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Fears rise in auto industry

as GM, Chrysler seek aid
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Ten U.S. banks will get
. federal capital infusions
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What’s News—

Business &3 Finance

European markets fell hard at
the open, but recovered some
of their losses in response to
early gains in the U.S. Investors
continue to focus on concern
that governments can’t do
much to stave off an impending
recession. Governments acted
to bolster confidence. Page 1

m Asian shares dropped as in-
vestors grew nervous about con-
tagion from the credit crisis.
Hong Kong fell almost 13%, and
Tokyo stocks lost 6.4%. Page 1

m U.S. stocks declined late in a
session that had included triple-
digit intraday gains for the
Dow Industrials. Page 20

m Hungarian shares fell de-
spite a pledge of IMF aid, as in-
vestors awaited concrete de-
tails of the arrangement. Page 7

m Deutsche Post cut its 2008
earnings forecast and scrapped
its 2009 outlook, citing a weak
third-quarter performance at
its express operations. Page 2

m KBC announced a $4.4 billion
cash injection from Belgium,
saying it had to act to stay on
equal footing with rivals. Page 2

m More U.S. banks said they’re
getting federal money, taking
the total allocated to two-
thirds of the $250 billion for
capital injections. Page 19

m Mitsubishi UFJ said it would
raise up to $10.47 billion in a
share issue, as stock-market
losses dent confidence in Ja-
pan’s top banks. Page 19

m Paris prosecutors opened a
probe into a large trading loss
at Caisse d’Epargne. Page 23

m Verizon’s profit rose 31% with

a boost from its wireless unit, but
the carrier warned of slow spend-
ing for the rest of the year. Page 6

m Austria extended the tender
for Austrian Airlines for two
months after a bidder demanded
the government take on some of
the carrier’s debt. Page 4

m Goldman Sachs approached
Citigroup in September about a
possible merger, a person famil-
iar with the matter said. Page 21

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 8175.77 -203.18 -2.42
Nasdaq 1505.90 -46.13 -2.97
DJ Stoxx 600  195.04 -3.78 -1.90
FTSE 100 3852.59 -30.77 -0.79
DAX 4334.64 +38.97 +0.91
CAC 40 3067.35 -126.44 -3.96
Euro $1.2455 -0.0256 -2.01
Nymex crude  $63.22 -0.93 -1.45

Money & Investing > Page 19

World-Wide

G-7 finance chiefs issued an
emergency statement warning
investors against pushing up the
yen too much. It was the first
time since September 1999 that
the group mentioned the Japa-
nese currency on its own, but
traders showed only a limited
reaction. Meanwhile, Trichet sig-
naled that the European Central
Bank is likely to cut interest
rates next week. Page 3

m Iraqi officials warned that a
U.S. military raid into Syria
could be used by opponents of
a security agreement under ne-
gotiation with the U.S. Page 8

m Pakistan said missiles from
a U.S. pilotless drone killed at
least eight, including a Taliban
commander tied to attacks in
Afghanistan. The U.S. didn’t im-
mediately comment. Page 8

m Insurgents shot down a U.S.
helicopter after exchanging fire
with its crew in Afghanistan,
but the crew survived. A suicide
bomber killed two U.S. soldiers.

m U.S. agents said they broke
up a plot by two neo-Nazis to
assassinate Obama and kill 102
black people in Tennessee.

m Ted Stevens, the longest-
serving Republican in the U.S.
Senate, was found guilty on
seven charges of corruption.

m The U.S. is boosting efforts
to transfer Guantanamo Bay de-
tainees to their home countries,
but differences with Middle East-
ern governments remain. Page 7

m Saakashvili dismissed Geor-
gia’s prime minister as opposi-
tion criticism of the president’s
handling of August’s five-day
war with Russia grew. Page 32

m U.N. peacekeepers used heli-
copter gunships against advanc-
ing rebels in eastern Congo, as
government troops retreated and
civilians demanded protection.

m Sudan said the kidnappers of
nine Chinese oil workers killed
five of the men, execution-style.

m Four center-right parties in
Lithuania agreed to form a coa-
lition government after win-
ning a majority of seats in a
parliamentary election. Page 7

m Five officials in the Mexican
attorney general’s office were ar-
rested on allegations they were
informants for a drug cartel.

EDITORIALEOPINION

Lessons learned?

Europe’s bank supervisors must
work together better to avoid
another meltdown. Page 12
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Doubts prevail as efforts
to spur economy falter

ECB nears a rate cut
as France, U.K. work
to address downturn

BY ALISTAIR MACDONALD
AND MARCUS WALKER

LONDON—Markets across Eu-
rope dived and then regained some
ground, ending lower Monday as
worries about recession grew into
concern that governments can’t do
much to solve one.

Banks in Germany and Sweden
tapped government funding,
among other measures to bolster

Heading lower

Trichet signaled ECB is likely to
cut rates next week

their funds, and several govern-
ments took steps to try to reassure
investors about their economies.

U.K. Prime Minister Gordon
Brown reiterated that his govern-
ment will increase borrowing in
the short term to help the U.K.
economy through the downturn.
French President Nicolas Sarkozy,
concerned about the prospect of
rising unemployment, is expected
to lay out Tuesday a series of mea-
sures designed to relieve the ef-
fects of higher unemployment, in-
cluding steps to make it easier for
workers who have been laid off to
find jobs, according to an official
at the French Ministry of Economy

Please turn to page 30

Investors flee
Asian shares
to avoid risk

A massive selloff in Asian shares
Monday highlights growing inves-
tor nervousness over emerging vul-
nerabilities in a region until re-
cently considered relatively safe
from crisis contagion.

Tokyo shares fell 6.4% to their low-
est level in 26 years and Hong Kong’s

By Peter Stein and Laura
Santini in Hong Kong and
Hiroko Tabuchi in Tokyo

stock market fell 12.7% as fearful in-
vestors pulled out of the region’s eq-
uity and currency markets. The Phil-
ippines benchmark index in Manila
fell 12.3%, while Bangkok tumbled
10.5%. Shanghai fell 6.3%, Taiwan
shed 4.7% and Mumbai lost 2.2%.

Only South Korea defied the
trend, closing modestly higher after
the central bank announced a sur-
prise, three-quarter percentage-
point rate cut.

European markets fell sharply as
well Monday. Investors were watch-

Please turn to page 30

Reuters

Neither history nor polls provide clear insights on how Sen. Barack Obama’s race
will affect the outcome of the U.S. presidential election.

Obama’s race remains
a wild card in election

By GERALD F. SEIB

We’re about to learn the answer
to the great, sometimes unspoken
question that hangs over Campaign

2008: How will race affect the out-
come?
go in the U.S. presidential race, no-
—__ body knows for
CAPITAL .
which and how
many white voters
flatly unwilling to pull the lever for
the African-American candidate,
determine from either polling data
or experience.
cause few voters would admit to a to-
tal stranger—in this case, a poll in-

terviewer—that they harbor what
might be considered racist senti-
ments. Chicago-based Democratic
pollster Mike McKeon says his sur-
vey work shows that voters are well
aware of the “stigmatism of rac-
ism,” but the effects of that stigma-
tism are hard to gauge. It could
mean that some whites really do
have trouble voting for a black candi-
date and won’t admit it. Or it could
have the opposite result: Some
whites end up feeling they have to
vote for a black candidate to con-
vince themselves they don’t harbor
racist sentiments.

Nor is history a reliable guide.
There has been no campaign before
like this one, and Sen. Obama—son
of a white mother and black father,
born in Hawaii, educated on both

Please turn to page 31

The reality is, with just days to
sure. Figuring out
JOURNAL
will be reluctant or
Sen. Barack Obama, is impossible to
Polling data are unreliable be-
.
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Deutsche Post cuts view

Outlook is hampered
by weak performance
at express operations

By JuLiIA MENGEWEIN

FRANKFURT—Deutsche Post
AG on Monday slashed its earnings
forecast for 2008 and scrapped its
2009 outlook, citing a weak third-
quarter performance at its express

DAILY SHARE PRICE

Deutsche Post
Monday’s close: €8.00, down 17%
Year-to-date down 66%

Source: Thomson Reuters Datastream

operations, which include the DHL
logistics and delivery business.
The profit warning highlights
the German mail and logistics com-
pany’s woes in the U.S., where it
has run up billions of dollars in
losses trying to expand its DHL
business but has failed to break the
dominance of U.S. rivals United Par-
cel Service Inc. and FedEx Corp.
Separately, Deutsche Post said
Monday that it would step in to
help its majority-owned retail-
banking unit Deutsche Postbank
AG raise as much as €1 billion
($1.26 billion) to boost its balance
sheet, after Postbank reported a
€449 million third-quarter pretax
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loss on trading losses and its expo-
sure to collapsed U.S. investment
bank Lehman Brothers Holdings
Inc.

In the three months ended
Sept. 30, Deutsche Post said its ad-
justed earnings before interest
and taxes dropped 8% from the
year-earlier €468 million, blam-
ing a deterioration in the global
economic environment. The com-
pany is to report full third-quarter
earnings on Nov. 10.

Deutsche Post said it now ex-
pects 2008 Ebit of about €2.4 bil-
lion—down about 10% from a year
earlier and 17% less than its previ-
ous forecast. The company had ear-
lier forecast full-year Ebit of €2.9
billion, adjusted to exclude the con-
tribution of Deutsche Postbank af-
ter its agreement to sell a 29.75%
stake in Postbank to Deutsche
Bank AG.

Looking ahead to 2009, Deut-
sche Post said it still expects to in-
crease its profit, but it is withdraw-
ingits €3.4 billion target for under-
lying Ebit, which excluded contri-
butions from Postbank. The com-
pany said it will issue a fresh fore-
cast “once the economic prospects
are sufficiently clear.”

Deutsche Post’s Dutch rival TNT
NV is also suffering from the eco-
nomic downturn. TNT on Monday
posted a 32% drop in third-quarter
earnings on slowing premium ex-
press volumes in Europe and surg-
ing fuel costs. The company, which
had issued a profit warning two
weeks ago, Monday lowered its
2008 outlook for its express busi-

ness and said it will take more ag-
gressive cost-cutting measures.

TNT said net profit fell to €113
million from €167 million a year
earlier. Revenue rose 1.5% to €2.69
billion from €2.65 billion. The com-
pany said that its mix of busi-
nesses led to overall revenue
growth, but with a lower operat-
ing margin, partly because of
higher financing costs.

In Frankfurt Monday, shares in
Deutsche Post were down 17% to
€8. TNT shares were down 8.2% to
€14.65.

Deutsche Post’s profit warning
“didn’t come as a surprise, but in
the current market environment,

The profit warning
highlights the mail
and logistics firm’s
woes in the U.S.

investors simply start selling their
shares fast,” said NordLB analyst
Martina Noss. She added that Deut-
sche Post had always said its out-
look was valid only as long as the
economic environment didn’t
worsen.

“The company is still well-fi-
nanced, and while Ebit will fall in
2008, it still expects a small
growth for 2009, which is posi-
tive,” she said.

—Stefan Kloet in Amsterdam
contributed to this article.

KBC to get $4.4 billion

from Belgium for buffer

By CAROLYN HENSON
AND ALESSANDRO TORELLO

BRUSSELS—Belgian bank and in-
surer KBC Group NV became the lat-
est European bank to seek govern-
ment help, announcing a €3.5 billion
($4 .4 billion) cash injection from the
Belgian state to provide an added
buffer amid market turmoil.

The lender said that while its sol-
vency and liquidity have remained
strong, it had to act in order to com-
pete on equal footing with rivals
such as Dutch-Belgian bank Fortis
NV, Franco-Belgian lender Dexia SA
and Dutch bank ING Groep NV, which
have received government support.
Prior to Monday’s move, KBC had
been the only major player in the Bel-
gian banking market not to seek
state help.

The cash injection is also aimed
at reassuring the market after KBC’s
shares hit 12-year intraday lows Fri-
day, with investors spooked by its ex-
posure to hard-hit emerging econo-
mies in Eastern Europe.

In a transaction that echoes the
€10 billion deal that ING made with
the Dutch government last week, al-
beit on a smaller scale, KBC will issue
€3.5 billion in nonvoting securities to
the Belgian state. The move, which
won’t dilute KBC’s capital, will raise
the bank’s core Tier-1 capital ratio—a
measure of financial strength—to
8.2%, 2% times the required mini-
mum. The bank said it won’t pay
shareholders a dividend this year.

“It is prudent to proactively

strengthen our excess capital further
in order to consolidate and reinforce
our competitive position,” Chief Exec-
utive Andre Bergen said. The deal is
expected to close by the end of No-
vember, he added.

Monday’s deal marks the Belgian
government’s fourth banking bailout
inrecent weeks. Fortis, Dexia and Bel-
gian mutual-insurance company Eth-
ias have all sought rescue. Overall,
the Belgian government has pumped
in almost €20 billion, Finance Minis-
ter Didier Reynders said.

The capital support will enable
KBC to absorb any losses that could
come from further write-downs, im-
pairments and loan losses following
the economic downturn, said ana-
lyst Ton Gietman at Petercam, and
should remove worries for both cli-
ents and investors.

“We expect KBC will be able to
generate sufficient excess cash going
forward to pay off the €3.5 billion rel-
atively quickly,” said analyst Ivan
Lathouders at Bank Degroof.

KBC has a strong retail base in Bel-
gium as well as a second home mar-
ket in Central and Eastern Europe, in-
cluding the Czech Republic, Poland,
Hungary, Slovakia and Russia. Its
emerging-markets franchises con-
tribute about a third of its profit.

Last month, it warned that heavy
losses in the third quarter due to
write-downs on its investment port-
folio would lead to a net loss of €880
million to €930 million for the quar-
ter. It is due to report third-quarter
earnings Nov. 6.
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Trichet signals ECB
plans rate cut next week

European Central Bank Presi-
dent Jean-Claude Trichet signaled
in a notably direct statement that
the central bank is likely to cut its
key rate next week.

In a speech in Madrid, Mr.
Trichet said, “I consider it possible
that the Governing Council would
decrease interest rates once again

By Joellen Perry in Frankfurt
and Sudeep Reddy
in Washington

at its next meeting” on Nov. 6. Mr.
Trichet declined to discuss the size
of a potential cut and stressed that
“it is not a certainty.” His comments
solidified analysts’ expectations
that a half-percentage point de-
crease to 3.25% is likely.

Mr. Trichet’s comments
bolstered markets briefly,
but were unable to keep Eu-
ropean shares from clos-
ing at a 5%-year low Mon-
day, amid fears of a pro-
tracted economic slump.
The benchmark FTSEuro-
first 300 index of top Euro-
pean shares closed down
1.65% at 816.04 points, the
lowest close since May
2003.

Many of the world’s ma-
jor central banks are likely
to cut key rates soon as growth stut-
ters amid market turmoil. In Europe
and many other places, the predomi-
nant worry through the next 18
months—in light of soaring oil
prices—had been rising inflation
rates.

But with commodities prices fall-
ing sharply, a global recession sink-
ing in and the credit crisis worsen-
ing, some ECB and Fed officials be-
lieve inflation next year could drop
below their soft targets. They view
deflation as possible but unlikely,
and their rate cuts—because of the
bleak economic outlook—should
help to protect against the threat of

Jean-Claude
Trichet

falling prices down the line.

The ECB, the U.S. Federal Re-
serve and four other central banks
launched a coordinated rate cut on
Oct. 8, lowering key rates by a half-
percentage point.

At its meeting Wednesday, the
Fed is expected to lower its interest-
rate target from the current 1.5%. Fu-
tures markets are fully pricing in a
half-percentage-point cut.

The U.S. economy is expected to
weaken further and Fed officials
don’t expect a meaningful recovery
to begin until the second half of next
year. That could keep pressure on the
Fed to lower rates at the December
policy meeting. Officials have been
cautious about more easing, trying
to gauge how much cuts would affect
the overall economy while credit
markets remain strained.

With policy makers and
economists predicting a re-
cession in the U.K., Bank of
England officials are ex-
pected to lower their key
rate by at least a half-per-
centage point from the cur-
rent 4.5% at their meeting
on Nov. 5-6.

Amid signs of a severe
slowdown in the 15 coun-
tries that use the euro,
some economists expect
the ECB to follow a Novem-
ber cut with a second half-percent-
age point cut in December.

Mr. Trichet’s suggestion that an
ECB cut could come at the bank’s
next meeting suggests policy mak-
ers have ruled out cutting in tandem
with the Fed, at least for now.
Within the ECB’s 21-member Gov-
erning Council, there is some sur-
prise that the coordinated rate cut
didn’t impress markets more. Some
policy makers say they feel the fact
that confidence was so low that the
cut produced no tangible boost
raises the stakes for their next
move.

Japanese shippers record
strong profits, expect slump

By HIROYUKI KACHI

TOKYO—Japan’s top shipping
companies released brisk earnings
results for the July-September quar-
ter but indicated they are increas-
ingly feeling the effects of a recent
downturn in bulk-shipping rates
and the uncertainties stemming
from the global economic slump.

Nippon Yusen K.K., Japan’s big-
gest shipping company in terms of
revenue, reported that its net profit
shot up 78% to 46.9 billion yen
($495.8 million) during its fiscal sec-
ond quarter from 26.3 billion yen a
year earlier. Revenue climbed 13% to
740.2 billion yen, while operating
profit jumped 49% to 76.6 billion yen.

The strong performance showed
that the benefits of brisk bulk-ship-
ping rates before the recent tumble
were still offsetting the rise in fuel
costs and the stronger yen.

“We enjoyed drastic revenue and
profit growth” upon completion of
voyages for which the contracts
were signed using record bulk-ship-
ping rates in May and June, Nippon
Yusen said in a statement. Its in-
terim net profit between April and
September was 91.27 billion yen.

Mitsui 0.S.K. Lines Ltd., mean-
while, posted a 30% gain in net
profit to 68.66 billion yen during the
quarter, compared with 52.73 bil-
lion yen in the year-earlier period.
Its revenue climbed 19% to 587.26
billion yen. Also, Kawasaki Kisen
Kaisha Ltd. posted a 62% jump in
net profit to 29.62 billion yen, up
from 18.24 billion yen, as revenue
grew 14% to 386.02 billion yen.

But slowdowns are likely as the
global financial turmoil clouds ship-
ping demand and trade in Asia, and
between the Asia and the rest of
world. The Baltic Dry Index—a glo-
bal benchmark for bulk-shipping
rates—has plummeted more than
85% from its peak in May to a six-
year low this month.

For the full year ending March
2009, Nippon Yusen left unrevised
its net-profit outlook at 140 billion
yen. Nippon Yusen expects the re-
cent weakness in fuel prices and are-
covery in container-shipping
freight charges to help moderate the
impact of a slowdown. Mitsui 0.S.K.
lowered its net-profit outlook to 195
billion yen from 210 billion yen. Rev-
enue is now estimated at 2.05 tril-
lion yen, down from 2.15 trillion yen.

(-7 warns of volatile yen

Currency’s rise may
hurt Japan’s exports
amid recession fears

By TAKESHI TAKEUCHI
AND TAKASHI NAKAMICHI

TOKYO—Finance chiefs from the
Group of Seven leading nations on
Monday issued an emergency state-
ment warning investors against
pushing up the yen too much, sug-
gesting that the U.S. and Europe, in
addition to Japan, are uneasy about
the yen’s broad advances.

It was the first time since Septem-
ber 1999 for the group to mention the
yen on its own. In the three-sentence
statement, partly in response to Ja-
pan’s pleas for help, the G-7 finance
leaders singled out the yen, saying its
recent “excessivevolatility” threatens
the global economy and financial sys-
tem. “We continue tomonitormarkets
closely, and cooperate as appropri-
ate,” the statement said.

The statement comes as curren-
cies of both advanced and develop-
ing nations have become volatile as
the global financial crisis intensifies.
Japan’s currency closed Monday at
93.58 yen to the dollar, near its stron-
gest level in 13 years.

The yen’s rise comes as investors
race to pull out of high-risk invest-
ments—such as oil or stocks inemerg-
ing countries bought with borrowed
yen—amid worries of a global eco-
nomic recession. That strengthening
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After the dollar rose slightly against the yen following a G-7 statement, it was
pushed down by a sharp fall in Japanese share prices.

intheyenthreatenstobatter Japanese
exports at a time when the domestic
economyis flirting with recession.

Currency traders showed only a
limited reaction to the statement.
“The statement disappointed us be-
cause it suggests that authorities
are still a few steps away from actu-
ally selling the yen,” said Hiroshi
Maeba, senior dealer at Nomura Se-
curities. “What we need is an actual
intervention.”

After the dollar rose slightly
againsttheyenfollowing the G-7state-
ment, it was pushed down by a sharp
fall in Japanese share prices. Later, it
was trading at around 93.54 yen.

In the past, when the G-7 specifi-
cally noted the yen’s strength but the
currency continued appreciating, it

led to market intervention to sell Ja-
pan’s currency, as in September
1999, when Japan’s Finance Ministry
and the Bank of Japan repeatedly
sold the yen against the dollar.

Japan has stayed out of the for-
eign-exchange markets since March
2004, when it ended a massive yen-
selling campaign to prevent a strong
domestic currency from undermin-
ing the nation’s then fragile eco-
nomic recovery.

The G-7 “only spoke about the
yen’s ‘recent excessive volatility,’
said Simon Johnson of Baseline Sce-
nario. “This was about the least they
could say under the circumstances,
and it is not clear that it will do any-
thing—other than encourage further
flows into the dollar.”
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Two VimpelCom stakes
frozen by a Russian court

LTIMO, the telecoms
arm of Russian tycoon
Mikhail Fridman’s Alfa

Steel consumption in EU
is forecast to fall next year

TEEL consump-
tion in the Euro-

pean Union is

BASF’s Wintershall offers
$740 million to buy Revus

ERMAN energy
company Winter-
shall AG, which

Inmagine

Group, said on Monday a Rus-
sian court had frozen its
stake in mobile carrier OAO
Vimpel Communications and
a stake owned by Norway’s
Telenor ASA.

The freeze came in a law-
suit, but was ordered at the
same time that VimpelCom
shares are at risk for a mar-
gin call. It is also the latest twist in a long-running
battle between Alfa and Telenor over VimpelCom’s
strategy. Altimo, which owns 44% of VimpelCom, ac-
cuses Telenor, which owns 29.9%, of holding up the
expansion of VimpelCom into the Ukrainian market.

Shutterstock

[

—Reuters

said Monday.

likely to decline in the
first half of 2009, the
European Confedera-
tion of Iron and Steel
Industries, or Eurofer,

Getty Images

“Weakening de-

mand will result in new orders to dry up rapidly and
output to decline in most sectors,” said Eurofer, add-
ing that the construction and automotive sectors will
be hit hardest. The group forecasts steel consump-
tion will drop 1.1% in the fourth quarter of 2008 from
the year-earlier period.
It may take until late next year before economic
fundamentals start to improve, said Eurofer.
—Jeffrey Sparshott

is owned by BASF SE,
offered $740 million
to buy Norway’s Re-
vus Energy ASA—a
bid that values the
small oil company’s
stock at more than

double Friday’s closing price.

Revus’s board unanimously recommended the of-
fer to shareholders. Shares in the company closed
at 44.90 Norwegian kroner ($6.39) before the week-
end, while the offer values them at 110 kroner each.

The stocked jumped Monday, closing at 97 kroner.

Revus, based in Stavanger, Norway, was founded in

2002 and specializes in offshore exploration in Nor-

wegian and British waters.

—Associated Press

Businesses focus on U.S. drug case

Lobby is hopeful
high court will limit
product-safety suits

By ALiciA MUNDY
AND SHIRLEY S. WANG

cans have been able to sue

drug companies for deaths or
injuries caused by medicines. Now
the pharmaceutical industry and
other big businesses are hoping the
U.S. Supreme Court will sharply
curb that right.

In a case called Wyeth v. Levine,
which the court will hear next week,
aVermont guitarist named Diana Le-
vine lost an arm to gangrene caused
by animproperly administered nau-
sea drug. A Vermont jury awarded
her $6.7 million in damages from
Wyeth, accepting her argument
that the drug maker should have put
stronger warnings on the label.

In its appeal of the verdict, the
drug maker says the drug’s label
was approved by the Food and Drug
Administration, and it ar-
gues the federal regulator’s
judgment should trump
state law on issues of prod-
uct safety. Many lawsuits
are based on state con-
sumer-safety regulations
that often are stronger
than federal standards.

“This case is worth tens
of billions to the pharma-
ceutical industry,” said Ri-
chard Rubin, Ms. Levine’s
lawyer.

The Chamber of Commerce, the
nation’s largest business lobby, has
called the battle—with some hyper-
bole—the business case of the cen-
tury. The Bush administration has
long promoted the idea that federal
law pre-empts state lawsuits. It has
included the notion of pre-emption
in regulations for dozens of prod-
ucts, ranging from suntan lotion to
seat belts, and has weighed in on Wy-
eth’s side before the Supreme
Court.

The business lobby isn’t hiding
its anticipation that the current Su-
preme Court, one of the most pro-
business ones in 50 years, will rule

F OR NEARLY A century, Ameri-

Stephen Breyer

Shelling out

Payments in some major drug-related lawsuits.

Company Drug Use Payout

Merck Vioxx Pain reliever Has agreed to more than
$4 billion in settlements

Wyeth Diet pills Weight control About $20 billion in
fen-phen-related costs

Lilly Zyprexa Antipsychotic About $1.3 billion

Pfizer Celebrex/Bextra  Pain reliever $894 million

GlaxoSmithKline Paxil

Antidepressant

More than $100 million

in Wyeth’s favor. In January, the
court ruled in favor of pre-emption
in a medical-device case involving
Medtronic Inc. of Minneapolis.

In another drug case recently
heard by the court, Justice Stephen
Breyer, part of the court’s liberal
wing, strongly supported the FDA’s
pre-eminence in determining safety
standards.

In a testy burst, Justice Breyer
asked the plaintiff’s lawyer whom
she would rather have deciding
whether a drug would hurt or save
people: “an expert agency,
on the one hand—or 12 peo-
ple pulled randomly for a
jury role who see before
them only the people
whom the drug hurt, and
don’t see those who need
the drug to cure them?”

The details of the Wy-
eth case give both sides
hope. Ms. Levine, who lost
her livelihood, and her
story are likely to arouse
sympathy. She went to a
clinic with a migraine and received
medicine to stop her accompanying
nausea. The injection was carried
out incorrectly, and within days her
right hand turned black because of
gangrene.

Two surgeries later, Ms. Levine
lost her arm. The clinic reached a
settlement with her. Mr. Rubin said
Wyeth offered a settlement of less
than $2 million, which Ms. Levine
turned down because her medical
expenses and expected lost wages
were higher.

But Wyeth points out the case
doesn’t involve any allegations that
the company deliberately sold a

drug it knew was dangerous. “We’re
the ones who brought [this case] for-
ward,” not the tort bar, said Wyeth’s
lead outside lawyer, Bert Rein, refer-
ring to the company’s appeal.

Wyeth says it complied with FDA
guidelines on how to label the nau-
sea drug. It didn’t strengthen its
warning label to comply with stron-
ger Vermont state law.

“The data show that the number
of reports of gangrene amputation
is infinitesimally small, and the suc-
cessful administration has occurred
in a huge number of patients over
thelast 50 years,” said Joseph Cama-
rdo, head of global medical affairs
for Wyeth.

The company argues that it can’t
rush to the FDA for talks on chang-
ing the label every time an issue
arises in one of the 50 states, and it
also believes it can’t change the la-
bel on its own.

“It would be a chaotic system if
you can relabel anything as long as
you mumble safety,” said Mr. Rein.
But he confirmed he knew of no in-
stances on record in which the FDA
had punished a company for amplify-
ing its label warnings.

Ms. Levine’s lawyers say Con-
gress never intended to stop drug
makers from proactively toughen-
ing warnings to doctors and consum-
ers. They say FDA guidelines are the
floor, not the ceiling, when it comes
to safety standards.

The Chamber of Commerce,
which has underwritten a multimil-
lion-dollar lobbying campaign sup-
porting pre-emption, has said the
outcome of Wyeth v. Levine could af-
fect many questions—for example,
whether states could set their own

standards on the environment and
vehicles’ fuel efficiency. Liability
suits involving products such as
cars would be more directly af-
fected.

The most immediate impact of a
ruling would fall on the drug indus-
try. While details differ, pre-emp-
tion would have given drug makers
a stronger position in many law-
suits in recent years that involved
drugs used in accordance with FDA-
approved labels.

Johnson & Johnson just paid
$68 million to settle cases involving
its Ortho Evra contraceptive patch.
Settlements over the anti-psychotic
drug Zyprexa have cost Eli Lilly &
Co. more than $1 billion. Merck &
Co.’s Vioxx litigation has cost it $4
billion so far, and the price tag for
Wyeth’s fen-phen-related diet pills
has reached $20 billion.

Consumer groups cite such cases
in arguing that the FDA makes mis-
takes and companies hide informa-
tion. They say patients’ right to
sue—in state court if necessary—is
the only deterrent to corporate mis-
behavior. The New England Journal
of Medicine has published an edito-
rial in Ms. Levine’s favor making
these points.

Mr. Rein, the Wyeth attorney, ac-
knowledged that victims would
have a harder time getting compen-
sated for medical costs and lost
wages if the Supreme Court rules in
Wyeth’s favor. He said Congress
should consider establishing a fund
to help such victims, as it has for vac-
cine-related injuries.

However, Congress may have
other ideas. If it swings heavily Dem-
ocratic in this year’s elections,
which take place the day after the
court hears the Wyeth case, some
Democrats say they will push for-
ward bills to undo pre-emption and
guarantee the right to sue for dam-
ages.

Ms. Levine says she was stunned
when the FDA joined in the case
against her and when the Justice De-
partment’s solicitor general filed a
brief.

Her daughter, Jessamine, is also
amusician and wrote a ballad called
“Mr. Solicitor General,” which in-
cluded the lyrics: “What you’re deal-
ing with isn’t just statistics—this is
real, son.”

Bidding process
for Austrian Air
gets an extension

A WSJ NEws Rounpup

Austria is extending the tender
for Austrian Airlines AG for two
months after at least one bidder de-
manded that the government take
on some of the carrier’s debt.

The planned sale of the govern-
ment-controlled carrier now will con-
tinue until Dec. 31. That could hurt
prospects for a deal since airline sales
and earnings are expected to decline
further in the months to come as the
global economic slowdown weighs
on business and leisure travel.

Austria’s government decided in
August to privatize its roughly 42%
share in the flagship carrier, which
has €900 million ($1.13 billion) of
debt and recently announced it ex-
pects a net loss of as much as €125
million for fiscal 2008.

State holding company OIAG said
it will discuss with the government,
the European Union and the two re-
maining bidders how to structure
the deal on Austrian Airlines’ debt.

Deutsche Lufthansa AG, which
Monday confirmedthatitisabidder,
has demanded that OIAG assume
aroundhalfof Austrian Airlines’ debt
and offered only a nominal amount
for OIAG’s stake, an OIAG supervi-
sory board member said Sunday.

OIAG’s mandate to sell its stake
had been due to expire Tuesday. The
mandate allows OIAG to sell its entire
holding, provided that an Austrian
shareholder keeps a 25% stake; that
the airline’s brand, headquarters and
its Vienna hub remain; and that jobs
are secured as much as possible.

OIAG Chief Executive Peter
Michaelis said he aimed to conclude
the deal soon.

His statement that there are still
two bidders raised the question of
who has filed a proper offer. Mr.
Michaelis declined to identify the re-
maining bidders but nodded when
an interviewer from Austrian state
television asked him whether they
were Lufthansa and Russia’s S7. S7
said it had filed a “letter” but added
that this letter had been conditional,
without elaborating the conditions.

Mr. Michaelis said Austrian Air-
lines would only continue talks with
those still in the race, explaining that
the tender was only extended, not re-
started from scratch. Lufthansa said
itsbid was valid until year end.
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Weak hohday sales expected

U.S. retailers predict
more promotions,
but fewer gifts sold

BY JENNIFER SARANOW

The latest forecast for a gloomy
and highly promotional holiday sea-
soncomesfromretailersthemselves.

Chief marketing officers at 100
U.S. retail companies said in a sur-
vey by BDO Seidman LLP that they
expect their companies’ same-store
sales in November and December to
fall an average of 2.7% from year-
ago levels. In the survey, which BDO
Seidman released Monday, 88% of
the executives also said they plan to
offer more discounts and promo-
tions than last year.

“Retail executives are expecting
this to be the toughest holiday sea-
soninmorethanl5years,” said Doug
Hart, a partner in BDO Seidman’s re-
tail and consumer-products prac-
tice. The pessimism is “pretty broad
across all the categories,” except at
discounters, which typically do well
inan economic downturn.

Getty Images

One survey found 64% of U.S.
shoppers plan to spend less on gifts
than last year.

Thirty-nine percent of the execu-
tives said they expect same-store
sales to decline this holiday season,
41% said they expect flat sales and
20% said they expect sales to rise.

Last year, only 5% of chief market-
ing officers told BDO Seidman that
they expected sales to fall and 41%
said they expected to ring up
higher sales.

In a more ominous sign, 65% of
the executives said they don’t ex-
pect to see a meaningful economic
turnaround until the third quarter
of 2009 at the earliest. The survey,
conducted Sept. 22 through Oct. 17,
involved executives at retail compa-
nies with sales of more than $100
million, said BDO Seidman, an ac-
counting and consulting firm.

Retailers have responded to slow
sales by cutting prices, hoping to en-
tice shoppers to buy. Executives also
have begun adding promotions to
their holiday plans. In an interview
last week, Tween Brands Inc. Chief
Executive Michael Rayden said the
company will offer deeper holiday
season discounts than last year in its
Justice and Limited Too catalogs,
starting with its November issue.

Inaseparate survey of1,000 con-
sumers conducted Oct. 8 through
Oct. 10, consultant AlixPartners LLP
found that 64% of U.S. consumers
plan to spend less on gifts this holi-
day season.

Microsoft to facilitate
new data-center services

By JEssicA HODGSON
AND SCOTT MORRISON

Microsoft Corp. unveiled a strat-
egy for data-center services as its
core desktop operating system
faces growing competition.

The new initiative, dubbed Win-
dows Azure Services Platform, al-
lows software developers to create
applications that can be run and
stored on Microsoft’s servers, help-
ing developers and customers to mini-
mize information-technology costs.

It is a major acknowledgment by
the Redmond, Wash., giant of a key
shift taking place in consumer and cor-
porate computing, withmore comput-
ing services stored off desktop com-
puters and in remote data centers.

With Azure, the company aims to
address customers’ growing appe-
tite for off-site products without dis-
rupting Microsoft’s highly profitable
Windows and Office franchises.

Speaking to developers in Los An-
geles, Ray Ozzie, Microsoft’s chief
software architect, acknowledged
the fundamental shift the company is

making. “The systems we’re building
for today are for the next 50 years of
development. We need to lay the
groundwork with new types of sys-
tem and storage, applications, for a
world of parallel computing,” he said.
Bob Muglia, who runs Mi-
crosoft’s server-and-tools busi-
ness, said the system was designed
tohelp customers cut costs by allow-
ing them to tap into data centers,
minimizing their hardware needs.
Microsoft is the latest tech giant
to join this trend by building huge
data centers that will provide com-
puting services to customers on a
pay-as-you-go subscription basis. It
is trying to tap a fast-growing mar-
ket—research firm IDC has esti-
mated it will grow at 16% per year
until 2012—while also defending its
territory against a number of rivals
who are offering products and ser-
vices that compete with its Office
and Windows products, which ac-
count for the bulk of its $60 billion
plus in annual revenue. Microsoft’s
software runs on about 90% of the
world’s personal computers.
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Telecom firms to combine

CenturyTel will buy

Embarqin stock deal
valued at $5 billion

A WSJ NEws Rounpup

CenturyTel Inc. agreed to ac-
quire Embarq Corp. in an all-stock
deal valued at more than $5 billion,
uniting the seventh- and fourth-larg-
est land-line telephone operators in
the U.S. by customers.

The transaction—under which
CenturyTel also will assume $5.8 bil-
lion of Embarq debt—marks one of
the most significant transactions
since wider market panic froze
merger discussions across the econ-
omy.

It also marks another step in the
consolidation of America’s tradi-
tional phone operators. Such compa-
nies are under threat from wireless
and cable-television operators. That
has made efficiency all the more im-
portant for CenturyTel and Embarq,
which run phone operations in 25
states and 18 states, respectively.
Embarqg was spun off from Sprint
Corp. in 2006, after the merger that
created Sprint Nextel Corp.

The credit crisis has been a big
factor in the sale of Embarg, based
in Overland Park, Kan. Weeks ago,
Embarq solicited takeover propos-

DAILY SHARE PRICE

Telecom stocks

Early afternoon in New York:

== Embarq: $30.55, up 3%.

== CenturyTel: $25.68, down 13%

Source: Thomson Reuters Datastream

als from Windstream Corp., the na-
tion’s fifth-largest phone provider.
As markets froze, potential buyers
couldn’t get the cash necessary to
complete a transaction.

Embarqg’s chief executive, Tom
Gerke, said at a conference Sept. 17
that consolidation would make
sense in the telecommunications in-
dustry. “We’d certainly be, and have
always been, open to looking at
that,” Mr. Gerke said.

CenturyTel has annual revenue
of about $2.7 billion; Embarg’s pro-

file is much larger, with revenue of
$6.3 billion.

CenturyTel, a Monroe, La., pro-
vider of Internet, voice and televi-
sion services, will pay 1.37 shares
for each share of Embarq. The deal
values Embarq at $40.42 a share
based on the buyer’s closing price
Friday, a 36% premium over Em-
barq’s closing price on Friday.

CenturyTel shares fell 12%, or
$3.52, to $25.98 on the New York
Stock Exchange, in late-afternoon
trading Monday. Embarq shares
rose about 7.2%, or $2.15, to $31.89,
also on the Big Board.

When the transaction closes, Em-
barq shareholders would own ap-
proximately 66% and CenturyTel
shareholders approximately 34% of
the combined company.

CenturyTel Chief Executive Glen
Post will lead the combined firm.
Embarq’s Mr. Gerke will serve as ex-
ecutive vice chairman.

Both companies reported third-
quarter earnings Monday. Century-
Tel said its net income fell 25% to
$84.7 million, or 84 cents a share,
from $113.2 million, or $1.01 a share,
a year earlier. Sales slipped 8% to
$650 million from $708.8 million.

Embarq’s profit rose 1.9% to $160
million, or $1.11 a share, from $157
million, or $1.01 a share. Revenue de-
clined 3.8% to $1.53 billion from
$1.59 billion.

Verizon gets boost from wireless

BY ROGER CHENG
AND AMOL SHARMA

Verizon Communications Inc.
posted a 31% increase in third-quar-
ter profit on a strong performance
in its wireless unit, but the telecom-
munications carrier warned of a
slowdown in consumer and busi-
ness spending in the fourth quarter.

Verizon reported quarterly net
income of $1.67 billion, compared
with $1.27 billion in the same period
last year. Revenue rose 4.1% to
$24.75 billion.

Verizon Wireless, a joint venture
of Verizon Communications and
Vodafone Group PLC, turned in a
strong quarter amid tough eco-
nomic conditions, with 1.5 million
net customer additions, excluding
630,000 new subscribers from the
acquisition of Rural Cellular, a small
wireless provider.

Analysts have widely viewed Ver-
izon as the best U.S. wireless per-

former in recent years, but it now
faces robust competition from
AT&T Inc., which said last week it
added two million customers in the
third quarter after promoting a
$200 version of Apple Inc.’s iPhone.
AT&T and Verizon ended the third
quarter with 74.9 million and 70.8
million customers, respectively.
Some analysts pointed to Veri-
zon’s higher rate of monthly cus-
tomer turnover—as much as 1.33%
ofits total base from 1.12% in the sec-
ond quarter—as a sign the iPhone is
luring some consumers to AT&T. Ve-
rizon plans later this year to release
a touch-screen BlackBerry called
the Storm, which will compete
against the iPhone and other high-
end consumer smart phones.
Verizon would catapult to the
No. 1U.S. carrier by subscribers if it
completes its pending acquisition of
Alltel Corp. The company said it is
making progress on regulatory ap-
provals and intends to close the deal

by the end of the year, but acknowl-
edged financing costs are higher
than desired in the current market
environment.

Despite the solid wireless re-
sults, other areas of Verizon’s busi-
ness struggled. The company contin-
ued to see a significant decline in
land-line users, with a loss of more
than one million access lines in the
quarter. It also lost 96,000 digital-
subscriber-line Internet users, as ca-
ble providers continue to take mar-
ket share with their faster broad-
band offerings.

“We’re not surprised by it,” said
Verizon Chairman and Chief Execu-
tive Ivan Seidenberg, who said he an-
ticipates further slowing in con-
sumer spending in the fourth quar-
ter.

Verizon’s business unit, mean-
while, saw revenue rise 1.2% in the
third quarter. Mr. Seidenberg said
he expects businesses to curtail
spending until at least next year.

SGI plans software for graphics work

By DoN CLARK

Silicon Graphics Inc., a com-
puter hardware maker that has
gone through tough times, is laying
new plans to expand its influence
through software.

The Silicon Valley company this
week is announcing a set of pro-
grams to help users interact with
complex visual models in new ways,
often without having to buy SGI's
specialized computers. SGI is also
announcing a technology for render-
ing complex graphic images with
standard personal computers and
servers, avoiding the need for spe-
cial-purpose graphics chips.

SGI's new offerings represent a
sharp shift for the 26-year-old com-
pany, a pioneer in making technol-

ogy for rendering interactive pic-
tures on computer screens. The com-
pany built its graphics circuitry into
workstations and servers used by
engineers to view car designs, un-
derground oil deposits, weather sys-
tems and other subjects.

But SGI, Sunnyvale, Calif., ran
into stiff competition from com-
puter makers that use the x86 chips
that Intel Corp. and Advanced Mi-
cro Devices Inc. developed for per-
sonal computers. Nvidia Corp. and
other companies also began selling
speciality graphics chips, called
GPUs, that allowed standard comput-
ers to handle most chores that once
required SGI systems. SGI, which
went through Chapter 11 bankruptcy
proceedings in 2006, hasn’t posted a
profit in more than six years.

SGI systems are still widely used
for applications such as multidis-
play systems that integrate maps,
video signals and data feeds for de-
fense and intelligence applications.
It says the latest initiative was in-
spired by a surge in applications
based on visualizing data, the mas-
sive size of image files, and the need
to deliver those images to users
around the world—many of them us-
ing laptops or cellphones.

SGI is offering several pieces of
new and modified software to ad-
dress those problems. One program,
called RemoteVue, is designed to
avoid emailing massive data files by
using centralized servers connected
to the Internet to handle the num-
ber-crunching chores of creating
3-D images.

Merck KGaA

Drug maker’s net jumps,
without year-earlier charge

German pharmaceuticals and
chemicals maker Merck KGaA said
third-quarter net profit rose
sharply from a year earlier, when its
earnings were weighed down by
charges related to the purchase of
Swiss biotech company Serono. The
German company, which isn’t affili-
ated with U.S. drug maker Merck &
Co., said net profit jumped to €200.1
million ($251.8 million) from €36.2
million. In the year-earlier period,
Merck booked a charge of €183 mil-
lion related to Serono acquisition.
Total revenue, including royalty pay-
ments, grew 8.7% to €1.89 billion,
with growth curbed by unfavorable
currency fluctuations. Sales of mul-
tiple-sclerosis treatment Rebif rose
10% to €338 million, while sales of
cancer treatment Erbitux increased
13% to €134 million. Merck con-
firmed its 2008 forecasts.

Electrolux AB

Appliance maker Electrolux AB
posted an 11% jump in third-quarter
net profit as price increases and
cost savings more than offset
slightly lower sales. Net profit rose
to 847 million Swedish kronor ($106
million) from 762 million kronor a
year earlier, while sales slipped to
26.35 billion kronor from 26.37 bil-
lion kronor. The Stockholm-based
maker of refrigerators, dishwashers
and vacuum cleaners said it still ex-
pects full-year operating profit of
between 3.3 billion kronor and 3.9
billion kronor, but cautioned that
the market development is difficult
to predict amid increasing uncer-
tainty in the global economy. “The fi-
nancial crisis has without a doubt af-
fected the consumption levels of ap-
pliances,” said Chief Executive Hans
Straberg. The company will have to
continue raising prices in Europe to
compensate for rising raw-material
costs, he added.

Reckitt Benckiser Group PLC

Household-cleaning and per-
sonal-care products maker Reckitt
Benckiser Group PLC reported a
12% increase in third-quarter net
profit and raised its sales outlook
for the full year. Net profit rose to
£285 million ($453.26 million) from
£254 million a year earlier while
sales jumped 24% to £1.66 billion.
The maker of Lysol, Clearasil and
Air Wick recorded growth across all
of its regions and its major brands,
driven by heavy investment in me-
dia advertising and the success of
new products, Chief Executive Bart
Becht said in a statement. Advertis-
ing spending was up 27% from a
year earlier and accounted for 12.5%
of the company’s revenue. “It’s a
very creditable result in the current
climate,” said Investec analyst Mar-
tin Deboo. Reckitt said that the
strong performance allowed it to
raise its sales-growth target for the
full year to 13% from the previous
goal of between 11% and 12%.

Electricité de France SA

In a move to expand its natural-
gas supplies, Electricité de France
SA said Monday it has agreed to buy
controlling stakes in two North Sea
gas fields from the British unit of
U.S.-based ATP Oil & Gas Co. for
£265 million ($421 million). The
deal gives EdF a 68% stake in the
North Sea’s Tors zone and 80% of
the Wenlock field. The fields have
combined reserves of about 3 billion
cubic meters of natural gas, EdF
said. ATP Oil & Gas UK will continue
to operate the fields, it added.

Daimler AG

Hungary’s government and Mer-
cedes Benz have signed an agree-
ment on a new factory in southern
Hungary that will make 100,000
compact cars a year beginning in
2012. Daimler AG’s premium car
maker said its new plant in the city
of Kecskemet will require an invest-
ment of €800 million ($1.01 billion)
and create up to 2,500 jobs. The new
factory will be Mercedes Benz’s first
production plant in Eastern Europe
and is part of the company’s deci-
sion to expand its lineup of compact
cars, the A- and B-class models. Hun-
gary said the factory will benefit the
nation’s economy.

Canon Inc.

Canon Inc. reported a 21% drop
in net profit for the third quarter
and lowered its profit outlook for
the full year, revealing its deep pessi-
mism about a stronger yen and the
mounting problems from the global
economic turmoil. Tokyo-based
Canon, which makes a wide range of
precision electronics equipment, re-
ported net profit of 83.04 billion yen
($877.8 million) in the quarter, com-
pared with 105.30 billion yen a year
earlier. The outlook for the full year
was cut to 375 billion yen, about
20% below the 500 billion yen profit
Canon called for in its outlook in
July. The revised figure represents a
23% decline from the previous year.
It is also slowing new investment by
slashing its capital outlays outlook
by 5% for the full fiscal year. The
news came after electronics and en-
tertainment giant Sony Corp. last
week gouged nearly 40% off its earn-
ings outlook for the fiscal year
through March, amid the yen’s rapid
rise.

China Pacific Insurance (Group)

China Pacific Insurance (Group)
Co., the country’s third-largest life
insurer by market share, said it
swung to a third-quarter net loss on
large investment losses and lower
revenue. China Pacific said its net
loss was 1.64 billion yuan ($239.6
million), compared with a net profit
0f 1.96 billion yuan a year ago. Reve-
nue fell 18% to 18.88 billion yuan.
The company, which is 17.3%-owned
by private-equity firm Carlyle
Group LP, reported a third-quarter
investment loss of 1.51 billion yuan,
compared with investment income
of 8.18 billion yuan a year earlier.
China Pacific set aside a deprecia-
tion reserve of 2.16 billion yuan,
mainly for financial assets. Shang-
hai-based China Pacific is the coun-
try’s third-largest insurer after
China Life Insurance Co. and Ping An
Insurance (Group) Co. of China Ltd.

Banco de Oro Unibank Inc.

Banco de Oro Unibank Inc. said
it booked a 1.3 billion peso ($26.7
million) net loss in the third quarter
due to exposure to collapsed Leh-
man Brothers Holdings Inc. The
bank, the Philippines’ second-larg-
est lender by assets after Metropoli-
tan Bank & Trust Co., said the Leh-
man bankruptcy resulted in “sub-
stantial markdowns in [Banco de
Oro’s] securities portfolios and the
booking of extraordinary provisions
of impaired assets.” Banco de Oro
had a net profit of 1.68 billion pesos
in the third quarter of 2007. The
bank said that despite the third-
quarter loss, its core business re-
mained on track, with loans, depos-
its and service-based fee income
continuing to show solid growth.

—Compiled from staff
and wire service reports.
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LITHUANIA

EUROPEAN UNION

Money supply growth
slows as lending eases
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ONEY supply growth
in the euro zone
slowed in September,
as lending to the private and
corporate sectors tapered off.
The figures add “to the evi-
dence that inflationary pres-
sures are now receding mark-
edly,” said Howard Archer, an
economist with IHS Global In-
sight. September’s broad M3
money supply growth was at
an almost two-year low of
8.6% from a year earlier, below August’s 8.8% annual
rise and its slowest since October 2006 when it was
8.5%, the European Central Bank said. The figure,
however, remains well above the ECB’s 4.5% target
for the three-month average, which it views as in line
with maintaining price stability.
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—Ilona Billington

viet republic.

Four center-right parties
agree to form government

OUR center-right
| F parties in Lithua-

nia agreed to
form a coalition gov-
ernment after winning
a majority of seats in
a parliamentary elec-
tion. Led by the victo-
rious Homeland
Union, a conservative
party that is critical of Russia, the potential part-
ners said Lithuania is headed for tough economic
times and that changes are urgently needed.

Homeland Union leader Andrius Kubilius, a

former prime minister, was likely to be nominated
by the president to form the next government. The
governing Social Democrats finished in second
place, losing their grip on power in the former So-
—Associated Press

IndexOpen

Talks begin for wide ban

on smoking in workplaces

HE EUROPEAN Union
I is negotiating with

business groups and
trade unions over workplace
smoking bans. The European
Commission, the EU’s execu-
tive branch, wants to see a
ban on smoking for health
and safety reasons, an EU
spokeswoman said. The talks
are at an early stage and any
new EU-wide ban could be
years away, she said.

All 27 EU nations have rules limiting smoking in

decide.

public places, but the rules vary. Ireland, for exam-
ple, bans smoking in pubs, restaurants and other en-
closed workplaces, while in Germany, the federal
government leaves it up to regional governments to

—Associated Press

Guantanamo-detainee transfers hit snags

Mideast governments,
Bush administration
differ on repatriation

By JAy SoLOMON
Washington

HE BUSH administration is
T stepping up efforts to transfer

Guantanamo Bay detainees to
their home countries or alternative
ones, but the drive continues to be un-
dercut by differences with Middle
Eastern governments.

Yemen in particular has differed
with the administration over the han-
dling of detainees once they are repa-
triated. U.S. officials are seeking as-
surances that returnees won’t en-
gage in extremist acts against Ameri-
can interests. There is also concern
that some could face torture or other
human-rights abuses if returned to
countries such as Algeria and Libya.

“As you get down in numbers, it
gets a little bit harder,” said Sandra
Hodgkinson, U.S. deputy assistant
secretary of defense for detainee af-
fairs, in an interview. “You have the
higher-threat individuals in general,
and/or the governments that have
been the most difficult” to negotiate
with.

An estimated 255 detainees are
still held at the military’s Guantan-
amo Bay detention camp in Cuba,
down from a high of around 780 in
2003. The Pentagon plans to try
roughly 60 to 80 in its military-tribu-
nal system, while another 60 have al-
ready been cleared to leave Cuba.
The rest haven’t been charged but
still are deemed terrorism threats by
the U.S. government.

The Guantanamo Bay prison has
damaged America’s image abroad,
and both major-party presidential
candidates say they intend to close it.
Bush administration officials say
that while it will stay open for now,
they hope to reduce detainee num-
bers as much as possible before hand-
ing things off to the next president.

Another spur for the U.S. to clear
out the Guantanamo Bay facility is a
June Supreme Court ruling that the
255 inmates there have the right of
habeas corpus, meaning they can
challenge their detentions in civilian
U.S. courts. “The legal burden of han-
dling 255 habeas cases is mind-bog-
gling,” said a senior U.S. official.

The Bush administration’s diplo-
matic offensive was on display last
month during Secretary of State
Condoleezza Rice’s tour of North Af-
rica, home to roughly 50 Guantan-
amo detainees.

In meetings with leaders of Libya,
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An estimated 255 detainees are currently held at the Guantanamo Bay detention
camp in Cuba, down from a high of about 780 in 2003.

Tunisia and Algeria, Ms. Rice and
other American diplomats pressed
their counterparts to take back some
of the detainees and treat them hu-
manely, according to U.S. officials.
The countries deny human-rights
abuses. Libya and Algeria note that
they face Islamist insurgencies and
other threats.

Igerian President Abdelaziz

Bouteflika agreed to consider taking
more of the remaining 25 Algerians
still detained in Cuba, said the State
Department’s chief legal counsel,
John Bellinger III. Algeria also al-
lowed American diplomats to visit
four recent returnees from Guantan-
amo Bay, whom outside human-
rights groups feared had gone miss-
ing.

Hungarian stocks decline

By EpITH BALAZS

BUDAPEST—A pledge of assis-
tance from the International Mone-
tary Fund brought little relief for bat-
tered Hungarian markets Monday as
investors awaited concrete details of
the arrangement.

Hungarian Prime Minister Ferenc
Gyurcsany was quick to assure inves-
tors that funds to be made available
to Hungary by the IMF will be of con-
vincing size. The European Bank for
Reconstruction and Development
also hailed the announcement as a
strong basis for confidence in Hunga-
ry’s financial framework.

The IMF said Sunday that it had
reached a broad agreement with Hun-
garian authorities on a set of policies

to strengthen the Hungarian econ-
omy. The European Union and indi-
vidual European governments also
will participate in the program, as
will regional and other multilateral
institutions.

Separately, Standard & Poor’s cut
its credit outlook for Poland to stable
from positive, citing deteriorating in-
ternational markets and tightening
credit conditions. The ratings agency
also downgraded Romania’s foreign
debt to junk status, citing its high pri-
vate-sector borrowings and its depen-
dency on uncertain external financ-
ing.
The IMF didn’t disclose the size of
its proposed Hungary package and
said it will be announced in the next
few days, but analysts said it should

despite IMF aid pledge

exceed $10 billion, based on the IMF’s
agreement in principle with Ukraine
to a $16.5 billion standby loan, also
unveiled Sunday.

“The policies Hungary envisages
justify an exceptional level of access
to Fund resources,” IMF Managing Di-
rector Dominique Strauss-Kahn said.

The forint rose after the an-
nouncement, strengthening late Mon-
day to 269.70 forints to the euro from
an opening 277 forints, after hitting a
record low of 286.2 forints Friday.

The forint’s nearly 20% dive in the
past month has unnerved investors
elsewhere in the EU’s fast-growing
former communist bloc, previously
seen as a safer bet than most other
emerging economies.

The National Bank of Hungary’s

three-percentage-point interest-rate
rise last week, to 11.5%, also boosted
the forint, a dealer said.

But the promised IMF aid failed to
put a floor under sliding Budapest
stocks as the benchmark BUX index
fell below the four-year low it
reached last week. The index fell 9.8%
to 10751.23 Monday as the bourse
caught up with the global decline
over the previous two trading days
during which it was closed for a na-
tional holiday.

The government-debt market
also remained deadlocked as it has
been for more than two weeks. The
government debt-management
agency again was forced to cancel a
treasury-bill auction as bids were
well below the intended volume.

Mr. Bellinger added: “We did get
some assurances from the Libyans
on the treatment of future return-
ees, and we are following up on
these cautiously.”

The U.S. is seeking Europe’s help
in resettling 17 Chinese Muslims,
ethnic Uighurs who are being held
in Cuba despite being cleared of in-
volvement in terrorist activities.
This month, a U.S. federal district
judge found the Uighurs had been
held long enough and ordered their
release in the U.S. An appeals court
stayed that order at the govern-
ment’s request.

Some U.S. officials say Washing-
ton might have to take some of the
Uighurs to persuade Europe to take
others. Albania accepted five in
2006, after the Uighurs said they
would face persecution in China.

The biggest challenge to clearing
out Guantanamo Bay remains the
100 Yemenis detained there, say
U.S. officials. U.S. and Yemeni offi-
cials have talked about establishing
adetention facility in Yemen to pro-
cess those seen posing a terrorist
threat, while developing a rehabili-
tation program for others.

Saudi Arabia started a program
in 2006 that has allowed roughly 80
Saudi nationals to return from Guan-
tanamo Bay. The program, which
could be a model for Yemen, uses a
mixture of psychological rehabilita-
tion, religious dialogue, job training
and family support to reintegrate
them into society.

U.S. officials remain worried
that Yemeni returnees could escape
government monitoring and end up
working with al Qaeda, which is sus-
pected of carrying out a September
car bombing on the U.S. Embassy in
Sana’a. In recent months, Yemenis
convicted of participating in the
2000 al Qaeda attack on the U.S.S.
Cole in the port of Aden were either
released or escaped from prison.
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Rebel merger tests Nepal

New Maoist leaders
find integration is
a contentious issue

BY KRISHNA POKHAREL

KATMANDU, Nepal—Nepal’s
Maoist leaders are facing their big-
gest test since taking over in govern-
ment two months ago: how to inte-
grate almost 20,000 Maoist rebel
soldiers into the tradition-bound na-
tional army they used to fight.

The Maoist rebels have been liv-
ing in camps in the southern plains
of the Himalayan nation under the
supervision of the United Nations
since their leaders reached a peace
deal more than two years ago that
ended a decadelong civil war. The
deal also led to the overthrow of Ne-
pal’s monarchy and installed the
Maoists’ civilian leaders as the gov-
ernment of the new republic.

How these former rebels are
treated could help determine the du-
rability and course of Nepal’s new ci-
vilian democracy and whether the
country can succeed in reconcilia-
tion efforts after its brutal civil war.

The integration already is turn-
ing into a contentious political is-
sue. The government of Prime Minis-
ter Pushpa Kamal Dahal, the Maoist
party chairman, said in a policy pa-
per last month that it plans to com-
plete “the integration and rehabilita-
tion of the People’s Liberation
Army” within six months.

A committee including representa-
tives of all the major political parties
was expected to hold its first meeting
last week to start to resolve the issue.
But the committee’s work has been
delayed as the parties wrangle over
who should head up the committee.

Nanda Kishore Pun, 42 years old,
the head of the Maoist army, is in no
doubt what should happen next:
The ranks of the Maoist army
should be merged with the
95,000-strong Nepalese army so
they can receive army pay and serve
their new nation.

“We sacrificed, we shed blood
and on that basis there’s a republic,”
he said in aninterview. “You can’t ac-
cept the change and refuse the
force, the agent of that change.”

He added: “An excellent national
army can be built by the fusion of
the professionalism of the tradi-
tional army and the democratic con-
sciousness inside our army.”

Heis supported by Nepal’s Maoist
defense minister, who now oversees
the national army. Ram Bahadur
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Some in the Nepali Army, whose soldiers are shown here, oppose integration with
the Maoist People’s Liberation Army, who it fought in a long civil war.

Thapa said that the integration of
the two armies already has been
agreed upon in previous accords be-
tween the nation’s political partiesin
the presence of U.N. representatives.

But the army and opposition polit-
ical parties have other ideas. Senior
officers are smarting at the idea of
bringing in their erstwhile enemies.

The army, until recently known
as the Royal Nepalese Army, traces
its origins to the mid-18th century
when it was key force in helping an
ambitious prince unify various prin-
cipalities into the kingdom of Nepal.
Officers say the integration of the
professionally underqualified and
politically indoctrinated Maoist
fighters is unacceptable.

If the Maoist fighters want to
join the national army, “they have to
come through open competition af-
ter fulfilling educational, physical
and mental criteria and after disas-
sociating themselves from any polit-
ical party,” said Brig. Gen. Ramindra
Chhetri, spokesman for the Ne-
palese Army.

In private conversations, some
army generals say they are suspi-
cious of the Maoists’ insistence on
integration, fearing that they may
want to eventually control the na-
tional army and use it to achieve
their political goals.

“If you think integration is their
endgame and they stop here, then it
seems to be in everybody’s inter-
est,” said one senior army officer.
“But if you think it is part of their
strategy to achieve their stated goal
of a communist state, then it is a
very dangerous proposition.”

The main opposition Congress
Party accuses the government of
pushing the army integration as the

only option, when previous peace
agreements had talked much more
broadly of “integration and rehabili-
tation” that needn’t include an army
merger but could involve social and
employment programs instead.

One proposal being informally
floated by some politicians, for in-
stance, envisages using the Maoist
army for border security. It’s also pos-
sible the government may ultimately
opt for a compromise in which senior
Maoist soldiers are put into the ar-
my’s upper ranks but the rank and
file are provided with economic assis-
tance as their cadre disbands.

If the government insists on full
integration, as is widely expected, it
risks an uprising from the army. If it
rebuffs the Maoist forces, that will
antagonize a guerrilla army that
might well opt for another pro-
longed war, even against its own po-
litical establishment.

Although both scenarios are
viewed as long shots, the history of
hostilities between the two institu-
tions suggests that neither side is
likely to be flexible in the pursuit of
the resolution it favors.

The national army was first mo-
bilized against the Maoist rebels in
November 2001 after the Maoist
army attacked an army barracks in
western Nepal.

For the next five years, the two
armies confronted each other sev-
eral times without a decisive result.
The March 2004 battle in Beni Ba-
zar, in western Nepal, was typical:
The national army foiled the rebels’
attempt to capture the local govern-
ment headquarters and claimed 500
rebel soldiers died. But the rebel
army made off with a cache of arms
and ammunitions.

U.S. raid on Syria risks pact, Iraqis say

ASSOCIATED PRESS

BAGHDAD—Iraqgi officials on
Monday warned that a U.S. military
raid into Syria could be used by op-
ponents of a security pact under ne-
gotiation with the U.S.

The Syrians report that U.S.
troops backed by helicopters
launched the cross-border attack
Sunday, killing at least seven peo-
ple. Damascus condemned the raid
as an act of “criminal and terrorist
aggression.”

Theraid, which a U.S. military of-
ficial in Washington confirmed, oc-
curred at a sensitive time in
U.S.-Iraqi relations as the two sides
are negotiating an agreement to ex-
tend the legal basis for American
forces in Iraq after a United Nations

mandate expires on Dec. 31.

Opponents and regional coun-
tries, led by Iran, have expressed
concern that the long-term U.S. pres-
ence could allow the Americans to
use Iraq as a staging ground for at-
tacks against its neighbors. The Ira-
gis have insisted this wouldn’t be al-
lowed.

Iraqgi Kurdish politician Mah-
moud Othman claimed the raid was
carried out without the Iraqgi govern-
ment’s knowledge. “It will be used
against the agreement and will give
the Iranians reason to increase their
interference here against the agree-
ment,” he said. “Now neighboring
countries have a good reason to be
concerned about the continued U.S.
presence in Iraq.”

Government spokesman Ali al-
Dabbagh earlier said the area where
theraid occurred “is a theater of mil-
itary operations where anti-Iraq ter-
rorist activity takes place.”

He later softened his tone, say-
ing the government was investigat-
ing the site and waiting for a report
from the Americans.

Iraqi Foreign Ministry undersec-
retary Labid Abbawi said the Iraqis
were seeking more information and
hoped “the incident does not impact
negatively on our relations with
Syria.” He said he didn’t believe the
raid would affect the security negoti-
ations but acknowledged that
“some will use the incident for the
argument against the agreement.”

Taliban commander said
to die in U.S. missile hit

BY MATTHEW ROSENBERG

NEW DELHI—Pakistani offi-
cials said missiles from a U.S. pilot-
less drone Kkilled at least eight in-
cluding a low-level Taliban com-
mander tied to attacks on U.S.
forces in Afghanistan, a further
sign that the U.S. is stepping up its
campaign against Islamic militants
inside Pakistan.

A Pakistani military official said
the missiles hit a vehicle as it was
pulling into a residential com-
pound in South Waziristan, one of
the tribal areas along Pakistan’s
border with Afghanistan that are
believed to be a possible hiding
spot for Osama bin Laden and
other top al Qaeda members.

The official said that among the
eight people killed was a low-level
Taliban commander, Mohammed
Omar. Other reports put the death
toll as high as 20. Mr. Omar is be-
lieved to have fought for Jalalaud-
din Hagqgani, a long-time associate
of Mr. bin Laden, said Pakistani offi-
cials in South Wazirstan.

The military official in Islama-
bad said authorities believe a U.S.
Predator drone carried out the
strike, citing reports from the
scene of the attack and the fact
that no Pakistani aircraft were fly-
ing over the area at the time. There
was no immediate comment on
Monday’s strike from U.S. officials,
who rarely confirm or deny an
American role in the aerial raids.

Predators, armed with Hellfire
missiles and operated by the Cen-
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tral Intelligence Agency and U.S.
Special Operations Command, are
believed to have been used in at
least 15 previous strikes against
militants inside Pakistan since Au-
gust, compared with just a handful
in the first seven months of the
year.

The escalation of strikes re-
flects growing frustration among
U.S. strategists with Pakistan’s fail-
ure to stanch the flow of militants
and weapons across the border to
Afghanistan.

The Pakistanis, for their part,
have repeatedly decried the strikes
as aviolation of their country’s sov-
ereignty. But their protests have
been measured compared with the
outcry that followed a Sept. 3 raid
by U.S. Special Operations forces
in Pakistan, an attack that killed ci-
vilians along with militants.

—Khalid Khan in
Peshawar, Pakistan,
contributed to this article.

Pakistan nears IMF aid pact
after public show of distaste

By BoB Davis

WASHINGTON—Despite the ap-
pearance of strains between Paki-
stan and the International Mone-
tary Fund, the two sides may wrap
up an IMF aid package for Pakistan
as early as next week, a senior offi-
cial from Pakistan and an IMF offi-
cial said.

Pakistan has displayed deep am-
bivalence about falling into the
arms of the IMF, with which it has
had a difficult relationship. Late
last week, Shaukat Tarin, an eco-
nomic adviser to the prime minis-
ter, denied that Pakistan had asked
for IMF help. That came one day af-
ter IMF Managing Director Domin-
ique Strauss-Kahn said “Pakistani
authorities have requested discus-
sions with the IMF on an economic
program.”

The Pakistani and IMF officials
described the back and forth as
largely political theater aimed at
the Pakistani population. Critics of
the government on the right and
left were complaining of an IMF
role. The government had to go
through a display of asking other
nations for help first. Pakistan has
approached the U.S., Saudi Arabia
and China, among others, for finan-
cial aid.

China has offered funds on the
condition that Pakistan privatize in-
dustries and get its economic
house in order, said the Pakistani of-
ficial. Essentially, that means Paki-
stan needs to get an IMF loan,
which would commit the country to
make necessary economic changes.

By showing it has exhausted all
other remedies, the officials ex-
plained, Pakistan can then turn to
the IMF. Such tactics limit the em-
barrassment for Pakistan’s new
president, Asif Ali Zardari, whose
past is tied up in Pakistan’s history
with the IMF. At one point in the
mid-1980s, the IMF halted loans to
Pakistan after the government run
by Mr. Zardari’s wife, then-Prime
Minister Benazir Bhutto, ran up
huge deficits. Ms. Bhutto was mur-
dered late last year.

Mr. Zardari, who was inaugu-
rated as president last month, had
declared Pakistan wouldn’t seek
IMF help and would instead
“tighten its belt.”

But the economic situation has
deteriorated faster than expected.
Pakistan is especially hurt by deep
subsidies for food and oil, which
the government has started to
scale back. According to the Paki-
stani official, those subsidies cost
the government between 7% and
10% of gross domestic product, and
produced a huge budget deficit.

Under an IMF program, Paki-
stan would almost surely be re-
quired to cut back the subsidies fur-
ther, take other belt-tightening
moves and devalue its currency, so
it could reduce imports and boost
exports. Those are the kind of condi-
tions that have made the IMF un-
popular in developing countries
around the world—but countries
are often unwilling to take those
steps unless they are seen as being
forced to do so to get a big IMF
loan.
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U.S. business lobby riles
Democrats with ad push

By BRODY MULLINS
AND SuUsAN DAvis

WASHINGTON—The U.S.’s largest
business lobby, the U.S. Chamber of
Commerce, has raised ire among Dem-
ocratic leaders for pouring millions
of dollars into an advertising push to
prevent the party from winning domi-
nance in the Senate next year.

The Chamber says it has raised
enough money this year from corpo-
rations to spend about $35 million
on the Nov. 4 election, double its
budget for House and Senate races
in the 2006 election. The group is
supporting pro-business candi-
dates, almost exclusively Republi-
cans in contested Senate races.

Business executives fear that Dem-
ocrats, buoyed by heavy spending
from organized labor, could gain
enough muscle in the Senate to spark
policies favoring increased unioniza-
tion, higher taxes, more restrictions
ontrade and more regulation on the fi-
nancial-services and housing sectors.

Democrats currently control 51
0f 100 Senate seats and are expected
to add more. Should U.S. voters give
Democrats a 60-seat majority in the
Senate and elect Sen. Barack Obama
president, the party would be able
to thwart Republican filibusters and
other procedural motions to enact
sweeping policy changes.

The Chamber’scampaignhaspro-
voked abacklash from Senate Demo-
crats.Itisunusualfor senior lawmak-
ers to tell corporations how to con-
ducttheirpolitical activity. But many
have recently called Chamber lead-
ers and business executives to urge
them not to contribute to the cam-
paign, saying the Chamber has come
toresemble anarmofthe Republican
Party.

“The whole caucus is upset at
what the Chamber has done,” New
York Sen. Charles Schumer, who
leads campaign operations for Sen-
ate Democrats, said in an interview
last week. Last month, Sen.
Schumer called Chamber President
and CEO Thomas Donohue to com-
plain. A spokesman for Sen.
Schumer confirmed the call.

Mr. Donohue didn’t back down.
Instead, he sent a letter to business
leaders. “The fact that some sena-
tors are spending the time and en-
ergy to participate in a pressure
campaign directed at the Chamber
and its members demonstrates that
our activities are proving effective,”
Mr. Donohue wrote. “We must not
and will not let up.”

The Chamber has spent $10 mil-
lion on advertising on behalf of pro-
business candidates in tight races
since the end of August. No other
single organization has spent more
on Senate races, according to data
collected by the Federal Election
Commission. The Chamber says it
will spend millions more in the final
weeks of the campaign.

The Washington-based Chamber
represents three million U.S. busi-
nesses and most of the thousands of
local chambers of commerce from
across the country. The lobbying fed-
eration says it doesn’t favor either
party but backs “pro-business candi-
dates” from both. It has no legal obli-
gation to be nonpartisan.

Overall, American businesses
tend to contribute similar amounts
to Democrats and Republicans in
their direct giving to candidates and
political parties. Through Sept. 30,
companies and their political action
committees had donated $129.6 mil-
lion to Democrats and $132.6 mil-
lion to Republicans.

The Chamber of Commerce is at-
tempting to counteract another ma-
jor font of funding and influence—
the $300 million that organized la-
bor will spend on campaigns during
this election cycle, most of it aimed
at persuading unionized workers to
vote Democratic. Much of that
money has gone directly to cam-
paigns: Through Sept. 30, labor
unions and their political-action
committees had given $52.3 million
toDemocrats and $4.8 million to Re-
publicans, according to data com-
piled by the nonpartisan Center for
Responsive Politics.

Union-backed groups have also
spent about $6 million on advertise-
ments in the close Senate races
since early September. Wednesday,
the Service Employees Interna-
tional Union launched a $1 million
ad campaign in New Hampshire and
Oregon tying incumbent Republican
senators to Bush administration pol-
icies the group said contributed to
the economic downturn.

The centerpiece of the Cham-
ber’s fund-raising and advertising
initiative is its opposition to the Em-
ployee Free Choice Act, a labor-
backed piece of legislation that
would make it easier for unions to
organize workers inside companies.
The legislation, supported by Demo-
crats on Capitol Hill, would over-
turn current requirements that em-
ployees cast secret ballots in votes
on whether to unionize. Unions say
companies can make it difficult for
them to hold such formal elections.

The proposed legislation would
streamline balloting by letting work-
ers sign union-authorization cards.
If enacted, the Employee Free
Choice Act would likely swell the
ranks of organized labor.

The Chamber and many corpora-
tions oppose the measure, saying the
end of secret balloting could allow
union representatives to identify an-
tilabor workers and apply pressure
to them. Tuesday, the Chamber re-
leased a nationwide TV ad attacking
the Employee Free Choice Act.

The bill drew attention this sum-
mer, after it emerged that Wal-Mart
Stores Inc. had held meetings with
managers and department supervi-
sors to warn that the legislation
could lead to union organizing at its
stores. A spokesman for Wal-Mart
said executives don’t tell their em-
ployees how to vote.

Leading the Chamber’s efforts is
Bill Miller, a 46-year-old political
strategist who spent much of the
year visiting corporate boardrooms
around the country to lay out the
threats he says businesses would
face should Democrats capture 60
Senate seats. The businesses con-
sider the legislation a threat, he
says. “They are willing to invest at
significant levels.”

The Chamber isn’t required to
disclose its donors, and most corpo-
rations prefer to keep their contribu-
tions private.

To maintain its tax-exempt sta-
tus, the Chamber can’t spend a major-
ity of its funding on advertisements
that specifically ask people to vote
for or against candidates. But there is
no restriction on ads that tell voters
where candidates stand on issues.
The Chamber’s ads in New Hamp-
shire, for example, refer to Demo-
cratic candidate Jeanne Shaheen as
“The Taxing Machine,” but don’t ex-
plicitly tell voters to oppose her.

—T.W. Farnam, Brad Haynes,
Louise Radnofsky and Timothy
Aeppel contributed to this article.

Health plans face hurdles

U.S. budget deficit

may stunt initiatives
by both candidates

By ANNA WILDE MATHEWS

Both U.S. presidential candi-
dates say their plans would provide
health insurance to millions of peo-
ple who lack it. The problem is cost:
With the federal budget deficit
growing, Congress is likely to look
at more limited and incremental
moves to expand coverage.

The Census Bureau said in Au-
gust that about 45.7 million Ameri-
cans were without health insurance
in 2007, or 15.3% of the population.
Neera Tanden, a top policy adviser
to Sen. Barack Obama, said his plan
would “cover all Americans.” Doug-
las Holtz-Eakin, Sen. John McCain’s
senior policy adviser, said the Re-
publican candidate’s proposal
would cover about 25 million to
30 million uninsured people.

Outside analysts have come up
with widely varying numbers. The
nonpartisan Tax Policy Center pro-
jected that in the first year of full im-
plementation, about 1.3 million unin-
sured people would gain coverage
through the McCain plan and about
18 million would under Sen.
Obama’s structure. Lewin Group, a
consulting firm that is a unit of
health insurer UnitedHealth Group
Inc., gave Sen. McCain credit for 21
million and Sen. Obama for 26.6 mil-
lion people.

The candidates’ plans would
likely reach different subsets of the
uninsured. Sen. McCain’s would
change a key aspect of the employer-
based health-insurance system that
has long prevailed in the U.S. He
would make workers pay income tax
on health benefits they get from
their employers, while providing
tax credits of $2,500 per person, or
$5,000 per family, to defray the cost
of health insurance.

Sen. McCain’s plan may particu-
larly help young, healthy people
who lack insurance. Because they
are inexpensive to insure, the tax
credit might be enough to allow
them to purchase insurance on the
individual market. Sen. McCain has
said he also will help those who
can’t get coverage because of a pre-
existing illness.

Sen. Obama would require large
and midsize employers to offer
health benefits, or pay a fee. He
wants to create a health-insurance
marketplace that would include a
new federal plan as a coverage op-
tion. He would force insurers to sell
aplan to anyone who applies for cov-
erage. He would provide subsidies
for lower- and middle-income peo-
ple to buy coverage and expand pro-
grams for the poor, making these
groups among the biggest beneficia-
ries of his plan.

The Tax Policy Center projects
Sen. McCain’s proposal would cost
$185 billion in its first year and
$1.3 trillion over a decade; the num-
bers for Sen. Obama’s plan were
$86 billion and $1.6 trillion, respec-
tively. The Lewin 10-year-cost esti-
mate for Sen. McCain was $2.05 tril-
lion and for Sen. Obama $1.17 trillion.

Jonathan Gruber, a professor at
the Massachusetts Institute of Tech-
nology who has advised Democratic
candidates including Sen. Obama,
said the McCain plan, with its tax
credits, amounts to a “vast new ex-
penditure.”

Mr. Holtz-Eakin, the McCain ad-

viser, said the Republican candi-
date’s plan is “budget neutral” be-
cause it anticipates savings from
new efficiencies in health care in-
cluding attacking fraud in Medicare.
“The notion that somehow it falls
short [of budget neutrality] is some-
thing we would contest,” he said.
“We do believe we have something
that will be fiscally responsible and
get lots of people into coverage.”

The Obama campaign has said it
plans to use money from ending the
Bush tax cuts for wealthier Ameri-
cans to help pay for its plan. It also
cites savings from better technol-
ogy and other improvements to the
health-care system.

If the victorious candidate pre-
sents his health plan to Congress,
such optimistic projections will face
a stern test at the Congressional
Budget Office, Congress’s fiscal
scorekeeper. The office’s estimate
of the actual cost of the plans would
form the basis for debate, and legis-
lators would face a huge barrier ap-
proving any plan assigned a $1 tril-
lion-plus price tag over 10 years.

“There is not really any new
money to spend on major new
health-care-coverage initiatives,”
said Mark McClellan, who led the
Centers for Medicare and Medicaid

Services during the Bush adminis-
tration and is now at the Brookings
Institution think tank.

In the short term, Democrats in
Congress may focus on more limited
steps such as expanding the State
Children’s Health Insurance Pro-
gram, which is jointly funded by fed-
eral and state governments. A bill
that would have increased funding
for the program by $35 billion over
five years was vetoed last year by
President George W. Bush. The legis-
lation would have paid for the spend-
ing by raising the federal tobacco tax.

Ms. Tanden, the Obama adviser,
said the economic downturn should
in fact present an opportunity for
broad health-care change, as more
people lose health coverage or find it
difficult to afford the cost. She said
Sen. Obama maintains his goal of
passing a broad health-care over-
haul in a first term as president.
“Sen. Obama believes we cannot af-
ford not to do health-care reform in
the current economic downturn,”
she said.

Mr. Holtz-Eakin said he believes
Democrats and Republicans could
make early progress by finding con-
sensus on aspects of Sen. McCain’s
plan that involve overhauling care
and trimming costs.
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India’s electric-power vacuum

Patchy power supply
is a drag on growth;
widespread theft

BY JACKIE RANGE

NEW DELHI—India is failing
badly in its quest to improve its
poor electricity supply system at a
time when energy is crucial to the
country’s economic-growth ambi-
tions, according to a new report by a
parliamentary body.

The study found “there have been
significant deficiencies in the imple-
mentation” of a government program
to beef up India’s power distribution,
which is intended to reduce power dis-
tribution losses, cut chronic outages
and increase state utilities’ revenues

from selling electricity.

India’s power supply system is
widely viewed as abysmal. Some
parts of rural India experience 15
hours or more a day of power cuts,
and major towns and cities endure
blackouts of several hours a day.
The situation isn’t improving: In the
five years to March 2007 India
added 21,080 megawatts of electric-
ity-generating capacity, compared
with a government target of 41,110
megawatts for that period.

The report found the govern-
ment’s power initiative had failed in
its primary objective, which was to
cut a key measure of electricity dis-
tribution losses by 9% a year. In-
stead, between fiscal 2002 and fis-
cal 2005, losses were cut by only
1.68% a year.

Records documenting power
losses also weren’t kept properly,

the committee reported. Many con-
sumers of power don’t have their
electricity usage metered, the re-
port said. So their energy consump-
tion was estimated, with different
billing authorities using different
criteria to make those assessments.

India’s power ministry is also fail-
ing to prevent widespread theft of
energy. Few cases of theft are regis-
tered and even fewer are prose-
cuted or yield convictions.

India’s chronic power outages
are seen as a serious brake on eco-
nomic progress. India’s economy
has grown an average of 8.7% annu-
ally during the past five years. That
trend, combined with rising in-
comes, has lifted electricity demand
9% a year in recent years.

Although India’s economy is slow-
ing, demand for new power facilities
isn’t expected to show much decline,

says Shahid Hasan of Teri, an inde-
pendent research organization. Ca-
pacity increases are required just to
meet the existing demand from cur-
rent customers, he says.

“Shortage of power and lack of
access continues to be a major con-
straint on the economic growth,”
the Indian government said in its lat-
est five-year plan, which set targets
for the administration up to 2012.
That plan anticipates lifting India’s
installed power-generating capac-
ity by about 70% to 224,906 mega-
watts by March 31, 2012.

In particular, India needs to at-
tract private investment to the elec-
tricity sector, says Mr. Hasan. With-
out it, “it would be almost impossi-
ble to achieve the targets,” he says.

But foreign investors haven’t
found the going easy in the Indian
power sector. For example, now-de-
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Power up

Electricity generating capacity
anticipated at the end of India’s
11th five-year plan,

in megawatts.

Installed capacity

On March 31,2007 | 132329
Total capacity
March 31, 2012 224,906

Source: Planning Commission, government of India

funct Enron Corp.’s planned $2.9 bil-
lion power plant in western India
was derailed first by political and bu-
reaucratic squabbling over what it
should be allowed to charge for
power, and then by the meltdown of
Enron itself. The plant, now owned
by Ratnagiri Gas & Power Pvt. Ltd.,
still isn’t operating at full capacity,
despite being mostly completed
since the late 1990s.

With the U.S. government re-
cently concluding a landmark nu-
clearpactwithIndia,ontheheelsofa
civilian nuclear deal between India
andFrance,moreforeigninvestment
inIndia’s energy sector is expected.

—Krishna Pokharel
and Louise Radnofsky
contributed to this article.

British retailer
looks for ounce
of mercy in appeal

By CASSELL BRYAN-Low

LONDON—A British vegetable-
stall owner is appealing, after she
was convicted in court here for us-
ing imperial measures.

Janet Devers, 64 years old, filed
an appeal Monday with Thames
Magistrates Court against her crimi-
nal record. Earlier this month, the
court found her guilty of eight
counts relating to not selling her
produce by the kilogram and the
gram. A European Union rule re-
quires that countries must use met-
ric measures to standardize trade.
While the rest of Europe is metric,
imperial measures are still com-
monly used in Britain.

On Oct. 8, the court found Ms. De-
vers, who runs a stall in Ridley Road
market in East London, guilty of not
having metric prices on all of her
produce and using scales that mea-
sured only in pounds and ounces.
The court ordered Ms. Devers to pay
costs of about £5,000 ($7,950) and
gave her a two-year conditional dis-
charge. She also received a criminal
record.

Ms. Devers was the subject of a
page one Wall Street Journal article
this year.

Ms. Devers isn’t the first to be
convicted under such laws. Four
market-stall owners—including her
brother—lost an appeal to the High
Court in 2002 for not using metric
measurements. They received condi-
tional discharge—which means no
further action is taken as long as
they don’t break the law again
within a specific period of time. A
group campaigning to pardon them
is helping coordinate financing for
Ms. Devers’s case and calls them
“metric martyrs.”

Ms. Devers said her conviction
was “unfair.” She added: “I hope peo-
ple see common sense and see how
ridiculous this all is.”





