
Computer problems forced the
London Stock Exchange to halt
trading for seven hours as the
world’s markets were surging,
leaving undone potentially bil-
lions of dollars in trading of
some of the world’s largest
companies. Page 1

n The U.S. government’s take-
over of Fannie Mae and Freddie
Mac won’t change the Federal
Reserve’s current course for in-
terest-rate policy. Page 1

nWaMu faces probation by
U.S. regulators, highlighting
the big home lender’s troubles
as it replaced its CEO. Page 17

n Altria is acquiring UST for
$10.3 billion to add smokeless
tobacco brands, such as Skoal,
to its cigarette line. Page 4

n German union IG Metall de-
manded a pay raise of 7% to
8% for its members, likely set-
ting up difficult talks. Page 8

n British producer prices fell
in August, which may lead the
Bank of England to cut rates if
inflation keeps easing. Page 10

n DHL Express foresees 13%
growth in Asia revenue this
year, thanks to robust docu-
ment- and package-delivery
business in the region. Page 5

n CEO contender Chris Vieh-
bacher will leave Glaxo in De-
cember, forfeiting a $5 million
retention bonus. Page 6

n Eni agreed to buy First Cal-
gary in a deal valued at $868
million as it continues a multi-
billion-euro spree to boost its
oil and gas reserves. Page 6

n Volkswagen’s Winterkorn
tried to play down tensions be-
tween VW labor unions and
Porsche, calling Porsche’s take-
over plan “welcome.” Page 6

n Alitalia’s unions came out
against the government’s plan
to restructure the struggling
carrier. Page 7

n A U.A.E.-based fund is in ad-
vanced talks with Banco
Santander and Union Fenosa
about buying their stakes in oil
company Cepsa. Page 7

Stocks take off
in global cheer
for U.S. rescue

Medvedev pledged to pull Rus-
sian troops out of Georgian terri-
tory around South Ossetia and
Abkhazia within a month, avert-
ing a conflict with the EU. The
deal, reached in talks with
Sarkozy, includes the deploy-
ment of 200 EU monitors. Some
analysts are questioning whether
the Bush administration misread
Russia’s angry signals ahead of
the Georgia conflict. Pages 2, 3
n Georgia urged the U.N.’s top
court to order a halt to what it
called ethnic cleansing by Rus-
sian and separatist forces.
n Bush rescinded plans for a nu-
clear-cooperation agreement
with Russia. Rice is trying to
shore up nonproliferation initia-
tives with other nations. Page 8

n The U.K. trial of eight men
accused of plotting to blow up
flights with liquid explosives in
2006 ended with a mixed ver-
dict, a setback for investigators
in a major terrorism case. Page 2

n Hurricane Ike rolled across
Cuba, downing power lines and
destroying homes, after killing
dozens in Haiti. It appeared
headed for Texas or Louisiana.

n U.S. drones fired missiles at
a house and Islamic seminary in
Pakistan linked to a Taliban
leader, killing at least 20 people,
including several foreign mili-
tants, Pakistani officials said.
n Two videos from Afghanistan
obtained by the Associated Press
show several dozen bodies lined
up, including children, the appar-
ent aftermath of an Aug. 22
U.S.-led strike the Afghan govern-
ment says killed 90 civilians.

n Ukraine Premier Tymoshenko
was summoned by prosecutors
to be questioned Thursday, the
latest chapter in her struggle
with the president. The reason
for the summons was unclear.

n Sri Lanka plans to bar all for-
eign aid workers and many local
staff from rebel areas in the
north because of the civil war.

n Pirates off Somalia’s coast at-
tacked Chinese, Singaporean
and Thai vessels, but all three
crews avoided hijackings.

n EU observers said Angola’s
election was transparent and vot-
ers could freely choose, though
the playing field was uneven.
Partial results showed the ruling
party with 81% of the vote.

Fed likely to hold steady
after mortgage bailout

Editorial&Opinion

By Sudeep Reddy
And Jon Hilsenrath

TheU.S.government’s takeoverof
Fannie Mae and Freddie Mac won’t
change the Federal Reserve’s current
course for interest-rate policy. Amid
a worsening credit storm and im-
proved inflation backdrop, the Fed
looks increasingly likely to keep its
benchmark interest rate unchanged
at 2% well into next year.

Even before the weekend take-
over of the mortgage giants, the
prospect of Fed rate increases had
been receding. Falling commodity
prices, a rising jobless rate, a stron-
ger dollar and a slower global econ-
omyhad all taken considerable pres-
sure off central-bank policy makers
to push rates higher to fight infla-
tion. They hold their next interest-
rate-setting meeting next week.

“It seems clear that inflation
risks have diminished somewhat in
recent months as commodity prices
have come down from their high,”

JanetYellen, SanFranciscoFedPres-
ident and a nonvoting member of
thepolicy-settingFederalOpenMar-
ket Committee, said in a speech last
week. She added that she expects
“both headline and core inflation to

Please turn to page 31

Global stock markets jumped
Monday, with bank shares leading
the way, in an endorsement of the
U.S. government’s plan to take con-
trol of mortgage giants Fannie Mae
and Freddie Mac.

Investors bet that the rescuewill
remove some of the uncertainty

that has haunted markets for
months and could lower mortgage
rates, aiding the troubled housing
market.

In Asia, financial stocks, hit par-
ticularly hard this year in part be-
cause of concerns over the health of
Fannie and Freddie debt on their
books, surged. While Japan’s Nikkei
Stock Average of 225 companies
lifted 3.4%,MizuhoFinancial Group
jumped 12% and Sumitomo Mitsui
Financial Group soared 15%.

In Europe, France’s CAC-40 In-
dex rose 3.4% to4340.18 andGerma-
ny’s DAX Index climbed 2.2% to
6263.74 The pan-European Dow
Jones Stoxx 600 Index rose 3.3% to

Please turn to page 31

LSE shut out of big day
by a computer problem
Trades worth billions
left uncompleted;
worldmarkets surged

Monday’s trading glitch comes at a critical time for the London Stock Exchange
and its chief executive, Clara Furse.

Standing up to Russia
The EU finds a common view on
dealing with Moscow’s aggres-
sion. State of the Union. Page 12
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What’s News—
Business & Finance World-Wide

Source: WSJ Market Data Group

Little Fed traction
Mortgage rates didn’t fall as hoped
over the past year despite deep rate 
cuts by the Federal Reserve
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In a reversal, exchange
fragmentation is new rage
HEARD ON THE STREET | PAGE 17

Energy-focused consumers
energize computer makers
CORPORATE NEWS | PAGE 6

By Laura Santini in Hong Kong,
Andrea Tryphonides in London
and Peter A. McKay in New York

By Neil Shah
And Carrick Mollenkamp

LONDON—A system failure at
the London Stock Exchange ren-
dered investors unable to trade
shares in someof theworld’s largest
companies Monday, leaving billions
of dollars in business undone on one
of Europe’s heaviest trading days in
months.

In a blow to the 300-year-old ex-
change and its chief executive, Clara
Furse, trading in shares of compa-
nies such as U.K.-based bank Bar-
clays PLC and pharmaceutical giant
GlaxoSmithKline PLC ground to a
halt for more than seven hours as
the LSE grappledwithwhat it called
a “connectivity” problem.

The failure, which began just be-
fore 9 a.m. in London, effectively
shut down about a third of Euro-
pean trading as markets were surg-
ing on news of U.S. regulators’ deci-
sion to bail out mortgage lenders
Fannie Mae and Freddie Mac.

The glitch occurred at a critical
time for the LSE, where Ms. Furse
faces a battle to maintain market
share amid growing competition
from upstart trading platforms. It
was the second technical failure at

Please turn to page 31

Money & Investing > Page 17

Markets 4 p.m. ET
NET PCT

MARKET CLOSE CHG CHG

DJIA 11510.74+290.43 +2.59
Nasdaq 2269.76 +13.88 +0.62
DJ Stoxx 600 281.30 +9.06 +3.33
FTSE 100 5446.3 +205.6 +3.92
DAX 6263.74+136.30 +2.22
CAC 40 4340.18+143.52 +3.42

Euro $1.4209 -0.0056 -0.39
Nymex crude $106.34 +0.11 +0.10
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CORRECTIONS &
AMPLIFICATIONS

By Gregory L. White
And Marc Champion

MOSCOW—Russian President
Dmitry Medvedev pledged to pull his
troops out of Georgian territory
around two separatist regions within
a month, averting a conflict with the
EuropeanUnion,Russia’s largesttrad-
ing partner.

The agreement, which came after
morethanfourhoursof talksbetween
Mr. Medvedev and French President
Nicolas Sarkozy, looked to be a step
away from the brink that
Russiaand theWest seemed
to be approaching in the
tense aftermath to last
month’s five-day war in
Georgia.

Mr.Medvedev hailed the
EU’s “rather balanced” ap-
proach,notingthatsomeEu-
ropean countries had called
for sanctions against Mos-
cow. He also criticized the
U.S. for what he described
as military aid disguised as
humanitarianassistance.Washington
has denied that characterization.

Mr. Sarkozy’s trip to Moscow was
an important testof theEU’s ability to
influence Russia. Last week, the bloc
agreed to a rhetorically tough state-
ment condemning Russia’s continued
occupation of Georgia at an emer-
gency summit, but it took no substan-
tive action.

TheU.S.hascondemnedMoscow’s
invasion of its ally Georgia, leaving
the diplomatic efforts to resolve the
conflict to theEU,where Franceholds
the revolving presidency.

Though Mr. Sarkozy succeeded in
brokering a cease-fire deal Aug. 12,
the vagueness of that pact led to
sharp tensions in the weeks that fol-
lowed. Europe and the U.S. accused
Moscow of failing to live up to the
terms, while the Kremlin insisted it
was in full compliance.

Monday’s agreements addressed
two of the thorniest areas of conten-
tion: the continued presence of Rus-
sian troops outside SouthOssetia and
Abkhazia, another Russian-backed
separatist region, and international
discussionson the futurestatusof the
enclaves.

Mr. Medvedev said Russia agreed
to begin pulling out some of its
troops within the next week from
posts near the port of Poti and amili-
tary base in Senaki. Russia pledged
to pull the rest out within a month,

once the EU has deployed
200 monitors to patrol the
border areas around South
Ossetia and Abkhazia. But
Russia resisted EU pressure
to allow the monitors into
the separatist regions them-
selves.

Meanwhile, inTheHague,
the International Court of
Justice on Monday began a
three-day hearing to decide
whether it has jurisdiction
overGeorgia’sclaimthatRus-

sia’s actions amount to ethnic cleans-
ing.

Citing a 1965 treaty, the Conven-
tionontheEliminationofAllFormsof
Racial Discrimination, which both
countries ratified, Georgia wants the
worldcourt toorderRussia to remove
its forces and pay compensation.

Messrs. Medvedev and Sarkozy
also agreed to convene an interna-
tional conference on the future of the
two enclaves in Geneva on Oct. 15.

Setback seen in plot trial
Jury fails to agree
if 7 of 8 men worked
to blow up airlines
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Russia agrees to pull out
of Georgia within month
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By Alistair MacDonald
And Carrick Mollenkamp

LONDON—The trial of eight men
accused ofplotting toblowup trans-
Atlantic flights with liquid explo-
sives in August 2006 ended with a
mixed verdict, in a setback for inves-
tigators in themajor terrorismcase.

Aftermorethan50hoursofdelib-
erations, the jury couldn’t agree on
whether seven of themen plotted to
blow up the airliners. But, it found
three of them guilty of a separate
charge, conspiracy to commit mur-
der, and it found oneman not guilty.

The Crown Prosecution Service
saiditwasconsideringrequestingare-
trial. In Britain, prosecutors typically
haveas longassevenweeks todecide.

The plot, which investigators
said could have causedmassive loss
of lives and rivaled the Sept. 11 at-
tacks in scale, paralyzed air travel in
the U.S. and Europe, and led to re-
strictions still in place against carry-
ing liquids onboard flights.

The jury decision was bound to
leave Scotland Yard disappointed,
said a person familiar with the gov-
ernment work.

Aseparate concernwas thatMus-
lim communities, who at times have
seen U.K. police as too quick to ar-
rest after several raids on suspects

who turned out to be innocent,
would view the jury decision as
proof that the U.K. authorities are
heavy-handed against Muslims in
Britain. In this case, the govern-
ment initially rounded up24people.

The British government has
been trying in recent years to reach
out toMuslim communities in an ef-
fort to prevent the radicalization of
Muslims living in Britain.

On Monday, the court found Ab-
dullaAhmedAli,describedasthering-
leaderofthegroup,AssadSarwarand
TanvirHussainguiltyofconspiringto
murder hundreds of people.

The trial considered charges that
the men, mainly from East London,
plannedtosmuggleexplosivesinsoft-
drink bottles onboard aircraft flying
from London’s main Heathrow air-
port to North America. The home-
made devices would then have been
set off in flight, causing carnage in
the skies, prosecutors allegedduring
the three-and-a-half-month trial.

But after the long deliberations,
the jury failed to reach a verdict on
conspiring to target aircraft, mean-
ing that four other defendants—
Ibrahim Savant, Arafat Waheed
Khan, Waheed Zaman and Umar Is-
lam—have so far been convicted of
onlyminor offenses. An eighthman,
Mohammed Gulzar, was found not
guilty on all counts.

The seven men pleaded guilty to
thechargeofplottingtocommitpub-
lic nuisance by distributing videos
threatening suicide bomb attacks.

Thedecisionshowsthat“thebusi-
ness of investigating terrorist of-

fenses is very, very difficult and ter-
rorist groups have becomemore ex-
pertatavoidingincriminatingthem-
selves,” said Paul Wilkinson, a pro-
fessor at the Centre for the Study of
Terrorism and Political Violence at
St. Andrew’s University in Scotland.

Last year, Britain’s domestic in-
telligence agency, MI5, said that its
antiterrorist forces must keep
abreast of 200 networks with some
1,600 identified individuals.

The big debate among investi-
gators, which the mixed verdict is
likely to heighten, is when to
move in on a suspected plot.
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Coca-ColaCo. andChinaHuiyuan
Juice Group Ltd. would hold 37% of
China’s low-end juice-drink market,
whichmakesupmore than70%of the
nation’s overall juice market, accord-
ing to ACNielsen data presented by
Merrill Lynch & Co. An International
Investor article in the Friday-Sunday
editiononCoca-Cola’s deal to acquire
Huiyuan incorrectly said Merrill
Lynch found the combined company
would hold 37% of the juice market.

More than half of the cumula-
tive 605,000 U.S. jobs lost for eight
straightmonths have been inmanu-
facturing. A Leading the News arti-
cle in Monday’s edition incorrectly
said that some 45% of the losses
were in manufacturing.

Nicolas Sarkozy
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Cheney turns cautious
AfterGeorgia crisis,
analysts wonder
if U.S. overreached
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U.S. Vice President Dick Cheney has used more moderate rhetoric than some
observers expected during his travels through the Caucasus region.

LEADING THE NEWS

By John D. McKinnon

ROME—Foreign-policy analysts
are questioning whether the Bush
administration shares a measure of
responsibility for the crisis in Geor-
gia by pushing democracy among
former Soviet-bloc countries and
missingRussia’s angry signals in re-
sponse.

Administration officials say they
haven’t overreached and that Mos-
cow is the one that misread and
overreacted out of an unreasonable
fear of havingWestern-oriented de-
mocracies on its borders. In the long
run, these officials say, Russia will
begin to backdown, unwilling to tol-
erate Western censure or the eco-
nomic punishment that the interna-
tionalmarketplace already is begin-
ning to impose.

Still, administration officials,
particularly Vice President Dick

Cheney, who has been traveling in
the region, are beingnoticeably cau-
tious in their actions and rhetoric.
Their latest activities suggest they
are seeking to ease fears among
Western allies that the administra-
tion’s inclination is to go too far in
response to lastmonth’s Russian in-
cursion into Georgia.

Notably, the Bush administra-
tion hasn’t made any suggestion of
short-term assistance to help Geor-
gia rebuild its shattered military,
even though it announced last week
a $1 billion to help rebuild Georgia’s
civilian infrastructure.

The U.S. also has avoided any
broad security promises for the re-
gion. U.S. President George W.
Bush’s decision soon after the Rus-
sian invasion to begin aU.S.military
airlift of humanitarian supplies to
Tbilisi, and to send Navy warships
on similar missions, were widely
perceived as a show of force, but
now they appear to be about U.S.
face-saving as well.

Mr. Cheney, seeking to reassure
Georgia and its pro-Western neigh-
bors of continued U.S. support, also
has used more moderate rhetoric

than some observers had expected,
further signaling the administra-
tion’s desire not to rattle allies in
Western Europe or the Cauca-
sus—or rile Russian leaders. In his
public comments,Mr.Cheneyhas fo-
cused on the importance of holding
the North Atlantic Treaty Organiza-
tion together.

Officials in Moscow have been
mostly silent about Mr. Cheney’s
visit. Mr. Cheney’s moderate com-
ments in Tbilisi on Thursday—fo-
cused on economic measures to
help Georgia weather its crisis—
seem to have persuaded Russia that
he is being careful to avoid unneces-
sary short-term confrontations.

EU and U.S. officials alike are
hoping their caution can help facili-
tate a cooling-off period that will
prevent another outbreak of vio-
lence in the region, ease Russian
troops out of undisputed Georgian
territory and give Mikheil Saakash-
vili a badly needed chance to get
Georgia, alongwith his own govern-
ment, back on their feet.

A growing number of U.S. ana-
lysts see the Bush administration as
at least partly to blame for themess

in Georgia. They cite the U.S. pres-
sure to make Georgia and Ukraine
members of NATO and to construct
a missile-shield system in Eastern
Europe over intense objections
from former president and current
Prime Minister Vladimir Putin.

A senior administration official,
speaking with reporters Monday,

disputed the criticisms, saying lead-
ers in the region believe Russia
acted out of unjustified desire to
block NATO membership for Geor-
gia and Ukraine. The official said
Russia’s vehement opposition to the
missile-shield program also was
well understood by the U.S.—and
was unreasonable.
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T HE SLOWDOWN
in auto sales has
begun to hit the

luxury segment.
In response, brands

like BMW, Mercedes-
Benz, Land Rover
Lexus and Infiniti are
offering surprisingly
generous financing

deals in the U.S. Sales in the “lower luxury” car seg-
ment, which includes the BMW 3-Series, Acura TL,
Infiniti G35 and Lexus ES and IS models, are down
10.3% for the year through Aug. 31, according to Au-
todata figures for the U.S. market.

TATA MOTORS
Ltd. said it won’t
immediately re-

startwork on its contro-
versial factory for build-
ing theworld’s cheapest
car, even though the
groupopposing the facil-
ities has pledged to end
the protests that halted

construction. Late Sunday, the state government and
protesters unveiled a compromise over disputed farm-
land acquired for the factory site.

Under the agreement, the Communist government of
West Bengal, in eastern India, will try to return some of
the land thatwas forcibly taken from some farmers to
makeway for the 400-hectare facility for Tata and doz-
ens of its suppliers. Tata plans to build the $2,500Nano
minicar there. —Eric Bellman
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Need additional information? WSJ.com subscribers
can read Joseph White’s Eyes on the Road column,
at WSJ.com/Autos.

Altria to buy UST, adding smokeless tobacco

G ROWTH in smart-phone
sales slowed in the sec-
ond quarter, hurt by

the weakening economy and
slowing consumer demand,
research firm Gartner Inc.
said.

It said 32.2 million smart
phones, which have capabili-
ties like email and naviga-
tion, were sold in the quarter,
up 16% from a year earlier.
However, in the 2007 quarter,

smart-phone sales rose 55% from a year earlier.
Finland-based Nokia Corp. kept its top spot with

a 46.5% smart-phone market share, although it is
facing increased competition from rivals such as
BlackBerry maker Research In Motion Ltd.
 —Adam Ewing

Tata delays resumption
of work on India factory

After Spanair crash, a debate over blame
Prosecutors consider
where human error
shades into crime

7
AUTOMOBILES

By Daniel Michaels

A S INVESTIGATORS search for
clues to the crash of Spanair
Flight 5022 in Madrid last

month, families of the 153 victims
demandtoknowwho is toblame.An-
other critical question: whether the
answerwill be determined in civil or
criminal court.

For six decades, aviation regula-
tors have sought the causes behind
and responsibility for airplane acci-
dents. Victims’ families have sued
for damages through civil lawsuits.

Lately, however, public prosecu-
tors are seeking criminal account-
ability for mistakes that lead to air
disasters, raising a thorny legal and
moral question: When does human
error become a crime?

“It’s aNobel Prizequestion, figur-
ing out how to coordinate civil- and
criminal-law enforcement,” Har-
vard Law School professor David
Rosenberg says.

While it isn’t yet clear whether
theSpanair crashwill prompt crimi-
nal charges, several air accidents in
Europe this decade have. One of the
latest cases stems from the Air
France Concorde crash in 2000 that
killed 113 people. French prosecu-
tors have charged five people and
ContinentalAirlines Inc.withvolun-
tary manslaughter. Among the de-
fendantsare three engineerswhode-
signed and certified the supersonic
plane more than 30 years earlier.
Continental and two of its employ-
ees are included because a piece of
metal that crash investigators be-
lieve dropped from one of its planes
is suspected of initiating the crash.
All the defendants deny the charges.

National justice systems draw
the line between civil and criminal
cases differently. The U.S. has a
range of civil penalties, such as fines
and punitive damages against indi-
viduals and companies, that don’t
exist in many European legal codes,
says Anthony Sebok, a professor at
the Benjamin N. Cardozo School of
Law in New York.

“Most courts require muchmore
than ordinary negligence or a
slip-up,” says Kenneth Simon, a pro-
fessor at Boston University School
of Law. The problem, says Prof. Si-
mon, is to define a “slip-up” inmedi-
cine, aviation and other complex
fields. American doctors, for vari-
ous reasons, face the threat of huge
financial liability in civil court but
rarely face criminal prosecutions.

Few plane crashes are caused by
an individual pilot, engineer or me-
chanic. “You’renever going toget rid
of human error, so the system needs
tobeable todealwithhuman fallibil-
ity,” saysGerardForlin, aBritishbar-
rister who has represented both vic-
tims and accused in crash cases.
“The consequencesof failing todoso
aresometimes thecriminal responsi-
bility of managements and boards.”

Some in the aviation industry
are sounding the alarm that the pur-
suit of punishment could prompt
people to hide problems, for fear of
being held responsible for them. Bill
Voss, president of the Flight Safety
Foundation, a global nonprofit orga-
nization based in Alexandria, Va.,
says gross negligence or law-break-
ing merits criminal investigation
but that “overzealous prosecutions

threaten todryupvital sourcesof in-
formation and jeopardize safety.”

Prosecutors say the issue is one
for the courts to decide and that

holding people responsible should
ultimately improve safety.

Since the mid-1990s, the avia-
tion industry in most developed

countries has followed a “no-
blame” approach. Confidential re-
porting systems allow pilots, engi-
neers,managers and others to anon-
ymously flag potential safety con-
cerns without fear of grounding or
demotion. Aviation officials say the
approach has helped improve air
safety. There were 0.03 fatalities
permillion air passengers carried in
North America in 2007, almost 85%
fewer than the rate of 0.17 in 1997.

Some safety specialists say the
aviation industry’s reporting meth-
ods could serve as amodel for other
businesses, ranging fromcraneoper-
ators to nuclear-power generators.

But criminal conviction has an
emotional component, too, offering
victims’ families both a sense of fi-
nality and hope that the forceful
finding can help prevent similar di-
sasters. For the past seven years,
families of the victims of a 2001
crash at Milan’s Linate Airport that
killed 118 people had been awaiting
a final verdict in a criminal case
against officials of Italy’s aviation
authorities. The convictions came
earlier this year. Paolo Pettinaroli,
head of a group of victims’ families,
wrote on the association’s Web site:
“It is over.”
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*57 people injured                                                                                                  Source: WSJ research

Pointing the finger
Some recent cases of criminal prosecutions in crashes and other
aviation incidents

Country

Brazil

France

Indonesia

Japan

Incident

Gol Linhas Aereas Boeing
737 and ExcelAire
Embraer business jet 
collided in midair, 2006

Air Inter (now Air France)
Airbus A320 crashed on 
landing approach, 1992

Garuda Indonesia Boeing
737 crashed on landing,
2007

Two Japan Airlines planes
almost collided after 
controllers confused
them, 2001

Japan Airlines McDonnell
Douglas MD-11 was jarred 
violently amid turbulence
and maneuvers, 1997

Fatalities

154

87

21

None*

1

Charges

Prosecutors charged four 
Brazilian air-traffic 
controllers and two U.S.
pilots from ExcelAire

Six French aviation officials 
acquitted on manslaughter 
charges, 2006

Prosecutors charged pilot 
with manslaughter

Controllers were given 
suspended prison terms on
charges of negligence,
April 2008

Pilot was acquitted on
charges of professional 
negligence, 2004

Luxury-car sales slump
brings savings for buyers

By Matthew Karnitschnig
And Lauren Etter

Altria Group Inc. agreed to buy
UST Inc. for $10.3 billion in cash,
which would put two of the biggest
brands in tobacco—Marlboro and
Skoal—under one roof.

Altria will pay $69.50 in cash for
all UST shares outstanding. The to-
tal transaction is valued at $11.6 bil-
lion, which includes assumption of
$1.3 billion of debt. Altria will also
acquireUST’s Ste.MichelleWineEs-
tates, a premium-wine business.

USTChief ExecutiveOfficerMur-
ray Kessler will stay as vice chair-
man of Altria, reporting directly to
Altria CEO and Chairman Michael
Szymanczyk.

Altria is the parent of PhilipMor-
risUSA,whichmakesMarlboro ciga-
rettes and is the biggest U.S. ciga-

rette maker, with about 50% of that
market. UST, based in Stamford,
Conn., is known for the premium
chewing-tobacco brands Copen-
hagen and Skoal. It had revenue of
$1.95 billion last year.

ThedealwouldgiveAltriaastrong
foothold in smokeless tobacco, a
growing area of the market where it
has had difficulty making inroads
against long-established brands.

In January, Altria withdrew its
spit-free Taboka Tobaccopaks prod-
uct from the market and replaced it
with a similar, Marlboro-branded
product that is in testing. During a
conference call with investors Mon-
day morning, Mr. Szymanczyk said
Altria would continue testing its
own Marlboro-branded smokeless
product while using the new brand
cache and institutional knowledge
of UST to help it succeed.

Sales of UST’s premium products,
such as Copenhagen, have lost some
strength as competitors have enticed
cash-strapped consumers with
cheaper products. There is a nearly
$3 price gap between Copenhagen
and its main competitor, Grizzly, a
popular discount product made by
Conwood Co., owned by Reynolds
American Inc.ofWinston-Salem,N.C.

Altria and UST executives said
they plan to regain strength in the
market partly by delivering better
value to its Copenhagen and Skoal
consumers. They wouldn’t say
whether that meant lower prices.

Thedealwouldalsobringwineun-
der the Altria umbrella with Ste.
MichelleWineEstates, oneof the fast-
est-growingtop-10wineriesintheU.S.

Mr.Szymanczyksaidhewouldlike
to understand the wine business bet-
terbeforedeterminingitsfate.Hesaid

that after the transaction closes, the
company will decide “how to get the
best value out of it for shareholders.”

Part of the shift to smokeless
products has come as smokers seek
alternatives to cigarettes amidwide-
spread smoking bans in public.

Last year, UST estimated there
were about sixmillion adult users of
moist smokeless tobacco in the U.S.,
up from about 4.7 million in 2001.
The products are particularly popu-
lar in the U.S. South and Southeast.
U.S. cigarette saleshavebeendeclin-
ing about 3% to 4% a year, while
smokeless-tobacco sales have been
increasing about 6% to 7% a year.

Though chewing tobacco has
been associated with various oral
ailments, it is considered by some to
be less hazardous than smoking and
isn’t as tightly regulated.

Smart-phone sales rose
at slower pace in quarter
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DHL expects 13% growth in Asia
Regional sales to rise
despite slowdowns
in U.S. and Europe

On the prowl
Chasing down top talent is
a sport for ‘rogue’
recruiters > Page 28
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By Bruce Stanley

HONGKONG—DHLExpress fore-
sees 13% growth in Asia revenue
this year, thanks to robust docu-
ment- and package-delivery busi-
ness in the regionat a timeof awors-
ening economic slump in the U.S.,
Europe and Japan.

The forecast by the courier unit
of Deutsche Post AG falls short of
the 17% average annual increase in
revenue it posted in the Asia-Pa-
cific region from 2000 through
2007. But it marks a bright outlook
given the slack demand for express
deliveries in keyWestern and indus-
trialized countries.

Daniel McHugh, chief executive
officer for DHL Express’ business in
the Asia-Pacific region, attributed
the upbeat regional forecast largely
to a steady rise inDHL’s delivery vol-
umes inChina andwithinAsia. In ad-
dition, DHL Express’ Asian business
benefits from depending on the U.S.
for only about 15% of its revenue, he
said in an interview Monday.

“We have, frankly, a lot more
balls in play for us,” he said. “And
that kind of evens out the down-
sidesof onecountry—albeit the larg-
est one—going into a downturn.”

He declined to give Asia-reve-
nue figures.

Mr. McHugh said industrywide
express deliveries in northern Pa-
cific countries, including China, ac-
countnow for 21% of total global de-
liveries by volume. Within five to
seven years, the northern Pacific’s
share of the global total should
grow to at least 33%, he said.

Intra-Asian business is one rea-
son for that strength, Mr. McHugh
said. Although this trend doesn’t in
itself mean that Asian economies
are “decoupling” from the U.S.—a
topic of much international de-
bate—he said DHL could be seeing
“some element” of proof that such a
divergence is taking place.

“The Asia-to-Asia growth has
not exhibited the same macroeco-
nomic weaknesses that you’re see-
ing in the U.S. or that you’re start-
ing to see in Europe,” he said.

DHL’s U.S.-based rivals—United
Parcel Service Inc. of Atlanta and
FedExCorp. ofMemphis, Tenn.—de-
clined to estimate the respective
shares of their Asian businesses
that are generated by shipments to
and from the U.S. UPS, FedEx and
Dutch express-delivery firm TNT
NV also declined to discuss their
forecasts for growth in their Asia-
wide operations.

In the secondquarter, UPSposted

a year-to-year growth rate of more
than 20% in delivery volume from
Asia to Europe and a comparable in-
crease in intra-Asian traffic,
though it didn’t provide specifics.
TNT said its volumes between
China and Europe rose by more
than 20% in 2007. FedEx doesn’t
publicize details of its regional re-
sults in Asia.

TNT did provide a partial fore-
cast for growth in Southeast Asia,
where it believes the total market
for day-to-day express deliveries
by all carriers will double to Œ4 bil-
lion ($5.6 billion) in2011 fromŒ2bil-

lion in 2005. Strong increases in
shipments of electronics and com-
puter-related goods and docu-
ments are driving this growth in
countries including Singapore,
Thailand and Malaysia, TNT said.

Mr. McHugh spoke on the day
when DHL announced the comple-
tion of work to expand its freight-
handlinghub atHongKong Interna-
tional Airport. The enlarged hub, in
which DHL has invested a total of
$210 million, will be able to sort
70,000 packages and documents an
hour, double the capacity of the
original facility, DHL said.

The hub, one of six that DHL has
in Asia, focuses on deliveries to and
from southern China’s Pearl River
Delta industrial region. DHL ex-
pects in 2010 to complete a seventh
hub, in Shanghai—its first sorting
center in mainland China.

FedEx plans to open a sorting
center in the southern Chinese city
of Guangzhou in December. UPS
aims to begin operating an interna-
tional hub in Shanghai in November
and a regional hub in the southern
Chinese city of Shenzhen in 2010.
Both FedEx and UPS now have their
Asian hubs in the Philippines.

Bob Takai and his team at Sumitomo Corporation manage
risk with composure and ease. As one of the world’s largest
trading companies, Sumitomo counts on CME Group for access
to the widest range of derivatives products—with unparalleled
liquidity—available on any exchange.With centralized clearing
and complete price transparency, CME Group ensures market
integrity and virtually eliminates counterparty credit risk for
investors around the world.

By improving the waymarkets work, CME Group is a vital force
in the global economy, offering futures and options products on
interest rates, equity indexes, foreign exchange, commodities and
alternative investments. Learn how CME Group can change your
world by visiting www.cmegroup.com/info.

BOB TAKAI

General Manager,
Financial Services Division,
Sumitomo Corporation

“Managing risk brings peace of mind.”

The Globe logo, CME®, Chicago Mercantile Exchange® and CME Group™ are trademarks of
Chicago Mercantile Exchange Inc. CBOT® and Chicago Board of Trade® are trademarks of the
Board of Trade of the City of Chicago.NewYorkMercantile Exchange and NYMEX® are registered
trademarks of the NewYork Mercantile Exchange, Inc. Copyright © 2008 CME Group.
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By Edward Taylor
And Christoph Rauwald

Volkswagen AG Chief Executive
Martin Winterkorn sought Monday
to distance himself from a growing
dispute between the company’s la-
bor unions and its largest share-
holder, Porsche Automobil Holding
SE, describing the sports car mak-
er’s planned takeover of VWas “wel-
come.”

Labor leaders, who sit on VW’s
board, and want to prevent a dilu-
tion of their influence on a new par-
ent company, have taken legal steps
to block Porsche’s proposal for a
new board of directors. Labor lead-
ers warned that tensions between
the two companieswere rising, fuel-
ing fears that these could roil Por-
sche’s otherwise friendly takeover
of VW.

“Porsche’s investment is wel-
come,” Mr. Winterkorn said, speak-
ing Monday at the presentation of
the new VW Golf in Iceland. He said
prospects for cooperation between
Porsche andVolkswagenwere good.
He cautioned, however, that some
takeover-related issues still need to
be resolved. Those include deter-
mining the combined company’s
leadership structure and product
strategy, and determining which
brands and models to build, accord-
ing to a VW spokesman.

Porsche currently owns a 30.6%
stake in Volkswagen and while the
Stuttgart, Germany, sports carmaker
wants to move to just over 50%, it
has run in to stiff opposition from
VWs German work force.

Porsche says it is raising its
stake in Volkswagen as a way to se-
cure access to several technologies
developed by Volkswagen, includ-
ing aluminum construction meth-
odsanddirect-injectionengine tech-
nologies that help boost fuel effi-
ciency and lower emissions. Por-
sche andVWcurrently cooperate on
making the Cayenne and Touareg
sport-utility vehicles,which are pro-
duced in the same factory.

Porsche has assured Volkswagen
labor leaders it wants a “partner-
ship among equals” but then pro-
posedmaking VW a unit of Porsche,
a move that would dilute the power
of VW’s German labor representa-
tives, a spokesman for Volkswag-
en’s labor unions said Monday. By

law in Germany, unions are repre-
sented on the boards of major com-
panies.

The distribution of seats on the
new board of a combined company
is currently being negotiated. A
spokesman for Porsche couldn’t be
reached to comment. VW labor rep-
resentatives have taken Porsche to
court in an attempt to block its pro-
posals for the new board’s struc-
ture, among other aspects of the
takeover.

VW labor representatives are set
to protest at VW’s Wolfsburg head-
quarters on Friday, the same day as
a VW supervisory board meeting at
whichPorscheChief ExecutiveWen-
delinWiedeking is expected to be in
attendance. The protest actions
won’t result in any lost production,
a spokesman for VW said.

Volkswagen also confirmed its
growth targets for 2008 and be-
yond, at a time when some of its ri-
vals have issued profit warnings or
lowered their estimates amid lack-
luster demand for new cars inmajor
markets such as U.S. and Western
Europe. The company confirmed
that it expects to triple U.S. sales to
one million units a year by 2018,
with its Audi AG premium brand ac-
counting for 200,000 car sales.

The higher revenue that will be
drivenbyan expected increase in ve-
hicle sales “will help lift our operat-
ing profit for 2008 above the previ-
ous year’s figure,” Volkswagen
Chief Financial Officer Hans Dieter
Poetsch was quoted as saying in a
presentation published on the com-
pany’s Web site.

VW sold 6.2 million vehicles in
2007. Volkswagen posted Œ109 bil-
lion ($154 billion) in revenue and
Œ6.15 billion in operating profit in
2007.

VW’s chief playing down
strains over Porsche deal

Eni to acquire First Calgary

By Jeanne Whalen

Chris Viehbacher, a top execu-
tive at GlaxoSmithKline PLC who
lost a recent race tobecomechief ex-
ecutive, will leave the company in
December and forfeit a $5 million
bonus Glaxo offered to retain him.

Mr. Viehbacher, president of
North American pharmaceuticals
and a member of Glaxo’s board, is
leaving “topursue another opportu-
nity,” the second-biggest drug com-
pany by sales said in a statement.

Mr. Viehbacher, through a Glaxo
spokeswoman, declined to com-
ment on his future employment
plans. The spokeswoman said he
hasn’t announced his plans inter-

nally yet. Mr. Viehbacher,
48 years old, didn’t return
a call to his office.

Glaxo, based in Brent-
ford, England, named An-
drew Witty as its new CEO
last fall. Mr. Viehbacher
andanother topGlaxo exec-
utive,DavidStout, alsocom-
peted for that job in a long
andarduous horse race.Mr.
Stout left the company ear-
lier this year. To try to re-
tain Mr. Viehbacher, Glaxo
offeredhimaboardseatanda$5mil-
lion retention bonus. That bonus
was to be paid in the form of shares
in two installments, in 2009 and
2011. Mr. Viehbacher won’t receive

the bonus now, the spokes-
woman said.

Mr. Viehbacher’s main
duty was running Glaxo’s
business in the U.S., a job
that grew increasingly
tough in recent years as
Glaxo faced stiff competi-
tion from low-cost generic
drugs, aswell as a safetycri-
sis concerning its diabetes
drug Avandia.

“I would like to thank
Chris for his significant

contribution toGSK,”Mr.Witty said
in the statement. “He is one of the
most talented and respected execu-
tives in this industry and we wish
him well in his future endeavors.”
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Cutting tech’s energy bill
Computer makers see
profits in retooling
clients’ data centers

VW’s new Golf VI model is set to be in
European showrooms in October.

CEO contender set to leave Glaxo

Chris Viehbacher

By William M. Bulkeley

International Business Machines
Corp.,Hewlett-PackardCo. andother
big computermakers are spottingop-
portunity incustomers’desire tocurb
electricity usage in large corporate
data centers, where energy use has
soared in recent years.

Rising electricity prices, coupled
with new computer servers that run
hotterandrequiremorepower,hascor-
porate technology buyers looking for
waystocutback.Poweruseindatacen-
ters—the large, climate-controlled
roomsthathouseacompany’scom-
puterservers,storagedevicesand
communications switches—
doubled from 2000 to 2006
and now accounts for about
1.5% of U.S. electricity con-
sumption, according to
the Environmental Pro-
tectionAgency.A recent
McKinsey & Co. report
says that world-wide,
thecenters’carbonemis-
sionsexceedthoseofAr-
gentina.

Somewhat ironi-
cally, the companies
that designed and sold
those computers are
now able to capitalize
on the higher power
bills the machines
rack up.

IBM surprised
Wall Street this
year when it said
its new “Green
Data-Center Ser-
vices”business—whichredesignscus-
tomers’data centersandsells energy-
efficient products—signed $300 mil-
lion inorders in the2007 fourthquar-
ter. The company has declined to re-
lease figures for 2008.

IBMChiefExecutiveSamuel Palm-
isano recently told analysts that IBM
expects more than 70% of the world’s
biggest companies “will modify their
data centers significantly in the next
five years” to deal with energy short-
falls and rising costs.

H-P last November bought EYP
Mission Critical Facilities Inc., a
350-personengineeringfirmthatspe-
cializes in designing data centers.
EYP President Rick Einhorn says that
while energy efficiency used to be an
afterthought when customers re-
quested quotes, today “every request
we see has a requirement for energy-

efficient design.”
Savings can be significant. EMC

Corp., aHopkinton,Mass., providerof
storage systems that also has an en-
ergy-consulting business, redesigned
its own computer rooms to eliminate
unneededequipmentanduseair-con-
ditioning more efficiently. EMC
projects that over three years it will
avoid $4 million in costs of energy
and expanded floor space.

Huntington Bank—an EMC cus-
tomer based in Columbus, Ohio —
says it issaving$30,000ayear inelec-
tricpowercostsafter redesigningone
of its data centers.

Some competitors wonder
whethercomputermakershavean in-
herent conflict in selling services to

curb energy usage while at the same
time selling more energy-consuming
hardware.

IBM and H-P have introduced wa-
ter-cooled servers, renewing a tech-
nology thatwas abandoned years ago
in favor of fans and air-conditioning.
Dell Inc. makes a refrigerated server
thatsavesenergybyrequiring lessex-
ternal air conditioning.

Hardware makers are also push-
ing blade computers that condense
processingpower into compact boxes
on refrigerator-size racks. Such de-
signs reduce the floor-space required
fordata centers, and thevolumeof air
that needs to be cooled. IBM recently
unveiled a blade computer called
iDataPlex that it said uses 40% less
power than traditional servers for
huge data centers used by companies
offeringemail andotherservicesover

the Internet. The vendors say they
sometimes recommend steps that
don’t involvenewpurchases—suchas
reconfiguringtheplacementofequip-
ment to prevent hot air from one
server blasting another.

Virtualization software is another
big trend in power-efficient comput-
ing. Inthepast, companiesusedasep-
arate physical server for every soft-
ware application. Frequently, each
ran at only 10% of its capacity, while
usingafull loadofelectricity.Withvir-
tualization,many jobs canbe runona
single computer using more of its ca-
pacity, which cuts power needs.

AlbertEsser,headofpowerandin-
frastructure solutions at Dell, says
that advising customers how to cut
power use through virtualization is
an increasingly important part of
Dell's $6 billion-a-year services busi-
ness. He declined to disclose specific
amounts.

EMC’s VMware Corp., the big-
gest maker of virtualization
software, says that a com-
pany that virtualizes 100
serverstorunon20physi-
cal servers can save
nearly $67,000 a year in
energy costs.

Savingscanalsobein-
creasedby taking advan-
tage of electric utilities’
energy-savings rebates,
such as thosePacific Gas
& Electric Corp. offers in
California, says Bogomil
Balkansky Sr., a VMware
marketing executive.
PG&Egives rebatesof
$100to$300forev-
ery server retired
from a data center,
depending on its
power consump-
tion, according to
MarkBramfitt, pro-

grammanagerforcustomerenergyef-
ficiency at PG&E.

Companies also find that having a
fewlargedatacenters ismoreenergy-
efficient than maintaining hundreds
of smaller centers, because the larger
centers are designed to minimize air-
conditioning costs. H-P consolidated
80 of its own sites around the world
into six data centers in Houston, At-
lanta, and Austin, Texas.

Citigroup Inc. is scaling down to
14major data centers from 52. The fi-
nancial giant has been building so-
called green data centers, including
one in Frankfurt, Germany, with an
earth-topped, green roof and exterior
wallplantedwithsedum,adense,suc-
culent plant that retains cooling wa-
ter in its leaves, shielding thebuilding
from the sun’s rays and reducing the
need for air conditioning.

CORPORATE NEWS
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By Liam Moloney

ROME—Italy’s Eni SpA said it
agreed to buy First Calgary Petro-
leums Ltd. in a deal valued at 923
million Canadian dollars (US$868
million) as it continues to boost its
oil and gas reserves.

In a bid to strengthen its portfolio,
Eni has spent more than Œ9 billion
(US$12.8 million) on acquisitions
since 2007, acquiring assets in,
among other places, Angola, the U.S.,
Russia and Turkmenistan.

WithFirstCalgary,whosemainas-
set is in Algeria, Eni said it would
boost its proven and probable re-
serves—an estimate of what is likely
to be recovered over the life of the
fields—in that country by about 190
million barrels of oil equivalent.

Eni said its output startup is ex-
pected in 2011, with a plateau of its

share of daily production of about
30,000 barrels by 2012.

The price looks fair, and the acqui-
sition of further North African re-
serves is a good fit with Eni’s core up-
stream portfolio, said Neil McMahon,
a London-based analyst at Sanford C.
Bernstein. He said “it is particularly
important inoureyesthatEni’sacqui-
sitions start to generate cash flow
within a reasonable time frame.”

Underthedeal,EniwillpayC$3.60
a share to First Calgary shareholders
and$108,000 plus accrued interest to
holders of convertible debentures for
each $100,000 par-value bond held.
Thedeal values the fully diluted share
capital of First Calgary at about
C$923 million.

First Calgary’s board said it ad-
vised investors to vote in favor of the
takeover.  —Sabrina Cohen

contributed to this article.
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Alitalia unions oppose
proposed restructuring
Plan asks pilots
to give up perks;
a carrier on the brink

Alitalia union leaders oppose a government-backed restructuring plan in which a
new company would buy parts of the airline and merge them with rival Air One.

GLOBAL BUSINESS BRIEFS

Intel Corp.

New server chips increase
performance, efficiency

Intel Corp. is expanding its line
of Xeon chips for server systems
with four models that boost com-
puting performance and energy ef-
ficiency. The company said the
chips—which carry list prices
from $562 to $1,493—include a
model that operates at 3.4 giga-
hertz, up from the prior peak
speed of 3.2 gigahertz. Intel said it
also reduced the average power
consumption of an existing 3.2-gi-
gahertz chip to 120 watts from 150
watts. Intel also is offering a Xeon
model that draws 50 watts and op-
erates at 2.66 gigahertz; its fastest
chip at that level of power con-
sumption had been 2.5 gigahertz.

Mitsubishi UFJ Financial Group

Mitsubishi UFJ Financial Group
Inc. aims to spendmore than $1.4 bil-
lion to raise its stake in financial com-
pany Acom Co. The move would beef
up operations in what the Japan-
based bank sees as a currently stifled
butpotentially lucrative consumer-fi-
nance sector. This is the latest in a se-
ries of realignments in Japan’s frag-
mented consumer-finance business,
squeezed between an economic slow-
downandaregulatorycrackdown.De-
spite the sector’s woes, MUFG—Ja-
pan’s biggest bank by assets—has
identified consumer finance as a
growth area. MUFG said it will in-
crease its stake in Acom to 40.04% in
termsof voting rights fromthe 15.77%
it currently owns. Following the deal,
MUFG’s equity stake in Acom will be
39.42% up from 15.53% previously.

CORPORATE NEWS

Associated British Foods PLC

Associated British Foods PLC
said it expects higher earnings for
the year ending Sept. 13, with good
growth at its Primark chain and its
grocery and agriculture businesses
more than offsetting falling profit
at its sugar division. Discount cloth-
ing chain Primark, which accounts
for a third of the food and retailing
company’s profit and has 181 stores
in Britain, Ireland and Spain, said it
expected second-half sales to rise
2%, showing a recovery after a
largely flat third quarter. Although
the U.K. retail environment was
tough, prospects were better for a
value retailer such as Primark, said
ABFoods’ FinanceDirector JohnBa-
son.

Air France-KLM SA

Air France-KLM SA reported a
2.8% increase in August traffic,
driven by a strong performance at
its Americas network. Because the
French-Dutch carrier raised capac-
ity 4.7% from a year earlier, the air-
line’s load factor, a measure of how
full its planes are, dropped 1.6 per-
centage points to 83.7% despite a 1%
rise in the number of passengers to
6.8million.Air France-KLM’sAmeri-
cas network, its second biggest af-
ter its European services, carried
952,000passengers inAugust, an in-
crease of 5.8%, which pushed traffic
up 6.6%. However, the airline’s
cargo business, posted a 4% decline
in traffic, despite a slight rise in ca-
pacity. The traffic figure was pulled
down by a 13% drop in Air France-
KLM’s European network and a 7.3%
fall in its Asian services, which the
airline attributed to the impact of
the Olympic Games on China.

By Stacy Meichtry
And Elisabetta Rovis

Alitalia SpA’s unions voiced
strong opposition to a government-
backed plan to restructure the strug-
gling carrier, raising the specter of a
protracted battle thatputs the rescue
operation at risk.

Union leaders dismissed pro-
posed changes to Alitalia labor con-
tracts during ameetingMondaywith
government officials and representa-
tives of Compagnia Aerea Italiana.
CAI is a new company that plans to
buy the viable parts of Alitalia and
merge them with a smaller rival, Air
One SpA, in a bid to relaunch the air-
line.

The proposed contracts demand
more flight time from pilots and
flight crews and more flexibility on
the destinations they serve, a person
familiar with the matter said. That
would put an end to perks that Alita-
lia employees have accumulated
through decades of labor unrest,
which has had a crippling effect on
the carrier’s finances.

MassimoNotaro, headof thepow-
erful UP pilots union, said the con-
tract proposals put forward by CAI,
the company set up by the investor
groupand ledby Italianentrepreneur
Roberto Colaninno were “unaccept-
able.”

Union opposition has unraveled
several previous attempts to rescue
the carrier. Now the Italian govern-
ment is betting it can bend the
unions’ will by driving the state-con-
trolled airline to thebrinkof financial
ruin. ItalianPrimeMinisterSilvioBer-
lusconirecently issuedadecreerevis-
ing Italy’s bankruptcy-protection
laws—amove that paved the way for
the airline to declare bankruptcy and
stick Italian taxpayers with paying
down most of its debt.

The group of investors led by Mr.
ColaninnohaspledgedtospendŒ1bil-
lion ($1.4billion) on financing the air-
line merger. However, Mr. Colaninno
says the rescue plan can’t move for-
warduntil laborcontractsarerenego-
tiated, setting the stage for a race
against timetokeeptheairline flying.

Alitalia, which burns through Œ1
million toŒ2million everyday it flies,
has only Œ50million to Œ70million in
cash. Some suppliers have begun
pressing for advance payments and
depositsforfearofnotgettingpaid.
 —Gordon Sorlini

contributed to this article.

—Compiled from staff
and wire service reports.

By Christopher Bjork
And Santiago Perez

MADRID—UnitedArabEmirates-
based International Petroleum In-
vestment Co. is in advanced talks
with Spain’s Banco Santander SA
and Union Fenosa SA about buying
their stakes in Compania Espanola
de Petroleos SA, people familiar
with the matter said.

Cepsa,as theSpanishoil company
is known, has amarket capitalization
of about Œ19 billion ($27 billion).

Santander holds a 30.7% stake in
Cepsa, Spain’s second-largest oil
company by revenue, after Repsol
YPF SA, while utility Fenosa holds
5%, according to Spanish stock-mar-
ket records. IPIC, which manages
global energy investments of about
$13billion for theAbuDhabi govern-
ment, owns 9.5% of Cepsa.

Cepsa’s largest shareholder is
France-based oil major Total SA,
witha48.8%stake.Total and IPICde-

clined comment.
Santander has been trying to sell

its stake in Cepsa for some time.
The sale could generate capital

gains of about Œ3.2 billion for
Santander if sold close to the oil
company’s current market price,
Portuguese bank BPI said in a re-
search note.

Fenosa has left the negotiations
on a potential sale in Santander’s
hands, one of the people familiar
with the matter said.

 —Oliver Klaus in Dubai
contributed to this article.

U.A.E. fund talking with Fenosa,
Santander about Cepsa stakes
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Gehl Co.

Gehl Co., a maker of light-con-
struction equipment, agreed to be
acquired by its largest shareholder,
France’s Manitou BF SA, in a deal
that values Gehl’s stock at about
$360 million. The offer of $30 a
share ismore thandoubleGehl’s Fri-
day closing stock price of $13.66.
The stock was last at $30 in July
2007. Manitou, which owns 14% of
Gehl, is a French manufacturer and
distributor of material handling
equipment. Manitou Chief Execu-
tive Marcel-Claude Braud is a Gehl
director but didn’t participate in the
negotiations, Gehl said. Gehl’s light-
construction products, bearing the
Gehl andMustangnames, areprima-
rily used by building contractors.

Nationwide Building Society

U.K. mortgage lender Nationwide
Building Society said it will take the
Derbyshire & Cheshire Building Soci-
eties under its wings as both struggle
with rising defaults and an uncertain
future in the current economic cli-
mate. Because both the smaller build-
ing societies have flagged losses for
the first sixmonths of the year, and in
order to preserve capital within the
enlarged lender, their total 925,000
members won’t receive any compen-
sation. They also won’t get to vote on
the deal. The enlarged building soci-
etywill have assets of more than £191
billion ($336.92 billion) and retail de-
posits of £122 billion. Nationwide de-
nied suggestions that it had been
forced into the deal by the Financial
Services Authority.
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C ONSUMER bor-
rowing rose at
the slowest pace

in seven months in
July, a sign that con-
sumer spending is run-
ning out of gas as
credit conditions
tighten.

The Federal Re-
serve reported that total outstanding consumer
credit rose by a seasonally adjusted $4.6 billion—
half as much as expected—in July to $2.587 trillion.
The increase was the smallest since December and
followed an $11 billion rise in June.

Credit-card borrowing, known as revolving credit,
grew by $3.9 billion, less than expected. Many com-
panies have tightened their standards in recent
months, pulling back on new lending. —Kelly Evans

G EN. CARTER F.
Ham assumed
formal com-

mand Monday of U.S.
Army Europe, taking
over as the military re-
shapes its footprint on
the Continent.

Gen. Ham was the
U.S. commander in

northern Iraq from 2004 to 2005 and most recently
served as director of operations for the Joint Chiefs
of Staff. He takes over from acting commander Lt.
Gen. Gary D. Speer. Gen. Ham arrives as the U.S.
aims to reduce its troops in Germany from 68,000
in 2001 to 28,000 by 2012—part of an initiative to
transform the military into a leaner, more cost-effec-
tive force.
 —Associated Press

Consumer borrowing rises
at slowest pace in 7 months

Ham takes command
of Army force in Europe

German union IG Metall seeks 7%-8% raises

R USSIA said it will send
a naval squadron and
long-range patrol

planes to Venezuela this year
for a joint military exercise in
the Caribbean. Russia’s an-
nouncement was made at a
time of increasingly tense re-
lations with the U.S.

The move follows the U.S.
deployment of warships to de-
liver aid to the former Soviet
nation of Georgia. Russia’s

Foreign Ministry spokesman said the decision was
made before Russia’s war with Georgia. But the
move was unveiled just a week after Prime Minister
Vladimir Putin, above, warned that Russia would
mount an unspecified response to the U.S. aid ship-
ments to Georgia. —Associated Press

Bush makes final push on nonproliferation
Effortmay influence
futureU.S. approach;
foreign-policy legacy

7
U.S.

7
U.S.

By Jay Solomon
Washington

U .S. SECRETARY of State Con-
doleezzaRice, entering her fi-
nal months in office, is seek-

ing to shore up key nuclear-nonpro-
liferation initiatives with countries
ranging from India to North Korea.

Whether she succeeds could
help shape the Bush administra-
tion’s foreign-policy legacy. The re-
sult also is likely to affect the poli-
cies of the next U.S. administration,
diplomats and strategists said.

The inconclusive outcome of the
Bush administration’s counterpro-
liferation campaign has come into
focus in the past week, as it has
scored some significant successes,
and some failures—most recently,
with President GeorgeW. Bush’s de-
cisionMonday to rescind plans for a
nuclear-cooperation agreement
with Russia.

TheWhiteHousehadbeenpursu-
ing the deal,whichaimed to lift Cold
War-era restrictions on nuclear
trade with Russia, but suspended
the initiative this month after Mos-
cow’s military action in Georgia.

“Unfortunately, given the cur-
rent environment, the time is not
right for this agreement,” Ms. Rice
said in a statement.

The move followed a more-suc-
cessful effort to rein in Libya’s nu-
clear program. On Friday, Ms. Rice
met with Libyan leader Moammar
Gadhafi in Tripoli and cemented a
diplomatic rapprochement several
years in themaking. Under the deal,
Tripoli scrapped its nuclear- and
chemical-weapons programs in ex-
change for closer ties with the U.S.
and otherWestern countries and an
end to financial sanctions.

The State Department’s 11th-
hour push is sharpening debate
over whether diplomacy or the
threat of force and financial sanc-
tions is most effective in inducing
countries to relinquish their nu-
clear ambitions.

Some American officials said
they believe Libya agreed to a deal
in 2003 after Col. Gadhafi saw the
U.S. overthrow Iraqi leader Saddam
Hussein for allegedly pursuing nu-
clearweapons. That year,U.S. intelli-
gence agencies also interdicted a
ship headed to Libya thatwas carry-
ing centrifuge equipment supplied
by the nuclear-arms net-
work run by the rogue Paki-
stani scientist A.Q. Khan.

Proponents of the hard-
line view, who include
John Bolton, the Bush ad-
ministration’s former non-
proliferation czar, argue
that countries such as
North Korea and Iran are
unlikely to follow in Lib-
ya’s path unless Washing-
ton maintains a credible
threat regarding the use of
force and imposes broad fi-
nancial sanctions.

They point to Tehran’s rejection
last month of the Bush administra-
tion’s offer to hold direct talks over
Iran’s nuclear program. They also

cite North Korea’s moves in recent
days tobegin reassembling itsYong-
byon reactor after having pledged
toWashington to shut it down in ex-
change for the end of financial sanc-
tions and full diplomatic relations.

Ms. Rice, however, stressed the
use of diplomacy over force during
her North African trip and ex-

pressed hope that Tehran
and Pyongyang would fol-
low Tripoli’s lead. The
Libya deal “demonstrates
that if countries are pre-
pared to make strategic
changes in direction, the
United States is prepared
to respond,” she said.

The Bush administra-
tion registeredanotherdip-
lomatic coup last week
when the international
body overseeing nuclear
trade agreed to remove In-

dia from its blacklist after three de-
cades.

The Vienna-based Nuclear Sup-
pliers Group’s decision came after
lobbying by the State Department,

which is pushing to complete a nu-
clear-cooperation agreement with
New Delhi.

Ms. Rice and others argue that
the deal will aid global counterpro-
liferation efforts, as India has
agreed togreater oversight of its nu-
clear facilities by the United Na-
tions atomic watchdog, the Interna-
tional Atomic Energy Agency. In re-
turn, India would be able to pur-
chase nuclear fuels and technolo-
gies from the U.S. and others. New
Delhi never signed the U.N.’s Nu-
clear Nonproliferation Treaty.

The India deal has been part of a
wider effort by the Bush adminis-
tration to offer nuclear coopera-
tion with foreign countries in a bid
to better manage the global flow of
fissile materials.

TheBushadministration alsohas
been exploring nuclear-cooperation
agreementswithSaudiArabia, Bahr-
ain and the United Arab Emirates, in
hopes that they seek peaceful nu-
clear-energy supplies from interna-
tional bodies such as theU.N., rather
than developing their own indepen-

dent nuclear-fuel cycles. The latter,
U.S. officials said, can be easily con-
verted into a military program.

It remains to be seen whether
the U.S. Congress will support the
nuclear agreement with India or
other countries. Several prominent
lawmakers have vowed to block the
India nuclear deal. “This agreement
effectively blows a hole in the global
nonproliferation regime,” said Rep.
Edward Markey (D., Mass.), a mem-
ber of the House Committee on En-
ergy and Commerce.

Ms. Rice said she believes the
Bush administration will end with a
strong record on controlling the
spread of nuclear weapons, includ-
ing breaking up the A.Q. Khan net-
work and dismantling Libya’s nu-
clear program. She said President
Bush has put into place the diplo-
matic frameworks to eventually
force Iran and North Korea to give
up their nuclear programs.

“We have left this situation or
this issue in far better shape than
we found it,” she told reporters on
Sunday in Morocco.

By Marcus Walker
And Roman Kessler

BERLIN—Germany’spowerful in-
dustrial union IGMetall demanded a
pay raise of 7% to 8% for its mem-
bers, setting the scene for tough
wage talks in Europe’s biggest econ-
omy.

The pay demand is the highest in
percentage terms in 16 years by IG
Metall, which represents about 3.6
millionworkers inkeyGerman indus-
tries, including engineering and
auto manufacturing.

Analysts expect a compromise,
but say that finding commonground
could be tough. “The rule of thumb
in normal times is that the final deal
is about half as high as the initial
wage demand,” says Dirk Schuma-
cher, economist at Goldman Sachs in
Frankfurt.

Thesemightnotbe normal times,
however. Workers want to be com-
pensated for their wage restraint in
recent years, while employers are

worried about a recession. Germa-
ny’s economy shrank by 0.5% in the
second quarter and many forecast-
ers expect another contraction in
the third quarter.

Early last year, IGMetall staged a
series of short strikes in support of
its 6.5% pay demand. In the end, its
members got a 4.1% raise in
mid-2007, followed by a 1.7% raise
this summer. That deal runs out in
November, allowing IG Metall mem-
bers to strike in support of higher
pay once again.

Another relatively high increase
like the 2007 deal is unlikely to lead
to job losses in the short term, econo-
mists say. Many German employers
are still highly profitable and the
country has a shortage of skilled la-
bor. But over time, higher wage
growth could undo German indus-
try’s successful effort in recent years
to keep its costs down and boost its
international competitiveness.

German manufacturers’ new or-
dershavebeensinking formonthsas

a result of the global economic slow-
down and the strength of the euro,
raising the threat of amarked indus-
trial contraction. But German em-
ployees’ wages haven’t kept up with
the rising cost of living and unions
arepushing forpay increases tocom-

pensate for the recent surge in food
and energy prices. Talks in different
regions of Germanybetween IGMet-
all andengineeringemployers’ feder-
ation Gesamtmetall are due to start
in October. The union argues a sub-
stantial pay raise would boost Ger-
many’s flagging consumer spending
at a time when slowing global de-

mand is hitting German exports.
The targeted raise of 7% to 8%

“considers both the overall eco-
nomic situation and theworkers’ ex-
pectations,” said Berthold Huber, IG
Metall’s chairman. “It also takes into
account the need to buttress domes-
tic demand next year.”

Employers have warned unions
that steep pay increases could hurt
employment. Gesamtmetall head
Martin Kannegiesser said the union
was too optimistic about the indus-
try’s prospects in the year ahead.
“To make the highest demand of the
last 16 years right now is unreason-
able and jeopardizes acceptance of
ourwage-setting system,”Mr. Kann-
egiesser said.

The European Central Bank has
also repeatedly warned against high
union-wage settlements, saying
these could add to inflation pres-
sures. Inflation in the euro area
reached 4% in June and July this
year, above the central bank’s pre-
ferred zone of just under 2%.

ECONOMY & POLITICS
7
RUSSIA

Condoleezza
Rice

The union says a
substantial pay raise
would aid flagging
consumer spending.

Russia, Venezuela plan
a joint military exercise

8 TUESDAY, SEPTEMBER 9, 2008 THE WALL STREET JOURNAL.



By Gerald F. Seib

W E LEARNED a lot about
the U.S. presidential cam-

paign at the two parties’ na-
tional conventions—that Barack
Obama can fill a stadium, that
Sarah Palin can give a better
speech than her new boss, that
it is possible to say “change” a
hundred times a night—but
above all we learned this: Both
campaigns think the most impor-
tant issue in the next 56 days is
middle-class economic anxiety.

And that means John McCain
has a problem. His pitch to the
middle class—my policies will
produce a better economy, which
in turn will produce lasting jobs,
which in turn will help you—is a
lot harder to sell than the pitch
of Sen. Obama. The Obama mes-
sage to the middle class is, sim-
ply: I’ll give you a tax cut and a
health plan.

It’s possible Sen. McCain has
the sounder plan, but who’s got
the better bumper sticker?

Republicans recognize the dif-
ficulty. In a conversation near
the end of the Republican con-
vention in St. Paul, Minn., one
senior McCain adviser agreed
that the campaign’s economic
message hasn’t “punched
through.” Similarly, President
George W. Bush’s political mae-
stro, Karl Rove, said the cam-
paign’s top need was to put
forth “a domestic reform agenda
on kitchen-table issues.”

Intriguingly, the economic
message conundrum is in many
ways the reverse of the two can-
didates’ positions on rising gas
prices during the summer. Then
it was Sen. McCain who found
the simple formula: I’ll suspend
the federal tax on gas and allow
drilling offshore for more oil.

It was Sen. Obama who tried
to sell the nuanced, long-term
plan, arguing against going after
easy and gimmicky short-term
fixes, contending that there isn’t
all that much more oil to be
found offshore, urging a focus
on conservation and alternative
energy, and so forth. He may
well have had the better policy
position, but Sen. McCain got
the better of the politics.

O N MIDDLE-CLASS econom-
ics, the McCain position is,

essentially, that his policy of pre-
serving the existing Bush tax
cuts for all taxpayers while keep-
ing capital-gains rates low, cut-
ting corporate taxes and keeping
government spending down will
produce an economy that creates
lasting jobs for the middle class.
He offers one bit of help specifi-
cally for middle-income families:
a doubling of the personal exemp-
tion for dependents to $7,000. He
also promises to give individuals
help in buying their own health-
insurance policies, so they can
carry them from job to job.

By contrast, the McCain camp
argues, the Obama formula of
raising taxes on upper-income
households and businesses,
while also increasing capital-
gains taxes and adding health-
care mandates for small busi-
nesses, will produce a job-killing
machine.

But the difficulty in transmit-

ting that Republican message
was encapsulated by the accep-
tance speeches at the two con-
ventions.

Sen. McCain said this: “My
tax cuts will create jobs. His tax
increases will eliminate them.
My health-care plan will make it
easier for more Americans to
find and keep good health-care
insurance. His plan will force
small businesses to cut jobs, re-
duce wages, and force families
into a government-run health-
care system where a bureaucrat
stands between you and your
doctor.…Keeping taxes low helps
small businesses grow and cre-
ate new jobs.”

Among other things, that
sounds on the surface like more
of the same policies that voters
have gotten in two Bush terms,
not necessarily a good thing in a
year of “change.”

By contrast, Sen. Obama said
in his speech: “I will cut taxes—
cut taxes—for 95% of all working
families. Because in an economy
like this, the last thing we
should do is raise taxes on the
middle class.”

Never mind that nobody actu-
ally is proposing to raise taxes
on the middle class; it’s hard to
beat that message for simplicity
and punch.

F OR BOTH candidates, the
fine print of their economic

plans presents some messiness
they’d prefer to avoid talking
about. Sen. Obama’s middle-class
tax cut would take the form of a
tax credit of as much as $1,000
per family, which his campaign
says would eliminate income
taxes for 10 million Americans.
He’d also launch a potentially ex-
pensive new government health-
insurance plan, continuing to
rely on employer-provided insur-
ance but providing a big govern-
ment safety net.

To pay for what amounts to a
tax cut on top of the existing
Bush tax cut for middle-income
families, Sen. Obama would raise
taxes on households earning
more than $250,000, eliminate
some corporate tax breaks and
raise capital-gains taxes. He’d
also keep the alternative mini-
mum tax in place for many tax-
payers.

Sen. McCain, meanwhile,
wants to make all the Bush tax
cuts permanent, while cutting
the corporate tax rate and phas-
ing out the alternative minimum
tax—the latter an expensive prop-
osition indeed. In substantive
terms, the question is how to
pay for what amounts to a very
aggressive low-tax plan.

In political terms, the ques-
tion is much different. It is how
Sen. McCain—not exceptionally
adept at talking kitchen-table
economics—can persuade middle-
income Americans of his basic
argument that a sound economy
is more important than specific
government help aimed directly
at them.

One Republican hope is that
Gov. Palin, who exudes middle-
class sensibilities, can help make
the case. One possibility is to
tinker with the formula to add
benefits specifically for the mid-
dle class, maybe through a new
stimulus plan.

‘Change’ is key message
Obama emphasizes
reversal of Bush;
McCain bucks party

U.S. Democratic presidential candidate Barack Obama, top, at a town-hall meeting
in Terre Haute, Ind., and his Republican rival John McCain, bottom, at a campaign
event in Albuquerque, N.M., both on Saturday. Both candidates have promised
different forms of ‘change’ in postconvention rallies and interviews.

By Laura Meckler

ALBUQUERQUE, N.M.—Heading
into the final stretch of theU.S. pres-
idential campaign, John McCain
andBarackObamaboth are embrac-
ing the slogan of “change”—but
making their cases quite differently.

Sen. Obama is focusing, in rallies
and interviews, on his proposals to
reverse the policies of the unpopu-
lar President George W. Bush. Sen.
McCain is emphasizing his history
of challenging his own party, saying
he is better able to transformWash-
ington.

Sen. Obama has long run on a
promise of change in a year when
many voters are clamoring for it.
While Sen. McCain has always cast
himself as a different kind of politi-
cian, only since his convention has
he embraced the word “change.”
Now he and his running mate,
Alaska Gov. Sarah Palin, regularly
talk about change on the stump.

In doing so, both invoke her ca-
reer to underscore the point: Gov.
Palinwon her job bydefeating an in-
cumbent Republican governor in a
primarychallenge, andalsohas chal-
lenged the party while in office.

It was clear from raucous post-
convention rallies in four battle-
ground states—each drawing thou-
sandsof cheering fans—thatGov. Pa-
lin has brought an enthusiasm to
the Republican ticket that wasn’t
there before her selection.

“I actually came to see Sarah,”
said Ronnie Madden, 67 years old,
of Los Akos, N.M., one of at least
6,000 people jammed into a rally
here Saturday. Ms. Madden, who
was wearing a “You Go Girl!” Palin
pin, said she has voted for Demo-
crats in the past several presiden-
tial elections, and had planned to
vote for Sen. Obama before Gov. Pa-
linwas selected. She said shenow fa-
vors Sen. McCain. “She tipped me
right over,” she said.

In interviews, voters seemed
drawn to Gov. Palin’s persona, not
necessarily her experience or views.
“She’s a mom and a down-to-earth
person. I can relate to her,” said
Doris Turcotte, 43, of Albuquerque,
N.M., who has two children.

Gov. Palin initially was expected
to break off and campaign on her
own this week, but she is now stick-
ingwith Sen. McCain for a few days.
With Gov. Palin in tow, the McCain
campaign replaced a company tour
scheduled for Columbia, Mo., on
Monday with a rally in Lee’s Sum-
mit, Mo., outside Kansas City.

On the trail, Gov. Palin has em-
braced a record that opponents
have attacked as weak on experi-
ence, proudly calling herself a
former small-townmayor and refer-
encing life with five children.

And she has proven to be the pit
bull that she compared herself to in
her convention speech. In some-
times sarcastic and often tough
tones, she slices into her opponents
each time she speaks. Saturday, she
went after Democratic vice-presi-
dential candidate Joe Biden as the
Republican ticket tries to claim the
mantle of change.

“Sen. Biden can claim many
chairmanships across many, many
years, and certainly many friends in
the Washington establishment, but
even those admirers would not be

able to call him an agent of change,”
she said.

Sunday, Sen. McCain suggested
that change will be a key part of his
strategy.

“I have to make a strong case
that we’re going to bring about that
change, and it’s the right kind of
change,” the senator said on CBS’s
“Face the Nation.”He promised that
if elected, he would include more
thanone tokenDemocrat in his cabi-
net.

Sen. McCain argued that Sen.
Obama can’t be trusted to change
things when he hasn’t taken on his
own party. “I’ve taken them on a
lot,” he said.

It isn’t clear that bucking one’s
party is a key to the presidency.
Asked who the last candidate of ei-
ther party was to do so, a senior
McCain adviser suggested Teddy
Roosevelt. But it is a key piece of
Sen. McCain’s story, and his cam-
paign is putting it at the center of its
message.

Democrats challenge the notion
that Republicans can bring change

to Washington when the party has
held the White House for the past
eight years. “If you believe that
George Bush has run this economy
into the ground and mismanaged
our foreign policy, who’smore likely
to change those policies?” Sen.
Obama asked onABC’s “ThisWeek.”
“I don’t think there’s any dispute
that that would be me.”

Also Sunday, Sen. Obama said
that if the nationwere in a recession
if he were elected, he wouldn’t nec-
essarily go through with his pro-
posed tax increases right away. But,
he said, he would push for promised
tax cuts.

“I think we’ve got to take a look
and see where the economy is. I
mean, the economy is weak right
now,” he said. “I want to accelerate
those tax cuts through a second
stimulus package, get more money
into the pockets of ordinary Ameri-
cans, see ifwecan stabilize thehous-
ingmarket. And then we’re going to
have to re-evaluate at the beginning
of the year to see what kind of hole
we’re in.”
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Obama, McCain tackle refining
kitchen-table economics message

U.S. PRESIDENTIAL ELECTION 2008

By Glenn R. Simpson

A top adviser to John McCain’s
campaign, former lobbyist Charlie
Black, previously representedaMos-
cow think tank run by former Rus-
sian Telecommunications Minister
Leonid Reiman.

BKSH Associates Inc. received
$50,000 in2005 for lobbying theU.S.
National Security Council and other
government agencies on behalf of
the nonprofit think tank headed by
Mr. Reiman, lobby filings show. Mr.
Black founded the firmand served as
chairman until he quit inMarch. The
filingsdon’tmakeclearwhat the lob-
bying effort sought.

Mr. Reiman, who has long been a

close associate of Russian Prime
Minister Vladimir Putin, is now an
adviser to President Dmitry
Medvedev.

Advisers inside the McCain cam-
paignhave faced criticismover their
lobbying ties, given the candidate’s
frequent complaints about lobby-
ists’ influence. Russia’s invasion last
month of its southern neighbor,
Georgia, has complicated the equa-
tion, as top McCain advisers have
lobbying ties to both sides.

A spokesman for Sen. McCain
said that the former lobbying ef-
forts of the candidate’s advisers
don’t mean their advice to the Re-
publican standard-bearer is compro-
mised.

McCain adviser had Russia ties
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By Nick Winning
And Laurence Norman

LONDON—British factory-gate
prices fell in August at the fastest
rate since records began in 1986,
providing the first sign that infla-
tionary pressures may be set to
ease.

If such results continue, they
may pave the way for a cut in the
Bank of England’s key interest rate
later this year or early next. But it
may be too late to stave off a reces-
sion, with new surveys showing
that the housing market and con-

sumer spending remainweak, while
the jobs market is also set to
worsen.

The Office for National Statistics
said prices of goods leaving Brit-
ain’s factory gates fell 0.6% from
July, but were 9.7% higher than last
August.

The August monthly decline was
the first fornearly twoyears and fol-
lowed a 0.5% increase in July. It sug-
gested that lower oil prices also
may help ease price pressures in
other leading economies. Econo-
mists expect a drop in U.S. producer
prices when that report is released
Friday.

“This would be a massive boost
for the Bank of England’s [Monetary
Policy Committee] as it struggles to
balance the needs of a sickening
economy against a still worsening
consumer price inflation outlook,”

said David Page, an economist at In-
vestec Securities.

The British central bank has
been unable to cut its Base Rate—
currently 5%—because of rising
food, energy and utility costs. It ex-
pects the annual rate of inflation to
peak at around 5% later this year.

In the absence of any boost from
lower interest rates, the British
economy continues to slow, new
data showed.

The Royal Institution of Char-
tered Surveyors said its monthly
survey showed the number of home
sales fell again in August as the
credit crunch continued to affect
the availability and cost of mort-
gages. Its measure of the average
number of transactions per sur-
veyor was the lowest since records
began in 1978.

Meanwhile, the British Retail

Consortium said retail sales fell 1%
from August 2007, although that
partly reflected unusually heavy
rainfall.

“Miserable weather washed out
hopes of a summer boost for retail-
ers, already suffering the slow-
down,” said Stephen Robertson, the
BRC’s director general.

Consumer spending also looks
set toweaken further as the jobmar-
ket deteriorates. According to a sur-
vey by employment services group
Manpower Inc., businesses don’t
plan to add to their payrolls in the fi-
nal three months of the year—the
weakest outlook since 1992.

Separately, the British govern-
ment and the sixmajor U.K. natural-
gas and electricity suppliers have
agreed to provide an additional
£600 million during the next three
years to pay for energy-efficiency

improvements to poor households,
according to a person familiar with
the matter.

The extra money, to be an-
nounced later this week, will come
from a 20% increase in the compa-
nies’ contributions to the Carbon
Emissions Reductions Target pro-
gram, which pays for items such as
new insulation for poor households,
the person said.

The funds will be the latest in a
package by Prime Minister Gordon
Brown’s government aimed at cush-
ioningpeople fromthe impact of ris-
ing prices and sharply slowing
growth.

 —Emma Charlton, Joe Parkinson
and James Herron

contributed to this article.

British producer prices tumbled in August
Drop could pave way
for interest-rate cut;
economy still slowing

Alaska officials
weigh subpoenas
in Palin probe

ECONOMY& POLITICS

By Michael M. Phillips

An Alaska state investigation into
Gov. Sarah Palin’s firing of her public
safety commissioner is turning into a
powerstrugglebetweenthestate’sex-
ecutive and legislative branches.

WhileGov.Palin,Republicanpresi-
dential nominee John McCain’s run-
ningmate,hitsthecampaigntrail, law-
makers in Alaska are scheduled to
meet Friday to decide whether to is-
sue subpoenas to at least seven Palin
administration officials.

All of the officials had previously
agreed to meet with the independent
investigator looking into Gov. Palin’s
firing of Commissioner Walt Mone-
gan in July. Her critics say she did so
because he refused to fire a state
trooper who was involved in a bitter
divorce with Gov. Palin’s sister. But
the state officials canceled shortly
before the depositions, just after
Sen. McCain picked the governor as
his running mate, which gave a na-
tional profile to what had been a lo-
cal controversy.

Nowthegovernor’slawyerhasfor-
bidden her staff from any direct con-
tactwiththe investigator, forcing the
lawmakerstoconsidersubpoenas,ac-
cording to a news release issued Fri-
daybythebipartisanleadershipofthe
stateHouseandSenateJudiciarycom-
mittees. A Palin spokesman said that
wasa“routine”letterrequiringthein-
vestigator to go through the lawyer.
The spokesman, Taylor Griffin, was
unable to identify any Palin aidewho
had talked to the investigator since
thelawyerhadissuedthegagorder.

“Thiswas such anorderlyprocess
priortothisuniquehonorofGov.Palin
being selected as candidate for vice
president,” House Judiciary Chair-
man Jay Ramras, a Republican, said
Sunday. “We’re just trying to dis-
charge our duty, which is to share in
the oversight in addressing this issue
withouttryingtopoliticallychargeit.”

Mr.GriffinblastedSenateJudiciary
Chairman Hollis French, a Democrat,
for earlier comments that suggested
theinvestigationcouldturnintoablow
totheMcCain-Palin ticket. “Whatwas
supposed to be a nonpartisan inquiry
hasbeenhijackedandconvertedintoa
political circus,” Mr. Griffin said. He
hadnocommenton the fact that lead-
ers of both parties are supporting the
subpoena hearing. Mr. Monegan
couldn’t be reached for comment on
Sunday. Mr. Branchflower’s report is
due Oct. 10. —Jim Carlton

contributed to this article.
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