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Cheney may be too late to
loosen Russia’s grip on oil
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What’s News—

Business & Finance

U.S. benchmark crude fell 5%
to $109.71 a barrel in New
York. The retreat toward $100
a barrel is helping to lift the
U.S. dollar and raise the pros-
pect that OPEC may cut output
next week if prices tumble fur-
ther. Crude oil is off nearly $40
a barrel since mid-July. Page 1

m The Chinese currency’s rise
against the dollar has stalled,
but the yuan jumped 6% against
the euro in August. Page 1

m The British pound hit new
lows against euro as investors
dwelled on the risks to the
U.K.s economy. Page 18

m Euro-zone producer prices
surged in July on energy costs,
likely increasing the ECB’s infla-
tion concerns. Page 3

m European regulators sus-
pended their antitrust review
of BHP Billiton’s proposed $130
billion purchase of rival mining
giant Rio Tinto. Page 4

m Alcatel-Lucent’s newly ap-
pointed CEO said the telecom
firm would focus on developing
new technologies. Page 32

m Ford named a new CEO for
its Sweden-based Volvo unit,
selecting Ford of Europe’s oper-
ating chief for the post. Page 6

m Two hedge funds are team-

ing up to force Deutsche Borse
to make changes that could in-
clude breaking up the German

exchange operator. Page 17

m U.S. stocks gave up their
early gains as economic reali-
ties held sway over a drop in
crude oil. Airlines and banks
pushed Europe higher. Page 18

m BP’s unit in the U.S. plans to
acquire a 25% stake in an en-
ergy company’s shale assets in
Arkansas for $1.9 billion. Page 8

m GDF Suez agreed to buy U.S.
electricity firm FirstLight to
bolster its North American
power capacity. Page 8

m Lonmin again rejected the
Xstrata’s $10.2 billion hostile
bid but said it would weigh an
offer at the right price. Page 19

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 11516.92 -26.63 -0.23
Nasdaq 2349.24 -18.28 -0.77
DJ Stoxx 600 290.08 +2.90 +1.01
FTSE 100 5620.7 +17.9 +0.32
DAX 6518.47 +96.67 +1.51
CAC 40 4539.07 +66.94 +1.50
Euro $1.4527 -0.0063 -0.43
Nymex crude $109.71 -5.75 -4.98

Money & Investing > Page 17

World-Wide

Leaders of Cyprus’s Greek and
Turkish sides meet for talks be-
ginning Wednesday that will be
the first aimed at resolving the
island’s status since a failed
2004 referendum. Russian ana-
lysts frequently draw a link be-
tween Cyprus and Georgia’s
separatist territories. Page 1

m Bush was to speak via satel-
lite to the Republican conven-
tion, after officials opened a
scaled-back session because of
Hurricane Gustav. Page 15

m Alaska Gov. Palin, McCain’s
running mate, is undergoing
deep media scrutiny, amid a
disclosure that her 17-year-old
daughter is pregnant. Page 14

H Britain’s Brown unveiled the
first in a series of measures to
prop up the housing market and
boost his approval ratings. Page 2

m Thailand’s prime minister de-
clared a state of emergency in
Bangkok amid clashes between
government supporters and pro-
testers. Widening protests risk
disrupting the economy. Page 10

m A tug of war within Japan’s
ruling LDP is emerging between
supporters of ex-Foreign Minis-
ter Taro Aso and former cabinet
minister Yuriko Koike. Page 10

m Ingushetia’s governor prom-
ised a probe of the shooting
death of the owner of a muck-
raking Web site after his arrest
in the Russian province. Page 10

m A U.S. probe of Afghan and
U.N. allegations that dozens of
civilians were killed in Aug. 22
fighting found that up to seven
civilians died, with between 30
and 35 Taliban fighters killed.

m A small group of Mugabe loy-
alists has emerged as the big-

gest roadblock to a power-shar-
ing deal in Zimbabwe, as media-
tors try to salvage talks. Page 9

m Egyptian tycoon and ruling-
party lawmaker Hisham Talaat
was arrested for allegedly pay-
ing an ex-police officer to kill a
popular Lebanese pop singer.

m Argentina will pay its entire
$6.7 billion debt to the Paris
Club of lending nations.

m A humanitarian-aid flight
carrying 17 people crashed in
eastern Congo, and there ap-
peared to be no survivors.

EDITORIALESOPINION

Sayonara, Fukuda

Some advice for the next
leader of the world’s second-
largest economy. Page 12
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Oil’s retreat lifts dollar

OPEC may begin

to trim production
if price keeps falling
By NEIL KING JR.

0il’s swift retreat toward $100 a
barrel gave a lift to the strengthen-
ing U.S. dollar and raised the pros-
pect that OPEC may begin to trim
production next week if crude
prices continue to plunge.

Signs of slumping demand and
excess supply have driven crude
prices down nearly $40 a barrel
since mid-July, leading analysts to
predict that they could now slump
well below $100 a barrel by year
end. U.S. benchmark crude fell 5%
to $109.71 a barrel Tuesday on the
New York Mercantile Exchange af-
ter Hurricane Gustav dealt only a
glancing blow to refineries and oil
platforms in the Gulf of Mexico.

The fall in oil prices over recent
weeks comes amid a much wider
selloff in commodities ranging
from gold to aluminum and wheat,
all of which were also down sharply
on Tuesday as investors turned to-
ward equities before an afternoon
decline in stock markets. The re-
bounding dollar, now nearly back
to where it began the year, also has

Please turn to back page

Cyprus split
offers lessons
for Georgia

BY CHARLES FORELLE

BRUSSELS—Thirty-four years af-
ter the Turkish military first occu-
pied northern Cyprus, leaders from
the two sides of the island will meet
for afresh round of talks aimed at re-
unification.

The talks that begin Wednesday
are expected to go on for months,
and success is far from assured. But
that they are taking place at all of-
fers an important lesson for two
other separatist territories that re-
cently welcomed a neighboring mili-
tary—South Ossetia and Abkhazia
in Georgia—analysts say.

The lesson: Even with recogni-
tion, military protection and pass-
ports from the dominant local
power, life in a republic that is recog-
nized by nobody else isn’t so sweet.

Turkey has given northern Cy-
prus hefty financial aid, but decades
of economic and social isolation
have worn down the Turkish Cypri-
ots. They have lagged behind while
their Greek Cypriot counterparts
bounded ahead into the prosperity
of the European Union.

Turkish Cypriot gross national
product per capita is about half the
$27400 of the south, according to
the two sides’ figures. By 2004,
Turkish Cypriots voted in a referen-
dum to reunify under a United Na-
tions plan, only for voters in the
south to reject the terms. Out of the

Please turn to page 3

An unconventional gathering in the U.S.

m Republicans had

to alter plans for
four-day
gathering ....... 14

m Controversy
mounts over
choice for vice

president ....... 15

U.S. Republican presidential
candidate Sen. John McCain
campaigning Tuesday

in Philadelphia

»
. -
(1R .']q

m Visit WSJ.com
for the latest
news on the

convention

Yuan’s climb versus euro,
not dollar, hints at a shift

By ANDREW BATSON

BEIJING—The Chinese yuan is
still moving up—but now, the euro
is bearing the brunt of the gains.

The Chinese currency’s rise
against the U.S. dollar has stalled in
recent weeks, as local exporters in-
creasingly criticize the govern-
ment’s policy of currency apprecia-
tion for hurting their profit mar-
gins. The yuan actually fell about
0.2% against the U.S. dollar in Au-
gust, arare reversal of its mostly up-
ward trend since a de facto peg was
dropped in July 2005.

At the same time, the U.S. dollar
hasrallied strongly against most ma-
jor currencies. Because the yuan
hasn’t moved much against the dol-
lar, those gains also pushed the
yuan’s value upward against other
currencies. The yuan rose 6%
against the euro during August, re-

versing along decline. It also gained
against the Japanese yen and the Ko-
rean won.

That turnaround has led many
watchers of China’s tightly man-
aged currency to predict officials
will limit the yuan’s future gains
against the dollar to protect export-
ers.

But the recent movements also
seem to be a sign that the central
bank is finally following its own pre-
scription of setting the exchange
rate “with reference to a basket of
currencies.” Since Europe is now
China’s largest trading partner, it is
perhaps not surprising that its cur-
rency is no longer being managed
solely against the U.S. dollar.

Callum Henderson, head of for-
eign-exchange strategy for Stan-
dard Chartered PLC, says Chinese
authorities appear to still have a pol-
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Brown sets housing plan

Tax, interest relief
aim to help market
and Labour’s ratings

By LAURENCE NORMAN

WOLVERHAMPTON, England—
British Prime Minister Gordon
Brown unveiled the first in a series
of measures to prop up the collaps-
ing housing market—and his ane-
mic approval ratings.

The U.K. Treasury said it was
suspending the stamp-tax duty on
housing transactions for homes val-
ued as much as £175,000 ($315,315).
The suspension will be for a year
starting Sept. 3 and will cost about
£600 million, a spokesman said.

Also Tuesday, the government
said it would spend £1 billion on a
range of measures to help first-
time home buyers and those strug-
gling to pay their mortgages.
Among the measures are restricted
noninterest loans for certain buy-
ers, and allowing the government
to buy housing and rent it back to
tenants.

Later this week, the government
is also expected to announce a plan
to help low-income families pay
their utility bills.

The package is meant to protect
communities like this industrial
town in the West Midlands of cen-
tral England from the worst eco-
nomic downturn in years. Mr.

CORRECTIONS &
AMPLIFICATIONS

FRCAction is the legislative ad-
vocacy arm of the Family Research
Council. An article Monday about
the U.S. Republican Party’s 2008
platform incorrectly identified the
council as the Family Rights Council.
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Brown will bring his cabinet to this
region next week for the first meet-
ing of the government outside Lon-
don since 1921.

Once a heartland of the indus-
trial revolution, Wolverhampton
has been fertile territory for the La-
bour Party in recent decades, with
incomelevelsbelowthe national av-
erage and unemployment in one of
the city’s three districts about three
times the national average.
Labour holds all three par-
liamentary seats here.

Yet Labour is hemor-
rhaging voters here. In
May, on the same day a Con-
servative candidate won a
closely watched battle to
become London’s mayor,
the Labour Party lost its
14-year majority on the
city council. For the first
time in a generation, peo-
ple seem willing to listen to
the Conservatives.

“I think the government’s to
blame for what’s going on,” said La-
bour voter Richard Griffiths, a
61-year-old former computer ana-
lyst who now provides full-time
care for an elderly mother. “We
should have more money in the till
to bail us out of the current prob-
lems.”

He wants to see the government
do more to help pensioners facing
rising bills. “Ialwaysused tovote La-
bour butIdidn’tlast time, and I'll be
voting for the Tories at the next elec-
tion.”

Conservative Councilor Patricia
Bradley, whois in charge of regener-
ation and enterprise on the Wolver-
hampton City Council, said her
party has gained from the prime

Gordon Brown

minister’s troubles in connecting
with ordinary voters, the rising
cost of living and the troubles
young people have in buying hous-
ing.

Yet the speed of Labour’s de-
cline came as a surprise. “I think we
knew we would win in a few years’
time—we were adding one or two
seats” at each election, Ms. Bradley
said. “But I think his [Mr. Brown’s]
downward spiral has been
much quicker than we
thought.”

She said she believes
her party could win two of
the city’s three parliamen-
tary seats next time
around.

The West Midlands is a
“key battleground which
will help to decide who is
the next government,”
said Pat McFadden, Labour
lawmaker for South East
Wolverhampton and an up-and-
coming junior minister in Mr.
Brown’s government.

According toRoger Mortimer, di-
rector of political analysis at poll-
ster Ipsos-Mori, of the roughly 135
seats it would take for the current
Labour majority to turn into a Con-
servative majority at the next elec-
tion, 30 are in the Midlands.

After 11 years in power—and
with the economy possibly facing
its first recession since the early
1990s—the government faces a
hard task to get voters back on its
side.

“I have voted for Labour before
but am seriously considering not
doing so this time,” said Lee Ben-
nett, a driving instructor, at a shop-
ping center with his family Friday.

Spain’s government pledges
relief as jobless claims surge

By JONATHAN HOUSE

MADRID—Spanish Prime Minis-
ter José Luis Rodriguez Zapatero
said he will unveil measures next
week to help out-of-work job seek-
ers in the construction industry, af-
ter Spanish jobless claims soared to
a 10-year high in August. The Labor
Ministry said more than 100,000 un-
employed workers applied for bene-
fits from the state employment
agency.

The jump lifted total registered
claims to just over 2.5 million, up
25% from a year earlier. From the
construction sector, jobless claims
were up 71% from a year ago. Mr. Za-
patero didn’t give further details
about his plans but said he would
present the new measures at a Sept.
10 parliamentary hearing to discuss
Spain’s rapidly deteriorating eco-
nomic situation.

Spain was once one of the euro
zone’s primary engines of economic
growth and job creation, but many
economists expect the country to
dip into recession after its decade-
long housing boom collapsed after
years of overbuilding and the melt-
down of the U.S. subprime mort-
gage market pushed local interest
rates higher.

Spanish quarterly gross-domes-
tic-product growth slowed to 0.1%
in the second quarter from 0.3% in
the first and from 0.8% in the fourth
quarter of last year. Spain had an
11% unemployment rate in July, the
highest in the euro zone and up
from 10.7% in June, according to the
latest data from European Union sta-
tistics arm Eurostat.

In April, Mr. Zapatero’s govern-

Registered jobless claims

Spanish unemployment is rising
steadily
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Source: Spanish Labor Ministry

ment became the first in the euro
zone to craft a U.S.-style stimulus
package when it approved a series of
tax cuts and spending measures
which it said will inject €10 billion, or
about $14.5 billion, into the economy
this year and €7.8 billion next year.

The government, however, is run-
ning out of leeway to further sup-
port the economy as the approved
tax cuts and weaker tax revenue
take their toll on public accounts.
Spain’s once healthy budget surplus
swung to a deficit equal to 0.42% of
GDP in June. It widened further to
0.89% of GDP in July.

BNP Paribas SA economist Do-
minic Bryant said he expects Span-
ish unemployment to rise further in
the following months as the econ-
omy begins to shed jobs. As of the
second quarter, Spain continued to
create jobs, though at a slower pace
than the labor supply grew.
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U.S. pipeline diplomacy

Cheney aims to shake
Russia’s grip on oil
with Caucasus trip

By Guy CHAZAN
AND JOHN MCKINNON

U.S. Vice President Dick Cheney
will use his trip to the Caucasus this
week to try to loosen Russia’s grip on
Caspian and Central Asian oil and
gas exports. But he may be too late.

Mr. Cheney’s objective is to ex-
press U.S. backing for an export
route that crosses the Caucasus, by-
passing Russia. But his visit
comes on the heels of a Rus-
sian-Georgian war that
raised fresh doubts about
the viability of that corridor
and appeared to enhance ;
Russia’s domination of the
region’s energy flows.

The impression was rein-
forced Tuesday as Moscow
signed a deal to build a new
pipeline that will increase
the export of natural gas
from the Central Asian
states of Turkmenistan and
Uzbekistan to Russia and onward to
Europe. Russian Prime Minister
Vladimir Putin also agreed to pay Eu-
ropean, market-based prices for
Uzbek gas, a move that could lock in
supplies that might have fed alterna-
tive European pipelines.

In Azerbaijan, Mr. Cheney will
seek to secure Azeri natural gas for
two high-profile, Western-backed
pipelines that, once completed, will
flow to the heart of Europe—one
called Nabucco, named for a Verdi op-
era, and a smaller project, Turkey-
Greece-Italy.

The White House said the Krem-
lin’s actions in Georgia have only un-
derscored the need for export routes
like Nabucco that dodge Russia. The
European Union currently relies on
Russia for a quarter of its natural
gas, yet fears that Moscow could use
its energy exports as a political

Dick Cheney

weapon have prompted calls for the
EU to reduce that dependence.

A senior U.S. administration offi-
cial, briefing reporters on Mr.
Cheney’s trip, said the war in Geor-
gia had undermined Russia’s reputa-
tion as areliable energy supplier and
should accelerate Europe’s efforts to
diversify its sources of oil and gas.

“I don’t think anything about
this, these recent events, has done
anything but reinforce the sense that
that basic strategy is important and
critical, and one that has to be pur-
sued, if anything with greater energy
by us and by our European part-
ners,” the official said.

But there are fears that last
month’s war could harm
that strategy by undermin-
ing the credibility of tran-
sit routes that pass
through Georgia. Russia’s
military blew up Georgia’s
main railroad during the
war, obliging Azerbaijan to
suspend oil shipments to
Georgia’s Black Sea termi-
nals. Oil major BP PLC was
also forced to close a pipe-
line that transports Azeri
crude from Baku to the
Georgian port of Supsa. And Russian
aircraft dropped bombs close to the
crucial Baku-Tbilisi-Ceyhan pipeline
that pumps 850,000 barrels of oil a
day from Azerbaijan via Georgia to
Turkey’s Mediterranean coast.

“The Russians have demon-
strated they can close that corridor
through Georgia any time they
want,” said John Bolton, President
Bush’s former U.N. ambassador.

U.S. officials reject that. “The
Georgian energy corridor is safe,”
Deputy Assistant Secretary of State
Matthew J. Bryza, one of Nabucco’s
major supporters, told an audience
in Brussels Monday. He stressed that
Baku-Thilisi-Ceyhan and the South
Caucasus Gas Pipeline, which trans-
ports Azeri gas to Turkey, were unaf-
fected by the fighting.

Mr. Bryza also said European en-
ergy companies behind Nabucco and
the Turkey-Greece-Italy pipeline

have told him they are determined to
proceed with the two projects. “They
haven’t slowed down at all,” he said.
“They are anxious to line up gas sup-
ply contracts with Azerbaijan as
soon as possible.”

But some analysts said the Geor-
gian war could scare off investors,
making it hard for the consortium to
raise the €7.9 billion ($11.5 billion)
needed to build Nabucco—a task al-
ready complicated by the global
credit crunch. Plans to expand Baku-
Thilisi-Ceyhan’s capacity may also
be in jeopardy.

“This increases the risk profile
enormously,” said Jonathan Simp-
son, head of European projects at in-
ternational law firm Paul Hastings.
“Without the EU and the U.S. step-
ping in and subsidizing them, they
won’t get built. And so far they’ve
shown no inclination to do that.”

Russia gave no dates in Tuesday’s
announcement regarding construc-
tion or completion of the new Russian
pipeline. Construction of Nabucco is
scheduled to start in 2010. While the
Turkey-Greece section of the Turkey-
Greece-Italy pipeline was completed
and inaugurated in 2007, construc-
tion of the Greece-Italy sectionis to be-
gin in 2009, with the section sched-
uled to become operational in 2012.

Prof. Jonathan Stern, director of
gas research at the Oxford Institute
for Energy Studies, said Nabucco’s
weakness has always been not the se-
curity of the Georgian corridor but
the fact there won’t be enough gas
available in the Caspian region to fill
it, at least not until the late 2010s.
“Before the war in Georgia, people
were unrealistically optimistic
about Nabucco,” he said. “Now,
they’re unrealistically pessimistic.”

The Kremlin, meanwhile, has de-
nied that the Central Asian pipeline
announced Tuesday is an attempt to
undermine Nabucco, which it has
dismissed as a political project. “If
[pipelines] are created politically,
they are not economically feasible,”
said Dmitry Peskov, a spokesman
for Mr. Putin. —Marc Champion

contributed to this article.

Energy costs lift EU producer prices

By EMMA CHARLTON

LONDON—Soaring energy costs
pushed euro-zone producer prices
sharply higher in July, likely increas-
ing the European Central Bank’s con-
cern about inflation ahead of its
Thursday rate-setting meeting.

Prices of goods leaving factory
gates rose 9% from a year earlier, af-
ter rising 8% in June, European Union
statistics agency Eurostat said.

It was the fastest annual gain
since records began in January 1990
and was largely driven by energy
costs, which added 24.5% in July
from a year earlier. Producer prices
rose 1.1% in July after climbing 1% in
June.

The inflation pressures mean the
ECBis likely to keep its key rate near
a seven-year high at 4.25% at its
meeting Thursday despite sharply
slowing economic growth. ECB staff
forecasts Thursday are likely to
show slower growth and higher in-
flation this year and next, under-
scoring the ECB’s dilemma.

The ECB aims to anchor euro-
zone inflation at just below 2% but
has faced an extended period where
the rate of consumer-price rises has
been well above that target.

“It is far too early for the ECB to

give the all-clear on the inflation
front,” said Carsten Brzeski, an econ-
omist at ING Bank. “Euro-zone man-
ufacturers have been able to pass on
higher food and, particularly,
higher energy costs. However, with
plummeting consumer confidence
and very sluggish retail sales, euro-
zone retailers will not be able to
pass higher producer prices on to
consumers. Rather, they will have to
squeeze their margins.”

The Organization for Economic
Cooperation and Development Tues-
day downgraded its expectations of
euro-zone growth this year to 1.3%,

from 1.7% in June. But, echoing ECB
policy-maker concerns, the Paris-
based organization stressed that
slower growth is unlikely to damp
euro-zone inflation quickly.

The central bank frets that pro-
ducers will try to pass on the higher
costs they are facing to consumers,
prompting consumers to push for
higher wages and creating a wage-
price spiral in which inflation be-
comes uncontrollable.

Most economists expect the ECB
will keep its key rate on hold
through year end, and many foresee
a cut early next year.

Wolters agrees to buy UpToDate

BY AARON O. PATRICK

Dutch  business publisher
Wolters Kluwer NV said it agreed to
buy closely held UpToDate Inc.,
which provides information over
the Internet to doctors on how to di-
agnose and treat patients.

The price wasn’t disclosed. UpTo-
Date, based in Waltham, Mass., is ex-
pected togenerate $80 millioninreve-
nue thisyear, Wolters Kluwer Chief Ex-
ecutive Nancy McKinstry said. UpTo-

Date’sinformation is used by 320,000
doctors and other medical workers in
130 countries, according to the compa-
ny’s Web site and Wolters Kluwer.

Wolters Kluwer plans to expand
the UpToDate service to cover neu-
rology, immunology and other medi-
cal fields, Ms. McKinstry said.

Based in Amsterdam, Wolters
Kluwer publishes medical-refer-
ence books under several brands. It
also publishes tax, accounting and
legal information.

Putting it back together?

Greek- and Turkish-Cypriot leaders on the island of Cyprus, divided since 1974,
open peace talks Wednesday aimed at reunificaiton.
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Cyprus talks offer lessons

Continued from first page
island’s total population of around a
million, 260,000 live in the north.

To be sure, there are important
differences between Georgia’s sepa-
ratist territories and northern Cy-
prus. For one thing, no water sepa-
rates Abkhazia and South Ossetia
from Russia, making them poten-
tially easier to integrate. Cyprus en-
joys the pull of EU membership,
something Georgia aspires to but is
unlikely to achieve anytime soon.

Just as important, Turkey never
attempted to annex the Turkish Re-
public of Northern Cyprus. That is
in part because Turkey is a member
of the same military alliance—the
North Atlantic Treaty Organiza-
tion—as Greece, and because Tur-
key itself wants to join the EU. Rus-
sia faces none of these constraints.
Many analysts believe Moscow will,
de jure or de facto, absorb South Os-
setia and Abkhazia, despite denials
that it has any such intention.

Still, the parallel is hardly far-
fetched. In a recent interview, Geor-
gian President Mikheil Saakashvili
said Russian leader Vladimir Putin
“mentioned to me in November
2006 the possibility” of turning the
separatist regions into northern Cy-
prus—in other words, occupied ter-
ritories. The Kremlin hasn’t ac-
knowledged that claim, but Russian
analysts frequently draw the link.
Last week, the Turkish Cypriot gov-
ernment spokesman said Russia’s
recognition of the two territories
had rewritten the rules of interna-
tional diplomacy and was a “lesson”
Greek Cypriots should take to heart.

“There are striking similarities
between what’s going on there and
here,” says Costas Constantinou at
the International Peace Research In-
stitute in Cyprus, noting in particu-
lar the separation of the local popu-
lations along ethnic lines and unilat-
eral recognition following massive
military intervention.

Wednesday’s talks between Cy-
prus President Demetris Christofias
and Turkish Cypriot leader Mehmet
Ali Talat, at the abandoned Nicosia
airport inside the United Nations
buffer zone, will be the first aimed at
resolving Cyprus’s status since the
round that led to the failed 2004 ref-
erendum. Joint committees have
been hammering out differences on
smaller topics, with the difficult is-

sues of property restoration, power-
sharing and what to do with Turkey’s
military on the island still to resolve.

Turkish Cypriots say the main
problem driving them to the negoti-
ating table is the isolation that
springs from having relations with
only one country. To travel, Turkish
Cypriots either have to get a Greek
Cypriot passport, cross to the Greek
side of the island and fly from there,
or else go via Turkey. Turkish Cyp-
riot soccer squads can’t play in inter-
national tournaments.

Goods cost more in the north and
exporters face higher costs because
everything has to be re-exported via
Turkey. The trade imbalance is mas-
sive: $81.1 million in exports, $1.45
billion inimports, according to Turk-
ish Cypriot figures.

Trade across the border with
Greek Cypriots is generally limited
to goods of Turkish Cypriot origin—
that is, stuff that didn’t come from
Turkey. Volumes are tiny, at a few
hundred thousand euros a month,
according to the Turkish Cypriot
Chamber of Commerce. In June,
€58,298.81 ($85,151) of building
stone, for instance, €8,854.50 in
fresh fish.

Isolation is “a major factor,” says
Emine Erk, a Turkish Cypriot lawyer
in the divided capital, Nicosia, who
has been active in the peace pro-
cess. “Who wants to remain outside
the international community?”

Reunification would be daunt-
ing, however. Cyprus won indepen-
dence from colonial power Britain
in 1960, but the young republic was
beset by violence and power-shar-
ing squabbles between Greek and
Turkish Cypriots from the start. In
1974, a Greek-backed coup led by
forces advocating union with
Greece toppled the government.
Turkey invaded. The coup fizzled,
but the Turkish army remained.

Tens of thousands of Greek Cypri-
ots abandoned northern Cyprus as
the Turkish army advanced in 1974.
A smaller number of Turkish Cypri-
ots living in the south fled north.
The Greek Cypriot side wants at
least some of the property now pos-
sessed by Turkish Cypriots returned
toits original owners. It also wants a
pullout by the 35,000 Turkish army
troops, whom many Turkish Cypri-
ots see as a guarantor of safety.

—Marc Champion
contributed to this article.
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LUXURY GOODS

SEMICONDUCTORS

TELECOMMUNICATIONS

Paris-based BRS acquires
Yachting Partners of U.K.

ARIS-BASED
P ship broker BRS

Group said it
bought Yachting Part-
ners International, in
another example of
the immunity of high-
end luxury goods from
the global economic
gloom. Financial de-

tails weren’t disclosed.

The acquisition of U.K.-based Yachting Partners,
which deals primarily with yachts longer than 30
meters and costing as much as €150 million ($219.1
million), is set to boost BRS’s existing yachting-bro-
kerage business.

On Tuesday, LVMH Moét Hennessey Louis Vuit-
ton SA signed an agreement to buy Dutch yacht

Asia-Pacific’s hunger
drives up global sales

i,

ORLD-WIDE semicon-
V s/ ductor sales in July
climbed 7.6% from a

year earlier to $22.18 billion,
boosted by demand for cell-
phones, personal computers
and other consumer electron-
ics, an industry group re-
ported Tuesday.

J [ However, sinking prices
for memory products—chips
known as DRAM and NAND
flash memory—continued to

offset overall revenue gains; excluding that seg-
ment, semiconductor sales would have increased
11.6%, according to the Semiconductor Industry As-
sociation.

The group said overall chip sales increased 15%

MegaFon and VimpelCom
to sell iPhones in Russia

WO of Russia’s
T top three mobile-

phone compa-
nies, MegaFon OAO
and VimpelCom OAO,
will sell Apple Inc.’s
iPhone 3G later this
year.

The new model of
the phone hasn’t gone
on sale officially in Russia, but is readily available
on the “gray” market, selling for around $1,000—
several times the current retail price in the U.S.

Many Russians get them for considerably less by
asking friends to buy them while on trips abroad,
then paying another $100 to unlock the phones.

With an estimated 500,000 earlier-generation de-
vices already in use, Russia is one of the biggest mar-

maker Royal van Lent Shipyard BV.—Marietta Cauchi

in July in the Asia-Pacific region and 3.6% in Japan.

kets for iPhones outside the U.S.

—Associated Press

Steel begins to follow other metals down

Users are buying less
as economies slow;
Arcelor to cut prices

BY ROBERT GUY MATTHEWS

soften around the globe, in

some cases by as much as 30%,
the first sign that steel is succumb-
ing to the downward pressures that
have dragged on other commodity
prices.

Automobile companies, appli-
ance makers and construction firms
are all using less steel as economies
slow. Should the trend continue, as
expected, the prices of other raw ma-
terials used to make steel, most no-
tably iron ore and certain types of
coal, will likely drop.

Although steel prices remain at
historic highs, the relentless two-
year string of price rises appears to
be over. On Tuesday, ArcelorMittal,
the world’s largest steelmaker, said
it would cut steel prices in South Af-
rica by as much as 8% across all its

S TEEL PRICES are beginning to

steel products because of lower inter-
national prices. The price cut, start-
ing Oct. 1, will be the first in a year.

In Eastern Europe, the price for
hot-rolled steel, the basic building
block for the majority of steel prod-
ucts, has fallen about 30% to
roughly $1,000 a metric ton in less
than two months. In the U.S., prices
of domestic hot-rolled and cold-
rolled steel have dropped about 8%,
or $80 a ton, in the past month.

Steel prices in China have been
falling since July, following a surge
in the first half to a record in June.
“Demand is slowing around the
world,” said Charles Bradford, steel
analyst for Bradford Securities.

In India, top steel producers re-
cently decided at the end of a three-
month price freeze to keep prices
steady, and in Brazil, prices for im-
ported plate, used most often in
heavy equipment, have fallen by
about $200 a metric ton, or some
15%.

Steel had been one of the few met-
als whose price stayed strong as the
prices of other metals fluctuated
and, more recently, trended down-
ward. The prices of copper, alumi-

Steel prices are falling as demand for
steel is slowing around the world.

num, nickel, and scrap have fallen.

Some of the decline is a normal
part of summer, when auto makers
change models and when building
and road constructionin very hot re-
gions like the Middle East takes a
pause until the temperature drops.

But that can’t explain the steep
drop-off across the globe, said John
Anton, a steel economist for Global
Insight, a Waltham, Mass.-based fi-

nancial and information company.
He said steel prices are softening be-
cause price increases have finally
hit their limit as the outlooks for the
European and U.S. economies look
dimmer than earlier this year.

In some cases, the falling prices
reflect lower raw-material costs.
The price of nickel, used to make
stainless steel, has fallen as the de-
mand for stainless-steel appliances

and other applications has dropped
this year, prompting makers of stain-
less steel, including South Korea’s
Posco, to cut prices. Stainless-steel
stockpiles have grown in the past
few months, according to Peter
Fish, chairman of MEPS Interna-
tional Ltd., a London-based steel re-
search and consulting firm.

Credit constraints are also pre-
dicted to damp demand for stainless-
steel products, he said.

Likewise, scrap steel—recycled
steel that is melted down and made
into new steel products—has started
to fall from its historic high earlier
this year. In fact, the price of scrap
steel in India has dropped 25% in the
last month, according the country’s
steel minister, Ram Vilas Paswan.

The Indian steel ministry has pre-
dicted that steel prices in the coun-
try would continue their fall be-
cause of lower demand both domes-
tically and internationally.

It is unclear whether the drop-
off in steel prices will stick. Some
economists and analysts are predict-
ing that steel prices will level by the
end of the year as stocks and inven-
tories drop.

BHP bid for Rio hits snag as EC suspends antitrust review

By DANA CIMILLUCA
AND CHARLES FORELLE

BHP Billiton’s efforts to pull off
what would be one of the biggest
takeovers ever, the $130 billion pur-
chase of rival mining giant Rio
Tinto, stalled Tuesday when Euro-
pean regulators suspended an anti-
trust review of the bid.

The European Commission’s
move, which it said was prompted by
alack of information from BHP, casts
more doubt on the likelihood that
the company will surmount what has
become the biggest obstacle to a
deal. By pushing back a Dec. 9 dead-
line for a European ruling, the move
could scuttle BHP’s stated goal of se-
curing approval from regulators in
Europe, South Africa and Australia
by the end of this year.

The regulatory setback is the lat-
est twist in a takeover saga that has
been going on since November,

Wide-spread fear

Share performance of BHP Billiton
vs. Rio Tinto on the London Stock
Exchange since Feb. 6

BHP Billiton
== Rio Tinto

Source: Thomson Reuters Datastream

when BHP launched a bid that it
later upped to 3.4 of its own shares
for each share of Rio. Rio rejected

both approaches as too low. As re-
cently as April, Rio shares traded at
a premium to the bid price, on hopes
BHP would boost its offer to win a
recommendation from Rio’s board.
Since then, Rio’s share price has
fallen well below the value of BHP’s
offer. BHP now plans to appeal di-
rectly to Rio shareholders after win-
ning regulatory approval. In order to
succeed, it will require acceptance
from a majority of Rio’s shares.

As of Tuesday, Rio’s shares were
trading at £48.30 ($87.03) in Lon-
don, giving the company a market
value roughly 13% below BHP’s offer
price. That gap suggests investors
are becoming increasingly nervous
that a deal won’t happen.

It wasn’t immediately clear how
long the EC’s suspension would last,
or how far it would push back the
deadline for a decision. The clock
was stopped after the European
Union’s antitrust regulator re-

quested data from Melbourne, Aus-
tralia-based BHP that the company
couldn’t quickly provide, according
to a person close to BHP. This per-
son said the data were “taking some
time to extract from the system” but
wouldn’t be more specific. A BHP
spokesman said such suspensions
are a “normal” part of EC antitrust
investigations.

BHP is confident it will achieve
the year-end goal for regulatory ap-
proval, a person close to the com-
pany said. A commission spokes-
man declined to elaborate on what
prompted the suspension.

The review is a complex affair,
covering massive companies and
markets flung around the globe. In
July, the EU started an in-depth, so-
called phase-two review of the deal.
It is likely to be contentious, given
substantial concerns in Europe
about the dwindling number of sup-
pliers of seaborne iron ore, a key in-

gredient in steel. In past years, the
EU has ordered companies to sell
certain parts of their businesses be-
fore clearing mining deals. BHP has
said it shouldn’t be required to
make any such divestitures.

U.S. regulators have already
granted preliminary approval. Aus-
tralian regulators asked BHP for
more information and delayed their
decision to sign off on the deal.

“Today’s development is likely
reflective of the difficulty in secur-
ing approval from multiple jurisdic-
tions in a timely manner without
the cooperation of Rio,” London-
based brokerage firm Liberum Capi-
tal said in a research note Tuesday.

A person familiar with the mat-
ter said there are no talks between
the companies aimed at reaching a
friendly deal.

—Robert Guy Matthews
and Andrea Hotter
contributed to this article.
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FOCUS ON AUTOMOBILES

Tata’s Nano project stalls

Indian auto maker
is set to move plant
after farmers protest

The maker of the world’s cheap-
est car warned it is suspending
plant construction and planning to
move manufacturing elsewhere in
the face of violent protests from
farmers and local politicians.

While the outcome is still un-
clear, the declaration by Tata Mo-
tors Ltd.—part of India’s flagship in-

By Eric Bellman in Singur,
West Bengal, and Paul Beckett
in New Delhi

dustrial conglomerate and an inter-
national symbol of the nation’s mod-
ern engineering prowess—is the
starkest sign yet of how rapid indus-
trialization is clashing with those
who are skeptical of modernization
and suspicious of the reach of big
business into rural India.

It is a conflict being played out
across the nation as India strives to
boost manufacturing to supplement
slowing growth in its larger ser-
vices industry. But Tata’s predica-
ment has been the most closely
watched, because the $2,500 Nano
mini-car has been touted around the
world as revolutionary and Tata is
known as one of India’s most power-
ful, yet socially responsible, employ-
ers. As a result, Tata’s problems
could send a discouraging message
to big international companies inter-
ested in operating in India.

Tata’s statement left open the
chance that if the impasse were re-
solved amicably, the company could
stay. Tata fell short of categorically
stating it was withdrawing immedi-
ately, instead saying that because
“there is no change in the volatile sit-

uation around the plant,” it would
suspend construction and look for
alternatives. It didn’t provide a time
frame for either resuming construc-
tion or moving the plant, an indica-
tion that it may be willing to stay if
the protests end, though right now
it looks as if they will continue.

The Nano plant is in Singur, in
the eastern state of West Bengal,
about one hour’s drive from Kolk-
ata. Encouraged by the Communist
Party of India (Marxist), the party
that runs the state and has been
seeking to attract investment, Tata
has invested $345 million in the
plant and attracted about 60 suppli-
ers to set up shop nearby to ensure
that the car would start rolling off
production lines in the last three
months of this year. The plant and
its suppliers are located on almost
1,000 acres of land that had been
purchased from farmers. Construc-
tion on the plant began in January
2007, employing about 4,000 peo-
ple at its peak.

In the past two weeks, protests
by thousands of farmers and others
opposed to the plant have seriously
impeded the company’s ability to
operate. Construction work on the
plant has been stalled since last
Thursday. International consult-
ants hired by Tata have left to avoid
intimidation, the company said.
And it is struggling to convince se-
nior managers to relocate to work
in the plant.

Tuesday evening, after another
day of suspended work, Tata said in
a release that it was “evaluating al-
ternate options for manufacturing
the Nano car at other company facili-
ties and a detailed plan to relocate
the plant and machinery to an alter-
nate site is under preparation.”

Behind the protests is Mamata
Banerjee, a firebrand politician who
has used the demonstrations and
the massive publicity they have gar-

nered to portray the Communists as
insensitive to the interests of small
farmers and local constituents. The
leader of the Trinamool Congress, a
rival state party, Ms. Banerjee has
held nightly rallies at the manufac-
turing site. She is demanding the re-
turn of about 400 acres of the site,
saying the land she wants returned
was taken from farmers against
their will. Tata denies it grabbed
land from farmers.

The West Bengal government
says only a small minority of farm-
ers were forced to leave against
their will and that the others ac-
cepted compensation for the land
when the government took it over
for the plant.

Before Tata’s announcement, Ms.
Banerjee Tuesday vowed to con-
tinue the protests. She celebrated
the beginning of the Muslim holy
month of Ramadan with her Muslim
followers on the highway in front of
the Tata plant and said she would be
there to celebrate the Indian fall holi-
day of Diwali, and Christmas as well.

Tata representatives declined to
say whether the furor would affect
production schedules for the Nano.
Nor did they estimate how much
Tata stands to lose if it were to move
the plant to another of the compa-
ny’s manufacturing sites elsewhere
in India. It said it is exploring the
possibility of absorbing workers
hired in West Bengal at other sites.

Analysts said a withdrawal
would be extremely costly and
likely delay the launch of the Nano.

“I think Tata will only be able to
recover 10% to 20% of the invest-
ment if they decide to shift to an-
other location,” said Ambrish
Mishra, auto analyst at Mumbai-
based MF Global. “It will be very neg-
ative for them...the launch of the
Nano will be delayed by at least four
to six months.”

—Santanu Choudhury
contributed to this article.

Hyundai could beat U.S. deadline

By EvAN RAMSTAD

NAMYANG, SouthKorea—Hyun-
dai Motor Co. can meet the pro-
posed U.S. fuel efficiency standard
of 35 miles per gallon, or around 15
kilometers per liter, in the fleets of
its Hyundai and Kia brands by 2015,
five years ahead of a U.S. deadline,
without relying heavily on hybrid
vehicles, the company’s research
chief said Tuesday.

The declaration is a bold state-
ment of technical confidence by
the South Korean manufacturer,
which has trailed behind Japanese
and U.S. manufacturers in the de-
velopment of fuel-sipping hybrid
vehicles. It also distinguishes the
company from competitors that
have argued to U.S. regulatorsinre-
cent weeks that an interim step in
boosting fuel standards—to 31.6
mpg by 2015—is too aggressive.

Hyundai will focus on building
smaller cars using lighter materi-
als as well as new engine and pow-
ertrain technologies such as gaso-
line direct injection, dual continu-
ously variable valve timing and
eight-speed automatic transmis-
sions to hit the new U.S. fuel-effi-
ciency standards, said Lee Hyun-
soon, president of Hyundai’s re-
search and development division.
The company is also unlikely to en-
ter the gas-guzzling U.S. pickup-
truck market, he said.

“With just conventional gaso-

Fuel consumption

Hyundai’s U.S. cars and their miles
per gallon ratings

City Highway
Cars:

Accent 24 33

Elantra 25 33

Sonata 21 30

Azera 18 26
Tiburon 20 27
Genesis 17 25

SUVs:

Tucson 19 25
Sante Fe 17 24
Veracruz 16 23

Minivans:
Entourage 16 23

Source: the company

line engines, we think we can hit
35,” Mr. Lee said in an interview at
company’s research and test cen-
ter. “We have the technology to im-
prove fuel economy. The problem
was it increased the cost of the ve-
hicle. Now, with higher oil prices,
we can justify the technology.”
With gas prices soaring, Mr. Lee
said consumers would be willing to
pay slightly more for cars with
these new, expensive technologies
if the added cost is more than
made up for in fuel savings. An ex-
tra $100 to $200 in cost per vehi-

cle, he said, may be enough to
boost efficiency about 10%.

“Ten percent is not small over
the life of a vehicle,” Mr. Lee said.

To hit the 35 mpg fleetwide tar-
get by 2015, the company is still re-
lying, in part, on selling highly fuel-
efficient hybrid vehicles. The com-
pany already has said it will sell a
compact hybrid in South Korea un-
der both the Hyundai and Kia
brands next year and a midsize hy-
brid in the U.S. under both brands
in 2010.

Hyundai said it would likely
steer clear of the U.S. pickup-truck
market, which it has considered en-
tering in the past. Pickup trucks
and large sport-utility vehicles con-
sume much more fuel than passen-
ger cars. U.S. auto makers since
the early 1990s have relied heavily
on sales and profits from pickups
and SUVs, but that has left them in
a difficult position to adapt to ris-
ing fuel-efficiency standards.

Mr. Lee said Hyundai execu-
tives will make specific decisions
about pickups in coming years. “In
any case, we will not be involved in
full-size, heavy-duty pickup
trucks. If we need to be in the
pickup market, it will be compact
or smaller than midsize but with
an advanced powertrain,” he said.
“We are watching carefully how
the pickup-truck market evolves
under this environment of higher
gas prices.”

Ford taps European unit
in hiring new Volvo CEO

By MATTHEW DOLAN

Ford Motor Co. named a new
head for its Volvo unit, raising ques-
tions among dealers and analysts
about whether the auto maker
based in Sweden will be sold.
Stephen Odell, chief operating of-
ficer of Ford of Europe, will become
president and chief executive of
Volvo Car Corp. on Oct. 1, and will be
the first non-Swede to run the unit.

Mr. Odell, 53 yearsold, suc-
ceeds Frederik Arp, who de-
cided to leave the company,
Ford said. The move comes as
U.S.-based Ford attempts to
turn Volvo into an indepen-
dent business. In the past
Ford had tried to integrate
Volvo more closely with its
Ford brand, sharing parts and
some back-office operations.

Volvo’s future has been in
question since Ford Chief Ex-
ecutive Alan Mulally took the
company’s helm in 2006 to focus the
company’s resources on reviving its
main Ford brand and to sell niche
nameplates such as Jaguar, Land
Rover and Aston Martin.

Lewis Booth, Ford’s European
chief, said in an interview Tuesday
that Volvo isn’t for sale. He declined
to say whether Ford or its represen-
tatives had shopped around the
brand in recent months.

“We have asked Volvo to equip
themselves to do more things on their
own,” said Mr. Booth, whois also exec-
utive vice president of Ford. He added
that the two companies would con-
tinue to share some product-develop-
ment and purchasing operations. Inre-
cent months, Ford has dialed back an
effort to integrate Volvo dealers into
its spare-parts distribution network
in the U.S., leaving Volvo largely to
manage shipments on its own.

Volvo also is moving its North
Americanheadquarters from South-
ern California to New Jersey, not to
Dearborn, Mich., which Ford calls
home. Mr. Booth said other changes
will follow, including separating
work on interior vehicle design and
unraveling the companies’ joint

p &
Stephen Odell

back-office and sales operations.

Such steps “don’t make sense for
an efficient operation. You don’t get
the benefits of scale,” said Rich
Mathews, president of Red Bank
Volvo, a New Jersey dealership that
his family has owned for 52 years.
“The only thing that seems to make
sense to me is that they’re getting
readytosell,”headdedinaninterview
before Tuesday’s announcement.

Speculationabout asale hasinten-
sified this summer as
Ford’s troubles in the U.S.
market have worsened.
The company posted a
record second-quarter loss
of $8.7 billion. Although
Ford has a large supply of
cash and assets—$26.6 bil-
lion as of June 30—it may
still need to raise more
money to keep the com-
pany going and fund Mr.
Mulally’s plantoretool sev-
eral U.S. plants to make
cars instead of trucks.

Volvo is an asset Ford could sell,
said Charles Moore, senior managing
director at Conway, MacKenzie & Dun-
leavy, a Birmingham, Mich., consult-
ing firm. “The auto makers are leaving
nothing off the table and Volvo is
clearly an option available to Ford that
it can’tignore,” he said. Mr. Booth said
Ford is committed to improving Vol-
vo’s bottom line, saying that the selec-
tion of one of the European unit’s top
executives on Tuesday showed theim-
portance of the Volvo brand.

Before becoming chief operating
officer of Ford of Europe in April,
Mr. Odell headed Ford’s marketing
and sales in Europe and held several
senior positions at Mazda Motor
Corp., Ford’s Japanese affiliate.

Still, Volvo is now left increas-
ingly on its own. Dealers just want
Ford toresolve theissue.

“Make a decision,” said David
Stein, a Volvo dealer in Austin, Texas,
whois alsothe president of the brand’s
retail advisory council in the U.S. If
Volvoneedstobe sold, he said, “get rid
of it and do it quickly. Or stick with us
and improve the brand. The back-and-
forth speculation is good for nobody.”

German car sales decline
amid lackluster confidence

A WSJ NEws Rounpup

German new-car registrations in
August dropped 10.4% from a year
earlier, to around 214,400 vehicles,
amid lackluster consumer confi-
dence, said the German motor-vehi-
cle department KBA.

Adjusted for the two fewer work-
ing days last month compared with
ayear earlier, new-car registrations
were off 1.8%, continuing a streak of
weak results in recent months. New-
car registrations in the first eight
months of the year reached 2.11 mil-
lion, the KBA said. That is a 1.7% rise
from 2007, when an increase in the
value-added tax at the beginning of
the year dented demand.

While significantly better than
the performance in other Western
European countries, such as Italy
and Spain, the slight increase in
year-to-date registrations was
helped by a flattering comparison
with last year, the German car mar-
ket’s worst year since reunification
in late 1990.

“The decline in real net wages

per capita is having a considerable
effect on private car purchases,”
said Volker Lange, the president of
the Association of International Mo-
tor Vehicle Manufacturers, or VDIK.
The lobbying group called on the
German government to help sup-
port the industry by aiding consum-
ers to buy newer, more fuel-efficient
cars.

Average carbon-dioxide emis-
sions of the newly registered vehi-
cles edged down to 163 grams per ki-
lometer from an average of 166 g/km
in the first six months, said the KBA.
For the first time, the department
registered new passenger cars fulfill-
ing the European Union’s strictest
emission standards. However, at
just 610 vehicles, they remained a
small fraction of those that only met
the lower emission norms.

On Monday, Italy reported a 26%
drop in new-car sales for August,
while Spain suffered a 41% plunge.
Despite a government incentive
plan, France watched its new-car
market slide 7.1%.
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Google offers ‘Chrome,
joining battle of browsers

By JEssicA E. VASCELLARO
AND ROBERT A. GUTH

Google Inc. planned to introduce
its own Web browser, the latest twist
in its battle with Microsoft Corp.
over key Internet technologies.

Googleindicated thataversionof
the software, called Chrome, would
be available for download Tuesday
afternoon, California time. It said
the software is designed to make it
faster to browse the Web and easier
to run applications without down-
loading software to a computer. The
product will be offered on an open-
source basis, meaning others can
modify the software code.

The Google browser takes direct
aim at Microsoft’s Internet Explorer,

Web wars

Walter S. Mossberg tries out
Google’s Chrome browser .......... 31

which is by far the most widely used
program for viewing Internet sites.
The companies already compete in
Internet search engines, where Goo-
gleholds awidelead. Google hasalso
developed Web-based alternatives
to Microsoft’s popular Word, Excel
and PowerPoint programs.

While many people pay little at-
tention to which browser they use,
the choice makes a big difference to
software companies. They can use
the precious screen real estate to
promote their own Web services.
Moreover, they can tailor their
browsers to ensure compatibility
with their other products.

Google executives have expressed
concern that existing browsers
might fail to support the sort of new
Web-based applications they want to
develop as they seek to expand the
company’s influence beyond search.
By building its own Web-browsing
software, Google is ensuring that it
will have a platform for its Internet
services that need not conform to
other companies’ standards.

News of the Google project
spread after an unconventional leak
by the company itself. Google Blogo-
scoped, a blog that follows the com-
pany, reported Monday that Google
had sent it a comic book outlining
the specifications of the browser.

“We realized that the web had
evolved from mainly simple text
pages to rich, interactive applica-
tions and that we needed to com-
pletely rethink the browser,” wrote
Sundar Pichai, a Google vice presi-
dent of product management, on
the company site. “What we really
needed was not just a browser, but
also a modern platform for web
pages and applications, and that’s
what we set out to build.”

Danny Sullivan, editor in chief of
Internet news and analysis site
Search Engine Land, said Google’s
decision shows how the browser is
competing with the traditional oper-
ating system as an important plat-
form for software development. He
predicted that Google will encour-
age people to adopt Chrome by re-
leasing some products and updates
for Chrome users first, while con-
tinuing to support other browsers.

Google may nonetheless have
trouble persuading consumers to
download its browser. Many people
find it easier to use the browser that
comes loaded on their computer,
which is typically Microsoft’s Inter-
net Explorer on computers that run
the Windows operating system.

Dean Hachamovitch, a Microsoft
executive who oversees Explorer, ex-
pressed confidence that consumers
would continue to use the browser.
He said Explorer “puts the services
[users] want right at their finger-
tips, respects their personal choices
about how they want to browse and,
more than any other browsing tech-
nology, puts them in control of their
personal data online.”

Mr. Sullivan said Google hasn’t
had much success getting people to
download its software, with the ex-
ception of mapping software Goo-
gle Earth. “Just because Google has
abrowser out there, it doesn’t mean
everyone is going to use it,” he said.

The browser has been viewed as a
strategic weapon in high-tech circles
since the mid-1990s, after Netscape
Communications turned its browser
into a fixture on many personal com-
puters. Microsoft viewed that prod-
uct as a threat that could set a new
standard for software development,
setting in motion a series of tactics
thattriggeredtheU.S. Justice Depart-
ment’s high-profile antitrust investi-
gation of Microsoft.

In recent years, the Mozilla Foun-
dation’s Firefox browser—a descen-
dent of Netscape’s Communicator
product—has gained popularity as an
alternative to Internet Explorer. Fire-
fox holds nearly 20% of the market,
compared with about 72% for Ex-
plorer, according to Net Applications,
a company that tracks the sector.

More recently, the browser has
been seen as a lever in the battle
over Internet search. Browsers in-
clude windows, or toolbars, that can
be used to directly access a search
engine, a program for finding infor-
mation or sites on the Internet. Mi-
crosoft’s Internet Explorer browser
comes preset with a toolbar for Mi-
crosoft’s search engine, though it
can be reset to link to Google, Yahoo
or other search engines.

That default setting, and how to
change it, has been a contentious is-
sue between Google and Microsoft
in recent years. Google has claimed
to regulators that Microsoft’s domi-
nation of the browser market could
give it an undue influence over
search-engine use. Microsoft, mean-
while, has reworked its browser to
make it easier for people to reset to
competing search engines.

Google has been working on the
product for about two years, accord-
ing to one person familiar with the
matter. The introduction of Internet
Explorer 7 in October 2006 added
moreurgency tothe effort, as Google
grew concerned that the new ver-
sion would make it easier for Mi-
crosoft to route users to Microsoft’s
own search service, this person said.

If people use the Google browser,
the company could glean more infor-
mation about what consumers are
doing online, analysts say. Google
could find that information useful,
theysay,inbetter targeting ads toin-
dividual users and conceiving new
products. Google already knows alot
about online habits thanks toits dom-
ination of the search-engine market
and Internet advertising.

Chrome could create problems
for the Mozilla Foundation, the non-
profit organization that builds Fire-
fox. Google has been a key partner
for Mozilla, at times providing engi-
neering expertise and paying for a
spot asthe default search service em-
bedded in Firefox. Google and
Mozilla last week renewed their
agreement, which was set to expire
in November, extending it until 2011.

—Don Clark
contributed to this article.

Mobile unit to focus
on replacing workers
who flocked to rivals

By SARA SILVER

As Motorola Inc.’s new handset
chief, Sanjay Jha, assesses how best
to fix the ailing division, he faces an
extra challenge: The company’s com-
petitors have hired in droves the
managers, engineers, designers and
sales staff who are leaving Motorola
or whose jobs have been cut. Espe-
cially valuable are entire teams of
engineers that have spent years
working together to complete
projects.

Mr. Jha has said he expects to re-
cruit from outside the company to
fill out the executive ranks of his di-
vision, called mobile devices, by the
end of October. All but a handful of
the unit’s top management posts
have turned over—more than
80%—since Motorola’s flagship
Razr phone began to fade in popular-
ity at the beginning of last year. The
company is struggling to produce a
slate of products that can stem a de-
cline in its market share. In addi-
tion, Motorola has announced
10,000 layoffs since the beginning
of 2007, including thousands from
the mobile-devices unit. From Janu-
ary 2007 through June 2008, 8,300
people were laid off.

Mr. Jha is charged with turning
around a division that had losses of

$1.9 billion in the 18 months to the
end of June. The former Qualcomm
Inc. executive, who took the reins at
the mobile-devices unit last month
and also holds the title of co-chief ex-
ecutive of Motorola, is being paid
handsomely for the task. He stands
to make nearly $100 million if his
turnaround plan succeeds, and even
more if mobile devices is split off as
anindependent company, a
move planned for late
2009. But Mr. Jha is taking
on rivals that are bolstered
by decades of expertise
from former Motorolans.

The fastest-growing
phone makersin the U.S., in-
cluding Apple Inc. and
BlackBerry maker Re-
search in Motion Ltd., have
hired key employees from
Motorola. Apple has lured
away a global head of sales
for the game-changing iPhone, a sea-
soned supply-chain chief and sales
representatives to help it break into
Motorola’s turf in Latin America.
RIM, which now makes one in 10 cell-
phones sold in the U.S., has hired
more than 500 former Motorolans
since early last year, according to
RIM Co-Chief Executive Jim Balsil-
lie.

When Apple scheduled a recruit-
ing event for March at a hotel near
mobile devices’ headquarters in Lib-
ertyville, Ill., Motorola threatened
legal action, people familiar with
the matter say. An Apple spokesman
declined to comment.

Apple canceled that session, but

Sanjay Jha

Motorola’s talent drive

in April offered soda pop and finger
food to hundreds of current and
former Motorolans who stopped by
the “iPhone Engineering and Opera-
tions” event at that hotel. “We’re al-
ways looking for talent to join our
team,” said an Apple executive.
Motorola’s share of global cell-
phone sales had dropped to less
than 10% at the end of June from
more than 20% at the begin-
ning of 2007. The mobile-
devices unit lost many of
its senior managers after
Mr. Jha’s predecessor as
chief of the unit, Ron Gar-
riques, left in February
2007 for Dell Inc., fueling
speculation that the com-
puter maker would develop
its own cellphone. Dell de-
clined to comment. Last
month, Motorola an-
nounced the departure of
the highest-level remaining execu-
tive at mobile devices, Rob Shad-
dock. When Mr. Jha took over early
last month, he became the fifth per-
son to head the unit in 18 months.
Motorola says Mr. Jha is the kind
of strategic hire who will help lead a
mobile-devices recovery, and that it
has retained other seasoned man-
agers. “Motorola has a very deep
and wide pool of thousands of tal-
ented and experienced employees
as well as a strong succession pipe-
line of executives,” said Greg Lee, se-
nior vice president of human re-
sources, in an email.
—Nick Wingfield
contributed to this article.
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Vytorin gains support

Heart group disputes
drug’s link to cancer
but debate continues

By JARED A. FAVOLE,
ALIicIA MUNDY
AND ELENA BERTON

WASHINGTON—Experts at ama-
jor cardiology meeting Tuesday
backed the cholesterol drug Vy-
torin, saying the potential link to
cancer highlighted by an earlier
trial is likely due to chance. But de-
bate about the drug persists.

In a rare move, the New England
Journal of Medicine published an edi-
torial Tuesday saying it is too soon to
dismiss concerns about Vytorin’s can-
cer risks. “Physicians and patients
are unfortunately left for now with
uncertainty about the efficacy and
safety of the drug,” the journal said.

Defenders of Vytorin, which is
known in Europe as Inegy and is co-
marketed by Merck & Co. and Scher-
ing-Plough Corp., said patients
shouldn’t stop taking the medicine.

“l would not advocate any
change of regimen based on what
we have today, because I have no
concern,” said Dan Aker, professor
of cardiology at the University of
Oslo, Norway, and spokesman for
the European Society of Cardiology.

A study on Vytorin called SEAS
was presented at the cardiology so-
ciety’s meeting in Munich, and si-
multaneously published in the New
England Journal of Medicine.

Thejournal’s editorial that accom-
panied the SEAS study said, “The fact
that the combined data [from three
Vytorin trials] showed an increase in
cancer mortality with ezetimibe
should not be assumed to be a chance
finding until further data are in.”

Ezetimibe, known as Zetia, is
one of two drugs combined in Vy-
torin; the other, the statin Zocor,
hasn’t been linked to cancer risk.

Vytorin’s safety and marketing
are subjects of a probe by the U.S.
Congress. In July, the leaders of the
House Energy and Commerce Com-
mittee told the U.S. Food and Drug
Administration in a letter that they
were “troubled” by confusing infor-
mation in the SEAS study, as well as
in alater review by Oxford University
researchers who were underwritten
by the companies. Committee investi-
gators have requested internal docu-
ments from the companies about the
drug and studies they have funded.

The FDA is reviewing the SEAS
data because of the cancer issue,
though the agency also said patients
shouldn’t stop taking the drug.

The SEAS study included find-
ings released in July that Vytorin
did not stop the progression of aor-
tic stenosis—the narrowing of a

heart valve which lets blood exit
from the heart’s main pumping
chamber—when compared with a
placebo in 1,873 patients.

It was the second study this year
that failed to show the benefit Vytor-
in’s makers had hoped for.

The SEAS study’s lead author,
Terje Pedersen of Oslo’s Ulleval Uni-
versity Hospital, told doctors at the
meeting in Munich that the in-
creased risk of cancer and deaths
from cancer in patients taking Vy-
torin “could have occurred as a re-
sult of chance.”

This conclusion was seconded
by the Oxford researchers, who con-
ducted a statistical pooling of data
from two larger ongoing trials of
Vytorin.

Their analysis of cancer mortality
from interim data supplied by these
two trials, when combined with the
earlier, smaller study, failed to con-
firm the same increase in cancer inci-
dence. However, it still showed a
small increase in cancer mortality.

Like Dr. Pedersen before them,
the Oxford researchers attributed
this finding to the play of chance,
rather than a true increase in cancer
mortality.

Although Dr. Pedersen and the Ox-
ford group have received research
funding from Merck and Schering-
Plough, the authors of the analysis
have said that it was performed inde-
pendently of the companies.

BP unit to buy U.S. shale assets

By DONNA KARDOS

BP PLC said its U.S. unit plans to
acquire a 25% stake in Chesapeake
Energy Corp.’s Fayetteville Shale as-
sets in Arkansas for $1.9 billion.

BP will get about 54,000 net hect-
aresof the leasehold, while Chesa-
peake will own about 162,000 net
hectares. The deal comes as compa-
nies are ramping up production in
the Fayetteville Shale, which spans
the northern half of the state.

Energy companies and the state
legislature reached a compromise in
April, creating a 5% tax and sharply
reducing the fee producers have to
pay for wells in their first three
years of production. The move is
also Chesapeake’s second major deal
with BP. Amonth ago, the companies
closed a transaction under which
Chesapeake sold all its Arkoma Ba-
sin Woodford Shale assets in Okla-
homa to BP for $1.7 billion.

BP will pay $1.1 billion in cash
when the deal closes, expected later
this month, and pay an additional
$800 million through the rest of
this year and in 2009. It will fund
Chesapeake’s 75% share of drilling
and completion expenses until the
obligation has been funded.

In addition, BP will have the
right to a 25% participation in any
leaseholds Chesapeake acquires in
Fayetteville Shale. Chesapeake said
it plans to continue acquiring lease-
holds in the region.

“We believe this transaction cre-
ates substantial value for both com-
panies, highlights the attractive-
ness and significant value of Chesa-
peake’s assets and confirms the
structural appeal of our innovative
joint venture structures,” Chesa-
peake Chief Executive Aubrey K. Mc-
Clendon said.

The deal is similar to one Chesa-
peake entered in July for a $3.3 bil-

lion joint venture with Plains Explo-
ration & Production Co. focusing on
along-obscure stretch of north Loui-
siana and east Texas. Under the
agreement, Plains will pay $1.65 bil-
lion in cash for a 20% interest in
Chesapeake’s drilling leases in the
natural-gas field, known as the
Haynesville Shale. Plains also will
shoulder $1.65 billion of Chesa-
peake’s drilling costs over the next
three years or so and will have the
right to buy into any future leases
Chesapeake signs in the area.
Chesapeake said the Fayetteville
Shale deal with BP and the PXP
Haynesville Shale deal will together
pay for about $2.5 billion of its drill-
ing and completion expenditures in
the second half of 2008 through
2010. Meanwhile, the company said
it is pursuing a similar deal for its
Marcellus Shale assets in Appala-
chia with “others in the industry,”
that it hopes to wrap up by year end.

GDF Suez to buy FirstLight of U.S.

BY DAVID GAUTHIER-VILLARS
AND ADAM MITCHELL

PARIS—GDF Suez SA said Tues-
day that it agreed to buy U.S. elec-
tricity company FirstLight Power
Enterprises Inc. from private-eq-
uity firm Energy Capital Partners
to ensure that it has enough power-
generation capacity of its own to
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Financial terms weren’t dis-
closed. People familiar with the mat-
ter said GDF Suez valued the deal at
€1.3 billion ($1.9 billion), including
debt. Energy Capital Partners
couldn’t be reached to comment.

The U.S. company has a com-
bined power-production capacity of
1,538 megawatts, mainly hydroelec-
tric plants, located in Massachu-
setts and Connecticut.

GDF Suez said it aims to bulk up its
power-generation capacity in the
U.S.—which stood at 7,500 mega-
watts before the FirstLight acquisi-
tion—to make sure it can serve local
customers without having to buy too
much power on the wholesale market.

“FirstLight will complement

GDF Suez’s liquefied-natural-gas
and gas business in North America
and will strengthen the group’s ex-
isting power-generating assets and
retail activities in New England and
eastern Canada,” said Dirk Beeuw-
saert, GDF Suez Energy Internation-
al’s chief executive, in a statement.

GDF Suez, which was formed this
summer through the merger of
French state-controlled utility com-
pany Gaz de France with utility
Suez, plans capital expenditures of
€30 billion over the three years
from 2008 to 2010. Since making its
stock-market debut July 22, the uni-
fied company has unveiled a slew of
large investments.

GDF Suez shares closed down
one European cent at €39.99 in Paris
trading.

Partners Group Holding

Firm plans to split a unit
as first-half net falls 4%

Swiss asset manager Partners
Group Holding said first-half net
profit slipped 4% and unveiled a
plan to stem high client withdraw-
als from its hedge-fund products.
Net profit dropped to 116.6 million
Swiss francs ($105.8 million) from
1214 million francs a year earlier,
when the company benefited from
changes in the valuation of its deriv-
atives. Revenue rose 9% t0159.9 mil-
lion francs. Partners said it will split
its alternative investment arm into
two units—one for private equity
and real estate, the other for private
debt and private infrastructure—
and move into newer styles of hedge-
fund investing. These will lock in as-
sets for longer, ensuring manage-
ment fees.

Anglo Platinum Ltd.

Anglo Platinum Ltd. tapped the
finance director of South African
state-owned electricity provider Es-
kom Holdings Ltd. as its new fi-
nance chief. Bongani Nqwababa will
take the post at the world’s largest
platinum producer and join the
board as an executive director in
January, said Johannesburg-based
Anglo Platinum. He will succeed Nor-
man Mbazima, who was named
chief executive of parent Anglo
American PLC’s steel-products busi-
ness in May. Mr. Nqwababa was
born in Zimbabwe but is a South Af-
rican citizen through his mother. He
served as finance director at the
South African arm of oil giant Royal
Dutch Shell PLC. He is a board mem-
ber of insurer Old Mutual PLC and
chairman of the South African Reve-
nue Service’s audit committee.

Schaeffler Group

Closely held German engineer-
ing company Schaeffler Group said
Tuesday that it holds a 48.32% stake
in auto-parts supplier and tire
maker Continental AG after 40.26%
of Continental shares were ten-
dered within an initial takeover-bid
period. Schaeffler said the total
holding includes the roughly 8%
stake it already owned. Last month,
Germany-based Continental ac-
cepted Schaeffler’s improved bid of
€12.1 billion ($17.7 billion), or €75 a
share, which included guarantees
not to take a majority stake before
2012. Continental rejected Schaef-
fler’s previous €70.12 a share offer
as too low. “Thisresult is a great suc-
cess for us. We’ve reached our goal
to acquire a strategic stakeholding
of more than 30%,” Schaeffler Chief
Executive Jiirgen Geissinger said in
a statement.

Orascom Telecom Holdings

Egypt-based mobile operator
Orascom Telecom Holdings said
first-half net profit declined 72%
from a year earlier, when earnings
were boosted by a gain. The com-
pany, known as OTH, said net
profit fell to $276 million from
$995.2 million. The year-earlier re-
sults were lifted by a $708 million
gainrelated to the sale of an Indian
subsidiary. Excluding the gain,
profit would have been down 4%,
OTH said. Revenue rose 19% to
$2.65 billion as the total number of
subscribers jumped 31% to more
than 77 million. However, analysts
said revenue growth is slowing from
previous highs and came in lower
than expected. Revenue growth
“was affected by rising inflation in
Pakistan and by the effect of the
Bangladesh operations,” said May
Khamis, an analyst at HC Securities.

Ryanair Holdings PLC

Ryanair Holdings PLC, Europe’s
biggest budget airline, said it was
making progress in its battle
against ticket touts, and the Euro-
pean Commission said it had ended
a probe into the carrier over the
conflict. At the start of August, the
Irish airline began canceling and re-
imbursing around 450 bookings a
day made by online ticket agents
known as screen scrapers who were
selling the tickets at inflated prices.
The company also said screen scrap-
ers were slowing its Web site, pre-
venting its usual customers from
making bookings, and violating its
terms and conditions, price guaran-
tees and copyright. The commis-
sion, the European Union’s execu-
tive arm, said it had ended its
probe. A Ryanair spokesman said
he had heard no reports of passen-
gers being denied boarding at any
airports and it seemed the message
was getting through to screen-
scraping Web sites.

Alitalia SpA

Italy’s aviation authority, ENAC,
said it has taken administrative mea-
sures to ensure Alitalia SpA keeps
flying over the next few months.Ina
brief statement, the agency said it
met Alitalia’s representatives to dis-
cuss the airline’s operations. An
ENAC spokeswoman declined to pro-
vide further details on the mea-
sures, but confirmed a key meeting
will take place on Friday between
ENAC top managers and Alitalia’s
new government-appointed bank-
ruptcy commissioner, Augusto Fan-
tozzi. Alitalia last week requested
protection from bankruptcy, part of
a rescue plan developed by Italian
bank Intesa Sanpaolo SpA that
seeks to split the carrier in two.

GlaxoSmithKline PLC

U.XK.-based GlaxoSmithKline
PLC said experimental drug darap-
ladib has shown promise in the treat-
ment of fat plaque buildup inside
blood vessels despite failing to meet
its main goal in a midstage study.
The one-year trial of 330 patients—
presented at the European Society
of Cardiology meeting in Munich—
showed that darapladib can modify
the composition of plaques and re-
duce the level of an enzyme linked
to the buildup of plaques inside ar-
teries. However, the drug wasn’t sig-
nificantly different from a placebo
in two key measures—the deform-
ability of plaques and a measure of
inflammation.

EADS

Airbus parent European Aero-
nautic Defence & Space Co. plans to
build a plant in southern Germany
and create a subsidiary to group sev-
eral factories together asits restruc-
turing moves ahead, a spokesman
said. The company is making the
moves as part of a plan to sell the
new unit. The new €180 million
($263 million) plant will produce fu-
selage parts for the A350 jet and will
be built next to the current Airbus
factory in the Bavarian city of Augs-
burg, EADS spokesman Markus
Woelfle said. It is expected to open
in 2011. Meanwhile, EADS will form
a subsidiary called Premium Aero-
tech GmbH that will group together
both Augsburg plants and factories
in Nordenham and Varel, he said.
Earlier this year, the company sold
its Laupheim site as part of arestruc-
turing program. The idea is to also
sell the grouped plants as a package.

—Compiled from staff
and wire service reports.
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Growth seen staying weak
in a new phase for crunch

EVELOPED economies
will continue to grow
slowly, if at all, for
the remainder of this year,
with no end in sight to the
disruption in global finan-
cial markets, the Organiza-
tion for Economic Coopera-
tion and Development said.
In an update of its June
forecasts, the OECD said
most banks have recognized
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the losses they have suf-

fered on investments in U.S. subprime mortgages.
But it said the credit crunch has entered a phase in
which the slowing global economy itself is leading
to further bank losses, which in turn may crimp
lending and hurt growth. It said the downturn in

housing markets continues.

—Paul Hannon

Central bank cuts key rate
for first time since 2001

HE RESERVE Bank of
I Australia cut its cash-
rate target for the first
time in seven years in a bid to
avert an economic hard land-
ing but signaled it will be cau-
tious in cutting rates further.
The central bank, as ex-
pected, lowered its cash-rate
target by a quarter of a per-
centage point to 7%. “The
board will continue to assess
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prospects for demand and in-

flation over the period ahead, and set monetary policy
as needed to bring inflation back to the 2% to 3% tar-
get over time,” central-bank Gov. Glenn Stevens said.
The Reserve Bank of Australia’s cut was the first
since December 2001 and came after 12 rate in-
creases since May 2002.

—James Glynn

rose substantially.

Manufacturing tightens
but remains a bright spot

ANUFACTURING
M activity slowed last

month but only
slightly, and an increase in
exports and new orders
shows that the sector re-
mains a bright spot for the
struggling U.S. economy.

The Institute for Supply

Management said its index
of manufacturing activity
dipped to 49.9 in August
from 50 in July, indicating

that activity in the sector is contracting.
“Manufacturing seems to be holding up quite
nicely,” said survey chairman Norbert Ore.
New orders rose last month after showing weak-
ness in the earlier summer months. Exports also

—Kelly Evans

Mugabe allies

President’s loyalists
want ceremonial role
for the opposition

BY SARAH CHILDRESS
AND FARAI MUTSAKA

scramble to salvage talks over

apower-sharing agreement in
Zimbabwe, a small but influential
group of loyalists of President Rob-
ert Mugabe has emerged as the big-
gest roadblock to a deal.

In more than six weeks of negoti-
ations following contested presi-
dential elections, Mr. Mugabe and
opposition leader Morgan Tsvangi-
rai have deadlocked over plans to
form a unity government. They ap-
peared close to a deal early last
month. But last week, Mr. Mugabe
threatened to name his cabinet,
which the opposition said would
scuttle any further talks.

Behind the president’s apparent
reversal is new resistance by a
group of longtime loyalists and rul-
ing-party insiders toward ceding ex-
ecutive power to the opposition, ac-
cording to people familiar with the
group’s thinking.

Mr. Tsvangirai’s Movement for
Democratic Change won the most
seats in parliament in elections in
the spring. Mr. Tsvangirai also beat
Mr. Mugabe in the presidential poll,
but not by enough to avoid a runoff.
The opposition abandoned the sec-
ond round in June amid violence
against its supporters. The opposi-
tion and human-rights groups
blamed Mr. Mugabe’s supporters
for the violence, but the govern-
ment blamed the opposition.

The group of Mugabe loyalists—
which includes Emmerson Mnan-
gagwa, a potential successor to Mr.
Mugabe and an alleged architect of
the country’s post-election violence—
initially urged the president to nego-
tiate with opposition leaders, ac-
cording to several military and rul-
ing-party members.

A close ruling-party associate of
Mr. Mnangagwa said that the group
never intended to cede any “real or
meaningful power.” It hoped in-
stead to bring Mr. Tsvangirai into

&- S SOUTH AFRICAN mediators

the government as a junior or cere-
monial partner, this person said.

The move would preserve Mr.
Mugabe’s legitimacy in the eyes of
regional powers. Western powers
might also be willing to ease eco-
nomic sanctions. But Mr. Tsvangirai
has insisted on some form of execu-
tive power, according to opposition
members who are not authorized to
speak publicly about the talks.

In response, Mr. Mnangagwa and
others pushed for Mr. Mugabe to an-
nounce last week that he would soon
form his cabinet, effectively shutting
out the opposition from any promi-
nent posts, while publicly remaining
committed to the talks, according to
ruling party members who are close
to Mr. Mugabe’s inner circle. In the
state media, the government has re-
cently suggested that Mr. Tsvangirai
is responsible for the deadlock.

Meanwhile, another pillar of Mr.
Mugabe’s hard-line support has pub-
licly said it won’t go along with any
deal either. Isaiah Muzenda, a repre-
sentative of the so-called war veter-
ans, a band of young men who often
enforce Mr. Mugabe’s rule, told alo-
cal newspaper that the group wrote
to the president warning him not to
agree to such a deal.

Economic pressures are weigh-
ing heavily on Mr. Mugabe. Ordi-
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Zimbabwe’s political talks have been stymied by Mugabe loyalists, such as
Emmerson Mnangagwa, right, greeting Zambia’s president Levy Mwanawasa, left.

nary Zimbabweans have long suf-
fered from out-of-control inflation.
Amid tightening sanctions from the
U.S. and Europe, even the president
is struggling to maintain his tradi-

tional web of patronage, in particu-
lar the soldiers who have helped en-
force his rule, says John Robertson,
a Zimbabwean economist in Harare.

That could be boosting the lever-

stymie power-sharing deal

age of his hard-line backers, whose
own grip on power could be threat-
ened by a deal with Mr. Tsvangirai.

“Ceding executive power to Ts-
vangirai would be bad for business,”
said a senior military officer familiar
with the internal debate. “Mugabe
uses an extensive patronage system
that ties a lot of military and [ruling
party] leaders to him,” this person
said. “For Mugabe, patronage is a
form of insurance.”

Government spokesman Bright
Matonga said he wasn’t authorized
to speak about Mr. Mugabe’s goals
in the talks. “In these negotiations
we’ve been very genuine and open
and honest, and [Mugabe] wants
that process to succeed,” he said.

Attempts to reach Mr. Mnan-
gagwa were unsuccessful. Move-
ment for Democratic Change spokes-
man Nelson Chamisa said that the
talks were stalling because Mr.
Mugabe is no longer in charge.

“He is circled by vultures,” Mr.
Chamisa said. “The military and
greedy cronies of his are dictating
the pace and direction of the talks
from behind the scenes. The tragedy
is that they want to continue with a
free reign of looting and plundering
the country’s resources, and this
can only be ensured if Mugabe re-
mains in charge.”

Angola, now calmer and oil-rich, faces vote

BY SARAH CHILDRESS

For the first time in 16 years, An-
golans head to the polls for Friday’s
parliamentary elections that the rul-
ing party hopes will put decades of
political instability behind it.

The vote is unlikely to alter the
power structure or weaken Presi-
dent José Eduardo dos Santos, who
has ruled the country since 1979.
But it could go some way in boost-
ing the ruling party’s legitimacy as
it seeks foreign investment outside
its booming oil industry.

A 2002 cease-fire ended a long,
bloody, civil war in the country.
Shortly after, soaring oil prices coin-
cided with efforts to boost the coun-
try’s petroleum output. The result
hasbeen booming economic growth,

which hit 21% last year, according to
the International Monetary Fund.

Angolais now one of Africa’s big-
gest oil producers, attracting both
Western and Eastern investors. The
country pumps about 1.8 million bar-
rels a day, on par with Libya and just
under Nigeria’s two million barrels.

Petrodollars have built million-
dollar luxury condominiums in the
capital, Luanda. Expensive hotels
there are booked months in ad-
vance.

But investment in other sectors
has been slower. Angolan officials
are anxious to lure investors into in-
frastructure, fishing and agricul-
ture. Key to that is convincing for-
eigners of Angola’s relative stability.

“Angola has shown itself not to
need international endorsements in

terms of aid,” said Kissy Agyeman,
an Africa analyst for Global Insight.
“But in terms of wanting to develop
and improve its image, it’s clear
that’s what it wants to do, so the
democratic process is important.”
The government has passed laws
to make investment easier and
launched a promotional arm to mar-
ket opportunities to foreign inves-
tors and streamline development
projects. The elections—a sign of
democratic reforms and stability—
are just another element in the gov-
ernment’s new pitch, analysts say.
It is unclear, however, how far the
elections will go in offering a voice to
the bulk of Angolans, most of whom
still live in ramshackle slums or in
isolated villages and have seen little
of the oil wealth that has enriched

their country’s elite. As the disparity
between rich and poor grows, there
is some evidence the government is
mobilizing to prevent any embarrass-
ing surprises at the polls.

Ahead of the election, the ruling
party has been accused of violence
and intimidation, according to a re-
port last month by Human Rights
Watch. The group said that mem-
bers of the opposition party or
those suspected of supporting it
have been arrested or beaten for
their allegiance in the run-up to the
official start of the campaign season
last month.

The government has criticized
the report. Shortly after its release,
a government spokesman called it
“offensive” and said it “has no basis
of truth,” according to Reuters.
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Japan faces policy battle

A struggle emerges
within ruling party
as premier quits post

By YukA HAYASHI
AND HIROKO TABUCHI

TOKYO—A day after Prime Minis-
ter Yasuo Fukuda’s move toresign, a
tug of war is emerging between two
camps within the ruling party over
who should be its next leader.

The two groups’ policies differ
on a key question: how to get Ja-
pan’s economy to keep growing de-
spite its mature consumer market
and rapidly aging population. One
group prefers the return of tradi-
tional pork-barrel politics, while the
other wants to deregulate the econ-
omy further to generate growth.

The traditionalists, who want to
regain voter support with fiscal
spending, are rallying
around Taro Aso, a veteran
politician and self-pro-
fessed comic-book fan who
is seen as the top candidate
to succeed Mr. Fukuda.

Analysts say Mr. Aso,
who stressed economic
growth over spending cuts
or more taxation in a policy
statement last year, could
allow backsliding from a
drive for smaller govern-
ment started by former
Prime Minister Junichiro Koizumi.
This could mean more regulation to
protect faltering industries and
more public spending.

Younger politicians, who consti-

Taro Aso

tute the smaller of the two groups,
want to continue with policies of
Mr. Koizumi, who is credited for hav-
ing spurred growth through indus-
try deregulation and administrative
overhaul. They have lost influence
within the ruling Liberal
Democratic Party over the
past year, since deregula-
tion fatigue among voters
caused the party to lose an
important election last
year. But they see Mr. Fuku-
da’s resignation and a com-
ing party election as an op-
portunity for a comeback.

On Wednesday, Yuriko
Koike, a protege of Mr. Koi-
zumi and former cabinet
minister, emerged as a pos-
sible contender against Mr. Aso. She
hasn’t confirmed her intention to
run but made a remark interpreted
by the Japanese media as indicating
she is interested. “This is sheer cri-
sis for Japan,” said the 56-year-old
politician. “I’d like to share
this sense of crisis with ev-
eryone else.”

Ms. Koike’s resume in-
cludes a stint as an Arabic-
speaking newscaster who
interviewed such leaders
as Yasser Arafat and Col.
Moammar Gadhafi. As de-
fense minister last year,
she drew criticism for skip-
ping parliamentary deliber-
ations for a highly publi-
cized trip to visit U.S. Secre-
tary of State Condoleezza Rice in
Washington.

Meanwhile, some analysts argue
that Mr. Aso’s time has come. If he
gets the top job, it would be fourth

Yuriko Koike

time lucky for the sharp-tongued po-
litical fighter who lost three runs
for the post to Mr. Koizumi, Shinzo
Abe and Mr. Fukuda and is now the
LDP’s secretary-general. “The party
is looking for strong leadership, and
there’s a view that he’s the
only one left who can pro-
vide that,” says Eiken Ita-
gaki, a political analyst.

While it is too early to
say who may win the top job
as LDP president—and the
names of other candidates
are being bandied about—
whoever is elected LDP
party chief in the coming
election in late September
will likely face a tough job of
fighting a general election
once confirmed as prime minister.

Pressure is growing from the op-
position Democratic Party of Japan
and some within the LDP’s coalition
government to dissolve the parlia-
ment, deadlocked by dissention be-
tween the two parties. Mr. Fukuda
cited the stalemate as well as his
low approval ratings when he said
Monday that he would resign, less
than a year into his tenure.

While his resignation is unlikely
to affect the short-term outlook for
Japan’s economy, financial markets
reacted to the news Tuesday with
slight disappointment. The Nikkei
Stock Average declined 1.8%, while
the yen lost a bit of ground against
the dollar. The dollar traded around
108.99 yen in late Asian trading
Tuesday, up from around 107.70 yen
a day earlier. Late Monday in New
York, the dollar was at 108.18 yen.

—Miho Inada
contributed to this article.

Thai crisis centers on democracy

By JAMES HOOKWAY

BANGKOK—Thailand’s widening
antigovernment protests risk dis-
rupting one of Southeast Asia’s key
economies and tourist destinations,
as utilities and transportation work-
ers threatened to launch nationwide
strikes Wednesday and the country’s
stock market and currency skidded.

Analysts said the crisis will likely
be prolonged because it is more than
just a political-leadership
struggle. It centers on a
more fundamental ques-
tion: whether this Buddhist
kingdom of 63 million peo-
ple should be a democracy
at all.

Behind the antigovern-
ment protests is a vocal
group of conservative Thais
who have seen what democ-
racy can do—and don’t like
it. Last week, tens of thou-
sands of them—many of
them middle-aged—
stormed Bangkok’s government
headquarters and temporarily
closed three regional airports.

Their goal: to ensure a political fu-
ture that looks more like Thailand’s
authoritarian past, when an elite es-
tablishment of bureaucrats, military
officers and influential royalists
have generally held sway.

The protesters have targeted
democratically elected Prime Minis-
ter Samak Sundaravej because of
his close ties to former premier
Thaksin Shinawatra, the telecommu-
nications billionaire who brought
populist politics to Thailand during
his rule from 2001 until 2006, when
he was ousted in a military coup. Mr.

Samak
Sundaravej

Samak’s People’s Power Party—com-
posed substantially of Thaksin sup-
porters—won election after the res-
toration of democratic rule last
year, igniting a conservative back-
lash that has prompted months of
antigovernment demonstrations in
Bangkok.

In the early hours of Tuesday
morning, some protesters clashed
with pro-government demonstra-
tors, resulting in one death and doz-
ens of injuries. That
prompted Mr. Samak to de-
clare a state of emergency,
permitting Thailand’s mili-
tary to help restore order.
Mr. Samak didn’t say how
long the emergency decree
would stay in effect, but
said it would end “moder-
ately quickly.”

The economic fallout
from the political confronta-
tion could be substantial.
Several countries, includ-
ing Australia, South Korea
and Singapore, issued travel adviso-
ries to their citizens warning them of
the volatile situation in Thailand,
where tourism accounts for about
6% of the economy and generates
more than $16 billion a year in for-
eign exchange.

Unions at several Thai state enter-
prises, including power and water
utilities and airlines, are threatening
to paralyze the country with nation-
wide strikes on Wednesday. Amid
the growing uncertainty, the Thai
stock-market index slid 2.3% Tues-
day, and the country’s currency, the
baht, fell to its lowest level against
the dollar in 13 months.

The driving force behind Thai-

land’s political uprising is an older
generation of activists who fear
that one-man, one-vote democracy
has enabled populist politicians
such as Mr. Thaksin to seize con-
trol of the country and threaten
the primacy of its traditional rul-
ing class: the armed forces, the
civil service and, especially, the al-
most-sacred monarchy.

Sondhi Limthongkul, a 61-year-
old media tycoon who has emerged
as one of the primary leaders of the
protest campaign—known as the
People’s Alliance for Democracy—
complained last month that elec-
toral democracy had produced a se-
ries of corrupt leaders who would
cynically promise anything to Thai-
land’s naive rural and younger vot-
ers in exchange for support at the
ballot box.

Mr. Sondhi and other PAD lead-
ers are demanding the dismantling
of Thailand’s current system of par-
liamentary democracy. In its place,
they want a new system of govern-
ment in which elected politicians
constitute no more than 30% of Par-
liament, with the rest of the govern-
ing body to be appointed by the mil-
itary or other elite groups.

Thailand was an absolute mon-
archy until 1932, when a bloodless
revolution forced its royal rulers
to accept a parliamentary democ-
racy. Since then, however, the coun-
try has alternated between mili-
tary, democratic and military-ap-
pointed civilian governments.

The antigovernment protesters’
arch foe is Mr. Thaksin, whose party
won three landslide election victo-
ries with massive support from
Thailand’s poorer rural voters.

A critic’s slaying leaves
Russian province in fear

By ALAN CULLISON

MOSCOW—For months, the
owner of a muckraking news Web site
had stayed away from his home after
receiving warnings to tone down his
critique of Kremlin-backed authori-
ties in the Russian province of Ingush-
etia, friends said.

But Magomed Yevloyev finally
boarded a plane to return to Ingushe-
tia this week, and there he encoun-
tered a surprise: The local governor
was riding on the same plane, a few
seats away from him in business
class.

When the plane landed in Ingushe-
tia, the governor was met by a Mer-
cedes that whisked him away. And
Mr. Yevloyev was arrested at the air-
port, deposited into a jeep and shot in
the head. Local authorities say the
killing was an accident.

Mr. Yevloyev’s Kkilling Sunday
shocked the southern region of In-
gushetia, where the local opponents
of the Kremlin are already anxious be-
cause of years of kidnappings and vio-
lence that they blame on federal au-
thorities. Now, with Russia project-
ing its might outside its borders with
its military foray into Georgia, fears
abound that the Kremlin’s rule within
Russia, and specifically in the restless
North Caucasus, could get tougher.

Authorities say Mr. Yevloyev was
shot in the head during a struggle, af-
ter he tried to grab a policeman’s gun
as they were bringing him to the local
capital to be questioned about a
bombing there.

The governor, Murat Zyazikov, is-
sued a statement promising an inves-
tigation. “I personally didn’t know
him,” Mr. Zyazikov said. “I think in
this case what we’re talking about is a
human tragedy.”

Over the past four years, Mr. Yev-
loyev had turned his Web site, Ingush-
etiya.ru, into the main source for
news in Ingushetia, a predominantly
Muslim province bordering on war-
ravaged Chechnya. Mr. Yevloyev had
emerged as a vociferous critic of Mr.
Zyazikov, a security-service veteran.
Mr. Yevloyev charged that Russia’s
FSB, the successor to the KGB, was op-
erating with impunity in Ingushetia,
rubbing out opposition members
with hit squads that carried out extra-
judicial executions.

Mr. Yevloyev’s death casts a spot-
light on a region where ethnic strife
and brutal crackdowns by security
services remain the norm despite Rus-
sia’s claims that it has subdued Is-
lamic separatists in Chechnya. Hun-
dreds of demonstrators marched
Monday in the Ingush capital to pro-
test what they called his murder, de-
manding the ouster of the governor,
Russian news agencies reported.

In an interview last year, Mr. Yev-
loyev said he started the news service
as ahobby, when he worked in Ingush-
etia’s prosecutor’s office and began
posting news items on a Web page.
Mr. Yevloyev often gathered his real-
time reports of firefights, killings and
arrests from freelance contributors
and residents who phoned in.

Mr. Yevloyev claimed that some of
his Web site’s reports derailed some
official abuses before they could
come to fruition. In 2006, he said, con-
tributors helped him document how
Russian federal authorities had sent
aspecial “liquidator” squad to Ingush-
etia that was preparing to assassi-
nate people who had been identified
as insurgents. The squad left Ingushe-
tia, he said, after his Web site posted
several items about its movements.

Ingushetia also has been a hotbed
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With pressure rising, Magomed
Yevloyev had kept out of Ingushetia.

for separatism. In June, Human
Rights Watch accused Russian secu-
rity forces of widespread abuses in
the region against local Muslim
groups as well as opposition activists
and media. The group said it docu-
mented dozens of summary and arbi-
trary detentions, acts of torture, en-
forced disappearances and extrajudi-
cial executions.

Mr. Yevloyev’s Web site was a
chronicler of many of the alleged
abuses. The government tried to
shut it down by labeling it as “ex-
tremist” under Russia’s toughened
antiterror laws.

Last year, Mr. Yevloyev’s site fo-
cused on Russia’s parliamentary
elections and accused the governor
of overseeing vote fraud to curry fa-
vor with the Kremlin. The site
posted observers at polling stations
who estimated turnout was about
8%—far below the official tally of
the regional government, which
said that 98% voted overwhelmingly
for the Kremlin-backed party.

The next week, the governor told
a Russian magazine that the elec-
tion-fraud allegations were “non-
sense.” He played down the kidnap-
pings and killings, saying they only
got attention because of an informa-
tion war being waged against his ad-
ministration.

With pressure rising this year, es-
pecially after a court ruled the site ex-
tremist, Mr. Yevloyev had stayed
away from Ingushetia, according to
his lawyer, Kaloy Akhilgov.

Mr. Akhilgov he said he spoke to
Mr. Yevloyev by phone Saturday
night, trying to dissuade him from re-
turning to Ingushetia. “He said he
wasn’t a coward, and that his parents
were there and his brother and sister
and needed to see them.”

Aboard the flight to Ingushetia,
Mr. Yevloyev and the governor didn’t
speak to one another, said Vasily Likh-
achev, a member of Russia’s parlia-
ment from Ingushetia who spoke to
Mr. Zyazikov on Monday.

An entourage of friends were
awaiting Mr. Yevloyev at the airport
in Ingushetia. The governor got off
first and was whisked away in a Mer-
cedes, said Magomed Khazbiyev, a
friend of Mr. Yevloyev and a leader of
opposition to the local government.
Then Mr. Yevloyev was escorted to an
armored jeep of Russia’s Interior Min-
istry, he said. A short time later, he
turned up at a local hospital with a sin-
gle bullet wound through the head,
he said.

Mr. Khazbiyev said that Mr. Yev-
loyev was in police custody for 20
minutes at most.
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