
A U.S. oil-data probe is examin-
ing whether big energy players
are giving false reports to the
marketplace to influence percep-
tions about crude-oil supply
and demand, and thus benefit
their trading, people familiar
with the inquiry say. Page 1

n The euro-zone economy con-
tracted in the second quarter
and new signs emerged that
the bloc could be headed for a
technical recession. Page 2

n U.S. auto sales slid again in
August, despite incentive pro-
grams, with Ford skidding 27%,
GM 20%, Toyota 9.4%. Page 2

n Rosneft cut its 2008 oil-out-
put target and is delaying the
launch of its giant Vankor field
in East Siberia. Page 3

n China’s bid to be a serious
competitor in the aerospace in-
dustry is getting a boost from
Western companies and the
U.S. government. Page 4

n Global airlines face fewer fli-
ers and high fuel prices, with
losses of $5.2 billion this year,
a trade group said. Page 3

n The IMF brokered a deal in
which sovereign-wealth funds
agreed to follow principles for
commercial investment. Page 17

n U.S. blue chips eked out a
gain, but left the broader mar-
ket behind. European shares
fell amid more concerns about
economic growth. Page 18

n Coca-Cola offered $2.4 billion
for China Huiyuan Juice, which
could help Coke tap China’s afflu-
ent consumers and move beyond
competition with Pepsi. Page 6

n Pfizer entered a partnership
deal for a Russian cold remedy
that may slow the progression
of Alzheimer’s disease. Page 6

n India’s Suzlon Energy is ac-
celerating its takeover of Ger-
many’s REpower to speed tech-
nology transfer amid concerns
about Suzlon’s turbines. Page 4

n IG Metall is indicating it will
seek a 7%-8% wage increase in
contract talks with German
manufacturers. Page 8

In U.S. debate over abortion,
middle ground stays elusive

Oil data draw
U.S. inquiry
over accuracy

Ukraine President Yushchenko
withdrew his party from the rul-
ing coalition, saying Prime Min-
ister Tymoshenko had become
too close to a pro-Russian oppo-
sition party. She urged him to
reverse his decision, on the eve
of Cheney’s visit to Kiev. Page 1
n Cheney arrives in Georgia
Thursday with a $1 billion U.S.
aid package to fortify Saakash-
vili’s government, the focus of a
U.S.-Russia battle of wills. Page 3

n Alaska Gov. Palin prepared to
accept the Republican vice-presi-
dential nomination, as McCain
scrambled to take control of the
debate over choosing her. Page 14
n Bush visited areas hit by
Hurricane Gustav, a day after
offering a hearty endorsement
of McCain by satellite. Page 15
nMcCain aims to raise $100
million in the final two months
of the campaign to close his
money gap with Obama. Page 31

n South Korea said North Korea
started restoring its Yongbyon
nuclear reactor, but U.S. officials
said it appeared that Pyongyang
hadn’t actually taken such a step.

n Pakistan accused U.S.-led
forces of raiding a village from
Afghanistan and killing 20 peo-
ple, including children. Page 8

n Britain’s Brown is expected
to emphasize the global causes
of the credit crunch in a key eco-
nomic speech Thursday. Page 3

n One journalist was shot to
death and another hospitalized
with a skull fracture in attacks in
Russia’s Caucasus area. Page 8

n India’s government is being
criticized by some experts and
aid agencies for failing to warn
people about floods in Bihar
state and for mishandling relief.

n Afghan officials said 32 Tali-
ban fighters were killed in clashes
with Afghan and coalition troops.
Three Canadian soldiers were
killed in the south in an ambush.

n Six Iraqis were killed after
Iraqi security forces fired on
U.S. forces in military boats on
the Tigris River near Baghdad
in a friendly-fire incident.

n Thailand’s prime minister re-
mained under pressure, though
political tensions eased slightly
after a threatened strike by
state-sector workers fell flat.
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By Gerald F. Seib

ST. PAUL,Minn.—What arewe to
concludeabout the state of theabor-
tion debate from the fact that Sen.
JohnMcCain wavered in choosing a

runningmate between Sen. Joe Lie-
berman, who gets a voting score of
zero from groups that oppose abor-
tion rights, and Gov. Sarah Palin,
who gets perfect reviews from

those same groups?
Andwhat tomake of the fact that

the prime-time schedule for the Re-
publican National Convention
Wednesday night started with a
speech by former New York Mayor
Rudy Giuliani, a onetime presiden-
tial contender who was noteworthy
for his support of abortion rights,
and ended with a speech by Gov. Pa-
lin, who has said the only time she
would support an abortion is if the
mother’s life was in danger?

Perhaps these are signs that Re-
publicans are moving toward a
middle ground on the subject of
abortion and constructing the fa-
bled “big tent” that accommo-
dates a broad range of views on

Please turn to page 31

Ukraine president pulls
party out of coalition
Yushchenko claims
premier is too close
to pro-Russian group
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John McCain, right, greets
Levi Johnston, left, and
Bristol Palin, daughter of
vice presidential candidate
Sarah Palin.

Editorial&Opinion

By Ann Davis

U.S. commodity-market regula-
tors are investigating whether big
energy-market players are injecting
falsedata into themarketplace to in-
fluence perceptions about crude-oil
supply and demand, people familiar
with the probe say.

Among other things, regulators
are concerned that companiesmaybe
reporting inventory levels that bene-
fit their own trading positions but
thatmaynotbeaccurate,peoplefamil-
iar with the regulators’ thinking say.

Unexpected drops in oil invento-
ries reported each Wednesday by
the U.S. Energy Information Admin-
istration can spark huge price
surges on the main oil-futures
benchmarkon theNewYorkMercan-
tile Exchange. A company could the-
oretically underreport barrels in its
tanks, for example, at a critical hub
to suggest oil is scarcer than it re-
ally is, and then sell its physical oil
at a premium when oil prices jump
on misleading news. Another con-
cern is whether companies conduct
some physical oil sales and pur-
chases solely to influence short-
termpricing on oil-futuresmarkets.

It isn’t clear whether the regula-
tors, at the U.S. Commodity Futures
Trading Commission, have certain
energy firms in their sights. But the
agency has been more active lately
in soliciting and acting on leads
from sources in the oil-trading

Please turn to page 31

Not-so-invisible hand
How Germany’s Landesbanken
may affect Commerzbank-
Dresdner’s success. Page 12

Party’s preparations
n Control of Palin’s image was
tightened ahead of her speech ... 14
n McCain backers are narrowing
the funding gap with Obama ..... 31

Ukraine President Viktor Yushchenko Wednesday withdrew his party from the
pro-Western coalition government, which could force early parliamentary elections.
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What’s News—
Business & Finance World-Wide

A secret CIA campaign in
China continues to fester
ECONOMY & POLITICS | PAGE 9

Was an American an
agent of war in Georgia?
ON OTHER FRONTS | PAGE 10

Money & Investing > Page 17

By Andrew Osborn

Ukraine President Viktor Yush-
chenko withdrew his party from the
pro-Western coalition government,
saying that Prime Minister Yulia Ty-
moshenko had become too close to a
pro-Russian opposition party.

If a compromise isn’t found, there
will be new parliamentary elections
or a new coalition likely to be friend-
lier toward Moscow, as Russia’s war
with Georgia forces politicians
across the region to choose sides and
define their countries’ relationships
with the Kremlin.

On national television Wednes-
day night, Ms. Tymoshenko urged
Mr. Yushchenko to reverse his deci-
sion. Accusing him of imperiling
Ukraine’s “European choice,” she
played down the idea that she in-
tended to form a new coalition.

“Ibelieve that the [existing] coali-
tion will be preserved,” she said.

Such infighting has been a staple
in Ukrainian politics, and the jockey-
ing comes as politicians position
themselvesaheadofa2010presiden-
tial election. “Above all, this is about
domestic politics,” said Oleksandr

Lytvynenko, a political analyst at the
Kiev-based Razumkov Center.

Like Georgia, Ukraine harbors
hopes of joining the North Atlantic
TreatyOrganizationmilitary alliance

Please turn to back page

Markets 4 p.m. ET
NET PCT

MARKET CLOSE CHG CHG

DJIA 11532.88 +15.96 +0.14
Nasdaq 2333.73 -15.51 -0.66
DJ Stoxx 600 285.58 -4.50 -1.55
FTSE 100 5499.7 -121.0 -2.15
DAX 6467.49 -50.98 -0.78
CAC 40 4447.13 -91.94 -2.03

Euro $1.4452 -0.0075 -0.52
Nymex crude $109.35 -0.36 -0.33
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Alaska Gov. Sarah Palin lives in
Wasilla, Alaska. A chronology of her
career that accompanied a News in
Depth article Monday about her se-
lection as U.S. Sen. John McCain’s
running mate incorrectly said that
Wasilla is in Washington state.

The home state of U.S. Rep.
Randy Kuhl is New York. An article
Mondayabout congressionalRepub-
licans skipping their party’s na-
tional convention incorrectly identi-
fied his home state as Michigan.

This index lists the names of businesspeople and government regulators
who receive significant mention in today's Journal.

1 For more people in the news, visit
CareerJournal.com/WhosNews

CORRECTIONS &
AMPLIFICATIONS

U.S. auto sales slip again
Ford posts 27% drop
as GM, Toyota fall;
Accord tops F-series

By Emma Charlton
And Joe Parkinson

LONDON—The euro-zone econ-
omy contracted in the second quar-
ter, final data confirmed, even as
new signs emerged that third-quar-
ter gross domestic product could
alsobenegative,potentiallypushing
the 15-country bloc into a technical
recession.

A similar retreat in the U.K. ser-
vices sector suggested that it, too,
could see a decline in output in the
third quarter. A recession there is
deemed possible before year end.

In the euro zone, sluggish pri-
vate consumption and business in-
vestment caused GDP to contract
for the first time since 1995. Statis-
tics agency Eurostat confirmed that
the measure fell 0.2% in the second
quarter after rising 0.7% in the first.

Soaring commodity prices, fall-
ing home values and tighter credit
conditions a yearafter the subprime
crisis swept in from the U.S. have
crippled European domestic spend-
ingatatimewhenexportsarewither-
ing amid a global slowdown.

In an early look at the third quar-
ter, the purchasing managers index
for the euro zone’s services sector—
which collates data from about
5,000 companies—read 48.5 in Au-
gust after 48.3 in July, data from re-
search group Markit Economics
showed Wednesday. A reading be-
low50 signals that business activity
in the sector is shrinking.

Eurostat also said higher prices
for food and fuel prompted euro-
zone sales volumes to fall 0.4% in
July from June and drop 2.8% from
last July, below expectations of a
0.2% fall for themonthanda2.1%de-
cline from a year before.

The European Central Bank and
the Bank of England will conclude
monetary-policymeetingsThursday.
But Analysts widely agree that nei-
thercentralbankislikelytochangein-
terestrates,sinceinflationisstillrun-
ningwell above targeted levels.

In the U.K., the purchasing man-
agers’ survey showed shrinkage in
services business for the fourth
month in a row.

Data for euro zone confirm
pullback; recession possible

Slowing
Euro zone’s GDP growth, percentage 
change compared with the same 
quarter of the previous year

Source: Eurostat
Note: Seasonally adjusted data
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INDEX TO BUSINESSES

By Mike Barris

U.S. auto sales continued their
slide in August, despite stepped-up
incentives to buyers, with General
Motors Corp. posting a 20% drop
and Ford Motor Co. a 27% decline.

GM also raised its third-quarter
production forecast, crediting its
effort to pare its bloated inventory.
But on a grimmer note, Ford execu-
tive Jim Farley doesn’t see the
sales picture improving in the near
term.

“We expect the second half of
2008 will be more challenging than
the first half, asweak economic con-
ditions and the consumer-credit
crunch continue,” Mr. Farley said.

Japan’s Toyota Motor Corp.,
which is closing in on GM in the
race to be the world’s top-selling
auto maker, despite problems of its
own, reported a 9.4% decline in Au-
gust sales.

As in June and July, Honda Mo-

tor Co. was a bright spot, with its
U.S. sales declining just 7.3% to
146,855. Car sales fell 5.1% to
86,827, while truck sales fell 10.3%,
a smaller decrease than that of ri-
val auto makers. Honda’s Accord
outsold Ford’s onetime sales jugger-
naut—its F-series pickups—with
43,613 sales.

GM sales of cars and light trucks
for August totaled 307,285, down
from 385,529 a year earlier. There
were 27 selling days, the samenum-
ber as a year ago. Sales of light
trucks fell 24% to 182,844, while
car sales fell 14% to 124,441.

GM, noting that the August
sales showing was its best so far
this year, said it is extending its em-
ployee-discount promotion
through the end of September, and
adding some 2009models to the in-
centives list of eligible vehicles.
Compared with July, total sales
rose 31%, retail sales were up 32%,
and fleet sales were up 29%, GM
said.

Toyota’s string of negative
monthly sales—its fourth in a row—
shows how the Japanese titan,
once considered almost immune to
the economic forces that have bat-
tered its Detroit-based rivals, is
now also suffering. Toyota sold
211,533 vehicles in August, com-
pared with 233,471 a year earlier.

Toyota said passenger-car sales
fell 4.3% to 129,622, while SUV
sales dropped 25%. Toyota division
sales fell 9.4%, and Lexus recorded
a 9.1% decline.

In August, Ford sold 155,117
light vehicles, compared with
210,958 a year earlier, as the com-
pany also lowered its second-half
North American production fore-
cast.

In other reports Wednesday, Ja-
pan’s Nissan Motor Co. posted a
13.6% August sales jump, helped in
part by customer purchases of its
Rogue crossover vehicle. The auto
maker sold 108,493 cars and trucks,
compared with 95,527 a year ear-
lier.

Looking ahead, GM now fore-
casts third-quarter North Ameri-
can production of 920,000 vehi-
cles, down 10% from a year ago. Its
previous estimate was 900,000,
down 12%. It attributed the fore-
cast to “market changes” that will
reduce the number of trucks pro-
duced by about 176,000 and in-
crease the number of cars by about
76,000, compared with a year ear-
lier. For the fourth quarter, it ex-
pects to build 875,000 vehicles, or
436,000 cars and 439,000 trucks,
down about 16% from a year earlier.

Ford,meanwhile, cut its second-
half production forecast by 50,000
vehicles. It now plans to produce
890,000 vehicles in the second
half—420,000 vehicles in the third
quarter and 470,000 vehicles in the
fourth quarter.

Amid the difficulties in the U.S.,
Toyota last week slashed its 2009
global sales target to 9.7 million ve-
hicles from the target of 10.4 mil-
lion vehicles it set a year ago.
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Marketplace

Bush pledges Georgia aid
Cheney visits region
to discuss details
of $1 billion package

Global airline group predicts
losses of $5.2 billion in 2008
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By Alistair MacDonald
And James Herron

LONDON—Prime Minister Gor-
don Brown is expected to hammer
home the global causes of the credit
crunchandneed fornewap-
proaches to regulating fi-
nancial and commodity
markets in a major speech
on the economy Thursday
as he attempts to recover
from his deep unpopularity
with British voters.

On Monday, returning
from his summer holidays
and visit to the Olympics,
Mr. Brownbeganwhat poli-
ticiansseeashispoliticalre-
launch with measures
aimed at helping the U.K.’s
deteriorating housing market. Mr.
Brown will face his party’s annual
conference ina fewweeksandwants
to build momentum going into it.

Thursday’s speech is expected to
emphasize the global roots of the
economy, a favorite theme of Mr.
Brown’s. But, underlining how the

global nature of today’s markets
leaves Mr. Brown with few obvious
economic remedies, the prime min-
ister is struggling in his efforts to
convince foreign utility companies,
which dominate the U.K. energy

market, tohelp low-income
households with higher
fuel bills. As a result, the
government has had to de-
lay a big plank of his come-
backplan andhasn’t yet an-
nounced how it will help
consumers with their en-
ergy bills.

“Iwill be proposing new
steps that can be taken
within the global economy
as a whole to deal with fi-
nancial turbulence,” he

plans to say, according to excerpts
released late Wednesday, in a
speech to theConfederation forBrit-
ish Industry in Glasgow on Thurs-
day.Mr. Brownplans to say that cur-
rentways of regulating global finan-
cial markets and commodities such
as oil are not “adequate,” according
to the excerpts.

His speech will include more im-
mediate measures to help mitigate
the impact on British families of an
economic slowdown that is likely to
push the U.K. into recession.

The prime minister is suffering
from record lows in opinion polls as
the economy slides.Wednesday, the
pound continued its recent steep
slide, dropping to $1.7758 from
$1.7819, and the FTSE 100 stock in-
dex of leading shares closed 2.2%
lower.

Mr. Brown’s efforts, so far, have
been overshadowed by pessimistic
remarks on the U.K. economy by his
Treasury Chief Alistair Darling and
by a prediction from the Organiza-
tion for Economic Cooperation and
Development that the U.K. will be
the only major economy to slide
into recession this year.

Mr. Brown plans to say the credit
crunch and soaring oil and food
priceshavebroughthomehowan in-
terconnected global economy is dif-
ferent fromthe onehis Labour Party
inherited when it came to power in
1997.

Brown’s relaunch targets economy

In Azerbaijan Wednesday, U.S. Vice President Dick Cheney, here with Azeri
President Ilham Aliyev (left), emphasized U.S. interests in the Caucasus region.

By Ann Keeton

The global airline industry con-
tinues to face a “perfect storm” of
slowing passenger-traffic growth
and high fuel prices, which could
lead to a loss of $5.2 billion world-
wide this year, followed by a $4.1
billion loss in 2009, the Interna-
tional Air Transport Association
said Wednesday.

During a news conference in
Montreal, which wasWeb cast, the
trade body’s director general, Gio-
vanni Bisignani, saidmany airlines
are at risk of going bankrupt as the
industry heads into autumn, its
weakest season for generating rev-
enue.

The industry has been losing
money this year as a result of
higher fuel costs, as oil averaged
$113 a barrel in the first six months
of 2008, compared with $73 a bar-
rel a year earlier.

The forecast for 2008 is worse
than the outlook the trade group
gave in June, even as fuel prices
have declined. A deteriorating
world-wide economy, which has
helped bring down fuel prices, also
has led to a slowdown in business
and leisure travel.

The group’s first look at 2009
outlined continued tough condi-
tions for airlines.

Mr. Bisignani advised the indus-
try to “fasten your seatbelts for at
least another two years,” the time
it may take for the global economy
to get stronger.

North American carriers, hit by
a financial-industry crisis in the
U.S., along with record-high oil
prices, are expected to report the
lion’s share of the world-wide an-

nual losses, with a forecast for
losses of $5 billion this year.

Carriers in Latin America and
Africa are also expected to lose
money this year, while airlines in
the Asian-Pacific region, Europe
and Middle East are likely to post
smaller profits than a year earlier.

With fuel by far the biggest ex-
pense for airlines, the main ques-
tion now is where oil prices are
headed. Currently, crude oil was
trading a little below $110, down
sharply from a high of $147 a bar-
rel earlier this summer. IATA’s fore-
casts factor in an average oil price
of $113 a barrel.

If oil prices are higher next
year—a forecast from analysts at
UBS AG sees oil averaging $120 a
barrel in 2009—airline losses
would be greater than IATA ex-
pects. However, the industry could
break-even in 2009 if oil prices
were to average around $95 a bar-
rel, the trade group said.

Rosneft cuts output goal,
delays start of oil field

Physical comedy
Scientists try improv to
explain a controversial
project > Page 28

Gordon Brown

Bearing a $1 billionU.S. aid pack-
age, U.S. Vice President Dick Cheney
on Thursday arrives in Georgia to
fortify the war-rattled government
of President Mikheil Saakashvili, a
leaderMoscow this week declared a
“political corpse” set for an exit.

Mr. Saakashvili’s future is the fo-
cusof a tensebattle ofwills between

WashingtonandMoscow,anditsout-
come will shape a broader struggle
for influence in theCaucasusandbe-
yond.

Mr. Cheney’s visit to Tbilisi sig-
nals Washington’s support for an
American-educated lawyer who on
Tuesdaywas pronounced politically
dead by Russian President Dmitry
Medvedev.

“For us, he does not exist,” said
Mr. Medvedev, who indicated that
any rapprochement with Georgia is
impossible so long as Mr. Saakash-
vili is in office.

Mr. Saakashvili, for his part, dis-
missed the death notice as prema-
ture and said he has “an obligation”
to serve out his second term , which
ends in 2013.

In an effort to shore up Mr.
Saakashvili’s government, the Bush
administration on Wednesday an-
nounced the aid package, which in-
cludesabout$500millionthatwillbe
made available immediately for sup-
porting the Georgian government’s
budget, rebuilding damaged roads
and other infrastructure and invest-
inginprivate-sectorprojects.Thead-
ministrationalso isproposingspecial
tradebenefitsforGeorgia,andwillen-
suremarine insurance is available for
warriskiftheprivatemarketdriesup.

Mr.Cheney, a longtimeandrobust
critic of Moscow, is the most senior
U.S.officialtovisitTbilisisinceabrief
war last month that saw Russian
troops push deep into Georgia. Most

of these have now pulled back but
some remain, in defiance of a cease-
fire accord negotiated by France.

InhisfirststopintheCaucasusre-
gion, Mr. Cheney met in Azerbaijan
WednesdayeveningwithPresidentIl-
hamAliyev.Mr. Cheney stressedU.S.
interests in the region, particularly
an energy pipeline corridor that the
U.S. has encouraged between Azer-
baijan, Georgia and Turkey as a way
to loosen neighboring Russia’s grip
on the region’s energy resources.

In a joint appearance before din-
ner, the vice president took a few
verbal shots atRussia’s leaders, say-
ing the principle of respect for na-
tional borders “is endangered to-
day,” noting “the shadow of the re-
cent Russian invasion of Georgia.”
Russian recently recognized two
separatist regions of Georgia as in-
dependent states, amove that effec-
tively redraws Georgia’s frontiers.

Russia’s growing assertiveness
had made it “increasingly urgent,”
saidMr. Cheney, to diversify energy
sources and supply lines—for in-
stance, by building new pipelines
from the Caspian basin to Europe.
Russian warplanes dropped bombs
near the main non-Russian pipeline
from the Caspian, which passes
from Baku to Turkey through Geor-

gia. The Georgian portion is oper-
ated by BP PLC and is the country’s
largest foreign investment.

Mr. Aliyev, the Azeri president,
avoidedanydirectcriticismofRussia,
which has been courting Azerbaijan
and is eager to getmore of that coun-
try’s oil pumped through pipelines
run by Russia. Still, Mr. Aliyev spoke
optimistically about the outlook for
future cooperation with the U.S. and
Europe over energy transmission.

Prospects for new Western-spon-
sored lines such as the proposed
Nabuccopipelinehavebeencloudedby
theRussianmilitarymoves inGeorgia.

InTbilisi,Mr.Cheneywill discuss
possibleadditionalU.S.andWestern
aid to help Georgia rebuild and
strengthen itsmilitary.Mr.Saakash-
vili said his country needed mainly
training and had so far received no
new weapons from the West.

Georgia’s military, said Mr.
Saakashvili, needs to rethink its mis-
sionandwill looktotheWest forhelp.
“Weneedmuchmoretrainingthanwe
had. We trained as a counter-insur-
gencyforce,nottocontain80,000Rus-
sian troops and 3,000Russian tanks.”

Russia, said Mr. Saakashvili, is
determined to unseat his govern-
ment. “They hate the idea that I’m
still sitting in this office,” he said.

By Jacob Gronholt-Pedersen

MOSCOW—OAO Rosneft, Rus-
sia’s biggest oil producer, on
Wednesday cut its 2008 oil-output
target and said it is delaying the
launch of its giant Vankor field in
East Siberia, in the latest sign that
Russia might experience its first
production decline in years.

State-controlled Rosneft ex-
pects this year’s production to grow
by 9% from last year, down from the
previous forecast of 11% growth,
saidMikhail Stavsky, the company’s
vice president and head of opera-
tions. Last year, Rosneft produced
100 million metric tons of oil, or
around two million barrels a day.

Russia’s top oil producers are
struggling to keep up production
levels in order to avoid the coun-
try’s first output decline since
1999. Output growth has been
stunted by maturing fields in West
Siberia, where most of Russia’s oil
is produced, as well as a heavy tax
burden.

In the first eight months of
2008, Russia produced an average
of almost 9.8 million barrels a day,
down 1% from a year earlier.

Mr. Stavsky said the company
has been forced to delay the launch
of the Vankor field by six months to
mid-2009. Vankor’s launch has
been pushed back because the field
holds more oil than originally
thought, Mr. Stavsky said, adding

that peak production at the field is
forecast to double to 25.5 million
tons a year from the 12 million tons
earlier predicted.

“It is impossible to increase
planned peak production by more
than two times and to meet the
same tight time schedule stipu-
lated in initial field-development
plans,” Mr. Stavsky said.

East Siberia and Rosneft’s
Vankor field in particular is seen as
a key field to get production back
on track in Russia, the world’s sec-
ond-largest oil exporter after Saudi
Arabia.

Since Rosneft acquired the
Vankor license in 2003, reserves at
the field have increased more than
fourfold to 515 million tons.

Rosneft has transformed itself
from amidsized company into Rus-
sia’s largest oil producer, overtak-
ing OAO Lukoil, after acquiring as-
sets of bankrupt oil firm Yukos in a
series of auctions organized by the
state. Rosneft now accounts for
over a fifth of Russia’s total oil out-
put.

Friday, Rosneft beat forecasts
with its second-quarter earnings re-
port, although net profit fell be-
cause of an $8 billion gain in the
year-earlier period.

The company said it would pro-
vide more detailed information
once the board has discussed the
adjusted business plan at ameeting
in late October.

LEADING THE NEWS

By John D. McKinnon in
Zagulba, Azerbaijan, and
Andrew Higgins in Tbilisi,
Georgia
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R USSIAN CAR and
truck maker OAO Gaz,
owned by billionaire

Oleg Deripaska, left, has
bought a 50% stake in Ital-
ian diesel-engine producer
VM Motori SpA and formed
a joint venture with General
Motors Corp., which owns
the other half, the compa-
nies said. The deal allows
Gaz to make VM Motori en-
gines under license in Rus-

sia for its range of light commercial vehicles.
Gaz plans to build a plant with capacity of

300,000 engines a year in two to three years in
Yaroslavl or Nizhny Novgorod, where it has plants.
Gaz bought the stake for an undisclosed sum from
Penske Corp.  —Alexander Kolyandr

F RENCH OIL ma-
jor Total SA said
it agreed to buy

Dutch gas producer
Goal Petroleum (Neth-
erlands) BV for about
$480 million, strength-
ening its exploration
and production posi-
tion in the country.

Total, which is buying the business from Canada-
based oil and gas company Talisman Energy Inc., said
the deal will increase its Dutch exploration and produc-
tion unit’s reserves by about 20%. “The acquisition will
strengthen Total’s portfolio on the Dutch continental
shelf, where the group will continue to optimize its ex-
ploration and production activities and maximize the
recovery factor of its gas fields’ reserves and resources
in a mature area,” the company said.  —Adam Mitchell

Total buys producer Goal
to expand Dutch business

Russian auto maker sets
joint venture with GM

West aids China jet firm
U.S. companies aim
at a growing market;
helping future rival

U.S. companies supply half of the equipment on the ARJ21, the first regional jet
made by Chinese government-run AVIC I Commercial Aircraft.

India’s Suzlon accelerates REpower takeover

FAST Retailing Co. said
it is considering open-
ing Uniqlo casual-cloth-

ing stores in India and Russia
and remains interested in ac-
quisitions in the U.S. and Eu-
ropean markets as it seeks to
establish itself as a major in-
ternational apparel retailer.

The interest in India and
Russia comes as the Japa-
nese company aims to more
than triple its revenue from

overseas Uniqlo operations to 100 billion yen, or
about $920 million, by fiscal 2010.

The company also said it started a joint venture
in Singapore with Wing Tai Retail Pte., a unit of
Wing Tai Holdings Ltd., with the first store sched-
uled to open in the spring. —Juro Osawa
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W ESTERN COMPANIES are
playing a prominent role
helping China become a se-

rious new competitor in the global
aerospace industry.

About half of the equipment on
the ARJ21, the first regional jet
made by government-run AVIC I
CommercialAircraftCo., ismadeby
U.S. companies. The 90-seat aircraft

representsChina’s latestbidtoeven-
tuallychallengeBoeingCo.andEuro-
pean Aeronautic Defence & Space
Co.’s Airbus in themarket for bigger
planes. A twice-delayed maiden
flight is now scheduled for Sept. 21.

Even the U.S. government is in-
volved. TheFederal AviationAdmin-
istration, citing safety and the par-
ticipation of so many U.S. firms,
opened a bureau in Shanghai last
year to help the Chinese win certifi-
cation for theARJ21 to fly in theU.S.

Canada’s Bombardier Inc.,

which makes competing regional
jets, is angling for a role in ACAC’s
development of a larger version of
the aircraft. It has said it expects to
invest $100 million in the larger jet,
citing parts-sharing and cost-sav-
ing potential for its own jets.

The world’s aerospace compa-
nies are eager to gain a foothold in a
market where air traffic is expected
to grow 8.9% annually by Boeing’s
forecast. Their participation could
help China do in aerospace what it
has done in industries ranging from
toys to cars:move fromabasic fabri-
cator to a global competitor.

“We understand that they may
wellwanttodevelopanindigenousin-
dustry,butwewanttostayapartof it
as long as we can,” says Clayton
Jones, chief executive of Rockwell
Collins Inc., Cedar Rapids, Iowa,
which provides radios, navigation
equipment and other avionics sys-
temsfortheARJ21.“If Idon’tmovein
there, somebody else will,” he says.

A serious challenger to today’s
plane- andparts-makers is probably
decades away. Passenger jets are ex-
tremelycomplextodesignandbuild.
TheARJ21,which lists for $30.5mil-
lion, has suffered several delays.
Most recently, an equipment deliv-
ery delay forced the jet to miss a
scheduled inaugural flight inMarch.

Boeing and Airbus already are of-
fering a new generation of larger jets
built from fuel-saving lightweight
composite materials instead of the
ARJ21’straditionalmetals.TheARJ21
is “an important airplane for Chinese
industry,” Boeing Commercial Air-
planes President Scott Carson said at
the Farnborough International Air-
show in July. But he added, “It’s not a
very exciting airplane and doesn’t
take you very far into the future.”

Still, the assistance of Western
partsmakers allows China’s fledging
aircraftmakers to buy complex cock-
pitinstrumentsandflight-controlsys-
tems and focus on assembly, market-
ingandcreatingamuch-neededafter-
salessupportnetwork.Italsoguaran-
tees thatWestern companieswill en-
joy maintenance and support roles
when the planes go into service. Chi-
nese aviation officials expect to
spendmore than $600million on the
program; industry experts say they
will likely spendmuchmore.

The ARJ21, dubbed the “Flying
Phoenix,” has won 206 of the 300 or-
ders thatACAC says it needs to break
even. The Shanghai-based company
touts the plane as well-suited for the
high-altitudeairportsandlightlytrav-
eledair routes ofwestern and central
China,whereBeijinghastargetedeco-
nomic development efforts.

Chen Jin, ACAC’s vice president
for sales andmarketing, says the air-
craftmanufacturer eventually hopes
to sell the plane inemergingmarkets
suchasMalaysia,TurkeyandIndia. It
is preparing to open a sales office in
Munich and is seeking air certifica-
tions for the jet in Europe.

The sales executive acknowl-
edges there are hurdles to winning
sales outside China. “We don’t have
a very well-known brand, and we
don’t have a good after-sales ser-
vice network,” Mr. Chen says. The
global market for regional jets is
crowded,withnewcomers fromRus-
sia and Japan joining the fray

against Bombardier and Empresa
Brasileira de Aeronautica SA,
known as Embraer.

But ACAC has strong domestic
demand. Airbus estimates China
will need $391 billion worth of new
aircraft of 100 seats or more by
2026, and China’s state-controlled
airlines could favor domesticmanu-
facturers at the expense of Western
companies.

General Electric Co. foresees
over the next 20 years a need for at
least500regional jets inChina,a fig-
urethatequatestomorethan$15bil-
lion in engines, spare parts and ser-
vices. “Thatwasenough togetus ex-
cited,” saysMikeWilking, president
of GE’s aviation business in China.
GE supplies engines for the ARJ21.

Parker Hannifin Corp., which
makes fuel, hydraulics and flight
control systems for the plane, ex-
pects 500 ARJ21s could earn it $275
million in revenue and at least that
much in after-sales services. During
the jet’s design phase, Parker sent
three engineers anda programman-
ager to Shanghai from its headquar-
ters in Irvine, Calif.

Components maker Goodrich
Corp. has won key positions in sev-
eral projects, providing wheels and
brakes on a Russian-made jet, light-
ingontheARJ21andenginehousings
on Japan’s Mitsubishi Regional Jet.
GoodrichChairmanandChief Execu-
tive Marshall Larsen said he has
“mixed feelings”about thesituation.

Russia and China will need more
than20years before theywill pose a
competitive threat, he says. But he
adds, “If they can put people in
space, they’ll definitely be able to
build airplanes.”
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By Tom Wright

Suzlon Energy Ltd., the world’s
fifth-largest wind-turbinemanufac-
turer by sales, is moving ahead of
schedule to consolidate its takeover
of Germany’sREpower SystemsAG,
a move that will speed the transfer
of technologybetween the two com-
panies.

Suzlon Energy, based in Pune, In-
dia,hasfacedconcernsaboutitstech-
nology after blades on 2.1-megawatt
turbines sold in the U.S. to Deere &
Co. and Edison International’s Edi-
son Mission Energy began splitting
last year. Customers in India also
havecomplainedtheir turbinesdon’t
generateasmuchpowerasexpected.

Inabidtoimproveitstechnology,
Suzlon agreed last year to take over

Hamburg-based REpower in a deal
that valued the German company at
$1.7 billion. Analysts applauded the
tie-up,whichwill give Suzlonaccess
to REpower’s cutting-edge technol-
ogy, including blueprints for large
offshore wind turbines.

But Suzlon has been unable to
draw on REpower’s technology be-
cause of a strict German corporate
law aimed at protecting minority
shareholders. The law requires that
foreign investors takingoverGerman
companies reach a so-called domina-
tionagreementbeforetheycantrans-
fer technology or profits out of a tar-
get company. Such an agreement in-
volvesgetting75%ofshareholderson
board and making a tender offer to
buy out minority shareholders.

Suzlon said this week it plans to

push for a domination agreement to
beconcluded in “due course” accord-
ing to German law. And it is setting
up the agreement to be in place
faster than originally planned. Un-
der last year’s deal, Suzlonwas to in-

crease its initial 34% stake in RE-
power in stages until May next year.
But the company also said this week
that it has reached a deal to pay Por-
tugal’s Martifer SGPS SA Œ270 mil-
lion ($392 million) for Martifer’s

22% stake in REpower, five months
ahead of schedule. That purchase
will take Suzlon’s overall holding in
REpower to around 90%.

Analysts said Suzlon’s move was
a positive one aimed at assuaging
concerns over its technology.

A spokesman for Suzlon, Vivek
Kher, said the REpower takeover
was driven by a desire to penetrate
the Europeanmarket and get access
to large offshore wind turbines, not
for other technology.

“Transferringtechnologyormanu-
facturing REpower products in India
werenever theobjectives of the take-
over,”Mr.Khersaid.“Thedomination
agreement however, will ease all
round cooperation between the two
companies for the mutual benefit of
all stakeholders in both companies.”

CORPORATE NEWS
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By Bruce Stanley in Shanghai
and J. Lynn Lunsford in Dallas

Winds of change
U.S. officials plan wind projects on
the outer continental shelf ....... 23
Gabelli studies a clean-technology
and alternative-energy fund ...... 21

Russia, India could be
next stop for Uniqlo brand
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Grupo Mexico loses fight
In lengthy case, judge
finds firm defrauded
Asarco’s creditors
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Along with its legal battle with Asarco, Grupo Mexico has to deal with a
long-running strike and protests at its Cananea copper mine, above.

CORPORATE NEWS

By Joel Millman

A U.S. judge found that Mexican
mining companyGrupoMexicoSAB,
theworld’s third-biggest coppercom-
pany by production, committed
fraud against U.S. mining company
Asarco LLC—the latest twist in a
long-running legal battle over con-
trol of the U.S. firm.

Judge Andrew Hanen in Browns-
ville, Texas, said the Mexican com-
pany defrauded the U.S. firm’s credi-
tors when, in 2003, it transferred
Asarco’s stake in its valuable Peru-
vian copper company to another
Grupo Mexico unit shortly before
Asarco declared bankruptcy.

In Saturday’s decision, the judge
said the Mexican company acted
“to structure and accomplish the…
transfer, knowing that the transac-
tion as contemplated would consti-
tute a transfer in fraud of Asarco’s
creditors.”

The decision marks the latest
twist in a legal war between U.S. and
Mexican mining interests rising
fromAsarco’sdecision toenterbank-
ruptcy protection in 2005. For years,
critics of the Asarco maneuver have
argued that Grupo Mexico put its
U.S. unit intoChapter 11 to avoid pay-
ing Asarco’s liabilities, which
amount to paying extensive environ-
mental clean-up charges as a result
ofmore than a century ofmining and
refining across the Western U.S.

A ruling from a U.S. bankruptcy
courtas towhowill controlAsarcoaf-
ter it emerges frombankruptcy is ex-
pected later this year. In that case,
Grupo Mexico is competing against
Indian metals giant Vedanta Re-
sources PLC, which bid $2.6 billion
for Asarco’s assets in May.

Attorneys for Asarco claimed vic-
tory and the company’s bankruptcy-
court-appointed directors are asking
for damages of $8 billion following
the ruling. Simultaneously, Grupo
Mexico issued a statement highlight-
ing the judge’s ruling to deny the
plaintiffs punitive damages, which
would undercut their demand for
damages.

Run by Mexican copper mogul
Germán Larrea, Grupo Mexico
stunned the mining world in 1999
when it bought Asarco for $1 billion.
But in 2003, Grupo Mexico later
forced Asarco to sell its majority
stake inSouthernPeruCopperCorp.,
the company’s crown jewel, to an-
other Grupo Mexico subsidiary.
Asarco subsequently declared bank-
ruptcy, citing an ongoing labor dis-
pute, in August 2005.

The court-appointed manage-
ment of Asarco, during bankruptcy
proceedings, later accused Grupo
MexicoofsellingSouthernPeru inor-
der to force the bankruptcy and
avoid paying Asarco’s liabilities,
whichamount topayingextensiveen-
vironmental clean-up charges left by
a over a century of mining and refin-
ing across the Western U.S.

Testifying in June, Mr. Larrea
said ithadbeenGrupoMexico’s inten-
tion to settle all environmental
claims, and that he had hoped the
bankruptcy proceedings would
speed such a process by setting a
fixed value on the amount what
Asarco owed.

Judge Hanen in Brownsville
found Grupo Mexico may well have
paida fair amount forAsarco’s 54.2%

stake in New York Stock Exchange-
listed Southern Peru CopperCorp.,
when it sold the holding fromAsarco
to another Grupo Mexico subsidiary
in exchange for retiring a portion of
Asarco’s outstanding debt. The $765
million value Grupo Mexico placed
on Asarco’s stake today is worth
much more, thanks to a surge in
world copper prices since 2003.

Following the transaction with
Asarco, Grupo Mexico recapitalized
Southern Peru Copper, and raised its
position in the company, renamed
Southern Copper Co. After buying
out minority shareholders, Mr. Lar-
rea’s company raised its stake in the
Peruvian unit to 75%, now worth
some $16 billion.

But the court did findGrupoMex-
ico guilty of one count it hindered
payment to some of Asarco’s credi-
tors. That opens the possibility that
Judge Hanen could rule Asarco de-

serves to get its SPCC shares back.
Grupo Mexico is appealing that part
of the ruling.

Both sides are due back in Judge
Hanen’s court later this month to
present arguments on how the
court should establish damages, in-
cluding whether Asarco’s old stake
in Southern Peru Copper, and $1.8
billion in dividends and interest
earned by Grupo Mexico from its
control of those shares, should be
returned to Asarco.

Grupo Mexico’s lawyers dispute
that claim, arguing that Asarco
shouldnot recovermore than itspar-
ent corporation already has guaran-
teed Asarco’s creditors under a re-
structuring plan it presented to a
bankruptcy court in Corpus Christi,
Texas, last month.

With punitive damages no longer
a factor, the Mexican company ar-
gues, creditors are not entitled to

shares of Southern CopperCom-
pany., which that are now worth
many times what Asarco sold them
for in 2003. The Mexican company
sayscreditors areentitledonly to the

value of what they are owed, which
Grupo Mexico says it will pay—100
cents on the dollar—and therefore
would not be entitled to the $8 bil-
lion plaintiffs hope to collect.
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Standoff over Tata car plant
appears open to resolution

Coca-Cola Co. is making a
$2.4 billion bet on China’s willing-
ness to pay for good health.

The Atlanta beverage giant of-
fered to buy Beijing’s China

Huiyuan Juice Group Ltd., a fast-
growing juice maker. The potential
purchase would help Coke move be-
yond less-pricey colas, where it is
locked in fierce battle with PepsiCo
Inc. It alsowould highlight the drive
by Western companies to tap Chi-
na’s more-affluent consumers.

Coke’s offer amounts to 12.20
Hong Kong dollars (US$1.56) a
share for Hong Kong-listed
Huiyuan, nearly triple Friday’s trad-
ing price, before its shares were
halted Monday pending news. Ana-
lysts said the premiumoffer reflects
the company’s eagerness to get into
more lucrative niches.

“We think we’re paying a fair
price, as evidenced by the fact that
wehave awilling seller and awilling
purchaser,” said a Coke spokesman.

Muhtar Kent, Coca-Cola’s chief
executive officer, said in a state-
ment that the deal would “provide a
unique opportunity to strengthen
our business in China, especially
since the juice segment is so dy-
namic and fast-growing.”

Coke has been putting more at-
tention outside carbonated soft
drinks,mostnotablywith its$4.1 bil-
lion acquisition last year of Energy
Brands Inc., maker of Glaceau Vita-
minwater. But sales, while still
brisk, have slowed amid a general
softening of beverage sales in the
U.S. in the slowing economy. A Coke
spokesman says Glaceau growth is
strong, and the company says part
of the acquisition payoff will come
fromexpansion to countries outside
the U.S.

Coke’s bid—which, if consum-
mated, would be the largest foreign
takeover of a Chinese company, ac-
cording to Thomson Reuters—will
again test China’s tolerance for out-
side buyers.

Huiyuan’s shares finished
Wednesday at HK$10.94, reflecting
concerns by some investors that
Beijing could quash the deal. Some
reports on the offer from state-con-
trolled media sounded skeptical
notes.

“The approval of the acquisition
faces many difficulties,” said Mei
Xinyu, a researcher at the Chinese
Academyof International Trade and
Economic Cooperation, a govern-
ment think tank under the Ministry
ofCommerce, according to the state-
controlled Xinhua news agency.
Mr. Mei cited Huiyuan’s high-pro-
file brand name andmarket concen-
tration. Huiyuan, which uses the
marketing slogan “A healthy life
starts fromdrinkingHuiyuan juice,”
holds the No. 1 position in China in
100% juices and in nectars, which
have juice content of between 25%
and 99%, according to research firm
ACNielsen.

In July, U.S. private-equity firm
Carlyle Group ended its years-long
effort to buy a majority stake in
Xugong Group, one of China’s big-
gest manufacturers of construction
machinery, amid persistent regula-
tory resistance.

Deal watchers say Huiyuan’s sta-
tus as a private company, compared
with state-controlled Xugong, and
the small role the beverage business
plays in the economy could help the
deal. Coke has strong relationships
in China, culminating with its high-
profile role as a sponsor during the
Olympic Games. Huiyuan couldn’t
be reached for comment.

China beverage sales are ex-

pected to reach $123 billion this
year, according to research firm Eu-
romonitor International. But size
isn’t everything in a market with
such extremes of poverty and
wealth. Coke doesn’t release data
on its profits in China, but prices
have been a challenge. They vary
widely across the country, but in rel-
atively affluent Beijing, a half-liter
bottle of Coke would cost a con-
sumer no more than five yuan, or
less than 75 U.S. cents. A bottle of
high-quality juice could cost more
than twice as much. Last year,
Huiyuan said first-half prices for
100% juice products rose 20% com-
pared with a year earlier.

That fits with an overall trend
amongmiddle-class Chinese toward
buying high-quality products with
greater nutritional value. Gyms and
healthclubs, oncea rare sight, are in-
creasingly common as well.

“Moving into juices is a good
thing as health consciousness
rises,” says Darryl Andrew, the
China chief executive of Aegis
Group’s research house Synovate,
which has studied the shifting
tastes. Traditional Chinese medi-
cine, he says, has long placed an em-
phasis on good foods as a preventa-
tive health measure.

In its prospectus last year,
Huiyuansaid the2003outbreakof se-
vere acute respiratory syndrome in
Chinahelpedenhance thehealthcon-
sciousness of Chinese consumers.

Royal Bank of Scotland Group’s
ABN Amro arm advised Coke, while
Goldman Sachs Group is advising
Huiyuan.

Coke bets big on China
Offer of $2.4 billion
for juicemakermarks
bid to tap affluence

Pernod ends distribution venture

Pfizer has high hopes
for Russian cold remedy
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Pernod Ricard SA, one of the
world’s biggest wine and spirits
companies, will take full control of
the distribution of its Vin & Sprit
brands, including Absolut Vodka, by
ending its Maxxium distribution
agreement.

France-based Pernod Ricard and
domestic rival Rémy Cointreau SA
said in separate statements that the
four partners of Maxxium had
agreed to prematurely end the dis-
tribution venture as of October.

“They’re taking everyone by sur-
prise with these transactions,”
Landsbanki Kepler analyst Laetitia
Delaye said.

Since it bought Vin & Spirit for
Œ5.6billion ($8.1 billionat today’s ex-
change rate) in March, the French
maker of Beefeater gin, Ballantines
Scotch whisky and Martell cognac
has been looking to quickly inte-

grate Vin&Sprit products in its own
distribution network.

For Pernod, the agreement al-
lows it to push through synergies—
estimated in March at as much as
Œ150 million before taxes—from its
takeover of former Swedish state-
owned Vin & Sprit sooner than pro-
vided for. Itwould speedup the inte-
gration of the Absolut label and ac-
celerate the growth of the brand,
Pernod said.

As compensation, the company
will pay Maxxium a fee of Œ59 mil-
lion on Oct. 1, while Rémy will pay
Œ224 million in March. The 25%
stakes held by each Vin & Sprit and
Rémywill be redeemed byMaxxium
for Œ60.4 million on March 30.

The Maxxium contracts had pro-
vided for an exit by Vin & Sprit from
distribution after two years follow-
ing its acquisition by Pernod, to-
gether with the payment of a fee.

Maxxium’s other shareholders,
Edrington Group and Fortune
Brands Inc.’s Beam Global Spirits &
Wines, separately announced a new
international distribution network.
The alliance, which will begin at the
end of March, is expected to repre-
sent annual sales of over $1.5 billion

Illinois-based Fortune Brands,
maker of Jim Beam bourbon, also
said it haddecided against distribut-
ingStolichnayavodkabecauseof un-
certainty surrounding the brand’s
ownership. Stolichnaya is part of
Russian company OAO Spi-Rvvk,
which is looking to sell the label.

Pernod shares fell 1.9%, or Œ1.27,
to close at Œ65.10 each on Euronext
Paris, outperforming the CAC 40 in-
dex, which fell 2% on Wednesday.
The stock has fallen 18% since the
start of the year in light of the eco-
nomic slowdown, notably in the
U.S., and investors pondering the
cost of acquiring Vin & Sprit.

By Shirley S. Wang

Pfizer Inc. is betting a 25-year-
old Russian cold medicine can help
replenish its aging drug pipeline
and vault it into a leadership posi-
tion in the race to develop effective
medicines for Alzheimer’s disease.

The New York drug company
saidWednesday that it agreed to de-
velop and co-market the drug,
called Dimebon, with Medivation
Inc., a tiny San Francisco-based
biopharmaceuticals company, in a
partnership deal valued at as much
as $725 million.

Drug makers are rushing to de-
velop medicines that might slow
the progression of Alzheimer’s,
which robs victims of theirmemory
and the ability to perform basic
daily functions of life. Current treat-
ments, such asPfizer’smarket-lead-
ing Aricept, which the company co-
markets with Eisai Co. of Japan,
work on improving symptoms of
the disease but don’t slow its
progress.

Pfizer said it will pay Medivation
$225 million in cash, plus additional
milestone payments of as much as
$500 million for the right to co-mar-
ketDimebon in theU.S. and for exclu-
sivemarketing rights outside theU.S.

Pfizer will share in 60% of the
U.S. development and commercial-
ization costs and any losses and get
60% of related profits.

The deal potentially propels
Pfizer to the front of the line, ahead
of Eli Lilly & Co. and partners Wy-
eth and Elan Corp., which have late-
stage Alzheimer’s drug trials under
way.

“Nowthey [Pfizer] cancompete,”
saidLehmanBrothers analystsC.An-
thony Butler. “It certainly moves
their entire program up in time.”

Dimebon is considered one of

the most advanced of new Alzhei-
mer’s remedies in development. In a
late-stage trial, it showed efficacy
in improving some aspects of mem-
ory and thinking as well as routine
activities like eating for up to one
year. Data presented at the Interna-
tional Conference on Alzheimer’s
Disease in Chicago in July indicated
the drug appears to control the dis-
ease—although symptoms no
longer improve after 18 months.

But there is plenty at risk for
Pfizer. Some experts are skeptical
about the results because the study
was small—183 patients—and con-
ducted in Russia. The concerns cen-
ter on possible treatment differ-
ences betweenRussian patients and
those in the U.S. Patients in the Me-
divation trial weren’t taking other
Alzheimer’s drugs at the same time,
which may have made it easier for
Dimebon to show an effect. In con-
trast, most U.S. study patients, in-
cluding those in the placebo group,
are taking currently available symp-
tomatic treatments.

Moreover, it isn’t clear how the
drug works to improve Alzheimer’s
symptoms.UnlikemanyofotherAlz-
heimer’s drugs in development,
Dimebon doesn’t work on amyloid,
a sticky substance from the brain
thought to be a cause of the disease.
Instead, it appears to affect themito-
chondria, the energy center of the
cell, andpotentially stimulatenerve-
cell growth.

Despite the criticisms, the Rus-
sian study, which was designed as a
mid-stage Phase II trial, has since
been accepted as a Phase III “piv-
otal trial” by theU.S. Food andDrug
Administration, which means the
company needs only to replicate
the results in order to file for drug
approval. That trial is under way,
with one-year results expected in
2010.

By Eric Bellman

SINGUR, India—The standoff
over Tata Motors Ltd.’s new car
plant in the state of West Bengal
showed early signs of a possible
resolution when the two political
parties at the center of the dispute
agreed to meet Friday.

Representatives of the ruling
Communist Party of India (Marx-
ist), which supports the Tata plant,
will meet with officials from the ri-
val Trinamool Congress, which op-
poses it, at a meeting hosted by the
state governor, Gopal Krishna Gan-
dhi. It was unclear whether repre-
sentatives from Tata would attend.

The meeting was designed to
find a resolution to a standoff that
has become an international em-
barrassment for West Bengal, and
India, as it seeks to attract invest-
ment and speed industrialization.

Mumbai-based Tata has been
forced to stop work on the con-
struction of the plant and to make
plans to move elsewhere because
of protests by farmers, activists
and others over what they view as
the unfair seizure of land from
farmers to build the facility. The
400-hectare site was scheduled to
start manufacturing the world’s

cheapest car—the $2,500
Nano—as soon as next month.
Mamata Banerjee, head of the Tri-
namool Congress, said her side is
ready to talk. “We are progressing
toward a solution,” she said, but
the party remains adamant that
160 hectares be returned to farm-
ers.

So far, the federal government
has declined to get involved. But it
is willing to help resolve the crisis
if asked, Heavy Industries Minister
Sontosh Mohan Dev said Wednes-
day.

“If they come to us, wewill inter-
vene, help. On our own,we don’t in-
terfere in privatematters,”Mr. Dev
told reporters on the sidelines of
an industry event.

Meanwhile, pro-Tata demon-
strators appeared at the site
Wednesday, a day after the com-
pany said it is making plans to
move. A small group of suppliers
and contractors who would serve
the plant called forwork on the site
to restart. Worried that there
could be a clash between the two
sides, police kept them at a dis-
tance from the complex and from
protesters opposing the project.
 —Santanu Choudhury

in New Delhi
contributed to this article.
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Abu Dhabi sets up company
to finance moviemaking

Personal Journal

By Stefania Bianchi

DUBAI—State-owned Abu Dhabi
Media Co. said Wednesday it set up
a film-financing company that will
spend more than $1 billion to fund
and produce as many as 40 movies
over the next five years.

Backed by the oil-rich Abu Dhabi
government, the company—called
imagenation abu dhabi—said it
plans tomake asmany as eight films
a year.

“We are bringing Hollywood and
the international production com-

munity to Arabia,” said Edward
Borgerding, chief executive of Abu
Dhabi Media and imagenation, in a
statement.

Abu Dhabi is using bumper oil
revenues to diversify its economy
andposition itself as a regional tour-
ism, business and transportation
hub.

The prospect of new cashmay be
welcome to some Hollywood stu-
dios, which are struggling to fi-
nance big-budget movies amid an
economic slowdown. With the U.S.
market largely flat, entertainment
andmedia companies are looking to
international ventures to expand
business.

The emirate has already signed
deals with some of the world’s big-
gest entertainment and media com-
panies. It is working with Holly-
wood studio Metro-Goldwyn-
Mayer Inc. in an entertainment-
complex project based on MGM’s li-
brary of 4,100 films, which include
the Pink Panther, Rocky and James
Bond franchises.

Warner Brothers Entertainment,
a unit of Time Warner Inc., is also
planning a theme park and hotel,
alongwith cinemas across the emir-
ate. And the New York Film Acad-
emy will open a film school in Abu
Dhabi this month.

Probe of Spanair crash
points to series of errors
Flaps didn’t extend
as horn failed to alert
pilots of any danger

GLOBAL BUSINESS BRIEFS

Corning Inc.

Corning Inc. lowered its third-
quarter profit and sales forecasts,
citing lower-than-expected ship-
ments of liquid-crystal-display
glass as themarket attempts to cor-
rect an oversupply in LCD televi-
sions. Chairman and Chief Execu-
tiveWendell Weeks said the drop in
orders had been greater than antici-
pated and may continue into Sep-
tember. He said the company “con-
tinues to see evidence of ongoing
strength in the retail market for
LCD TVs.” The maker of LCD glass
and fiber-optic equipment expects
earnings of 43 cents to 45 cents a
share, down from the 48 cents to 51
cents a share it predicted in July.

CORPORATE NEWS

Setting sail
More companies are
getting into the megayacht
business > Page 30

Signet Group PLC
U.K.-based jewelry companySig-

net Group PLC reported a sharp
drop in second-quarter profit, bat-
tered by weak sales in its core U.S.
operations. Net profit in the quarter
ended Aug. 2 slumped 48% to
$19.1 million from $36.7 million a
year earlier, while total sales were
down 2.4% to $768.6 million. In
stores open for at least a year, sales
fell 4.5%, pulled down by a 5.8%
drop in the U.S., which accounts for
around 75% of Signet’s total sales.
The company is scheduled to make
its debut on the New York Stock Ex-
change on Sept. 11, moving its pri-
mary listing from the London Stock
Exchange. Signet operates 1,973
stores, including 1,414 in theU.S. un-
der the retail brands Kay Jewelers
and Jared the Galleria of Jewelry, as
well as a number of regional stores.
In the U.K., Signet operates 559
stores under the H. Samuel, Ernest
Jones and Leslie Davis brands.

Alitalia SpA

Alitalia SpA’s government-ap-
pointed administrator,AugustoFan-
tozzi, confirmed that he has re-
ceived a preliminary offer to pur-
chase a “significant amount” of Ali-
talia assets fromCia. Aerea Italiana,
a group led by Piaggio SpA Chair-
man Roberto Colaninno. In a state-
ment issued by Alitalia, Mr. Fan-
tozzi said he reserved the right to ex-
amine the offer and to start negotia-
tions. According to a rescue plan de-
veloped by bank Intesa Sanpaolo
SpA, CAI will purchase assets from
Alitalia and merge them with
smaller rival Air One SpA. Thurs-
day, representatives of the carrier’s
nine unions are scheduled to meet
with government officials to dis-
cuss the proposed rescue plan and
its impact on employment, the Ital-
ian labor ministry said in a state-
ment Wednesday evening.

ArcelorMittal SA

The world’s largest steelmaker,
ArcelorMittal SA, said it would
jointly develop a manganese mine
in South Africa in a deal valued at
$432.5 million. The Luxembourg-
based companywill work with Kala-
hari Resources Inc. and South Afri-
can state-owned Industrial Develop-
mentCorp. to formKalagadiManga-
nese, in amove tosecure itsownsup-
plies of key raw materials. Arcelor-
Mittal will have a 50% stake in the
company, which will develop amine
and an ore-treatment complex in
Northern Cape Province and a
smelter complex in Eastern Cape
Province. The company said the re-
gion has enough high-grademanga-
nese ore to support the mine for
more than 20 years. Manganese is
added to some types of steel to
make it stronger. Kalahari Re-
sources is a majority black-owned
company that forms part of a South
African initiative to give local peo-
ple a stake in the country’s richmin-
eral resources.

—Compiled from staff
and wire service reports.

British Airways PLC

BritishAirwaysPLCsaid passen-
ger traffic fell in August from a year
earlier and that it filled fewer seats,
highlighting a weakness in con-
sumer spending. Traffic, a measure
combining revenue, passenger num-
bers and distance flown, dropped
1.6% from a year earlier. The total
number of passengers was down
3.2% to three million as a 2.2% in-
crease in premium traffic failed to
offset a 2.1% drop in non-premium
traffic. With capacity up 1.9%, BA’s
load factor, which measures how
many of the airline’s available seats
are filled with paying passengers,
fell 2.7 percentage points to 77.3%.
The carrier said market conditions
remain “very difficult” in light of a
stronger dollar.

DSG International PLC

DSG International PLC reported
a worse-than-expected drop in first-
quarter sales, as soaring food and
fuel costs and a lack of economic
growth left consumers with less to
spend. The British consumer-elec-
tronics retailer said like-for-like
sales, or sales at stores open at least
a year, fell 7% in the 16 weeks ended
Aug. 23 from a year earlier. Total
sales rose 4%, boosted by DSG’s on-
line operations, Dixons and Pixma-
nia. The company said its outlook for
the rest of the year was subdued as
the environment continues to be
challenging. The owner of PC World
and Currys said it plans to cut costs
by at least £25 million, or about $45
million, this year. DSG shares fell ini-
tially, but closed 8.1% higher at 57
pence in London as analysts raised
hopes that a three-year effort to turn
around the company might work.

By Andy Pasztor

The pilots of a Spanair jetliner
that crashed in Madrid last month
failed to extend the aircraft’s flaps
before trying to takeoff, according
topeople familiarwith the investiga-
tion, and a suspected electrical mal-
function kept them from getting a
cockpit warning about the danger.

Preliminary data obtained from
apair of so-calledblack boxes recov-
ered from the wreckage of the Mc-
Donnell Douglas MD-82 indicate
that both engines were working
properly and there was no fire be-
fore impact, these people said. But
the flight-date recorder shows that
theplane’s flaps,movable devices at
the rear of thewings that provide ex-
tra lift neededat takeoff,weren’t ex-
tended, according to these people.

Usually, that would have trig-
gered a loud horn in the cockpit
alerting the pilots that the plane
wasn’t properly configured for take-
off. In the last few days, investiga-
tors have focused on the theory that
some sort of electrical defect or
problems with circuit breakers pre-
vented the horn from sounding,
these people say. According to one
person familiar with the details, in-
vestigators also are looking into
why the normal pre-takeoff check-
list failed to pinpoint that the flaps
hadn’t been extended. One person
familiarwith thedetails said investi-
gators, amongother things, are look-
ing into whether the cockpit crew
was distracted or hurried through
the check.

Crash investigators haven’t re-

leased this accident scenario and it
still could change as the probe con-
tinues. One reason the automatic
cockpit warning horn didn’t sound
might have been because some of
the airplane’s logic circuits mistak-
enly sent signals indicating the
MD-82 was already in the air. The
horn is designed togive a loudwarn-
ing—but it operates only when the
plane’s systems show the aircraft is
on the ground.

Loaded with tourists headed for
the Canary Islands at the height of
the summer travel season, the twin-
engine jet barely lifted off the run-
way, veered to the right and
smashed its tail on the ground three
times while traveling about 1,200
meters before breaking up in a fire-
ball. The crash killed 154 people.

Investigators are looking into
the roleof amalfunctioningoutside-
temperature sensor, whichmechan-
ics apparently disabled before the
tragic takeoff. The operation of the
sensor itself is unlikely to have any
direct impact on the plane’s ability
to fly, according to aviation-safety
experts. But theproblemwith the se-
nor may have been a signal of re-
lated problems affecting other elec-
trical circuits.

One retired pilot familiar with
the electrical circuits of the MD-80
family of aircraft said problems
with the probe could have been a
sign of related electrical problems
affecting other circuits.

The plane’s unusually nose-high
position and the rolling motion of
the wings described by eyewit-
nesses, according to this retired pi-
lot, is consistentwith handlingchar-
acteristics of a takeoff without
flaps.

Spokesmen for the airline, which
is owned by Scandinavian airline
SAS AB, and Spanish investigators
havedeclined to commenton thede-
tails of the investigation.

OAO Gazprom

Russia’s OAOGazprom signed an
agreement to set up a joint venture
with Nigerian National Petroleum
Corp., as the company seeks to real-
ize its growing appetite for African
oil and gas deals. The two state-con-
trolled companies will work to-
gether on exploration, production,
transportation, gas refiningand con-
struction of electric-power infra-
structure in Nigeria, Gazprom said.
The Nigerian government said in
January that Gazprom would spend
$1 billion to $2.5 billion developing
the country’s gas sector. The ven-
ture will be Gazprom’s first project
in theWest African country. Nigeria
was until recently Africa’s largest
oil exporter.

Lonmin PLC

Anglo-Swiss miner Xstrata PLC
has until Oct. 2 to disclose a firm in-
tention to buy U.K.-listed platinum
producer Lonmin PLC orwalk away,
the U.K.’s takeover panel said
Wednesday, following a request
from Lonmin’s financial advisers,
Citigroup Inc. and Greenhill & Co.
Lonmin’s board wants Xstrata to in-
crease its proposed £5.6 billion
($9.98 billion) hostile takeover pro-
posal. Xstrata is reviewing propos-
als from banks for a $15 billion loan
to fund its all-cash Lonmin bid and
refinance part of its own existing
debt, people familiar with the situa-
tion said. An Xstrata spokeswoman
said the company doesn’t “expect
any impediments to securing the
necessary financingwithin the time-
line agreed on with the U.K. take-
over panel."

Prudential PLC
PrudentialPLCagreed to a £1 bil-

lion ($1.78 billion) deal to provide a
bulk annuity policy toCable&Wire-
less PLC, the year’s biggest such
deal in the U.K. Cable & Wireless
agreed to buy insurance policies for
all of its retired workers, who make
upa thirdof thepension fund’smem-
bership andhalf of its £2.1 billionas-
sets. To Prudential, the premium
will be worth £100 million a year.
Rising life expectancy and ever-
tighter pension regulation has
made such deals increasingly popu-
lar in theU.K. The pact is the second
big pension deal for the U.K. insurer
this summer, which also reinsured
part of the RankGroup pension fund
in a deal with Goldman Sachs.

Bertelsmann AG

Edward Volini, 51 years old, is
stepping down as deputy chairman
and chief operating officer of Ber-
telsmann AG’s Random House Inc.
effective Sept. 30. Mr. Volini joined
Random House’s Ballantine Books
imprint in 1997 in an administrative
capacity. Beginning in 2001, he en-
joyed a rapid climb under Peter Ol-
son, Random House’s former CEO.
Mr. Olson stepped down earlier this
year and was succeeded by Markus
Dohle, who will assume Mr. Volini’s
responsibilities.

Daimler AG

Zetsche predicts Smart
will make a profit this year

German car maker Daimler AG
will make a profit at its Smart divi-
sion this year, Chief Executive Di-
eter Zetsche said. The tiny two-
seater has never been as successful
as now, Mr. Zetsche said. After the
brand posted billions of euros in
losses over several years, it re-
ported positive figures last year. To
break even, Smart reduced its offer-
ing to just the Fortwo model. Daim-
ler has sold one million of the cars
since its introduction in July 1998.
At the beginning of this year, the
Stuttgart-based company intro-
duced the Smart to the U.S. market,
together with sales partner Penske
Automotive Group. The car will be
available in China by the middle of
next year, and the first electric
Smart car of the current generation
is planned for 2010.

Staples Inc.

Staples Inc. said fiscal-second-
quarter profit fell 16% on weakness
in North American results, and the
office-supplies retailer stuck to its
low-growth outlook for the year. In
the three months ended Aug. 2, the
U.S.-based company earned $150.2
million, or 21 cents a share, down
from $178.8 million, or 25 cents, in
the year-earlier period. Sales rose
18% to $5.07 billion. Excluding the
company’s July acquisition of Cor-
porate Express NV, Staples reported
sales grew 3% to $4.4 billion. In
North America, sales were down 1%
overall but same-store sales—those
at outlets open at least a year—fell
7%. International sales grew 17% in-
cluding the benefits of theweakU.S.
dollar but just 6% in local currency.
For the fiscal year, the company con-
firmed the estimates it gave last
month when it cut its view.
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T HE U.S. Federal
Reserve said
economic condi-

tions remain “slow”
as consumers pull
back and focus on es-
sentials, though ex-
ports continue to pro-
vide some boost to
the economy.

Businesses reported that they’ve raised retail
prices in response to the recent sharp increase in
material and other input costs. However, many Fed
district banks noted declining energy and commod-
ity prices, which along with restrained wages
should keep inflation from accelerating.

“The pace of economic activity has been slow in
most Districts,” the Fed said in its ‘beige book’ sum-
mary of economic activity.  –Brian Blackstone

Greek and Turkish leaders
seek peace agreement

Fed says strong exports
support ‘slow’ economy

C YPRUS’S rival
Greek and Turk-
ish leaders

started peace talks
Wednesday and said
they hoped for a deal
soon aimed at reunit-
ing an island divided
by war 34 years ago.
Cyprus President Dimi-

tris Christofias, right,met for twohourswith Turkish
Cypriot leaderMehmet Ali Talat, left, inside theU.N.-pa-
trolled zone that separates the two communities. The
leaders emerged from the talks to express confidence
theywill reach a settlement. Theywillmeet again Sept.
11, U.N. officials said. Cyprus—an island of fewer than a
million inhabitants—has been divided since 1974,when
Turkey invaded in response to a coup aimed at uniting
the islandwith Greece.  —The Associated Press

IG Metall may seek 7% to 8% raise

Pakistan says U.S.-led raid has killed 20
NATO is accused
of crossing border;
relations deteriorate

O NE journalist
was shot to
death and an-

other hospitalized
with a fractured skull
in separate attacks in
Russia’s Caucasus re-
gion that are likely to
further worsen Rus-
sia’s reputation as a

hostile environment for the media. In the Russian
province of Dagestan, television journalist Telman Al-
ishaev died Wednesday morning after he was shot in
the head by two men Tuesday night.

Separately, in the North Caucasus city of Nalchik,
Miloslav Bitokov, was hospitalized with a skull frac-
ture. The latest attacks came after the owner of an
opposition Website in nearby Ingushetia was shot
through the head by police. —Alan Cullison

P AKISTAN ACCUSED U.S.-led
forces in Afghanistan of lead-
ing a cross-border raid into a

Pakistani village that killed 20 peo-
ple, including women and children,
further heightening tensions be-
tween the two allies.

The alleged raid came on a cha-
otic day that also included a failed

attack in Islamabad on the motor-
cade of Pakistan’s prime minister,
Yousaf Raza Gilani. Pakistani offi-
cials said that suspected Islamic
militants fired gunshots at vehicles
that had been sent to pick upMr. Gi-
lani at the airport. The Pakistani
leader wasn’t in his car at the time
and was unhurt.

The two events, though hun-
dreds of miles apart, added to the
uncertainty hanging over
Pakistan ahead of elections
Saturday that are expected
to install Asif Ali Zardari,
the widower of slain
former Prime Minister
Benazir Bhutto, in the pres-
idency.

Mr. Zardari is expected
to win easily because his
supporters dominate the
electoral college that se-
lects the president. He will
replace President Pervez
Musharraf, who resigned
lastmonth after a bruising,months-
long political battle and under
threat of impeachment charges.

Mr. Musharraf was a Bush ad-
ministration favorite who had
strongly supportedU.S. counterter-
rorism operations in the region.
American officials are far more
wary about Mr. Zardari, whose
party has talked about pursuing
peace talks with the Islamic mili-
tants operating freely frombases in-
side Pakistan’s lawless tribal re-
gions.

The administration’s relation-

shipwith Pakistan’s new leadership
could be tested further by the pur-
ported predawn raid on the village
of Musa Nikow in Pakistan’s South
Waziristan border area.

Maj. Gen. Athar Abbas, Paki-
stan’s chief military spokesman,
said that North Atlantic
Treaty Organization forces
flew into the remote vil-
lage on helicopters and car-
ried out operations that
leftmore than a dozen peo-
ple dead.

The raid, if confirmed,
would mark the first time
that NATO troops had
crossed intoPakistani terri-
tory in search of Islamic
militants.

NATO denied sending
forces into Pakistan. An official
with NATO’s International Security
Assistance Force said that ISAF
troops operate only in Afghanistan
and “don’t operate across interna-
tional borders or in the sovereign
territory of other nations.”

Lt. Col. Rumi Nelson-Green, a
spokeswoman for theAmericanmil-
itary in Afghanistan, said she had
no information about the pur-

ported raid and referred
questions to the U.S. Cen-
tral Command in Florida,
which oversees thewars in
IraqandAfghanistan. Cent-
comofficials also said they
had no information about
the alleged raid.

The attack drew fierce
condemnations from re-
gional politicians in the
border area. “It is outra-
geous,” said Owais Ahmed
Ghani, governor of North
West Frontier Province, in

a statement. “This is a direct as-
sault on the sovereignty of Paki-
stan.”

Villagers said several bodies,
shot through the head, lay outside
homes targetedby the troops. An in-
dependent Pakistani television sta-
tion, ARY TV, quoted residents say-
ing two foreign soldiers were
wounded in the exchange of fire
with villagers.

The incident occurred after Paki-
stani authorities earlier this week
suspended military operations
against Islamist militants during

theMuslimholymonth ofRamadan.
Pakistan is becoming increas-

ingly concerned that U.S. military
operations are becoming more ag-
gressive in the tribal lands border-
ing Afghanistan as the number of
missile attacks has risen.

U.S. and NATO officials
say Pakistan needs to do
more to police the border
area, which they describe
as a safe haven for al
Qaeda and Taliban mili-
tants who train in Pakistan
and then cross intoAfghan-
istan to attack American
and NATO forces.

SeniorBushadministra-
tion and Pentagon officials
are increasingly con-
cerned about the situation

in Afghanistan, which has seen a
sharp increase in the number of at-
tacks and military fatalities. More
U.S. troops now die in Afghanistan
each month than in Iraq.

Adm. Mike Mullen, the chair-
man of the Joint Chiefs of Staff,
paid an unannounced visit to Paki-
stan in July to press Islamabad to
crack down on the border areas.
Last week, Adm. Mullen convened
an unusual summit of top U.S. and
Pakistani officials to further dis-

cuss the growing violence and insta-
bility there.

Unsure about the new Pakistani
government’s commitment to the
counterterror fight, the U.S. military
hasbeencarryingoutagrowingnum-
berof aerial strikesonsuspectedmil-
itant targets inside Pakistan.Most of
the strikes have involved missiles

fired from unmanned aerial drones.
In June, Pakistan said that an

American airstrike along the bor-
der killed 11 Pakistani paramilitary
securitypersonnel. U.S. officials ini-
tially said that all of the dead were
Islamic militants, but later agreed
to a formal joint investigation into
the incident.
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A Pakistani family heads home for Ramadan in the lawless tribal lands bordering
Afghanistan, which are straining U.S.-Pakistan relations ahead of the election.

Asif Ali Zardari

Yousaf Raza
Gilani
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By Roman Kessler

FRANKFURT—Germany’spower-
ful IG Metall union is preparing a
wage claim of between 7% and 8% in
upcoming talks with the country’s
automobile and machinery makers,
arguing that rank-and-file workers
expect more money to make ends
meet, union officials said.

But the push for more pay will
meettoughopposition fromthecoun-
try’s employers lobby, Gesamtmetall,
which argues that a gloomyeconomic
outlook for 2009 doesn’t allow for
wage increases of more than 3%.

TheEuropeanCentralBank,mean-
while, has often opposed wage in-
creasesthatrunaheadofproductivity
gains, and would worry that a hefty
rise could trigger a wage-price spiral
thatwouldhamper its ability tohit in-

flation targets.
IG Metall Chairman Berthold Hu-

ber scheduled a press conference for
Monday to announce the steering
board’s exact wage claim, based on
proposals from the union’s regions.

Representatives fromthree impor-
tant regions said the claim will likely
be between 7% and 8%, higher than
the 6.5% wage demand the union
asked for last year. It ultimately re-
ceived 4.1% for 2007, plus an addi-
tional 1.7% as of summer 2008.

The wage deal will cover 3.6 mil-
lionworkers, or about9%of the coun-
try’s work force, and include compa-
nies such as Siemens AG, Daimler AG
and EADS NV’s Airbus.

“Expectationshave risen from last
year, among Airbus workers too.
There is certainly no inclination to
hold back,” said Daniel Friedrich,

spokesman for the union’s northern
section.

The wage deal struck in 2007 ex-
pires Oct. 31. Workers are entitled to
launch first strikes Nov. 1.

IGMetall’s central Germannegoti-
ating section on Wednesday an-
nounced a proposition for a wage in-
crease of “at least 7%,” the union’s
head of negotiations Armin Schild
said.

IGMetall’s section inNorthRhine-
Westphalia, Germany’s most-popu-
lous state, said it would claim up to
8%.

But Gesamtmetall on Wednesday
said it can’t afford to give wage in-
creases of more than 3% because it
wantstoprotect the240,000jobs that
industry has added over the past
three years in the face of a looming
downturn of the economy.

By Zahid Hussain in Islamabad,
Pakistan, and Yochi J. Dreazen
in Washington

Two more journalists
are attacked in Caucasus
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U.S. stirred Tibetan revolt that still festers
History of movement
is big part of tension
with China today
By Peter Wonacott

DARJEELING, India—Chodak, an
83-year-old formermonk, fled Tibet
in thewakeof a bloodyChinese inva-
sion more than 50 years ago. Today,
he spends his days trimming wool
carpets at a refugee center perched
above the tranquil tea plantations
of this Indianhill town.Theplight of
Tibetan exiles like Chodak, and
their Buddhist message of nonvio-
lence, hasdrawnworld-wide sympa-
thy to their cause.

But Chodak’s story has a twist.
He is one of the last surviving guer-
rilla fighters who took up arms
against the Chinese during a little-
known chapter in Tibet’s history.
His life has been one of war, not
peace.

Starting in the late 1950s, the
U.S. Central Intelligence Agency
trained scores of Tibetans,
many of them monks, and
then air-dropped them
back to their country with
weapons and wireless ra-
dios. The linchpin of the
operation was an older
brother of the Dalai Lama,
the spiritual leader of 2.7
million Tibetans and today
aNobel Prize-winning sym-
bol of peaceful resistance.

“We were fighting to
protect Buddhism from
those who wanted to harm it,” said
Chodak in an interview, his eyes
now clouded with cataracts.

These days, armed with little
more than his message of peace
and the occasional chortle at
Beijing’s expense, the 73-year-old
Dalai Lama enjoys the upper hand
in a international public-relations
war. He inspires protests that em-
barrass the Chinese government
around the world, including during
the recently concluded Beijing
Olympics. He also provokes over-
the-top denunciations from Chi-
nese officials. During the unrest in
March, Tibet’s Communist Party
secretary, Zhang Qingli, accused
theDalai Lamaof sabotaging the re-
gion’s stability and described the
Buddhist leader as a “a wolf in
monk’s clothes, a devil with a hu-
man face.”

TheDalai Lama deflects such ac-
cusations with dry humor, saying
repeatedly that if Tibet’s freedom
movement ever became violent,
he’d step away from politics.
“Please investigate,” he said of the
charges that he inflamed Tibetan
protests in March. “If we are really
the instigator, we are awaiting pun-
ishment.”

He has said that he wasn’t
aware of the 1950s-era armed resis-
tance in the beginning, and that
upon learning about it, he didn’t en-
courage Tibetans to join it. He also
disavows any plan to see Tibet be-
come independent, pressing
merely for China to allow Tibetans
more local autonomy to preserve
their customs and language.

But the history of the resistance
movement—and the Dalai Lama’s
close family connection to it—re-
mains very much a part of the ten-
sions with China. It helps explain
why even rudimentary reconcilia-
tion talks—the next round is ex-
pected in October—have gone no-
where.

John Kenneth Knaus, a retired
CIA officer who led a covert Tibet
command center fromNewDelhi in
the 1960s, remembers the Dalai
Lama as torn—personally sympa-
thetic to his brave compatriots but
unwilling publicly to support a
bloody rebellion that ran counter
to his Buddhist belief in protecting
life.

“The Dalai Lama knew every-
thing that was going on, but he
couldn’t give his blessing,” says
Mr. Knaus, author of the 1999 book
“Orphans of the ColdWar: America
and the Tibetan Struggle for Sur-
vival.”

Gyalo Thondup, one of the Dalai
Lama’s brothers and the former re-
sistance leader, declined to be in-
terviewed for this article. “It’s a
very sensitive and inopportune
time to talk, from the points of
view of many different parties,”
said one of his sons, Tempa
Thondup, in a message conveyed
from the elder Mr. Thondup. Peo-
ple who answered the door at Gy-
alo Thondup’s residences in New
Delhi and Kalimpong, India, said

the 80-year-old wasn’t at
home.

Stories recounted byTi-
betan resistance fighters,
including six surviving
guerrillas, demonstrate
the deep involvement of
Mr. Thondup in the CIA-
backed operation.

Mr. Thondup came to
the resistance movement
with rare qualities for Ti-
betans of his genera-
tion—a fluency in Manda-

rin and an understanding of Chi-
na’s history. In 1949, he was study-
ing in the wartime capital of Nan-
jing when the People’s Liberation
Army vanquished the Nationalist
forces. Mr. Thondup and his Chi-
nesewife, the daughter of a Nation-
alist general, eventually settled in
Darjeeling, near the Indian border
with Nepal.

When the CIA made contact
with him in the early 1950s, Mr.
Thondup had been organizing es-
cape routes for Tibetans fleeing
Chinese rule. His wife, Nancy Chu,
helped establish the center where
refugees learned handicrafts so
they could make a living on Indian
soil.

A spokesman for the CIA de-
clined to comment on the Tibetan
operation.

The refugees arrived with tales
of misery and horror. Tsering
Dakpa, a Tibetan farmer, says in
1954 he watched Chinese soldiers
drag suspected rebels outside a vil-
lage and force them to dig a trench
filled with freezing water. The men
were stripped, thrown into the
trench and—when they didn’t an-
swer questions satisfactorily—
shot, according to Mr. Dakpa.

“Myheart stopped,” the 77-year-
old says of the execution. “I de-
cided then I’d join the resistance.”

That same year, the Dalai Lama
had gone to Beijing to meet with
China’s leaders, including Mao Ze-
dong, in hopes of securingmore re-
ligious and political autonomy for
Tibet. But back home, in the Ti-
betan region of Kham, an anti-
China resistance had already taken
root.

It was in Kham, in 1956, that one
of the most violent clashes oc-
curred, a days-long battle at the
Litang Monastery. One of the
Litang monks was Chodak, who
now works at the refugee center in
Darjeeling. He recalls a meeting in

which a Chinese general urged
them to abandon their weapons.
The monks carried weapons to de-
fend themselves from bandits.
Chodak says the general threat-
ened to burn down the monastery
if they didn’t comply.

“The Chinese said theywere pro-
tecting us, and that there was no
need to carry weapons,” says
Nawang Datha, another monk. “We
refused.”

Instead, the Litang monks
sneaked up at night and attacked a
nearby Chinese camp, according to
Mr. Datha and Chodak.

The Chinese army responded by
charging the monastery in a pre-
dawn raid. The Tibetans fought
back with homemade pistols, an-
tique rifles, axes and knives.

“Everybody was rushing here
and there,” says Chodak. “We
didn’t know who we were killing.”

Mr. Datha’s younger brother,
Tenlay Tenzing, managed to flee
the monastery earlier on the fami-
ly’s black horse. Chinese troops
shot the horse, but the monk kept
running. Coming upon the horse
carcass later, Mr. Datha feared his
younger brother had been killed—
only to be reunited later at their
parents’ home. When bombs from
Chinese airplanes were dropped on
the monastery, Chodak fled to Ti-
bet’s capital, Lhasa, a weeks-long
walk, but far from the fighting in
Kham.

China’s official history of the
fighting at Litang says the monks
reacted violently to Chinese efforts
to abolish a “feudal serf system”
and “slavery,” according to the
Web site of the Ganzi Tibetan Au-
tonomous Prefecture People’s Gov-
ernment, a part of Sichuan prov-
ince that includes Litang. The gov-
ernment accused Tibetan rebels in
the area of attacking military and
government officials, damaging
roads and bridges as well as rap-
ing, looting and killing. As a result,
the Communist Party of China ex-
tended “important orders for the
suppression of unrest,” the Web
site says, calling it a “war of libera-
tion.”

The events at Litang inflamed
passions across Tibet and helped
fuel the resistance movement.
Manymonks, left without amonas-
tery, shed their robes to fight the
Chinese. Warring Tibetan clans set
aside grievances to unite in battle.
The CIA laterwould gain several re-
cruits from Litang, who wanted to
match China’s soldiers with mod-
ern firepower andmilitary training
of their own.

One of the Litang monks, who
went by the name Lhotse and was
the older brother of Messrs. Datha

andTenzing, fled toDarjeeling, pos-
ing as a trader.When he arrived, he
knocked on the door of
Mr. Thondup.

The brother of the 14th Dalai
Lama, Mr. Thondup was already a
prominent figure among Tibetans
and his political sympathies were
well-known. After listening to
Lhotse recount the failed uprising,
Mr. Thondup responded with a
proposition.

“If you want to go for training,”
he said, “I may have a place to send
you.”

The monk agreed to the secret
mission, according to interviews
with his two surviving brothers,
whom he later told about the con-
versation.

In addition to Lhotse,
Mr. Thondup recruited five Ti-
betan fighters and sent them in
early 1957 for training with CIA in-
structors on the Pacific island of
Saipan. The Tibetans learned how
to operate a radio transmitter, fire
modern weapons and set up am-
bushes.

The Dalai Lama’s oldest
brother, Thubten Jigme Norbu,
served as a translator on Saipan.
Mr. Norbu, a retired professor of Ti-
betan studies at Indiana Univer-
sity, is now in poor health and un-
able to respond to comment, ac-
cording to his youngest brother,
Tendzin Choegyal.

After six months in Saipan,
Lhotse and a monk named Athar
parachuted back into Tibet. Travel-
ing with other rebels, the pair re-
layed radio requests for weapons
and supplies and kept the CIA ap-
prised of the resistance inside Ti-
bet.

Mr. Knaus, the former CIA of-
ficer, testified in writing to the U.S.
Congress in 1999 that the CIA made
two arms drops into Tibet in July
1958 and February 1959. These in-
cluded 403 Lee Enfield rifles, 60
hand grenades, 20 machine guns
and 26,000 rounds of ammunition.
By the late 1960s, Mr. Knaus esti-
mates, the CIA had dropped
700,000 pounds of supplies to the
rebels.

China’s attempts to quell unrest
around Lhasaworsened tensions. In
March 1959, the Dalai Lama sneaked
out of the city’s Potala Palace and
headed for India on horseback. The
CIA-trained rebels hooked up with
the Dalai Lama, sending radio up-
dates on his whereabouts to Wash-
ington.

As Tibet’s spiritual leader was
about to cross safely into India, the
rebels cheered andwaved. TheDalai
Lama waved back.

Chodak interpreted the wave as
“a long-distance blessing,” he says.

“Then we went back to fighting.”
The Dalai Lama’s aides say that

at the time the Tibetan leader didn’t
have a good grasp of the resistance,
or of how the CIAwas involved. “His
brother really kept him in the dark—
for his own sake,” says Tempa
Tsering, the Dalai Lama’s represen-
tative in New Delhi.

As Mr. Thondup filled out the
ranks of the CIA-backed resistance,
Mr. Datha and his brother Mr. Tenz-
ing also enlisted. Mr. Tenzing re-
calls arriving in 1959 at a secluded
training base in the Colorado Rock-
ies called Camp Hale. He gazed at
the pine forests and snow-covered
peaks. “I felt I was back in Tibet,” he
says. Tibetans would train secretly
in Colorado until 1964, according to
Mr. Knaus’s written testimony to
Congress.

Mr. Thondup traveled exten-
sively to publicize Tibet’s plight, re-
cruit fighters and forge links with
foreign intelligenceagencies. But in-
side Tibet, the resistance was wilt-
ing. China’s superior radio commu-
nications allowed it tooutmaneuver
fighters. Its air power crushed Ti-
betan fighters. Most of the agents
the CIA sent into Tibet were cap-
tured or killed.

In disarray, the rebels retreated
to a mountainous base known as
Mustang just beyond southern Ti-
bet insideNepal. Somany arrived at
Mustang that supplies were
stretched thin. Chodak says he sold
his sword and charm box—an amu-
let he wore around his neck—to buy
provisions. The rebels raided farms
inside Tibet for sheep that would
provide food and wool to fend off
the cold.

Infighting posed as grave a
threat to the Mustang operation as
the Chinese army. Several of the Ti-
betan fighters complained that the
commander was pocketing funds,
according to Mr. Tenzing. In 1968,
disgusted with what had become of
the resistance, Mr. Tenzing re-
turned to Darjeeling and opened a
dumpling restaurant.

For the Americans in the late
1960s, the operation was reaching
the end of its usefulness. The CIA
had closed training campsyears ear-
lier and was winding down supply
runs.Mired inVietnam, theU.S. gov-
ernment worried about getting
drawn deeper into another Asian
conflict. In 1972, President Richard
Nixonmet with Chinese leaderMao,
ushering in a new era of the U.S. and
China relationship.

For the Dalai Lama, a new stance
towardChinawould take shape, too.
In the early 1970s, he sought to dis-
band the rebels and end the blood-
shed. Chodak says he concluded his
war with the Chinese after a tearful
1972meetingwith the Dalai Lama in
Dharmsala.

Not everyone agreed to leave
Mustang. Some fighters shot them-
selves or slit their own throats
rather than disobey the Dalai La-
ma’s orders, according to his spokes-
man Tenzin Taklha.

By then, the fighting with China
was essentially over. In 1974, the
Dalai Lama huddled with aides in a
sunlit meeting room at his resi-
dence. “Wemade up ourminds that,
sooner or later, we would have to
talk with the Chinese government,”
he said in a recent interview. “Inde-
pendence was no longer relevant.”

The man who would serve as the
go-between with the Chinese gov-
ernment was someone both sides
knewwell. He was the Dalai Lama’s
older brother Gyalo Thondup.

Gyalo Thondup
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Guangzhou, China

R
USSIAN Prime Minister
Vladimir Putin has said he
suspects that U.S. agents
provoked last month’s
brief war in Georgia.

The Kremlin’s Exhibit A? Russian
soldierssay they foundapassportbe-
longing to Michael Lee White, a U.S.
Army veteran from Texas, in an out-
post used by Georgian special forces
lastmonth toattackpro-Russian sep-
aratists. On Thursday in Moscow,
military spokesman Col. Gen. Ana-
toly Nogovitsyn brandished a
blowupof thepassportatanewscon-
ference and declared that Mr.
White’s presence on the battlefield
“together with Georgian comman-
dos is a fact.”

Mr.White, itturnsout, isanitiner-
ant 41-year-old English-language
teacher in thisboomingcity insouth-
ern China. On Tuesday, he answered
the door at his spartan faculty apart-
ment at theGuangdongUniversity of
Business Studies wearing
flip-flops. He says he’s
never been to Georgia.

“I don’t know why the
Russian general would say
that,” he said during a
90-minute interview. “I
don’t know who would be-
lieve it.”

Russia’s invasion of
Georgia last month set off
a wave of condemnation in
the West. Since then, the
Kremlin has been scram-
bling to play offense in the
public-relations war. Mr.
White’s passport was por-
trayed on Russian state
televisionasa“gotcha”mo-
mentakin toNikitaKhrush-
chev’s unveiling of downed spy-
plane pilot Francis Gary Powers in
1960, at the height of the Cold War.

In the world of covert action,
there’sno sureway to identifyunder-
cover operatives. But a look at Mr.
White’s recent past, as well as inter-
views with him and his family,
turned up nothing to suggest he’s a
U.S. agentwhohelped instigateama-
jor global crisis.

AspokeswomanfortheCentralIn-
telligence Agency said Mr. White
doesn’t work for the CIA. “While we
do not as a rule confirm or deny em-
ployment with the agency, in this
case, any suggestion that Michael
Lee White is a CIA officer is wrong,”
saidMarie Harf. A spokeswoman for
the Office of the Director of National
Intelligence, the umbrella organiza-
tionforU.S. intelligenceagencies,de-
clined to comment.

The passport the Russians
showed off last week does appear to
have been Mr. White’s. He says it
looks to be the one he accidentally
left in the seat pocket of a Moscow-
New York flight in October 2005. “It
seems probable that some Russian
person on the flight picked it up,”
says Mr. White.

The U.S. State Department con-
firms Mr. White reported the pass-
portmissing in 2005 and that it was
canceled. Mr. White was issued a
new U.S. passport that year, and an-
other in 2008, both of which he
showed a reporter.

Mr.White says that, back in early
August, when fighting in the Geor-
gianprovinceofSouthOssetia inten-
sified and Russian troops moved

into Georgia in force, he was in Aus-
tin, Texas, helping to care for his
85-year-old father, who suffered a
stroke in the spring. Mr. White’s
brother, reached by phone in Austin,
confirms that account.

Mr. White left China on July 18
and returned on Aug. 28, the day of
Col. Gen. Nogovitsyn’s Moscow an-
nouncement, according to the exit
andentry stamps inhis currentpass-
port. Therewas no entry stamp from
U.S. authorities, who don’t always
mark the passports of returning
Americans.

That same day, Mr. Putin told
CNN and Germany’s ARD network
that Russia had found evidence that
U.S. citizens were on the battlefield
alongside Georgian troops. “We
have serious grounds to think there
were U.S. citizens right in the com-
bat zone,”Mr. Putin said. “Ifmy sup-
positions are confirmed, then that
raises the suspicion that somebody
in theUnitedStatespurposefully cre-

ated this conflict” with the aim of
“creating an advantage” for one of
the U.S. presidential candidates.

The White House dismissed Mr.
Putin’s statements as “patently
false” and “not rational.” A senior
Georgian official described the alle-
gations as “silly KGB propaganda.”

That’s not how many Russians
see it. Since the conflict started, leg-
islators, officials and local analysts
have embraced the theory that the
Bush administration encouraged
Georgia, its ally, to start thewar inor-
der to precipitate an international
crisis that would play up the na-
tional-security experience of Sen.
John McCain, the Republican presi-
dential candidate.

Milton Bearden, a highly deco-
rated former CIA operative, dis-
missed the notion that an intelli-
gence agent with any intelligence
would carry his passportwith him in
thefield,muchless lose it.Hecharac-
terized the Russian claims as “slap-
stick,” saying that if a passport is go-
ing to be held up as evidence of U.S.
meddling, “it shouldn’t belong to
someguy teachingEnglish inChina.”

Alexei Kondaurov, a KGB veteran
and critic of the Kremlin, said that
“using a ‘found’ passport to expose
the Americans seems really small-
time,” adding that “the Soviet
Union’s secret services never
stooped that low.”

Dmitry Peskov, a spokesman for
Mr. Putin, defended theprimeminis-
ter’s allegations, sayingRussianmili-
tary and intelligence officials would
release further evidence of U.S. in-
volvement “when they are ready.”

HesaidMr.White’spassportboreen-
try and exit stamps from the period
after 2005, but didn’t elaborate.

Mr. White says he first became
aware of his role in the geopolitical
drama last weekend, when he
started getting email queries about
it after his mother, unbeknownst to
him, did a radio interview in the U.S.
denying his involvement.

His family first became worried
Friday after seeing news reports of
the Russians’ claims about Mr.
White’s passport. The family feared
theChinese governmentwould hand
Mr.Whiteover to the “Russians tobe
tortured to get a confession out of
him,” Michael’s brother, John, said.
“It was excruciating.” (Russian law
forbids torture.)

Mr. White finally connected with
his family by email on Saturday.

In recent days,Mr.White says, he
has been trawling the Internet, try-
ing to get a grip onwhat is being said
abouthimandponderinghowhe can

get Web sites to “stop pub-
lishing all these stupid sto-
ries.”

Russian accounts high-
lighted his military service
as a sure sign he’s a govern-
ment agent. Mr. White says
he was in the U.S. Army
from 1992 to 1997 working
as a petroleum-supply spe-
cialist.Hedrove tank trucks
and fueled helicopters dur-
ing postings in Fort Camp-
bell, Ky., Germany and Bos-
nia, where he served with
peacekeeping forces.

The Army confirmed
Mr. White’s account of his
military service.

After leaving the Army
and finishing his bachelor’s degree,
Mr. White says he decided that, hav-
ing seen Eastern Europe, he wanted
to head to Asia for work. He got his
first teaching assignment in Beijing
in 1998.

Since then, he says, hehas largely
hopped from school to school in
China, Vietnam, Japan and Kazakh-
stan, with occasional breaks for
studying in theU.S., theU.K. andAus-
tralia. In2005, in themidstof a sepa-
ration from his Kazakh wife, he was
traveling from Moscow to New York
when he lost his passport, he says.

FromFebruarytoJulyofthisyear,
he taught English and business at a
private preparatory school in the
southernChineseboomtownofShen-
zhen, according to Mr. White and a
teacher at the school responsible for
recruiting foreign instructors.

Mr. White has a Wikipedia entry
now,which includes links toanold ré-
sumé he posted online when looking
for English teaching jobs, as well as
onetoaWebsite forabookhe iswrit-
ing with his father, Philip L. White,
an emeritus professor of history at
the University of Texas in Austin.

The book, “Nationality in World
History,” includes a chapter called
“The Evolution of the Russian Na-
tional Identity,” which Mr. White
says he drafted himself. There is
nothing in the book about Georgia,
Mr. White says. Though there is a
Georgian flag, among others, at the
top of the book’s Web site.

“I didn’t even know that,” he
says. “I was trying to choose ones no
one would recognize.”
 —Ellen Zhu, Andrew Higgins

and Louise Radnofsky
contributed to this article.
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Dispatch / By Gordon Fairclough and Gregory L. White

ON OTHER FRONTS

Moscow claims U.S. Army veteran
helped foment war in Georgia

Michael Lee White, a teacher from Texas, at his faculty
apartment at the Guangdong University of Business Studies,
shows his new passport.
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THE MART
BUSINESS OPPORTUNITIES

CAREER SERVICES

BUSINESS OPPORTUNITIES BUSINESSES FOR SALE

MACHINERY & EQUIPMENT

TRAVEL

CONSIDER U.S.A. MANUFACTURING
KELLER TECHNOLOGY builds

Industrial Machinery, Equipment
and Instruments.

Our capabilities include:
Engineering, Machining, Manufacturing,

Installation, and Service.
Contact: Peter Denes

Email: pdenes@kellertechnology.com
Phone: +704-659-7107
Fax: +704-875-8013

www.kellercontractmfg.com

REPRESENTATIVE-WEB BASED
National firm seeks representatives nationwide.

No competit ion. Work from home. Ful l

Time/Part Time. 100K + potential income.

Please Fax resume to:

561-697-8370

BUY DISCOUNTED MORTGAGE NOTES
at 55-65 Cents on the $$$
of collateral value. $50k min.
Secured by Real Estate.

10% - 16% Return
Limited Inventory
Call: 800-450-1173

info@adcapfunds.com

Investor Wanted
State-of-the-Art Health Clinic.

One of a kind. In need of start-up capital.
$500,000.00 required.

Hoping to expand across the U.S.
Principals only.

Call: 810-326-2597
E-mail: robert link@hotmail.com

à As with all investments,
appropriate advice should be obtained prior
to entering into any binding contract. à

Busiest street in Ft. Lauderdale, FL. Fastest
growing concept, free standing 3,500 sq ft
building, high gross very profitable. Opportunity
for franchising $425,000.

954-551-9249
frankandpatties@yahoo.com

Gourmet Fast Food
Restaurant

Brand New $30K.
Several units left from

never opened Copy center.
$3,995/delivered

HIGH SPEED OFFICE COPIER

352-257-3600
TOLL FREE 877-736-5091

www.copierinfo.biz

Save 60% First/Business
Major Airlines. Corp. Travel
www.cookamerican.travel

(212) 201-1824
WEWILL NOT BE UNDERSOLD

COOK
An American
Express Rep.

MAKE GREAT
CONNECTIONS
IN EUROPE.
THE WALL STREET
JOURNAL EUROPE.

To advertise

Emma Balogun

TheWall Street Journal Europe

+44 207 842 9608

emma.balogun@dowjones.com
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