attrition,
would pare its salaried work force of
about 8,600 people by 10% to 15%.

The brewer said beer sales this
summer have exceeded ex-
pectations. It said the cost
cuts and planned price in-
creases would help raise its
revenue per barrel and its
earnings. Its earnings fore-
castis $3.13 ashare for 2008
and $3.90 a share for 2009.
Bothestimates areabove an-
alysts’ projections.

“I have absolute confi-
dence in the team,” An-
heuser Chief Executive Au-
gust Busch IV said in an in-
terview. “Wehave been working seri-
ously on this for a long time.”

He said Anheuser’s plan to drive
shareholder value was superior toIn-
Bev’s because “we know where the
costs are.”

The brewer said it had decided
against selling its theme-park and
packaging businesses.

“I didn’t expect much meat on
the bones, but they gave a very com-
pelling presentation,” said Dan
Poole, an analyst with National City
Corp.’s private-client group in Cleve-
land, which manages $33 billion, in-
cluding Anheuser shares.

Pernod Ricard SA

Antitrust review is extended
for planned Vin & Sprit deal

The European Commission ex-
tended by 10 working days its anti-
trust probe into French wine-and-
spirits company Pernod Ricard SA’s
plan to buy Swedish alcohol pro-
ducer Vin & Sprit AB, the maker of
Absolut vodka. The extension comes
after Pernod made certain commit-
ments to clear competition hurdles.
The commission, the European
Union’s executive arm, didn’t spec-
ify what the company offered, but
commitments often include asset
sales to address market concentra-
tions deemed to be too high. The
new deadline for the commission to
rule on the deal is July 17. The deal,
valued at about $9.24 billion, ex-
cludes V&S’s 10% stake in Beam Glo-
bal Spirits & Wine Inc. and Absolut’s
U.S. distributor, which will be sold to
Fortune Brands Inc.

Volkswagen AG

Hail the size of table-tennis balls
damaged some 30,000 new vehicles
at a Volkswagen plant in Germany, a
company spokesman said. The hail-
storm on June 22 hit alot filled with
new cars at a plant in Emden, on the
North Sea coast. The cars were wait-
ing to be shipped overseas. Most of
the vehicles sustained heavy paint
and body damage, but little glass
was broken, Volkswagen AG spokes-
man Christoph Adomat said. “We
can’t make a damage estimate yet,”
he said. Volkswagen was insured
against the damage, and each vehi-
cle will be repaired and inspected be-
fore being put up for sale, Mr.
Adomat said.

Tesco PLC

The U.K.’s biggest retailer,
Tesco PLC, said it is confident of
sustaining strong growth, just
over two weeks after warning that
sales growth of nonfood items was
slowing as shoppers become more
cautious about spending. On June
10, Tesco said sales growth of
items such as clothes, electronics
and household goods had been
slower than growth in food items
“for the first time in a long while.”
Growth in food sales had also
slowed. At the time, Tesco re-
ported a 9.4% rise in U.K. sales for
the 13 weeks ended May 24. Total
sales jumped 14%, thanks to a 27%
rise in international sales. Tesco
operates about 3,320 stores, of
which 1,990 are in the U.K.

Pearson PLC

U.K.-based Pearson PLC, which
publishes U.S. educational materi-
als, the Financial Times newspaper
and Penguin books, posted sales and
profit figures for 2007 to reflect a
new, geographical way of reporting
results. The company republished
last year’s figures in order to pro-
vide investors with comparative
numbers for first-half 2008 results
due July 28. The breakdown reflects
a new management structure the
company announced in April. Pear-
son said 2007 sales totaled £1.67 bil-
lion (US$3.33 billion) at its North
American education division, £735
million at its international educa-
tion division and £226 million at its
professional division.

—Compiled from staff
and wire service reports.

Siemens plans to slash

17,200 jobs world-wide

By MIKE ESTERL

Siemens AG plans to slash 17,200
jobs world-wide—or about 4% of
the German engineering company’s
work force—in a broad cost-cutting
drive amid tougher global economic
conditions, according to a person fa-
miliar with the matter.

The downsizing, aimed primarily
at white-collar employees, coincides
with Chief Executive Peter
Loscher’s first anniversary
at the helm of the conglom-
erate, which makes prod-
ucts ranging from trains to
light bulbs. Mr. Loscher has
promised to cut selling and
administrative costs by
€1.2 billion ($1.89 billion),
or roughly a tenth, by 2010
to boost profit margins.

Siemens has focused on
shedding blue-collar jobs.
Mr. Loscher is taking steps to
thin out management ranks after col-
lapsing the company into three divi-
sions and combining 70 regional ad-
ministrations into 20. Munich-based
Siemens is active in 190 countries.

Germany will be particularly hard
hit by the restructuring, with 6,400
jobs earmarked for elimination, ac-
cording to a person briefed on the
plans. Theremainder of the cuts will be
divided between therest of Europe and
other parts of the world. Siemens em-
ployed 435,000 workers at the end of
March, including 136,000 in Germany.

In a letter to employees Friday,
Mr. Loscher said a “significant” part
of the €1.2 billion in cost savings
will come from trimming external
consulting expenses and informa-

e

Petér Loscher

tion-technology costs. He added
that “a further substantial contribu-
tion” will be derived from streamlin-
ing administrative functions.

“This is all the more important
right now because the risks for the
world economy have substantially in-
creased,” wrote Mr. Loscher. “We must
assume that we, too, will feel the effect
of these risks in the coming months.”

Siemens issued a profit warning
in March because of
project delays, rising costs
and canceled orders. It said
in April that it expected rev-
enue in the fiscal year end-
ing Sept. 30, to grow twice
as fast as the global econ-
omy and that operating
profit would match that of
the previous year, but
didn’t rule out more re-
structuring costs.

Mr. Loscher hopes to
avoid forced layoffs, and af-
fected employees will be offered finan-
cial incentives, said a person familiar
withthe matter. The plans aretobe de-
tailed at a July 7 meeting with worker
representatives, and negotiations
should begin shortly afterward, the
person added. Siemens said in Febru-
ary it would reduce the work force at
one of its telecommunications-equip-
ment units by 6,800. It is in talks with
potential partners and buyers to di-
vest the unprofitable unit asit focuses
on energy, health care and industrial
infrastructure. The 17,200 planned
cuts are in addition to the reductions
at the telecom-equipment unit.

Revenue rose 1% to €18.09 billion
in the quarter ended March 31 from
a year earlier.
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Berlusconi, other officials
may get immunity via bill

TALY’S government pro-
I posed legislation that

would grant immunity
from prosecution to the
country’s top four officials,
including Premier Silvio Ber-
lusconi. Mr. Berlusconi, left,
is currently a defendant in a
corruption trial in Milan.
The Cabinet approved the
measure during a meeting in
Rome and sent it to Parlia-
ment for a vote, Justice Minister Angelino Alfano
said. Both houses of Parliament are controlled by
Mr. Berlusconi’s conservative forces. The bill would
grant immunity from prosecution to the president,
the premier and the speakers of both houses of Par-
liament during their mandates.

—Associated Press

Deal to cut CO, emissions
includes flights in region

UROPEAN Union
= E officials have

reached a prelimi-
nary deal to include air-
lines flying to and from
the EU in the bloc’s strat-
egy to cut carbon-diox-
ide emissions—a move
that could raise the cost
of flying and provoke a
dispute with the U.S. Under the deal, all flights starting
or landing in the EU, including intercontinental flights,
will be included in the EU’s emission-trading system
from 2012. Pollution permits granted to airlines would
initially be capped at 97% of their average emissions for
2004-2006. From 2013, the cap would drop to 95%. The
deal still needs to be formally approved by the EU’s 27
member states and by the European Parliament, which
will vote in July. —Associated Press

. —

EU cooperation talks
continue amid disputes

Ry 1
Rolif

USSIAN and Eu-
R ropean Union of-

ficials will con-
tinue their discussions
over a wide-reaching
cooperation agree-
ment this week in Brus-
sels, after disputes
over energy invest-
ment and human rights
hindered the start of talks last week in Siberia.

“The future agreement will be an instrument to
draw Russia and the European Union closer,” said Rus-
sian President Dmitry Medvedev. The EU wants Mos-
cow to open its energy sector to investors, but the
Kremlin intends to maintain its control. Moscow has
pushed for more opportunity for its companies to in-
vest in oil- and gas-distribution assets in Europe to
diversify its energy business. —Associated Press

*
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Pakistani troops rout Islamic militants

Successful offensive
signifies major shift
in official approach

BY ZAHID HUSSAIN
Islamabad

on Sunday drove out Islamic

militants who were threaten-
ing the main supply route through
Pakistan to NATO forces in neighbor-
ing Afghanistan.

As a result of the offensive,
which signaled a significant shift in
tactics by Pakistan’s government as
it tries to combat growing extrem-
ism, the government’s talks with the
militants appear to have collapsed.

The government forces de-
stroyed several militant hideouts
and killed a senior militant com-
mander in the Bara district close to
Peshawar, capital of the North West
Frontier province. The troops also
have occupied the militants’ posts
on the surrounding hills and have en-
forced a strict curfew in the area.

More than 1,000 army and para-
military troops, backed by tanks

PAKISTANI SECURITY forces

and helicopter gunships, launched
the operation Saturday. The offen-
sive came after Peshawar, a city of
about three million and a key stag-
ing post for supplies to NATO forces
in Afghanistan, was put under a vir-
tual siege by militants in the past
week.

The offensive is the first major
military action Pakistan’s govern-
ment has launched against militants
since it took power after February’s
landmark elections, which ended
nine years of military-backed rule.
The new government pursued peace
negotiations in an effort to stop the
militant attacks that have grown in
Pakistani cities in the past year. But
that approach has been accompa-
nied by growing alarm about the
consolidation and spread of mili-
tant influence in the northwest.

In the offensive, troops dyna-
mited the house of Mangal Bagh, a
commander whose fighters had
been closing in on Peshawar. Mr.
Bagh, whose group is known as Lash-
kar-e-Islami, or Army of Islam, has
hundreds of heavily armed men un-
der his control. He had established
his own Islamic-justice system in
the areas he controls, executing peo-
ple after summary trials. Mr. Bagh
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Pakistani forces bombard suspected militant hideouts on Saturday, helping drive
out militants who were threatening the main supply route through Pakistan

fled to the Tirah Valley near the Af-
ghan border.

A senior security official said Mr.
Bagh’s followers had ganged up
with criminals who have regularly
ambushed supply convoys bound
for coalition troops in Afghanistan.

Major Gen. Mohammed Aslam
Khattak, the operation’s command-
ing officer, said maximum force was
used to clear the area of militants
and re-establish the authority of the

government. He said the operation
could be extended against other mil-
itant leaders.

The area where the offensive
took place in the Khyber tribal area,
home to the historic Khyber Pass. It
had been relatively peaceful until
militants tried to extend their con-
trol to the main cities of the area.
Hundreds of people have died in
clashes over the past several
months.

Last week the government of
Prime Minister Yousaf Raza Gilani
authorized Gen. Ashfaq Kayani, the
chief of army staff, to start the opera-
tion. Mr. Gilani said the government
wouldn’t talk to militants until they
laid down their weapons and re-
nounced violence. “We cannot sur-
render to the people who are behead-
ing people and burning down girls’
schools,” Mr. Gilani said Sunday.

The offensive has halted the gov-
ernment’s peace negotiations with
militants in the South Waziristan
tribal region and in the Swat Valley.
Baitullah Mehsud, a top militant
commander, said he was suspend-
ing talks between his allies and the
government and warned that his
forces could restart attacks in Paki-
stan’s main cities.

Mr. Mehsud, who is head of a
movement called Tehrik-e-Taliban
Pakistan, has been accused of mas-
terminding dozens of suicide at-
tacks targeting security forces and
government installations in Islama-
bad and in Rawalpindi, the head-
quarters of Pakistan army. He has
also been accused of organizing the
December assassination of former
Prime Minister Benazir Bhutto,
though he denies any involvement.

Mugabe starts sixth term as African leaders debate action

ASSOCIATED PRESS

HARARE, Zimbabwe—Rob-
ert Mugabe was sworn in for a sixth
term as Zimbabwe’s president and
promised “serious talks” with the
opposition. He was sworn in soon af-
ter the election results were an-
nounced Sunday.

Many countries throughout the
world have condemned the presi-
dential runoff as a sham.
Mr. Mugabe was the only candidate
in the runoff. Opposition candidate
Morgan Tsvangirai withdrew from
the race because of widespread
state-sponsored violence against op-
position supporters, and he is call-
ing for negotiations.

Some African leaders have urged
Mr. Mugabe to enter power-sharing
talks with Mr. Tsvangirai.

“The inauguration is meaning-
less,” Mr. Tsvangirai, leader of the

opposition Movement for Demo-
cratic Change, told Associated Press
Television News. “The world has
said so, Zimbabwe has said so. So
it’s an exercise in self-delusion.”

The 84-year-old Mr. Mugabe,
Zimbabwe’s president since inde-
pendence from Britain in 1980, was
expected to depart for an African
Union summit that opens Monday
in Egypt. There, he can expect to
come under pressure from other Af-
rican leaders to negotiate a power
sharing agreement with Mr. Tsvan-
girai, who said he believed mem-
bers of the ruling ZANU-PF party
were ready for talks.

“I think that the reality has
dawned on all the elites in
ZANU-PE,” Mr. Tsvangirai said.
“Without negotiating with the MDC
this is a dead-end.”

Total results, according to the

electoral commission, were more
than two million votes for Mr.
Mugabe, and 233,000 for Mr. Tsvangi-
rai. Turnout was put at about 42%,
and 131,000 ballots had been defaced
or otherwise spoiled. Neither candi-
date got credit for the spoiled ballots.

Independent observers had said
many of those who did go to the
polls voted out of fear, and Mr. Ts-
vangirai’s supporters may have
spoiled their ballots rather than
vote for Mr. Mugabe.

In Bulawayo, official results
showed Mr. Mugabe got 21,127
votes, Mr. Tsvangirai 13,291, while
9,166 ballots were spoiled. Bula-
wayo is Zimbabwe’s second main
city and an opposition stronghold.

A high number of spoiled ballots
had been noted earlier Sunday by
Marwick Khumalo, amember of par-
liament from Swaziland who led a

team of election observers from
across the continent under the aus-
pices of the AU-sponsored Pan-Afri-
can Parliament. Mr. Khumalo said
some ballots were defaced with “un-
palatable messages.” He declined to
elaborate, but left the impression
the messages expressed hostility to-
ward Mr. Mugabe.

In contrast, observers from the
Southern African Development Com-
munity have been split over whether
todeclarethe votefree and fair, reflect-
ing dissension among Mr. Mugabe’s
neighbors over how hard to push for
reform.

Human Rights Watch said in a
statement Sunday that Mugabe sup-
porters beat people who couldn’t
prove they voted.

Mr. Tsvangirai won the most
votes in the first round of presiden-
tial voting in March, but not enough

for an outright victory. Official re-
sults in March gave Mr. Tsvangirai
more than 47% of the vote and
Mr. Mugabe 43%. Results Sunday
gave Mr. Mugabe 85% of the vote.

Mr. Mugabe said on the eve of the
votehewasopentotalks, but pressed
ahead with the election, apparently
hoping a victory would give him le-
verage at the negotiating table. It
now appears he will be able to draw
little legitimacy from the runoff.

Mr. Khumalo, the observer,
urged African and regional leaders
to “engage the broader political
leadership in Zimbabwe into a nego-
tiated transitional settlement.”

With the election discredited
and attention turning to the possibil-
ity of negotiations, Mr. Mugabe’s
role in any future government could
be a sticking point.
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Malaysia’s Anwar faces allegations again

Politician is accused
of sodomy as he seeks
prime minister post

By JAMES HOOKWAY

Malaysia’s police opened an in-
vestigation into allegations that
main opposition leader Anwar Ibra-
him sodomized a male aide, further
clouding the nation’s political out-
look as Mr. Anwar vies to become
the country’s next prime minister.

The allegation of sodomy—a
criminal act in Malaysia—is virtu-
ally identical to a charge made
against Mr. Anwar a decade ago that
left him in Malaysia’s political wil-
derness for years before the party
he helps lead gained significant
ground in elections in March.

Saying his life was under threat,
the 60-year-old Mr. Anwar took ref-
uge at the Turkish Embassy in Kuala
Lumpur early Sunday morning.

Inaprepared statement, he called
the sodomy allegation made in a po-
lice complaint by the 23-year-old
aide “acomplete fabrication.” Mr. An-
war said the accusation was trumped
up “to undermine the forces of re-
form and renewal which were un-
leashed in the March 2008 election.”

His wife, Wan Azizah Wan Is-
mail, at a news conference called it a
political conspiracy to marginalize
her husband and “a repeat of what
happened 10 years ago.”

Mr. Anwar’s People’s Justice
Party, or Parti Keadilan Rakyat, won
82 seats along with a group of allies
in the 222-seat lower house of Parlia-
ment in the March 8 vote. The alli-
ance needs 30 more seats to replace
the National Front coalition that has
ruled the country since indepen-
dence in 1957. The charismatic Mr.
Anwar has been trying to attract oth-
ers to his alliance in the hopes of
meeting that target by September
and forcing a change in government.

In the March election, Mr. Anwar’s
alliance scored strongly with ethnic-
Chinese and Indians growing frus-
trated with Malaysia’s decades-long
affirmative-action policy designed to
benefit the majority Malay popula-
tion. An increasing number of Malay
voterswho are tired of corruption and
sex scandals involving politicians are
turning to another alliance member:
the conservative Muslim movement
known as Parti Islam Se-Malaysia.

Swiss bank UBS said in mid June
that if Mr. Anwar’s loose alliance
gets the numbers it needs, the cur-
rent government could be replaced
by an “eclectic mix of parties in a
hastily assembled coalition.”

The political tensions unleashed
in Malaysia in recent months have
combined with growing discontent
over rising fuel and food prices to
form an uncertain outlook for the
multiethnicnation of 26 million peo-
ple, one of Southeast Asia’s leading
exporters of palm oil, rubber and
electronic components.

The allegation against Mr. Anwar
adds to the political pressures being
felt across the region. Thailand is still
seeing large street protests against
what demonstrators see as the con-
tinuing influence of former Prime Min-
ister Thaksin Shinawatra, a billion-
aire populist ousted in amilitary coup
21 months ago. Vietnam’s Communist
leadersare facinglabor strikes asinfla-
tion reached an annualized rate of
27%inJune. Risinginflationalsois cre-
ating political backlash in India, Indo-
nesia and the Philippines.

Mr. Anwar first came to promi-

nence as a student firebrand who pro-
moted Muslim issues. In the early
1980s, then-Prime Minister Mahathir
Mohamad brought him into the larg-
est ethnic-Malay party, the United
Malays National Organization. Mr.
Anwar quickly climbed the ranks,
overtaking more senior colleagues.
Inearly1998, Mr. Anwar was ahigh-
flying deputy prime minister and fi-
nanceminister, and considered Dr. Ma-
hathir’s heir apparent. But later that
year, at the height of Asia’s financial
crisis, he challenged Dr. Mahathir’s
handling of the economy, especially
his promotion of large, ethnic-Malay
conglomerates with strong ties to the
ruling party. He was sacked by Dr. Ma-
hathir from his posts and almost im-
mediately charged with sodomy and
corruption—allegations that Mr. An-
war has always maintained were
cooked up to prevent him from chal-

lenging the prime minister for power.
Dr. Mahathir has denied his former al-
ly’s allegations.

In his statement early Sunday,
Mr. Anwar said, “I believe we are wit-
nessing a repeat of the
methods used against mein
1998 when false allegations
were made under duress.”

After his arrest in 1998,
Mr. Anwar appeared in a
Kuala Lumpur court with a
black eye after being beaten
behind bars by Malaysia’s
then police chief. He in-
stantlybecame a figurehead
for the country’s opposition
parties, which long bristled
at the authoritarian manner
in Dr. Mahathir and the National
Front ruled Malaysia.

Mr. Anwar was eventually con-
victed on both charges. But Malay-

Anwar Ibrahim

sia’shighest court overturned the sod-
omy conviction and freed him in
2004. His corruption conviction—for
allegedly abusing his power to cover
up the sodomy allegations—stood
and he was banned from
seeking public office until
April 14 this year.

The opposition leader
has said he will contest the
first by-election that
comes up; if he gets a seat,
he would be eligible to be-
come prime minister.

Dr. Mahathir retired in
2003 after 22 years in power
andwassucceeded by Abdul-
lah Ahmad Badawi. Regard-
ing Mr. Anwar and the new
police investigation, Mr. Abdullah on
Sundaytold reporters that the govern-
ment “has no intention of wanting to
make life difficult for him or harass

him.” The prime minister also said,
“We don’t have any plan to do some-
thing to him [just] because he said he
has made a political comeback.”

Police, meanwhile, warned Mr.
Anwar’s supporters not to take to
the streets to protest the allegation
made against him, as tens of thou-
sands of them did in 1998.

Bakri Zinin, the federal police
chief for criminal investigations, said
Mr. Anwar’s aide filed a complaint on
Saturday stating that Mr. Anwar had
sodomized himat aluxuryKuala Lum-
pur condominium.

Mr. Anwar’s supporters identi-
fied the aide as a volunteer who
joined the party in March. At her
news conference, Ms. Wan Azizah,
Mr. Anwar’s wife, displayed photo-
graphs that she said showed the al-
leged victim with prominent mem-
bers of the ruling party.
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U.K. confidence plunges

Rising costs of fuel,
worries of slowdown
may crimp spending

BY JOE PARKINSON
AND LAURENCE NORMAN

LONDON—British consumers
are feeling gloomier than they have
in 18 years, indicating that con-
sumer spending could slow sharply
in the months ahead, according to a
survey by polling firm GfK NOP.

The survey’s headline measure
of consumer confidence fell to mi-
nus 34 in June from minus 29 in May—
its lowest level since March 1990,
when the UK. was in a recession.

Economists surveyed by Dow
Jones Newswires were expecting
the measure to drop to minus 31.
The headline measure has plum-
meted since the credit crunch began

in August, when it stood at minus 4.

The drop in confidence reflects
worries about the global credit cri-
sis, falling U.K. house prices, rising
fuel and food costs and concerns
that the U.K. will follow the U.S. into
a significant slowdown, the polling
company said.

Meanwhile, Hometrack, which
specializes in providing research
and data on the residential property
market, said house prices fell 1% in
June from May. That compares with
amonth-to-month decline of 0.5% in
May.

In the year to June, house prices
fell 3.2%, compared to a decline of
1.9% in the year to May, the com-
pany said.

It was the ninth straight month
of price declines, and the annual
drop in prices was the steepest
since September 2005.

The GfK NOP measures covering
the economic outlook for the next 12
months and the climate for major

purchases were at their lowest level
since equivalent records began—
and were even weaker than when
the U.K. was in the grip of its last re-
cession in the early 1990s.

“This month the index score con-
tinues to tumble and is almost at its
lowest level since the survey began
in1974,” said Rachael Joy at GFK NOP.

“With rising inflation, gloomy
forecasts for interest rates and soar-
ing fuel, utility and food prices domi-
nating the front-page headlines, it’s
no surprise that confidence in the gen-
eral economy is in free-fall,” she said.

The decline in consumer confi-
dence lends weight to the argument
for a further cut in the Bank of Eng-
land’s key interest rate, which
stands at 5%, following three cuts
since December. However, Bank of
England Governor Mervyn King
stressed Thursday that the Mone-
tary Policy Committee’s mounting
concerns over rising inflation trump
fears of a consumer slowdown.

Data point to ECB rate boost

BY RoOMAN KESSLER
AND PAUL HANNON

FRANKFURT—Euro-zone infla-
tion continued to accelerate and con-
sumer and business confidence fell,
ahead of an expected move by the
European Central Bank to raise in-
terest rates.

Germany’s statistics office said
the country’s European Union-har-
monized consumer-price index
jumped 3.4% in June from a year ear-
lier, faster than May’s 3.1% increase.
Similar rises also were seen in
Spain, where inflation jumped to
5.1% from 4.7%, and in Belgium, to
5.8% from 5.2%.

Economists said country reports
suggest annual inflation in the euro
zone is now close to 4%, well above

the ECB’s medium-term target of
just below the 2%. If official figures,
due Monday, confirm those esti-
mates, economists say the ECB is al-
most certain to raise its key interest
rate Thursday to 4.25% from 4%.

A European Commission survey
released Friday said its overall mea-
sure of economic sentiment fell
more sharply than expected, to 94.9
in June from 97.6 in May. Before the
credit crunch erupted last summer,
the index stood at 110.4 in July.

With consumers becoming more
pessimistic about the economic out-
look and their own job prospects,
the measure of consumer confi-
dence fell to minus-17 from mi-
nus-15 in May, slightly weaker than
the minus-16 forecast by econo-
mists.
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Stimulus checks
spark spending,
saving in the U.S.

By KELLY EVANS

U.S. incomes, spending and sav-
ings got a huge boost from eco-
nomic-stimulus checks last month,
but Americans’ glum attitudes un-
derscore the risks facing the econ-
omy once the effects of those pay-
ments fade.

Personal incomes rose 1.9% in
May from April, as Americans re-
ceived some $48 billion in federal
stimulus payments, the Commerce
Department said Friday. The in-
crease is the largest since hurri-
cane-insurance payments boosted
incomes in September 2005. Stimu-
lus payments are scheduled to to-
tal $107 billion.

Inflation-adjusted disposable
incomes after taxes, which had
been stagnant in recent months,
jumped 5.3% in May, the biggest in-
crease since 1975. But excluding
the stimulus payments, incomes
were flat.

A welcome development for Fed-
eral Reserve policy makers was
lower-than-expected underlying in-
flation. The price index for per-
sonal consumption expenditures
rose 0.4% in May from the month
before, and was up 3.1% from a year
earlier. Core prices, which exclude
food and energy, rose just 0.1%, and
were up 2.1% from a year earlier,
slightly above the 1.5%-2% range
the Fed considers price stability.

Consumer spending rose 0.8%
last month, and after inflation
jumped 0.4%, the largest gain in
nine months. The increase was
stronger than economists ex-
pected, according to a survey, and
led some to boost estimates of sec-
ond-quarter gross domestic prod-
uct. On Thursday, the government
said GDP expanded at a 1% annual
pace in the first three quarter; ana-
lysts generally expect similar per-
formance in the second quarter.
Personal savings, meanwhile,
soared to 5% of disposable income
in May, compared with 0.4% in
April, as people put part of their
stimulus checks in the bank.

But the better-than-expected
growth in the first half may be off-
set by declining economic activity
in the months ahead as the last of
stimulus payments are spent.

THE OUTLOOK = justix Lanarr

High fuel prices spread pain
in U.S. through transport costs

VERY day, planes filled with

fresh flowers from Ecuador
and Colombia land at Miami In-
ternational Airport, where the
flowers are transferred to refrig-
erated trucks cooled to about 1
to 2 degrees Celsius. Two-person
teams of drivers race through
the U.S., stopping only to drop
off flowers at wholesalers.

The operation, designed to
get flowers from the South Amer-
ican highlands to American
flower shops as quickly as possi-
ble, was a better business before
fuel costs surged.

“Last year this time, we were
paying about $19 a box to bring
flowers to Miami,” says Victor
Giorgini, president of Miami-
based Equiflor Corp., which im-
ports more than 100 million roses
a year. “Right now we’re paying in
the neighborhood of $28. It’s hurt
us a lot—it’s eroding profits.”

Since the mid-1980s, U.S. busi-
nesses that rely on quick deliv-
ery for time-sensitive products—
from sushi restaurants to flower
shops to manufacturers that use
just-in-time delivery strategies—
have benefited from inexpensive
transportation costs. Now, with
oil closing at a record $140.21 a
barrel on Friday, those busi-
nesses are being hit hard.

Over time, the increasing ex-
pense of moving goods could
lead to a broad restructuring in
the way America conducts com-
merce. But for now, businesses
pinched by lower profits are just
looking for ways to survive:
from raising prices to forming
alliances with local producers.

The entire economy is a bit
like someone who bought a big
sport-utility vehicle at the begin-
ning of last year, when gasoline
cost around $2.25 a gallon, says
Morgan Stanley economist Rich-
ard Berner. Now the driver is
stuck with a gas guzzler he can’t
afford to unload yet.

Just as the SUV owner will
eventually switch to another car,
U.S. businesses will find ways to
cut their transportation bill. But
it will take time.

Indeed, low transportation
costs are a big part of what has
made globalization possible. “We
fly across the Pacific Ocean with
all these components,” says Mr.
Berner. “It’s still maybe profit-
able to do that, but the equation
has changed.”

Some of the fish that Denver-
based Sushi Den uses is shipped
from the Nagahama fish market
in southern Japan. In the past
three months, the cost of doing
that has risen 15%, says founder,
Yasu Kizaki. “We basically have
to pass on that increase to the
customers,” he says.

Bob Mosey, owner of Moseys’
Production Machinists in Ana-
heim, Calif., which makes ma-
chined components for aerospace,
laser, medical-technology and oil-
drilling equipment manufacturers,
also is feeling the effects of higher
transportation costs. Companies
that sell him metal have been slap-
ping on fuel surcharges. Mean-
while, his 10-year-old truck, which
he uses to deliver parts to local
customers, gets just six or seven
miles (9.7 to 11 kilometers) to the
gallon.

On the other hand, he says,
some U.S. manufacturers that
used to buy most of their compo-
nents from Asia—goods that
have become more expensive
due to the higher transportation
costs—now are more interested
in U.S.-made components. “I'm
hearing some customers still
waving the China flag,” says Mr.
Mosey. “I hear others saying,
‘We’re bringing stuff back.”

For many other U.S. busi-
nesses, there is no upside. Timo-
thy Northrup’s company is one of
them. From his Northrup Gallery
in Oneonta, NY., he sells furniture—
both direct from the factory and
antique—mostly through eBay.

When the price of shipping
began to rise, he absorbed some
of the cost increases. Now he is
starting to pass them on to to
customers, who often blanch
when they hear how much they
will have to pay.

“Anything that has to get on a
truck and get somewhere, it’s go-
ing to affect the price and it has,”
he says. “I've lost deals because
the freight is just too high.”

USINESSES are doing what

they can to reduce costs. In
an effort to shave fuel use, U.S.
trucking firms have reset the
governors on their trucks to so
they can’t exceed a certain speed
and air-cargo carriers are wash-
ing plane engines more often.
But there are bigger changes yet
to come, thinks Rick Schwein, se-
nior vice president of Minneapo-
lis-based Grain Millers Inc.

“Qur society has been built
on cheap energy, which means
low-cost transportation,” he
says. “We very possibly will en-
ter an era where we restructure
manufacturing distribution. As
opposed to large processing
plants distributing any type of
product nationwide, we’ll have
more regional processing centers
working on a smaller scale.”

Wheat millers already are be-
ginning to do that, he says, forg-
ing relationships with local farm-
ers and looking to distribute their
products closer to home. Grain
Millers, as one of only a handful
of oat millers operating nation-
ally, doesn’t have that luxury. The
company, however, is working
with trucking companies to en-
sure that when delivery trucks
bring them a load of raw oats,
they also leave with a load of
milled oats. That saves on fuel
costs by reducing the miles trucks
drive unloaded, or “deadhead.”

Lee Klass, an independent
trucker working out of Portland,
Ore., who says he will haul “any-
thing that doesn’t moo or cluck
or glow in the dark,” is using the
same tactic.

“There was a time I might
have gone 200 or 300 miles to
pick up a load,” he said. “I don’t
do that anymore.”

Early this week, Mr. Klass will
be hauling 20,000 pounds (9,000
kilograms) of potato chips just
over 1,000 kilometers from Sa-
lem, Ore., to Salt Lake City. His
1999 Freightliner gets six miles to
the gallon. At today’s diesel
prices, the fuel for the trip will
cost more than $650. Five years
ago, it would have cost a little
over $200.
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