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What’s News—

Business &3 Finance

Dismal forecasts for European
growth underscored a rising
risk the region could slip into
recession this year, a fate the
U.S economy may have skirted
thanks to fiscal-stimulus pro-
grams. European policy makers
have largely refrained from
such measures and their strong
anti-inflation stance may be one
reason the euro-zone could see
a sharper slowdown now. Page 1

m Lehman Brothers tried to
fend off deepening gloom
about its future after a $3.9 bil-
lion fiscal third-quarter loss.
But analysts said it could face
further losses. Page 1

® The U.S. military will halt

a disputed $40 billion competi-
tion to replace its fleet of
aerial-refueling tankers in a
victory for Boeing. Page 1

m U.S. energy and tech stocks
gained on news from OPEC and
Texas Instruments. Banking
stocks pushed European shares
lower after Lehman’s hefty
third-quarter loss revived con-
cerns about the sector. Page 20

m Russian President Dmitry
Medvedev predicted a rebound
in the nation’s shares, but his
comments had little impact
amid growing concerns. Page 3

m Sanofi-Aventis ousted Chief
Executive Gerard Le Fur and
named a GlaxoSmithKline vet-
eran as his successor. Page 8

m Follieri pleaded guilty to con-
spiracy, fraud and money laun-
dering in connection with his
buying of property from the
Catholic Church. Page 6

m ImClone ripped the $4.5 bil-
lion offer from Bristol-Myers
as “inadequate” and said an
unnamed bidder had offered
$10 a share more. Page 6

m Auto makers face a grim out-
look as a potential Chinese
sales slowdown and poor Euro-
pean demand add to weakness
in the U.S. market. Page 5

m Alitalia may begin tempo-
rary layoffs if its unions don’t
agree to its rescue plan. Page 4

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 11268.92 +38.19 +0.34
Nasdaq 2228.70 +18.89 +0.85

DJ Stoxx 600 277.35 -2.25 -0.80

FTSE 100 5366.2 -49.4 -0.91
DAX 6210.32 -23.09 -0.37
CAC 40 4283.66 -9.68 -0.23
Euro $1.4061 -0.0063 -0.45

Nymex crude $102.58 -0.68 -0.66
Money & Investing > Page 19

World-Wide

U.S. Defense officials called off
a disputed $40 billion competi-
tion between Boeing and a team
of Northrop Grumman and EADS
to replace the Air Force’s fleet of
aerial-refueling tankers because
officials don’t think they can
pick a winner before the next
U.S. administration as planned,
in a major win for Boeing. Page 1

m Russia asked the U.N.’s high-
est court to dismiss Georgia’s
request for intervention, saying
Thilisi’s legal team had misrep-
resented refugees’ plight. Page 2
H European concerns over Rus-
sia and support for NATO were
increasing even before Moscow
sent its military into Georgia,
according to a survey. Page 3

m The U.S. military’s chief told
lawmakers he wasn’t convinced
coalition forces are winning the
battle in Afghanistan and added
a new strategy would include
militant havens in Pakistan.

m Two key al Qaeda operatives
were among four foreign militants
killed in a U.S. missile strike in
northwest Pakistan, officials said.
m Pakistan’s military chief
lashed out at the U.S. over cross-
border raids by U.S. troops from
Afghanistan and said Pakistan’s
sovereignty will be defended.

m North Korean dictator Kim
Jong II’s second-in-command
sought to dispel reports that the
leader is seriously ill, though he
remained out of sight. Page 9

m A bomb tore through a car
near Beirut, killing a Druse poli-
tician from a pro-Syrian party,
in the first political assassina-
tion in Lebanon in about a year.

m U.K. prosecutors said they
would seek the retrial of seven
men accused of plotting to blow
up trans-Atlantic airliners. Page 9

m Poland hopes to adopt the
euro in 2011, Prime Minister
Donald Tusk said, setting a
timeline for the first time since
he took office last year.

m The world’s largest particle
accelerator was turned on near
Geneva, sending beams of sub-
atomic matter around a 27-kilo-
meter underground ring. Page 28

m Two Russian bombers landed
in Venezuela as part of military
maneuvers, Russia’s Interfax
news agency reported.

EDITORIALEOPINION

Energy independence?
Wind turbines are good for
Gazprom’s bottom line.
Business Europe. Page 15
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Lehman plans to sell oft
real estate, investments

Dividends to be cut;
stock slide is halted,
but future uncertain

BY RANDALL SMITH

Lehman Brothers Holdings Inc.
tried to fend off deepening gloom
about its future by announcing that
it will shed most of its real-estate as-
sets, sell a majority stake in its
money-management business and
slash its dividend to shore up its fi-

Associated Press

nances after a brutal $3'9 blllion fiS' $80 ...........................................................

cal third-quarter loss.

But analysts warned that the in- 60 Ny
vestment bank could face further
losses before it can complete its plans
early next year, raising questions
about whether it can safely reach its
goal of a smaller, less-risky profile. 01 :
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$7.98, up 2.4%

Lehman rushed out its plans and Jan. Feb. ' March | April
quarterly results early Wednesday Source: WSJ Market Data Group
morning after its already-battered
share price tumbled 52% Monday
and Tuesday on word that talks to
sell a stake in the company to Korea
Development Bank had fizzled. The
slide deepened questions about the
firm’s survival in the face of widely

expected write-downs onreal estate
and other assets.

Wednesday’s  announcement
halted the stock’s swoon. In late
New York Stock Exchange compos-

T T T T
May June July Aug. Sept.

ite trading, Lehman was up 26
cents, or 3.3%, at $8.05.
The stock’s failure to rebound
more strongly following a
Please turn to page 30

Trading places

Risks are rising that Europe’s economy will slide into recession this year,
while the U.S., bolstered by a fiscal-stimulus package and interest-rate
cuts, escapes two consecutive quarters of contraction.

GDP growth forecasts in 2008
Quarter-to-quarter percentage change

Key interest rates
— U.S. Fed ECB
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Sources: European Commission (gdp forecasts); European Central Bank; U.S. Federal Reserve

Worsening economic outlook
feeds fear of recession in EU

Sharply lower European growth
forecasts Wednesday underscored
mounting concerns that Europe
could slip into recession this year,
even as the U.S. government’s fiscal-
stimulus package and the Federal
Reserve’s sharp interest-rate cuts
suggest the U.S. could escape the
same fate.

Government intervention may
help the U.S. avoid a recession—gen-

Similar global headwinds look in-
creasingly likely to push the $12.2
trillion euro-zone economy, the
world’s second-largest combined
economy after the U.S., into a techni-
cal recession.

“The world’s been hit by massive
shocks, so everyone should slow
down,” says Erik Nielsen, an econo-
mist with Goldman Sachs in London.
“But the U.S. has absolutely thrown
the kitchen sink at the problem.” Eu-
ropean policy makers, by contrast,
have largely refrained from goosing
their economies with fiscal stimu-
lus, and the European Central Bank
raised its key interest rate in July to
counter inflation threats.

Buoyed by government interven-

Please turn to page 31

By Joellen Perry in Frankfurt
and Sudeep Reddy in
Washington

erally defined as two consecutive
quarters of negative economic
growth—this year despite turmoil
in the credit and housing markets.

Pentagon halts
tanker bidding,

in Boeing victory
By AuGusT COLE

The U.S. Department of Defense
is calling off a hotly disputed $40
billion competition to replace its ag-
ing fleet of aerial-refueling tankers
because officials don’t think they
can pick a winner before the next
presidential administration as
planned.

The decision is a major victory
for Boeing Co., which had lost the
initial competition in February to a
team made up of Northrop Grum-
man Corp. and the parent company
of Europe’s Airbus. Boeing’s protest
of that decision was upheld by the
Government Accountability Office,
leading to a new round of bidding.

Most recently, Boeing had asked
the Pentagon for extra time to sub-
mit a new bid after it became clear
to the company that the Air Force
was looking for a bigger plane than
Boeing had originally bid.

Senior Defense Department offi-
cials notified key lawmakers
Wednesday morning that Pentagon
officials had determined that it
would be impossible to meet a dead-
line of selecting a new winner by the
end of the year.

In a prepared statement, Defense
Secretary Robert Gates said he be-
lieved it was time for a “cooling off”
period. Over the past few weeks, Mr.
Gates concluded the competition had
become too emotionally charged and
compressed to rush. The decision will
now be made under the next presiden-
tial administration, which takes of-

Please turn to page 31
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Russia begins diplomatic push in Moldova

Offer to end dispute
is reconciliation try;
talking or tanks?

By ALAN CULLISON

MOSCOW—Russia’s invasion of
Georgia got a chilly reception even
in its traditional sphere of influ-
ence, the former Soviet Union. In re-
sponse, the Kremlin has started a
diplomatic push to show it can offer
carrots as well as sticks by helping
one of its neighbors, Moldova, re-
solve a long-festering separatist
conflict.

But intransigence on both sides
and Moscow’s own limited influ-

ence in the region may teach the
Kremlin that its interests are more
easily won by tanks than by talking,
diplomats and analysts say.

Moscow’s decision to send thou-
sands of troops into Georgia last
month to repulse a Georgian attack
on Moscow-backed separatists sent
shock waves throughout the region,
where ethnic and border conflicts
continue to simmer.

The move against Georgia, fol-
lowed by declarations from Presi-
dent Dmitry Medvedev that the
Kremlin is asserting an area of “priv-
ileged interests” in countries along
its borders, departed from Russia’s
previous policy of seeking to block
Western expansion in the region
largely with threatening rhetoric.

Condemned in the West, the

Kremlin sought support from tradi-
tional allies in the former Soviet
Union. But leaders in the region,
many with their own separatist
problems and fears about Moscow’s
intentions, have been slow to re-
spond.

To win hearts, the Kremlin is
highlighting its efforts in Moldova
as evidence that it can provide bene-
fits to countries that keep their dis-
tance from the West, particularly by
not joining the North Atlantic
Treaty Organization alliance, which
the Kremlin sees as anti-Russian.

Moldova, a landlocked country
sandwiched between NATO mem-
ber Romania and NATO-aspirant
Ukraine, has become the showroom
for Moscow’s new approach. The
Kremlin is offering the Moldovan

CORRECTIONS & AMPLIFICATIONS

A Reuters photograph of a Saab
Gripen jet fighter was incorrectly la-
beled as an F-16 on the back page of
the Friday-Sunday edition.

Spain’s Finance Minister Pedro
Solbes said Tuesday that the coun-
try’s economy could fall into reces-
sion. A headline Wednesday for a
Leading the News article incor-
rectly said he sounded a warning on
inflation.

The Alaska Permanent Fund,
which distributes annual dividends
to state residents, is composed of o0il
and gas royalties, as well as returns
earned on stock, bond and real-es-
tate investments made using oil and
gas royalties. A U.S. Presidential
Election 2008 article Wednesday
about Gov. Sarah Palin’s administra-
tion incorrectly implied the fund is
composed of oil revenues alone.

One of the problems the Lon-
don Stock Exchange experienced
during its outage Monday was a

surge in firms attempting to recon-
nect to its trading system. Also, the
LSE handled 1.1 million trades Tues-
day. A page-one article Wednesday
about the LSE’s outage incorrectly
stated that one of the exchange’s
problems was a surge in orders, and
that Tuesday’s trading volume was
1.1 million shares.

German metal and engineering
workers got a raise of 4.1% from
mid-2007, plus an additional 1.7%
raise this summer. A page-one arti-
cle Aug. 22 on U.S. and European
wage trends incorrectly suggested
that the 3.6 million workers covered
by a union deal got a raise of more
than 5% last year.

government the prospect of resolv-
ing its long-running conflict with
Moscow-backed separatists in a
sliver of territory along its eastern
border called Transdniestria.

But in return, Moscow wants
Moldova to renounce its West-lean-
ing aspirations and refrain from fol-
lowing Romania into the European
Union and NATO.

Moscow’s help in bringing sepa-
ratists to heel has “always been a
kind of carrot that Russia could dan-
gle in front of Moldova and offer as a
reward,” said Dmitry Furman, profes-
sor of history at the Institute of Eu-
rope in Russia’s Academy of Sci-
ences.

Last week, Mr. Medvedev met
with the leader of the separatists,
Igor Smirnov, at the Russian presi-
dent’s summer residence in the
Black Sea resort city of Sochi. Mr.
Smirnov emerged to tell reporters he
thought a solution was possible and
that he was ready to resume talks
with the Moldovan government.

Officials close to the discussions
confirm that Russia has stepped up
its efforts to mediate the conflict. The
Russian president also met with Mold-
ovan President Vladimir Voronin last
month and in the coming weeks may
be hosting a face-to-face meeting be-
tween the separatist leader and the

Moldovan president in Russia.

“The message is coming from dif-
ferent corners suggesting that every-
one is ready,” said Mikko Kivikoski,
an adviser in Vienna to the special en-
voy on frozen conflicts in the former
Soviet Union for the Organization
for Security and Co-operation in Eu-
rope, or OSCE. “Of course it will be a
rocky road and it won’t be easy, but
at least they are moving now.”

One hurdle is that some Moldo-
vans see the Kremlin as part of the
problem. Russian troops stationed
in Moldova supported separatists
when they wrested Transdniestria
from Moldova’s control in 1992.
Those troops remain, and Mr.
Smirnov’s separatist government,
dominated by ethnic Russians and
Ukrainians, has established its own
currency, license plates and postage
stamps.

Western diplomats say Transdni-
estria would have withered away long
ago without Russian help. With a pop-
ulation of a half million settled mostly
on one bank of the Dniester River that
separates Moldova and Ukraine, the
region is about 400 kilometers long
and 10 kilometers wide. But the gov-
ernment’s official Web page says the
region has its own unique history dat-
ing back to 600 B.C.
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Cooling on Russia Respondents who answered positively when asked:

Are you concerned about Russia:
As an energy provider?

. I 1 W 2008
" — 0 ™ 2007
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In behavior to its neighbors?
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In arming the Middle East?
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Source: German Marshall Fund of the Untied States

Is NATO still essential to
your country’s security?

70

‘04 ‘05 ‘06 ‘07  '08

“France, Germany, Italy, Netherlands, Poland,
Portugal, Slovakia, Spain, Turkey (an EU
candidate), U.K.

Note: The poll was conducted June 4 to June 24
by TNS Opinion on samples of 1,000 people in
each country. The margin of error on Europe-wide
figures is +/- 1 percentage point.

Europe increasingly wary
of Russia, survey reports

By MARC CHAMPION

BRUSSELS—Even before Mos-
cow sent its military into Georgia
last month, European concerns
over Russia and support for NATO,
the U.S.-led military alliance, were
rising, according to an annual sur-
vey of trans-Atlantic attitudes re-
leased Wednesday.

The trends in a 13-nation survey
by the think tank German Marshall
Fund of the U.S. are likely to accel-
erate in the wake of events in Geor-
gia and the election of a new U.S.
president in November who is sure
to be more popular than George W.
Bush, says Ronald K. Asmus, direc-
tor of the fund’s trans-Atlantic cen-
ter in Brussels.

The U.S. and Europe have “an op-
portunity to re-create a trans-Atlan-
tic consensus on the issue that ini-
tially brought us together 60 years
ago, which was Russia,” Mr. Asmus
said in an interview.

The latest annual GMF survey
showed a clear trend of increasing
public concern about Russia in Eu-
rope. Across 10 European Union
countries, 64% of people surveyed
in June said they were concerned
about Russia as an energy provider,
up from 60% last year and slightly
higher than among Americans sur-

Japan posts fall
in trade surplus

for a fifth month

BY AKANE VALLERY UCHIDA

TOKYO—Japan’s current-ac-
count surplus shrank further in
July as the nation’s import bill hit a
record high amid increased prices
for oil and other raw materials.

The surplus in the current ac-
count, the broadest measure of Ja-
pan’s trade, fell for the fifth straight
month, contracting 17.3% to 1.532
trillion yen ($14.3 billion) in July
from a year earlier before seasonal
adjustments, the Ministry of Fi-
nance said.

Analysts said the comparatively
sluggish growth in exports amid
high costs is likely to further eat
into corporate profits, weighing on
capital expenditure plans and sug-
gesting little support from the cor-
porate sector for the overall econ-
omy.

veyed. Sixty-two percent of Europe-
ans said they were worried by Rus-
sia’s behavior toward its neighbors,
slightly up from last year, while sup-
port for the North Atlantic Treaty
Organization rose five percentage
points to 57%.

But a key obstacle to a Russia-in-
spired revival of the trans-Atlantic
alliance is the role of the EU, Mr. As-
mus says. During the Cold War, the
EU lacked a mandate even to discuss
foreign or security policy, but the
EU has taken the lead in attempting
to resolve the Russia-Georgia con-
flict since it broke out last month.

The EU has brokered a cease-fire
as well as a follow-up agreement re-
quiring Moscow to withdraw its
troops from parts of Georgia. And it
has said it will now redouble efforts
to improve energy security, includ-
ing a reduction of dependence on
Russian fuels.

But for countries lying in Rus-
sia’s claimed sphere of influence,
the EU so far has shown that it isn’t
willing to confront Moscow strategi-
cally. In Ukraine, pro-Westerners
were deeply disappointed by the
EU’s failure at a summit Tuesday to
offer Kiev the prospect of eventual
membership, said former Ukraine
Foreign Minister Boris Tarasyuk. “I
sincerely hoped the situation in the
Caucasus would have changed this
EU approach, but unfortunately it
was not the case,” he said.

Germany isn’t only the EU’s big-
gest economy, but also is Russia’s
most important energy partner. If the
EU wants to put pressure on Moscow,
individual countries such as Germany
need to take action to cut their reli-
ance on Russian gas by reviving nu-
clear-power programs or building ter-
minals to import natural gas by ship,
according to Katinka Barysch, Russia
expert at the Center for European Re-
form in London. So far, there is no
sign of this kind of radical action.

Like previous surveys, the poll
found Europeans prefer the pros-
pect of Barack Obama to John
McCain as U.S. president by
69%-26% among all 12 European na-
tions surveyed.

With Sen. Obama in power, 47%
of Europeans said they thought rela-
tions with the U.S. would improve,
while 11% said they thoughts rela-
tions would improve with Sen.
McCain in the White House.

The GMF surveyed 1,000 people
in each of Bulgaria, France, Ger-
many, Italy, the Netherlands, Po-
land, Portugal, Romania, Slovakia,
Spain, Turkey and the United King-
dom, as well as in the U.S.

Investors punish Russia

Medvedev is upbeat,
but investors focus
on Kremlin and oil

BY GREGORY L. WHITE

MOSCOW—With stock prices
plunging to two-year lows, Russian
President Dmitry Medvedev sought
to boost investor confidence, pre-
dicting an impending rebound. But
his assurances had little impact
amid growing concerns about the
outlook for Russia’s economy.

Over the past few weeks, Russian
share prices have fallen more than
40% from their May highs, battered
by fears about Kremlin pressure on
companies as well as the surge in
tensions between Moscow and the
West after the war in Georgia.

Russian  officials initially
brushed off the declines as transi-
tory, driven mainly by weak global
markets. But as stock prices and the
ruble’s exchange rate against the
dollar have continued to slide, offi-
cial concern appears to be growing.

In a meeting with the country’s
top securities regulator, shown on
state TV, Mr. Medvedev called Rus-
sian stocks “undervalued” and pre-
dicted “the situation will straighten
itself out and return to the levels
seen at the beginning of the year.”
Mr. Medvedev endorsed a series of
steps proposed by the regulator to
shore up the market over the me-
dium term by attracting new domes-

tic investors and issuers.

Though relatively few Russians
own stocks or investment funds,
market performance is a sensitive
political issue beyond the business
elite. For years, Mr. Medvedev and
other top officials touted the surg-
ing market capitalizations of big
state-controlled companies like
0OAO Gazprom as evidence of Rus-
sia’s growing might. The govern-
ment also pitched shares in state
companies like bank OAO VTB to or-
dinary Russians in “people’s IPOs.”

Now, those companies’ shares
have dropped sharply. Gazprom,
whose executives this past spring pre-
dicted a $1 trillion market capitaliza-
tion, is worth less than $200 billion.

Many investors and analysts
share Mr. Medvedev’s view that Rus-
sian shares are cheap, but they are
more cautious about a rebound. “It’s
probably true, but it might not be un-
til 2011,” said Ron Smith, strategist at
Alfa Bank in Moscow. Russia’s dollar-
denominated RTS index fell 4.4%
Wednesday to 1334.33 as foreign
funds continued to unload Russian
shares in what Mr. Smith described
as “capitulation on the country.”

Mr. Medvedev blamed Russia’s
troubles on the U.S. “Let the Ameri-
cans solve the problems with their
mortgage system,” he said. “To put
it simply, they let almost everyone
else down.”

But investors and analysts say
that while the Russian market’s
swoon is partly due to the global
credit crunch and weak foreign mar-
kets, Moscow’s behavior has been a

big contributor. Even before the
Georgia crisis, a public attack by
Prime Minister Vladimir Putin
against a major steelmaker spooked
investors, as did a conflict involving
BP PLC and its Russian partners in
their TNK-BP Ltd. joint venture.

With prices falling for oil, metals
and other commodities that are vital
Russian exports, analysts question
the outlook for the Russian economy,
whose strong growth had been a ma-
jor driver of investor enthusiasm.

Growth began to slow in the sec-
ond quarter, according to govern-
ment data released Wednesday that
showed gross domestic product
grew at an annual rate of 7.5% over
the period. That was down from 8.5%
in the first quarter, a level that had
prompted fears the economy was
overheating. Data on industrial out-
put from June and July have showed
an even deeper slowdown, especially
in the red-hot construction sector.
Economists say investment, another
major driver of growth, also slowed
sharply as lenders tightened credit.

“These may be the first hints that
Russia is feeling what the rest of the
world has been feeling,” said Rory
MacFarquhar, an economist at Gold-
man Sachs in Moscow. He added that
some slowing of growth could help
ease inflationary pressures.

Other economists say govern-
ment plans for double-digit increases
in wages and pensions for state work-
ers will keep inflation high. Tight la-
bor markets mean price increases are
quickly matched with wage hikes,
driving inflation steadily higher.
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Romania faces EU probe
over grant to Ford Motor

a €57 million ($80 million) grant from the Romanian
government for staff retraining at a Ford Motor Co.
plant results in an unfair competitive edge. Ford
bought the plant last year from the government.
Also, a probe was opened into a €37.5 million pack-
age Warsaw gave to PZL Hydral. The company makes
hydraulic products and is in financial trouble due to
declining demand. If the EU finds the aid illegal, it

will have to be repaid.

HE EUROPEAN
I Commission
opened two in-

quiries into restructur-
ing aid given to com-
panies in Romania and
Poland.

The European
Union’s executive arm
is looking into whether

-cl- i Frem

—Associated Press

Deutsche Bank considers
Postbank a strategic fit

i

Postbank AG would be .'1- ! L4

a strategic fit, Chief

Executive Josef Acker- ¢

mann, said. *
The German bank 5 b o

wants to expand retail banking in Germany, Italy
and Spain, but will continue to show “price disci-
pline,” he said. “An acquisition must be a strate-
gic fit and create value for shareholders,” he
added.

“Postbank would be a strategic fit” in many
ways, thanks to its strong position in the German
retail market, Mr. Ackermann, above, said. However,
he emphasized that it isn’t willing to pay any price.

Swarovski to cut 290 jobs
at Austrian crystal factory

EUTSCHE Bank
D AG continues to -
be interested in

acquisitions in retail
banking, and Deutsche

UXURY-GOODS manu-
L facturer Swarovski

AG said Wednesday
it plans to cut 290 jobs at
its crystal-cutting factory
in Austria’s Alps by the
end of the year.

The announcement
marks the latest in a se-
ries of job cuts at
Swarovski, which blamed
high inflation and the
weak U.S. dollar for flag-

ging sales. By Dec. 31, the company said, it will have

trimmed its Austrian work force by 10% to 6,000 em-

ployees.

last year.

World-wide, the company employed 22,000 work-
ers and had revenue of €2.56 billion ($3.6 billion)

—Associated Press

Nike chases un1vers1ty women in Europe

New ad campaign’s
slogan, ‘Here I am,
softens ‘Just do it’

By AARON O. PATRICK
London

IKE HAS BEEN marketing its

N “Just do it” slogan since 1988.

In Europe, it is trying out a

new, softer catchphrase on young
women: “Here I am.”

The sportswear titan recently

launched a new ad campaign in Eu-

m rope aimed at sell-

ing more clothing
to university-aged
women.

Made by the Amsterdam office
of the independent Wieden +
Kennedy agency, the campaign in-
cludes five short animated cartoons
about the life stories of five top Eu-
ropean female athletes.

One shows tennis player Maria
Sharapova overcoming doubts as
she grows up and goes professional.
“You’re just another pretty face,”
critics say in the spot. “You won’t be
agile enough. You won’t stay on top
for long.” At the end, the animated
Sharapova morphs into the real
Sharapova, who forms the “I” in
“Here I am.”

The aim of the slogan and ads is
to deliver the message that there’s
more to sports than getting fit or
competing. “It is about building self-
esteem. Once you have taken part in
sport, you have the confidence to

Lix,

Wieden + Kennedy
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One of the animated shorts featured in Nike’s new European ad campaign
features tennis star Maria Sharapova overcoming doubts as she grows up.

say, ‘Here I am,” ” says Abi Findlay, a
Nike account manager at Wieden +
Kennedy.

The agency decided to use anima-
tion to make the athletesless intimi-
dating. The idea for the slogan came
out of research commissioned by

Nike that found that university-
aged women in Europe are not as
competitive about sports as men.
The women also told the research-
ers that they enjoy the social aspect
of exercise and yoga classes, and
feel happier when they work out.

The agency said the research was
done in Europe, and it doesn’t have
data on U.S. women.

To appeal to them, the agency’s
copywriters decided they needed a
different slogan from the “Just do
it” message, says Mark Bernath, a
creative director for Nike at Wieden
+ Kennedy. “Here I am” promotes
the personal benefit of exercise
without being aggressive, he says.
“We want to make sure normal
women can relate to it,” he says.

Nike executives liked the slogan
because they thought it would be un-
derstood in English across Europe.
(Though in parts of Italy, it is being
translated into Italian.) The com-
pany also wanted a slogan that
would not sound odd alongside
“Just do it.” “When you are dealing
with a pan-European business, you
need a degree of simplicity and
openness,” says Charlie Brooks, a
Nike spokesman.

In the U.S., Nike doesn’t have a
slogan aimed at women. That’s be-
cause advertising for Nike’s wom-
en’s linein the U.S. is handled by dif-
ferent Wieden + Kennedy offices.
There are no plans to use the Euro-
pean campaign in the U.S., Ms. Find-
lay says.

In recent years, the agency,
based in Portland, Ore., has been
one of the hottest in the ad world,
winning big clients such Procter &
Gamble and Coca-Cola, and leading
an industry trend for big marketers
to hire small “hot shop” agencies to
produce innovative ads. Nike is one
of the agency’s oldest accounts, and
Nike Chairman Philip H. Knight and

agency co-founder Dan Wieden
have a close relationship.

Wieden + Kennedy has had big
success with slogans for Nike be-
fore. Within a year of Nike adopting
its “Just do it” slogan, sales were
booming. Nike plans to continue us-
ing “Just do it” for its overall brand
and “Here I am” to promote its Her
Favourites line of women’s clothing
in Europe, Nike and Wieden +
Kennedy said.

Underscoring how big marketers
can use the Internet, particularly
with younger consumers, Nike is
paying for the spots to appear on
Facebook, Bebo and other social-net-
working sites popular with young
women, but doesn’t plan any TV ads.

Nike, based in Beaverton, Ore.,
has also booked time for the ads on
video screens in gyms and univer-
sity student unions across Europe,
including the U.K., France, Italy, Ger-
many and Russia, Ms. Findlay says.

Ms. Sharapova has appeared in
Nike ads for years. But apart from
her, Wieden + Kennedy chose ath-
letes who aren’t as well known, so
their lives don’t seem out of reach to
ordinary women, Mr. Bernath says.
Also appearing in the spots are Si-
mona La Mantia, an Italian triple-
jumper, Nicola Spirig, a Swiss triath-
lete, Nicola Sanders, a British
sprinter, and Delphine Delsalle, a
French Judoist.

On Thursday evening, Nike is
scheduled to hold a party to pro-
mote the campaign at its main Lon-
don store. Ms. Sanders and other fe-
male British athletes it sponsors
plan to attend, Mr. Brooks says.

Alitalia unions say layoffs loom if rescue planisn’t backed

BY GORDON SORLINI,
ELISABETTA RoOVIS
AND GUGLIELMO VALIA

MILAN—Alitalia SpA’s govern-
ment-appointed bankruptcy com-
missioner, Augusto Fantozzi,
warned that the Italian carrier will
start temporary layoffs if it cannot
get unions to agree to changes re-
lated to its rescue plan, people close
to the company’s unions said.

Contract terms and labor produc-

tivity have become important issues
in efforts to keep the carrier alive. In
a statement issued after the meet-
ing between Mr. Fantozzi and the
unions, Alitalia said that as part of ef-
forts to shore up its finances, it will
annul contracts with employees.
Alitaliasaid themove wasrelated
to the airline’s negotiations with a
group of investors, led by Piaggio
SpA Chairman Roberto Colaninno,
who have offered to purchase some
assets from Alitalia and merge them

withrival carrier Air One SpA.

Unions are divided on the plan
by the investor group, which has set
up a company called Compagnia
AereaItaliana, or CAIL to attempt to
relaunch Alitalia. The pilot and
flight-attendant unions have re-
jected proposed cost-cutting and
productivity measures.

Late Wednesday, pilot union Upis-
suedastatement onbehalfof Air One
pilots rejecting the terms sought by
CAI and asking for separate, direct

talks with the Colaninno-led group.
The airline is running out of cash
and all parties have until Friday—a
deadline set by Mr. Fantozzi—to
agree on a solution. In an effort to
come to an agreement, representa-
tives of CAI, Alitalia’s commissioner
and government ministers will meet
Thursday to seek a compromise.
On Aug. 29, Alitalia filed for bank-
ruptcy protection under a revised
law that facilitates splitting the com-
pany’s viable assets from its loss-

making ones. CAI has offered about
€400 million ($564 million) to pur-
chase the potentially viable assets.
The less-profitable parts of the com-
pany are proving a hard sell.

In a parliamentary hearing
Wednesday, Economy Minister
Giulio Tremonti said, “Had there
been someone available to [pur-
chase the liabilities], they would
have come forward; they can still
come forward. Unfortunately, no
one wants to do it.”
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Auto makers’ prospects darken

Sales fall in Europe,
may slow in China,
adding to U.S. woes

A worsening slump in auto sales
in Europe and signs of a possible
slowdown in China are fueling wor-
ries about a global auto industry al-
ready battered by trouble in the U.S.

Some forecasters in Europe are
considering lowering sales projec-
tions following sharp declines last
month in auto sales in Spain, Britain
and Germany. In China, where boom-

By Edward Taylor in Frankfurt
and Gordon Fairclough
in Shanghai

ing sales have been offsetting the
shortfalls in more mature markets,
auto sales fell in August, the first
monthly decline in two years.

Though analysts think growth in
China will resume in the months
ahead, a softer market there would
leave the world’s auto makers fac-
ing a bleak landscape.

“There is a lot of concern out
there that the slowdown that we are
seeing in the U.S. is spreading
across the globe,” said John Casesa,
a partner at the Casesa Shapiro
Group, an automotive consulting
firm. In the U.S., the world’s largest
auto market, sales of new cars and
light trucks are on track to fall 10%
or more this year to between 14 mil-
lion and 14.5 million vehicles, down
from 16.1 million in 2007.

Until a few months ago, other re-
gions seemed to be holding up and
softening the blow of the U.S. down-
turn. China was a key bright spot
with sales rapidly expanding. But
over the summer, Western European
auto sales began to falter, and now
the decline appears to be worsening.

Shrinking auto sales

Customers shun auto showrooms as the
economic outlook worsens. August sales in
Western Europe and even China are dented,
signaling the downturn has spread beyond

North America. Not all models are
affected. In the U.K,, sales of the Opel
Corsa, right, rose, reflecting demand
for smaller, fuel-efficient cars.

New passenger-car registrations, in
selected countries, in August

No. of Year-to-year percentage
Country vehicles change, in August sales
Spain 58,530 « -41.3%
Italy 77,156  -27
U.K. 63,225 -18.6
B 717,776 16 [
Germany 214,286 -10.4
France 103.350 -7.1
China 451,300 2|l

Year-to-year change in the number
of passenger-vehicle sales in China

Sources: Anfac (Spain); Italian Government; SSMT (U.K.); VDA (Germany); CCFA (France); J.D. Power & Associates
(Western Europe); China Association of Automobile Manufacturers

And the outlook for China now
seems more uncertain than before.

Last month, the number of autos
sold in China fell about 6% from a
year earlier, the first such decline in
twoyears, according tothe China As-
sociation of Automobile Manufactur-
ers. Sales for the first eight months
of the year were still up more than
13% from the 2007 period. That is a
robust expansion compared with the
lagging mature markets of North
America and Western Europe, but
slower than the 30% increase in Chi-
nese car sales in 2006, and a rise of
more than 21% last year.

Aslower pace of growth had been
widely expected in China this year,
as rising gasoline prices, mounting
inflation and government efforts to
cool the economy combined to damp

ArcelorMittal sticks by plan
to construct plants in India

By JOHN SATISH KUMAR

MUMBAI—ArcelorMittal, the
world’s largest steel producer by ca-
pacity, will press ahead with plans to
build two plants in eastern India de-
spite a political protest halting con-
struction of a Tata Motors Ltd. fac-
tory in a nearby state.

“We’re not going to revise our plan
because of Singur [where the Tata
plant is being built,]” ArcelorMittal
Chairman and Chief Executive L.N.
Mittal said Wednesday at a New Delhi
company briefing that was telecast
live. “We’re still very excited about
our Indian projects and we urge the
government and other stakeholders
to expedite the process.”

ArcelorMittal has outlined plans
to build two steel plants, each with an
annual capacity of 10 million tons, in
the eastern Indian states of Jhark-
hand and Orissa. Both projects have
been delayed due to issues related to
allotment of mines.

States such as West Bengal and
Orissa, where a large percentage of
the work force is engaged in agricul-
ture, have witnessed often violent pro-
tests against industrialization.

Tata Motors suspended construc-
tion of a factory in the West Bengal
town of Singur, about 40 kilometers
from Kolkata, on Sept. 2 because of a
political protest. The factory will pro-

duce the Nano, the world’s cheapest
car at $2,500.

South Korean steelmaker Posco,
which plans to build a steel plant and
a port in Orissa with a capacity of 12
million tons a year, has faced violent
protests and even the kidnapping of
employees over its plans to take over
thousands of acres for the project.

ArcelorMittal had initially signed
a pact with the Jharkhand state gov-
ernment in 2005 to set up a steel plant
there. In 2006, having made little
headway in Jharkhand, it began talks
with the neighboring state of Orissa
to explore the possibility of setting up
a steel plant there. It now says it
wants to build two plants.

Mr. Mittal said that delays in get-
ting mining licenses is costing the
company as prices are rising. “Al-
ready there has been a delay of two
years and costs have gone up by more
than 50%. The more the delay, the
more will be the cost overrun,” he
said. He added that there is a continu-
ing dialogue with the governments of
Orissa and Jharkhand to expedite the
allocation of mining reserves.

Mr. Mittal said that the initial esti-
mate on these projects was $20 bil-
lion. He also said the company is con-
sidering other opportunities related
to the steel business, including distri-
bution of steel products before steel
production starts.

sales. A weak stock market has also
hurt consumer spending. The Au-
gustresultswere also affected by the
Olympics, which analysts said di-
verted the attention of would-be car
buyers. Manufacturers also delayed
new models until after the Games.
Michael Dunne, managing director
of market-research firm J.D. Power &
Associates’ China operations, said Sep-
tember’s sales total will be “pivotal”
for giving industry executives a

clearer picture of the future trend.

Mr. Dunne added that inventory
has been rising at Chinese dealer-
ships, which are accustomed to sell-
ing nearly every car that rolls onto
their lots. “Dealers say they just
aren’t seeing the same number of
people going into showrooms as
they did earlier in the year,” he said.

In Europe, the trend is clearer—
and darker. In August, new-car regis-
trations fell 41% in Spain, 18% in Brit-
ain, 10% in Germany and 7% in
France. Pan-European sales figures
are due out Sept. 16.

Falk Frey, senior vice president
at Moody’s Investors Service, said
bigger-than-expected declines in
passenger-car registrations in
Spain and Britain over the past two
months may force the ratings ser-
vice to scale back its car-sales out-
look for 2008, beyond the down-
ward adjustments it made earlier.

In June, Moody’s lowered its pro-
jection for new-car registrations in
Western Europe in 2008 to 14.4 mil-
lion cars from a January estimate of
14.9 million for the year.

“Figures for registrations for key
markets in Europe for the past two
months indicate we may have to
take an even more cautious view for
2008,” Mr. Frey said Wednesday.
While markets in Eastern Europe,
such as Russia. aren’t showing signs
of a downturn, this “cannot offset
the downturn in Western Europe,”
Mr. Frey said.

—Chrisoph Rauwald in Frankfurt
and David Pearson in Paris
contributed to this article.

DoCoMo weighs
buying a stake
in Tata business

BY YUKARI IWATANI KANE

TOKYO—Japan’s largest mobile-
phone operator, NTT DoCoMo Inc.,
is in talks with Tata Group to invest
in the Indian conglomerate’s cellular-
tower business, a person familiar
with the situation said Wednesday.

The Tata Group has been looking
for the past six months to sell a
stake in Wireless-TT Infoservices,
an unlisted company that operates
14,000 telecom towers, to raise
money for its expansion plans. The
tower unit in March was spun off
from India’s sixth-largest telecom
firm, Tata Teleservices Ltd. It re-
cently acquired licenses to operate
in the northern state of Jammu and
Kashmir, and in northeast India.

Rajeev Narayan, vice president of
corporate affairs at Tata Teleser-
vices, said the company is “looking at
strategic partners in our tower busi-
ness” but declined to comment on po-
tential partners. An NTT DoCoMo
spokesman said the company is inter-
ested in Indian partnerships and in-
vestments. But the spokesman said
no decisions have been made.

DoCoMo has been adding to its
overseas stakes amid a saturated
and competitive domestic market.
In June, DoCoMo agreed to invest
$350 million for a 30% stake in TM
International (Bangladesh) Ltd.,
Bangladesh’s third-largest mobile
operator.

—Tariq Engineer in Bombay
contributed to this article.

¢ Platforms
* Process
e Change

e Cost control
¢ Globalization
e Green IT

e Sourcing
* SaaS
¢ Virtualization...

¢ Cloud computing
¢ |IT consumerization

¢ The new security

Gartner.
SYMPOSIUM ITXP0° 2008

Uncertain times demand accurate
strategies. You can let the climate
dictate your course or you can
seize the initiative.

Gartner Symposium/ITxpo 2008
will show you where to cut back,
when to invest and how to turn
a difficult economic climate

to your advantage.

But only if you’re here -

3-7 November 2008

Cannes, Palais des Festivals
Register at:
gartner.com/eu/symposiumfall




6 THURSDAY, SEPTEMBER 11, 2008

THE WALL STREET JOURNAL.

CORPORATE NEWS

Follieri admits guilt in fraud case

Funds raised to buy

Church properties
fed lavish lifestyle

By JOHN R. EMSHWILLER
AND CHAD BrAY

Raffaello Follieri, the 30-year-old
Italian who used his purported ties
with senior Vatican clergy to win en-
try into the inner circles of former
President Bill Clinton and other lead-
ing U.S. politicians, as well as billion-
aire businessmen, pleaded guilty
Wednesday to conspiracy, fraud and
money laundering in connection
with his business of buying property
from the Catholic Church.

Mr. Follieri, who not long ago
was sharing a $37,000 amonth Man-
hattan penthouse with his then-girl-
friend, actress Anne Hathaway, now
faces between 51 to 63 months in a
U.S. federal prison under stipulated
sentencing guidelines.

At federal court in Manhattan, he
pleaded guilty as part of an arrange-
ment with federal prosecutors to 14
criminal counts and agreed to forfeit
$2.44 million. In addition, he agreed
to forfeit many of the trappings of his
former lifestyle, including more than
adozen watches bearing brands such
as Rolex, Omega and Donald Trump,
a Louis Vuitton box, a pearl necklace
and a jewel-encrusted cross.

The federal judge in the case,
John G. Koeltl, has the authority to
give a sentence outside of the
51-to-63 months range. He sched-
uled a sentencing hearing for Oct. 3.
Mr. Follieri has been in a federal
prison here since his arrest June 24,
in lieu of $21 million bail.

Those who met and worked with

Mr. Follieri in his business meetings
described him as suave and charm-
ing, often dressed impeccably in de-
signer suits. At Wednesday’s hearing,
however, Mr. Follieri, clad in baggy
blue prison garb, admitted that he
had been siphoning off his investors’
money in order to bankroll his own
lavish lifestyle. Referring to several
of the counts against him, he said, “I
wired money from the joint venture
account in New York to my
personal account to pay for
personal expenses.” He said
he wired money to another
account in Europe so it
couldn’t easily be found or
traced. “I did not have inves-
tor authorization to use the
money that way. I knew what
I was doing was wrong.”

While Mr. Follieri’s guilty
plea had been expected,
those in his camp indicated
that he had been debating
for several weeks about whether he
should try to fight the charges in
court. On Wednesday, his lawyer,
Flora Edwards, said Mr. Follieri was
having a “very hard time” adjusting
to life inside the fortress-like federal
detention center in lower Manhattan.

Mr. Follieri arrived in New York
from Italy in 2003, at the age of 25,
with a plan to buy up property from
the Catholic Church and either re-
sell it or develop it. To aid him in his
venture, he brandished what he
claimed were close ties to senior
clergy at the Vatican, and flaunted
those connections as he sought to
buy property from local Catholic dio-
ceses in the U.S. Those ties are
partly what helped him meet and do
business with some top aides to
former President Bill Clinton.

It is still unclear exactly how solid
Mr. Follieri’s connections were. He so-

Raffaello Follieri

cialized with the Vatican’s envoy to
the United Nations, Archbishop Celes-
tino Migliore. He also was a business
associate of Andrea Sodano, the
nephew of Cardinal Angelo Sodano,
who untillast year served as the Vati-
can’s secretary of state.

Last year, a spokesman for Presi-
dent Clinton said that Cardinal
Sodano had contacted Douglas
Band, Mr. Clinton’s top aide, on Mr.
Follieri’s behalf. The
spokesman added that the
Sodano contact, along
with contacts from others,
including Archbishop
Migliore, led Mr. Band to
believe that “Raffaello was
legitimate and well-con-
nected to the Vatican.”

However, in court on
Wednesday, Assistant U.S.
Attorney Reed Brodsky said
investigators found a
March 2006 letter from Car-
dinal Sodano in a safe in Mr. Follieri’s
apartment after he was arrested. In
the letter, the cardinal said he was
“perturbed” Mr. Follieri and his com-
pany were representing themselves
as having ties to the Vatican.

Whatever the true extent of his
Vatican ties, Mr. Follieri spoke about
them often and, claimed to investors
to be the chief financial officer to the
Holy See, according to a court docu-
ment filed by the government earlier
this year. No such position exists.

Nonetheless, his purported ties
to the Catholic Church helped at-
tract investors to his proposed busi-
ness of buying surplus Church prop-
erties and redeveloping them.

His ascent was further aided by a
friendship he struck with Mr. Band,
the top aide to Mr. Clinton. The
Band relationship allowed Mr. Fol-
lieri access to the upper levels of Mr.

Clinton’s world, where he met some
of the world’s richest men, includ-
ing Mexican billionaire Carlos Slim.

In 2005, Mr. Follieri and a close
Clinton friend, Los Angeles billion-
aire Ron Burkle, set up a joint ven-
ture to purchase church real estate
in the U.S. to be funded by as much
as $100 million from Mr. Burkle’s
Yucaipa Cos. investment operation.
The venture purchased about $50
million of properties.

However, last year Yucaipa sued
Mr. Follieri in Delaware state court
asserting that he misappropriated
more than $1.3 million of the ven-
ture’s money to finance a lavish per-
sonal lifestyle that included private
jet travel, the Manhattan penthouse
and expensive meals. At the time, Mr.
Follieri denied the suit’s allegations.

Earlier this year, the litigation
was settled with Mr. Follieri paying
back the disputed amount and writ-
ing a letter of apology to Mr. Burkle.
Mr. Follieri had lined up a new inves-
tor for his real-estate venture, Plain-
field Asset Management, a $5 bil-
lion investment fund in Greenwich,
Conn. Mr. Follieri even helped ar-
range for a top Plainfield official to
briefly meet Pope Benedict XVI dur-
ing the pontiff’s visit to the United
Nations earlier this year.

Mr. Follieri’s June arrest ended
his hopes for reviving his real-estate
venture. While he and Mr. Burkle had
settled their litigation—and even be-
gun spending some time together
again—the federal criminal com-
plaint was very similar to the 2007
Yucaipalawsuit. According to people
involved in the matter, the federal
case considers Mr. Burkle’s Yucaipa
operation to be Mr. Follieri’s princi-
pal victim, though the government
does not specifically name Yucaipa
or Mr. Burkle in its complaint.

King of beers? China’s Snow takes on Bud Lite

By Sky CANAVES

SANHE, China—Without leaving
home, an obscure Chinese beer is
challenging Bud Light’s position as
the world’s top-selling brand of
suds.

Market watchers say Snow Beer,
the product of a joint venture be-
tween London-based SABMiller
PLC and China Resources Enter-
prise Ltd., will overtake or has al-
ready overtaken Anheuser-Busch
Co.’s Bud Light in terms of consump-
tion, depending on how the num-
bers are crunched.

“I can confirm that the Chinese
brand Snow is now the largest beer
brand in the world,” says Kevin
Baker, account director for alcoholic
beverages at the U.K.-based market-
research firm Canadean Ltd. About
51.2 million hectoliters, or about
1.35 billion gallons, of Snow were
consumed last year, compared with
48.4 million for Bud Light as a stand-
alone brand, the firm says.

Another research firm in the
U.K., Plato Logic, says Bud Light re-
mained the top brand in 2007, with
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51.8 million hectoliters consumed to
Snow’s 51.2 million. But that slim
lead faces a challenge: China Re-
sources said last week that the
Snow brand’s sales volume jumped
22% in the first half of this year com-
pared with a year earlier, putting it
on pace to unseat Bud Light, which
is consumed mostly in the slower-
growing U.S. market.

“I think it’s inevitable in certain
respects that Snow will become the
largest beer brand in the world,”
says Paul Curran, an alcoholic-drink
analyst at another research firm, Eu-
romonitor International.

St. Louis-based Anheuser, soon
to be acquired by InBev NV, of Bel-
gium, isn’t giving up Bud Light’s
crown easily. A spokesman said Bud
Light remains the top brand when
sales of its Budweiser brand are in-
cluded. Plato Logic, which, like
other research firms and analysts,
considers the two brands separate,
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says 44.2 million hectoliters of Bud-
weiser were consumed last year,
down 2.2% from 2006.

Snow’s production was less than
one-tenth of its current level six
years ago, when the regional brewer
started developing a now-extensive
national distribution network and
began buying competing brewers in
the fragmented Chinese market.
That helped it tap China’s growing
ranks of beer drinkers. “Success has
largely been driven by the supply
side,” says Ari Mervis, managing di-
rector for SABMiller’s Asian and Af-
rican operations.

Though the Chinese drink less
beer per person than Americans or
Europeans, China’s beer market has
been the world’s largest for the past
six years and is growing 10% a year,
according to Euromonitor. Snow’s
rapid growth illustrates the prom-
ise of China’s vast consumer base.

But China’s price-sensitive mass

market produces thin profit mar-
gins compared with many other
countries. Chinese beer makers
have profit margins of roughly $2
per hectoliter, compared with $50
to $80 in Europe and the U.S., ac-
cording to Mr. Mervis, who says
beer prices have barely moved over
the past five years. SABMiller says
that while Snow accounts for 30% of
the brewing giant’s global sales vol-
ume, it contributes less than 5% to
overall profits.

SABMiller and China Resources
are now pushing a more upscale im-
age and putting an emphasis on qual-
ity to appeal to more-affluent con-
sumers, a potentially big growth
area that both domestic and foreign
brewers are chasing. In 2007, pre-
mium beer accounted for only 2% of
total China sales volume, well below
the global average of 12.7%, accord-
ing to Plato Logic.

Snow’s parents are promoting
higher-end offerings such as Snow
Draft, Snow Super Premium and a
beer marketed as “The Great Expe-
dition,” which is linked to an adver-
tising campaign focused on out-
door adventure sports such as
whitewater rafting and mountain-
eering and which targets younger,
higher-income customers. They are
pushing for more urban consumers
in places like Beijing and are updat-
ing the look of the product with
smaller bottles similar to the kinds
imported beers come in. “We are
moving from a supply-driven focus
to more of a demand focus,” says
Mr. Mervis.

ImClone claims
new rival offer
beats Bristol bid

By DAvID BENOIT
AND THOMAS GRYTA

ImClone Systems Inc. called
Bristol-Myers Squibb Co.’s $4.5 bil-
lion offer for a majority of the bio-
technology company’s shares “inad-
equate” and said another bidder it
didn’t identify had made an offer
that was $10 a share higher.

ImClone’s stock has been trad-
ing well above the Bristol-Myers of-
fer of $60 each for the shares of Im-
Clone the company doesn’t already
own. After the report of a rival bid
Wednesday, Im-
Clone’s shares
were up 7%, or
$4.45, at $68.10
each in midday
composite trad-
ing on the Nas-
daq Stock Mar-
ket.

In a state-
ment, ImClone
said Chairman
Carl Icahn has
had “several con-
versations” with the chief execu-
tive of an unnamed pharmaceutical
company that has offered $70 a
share for ImClone, not subject to fi-
nancing. That company is being
given two weeks to study ImClone’s
books. New York-based ImClone
said it hasn’t made a decision on
the $70-a-share offer.

Bristol-Myers, also based in
New York, declined to comment. In
midday composite trading on the
New York Stock Exchange, Bristol-
Myers shares were down 1.9%, or
42 cents, at $21.62.

In late July, Bristol-Myers made
the $4.5 billion proposal to acquire
the 83% of ImClone it didn’t al-
ready own, a bid that Mr. Icahn in
particular has said was too low.

ImClone had been studying
breaking up into two businesses,
one for Erbitux, the company’s sole
product, the other for experimen-
tal drugs. Erbitux, a drug used to
fight head, neck and colon cancers,
generated revenue of $1.3 billion in
2007.

ImClone put itself up for sale
early in 2006, the year Mr. Icahn
gained a 14% stake in the firm,
when it was valued at about $2.4 bil-
lion. It took itself off the market
seven months later after it was un-
able to attract a price it wanted.
The company said at the time that
its prospects were brightening and
that remaining independent had be-
come a better option.

A special committee of Im-
Clone’s board rejected as “inade-
quate” the July Bristol-Myers offer.
But it is unclear how much weight
should be placed on the offer dis-
closed by Mr. Icahn.

“The wording is vague enough
that I don’t know how much reli-
ance I would place in it,” said ana-
lyst Mike King with Rodman & Ren-
shaw.

According to anews release, Mr.
Icahn has had “several conversa-
tions” with the chief executive and
the offer isn’t subject to financing.

It is unclear who the new bidder
might be, although Merck KGaA
has been mentioned as a possible
candidate because the German
Merck, which isn’t related to the
U.S.-based Merck & Co., is Im-
Clone’s partner for selling block-
buster cancer drug Erbitux outside
North America. According to a per-
son familiar with the situation, how-
ever, Merck KGaA isn’t the suitor.

Carl Icahn
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“A free market and openness
to the world guarantee the
irreversibility of our changes.”

Russia

a dynamic economy

Massive investments aim to transform society

WINDFALL resulting from

extraordinarily high commod-

ity prices has seen Russia

emerge from economic
chaos to be the world’s third-richest
country in terms of cash in the bank.
The government is using the money to
push through reforms and build reserves
that should ensure the country sees
lasting benefits.

Ten years ago, on the eve of the
financial crisis that tore through the
country, Russia had less than $10
billion in hard currency reserves, accord-
ing to the World Bank. By the middle
of last month, it had amassed just
under $600 billion. Other economic
indicators are equally impressive.

A quick look at the macroeconomic

numbers tells the story: Gross domes-
tic product last year was $1.3 trillion,
compared with $196 billion in 1999;
unemployment was 6.1%, compared
with 13%; and there was a budget
surplus of 6.1% of GDP, compared with
a budget deficit of 3.1%. And, according
to Rosstat, Russia’s official statistics
gatherer, GDP growth, which averaged
6.5% between 2002 and 2007, topped
8% in the first half of this year.

But growth has been so rapid that
the economy is overheating. Inflation
— expected to end this year at over
13% — is now the main problem in
an otherwise rosy economic picture.

“The Russian economy is operating
at the limits of its productive capacity,’
the World Bank said in its most recent

assessment of the economy, published
in June. “Unabated inflation in Russia,
growth in capacity and labor utilization
and real wages rising faster than pro-
ductivity all point to overheating in
the Russian economy.”

The Central Bank of Russia (CBR)
has responded by hiking both interest
rates and the mandatory reserve
requirements of banks, among other
things, to slow growth and reduce infla-
tion. This year's excellent harvest will
also remove some pressure as food
makes up over 40% of Russia’s con-
sumer-price-index basket.

The current collapse of confidence
on the international credit markets and
falling commaodity prices will also slow
growth but do little other damage. As

the Kremlin prudently used its windfall
revenues to pay off almost all its interna-
tional debt early, the state has no need
to tap international markets. And thanks
to the CBR’s enormous reserves, there
are plenty of domestic resources for fund-
ing investment in the broader economy.

Indeed, investment is likely to
increase. At the start of last year, the
Kremlin launched a massive $1 trillion
investment program that runs to 2015
to rebuild and replace Russia’s crum-
bling infrastructure. The Kremlin’s goal
is to transform Russia’s society over 20
years so that 60% of the population
is middle class by 2030 — an ambitious
target which can only work with effective
market reforms.

Bank reform is well in hand and

since the beginning of the year, reforms
to the domestic capital market have
been placed at the top of the agenda.
Both President Dmitry Medvedev and
his predecessor, now prime minister,
Vladimir Putin, have emphasized the
need for modernization — with particular
focus on improving management skills
— in industries such as agriculture, high-
tech, textiles and pharmaceuticals.

“A free market and openness to
the world guarantee the irreversibility
of our changes, not only a qualitative
upturn but a qualitative transforma-
tion of the social structure of Russian
society, including support to the fast-
growing middle class,” said President
Medvedev in an address to German
lawmakers in June.
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Igor Yurgens, Vice-President,
Russian Union of Industrialists
and Enterpreneurs

Olga Shnorr von Karelsfeld,
Bruchner company
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Sanofi ousts CEO Le Fur

Large shareholders
pushed for change;
Glaxo veteran hired

By JEANNE WHALEN
AND ELENA BERTON

After a series of setbacks that have
depressed its stock price, French phar-
maceutical giant Sanofi-Aventis SA
ousted its chief executive and named
GlaxoSmithKline PLC veteran Chris
Viehbacher as his successor, saying
the company needs new management
to help it bring drugs to market and ex-
pand into new areas of health care.

Sanofi shareholders have be-
come increasingly frustrated with
the company’s 35% drop in stock
price since Gerard Le Fur took the
CEO job in January 2007. Oil com-
pany Total SA and consumer-prod-
ucts maker I’Oréal SA, which to-
gether own about 20% of Sanofi,
pressured Sanofi’s board for a
change in management, a person fa-
miliar with the matter said. Total de-
clined to comment. L’Oréal didn’t re-
turn a phone call seeking comment.

Dr. Le Fur, who led drug research
before becoming CEO, will step down
on Dec. 1, when he will become an ad-
viser to top management on scien-
tific issues, a Sanofi spokesman said.

Sanofi investors welcomed the
change by lifting Sanofi shares 7.2%
to €50.90 ($71.78) in Paris, their

highest close in four months.

The appointment of Mr. Vieh-
bacher, an outsider with German and
Canadian citizenship, marks a change
for Sanofi, which has been run by a
tight group of mostly French man-
agers for more than two decades. Peo-
ple familiar with the matter said
Sanofi’s board began vetting replace-
ments for Dr. Le Fur several months
ago. Mr. Viehbacher and Dr. Le Fur de-
clined to comment Wednesday.

Sanofi’s board issued a state-
ment announcing Mr. Viehbacher’s
appointment after meeting Wednes-
day morning. “The evolution of the
world-wide pharmaceutical sector
requires the key players to acutely
redefine their strategy,” it said.

The board said it was recom-
mending three areas of strategic fo-
cus for Sanofi: adapting drug devel-
opment to the “new regulatory and
economic constraints of the mar-
kets,” strengthening Sanofi’s busi-
ness in emerging markets, and
branching out into other areas of
medicines and health care.

Mr. Viehbacher will have a very
involved chairman looking over his
shoulder. Jean-Francois Dehecq
built the company through acquisi-
tions, served as CEO for many years,
and retains a strong voice at Sanofi.

Analysts said the change in lead-
ership could reignite Sanofi’s inter-
est in acquisitions, including Bristol-
Myers Squibb Co., which Sanofi has
considered acquiring in the past, ac-
cording to people familiar with the

matter. Spokesmen for Bristol-My-
ers and Sanofi declined to comment.

Under Mr. Viehbacher, Sanofi
may also begin licensing more exper-
imental drugs from smaller biotech
companies, analysts said. The
French drug maker has lagged be-
hind rivals in tapping the biotech
sector, which has discovered many
of the industry’s most-promising
medicines in recent years. Sanofi’s
new chief is also likely to focus on
cost-cutting, which Sanofi has pur-
sued with less intensity than rivals.

Deutsche Bank said in a research
note that there would be no quick
fixes. Its pipeline of drugs in devel-
opment is “still poor,” and Sanofi is
late to license drugs from biotech
companies, which “leaves the com-
pany exposed to losing” at least 20%
of its revenue to generic competi-
tion by 2013, it said.

Mr. Viehbacher, who lost a race
last year to become Glaxo’s chief ex-
ecutive, resigned from his role as
head of Glaxo’s pharmaceutical oper-
ations in North America this week.
He spent eight years working for
Glaxo in Paris in a number of roles.

Dr. Le Fur, a pharmacologist by
training, is well respected as a scien-
tist inside Sanofi. Ashead of drug re-
search, he helped develop blockbust-
ers such as the blood-thinner Plavix,
which is among the world’s best-sell-
ing drugs.

—David Gauthier-Villars
and Joann S. Lublin
contributed to this article.

(erman state may raise VW stake

By CHRISTOPH RAUWALD

BERLIN—The governor of Lower
Saxony, Christian Wulff, said the Ger-
man federal state is ready to raise its
stake in auto maker Volkswagen AG
as away to maintain the region’s abil-
ity to veto important decisions at Eu-
rope’s largest auto maker by sales.

“I’'d rather spend the money on
something else,” Mr. Wulff said
Wednesday during an industry con-
ference in Berlin. “But we would do
it if necessary.”

Lower Saxony’s veto power will
falter if the European Commission
succeeds in blocking a new “Volks-
wagen law,” which is being dis-
cussed by the German government.
Through its stake of just more than
20%, Lower Saxony currently has
the ability to block significant deci-

sions at Volkswagen because of a de-
cades-old law that set the voting
threshold for approving major deci-
sions at 80%.

Lower Saxony, the German state
where Volkswagen is based, owns a
stake of more than 20% in Europe’s
largest auto maker by sales. It wants
to retain influence at the auto
maker as a way to prevent jobs from
being moved outside the region.

But the threshold for blocking
major decisions at VW may change
because the European Commission
has threatened to take the German
government to court for trying to
keep the threshold at 80%, rather
than the 75% level that applies to
other German companies. The origi-
nal version of the VW law was
deemed illegal so the German gov-
ernment was forced to redraft it.

To retain its veto power, Lower
Saxony would have to raise its stake
in VW to at least 25%.

Lower Saxony has clashed with
Porsche Automobil Holding SE,
Volkswagen’s largest shareholder,
for seeking to maintain the blocking
minority rule. Porsche currently
owns 30.6% in Volkswagen and will
move to a majority by year end. A po-
tential change to the blocking minor-
ity rule was “the only remaining dis-
agreement” with Porsche, Mr. Wulff
said.

Mr. Wulff reiterated that Lower
Saxony in principle welcomes Por-
sche’s investment in Volkswagen and
said he was optimistic about reach-
ing an agreement with Porsche.

—Edward Taylor in Frankfurt
contributed to this article.

Lawsuit against Merck is reinstated

A WSJ NEws Rounpup

A U.S. federal appeals panel
ruled that a securities lawsuit can
go forward against Merck & Co.
stemming from the removal of its
painkiller Vioxx from the market.

In a 2-to-1 ruling, a panel of
judges from the Third U.S. Circuit
Court of Appeals on Tuesday re-
versed a ruling by a federal judge in
Newark, N.J., who had dismissed
the lawsuit brought on behalf of in-
vestors in April 2007. The suit seeks
class-action status.

The Whitehouse Station, N.J.,
drug maker said it may ask the full
circuit court or the U.S. Supreme
Court toreview the three-judge deci-
sion that reinstated the suit.

Judge Stanley Chesler had dis-
missed the case on statute-of-limita-
tions grounds. The appeals panel

disagreed with that rationale.

Merck said Tuesday that it “pre-
sented several alternative grounds
for dismissing the lawsuit” that
weren’t addressed by Judge Chesler
in his decision. The company said
that if the ruling isn’t reversed
again, it will “renew its request to
dismiss the suit on those alternative
grounds.” Merck also highlighted a
Supreme Court ruling subsequent
to the April 2007 dismissal that im-
poses a higher bar for plaintiffs pur-
suing a securities case.

Merck pulled Vioxx from the mar-
ket in 2004 after its study showed
that the big-selling painkiller dou-
bled the risk of heart attack or
stroke. Merck shares plunged
27%—a loss of about $30 billion for
investors—on the day of the Vioxx
withdrawal, and fell further in the

ensuing months.

Lawyers for the plaintiffs ap-
plauded the ruling and said it will
permit them to move forward with
the case, which seeks billions of dol-
lars in damages. “Merck investors
will have their day in court,” said
Sean Coffey, a co-lead attorney for
the plaintiffs.

The securities suit is unrelated
to a $4.85 billion settlement be-
tween Merck and plaintiffs who
filed personal-injury lawsuits
against the company. More than
97% of eligible U.S. claimants have
elected to participate in the settle-
ment. Partial payments began last
month.

Merck shares were down 2% at
$33.66 in afternoon trading Wednes-
day on the New York Stock Ex-
change.

Total SA

Oil firm has upbeat view,

expects to lead in output

French oil major Total SA gave
anupbeat outlook, predicting indus-
try-leading production growth in
the coming years, and it proposed a
bigger-than-expected 14% rise in its
interim dividend. At a midyear re-
view of its business, Chief Executive
Christophe de Margerie said Total’s
finances would be supported by con-
tinued high oil prices, despite a re-
cent fall from a record high in July
above $147 a barrel to just over
$100 a barrel on Wednesday. Ana-
lysts, who had expected Total to
raise the interim dividend by only
7%, said the increase reflected confi-
dence in Total’s financial outlook.
Total also said it planned to spend
€5.5 billion ($7.8 billion) on re-
search and development until 2013.

Cie. Financiére Richemont

Luxury-goods company Cie. Fi-
nanciére Richemont said it is well
positioned to cope with the eco-
nomic downturn, as the rich are still
spending lavishly, though it added
that it is seeing signs of a U.S. slow-
down. The owner of brands such as
Cartier, Piaget, Van Cleef & Arpels
and Alfred Dunhill said that in the
first five months of its fiscal year,
April to August, sales rose 11% from
a year earlier. The Switzerland-
based company, in the midst of
sharpening its luxury focus by spin-
ning off its 20% stake in British
American Tobacco PLC, said its jew-
elry and watches saw good demand,
particularly in Europe and the Asian-
Pacific region. It didn’t disclose
sales figures. Stripping out cur-
rency fluctuations, sales were up
18%, Richemont said.

Yahoo Inc.

Yahoo Inc. hired former Mi-
crosoft Corp. executive Joanne Brad-
ford to lead its U.S. advertising sales
force, helping to rebuild its execu-
tive ranks after a string of high-pro-
file departures. The Sunnyvale, Ca-
lif., company announced the move
Tuesday, along with the departure
of David Karnstedt, a longtime Ya-
hoo executive and senior vice presi-
dent of U.S. sales. Mr. Karnstedt is
joining venture-capital firm Red-
point Ventures. Ms. Bradford, who
will carry the title of senior vice
president of U.S. revenue and mar-
ket development, inherits a chal-
lenging role. Yahoo is trying to re-
tain its prime position in selling dis-
play advertising during tough eco-
nomic times while pushing out new
products. Meanwhile, a number of
senior advertising and product exec-
utives have left the company.

Aviva PLC

British insurer Aviva PLC’s
Dutch business, Delta Lloyd, has
agreed to compensation of about
€300 million ($423 million) for unit-
linked insurance policyholders. The
deal, hammered out with two con-
sumer groups, “fulfills the wish of
our customers, consumer organiza-
tions and the company to remedy
the formerly perceived lack of cost
transparency,” Delta Lloyd chair-
man Niek Hoek said in a statement.
In 2006, Dutch regulators had said
that information about some Dutch
insurance products wasn’t ade-
quate, and significant portions of
premiums weren’t invested but
were lost on costs and commissions.
Aviva said £50 million ($88 million)
of the settlement had been included
in its first-half report and the rest
would be charged in its full-year re-
sults.

Old Mutual PLC

The chief executive of British in-
surer Old Mutual PLC resigned after
the company revealed an additional
$135 million in write-downs at its
U.S. life-insurance business. Old Mu-
tual said Julian Roberts, the former
head of the company’s Skandia opera-
tions and former finance director of
0ld Mutual, would succeed outgoing
CEO Jim Sutcliffe. The insurer said
the U.S. government’s rescue of mort-
gage giants Fannie Mae and Freddie
Mac resulted in a sharp fall in the
market value of the preferred stock
of those companies. “This has led to
a write-down of around $135 million
in the value of the preferred stock in
these companies held by the Old Mu-
tual U.S. Life business,” the company
said. Mr. Roberts said it was too soon
to tell if the U.S. unit will require fur-
ther write-downs. Mr. Sutcliffe
couldn’t be reached for comment.

Raiffeisen International

Raiffeisen International Bank-
Holding AG, one of the largest banks
in Central and Eastern Europe, said
it expects bank-asset growth in the
region to halve to 18% this year, but
it stuck toits own targets. Growth in
the region “has cooled down nota-
bly,” said Raiffeisen Chief Executive
Herbert Stepic, who attributed the
slowdown to the global financial cri-
sis. “It is still on a high level, but the
risk of an overheating has reduced.”
Last year, Central and Eastern Eu-
rope experienced asset growth of
36%. The fallout from Russia’s war
with Georgia will be confined to
stock markets and capital inflows
into Russia, Mr. Stepic added, but
not weigh significantly on Russia’s
economic situation or Raiffeisen.

Evraz Group SA

Russia’s antitrust body said
Wednesday that steelmaker Evraz
Group SA—part-owned by billion-
aire Roman Abramovich—had
breached antimonopoly rules, over-
charging customers for coking coal.
The Federal Antimonopoly Service
opened parallel investigations into
Evraz, OAO Mechel and OAO Ras-
padskaya in July after it noted a
steep rise in coking-coal prices at
the end of last year. Coking coal is
used in the production of steel. The
FAS has yet to set a fine but said it
wouldn’t be more than 2% of Evraz’s
annual revenue. Evraz, which de-
clined to comment, has said it ex-
pects 2008 revenue of $23.2 billion
to $24.6 billion. Raspadskaya, an
Evraz affiliate, has also been
charged with manipulating prices.

Iberdrola SA

Spanish electricity company
Iberdrola SA said it is going for-
ward with the purchase of U.S. util-
ity Energy East Corp., agreeing to
accept conditions set by New York
state regulators. The deal for the
holding company that owns Roches-
ter Gas & Electric Corp. and New
York State Electric & Gas was valued
at $4.5 billion at the time of its an-
nouncement in June 2007. The New
York Public Service Commission
Tuesday released details of condi-
tions set Sept. 3 for the purchase.
Among those conditions, the com-
mission ordered the company to di-
vest Energy East’s fossil-fuel-pow-
ered plants. Under state policy,
power companies shouldn’t own
both transmission lines and generat-
ing plants. The commission’s ap-
proval was the deal’s last hurdle.

—Compiled from staff
and wire service reports.
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TURKEY UK.

El-Baradei won’t pursue

new term at nuclear body

Prosecutors want retrial
in airline terrorism case

RITISH prosecutors
said they would seek

the retrial of seven

Steep economic slowdown
raises hopes for rate cut

URKEY’S ECONOMY
I braked sharply in the

second quarter as ris-

NTERNATIONAL
Atomic Energy
Agency Director

ing inflation and high inter-
est rates ate into consump-
tion and reduced investment.
The sudden slowdown
was steeper than expected
and affected all sectors. Econ-
omists see the combination
of slowing economic growth
and softening commodity

prices giving the central

bank a chance to cut interest rates, which now stand
at 16.75%. Gross domestic product grew 1.9% from a
year earlier, down from a revised 6.7% annual growth
rate in the first quarter and the slowest rate since
Turkey’s long expansion began in 2002, Turkstat, the

statistical institute, said.

—Chrisopher Emsden

Canada.

men accused of plotting to b
blow up trans-Atlantic airlin-
ers bound for the U.S. and

Britain’s Crown Prosecu-
tion Service said it will ask k-
a judge to authorize a sec-
ond trial. After a five-month
trial, jurors on Monday con-
victed three men on sepa-
rate conspiracy-to-murder charges and acquitted an
eighth man. But they were unable to reach a deci-
sion on the most serious charges connected to the
alleged plot. The men will face new charges specifi-
cally related to an accusation they planned to ex-

plode bombs aboard airliners. —Associated Press

i
term.

and Iran.

General Mohamed EI-
Baradei won’t seek
re-election when his
term expires in 2009.
Mr. El-Baradei’s
decision, presented
to the United Nations

nuclear watchdog’s board of governors in a five-
page memo, said he “is not available” for another

Mr. El-Baradei is ready to retire and hasn’t come
under pressure, according to a Vienna-based diplo-
mat. The U.S. opposed his reappointment for a third
term in 2005, due to differences over the body’s pur-
suit of alleged nuclear-weapons programs in Iraq

—David Crawford

OPEC to curb oil

Russians make offer
to work with cartel,
raising EU concerns

BY NEIL KING JR.,
SPENCER SWARTZ
AND ANNA RAFF

PEC said it will cut oil produc-
O tion by about 520,000 barrels

a day in the face of falling
prices and slowing demand growth,
just hours after Russia upped the
ante in its face-off with the West by
proposing “extensive cooperation”
with the cartel.

The reduction agreed to by the
group’s 13 ministers represents less
than 1% of world oil supply and will oc-
cur over the next 40 days. Officials of
the Organization of Petroleum Export-
ing Countries described the move as
necessary to avoid a buildup of excess
supply. After initially rising because
of the surprise decision, crude-oil fu-
tures fell Wednesday following a U.S.
government report that showed fur-
ther demand weakness in the world’s
top energy-consuming nation.

Even so, oil prices remain at more
than $100 a barrel, high enough to be
a significant drag on the world’s ma-
jor economies. The International En-
ergy Agency, the energy watchdog
for big oil-consuming nations, said
Wednesday the cut could derail the
oil-price relief that consumers have
seen inrecent weeks. “Removing sup-
ply may not be very helpful for con-
sumers....We think $100 a barrel is
still high by any condition and espe-
cially given the current world eco-
nomic conditions,” IEA supply ana-
lyst David Fyfe said.

The cuts would put OPEC’s output—
now at around 32.7 million barrels a
day—back to where it was during the
first three months of the year. The sec-
retary-general of OPEC, Abdalla Sa-
lem El-Badri, said Wednesday that the
organization didn’t discuss a price tar-
get when it decided to cut output.

“We are cutting oversupply,” Mr.
El-Badri said at a news conference
Wednesday. Members who are produc-
ing over their OPEC quota “should go
back to it,” he said, adding that mem-
bers’ output above their quotas cur-
rently totals 900,000 barrels a day.

The decision, following hours of de-
bate, came after U.S. benchmark crude
fell Tuesday to its lowest level in five
months, settling at $103.26 a barrel,
down $3.08, or 2.9%, on the New York
Mercantile Exchange. Wednesday af-
ternoon, crude was down 45 cents at
$102.81 a barrel on Nymex.

The offer of cooperation by Rus-
sia’s energy czar and vice premier,
Igor Sechin, came as a surprise twist
at the start of the OPEC session.
OPEC supplies around 40% of the
world’s oil, while Russian output
makes up 11%.

Mr. Sechin made his offer in per-
son in a visit that OPEC officials said
was arranged in recent days. The Rus-
sian delegation of more than 20 offi-
cials raised eyebrows at the cartel’s
usually cloistered headquarters
along the banks of the Danube; it was
among the largest sent to Vienna by a
nonmember state, an OPEC official
said. It was also the most high-profile
visit from Moscow to the cartel in at
least a decade. Among the group was
Sergei Bogdanchikov, the chief execu-
tive of Russian oil giant OAO Rosneft.
Mr. Sechin is board chairman of state-
controlled Rosneft.

The Russian outreach to OPEC
comes at a time of strain between Mos-
cow and the West after Russia’s inva-
sion of Georgia last month. While an
actual alliance with OPEC seems far-
fetched, concerns run high in the U.S.
and Europe that Moscow is trying to

output as price weakens

Crude-oil prices
Nymex-traded, light, sweet crude-oil
price on the continuous front-month
contract, in dollars per barrel
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increase its chokehold over Europe’s
energy needs. Moscow supplies Eu-
rope with most of its natural gas and
much of its crude oil and gasoline.

OPEC’s first formal gathering in
six months was otherwise fraught
with politics and posturing as fac-
tions tussled over whether to cut out-
put. The decision to reduce output
means that Saudi Arabia will likely
scale back its production to where it
was earlier this year, before Riyadh
began ramping up in a bid to drive
down record prices.

The latest action suggests OPEC
considers the optimal price for the
group’s purposes stands at around
$100 a barrel, though oil is up nearly

33% from a year ago and nearly qua-
druple what it was in 2003. At the
same time, there are signs that global
demand for oil is slackening. The IEA
said Wednesday that global crude
throughput at refineries would aver-
age 74.9 million barrels a day in the
third quarter, a downward revision
of 500,000 barrels a day from last
month’s report.

OPEC intended with its cut to keep
supply in balance with falling demand,
but it’s too soon for the market to
know whether the cartel will succeed,
said Tom Bentz, an analyst and broker
with BNP Paribas in New York. “It’s all
going to depend how much further de-
mand deteriorates and how the global
economy fares in the next six months,”
he said. IEA chief Nobuo Tanaka said
Wednesday that OPEC shouldn’t have
cut its production plans.

The decision came as a surprise.
Arriving at his hotel around dawn
Tuesday, Saudi oil minister Ali
Naimi, the principal voice within the
cartel, had described the market as
“fairly well balanced” and “in a
healthy position.” But the Iranian oil
minister, Gholam Hossein Nozari,
and Libya’s top oil official, Shokri
Ghanem, had spoken of oversupply.

OPEC President Chakib Khelil,
who is also Algeria’s oil minister,
said the group’s action was unlikely
to ease the recent slide in oil prices
because weakening U.S. and Euro-
pean demand had allowed crude in-

ventories to build.

For months, OPEC ministers have
blamed everyone from market ma-
nipulators to doomsayers for driving
oil prices torecords, arguing that the
price had no relation to the funda-
mentals of supply and demand.

Mr. Sechin said Russia was work-
ing on a draft memorandum of under-
standing on deeper cooperation be-
tween Russia and OPEC. Part of the co-
operation, he said, could include pro-
viding for a “stable pricing environ-
ment” for producers and consumers.

Bringing Russia into OPEC would
give the group additional clout but
would also present myriad head-
aches, which is why analysts were
largely skeptical that any meaning-
ful cooperation would bloom from
Moscow’s visit. Saudi Arabia, the big-
gest power in OPEC, is a close U.S.
ally and is loath to see the group
used as a forum to take shots at the
West. Russian officials didn’t specify
whether they were seeking admis-
sion as a regular OPEC member.

Even formal cooperation short
of membership would be a water-
shed for the global oil market. OPEC
officials declined to comment on
what might become of the Russian
outreach. Mr. Khelil declined to say
whether OPEC would extend mem-
bership to Russia.

—Benoit Faucon, Brian Baskin
and Gurdeep Singh
contributed to this article.

North Korea denies reports Kim is seriously ill

By EVAN RAMSTAD

SEOUL—North Korea put on a
show of strength Wednesday in the
face of reports that dictator Kim
Jong 1l is seriously ill, with his sec-
ond-in-command holding a rare
meeting with a foreign media orga-
nization to dispel the accounts.

Mr. Kim remained out of sight,
however, a day after missing cele-
bration activities for North Korea’s
60th anniversary.

Inneighboring South Korea, gov-
ernment officials reinforced reports
that emerged from U.S. intelligence
officials Tuesday that Mr. Kim suf-
fered a debilitating illness recently.

In a hearing at the Na-
tional Assembly, South Ko-
rean intelligence officials
told lawmakers that Mr.
Kim experienced a stroke
several weeks ago and
can’t walk, alawmaker who
attended said.

South Korean President
Lee Myung-bak met with se-
nior secretaries to discuss
the situation in North Ko-
rea and steps the South
might take if Mr. Kim’s
health problems created political in-
stability.

Mr. Kim, 67 years old, has led
North Korea since the 1994 death of

SRR
Kim Jong Il

his father Kim Il Sung, who
founded the country in
1948. Reports of his illness
raise the prospect of a sec-
ond change in power in
North Korea, a develop-
ment that would affect sta-
bility and security in north-
east Asia.

North Korea’s state-run
media haven’t said anything
about Mr. Kim’s health. The
country has never disclosed
illnesses involving Mr. Kim
or his father before him.

In China, the foreign ministry
said it had nothing to add Wednes-
day to its statement the day before

that it wasn’t aware of any health
problems besetting Mr. Kim.

Liu Ming, a North Korea special-
ist at the Shanghai Academy of So-
cial Sciences, says that whatever
happens to the leadership in Pyong-
yang, China’s interest is in “main-
taining stability, promoting eco-
nomic reform” and encouraging
North Korea to give up its nuclear
arms. Mr. Liu said he expects one of
Mr. Kim’s sons to succeed him if he
isn’t able to continue in office, but
he said a power struggle could erupt
among factions in the military and
Korean Workers Party.

—Gordon Fairclough in Shanghai
contributed to this article.
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Obama revises strategy

Battleground states
take on new urgency
as the race tightens

BY CHRISTOPHER COOPER
AND ELIZABETH HOLMES

CHICAGO—For a view of Barack
Obama’s Election Day strategy, look
no further than his campaign-event
calendar.

A few months ago, the rhetoric
coming out of the Obama camp was
that the Democratic presidential nom-
inee’s victory could be sweeping, com-
ing from flipping deep Republican
states in the West or the South. But af-
ter the Democratic convention, Sen.
Obama made a beeline for the tradi-
tional swing state he may need most,
Pennsylvania, before quickly moving
on to Ohio and Michigan.

Winning two of these three states
isn’t only key to Sen. Obama’s strat-
egy, but also critical for his Republi-
can rival, Sen. John McCain. “I think
that what you’re going to see settling
in is that the race is going to be very
close in most of the battleground
states, which is really what matters,”
Sen. Obama told reporters Tuesday.

Tightening polls, a more competi-
tive money race than originally envi-
sioned and a McCain campaign invigo-
rated by his unconventional vice-pres-
idential pick are prompting a return
to the old political map—and a grudg-
ing concession by some Obama cam-
paign operatives that certain states
once deemed winnable may be more
of a long shot than once thought.

For Sen. Obama, this has
prompted a change in focus: A cam-
paign that visited nine states in mid-
August has focused almost exclu-
sively on three this month. Since clos-
ing out the convention, Sen. Obama
will have held 21 campaign events
through Tuesday, 18 of them in Penn-
sylvania, Ohio and Michigan. All three
states went to either George W. Bush
or John Kerry in 2004 by a margin of
less than 4%.

Despite talk this political season
about changing the national electoral
map by bringing Southern and West-

Toss-up territory

The U.S. presidential candidates are focusing on many of the traditional battleground
states, as well as a few generally reliable ones that could switch this year.
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Kerry
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Obama
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Colorado
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McCain
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+0.7

North
Carolina
+4.2
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Sources: uselectionatlas (2004 results); Real Clear Politics (toss-ups and margins)

ern states into play, it is clear Sen.
Obama’s strategy resembles the one
pursued by losing Democratic prede-
cessors Sen. Kerry and former Vice
President Al Gore.

Just a few months ago, his cam-
paign had unveiled a “50-state strat-
egy” to mount a national campaign
and dispatched scores of workers to
the Republican strongholds of Geor-
gia, Montana, Indiana and North Caro-
lina. This week, the campaign said it
had abandoned an earlier advertising
blitz in Georgia and pulled out some
of its campaign staff.

Though the campaign remains ac-
tive in these states, Sen. Obama has be-
gun emphasizing the importance of
the big battleground states.

In Pennsylvania, which has the
fifth-largest haul of electoral votes, a
seven-point Obama polling lead in
late August has fallen to a two-point
advantage. Michigan has seen a simi-
lar trend, while in Ohio, voters have
pinballed between the two nominees.

InFlorida, where vice-presidential
nominee Sen. Joe Biden and Sen. Hill-
ary Clinton have both campaigned on

Sen. Obama’s behalf recently, Sen.
McCain’s lead appears to be eroding.
The race is a dead heat in two recent
polls there. The McCain campaign
said it needs Ohio and Florida to win
in November.

The results of state polling are far
more significant than those of na-
tional surveys, many of which show a
resurgent Sen. McCain. “When you
strip this down to its barest essen-
tials, this is about the pursuit of 270
electoral votes,” Obama campaign
manager David Plouffe said this week.

Mr. Plouffe said Sen. Obama starts
with a good chance of winning every
state Sen. Kerry won in 2004, along
with Iowa and New Mexico. That out-
come and retaining Pennsylvania and
Michigan would yield Sen. Obama 264
of the 270 electoral votes he needs to
eke out a November win.

Adding one of a handful of states
that went for President Bush in 2004,
such as Colorado, North Carolina, Indi-
ana or Virginia, would put Sen.
Obama over the top. Polling in these
states suggests they are toss-ups,
though some have been surveyed only
sporadically.

Biden faults Palin over

BY ELIZABETH HOLMES

Sen. Joe Biden brought a sensi-
tive social issue to the fore of the
U.S. presidential campaign on Tues-
day by suggesting that opposition to
stem-cell research signals less dedi-
cation to people with disabilities.

The Democratic vice-presiden-
tial nominee’s comments were ap-
parently aimed at his Re-
publican rival, Alaska Gov.
Sarah Palin, who has an in-
fant son with Down syn-
drome and opposes embry-
onic-stem-cell research.

“I hear all this talk about
how the Republicans are go-
ing to work in dealing with
parents who have both...the
joy and the difficulty of rais-
ing a child who has a develop-
mental disability, who were
born with a birth defect,”
Sen. Biden said at a rally in Columbia,
Mo., on Tuesday. “Well, guess what
folks? If you care about it, why don’t
you support stem-cell research?”

The McCain campaign re-
sponded quickly. “Barack Obama’s
running mate sunk to a new low to-

Joe Biden

day, launching an offensive debate
over who cares more about special-
needs children,” said McCain spokes-
man Ben Porritt. “Playing politics
with this issue is disturbing and in-
dicative of a desperate campaign.”
Gov. Palin’s social-conservative
background has energized the Re-
publican base. Many social conserva-
tives had been leery of supporting
Sen. John McCain because
they disagree with some of
his positions. The Republi-
can presidential nominee
favors embryonic-stem-
cell research. The Republi-
can Party’s 2008 platform
calls for aban on all embry-
onic-stem-cell research.
Politics aside, stem-cell
research appears to hold
little promise of mitigating
Down syndrome or helping
those with the condition.
People with Down syndrome are
born with an extra chromosome,
and “that is something that does
not seem to be easily addressed
with stem cells,” said Brian Skotko,
whose research and medical prac-
tice at Children’s Hospital in Bos-

stem cells

ton focuses on Down syndrome.

The greater potential for stem-
cell technologies is as a source of re-
placement cells and tissues for the
treatment of Parkinson’s and Alzhei-
mer’s disease, spinal-cord injury,
strokes, burns, heart disease and ar-
thritis, according to the National In-
stitutes of Health stem-cell Web site.

Sen. Biden has been largely over-
shadowed by Gov. Palin since her
nomination. The Project for Excel-
lence in Journalism, which tracks
media coverage of the candidates,
found that nearly half of the news
coverage around the Republican Na-
tional Convention, on Sept. 1-7, had
to do with Gov. Palin—and almost
nothing about Sen. Biden.

News that Sen. Barack Obama
had chosen Sen. Biden as his run-
ning mate accounted for 9.3% of me-
dia coverage the week of that an-
nouncement. Gov. Palin accounted
for 12% of the coverage during the
week she was selected, even
though the announcement took
place during the week of the Demo-
cratic convention.

—June Kronholz
contributed to this article.

China, Taiwan to explore
daily flights, ocean links

By TING-I TsAI
AND ALEX PEVZNER

TAIPEI—Taiwan and China plan
to hold a new round of talks within
the next two months aimed at estab-
lishing the first daily flights be-
tween the two sides, Taiwan’s top
negotiator with Beijing said.

The talks will focus on expand-
ing the frequency and number of
destinations of weekend
charter flights across the
Taiwan Strait that began in
July, Chiang Pin-Kung,
chairman of Taiwan’s
Straits Exchange Founda-
tion, said in an interview
Wednesday. The negotia-
tions, which Taiwan ex-
pects to take place in late
October or early Novem-
ber, also will cover the pos-
sible establishment of di-
rect ocean-shipping links
between Taiwan and China and the
launch of charter flights for cargo,
Mr. Chiang said.

The comments indicate Taiwan-
ese President Ma Ying-jeou aims to
press ahead with expanding ties to
China despite deep dissatisfaction
with his efforts since taking officein
May.

Even as trade and investment
have boomed in recent years, execu-
tives and tourists traveling between
Taiwan and China have been forced
to make time-consuming stopovers
in third locations like Hong Kong.
The weekend charter flights that be-
gan in July were widely seen as a
breakthrough in Taiwan-China ties,
marking the first regularly sched-
uled, nonstop air traffic between the
longtime adversaries since they split
amid civil war nearly 60 years ago.

Mr. Chiang said the two sides
have yet to finalize the date for the
new negotiations, which are to be
held in Taipei. China’s government
didn’t comment specifically on the
new talks, but at a routine press con-

Chiang Pin-Kung

ference Wednesday, a spokesman for
the Taiwan Affairs Office in Beijing
said that both sides have reached
“some fundamental agreements”
over the direct-air-traffic links.

Mr. Ma took office four months
ago, promising a “new era” of peace
and economic normalization with
China, after years of contentious re-
lations under his predecessor. But
Mr. Ma’s approval ratings have
plummeted since, and he
has faced growing chal-
lenges within Taiwan to his
accommodating stance to-
ward Beijing.

Nevertheless, the Tai-
wan president is sticking
to his goal of realizing full
air-traffic links with China
by the end of this year.

“We’ll talk about daily
charter flights and even
scheduled [direct] flights,”
said Mr. Chiang, 75 years
old, whose foundation is Taiwan’s
designated negotiating body with
Beijing in the absence of formal gov-
ernmental links.

In the future, Taiwanese and Chi-
nese negotiators will meet once ev-
ery six months to finalize agree-
ments, Mr. Chiang said. He said Tai-
wan aims to begin talks with China
next year on various components of
a proposed economic agreement,
such as investment protection and
avoidance of double taxation. In or-
der to allow Taiwan banks to open
branches in China, Taiwan also
hopes to sigh a memorandum of un-
derstanding on financial supervision
cooperation with China next year.

Mr. Chiang acknowledged that
reaching an accord on abolishing
tariffs between the two sides could
be a sticking point.

China is the largest export mar-
ket for Taiwan, which enjoys a siz-
able surplus in their trade relation-
ship. Theisland’s exports to China to-
taled US$73.87 billion in January-Au-
gust, about 40% of its total exports.

Thailand’s PPP is seeking

consensus on a new premier

BY PHISANU PHROMCHANYA
AND STEPHEN WRIGHT

BANGKOK—Thailand’s  ruling
People Power Party softened its
stance on picking toppled Prime
Minister Samak Sundaravej to lead
once more, as investors and busi-
ness leaders warned that his reap-
pointment would prolong the coun-
try’s political turmoil.

The Constitutional Court ruled
Tuesday that Mr. Samak violated
the constitution by accepting pay-
ments to host a TV cooking show
and ordered him to quit. He hasn’t
been seen in public since the ver-
dict.

Thousands of antigovernment
protesters, under the umbrella of
the People’s Alliance for Democracy,
have occupied Government House
in Bangkok since Aug. 26, demand-
ing Mr. Samak’s resignation be-
cause of his close ties with ousted
premier Thaksin Shinawatra.

Party executives said after the
court ruling that the PPP is pre-
pared to re-elect Mr. Samak, 73, as
prime minister, a move the Federa-
tion of Thai Industries warned
would intensify the political crisis.

PPP secretary-general Surapong
Suebwonglee said Wednesday that
some lawmakers have different
views and a consensus will be
sought at a party meeting before
Parliament meets Friday to elect a
new premier.

Mr. Surapong said the party
would make a decision Thursday be-
fore nominating the new prime min-
ister to the Parliament. “We don’t
want to let the political vacuum
drag on too long,” said Mr.
Surapong, who is also finance minis-
ter and deputy prime minister.

Economists say the political cri-
sis will worsen an expected eco-
nomic slowdown in the second half
of the year. A study by the Univer-
sity of Thai Chamber of Commerce
predicted the economy will grow
only 4.5% this year if the unrest
doesn’t end soon. The economy
grew at a 5.7% pace in the first half
of the year.

Thailand’s stock market has
fallen about 25% since antigovern-
ment street protests began in late
May, and analysts said it would sink
further if Mr. Samak were reelected.

—Piyarat Setthasiriphaiboon
contributed to this article.





