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France’s top banks agreed to
penalize traders who incur

losses for their firms after get-
ting a bonus and to limit other
employee payouts as part of
a government effort to trigger
a global clampdown on finan-
cial-sector salaries. Page 3

M The UK's Brown said he
was “repulsed” and “angry”
at Libya’s welcome for the
Lockerbie bomber, but defied
calls to say what he thought
of the decision itself. Page 2

M Germany'’s GDP rose 0.3%

in the second period, follow-

ing four consecutive quarters
of contraction. Page 2

B The U.S. dollar is expected
to strengthen in coming
months, but analysts said
the currency is steadily los-
ing influence. Page 19

B U.S. shares rose following
Bernanke’s nomination and
the release of strong data.
Telecoms helped push stocks
higher in Europe. Page 20

B The head of a private bank
in Liechtenstein said he was
stepping down, another sign
of how changes in bank-se-
crecy laws are shaking up
Alpine financial firms. Page 19

M Persimmon became the

latest U.K. home builder to
say that the worst appears
to be over for the country’s
housing market. Page 7

M Venture Production urged
its shareholders to accept
Centrica’s hostile $2.13 billion
takeover offer for the U.K. oil
and gas producer. Page 7

M Karzai and his top rival in
Afghanistan’s election both
won about 40% of votes,
with 10% of polling stations
counted, and continued to
trade fraud charges. Page 9

M Egypt has accelerated a
crackdown on the opposition
Muslim Brotherhood, amid
uncertainty over Mubarak
succession plans. Page 10

M Iraq and Syria recalled their
envoys after Baghdad de-
manded Damascus hand over
two people it says master-
minded bombings last week.

M Regulators are examining
weekly meetings at Goldman
in which analysts gave tips
to the firm’s traders and
then to big clients. Page 21

M A suicide bombing killed
four police officers in Chech-
nya, authorities said.

B Somalia is facing its worst
humanitarian crisis in 18 years,
with over half of the popula-
tion needing aid, the U.N. said.
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A new Chechen war
Putin’s “pacification” of
the Caucasus is an utter
failure. Page 15
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Bernanke tapped for second term

Hailing Fed chief’s ‘calm and wisdom’ amid crisis, Obama opts for continuity in recovery effort

OAKBLUFFS, Mass.—Pres-
ident Barack Obama nomi-
nated Ben Bernanke for an-
other term at the helm of the
U.S. Federal Reserve, hailing
the central bank chief’s “calm
and wisdom” in the face of the

By Henry J. Pulizzi,
Elizabeth Williamson
and Jon Hilsenrath

economic meltdown.

The president’s move ends
the guessing game over who
willlead the Fed asit begins to
unwind emergency measures
taken to confront the crisis.

In making the decision,
which Mr. Obama announced

Please turn to page 5

Changing landscape

W U.S. alters budget-deficit
forecasts

M Senate support could affect
Fed’s regulatory efforts .......... 4

H Reappointment bolsters
WiINNING ClaimS..uuussessssseeen 5

U.S. Fed Chairman Ben Bernanke, left, speaks in Oak Bluffs, Mass., on Tuesday after being reappointed by President Barack Obama, right.
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By MARcCUS WALKER

BERLIN—General Motors
Co.s hesitation about selling
its European brands Opel and
Vauxhall came under attack in
Germany on Tuesday, amid se-
rious questions about whether
GM could afford to keep its Eu-
ropean operations without
state aid from Germany.

German politicians and la-
bor unions reacted with anger
to the news that GM is review-
ing its options for Opel and

presses GM on sale of European units

might not sell its European
business after all.

German leaders pressed
GM to complete the sale of
Opel to Austrian-Canada auto
supplier Magna International,
a deal Germany has promised
to support with billions of eu-
ros in financing aid. But GM’s
new board of directors is skep-
tical about the terms of the pro-
posed deal with Magna, and
has asked GM executives to re-
view all options, including
keeping Opel, according to peo-

ple familiar with the matter.

The biggest obstacle to re-
taining Opel would be finan-
cial: GM estimates it would
need $4.3 billion to turn
around the unprofitable Euro-
pean division. It isn’t clear
whether that figure includes a
€1.5billion ($2.1billion) bridge
loan that the German govern-
ment made to Opel to keep it
alive during the sale process,
and which German officials
say GM must repay once Opel’s
fate is decided.

GM’s European operations
are centered on its factories in
Germany, and raising funds
without German state help
would be tricky for GM, said a
senior German government of-
ficial. Berlin would be reluc-
tant to finance Opel if GM
keeps the unit, because Ger-
man policy makers believe GM
has managed Opel poorly over
theyears, the official said, add-
ing: “It would make little sense
to put in more money to sup-
port a continued botch.”

Palestinian premler detalls statehood plan

BY CHARLES LEVINSON

JERUSALEM—Palestinian
Prime Minister Salam Fayyad
released a government plan
on Tuesday calling for the es-
tablishment of a de facto Pal-
estinian state by the end of
2011 regardless of the out-
come of negotiations with Is-
rael.

The detailed and ambi-
tious plan faces significant
practical hurdles and raised
worries that Mr. Fayyad was
advocating the sort of unilat-
eral actions toward state-
hoodlong opposed by the U.S.
and Israel. Implementing it
would mean overcoming
likely Israeli opposition to
key elements and Mr. Fayy-
ad’s own weak domestic polit-
ical standing, and would also
require hefty financial-aid
commitments from foreign
donors, such as the U.S., Euro-
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Palestinians react near the scene of a tunnel bombed by Israeli

aircraft in Rafah, Gaza Strip.

pean Union, and Arab states.

But the plan also reflected
an unprecedented Palestin-
ian emphasis on the nuts and

bolts of self-rule. It lays out
the broad outlines of a state
on Palestinian lands occupied
by Israel in 1967 with East

Jerusalem as its capital, and
details each government min-
istry and its functions.

It also calls for a Palestin-
ian airport in the Jordan Val-
ley, tax incentives to attract
foreign investment, and the
bolstering of competent secu-
rity services capable of main-
taining law and order.

“The Palestinian govern-
ment is struggling against a
hostile occupation regime to
establish a de facto state appa-
ratus within the next two
years,” Mr. Fayyad said at a
news conference in the West
Bank city of Ramallah. He
then added that “this can and
must happen within two
years.”

Spokespeople for Prime
Minister Benajmin Netan-
yahu and the foreign ministry
declined to comment on the
plan, saying they needed time

Please turn to page 31

At a meeting in Berlin on
Tuesday, German negotiators
pressed GM Vice President
John F. Smith for information
about GM’s intentions. Mr.
Smith told German officials
that GM’s management re-
mains interested in doing a
deal with Magna, but that GM’s
board had asked about other
options, according to a person
familiar with the matter.

Germany’s powerful IG Met-
all industrial union said on

Please turn to page 31
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Brown is ‘angry’ at Libya

U.K. prime minister
still won’t weigh in
on Scottish decision

By ALISTAIR MACDONALD

LONDON—U.K. Prime Minister
Gordon Brown said he was “repulsed”
and “angry” at Libya’s welcome for
the man convicted in the 1988 Locker-
bie bombing, but defied calls to say
what he thought of Scotland’s deci-
sion to release Abdel Baset al-
Megrahi. In his first public comments
since Scotland’s justice minister freed
the terminally ill Mr. al-Megrahi last
week, Mr. Brown on Tuesday said the
decision had been entirely Scotland’s,
sticking to a position previously ex-
pressed by U.K. government officials.

The prime minister acknowl-
edged that he had spoken about the
possibility of releasing Mr. al-
Megrahi with Libyan leader Col.
Moammar Gadhafi at a July meeting
of the Group of Eight developed na-
tions, but said he had “made it abso-
lutely clear” that the U.K. govern-
ment had no say in the matter.

“I was both angry and I was re-
pulsed by the reception a convicted
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U.K. Prime Minister Gordon Brown bids farewell to Israeli Prime Minister

Benjamin Netanyahu on Wednesday.

bomber guilty of a huge terrorist
crime...received on his return to
Libya,” Mr. Brown said at a joint
news conference here with Israeli
leader Benjamin Netanyahu. None-
theless, the U.K. will continue to en-
gage with Libya and help it join the
“international community,” Mr.
Brown said.

The Scottish Parliament plans to
debate next week the decision to re-
lease Mr. al-Megrahi, which could
lead to a vote that would essentially
censure the Scottish government’s
decision. The government has said
it will release before then docu-
ments related to the decision to re-
lease Mr al-Megrahi.

British bank

BY ILONA BILLINGTON

LONDON—Lending by British
banks remained subdued in July,
highlighting Bank of England Gov.
Mervyn King’s concerns over the
health of the banking sector and the
likelihood that any economic recov-
ery will be slow and uncertain.

The British Bankers’ Association
reported that lending to nonfinan-
cial companies in the United King-

lending remains blunted

dom fell £4.1billion ($6.73 billion) in
July, the steepest decline in three
years. That compares with a £300
million drop in June and a six-
month average decline of £200 mil-
lion.

The BBA also said Tuesday that
net mortgage lending rose just £1.6
billion in July. That was the slowest
rise since October 2000. It was also
below the £2.2 billion increase in
June and an average rise of £2.9 bil-

lion over the past six months.

The BBA said that the slump in
company lending was in part due to
a lack of demand because some
larger companies are turning to the
bond market as a source of funding.

John Wright, national chairman
of the Federation of Small Busi-
nesses, said “it is worrying that
banks are still not lending to small
businesses, even though many of
them are credit-worthy.”
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ECB is wary on Europe
despite German upturn

BY GEOFFREY T. SMITH

FRANKFURT—Germany’s econ-
omy returned to growth this
spring, final estimates of gross do-
mestic product for the second quar-
ter indicated Tuesday.

Gross domestic product rose
0.3% from the prior quarter in the
April-June period, after a drop of
3.5% in the previous three months,
data from the federal statistics of-
fice, known as Destatis, showed.

The figures were unrevised
from the first estimate of GDP for
the quarter.

The results break a string of
four consecutive quarters of con-
traction that have made up the
worst recession in Germany in
more than 70 years.

The German recovery has also
helped the broader European econ-
omy. Euro-zone GDP fell just 0.1%
in the second quarter and many
economists—though not, offi-
cially, the European Central Bank—
expect the region to return to
growth in the third quarter.

ECB officials, however, still ap-
pear to be convinced that recent
data flatter the longer-term out-
look, and owe too much to short-
term government stimulus pack-
ages. As a result, few see the bank
as likely to withdraw the extraordi-
nary measures it has taken to keep
the banking system and economy
alive throughout the financial cri-
sis and its aftermath.

The recession has caused a
sharp deterioration in Germany’s
public finances. After originally
forecasting a balanced budget for
this year, the government now ex-
pects the deficit to be around 4% of
GDP.

Destatis reported in a separate
announcement Tuesday that the
general government deficit in the
first half of the year was €17.3 bil-
lion ($24.7 billion), or 1.5% of GDP.

The GDP estimate “confirmed
what we already knew, [but] still it
is balm for the soul,” said Carsten
Brzeski, an economist with ING
Bank, in a note to clients.

However, echoing a warning by
German Central Bank President
Axel Weber, Mr. Brzeski said the

Fragile recovery

Euro zone’s gross domestic
product percentage change from
previous quarter

2 e

2000 ‘02

Source: Eurostat

economy “is still on a drip, getting
infusions from policy makers.
...Some doubts remain whether the
economy can stand on its own
feet.”

In year-to-year terms, GDP was
down 5.9% from the second quar-
ter of 2008, also unchanged from
the first estimate by Destatis ear-
lier in August, and less than the
6.7% drop recorded in the first
quarter.

ECB officials seem
to feel recent data
owe too much to
stimulus packages.

The year-to-year figures are ad-
justed to take account of three
fewer working days in the second
quarter of 2009 than in the same
quarter of 2008.

The main reasons for the re-
bound were domestic consump-
tion, which has been supported by
government subsidies for scrap-
ping old cars, and for employers
that keep their workers on short-
ened hours rather than laying
them off.

Private consumption rose 0.7%
in the quarter, while government
consumption rose 0.4%.
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Sarkozy, banks set new limits on b

Pay czar to monitor
best-paid traders
at France’s banks

BY DAVID GAUTHIER-VILLARS

PARIS—France’s leading banks
agreed to penalize traders who lose
money for their firms after getting a
bonus and to limit other employee
payouts as part of a French govern-
ment effort to trigger a global clamp-
down on financial sector salaries.

The new remuneration rules
were unveiled after a meeting Tues-
day between French President Nico-
las Sarkozy and representatives of
France’s top banks, including BNP
Paribas SA and Société Générale SA.

To ensure banks stick to the new
criteria, Mr. Sarkozy appointed a
“pay czar,” former French central
banker and IMF Managing Director
Michel Camdessus, who will moni-
tor the bonuses of the 100 best-paid
traders at each bank in France.

“It can’t be a game where you al-
ways win,” Mr. Sarkozy said after
the meeting.

He said he would lobby the U.S.
and other European countries to
adopt similar measures at a summit
of the Group of 20 leading industrial
and developing nations in Pittsburgh
next month. Mr. Sarkozy said France
wouldn’t cap bonuses singlehand-
edly because it would prompt an exo-
dus of bankers from the country.

Like the U.S. and most other Euro-
pean countries hit by the two-year-

Associated Press

French President Nicholas Sarkozy declared that bonuses ‘can’t be agame where you always win.

old financial crisis, France is seek-
ing ways to discipline the banking in-
dustry without turning to measures
that could drive business and jobs to
other countries.

Mr. Sarkozy, whose ruling UMP
party faces regional elections early
next year, also fears that repeated
pay scandals may fuel resentment
among voters. France’s opposition
Socialist Party has criticized Mr.

Sarkozy, saying he should just levy
higher taxes on high earners, and
traders in particular.

France’s six largest banks, which
have received close to €20 billion
($28.59 billion) in state aid, already
had agreed to a new code of conduct
onremuneration. Under those rules,
which were aimed at reining in ex-
cessive risk-taking, bonuses are
linked to profits, not revenue, and a

big chunk must be paid in staggered
installments, in order to avoid dish-
ing out quick rewards for unsustain-
able gains.

But BNP Paribas, France’s largest
bank by market value, sparked a
new round of public outcry earlier
this month when it said that it had
set aside €1 billion to pay the 2009
bonuses of traders and other em-
ployees at its investment-banking

onuses

unit. The government has injected
€5.1 billion in BNP Paribas.

During the news conference, Mr.
Sarkozy said he was “shocked” to
see how quickly some had forgotten
about the crisis “even though we
still haven’t turned the page.”

Under the rules agreed on Tues-
day, traders can’t receive more than
one-third of the bonus allotted to
them in the first year. Payment of the
balance will be staggered over the
next two years. If the trader’s depart-
ment loses money during that time,
traders could lose up to two-thirds
of the bonus. A third of the last two
years’ payment must be in shares.

French banks also will have to dis-
close how they calculate bonuses in
anaddendum to their annual report.
In-house remuneration committees,
which traditionally oversee only the
pay of top executives, will have to su-
pervise bonus policy, rather than of-
ten leaving the details to trading-
room managers.

In addition, the French govern-
ment won’t business with banks
that don’t stick to the code, Mr.
Sarkozy said.

As a result of the new rules, BNP
Paribas will halve its provision for
2009 bonuses to €500 million, Mr.
Sarkozy said. BNP Paribas Chief Ex-
ecutive Baudouin Prot said the lower
amount excludes staggered bonus
payments to be paid at a later date.

Mr. Sarkozy said France would
propose an international agreement
to limit bonuses to a percentage of
bank’s revenue. Alternatively, a spe-
cial tax on bonuses could help finance
deposit guarantee systems, he said.

Bonuses become a wedge issue in the G-20

Bankers’ pay has become one of
the most divisive issues among G-20
members as they prepare for Sep-
tember’s summits on the world’s fi-
nancial system.

By Matt Turner and Liam
Vaughan in London and Cardiff
de Alejo Garcia in New York

U.K. Chancellor Alistair Darling
earlier this month pledged to put
bankers’ pay on the agenda of the fi-
nance ministers meeting in London
on Sept. 4, claiming an international
approach was needed to crack down
on excessive pay in the financial sec-
tor. But it would appear European
leaders may not be reading from the
same script, with some pressing for
tougher reforms.

Even before Tuesday’s deal with
banks, the French government was
saying the U.K.’s code on remunera-
tion published earlier this month
didn’t go far enough and wasn’t ap-
propriate as a global agreemnt. In
particular, it objected to the U.K.’s Fi-
nancial Services Authority decision
to use guidelines, rather than spe-
cific rules, to shape banks’ pay prac-
tices.

“The problem with guidelines is
that you apply them when it suits
you,” a spokesman for France’s fi-
nance minister, Christine Lagarde,
said Tuesday. He added that there
were very strong lobbying move-
ments in the U.S. and the U.K. that
had the potential to derail reform on
pay. “We want to make sure every-
one is playing by the rules, because
if not, there is no point in having the
rules,” he said.

Germany has mostly agreed with
France at G-20 meetings, although

Seeking consensus

Where the G-20 stands on executive pay

UK.

Backed out of concrete rules on bank pay, instead
preferring guidelines.

French President Nicolas Sarkozy has urged banks to

curb bonuses and would like rules set in stone.

Election in September has meant the government

hasn’t taken a clear line on the issue.

Any push for regulation on pay in the U.S. has been

postponed as Congress takes its August break.

G-20 member states have sought to curb pay at banks

G-20 in general

benefitting from government funds.

according to a spokesman for the
German government, German Chan-
cellor Angela Merkel hasn’t yet
formed a clear position on pay rules
for the Pittsburgh summit, which of-
ficially starts Sept. 24. Ms. Merkel
has to balance her position for the
main G-20 summit in Pittsburgh
with the general election that fol-
lows soon after on Sept. 27.

But Ms. Merkel has allied herself
with French President Nicolas
Sarkozy before. Prior to the London
summit, she held a joint press con-
ference with Mr. Sarkozy urging the
G-20 to place more emphasis on fi-
nancial regulation than stimulus
spending. Mr. Sarkozy said at the
time that Germany and France “will
speak with one and the same voice.”
Asked if Germany could again unite
with France at September’s summit,
aspokesman for the German govern-
ment said: “Yes, I think so.”

European leaders might get a
chance to iron out their differences

at a meeting in Stockholm proposed
by Swedish Prime Minister Fredrik
Reinfeldt in July in his capacity as
the holder of the European Union
presidency. Mr. Sarkozy has ex-
pressed support for the idea, while a
spokesman for the German govern-
ment said he expected it to go
ahead, although Mr. Reinfeldt said
Tuesday it isn’t certain the meeting
will take place.

G-20 members seem to agree
that pay should have extra limita-
tion at companies that have re-
ceived state aid. The U.S. had restric-
tions in place on the pay practices of
banks that received money through
the Troubled Asset Relief Program,
though a number of banks, includ-
ing J.P. Morgan Chase & Co. and Gold-
man Sachs Group Inc., have repaid
the money and are no longer subject
to them.

In Russia, Finance Minister Al-
exey Kudrin has urged executives of
banks and state-run companies to re-
duce bonus payments for the dura-

tion of the crisis. Representatives of
Russian ministry of finance didn’t re-
turn calls for comment ahead of the
G-20 summit.

In Australia, a row over pay caps
meant that the government’s pro-
posed commercial-property bailout
fund was voted down in the senate.
In June, the four billion Australian
dollar ($3.3 billion) fund was
aborted after Australian Prime Min-
ister Kevin Rudd’s government re-
fused demands to put a A$1 million
cap on the salary of banking and
property executives whose compa-
nies would have benefited from the
project.

“Executive remuneration is
clearly an important issue in terms
of financial sector reform and we
look forward to ongoing construc-
tive discussions on this matter,”
said a spokesman for Australian
Treasurer Wayne Swann.

In Canada, a spokesman for the
department of finance only said that
the country “supports the state-
ment from the G-20 leaders’ summit
inLondonlast April.” The G-20 coun-
tries agreed to pursue the compensa-
tion principles established by the Fi-
nancial Stability Board. Those prin-
ciples called for more effective over-
sight of a financial institution’s com-
pensation practices by board of di-
rectors, a better alignment of com-
pensation with risk, and clear disclo-
sure of compensation practices to
stakeholders, among other items.

A spokesman for Italian market
regulator Consob said that neither
the body nor the Italian Govern-
ment had outlined a position on the
oversight of bank pay. However, the
spokesman said Consob may be will-
ing tointervene in the future to regu-
late the matter.

—From Financial News

Iraq sweetens
terms for oil bids
in second round

By HAssAN HAFIDH

ISTANBUL—Iraqis seekinglower
upfront payments in its second oil
bidding round, hoping to recapture
the interest of international energy
companies that largely shunned the
country’s first attempt to openits oil
fields to investment in June.

The country is now seeking sign-
ing bonuses of $1.2 billion in total
for contracts to develop the 15 fields
on offer, Iraqi oil officials and execu-
tives from companies involved in
talks on the deals said. Iraq’s at-
tempt to auction off contracts for
eight fields in June got hung up in
large part on its demand for $2.6 bil-
lion in so-called soft loans that oil
companies were supposed to pay
when signing deals.

Iragi officials met executives
from45 companies ataone-dayroad-
show in Istanbul Tuesday to intro-
ducethemto thebidding processand
acquaint them with the fields on of-
fer, which are lumped into 10 groups
and include the super-giant West
Qurna phase 2, Majnoon and East
Baghdad fields. Representatives
from Royal Dutch Shell PL.C, BP PLC,
Exxon Mobil Corp., Chevron Corp.,
ConocoPhillips and Lukoil Holdings
were among those attending.

In a separate development, Iraq
and Syriarecalled their envoys after
Baghdad demanded Damascus hand
over two people it says master-
minded bombings in the Iraqi capi-
tal last week that killed more than
100 people.
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White House projects bigger 10-year deficit

Estimate of gap
reduced for 2009;

10% jobless rate seen

By DEBORAH SOLOMON

WASHINGTON—The Obama ad-
ministration shaved $262 billion
from its estimated 2009 federal
budget deficit but said the U.S. will
run a $9 trillion deficit over the
next 10 years—$2 trillion more
than it forecast earlier this year.

The administration, in its mid-
year budget review, painted a pic-
ture of a nation that is stabilizing
as the economy begins to recover
but that is also in for a prolonged
period of economic weakness, job-
lessness and unsustainable govern-
ment spending.

Unemployment is expected to
fare worse than White House pro-
jections in February, when the ad-
ministration predicted a jobless
rate of 8.1% for 2009, anumber that
has been surpassed. The adminis-
tration now foresees unemploy-
ment hitting 10% at some point
over the next year and a half, with
the jobless rate averaging 9.3% in
2009 and 9.8% in 2010. In July, it
was 9.4%.

“We do predict unemployment
will reach 10% for some months and
some quarters,” Christina Romer,
who heads President Barack
Obama’s Council of Economic Ad-
visers, said in a call with reporters
to discuss the revised budget as-
sumptions.

Hopeful

revisions

The White House
revised its
estimated 2009
federal budget
deficit with a $262
billion reduction.
U.S. budget balance,
in billions
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The White House is also project-
ing a slower climb out of the reces-
sion than earlier this year, estimat-
ing a 2.8% contraction in gross do-
mestic product for 2009, as op-
posed to its earlier estimate of a
1.2% contraction. For 2010, the ad-
ministration sees 2% growth, down
from the 3.2% it projected in Febru-
ary. The revised estimate “reflects
new information all forecasters re-
ceived earlier this year about the se-
verity of the forecast,” said Ms.
Romer.

Ms. Romer said the revisions
are largely due to deterioration in
economic output since January,
when the administration first cob-
bled together its budget projec-
tions, and the unusual nature of
this recession, in which joblessness
is particularly high.

There was some good news: The
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administration is predicting a
smaller 2009 deficit of $1.58 tril-
lion, down from $1.84 trillion pre-
dicted in February. That revision is
attributable largely to smaller-
than-expected costs associated
with the financial crisis.

Many financial companies re-
ceiving bailout money are return-
ing funds, and the administration
said it removed a budget place-
holder that assumed an additional
$250 billion in related costs. The
White House alsois estimating that
less money will be spent by the Fed-
eral Deposit Insurance Corp. on
bank rescues.

“We now expect that the poli-
cies put in place to repair the finan-
cial system will cost taxpayers less
than expected,” said Peter Orszag,
who heads the White House’s Of-
fice of Management and Budget.

2000 '05

Still, in a measure of the dire
state of the nation’s fiscal picture,
thelevel of U.S. public debt as aper-
centage of economic output is pro-
jected to reach its highest levels
since World War II. The administra-
tion is projecting that public debt
will hit 66.3% of GDP in 2010, more
than any other time since the
1940s, when it peaked at more than
121% of GDP.

Higher debt means the U.S. is
paying more to finance its deficit.
Interest payments are projected to
hit 3.4% of GDP by 2019, compared
with 1.2% this year.

Republicans plan to assail the
administration’s projections by say-
ing they assume revenue that is un-
likely to materialize. Doug Holtz-
Eakin, who was Republican Sen.
John McCain’s economic adviser in
the 2008 presidential election, said

in amemo prepared for the Republi-
can congressional leadership that
the Obama team was using false as-
sumptions to pad its numbers, in-
cluding $640 billion from its
planned cap-and-trade program
and $200 billion from taxing inter-
national business—neither of
which has been approved by Con-
gress.

Administration officials blamed
the worsening long-term deficit
outlook on increased spending as-
sociated with programs to help
blunt the impact of the recession.
The U.S. will have to spend more on
programs such as unemployment
insurance and food stamps as more
people go without work.

The bulk of the long-term defi-
cit is primarily related to spending
on entitlement programs, such as
Social Security and Medicare.
Costs associated with those pro-
grams are projected to continue
growing.

Mr. Orszag said the administra-
tionis committed to bringing down
the size of the deficit but that now
isn’t the moment to rein in govern-
ment spending.

“It’s desirable to allow deficits
to increase during an economic
downturn,” he said, referring to
the stimulating effect that in-
creased government spending can
have on the economy. Many econo-
mists say the administration’s
$787 billion stimulus package,
even as it adds to the federal defi-
cit, is also fueling growth, adding
anywhere from one to three per-
centage points in second-quarter
GDP.

Confirmation hearings to touch on Fed role in regulatlon

BY MICHAEL R. CRITTENDEN

WASHINGTON—Federal Re-
serve Chairman Ben Bernanke will
likely receive Senate support to re-
main in charge of the U.S. central
bank for a second term, but his re-
nomination could affect the Fed’s ef-
forts to secure broader regulatory
authority.

Top Senate Democrats signaled
their support for the decision to re-
nominate Mr. Bernanke. Senate Ma-
jority Leader Harry Reid (D., Nev.)
said in a statement he expects the
Senate to confirm Mr. Bernanke, call-
ing his expertise and leadership
“crucial as our nation has endured
this financial crisis.”

Sen. Bob Corker (R., Tenn.), a
member of the Senate Banking Com-
mittee, which will vote on Mr. Ber-
nanke’s nomination, likewise said
Mr. Bernanke “has earned the right
to see this through.”

Still, the nomination comes at a
time of low support for the Fed on
Capitol Hill and at a key point in the

highly charged debate over whether
the central bank should have
greater oversight over the largest fi-
nancial firms.

Mr. Bernanke, because of the
Fed’s role at the center of the gov-
ernment’s response to the finan-
cial tumult last year, has been a
lightning rod for criticism over the
government’sintervention in the fi-
nancial system. The Fed has been
criticized for a lack of transpar-
ency in making billions of dollars
of financing available to financial
firms, as well as the ad hoc deci-
sions to rescue certain firms while
letting others fail.

Mr. Bernanke’s nomination hear-
ing will give skeptical senators the
opportunity to push back at the
Obama administration’s proposal to
give the Fed broad new authority to
regulate systemically important
firms. Senate aides have said they
are likely to scale back the powers
envisioned for the Fed when they in-
troduce legislation next month.

“I expect many serious questions

will be raised about the role of the
Federal Reserve moving forward
and what authorities it should and
should not have,” said Sen. Christo-
pher Dodd (D., Conn.), chairman of
the Senate Banking Committee.

Mr. Dodd offered tepid support
for Mr. Bernanke’s reappointment,
saying he “is probably the right
choice.” He said the panel will hold a
thorough confirmation hearing. A
committee spokeswoman said staff
hasn’t yet met to determine when
the nomination hearing will occur,
but said the timing could be affected
by the efforts to move regulatory
overhaul legislation.

Mr. Dodd’s House counterpart,
House Financial Services Chairman
Barney Frank (D., Mass.), said he
strongly supported Mr. Bernanke re-
ceiving a second term.

“He has acted to provide needed
liquidity to the economy and has
demonstrated that he is fully ready
to reverse course when economic
conditions dictate,” Mr. Frank said
in a statement.

European central bankers cheer Bernanke news

BY GEOFFREY T. SMITH

FRANKFURT—The heads of Eu-
rope’s leading central banks wel-
comed the reappointment of U.S.
Federal Reserve Chairman Ben Ber-
nanke for another four-year term.

“I am extremely pleased to learn
that Ben Bernanke has been nomi-
nated for a second term as chairman
of the Federal Reserve,” European
Central Bank President Jean-Claude
Trichet said in an emailed state-

ment. “We have had an excellent and
very close working relationship dur-
ing the current episode of excep-
tional challenges for the world econ-
omy. The Federal Reserve and the
European Central Bank have, to-
gether with other central banks, ini-
tiated an unprecedented level of
close cooperation, which has been
key in coping with the present situa-
tion.”

U.S. President Barack Obama re-
nominated Mr. Bernanke for four

more years. The nomination has to
be approved formally by the U.S.
Senate, but few observers expect
the upper house of Congress to
block the nomination.

Bank of England Gov. Mervyn
King, who once worked alongside
Mr. Bernanke at the Massachusetts
Institute of Technology, also
praised Mr. Obama’s decision.

“Ben brings strong leadership to
the Federal Reserve at this vital
time,” Mr. King said.
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U.S. Fed Chairman Ben Bernanke testifies before Congress in July. Lawmakers
from both parties expressed support Tuesday for his reappointment.

History suggests Mr. Ber-
nanke’s nomination shouldn’t face
too much oppositionin the Senate,
which has traditionally deferred
to the White House on central-
bank choices. Mr. Bernanke’s pre-
decessor, Alan Greenspan, repeat-
edly received wide support from
both parties when he was renomi-
nated as Fed chairman during this
decade and last.

Mr. Bernanke’s nomination
could bolster efforts by Fed critics
to allow greater oversight of the cen-
tral bank’s operations. There has
been growing bipartisan support in
the House of Representatives for leg-
islation authored by Rep. Ron Paul
(R., Texas) that would allow govern-

ment examiners to audit the Fed. Al-
though the measure is unlikely to be-
come law on its own, its mounting
support—roughly two-thirds of
House lawmakers are cosponsors—
means an attempt could be made to
attach it to the broader regulatory
overhaul legislation.

Sen. Charles Schumer (D., N.Y.),
trying to tamp down those efforts,
warned critics about using Mr. Ber-
nanke’s nomination for political
gains.

“Chairman Bernanke’s confirma-
tion hearing shouldn’t be used as a
stage by those with wrongheaded
political agendas like trimming the
Fed’s independence,” Mr. Schumer
said.
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Politics comes into play in decision

Keeping Bernanke makes it easier for Obama to claim his team is winning the battle to turn around the economy

BY GERALD F. SEIB

U.S. President Barack Obama’s
decision to reappoint Federal Re-
serve Chairman Ben Bernanke
makes sense for a lot of reasons,
but here’s an important political

one: It nowis far easier for the pres-
ident to say he has a team that’s
winning the epic battle to turn
around the economy.

It would be much harder to make
the claim that his team is winning
—  that battle if the

CAPITAL president were, at

———————— the same time,

JOURNAL dumping one of the

team’s captains.

That, of course, would imply that per-
haps things weren’t going so well.

Instead, Mr. Obama, in announc-
ing his decision Tuesday, tiptoed
oh-so-carefully toward finally de-
claring that the worst is over. “As an
expert on the causes of the Great De-
pression, I'm sure Ben never imag-
ined that he would be part of a team
responsible for preventing an-
other,” the president said. “But be-
cause of his background, his temper-

ament, his courage and his creativ-
ity, that’s exactly what he has helped
to achieve.” His team’s moves, Mr.
Obama asserted, have “brought our
economy back from the brink. They
are steps that are working.”

It’s not a coincidence that the
Bernanke reappointment and this
assertion that disaster has been
averted are coming now, and simul-
taneously, for both have important
political implications. A sense that
the economy is out of intensive
care and recovering may improve
the chances of getting Congress to
take a chance on a big health-care
plan in the fall—while also lessen-
ing the political damage if that ef-
fort fails. A reappointed Ben Ber-
nanke also likely has an easier time
persuading Congress to pass a fi-
nancial-regulation overhaul giving
the Fed more power than would a
lame-duck Ben Bernanke.

Beyond that, a sense that the
economy is turning upward is the es-
sential predicate for Democrats to
survive next year’s midterm elec-
tions. Democratic fortunes are slip-
ping on many fronts right now, but

voter psychology is likely to be more
affected by the way Americans feel
about the state of the economy in
the first few months of 2010. Once a
perception of the economy’s health
takes hold in an election year, it can
be hard to shake.

Andindeed, as if on cue, the Con-
ference Board reported Tuesday
that consumer confidence jumped
in August, well above economists’
expectations. If the president, in
his Bernanke decision and in his
rhetoric, is saying that things are
looking better, it isn’t clear
whether he’s leading or following
popular sentiment.

What’s intriguing is that one of
the toughest tasks for Team Obama
has been getting the psychology and
expectations game right. In his ini-
tial weeks in office, Mr. Obama may
well have talked the economy down
too much. He was trying to rein in
the lofty expectations that accompa-
nied his inauguration, but probably
injected too much doom and gloom,
chilling consumer behavior.

Then, in the spring, the adminis-
tration got too optimistic too early,

talking up the apparent arrival of
“green shoots” just before a new
wave of gloomier news about em-
ployment and housing.

As it happens, the one thing Mr.
Obama seems to have gotten just
right along the way was his stock-
market advice. The president made
some waves back on March 3—a
day after the Dow Jones Industrial
Average had fallen nearly 300
points—by saying that it was a
good time to buy stocks.

Turns out that was pretty good
advice, for the president called the
market’s bottom almost precisely.
Two days later, the Dow Jones Indus-
trial Average bottomed out at a
12-year low of 6626. Since then it
has moved steadily upward, to
around 9500. An investor who had
put $1,000 into a market index fund
at the time of Mr. Obama’s predic-
tion would now have about $1,400.

In any case, there remain dan-
gers aplenty for the president in this
expectations game. In reappointing
Mr. Bernanke, the White House may
be either expecting or hoping that
his tendency to provide massive li-

quidity and easy money will con-
tinue through next year’s political
season, but there’s no guarantee of
that. Indeed, there’s always the pos-
sibility a newly appointed Fed chair-
man may feel the need to show his
political independence by seeking
to raise interest rates faster than
the White House desires.

In both the housing and financial
markets, the chances of a dip back
down, at the least-opportune time
for Democrats, remain very real.
And Peter Hart, the veteran Demo-
cratic pollster who co-directs the
Wall Street Journal/NBC News poll,
has long noted that the most politi-
cally sensitive economic indicator is
unemployment—which is likely to
get worse before it gets better.

Mr. Obama himself was careful
to note Tuesday: “Of course, as I
have said before, we are a long way
away from a completely healthy fi-
nancial system and a full economic
recovery.” Still, a smiling Ben Ber-
nanke and some upbeat words to-
gether present a picture as impor-
tant to the administration for its po-
litical as its economic significance.

President nominates Fed chairman for a second term

Continued from first page
Tuesday while on vacation here, the
U.S. president is opting for continu-
ity in economic policy despite criti-
cismin Congress of the central bank-
er’s frantic efforts to rescue the fi-
nancial system.

Mr. Obama warned Tuesday that
the U.S. is still along way from hav-
ing a healthy financial system and
full economic recovery. “That is why
we need Ben to continue the work
he’s doing, and that is why I’'ve said
that we cannot go back to an econ-
omy based on overleveraged banks,
inflated profits and maxed-out
credit cards,” Mr. Obama said.

Mr. Bernanke, appearing along-
side the president, thanked MTr.
Obama for his “unwavering support”
of an independent Fed and pledged to
work hard to restore the economy.

Thedecision promptedreliefinfi-
nancial markets, where traders
hailed it for eliminating one risk fac-
tor that could have weighed on
prices as the end of Mr. Bernanke’s
current termin January drew closer.

Wall Street and academic econo-
mists in recent weeks showed enthu-
siasm for giving Mr. Bernanke a sec-
ond term. A move by Mr. Obama to
install his own person at the Fed
might have rattled markets and un-
settled foreign investors.

“Having a new chairman come in
at this late date would put the Fed-
engineered solution to both the re-
covery and the exit strategy at risk,”
said Christopher Rupkey, an econo-
mist with Bank of Tokyo-Mitsubishi.

The nomination comes amid criti-
cism of Mr. Bernanke by some in Con-
gress. The financial-sector bailout he
helped engineerlast year has angered
someRepublicans, who seeitasagam-
ble with taxpayer money. At the same
time, some Democrats see himas com-
plicit in initial hasty efforts by the
Bush administration to rescue banks
without sufficient consideration for
homeowners and smaller businesses
hit by the financial crisis.

Still, Mr. Bernanke will likely re-
ceive U.S. Senate support to remain
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in charge of the central bank for a
second term, although lawmakers
are set to use his confirmation hear-
ings to air concerns about his han-
dling of the financial crisis and the
Fed’s efforts to secure broader regu-
latory authority.

Mr. Obama on Tuesday praised
Mr. Bernanke’s handling of the finan-
cial crisis. “Ben approached a finan-
cial system on the verge of collapse
with calm and wisdom; with bold ac-
tion and outside-the-box thinking
that hashelped put the brakes onour
economic freefall,” Mr. Obama said.

Mr. Bernanke is seen by support-
ers as a creative and steady hand
who helped to keep the financial
chaos, which became especially dan-
gerous in the past year, from becom-
ing much worse. Rahm Emanuel,
White House chief of staff, said the
president credits Mr. Bernanke for
“pulling the economy back from the
brink of depression.”

Hehasguided the Fed through un-
charted territory over the nearly two
years since the crisis began. Taking
lessons fromthe Great Depressionhe
has closely studied, Mr. Bernanke

has so far avoided a repeat of the
1930s panic by pushing interest rates
tonear zero and unleashing new pro-
grams—including central-bank pur-
chases of mortgage-backed securi-
ties, direct government loansto com-
panies and rescues of big firms such
as American International Group
Inc.—to stabilize markets.

While Mr. Bernanke is given broad
credit for such aggressive moves to
shore up financial markets, he has
also been at the center of the most
controversial decisions in the crisis:
determining which firms to save and
which to let fail. Each of those moves,
from rescuing Bear Stearns and AIG
to allowing Lehman Brothers Hold-
ings Inc. to go down, has been scruti-
nized and criticized by lawmakers
and the financial markets.

Mr. Bernanke has argued, as he
did over the weekend at the Jackson
Hole, Wyo., central bankers’ retreat,
that the measures were necessary
to avert a financial meltdown. He
can point to some success in stabiliz-
ing financial markets.

The recent signs that the U.S.
economy is beginning to recover
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made reappointing Mr. Bernanke,
and announcing the decision now,
easier for the president. Had the
economy continued to deteriorate,
the pressure toreplace the Fed chair-
manwould have been much stronger.

“I'think this is agood thing for the
markets,” said Byron Wien, chief in-
vestment strategist at Blackstone
Group. “Rather than going through a
catechism of what Bernanke’s done
wrong, let’slook at the net result. The
economy is improving and the finan-
cial system is on the mend. It’s along
way from perfect, but it’s also a long
way from where it was a year ago.”

Now that he is set to continue at
theFed, Mr. Bernanke faces achalleng-
ing task. Having pumped hundreds of
billions of dollars into the financial sys-
tem and tried to heal the economy
with near zero interest rates, Mr. Ber-
nanke needs to decide how and when
to pull back. If he moves too soon, he
could undermine a recovery. But if he
moves too slowly, he could spur a new
period of inflation.

Fed officials have started to lay
the groundwork for a withdrawal.
Earlier this month, they announced

plans to stop buying long-term U.S.
Treasury bonds, one of the many
steps they had taken in an attempt
to drive down long-term interest
rates. Other programs, like an effort
to buy short-term commercial pa-
per loans directly from companies,
are shrinking on their own.

The big challenge for Mr. Ber-
nanke in the year ahead will be to de-
cide when to start raising short-
term interest rates from near zero.
The Fed has signaled rates will stay
low for an extended period.

Mr. Bernanke also must work
with Congress, where the Obama ad-
ministration’s plan to overhaul fi-
nancial-market regulation is mov-
ing slowly.

“We must urgently address struc-
tural weaknesses in the financial sys-
tem, in particular in the regulatory
framework, to ensure that the enor-
mous costs of the past two years will
not be borne again,” Mr. Bernanke
said in a defense of his policies Fri-
day in Wyoming.

—David Wessel, Sudeep
Reddy and Tom Barkley
contributed to this article.
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‘Clunkers’ provides lesson in spurring sales

Program appears
to juice spending
more than tax rebates

By SUDEEP REDDY

The $3 billion U.S. “cash for
clunkers” program is a fraction of
the $787 billion federal govern-
ment stimulus, but it has offered a
key lesson: enticing consumers to
spend on big-ticket items can pro-
vide more bang for the buck than
sending out checks.

The program, under which sales
ended Monday night, lured hun-
dreds of thousands of Americans
with the promise of up to $4,500 for
trading in a gas-guzzling vehicle.
Car dealers saw aboost in sales, with
even customers who weren’t eligible
for the rebate shopping for vehicles.
And lawmakers, who rushed to triple
the program’s funding, finally had
visible results to show from govern-
ment stimulus spending.

President Barack Obama called
the program “successful beyond any-
body’s imagination” even as Republi-
cans panned it as a deficit builder.

The program’s popularity also
taught a lesson about the limits of
government management: Offi-
cials failed to anticipate the de-
mand, forcing them to rush to ex-
pand funding from the original $1
billion. Inundated with rebate re-
quests from dealers, the Obama ad-
ministration several times ex-
tended the deadline for dealers to
seek reimbursement.

The success of the program sug-
gests that it represents a better

Associated Press

A

Sales manager Mark Hranicky of Lee Toyota in Topsham, Maine, holds keys
Monday to some of the cars traded in under ‘cash for clunkers.’

way of getting consumers to spend
than tax-rebate checks, which of-
ten get banked rather than spent.
“I'thinkit’s pretty clear that if you
gave someone a free shopping certifi-
cate, they will spend it,” Citigroup
economist Steven Wieting said.
“Whether they have permanent eco-
nomic effects is a different story.”
Under stimulus packages in
2001and 2008, checks were sent di-
rectly to U.S. families, who saved
much of the money. Some retailers
sought to attract customers by of-
fering discounts if people spent
their stimulus checks at that store.
Inrecent weeks, auto dealers of-
fered their own specials targeted

at consumers who were hearing
the buzz about cash for clunkers
but weren’t eligible.

Some consumers remained on
the sidelines until the last minute.
Tonja Deegan, a 37-year-old who
works in public relations, said her
2001 Ford Escape SUV with
160,000 miles, or 256,000 kilome-
ters, “runs fine”—but she still
wanted a new car. The bump in the
road: her skeptical husband.

She finally convinced him Satur-
day to buy a new car and raced to
the dealership where she found a
single Ford Escape at Atchinson
Ford in Belleville, Mich.

When the showroom opened
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Monday morning, she was there,
but her dealer was unsure the trans-
action could get registered with
the government in time, because
the Department of Transportation
Web site was having problems. But
at 11 a.m. the dealer called with the
good news—the clunker sale had
gone through.

“I got lucky,” Ms. Deegan said of
her new car. She paid $24,951 after a
$3,500 clunker rebate plus other fi-
nancial sweeteners from the dealer.

Under another extension issued
Tuesday, dealers had until 8 p.m.
Tuesday to submit paperwork to be
reimbursed by the government.

William Gale, a Brookings Insti-

tution economist, likened the clunk-
ers program to a bank run, where
depositors rush to get their money
out of a troubled bank. In this case,
car shoppers rushed to get their
hands on vouchers before funds for
the program ran out.

At a panel discussion on fiscal
stimulus at the Federal Reserve’s an-
nual Jackson Hole meetings over the
weekend, Mr. Gale said policy mak-
ers could take a lesson from the pro-
gram: Behavioral economics—an
area of research that seeks to ex-
plain how people sometimes stray
from rational economic decisions—
could be tapped to find ways to spur
short-term household spending.

The next program to test the ef-
fect of government funds comes this
fall. Consumers who buy high-effi-
ciency appliances such as refrigera-
tors, washing machines and dish-
washer can receive rebates of up to
$200 on certain products; no trade-
ins would be required. The $300 mil-
lion program was included in the
$787 billion stimulus law.

As with the clunkers program, it
is unclear whether the rebate pro-
gram will offer anything more than
a short-term economic boost.

“The people who will most like
likely respond to this are the peo-
ple who need appliances, and they
were probably going to buy appli-
ances anyway,” said Erik Hurst, an
economist at the University of Chi-
cago’s Booth School of Business. “If
all you’ve done is move that from to-
morrow to today, then the econ-
omy is going to lag even more to-
morrow.”

—Matthew Dolan
and Jon Hilsenrath
contributed to this article.

Lindt posts § 88% drop in profit

BY MARTIN GELNAR

ZURICH—Chocoladefabriken
Lindt & Spriingli AG’s failure to
raise the price it charges for its choc-
olates amid a jump in cocoa prices
held the Swiss chocolate maker back
in the first half, exacerbating the im-
pact of charges related to its U.S.
and Italian operations.

Lindt, best known for its Lindor,
Excellence and Ghirardelli brands
and the chocolate bunnies wrapped
in gold foil, posted first-half net
profit of 2.7 million Swiss francs
($2.5 million), down 88% from 22.9
million francs a year earlier. Sales
slipped 5.4% to 979 million francs.

The bottom line was hit by a
charge of 22.2 million francs related
to the closing shops in the U.S. and
animpairment on a warehouse in It-
aly, Lindt said.

In contrast to most of its rivals,
the chocolate maker didn’t raise its
chocolate prices in the fourth quarter
and thus failed to offset a sharp in-
crease in the price of cocoa. London
cocoa futures prices hit a 23-year
high at the start of the year, although
they have since dropped back as de-
mand has waned amid the recession.

Lindt’s organic sales growth,
which excludes acquisitions and cur-
rency fluctuations, was 0.2%—lagging
behind rivals like Cadbury PLC, which
recorded organic sales growth of 4%
in first half, and Nestlé SA, which saw
organic sales growth of 3.4% at its
food and beverage operations.

“Lindt merely missed its chance
last year when such price increases
would have been readily accepted,
as was the case for Cadbury, Nestlé,
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Hershey and the others,” said inde-
pendent food-industry analyst
James Amoroso.

Cadbury increased chocolate
prices by more than 10% in some
countries in the fourth quarter,
while Nestle raised chocolate prices
by 7.4%, according to analysts at J.P.
Morgan Chase.

“We have refrained from [raising
product prices] partly on purpose
because cocoa prices are all over the
place currently,” said Lindt’s Chief
Executive Ernst Tanner. “But we ex-
pect the speculative element to dis-
appear within 12 months or so.”

The company said it would boost
advertising in the second half to try
and win more market share, while
cost cutting should lift profitability.

“We will invest into marketing,
primarily in the U.S. and in Europe,

Cocoa prices have

putting Lindtina
vulnerable position.
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and we expect this to translate into
substantial market-share gains,”
said Mr. Tanner. “We are debt-free
so we can afford it, contrary to some
of our rivals.”

Lindt said it still expects organic
sales growth of 2% to 5% and earn-
ings before interest and taxes to
reach between 260 million francs
and 280 million francs for the full
year. The company lowered its tar-
gets in March when it announced a
restructuring program that in-
cluded shutting down regional
shops in the U.S. to focus on a few
flagship stores.

Mr. Tanner said he couldn’t yet
gauge how the important Christmas
period might develop for Lindt. He
said that there are positive signs
from individual customers, but that
wholesalers remain cautious.

Air China’s profit doubles,
but price pressures increase

By JEFFREY NG
AND Joy C. SHAW

SHANGHAI—Chinese flag car-
rier Air China Ltd. said Tuesday
profit more than doubled from a
year earlier, boosted by lower fuel
costs, fuel-hedging gains and
growth in domestic travel demand.

But the company said its earn-
ings may be under pressure in the
second half as the global financial
crisis continues to depress interna-
tional air travel and cargo ship-
ments and as price competition
among domestic carriers increases.

Air China said its net profit for
the six months ended June 30 was
2.93 billion yuan ($429 million), ac-
cording to Chinese accounting stan-
dards, up from 1.17 billion yuan a
year earlier. Revenue fell 13% to
22.41 billion yuan.

Under international accounting
standards, the Beijing-based carri-
er’s profit was 2.88 billion yuan, up
from 1.13 billion yuan a year earlier.

The carrier said costs fell 16% from
ayear earlier to 21.85 billion yuan due
to a 42.5% drop in fuel cost. The com-
pany also booked a gain of 1.45 billion
yuan in fuel-hedging contracts.

Air China’s first-half results
were also boosted by an improve-
ment in domestic demand for air
travel. During the period, the airline
carried 18.82 million passengers, up
14% from a year earlier.

Revenue from Air China’s domes-
ticair travel rose 8.3% in the January-
June period from a year earlier. Itsin-

Air China

Tuesday’s close: 7.20 yuan,
down 4.76%

Source: Thomson Reuters Datastream

ternational air-travel revenue fell
25.5% in the same period, while reve-
nue from international cargo busi-
ness dropped 50.8%, the carrier said.

Air China has said it would fur-
ther expand its Beijing hub as well
as boosting its operations in Shang-
hai amid competition from other do-
mestic carriers. It also has been en-
hancing cooperation with Cathay
Pacific Airways Ltd. to benefit from
the Hong Kong-based airline’s large
international network.

Last week, Air China said it
would significantly boost its stake
in Cathay to 29.99% from 17.46%.

Analysts have questioned whether
added synergies from the higher stake
would really be significant for Air
China, which acquired shares in Ca-
thay in 2006.
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Persimmon raises hopes

U.K. builder sees
demand returning,
prices stabilizing

By ANITA LIKUS

LONDON—Persimmon PLC Tues-
day became the latest U.K. home
builder to say that the worst ap-
pears to be over for the country’s
housing market, with demand re-
turning and prices stabilizing.

The company, one of the U.K.’s
biggest house builders by market
value, reported a drop in first-half
earnings as completions and prices
were down from a year earlier.
However, it said it expects sales to
hold up for the full year, supported
by lower supply levels and stable
demand, and signaled that further
write-downs were unlikely.

First-half net profit fell 63% to
£9.8 million ($16.1 million) in the
six months ended June 30 from
£26.4 million a year earlier.

Pretax profit fell to £9.8 million
from £36.9 million. Revenue fell
39% to £611.8 million from £998.4
million.

Persimmon said that net reser-
vations continue to run ahead of
last year, and recent visitor levels
also are up. Cancellation rates
were significantly lower through-
out the first half, at about 16%,
compared with 30% a year earlier.

The U.K. housing market has
tumbled over the past two years,
as the banking crisis reduced mort-
gage liquidity, and the economic
downturn and fears of rising unem-
ployment hit demand.

Most of the U.K.’s house build-
ers stopped buying land and pared
back construction to sites where
development already had begun.
They also recorded massive write-
downs as falling house prices hit
the value of land and work in
progress.

Persimmon is the first house
builder to surprise the market by
reversing the trend in write-
downs after it revalued some land
holdings. It booked a gain of £27.9
million on its holdings in the first
half, though that wasn’t enough to
prevent the drop in earnings.

Liberum Capital analyst Char-
lie Campbell said that while the re-
lease of some of the land provi-

Persimmon PLC

Venture advises holders
to accept Centrica bid

By JAMES HERRON

LONDON—U.K. oil and gas pro-
ducer Venture Production PLC ad-
mitted defeat in its defense against
a hostile £1.3 billion ($2.13 billion)
takeover bid from utility Centrica
PLC, recommending that all share-
holders accept the offer.

“The board of Venture continues
to believe that Centrica’s final offer
substantially undervalues Venture,”
Venture said in a prepared state-
ment. “However, the board recog-
nizes that, in the event that the offer
is declared wholly unconditional,
Centrica will have control of Ven-
ture” and any shareholders who
don’t sell run the risk of holding a mi-
nority stake in a delisted company,
the statement added.

Venture said Tuesday that two
major shareholders, Larry Kinch
and ArcLight Capital Partners, had
decided to sell their combined 19.2
million shares, equivalent to 12.8%
of Venture’s share capital.

The move came after Centrica
said late Monday that it already ei-
ther owns, has acquired subject to

settlement or has received valid ac-
ceptances equivalent to 58.7% of
Venture shares.

“We are pleased that the Venture
board has recommended that its
shareholders accept our offer, in the
event that it is declared wholly un-
conditional,” Centrica Chief Execu-
tive Sam Laidlaw said Tuesday.

The Venture deal represents a
significant step forward for Cen-
trica, which has long been on the
hunt for gas resources to make up
for its declining reserve base, seek-
ing to supply its customers and
strengthenits positionin the U.K. en-
ergy market. Centricareceived Euro-
pean Commission clearance for the
acquisition on Friday.

Venture’s management had
strongly resisted Centrica’s offer of
845 pence a share, saying it substan-
tially undervalued Venture’s rising
output and a strong financial posi-
tion. However, analysts said Centri-
ca’s management seems to have
judged correctly that the economic
climate was ripe for a bargain.

—Selina Williams
contributed to this article.

U.K. house builder Persimmon said it is investing again in new building sites, like
this one in Sittingbourne, Kent, in southeast England.

sions signaled confidence in the
value of land holdings, Persim-
mon’s underlying business was
poor, with margins below expecta-
tions.

“We had expected a clean trad-
ing margin of over 4% in the first
half and the company made only
1.5%,” he said.

The company’s first-half comple-
tions fell to 4,006 units from 5,501
in the year-earlier period, at an av-
erage selling price of £155,524,
down from £181,485 in 2008.

Several influential surveys re-
cently have suggested that house

prices had stopped falling and
were even rising in some areas,
amid improving mortgage approv-
als. As aresult, Persimmon started
toinvestinnew locations, opening
up about 40 sites in the first half of
the year, with about 50 more ex-
pected to open in the second half.

Chief Executive Mike Farley
said the company is focusing in
the south of England.

Persimmon said it expects its
debt to drop below £400 million
by the end of the year, which ana-
lysts said the market would wel-
come.

Brixton poses test for new owner

By ANITA LIKUS

LONDON—U.K. industrial land-
lord Brixton Ltd. Tuesday re-
ported a wider first-halfloss as va-
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cancies rose, showing the size of
the task ahead for new owner Se-
gro PLC.

Segro, a rival landlord, bought
Brixton in an all-share deal valu-
ing the company at £165.5 million
($271.7 million).

Industry specialists previously
warned that while Segro is taking
over an attractive portfolio of Brix-
ton’s industrial warehouse property,
mainly located around London’s
Heathrow Airport, the company has
a high number of vacancies.

Brixton reported vacancies of
20.3% as of June 30, up from 17.3%
on Dec. 31.

Like other commercial property
companies in the U.K., Brixton has
been hit hard as a lack of real-estate
financing and demand has caused
values to plummet.

Brixton said Tuesday that while
recession isn’t over, the property-
investment market is showing

signs of stabilization and even im-
provement for prime property.

“But the outlook is still depen-
dent on the timing of an economic
recovery, and key threats to in-
come and value include tenant fail-
ures and falling rental values,” the
company said.

Brixton’s first-half net loss wid-
ened to £314.2 million from £235.1
million in the year-earlier period.
Its pretax loss widened to £314.2
million from £236.7 million.

For the six months ended June
30, the value of its property portfo-
lio, including its share of joint-ven-
ture properties, fell by £368 mil-
lion, or 22%. It has net debt of
£770.4 million.

Segro’s takeover of Brixton was
completed Monday. Brixton
shares have been delisted but the
company was still required to pub-
lish an earnings report.

Oerlikon’s CEO steps down;
Swiss firm to cut 2,500 jobs

By MARTIN GELNAR

ZURICH—OC Oerlikon Corp. said
Tuesday Chief Executive Uwe Kriiger
was stepping down immediately as
the Swiss engineering company
posted a narrower first-half net loss
and said it would cut 2,500 jobs.

Board member Hans Ziegler will
temporarily take over as chief execu-
tive until the company finds a suit-
able candidate to lead the company,
Oerlikon said. Mr. Ziegler, a turn-
around manager who has the support
of dominant Russian shareholder Vic-
tor Vekselberg, gained prominence af-
ter overseeing the unwinding of
Swiss Erb Group in 2003. The bank-
ruptcy of Erb, a sprawling private em-
pire, was one of the biggest corporate
failures in Switzerland.

Mr. Kruger, who had been at Oer-
likon’s helm since 2007, couldn’t be
reached to comment.

His departure comes as Oerlikon,
active in fields such as vacuum and
solar technology, reported a net loss
of 99 million Swiss francs ($93 mil-

lion), following a year-earlier net
loss of 313 million francs. The bot-
tom line was bolstered by a gain
from the sale of the company’s
space-technology unit.

Oerlikon’s sales were down 40%
at 1.43 billion francs from 2.38 billon
francs, while its order intake
dropped 39% to 1.59 billion francs.
Analysts said sales were slightly bet-
ter than expected due to a solid de-
velopment in the company’s solar-
technology unit.

The CEO change isn’t unusual,
given the company’s continued
weak profit development, said Von-
tobel analyst Michael Foeth, adding
that the new top manager has broad
industrial experience.

Oerlikon also said it would cut
2,500 jobs as part of a cost-reduc-
tion program, which seeks to save
400 million francs in costs and re-
turn the company to profitability by
2010. Analysts expect Oerlikon to
continue to downsize, possibly look-
ing to sell its textile-machinery and
surface-technology units.

RBS will cap pension increases

BY MARIETTA CAUCHI

LONDON—Royal Bank of Scot-
land Group PLC said it plans to cap
at 2% increases to the pensions of
more than 60,000 workers, joining a
raft of U.K. companies acting to cut
soaring pension-fund liabilities.

RBS is one of several U.K. compa-
nies reviewing their support for de-
fined-benefit pension plans, in
which companies agree to pay em-
ployees a fixed sum on retirement.
Many company pension plans have
been replaced with defined-contri-
bution plans, under which compa-
nies make contributions but leave
the employee to supplement the
amount and take any responsibility
if the plan fails to provide enough
money for retirement.

Government-controlled RBS will

also reduce the lump sum payable
on early retirement for plan mem-
bers who choose to take an immedi-
ate, undiscounted pension.

“This is an expensive scheme for
our shareholders to fund and a gener-
ous one in comparison to the mar-
ket,” said Neil Roden, RBS’s head of
human resources. “The reforms we
are consulting on seek to strike abal-
ance between reducing the costs and
future liabilities of the scheme to the
group, with doing what we can to pro-
tect the welfare of existing staff and
scheme members.”

Overstretched balance sheets
have led to about 22% of companies
in the FTSE 100 index having insuffi-
cient cash to pay out on existing lia-
bilities, according to KPMG research.

The cuts were condemned by
trade union Unite.
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Lowe’s

U.S. home retailer
to develop stores
with Woolworths

BY MIGUEL BUSTILLO
AND IAIN McDONALD

Home-improvement retailer
Lowe’s Cos. is expanding into Aus-
tralia through a new venture with
that nation’s top retailer, Wool-
worths Ltd.

The retailers announced a part-
nership that will bring Lowe’s-style
big-box stores to Australia starting
in 2011. It is the first foray outside of
North America for Lowe’s, which
also has branches in Canada and
Mexico, and the first joint venture of
its kind for the company.

The alliance will be two-thirds
owned by Woolworths, the largest re-
tailer in Australia and New Zealand,
and one-third by Lowe’s, which esti-
mates that it will pump US$100 mil-
lion into the initial rollout each year
for four years starting in 2010.

The two hope that a move into
Australia’s home-improvement
market will benefit from a pickup
in the country’s housing sector af-
ter a mild downturn, with low in-
terest rates and generous govern-
ment grants for first-time home
buyers set to push up house con-
struction sharply by the end of
20009.

Bloomberg News

“We think it’s a great time to
start a business as the economy
starts to tick up,” Woolworths Chief
Executive Michael Luscombe said.

Australia is unusual in that com-
parable markets in other countries
have at least two or three big-box
format store chains, whereas Austra-
lia has just one, he said.

As part of the venture, Wool-
worths and Lowe’s have made a rec-
ommended offer for Danks Hold-
ings Ltd., Australia’s second-largest
hardware distributor, valued at
13.50 Australian dollars (US$11.31) a
share, or A$87.6 million.

Danks will give the joint venture
exposure to about 560 smaller, inde-
pendent retailers in the sector.

The move is a threat to Austra-
lian conglomerate Wesfarmers
Ltd., which owns Bunnings, Austra-

lia’s largest wholly-owned home-im-
provement retailer.

Bunnings operates roughly 250
stores, has about one-fifth of the mar-
ket share and has been a source of
stability for Wesfarmers as it tries to
turn around Australia’s second-larg-
est supermarket chain, Coles.

Bunnings released a statement
Tuesday saying it “relishes” the op-
portunity to compete with a new en-
trant in what it estimates to be the
A$36 billion home-improvement
market in Australia. The company
said it has been aware of Wool-
worths’ intention to enter the mar-
ket for more than six months.

Woolworths’ and Lowe’s new Aus-
tralian stores will be more than
100,000 square feet and will have a
unique brand name, which has yet to
be determined, Lowe’s executives said.

plans Australian venture
woolworths

Woolworths
Tuesday’s close: A$28.63, up 2.2%

Source: Thomson Reuters Datastream

“The whole concept comes down
to two good retailers deciding to fo-
cus on what they do best to create a
winning formula for consumers in
Australia,” said Greg Bridgeford, ex-
ecutive vice president of business
development at Lowe’s.

Woolworths has already secured
rights to 12 locations in Australia,
and is in the process of securing 15
more, company officials said, declin-
ing to reveal where. The partners
plan to nail down more than 150
sites over the next five years.

It approached Lowe’s, which is
based in Mooresville, N.C., about the
joint venture in March after conclud-
ing that Woolworths needed an ex-
pert hand to enter the home-improve-
ment field, Mr. Bridgeford said.

—Cynthia Koons
contributed to this article.

Foster’s net rises as charges drop

By CYNTHIA KOONS

SYDNEY—Foster’s Group Ltd.’s
annual net profit nearly quadrupled
as revenue rose amid a strong per-
formance from Foster’s beer busi-
ness. But the company continued to
grapple with the falling value of its
wine operation.

It was the second straight year
that the company had to take substan-
tial write-downs on the wine business.

Foster’s said in February that it
would restructure its wine business
after failing to sell it, and had warned
of the write-downs that ended up to-
taling 287.2 million Australian dol-
lars (US$240.6 million) after tax for
the year to June 30. This compares
with A$605.8 million of after-tax
write-downs in the previous year.

Analysts have been looking for
signs that the wine business is
starting to improve, but Foster’s
said conditions in key wine mar-
kets remain challenging because of
economic conditions.

Foster’s said it has reduced cus-
tomer inventories and reshaped its
portfolio in 2009 and that it is “well
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placed” for an economic rebound.
Management called the most re-
cent fiscal year’s performance “ex-
cellent” in the company’s beer, cider
and spirits business.
But Foster’s didn’t offer a fore-
cast for the current fiscal year.
The beverage company said an-
nual net profit was A$438.3 million,
compared with A$111.7 million a
year earlier. Before the write-
downs, Foster’s reported earnings
of A$725.5 million, compared with
A$714.6 million the year before.
Asfor its beer business, which an-
alysts called its “saving grace” last
year, Foster’s said the Australian
market remains “very robust.”
Analysts have expressed concern
that the beer market has been inad-
vertently supported by a govern-
ment tax on other alcoholic drinks,

specifically ready-to-drink bever-
ages that mix spirits with sodas and
other flavors.

That tax, which took effect in
May 2008 in abid to combat teenage
binge drinking, made beer a cheaper
alternative. Analysts have said the
beer market’s growth over the past
year could be attributable to that
and is therefore unsustainable at its
recent pace. Beer net sales revenue
in Australia and the Asian-Pacificre-
gionincreased 5.3% during the year.

There has been speculation that
the group might separate the beer
and wine businesses, but manage-
ment said Tuesday that nothing has
changed since the group announced
it would be restructuring its wine di-
vision in February.

“We’re literally only six months
past when we made our original an-

Fosters Group
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nouncement,” Chief Executive Ian
Johnston said.

Foster’s annual revenue rose
2.7% to A$4.49 billion.

LG Display plans LCD plant in China

BY JUNG-AH LEE

SEOUL—Liquid-crystal-display
maker LG Display Co. plans to build
an advanced panel manufacturing
plant in southern China that could
cost more than $3 billion.

LG Display said it has signed a
nonbinding memorandum of under-
standing with the Guangzhou gov-
ernment to build its first LCD manu-
facturing facility in China.

Following the news, the world’s
biggest LCD panel supplier by sales,
Samsung Electronics Co., said it is
also interested in building a flat-
panel manufacturing plant in China,
but it didn’t elaborate. Currently, the
two LCD makers only have plants in
China that assemble panels shipped
from plants in South Korea.

The companies join other panel

makers who are expanding produc-
tion and cooperation with mainland
China in an effort to tap growing de-
mand in the region.

China unveiled a stimulus pack-
age to spur rural consumers to pur-
chase more electronic goods earlier
this year. Thanks partly to that move,
demand for LCD televisions and com-
puters has been robust this year
from the mainland despite tepid de-
mand from the U.S. and Europe.

“China’s LCD market is growing
rapidly, so we felt it’s necessary to
manufacture LCDs from the region
in the long run,” said LG Display
spokesman Park Sang-bae.

LG Display said the new plant
will use advanced technology, mean-
ing it can make LCD panels measur-
ing 50-inches diagonally. Such pan-
els are used in LCD televisions.

South Korea’s government also
said Tuesday that Samsung and LG
Electronics Inc. have agreed to pur-
chase LCD panels from one another
from the end of September in a rare
move by the two hometown rivals.

The move will likely be a threat
to Taiwanese LCD makers such as
AU Optronics Corp. and Chi Mei Op-
toelectronics Corp. because the
deal would replace LCD imports
from Taiwan. The South Korean gov-
ernment said it expects the deal to
improve the country’s trade balance
by about $83 million.

An AU Optronics spokeswoman
declined to comment, while a Chi
Mei Optoelectronics representative
wasn’t available to comment.

—Alex Pevzner
and Charmian Kok in Taipei
contributed to this article.

GLOBAL
BUSINESS
BRIEFS

Burger King Holdings Inc.
Profit up a solid 16%

despite sales weakness

Burger King Holdings Inc.’s
sales took a hit from a weak global
economy in the company’s fiscal
fourth quarter, but profit rose 16%
onbetter restaurant margins, refran-
chising gains and a lower tax rate.
Burger King, the world’s second-
largest hamburger chain by sales be-
hind McDonald’s Corp., expects to
see “soft” sales through Christmas
with results improving in the sec-
ond half of its fiscal year if con-
sumer sentiment improves. For the
quarter ended June 30, the company
reported a profit of $58.9 million, or
43 cents a share, up from $50.6 mil-
lion, or 37 cents a share, a year ear-
lier. Revenue dipped 2.4% to $629.9
million, while comparable-store
sales fell by the same margin.

Anheuser-Busch InBev NV

Anheuser-Busch InBev NV plans
to raise beer prices in the majority
of the U.S. this fall, despite declining
sales volume for some of its largest
brands, the president of the brew-
er’s U.S. division said Tuesday. The
company’s main U.S. rival, MillerCo-
ors LLC, said it, too, intends to raise
prices in many markets. MillerCo-
ors is a joint venture of SABMiller
PLC and Molson Coors Brewing Co.
Leuven, Belgium-based Anheuser-
Busch InBev, maker of Bud Light and
Stella Artois, said it likely won’t
raise prices more than it did last fall.
At the time, its prices rose about 4%
inmost U.S. markets, according to in-
dustry newsletter Beer Marketer’s
Insights. The brewer declined to pro-
vide pricing details.

Natixis SA

French bank Natixis SA sus-
pended trading in its shares Tues-
day and said it will bring forward the
publication of its second-quarter
earnings to Wednesday from Thurs-
day following a news report that its
parent bank BPCE may guarantee
some of its toxic assets. Natixis, one
of the French banks hardest hit by
the financial crisis, said it had re-
quested that its shares be sus-
pended for the whole of Tuesday, un-
til its results, along with those of
BPCE, are published before the mar-
ket opens Wednesday. The measures
came after French daily Les Echos re-
ported earlier Tuesday that BPCE,
which owns 71.54% of Natixis, would
be willing to provide formal guaran-
tees for risky and toxic assets.

Staples Inc.

Staples Inc.’s fiscal second-quar-
ter earnings fell 38% as companies
and consumers continued to re-
strain their spending, particularly
on bigger purchases. But the office-
products retailer’s same-store sales
in the U.S. and Canada fell less than
they had in recent quarters. To lure
in foot traffic, Staples joined the
ranks of retailers deeply discount-
ing. For the quarter ended Aug. 1,
the company posted a profit of
$92.4 million, or 13 cents a share,
down from $150.2 million, or 21
cents a share, a year earlier. The lat-
est results included three cents a
share in restructuring costs. Reve-
nue increased 9% to $5.53 billion,
boosted by Corporate Express,
which Staples bought a year ago.

—Compiled from staff
and wire service reports.
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Afghan election looks too close to call

Karzai, Abdullah each have 40% of vote in preliminary returns; impact of Taliban campaign remains unclear

BY MATTHEW ROSENBERG
AND ANAND GOPAL

KABUL—President Hamid Kar-
zai and Abdullah Abdullah have
about 40% of votes each in the race
to lead Afghanistan, with ballots
counted from about 10% of polling
stations, suggesting a close election
so far that appeared to defy fears
that widespread fraud would yield a
skewed result.

The results released Tuesday
are preliminary. Analysts and dip-
lomats cautioned they
were too few and too scat-
tered geographically to
use as a basis for project-
ing an ultimate winner of
the presidency. Turnout
figures haven’t yet been re-
vealed, leaving it unclear
how effective the Tali-
ban’s campaign of vio-
lence and intimidation
was in scaring voters
away. Last week’s presi-
dential election had a field
of nearly three dozen candidates.

The Independent Election Com-
mission said Mr. Karzai had 40.6%
and Dr. Abdullah has 38.7% of the
roughly 524,000 valid votes so far
tallied. About 31,000 votes were
thrown out for problems such as
two candidates being marked. The
commission said it plans to release
more results as they become avail-
able each day.

Final, certified results won’t be
announced until mid- or late Sep-
tember, although a complete prelim-
inary tally should be available be-
fore then. The results released Tues-
day represented 10% of the nation’s
24,367 polling stations.

Still, analysts said the results ap-
peared to favor Mr. Karzai because
so few votes had been tallied from

ZZSSES

Hamid Karzai

the parts of southern and eastern Af-
ghanistan where the president’s sup-
port is strongest.

“Many of the early results are
from areas closer to Kabul, where
Abdullah has some support,” said
Haroun Mir, the co-founder of Kab-
ul’s Afghanistan Center for Re-
search and Policy Studies. “As we
get results from the southern prov-
inces and some of the northern ar-
eas where Karzai has much more
support than Abdullah, the pic-
ture will change and Karzai’s lead
will grow.”

Despite the small and
statistically insignificant
sample, the Karzai cam-
paign was encouraged.

“We have the lead, and
we expect this lead to in-
crease in the coming days,”
said a campaign spokesman,
Waheed Omar. “We don’t ex-
pect a second round. Based
on what we’ve seen, we are
pretty confident that we will
win in one round.”

A second-round runoff between
the two top vote-getters will be
needed if no candidate garners
more than 50% of the vote. But, Mr.
Omar added: “too much cannot be
read into the results.”

Despite the closeness of the race
revealed in results so far, the cam-
paign teams on both sides contin-
ued to claim fraud, raising concerns
among U.S. and allied officials that
whoever wins will end up tainted
and too weak to present an effective
alternative to the resurgent Taliban.

In the six days since the vote, Af-
ghanistan’s political scene has be-
come acrimonious, with the two
leading candidates’ campaigns de-
claring victory and each accusing
the other of stuffing ballot boxes
and intimidating voters.

I

Reuters

Karzai rival Abdullah Abdullah displays a ballot at a news conference in Kabul Tuesday, while claiming election irregularities.

The accusations of fraud are “not
just allegations—it happened so
much that it would not be right if we
just said ‘OK, because we are so
close right now we’re going to for-
getthat,” ” said Nasrine Gross, an ad-
viser to Dr. Abdullah.

“What we are afraid of is that we
are going to hear this every few days—
Karzaiis just a few votes ahead, Kar-
zai is just a few votes ahead—and
then at the end he’s going to be
ahead and he’s going to be the win-
ner,” she said. “We know that could
only happen if there is rigging.”

On Tuesday, before the results
were released, Dr. Abdullah pre-
sented what he said was video foot-
age showing Karzai supporters
stuffing ballot boxes in parts of
southern and eastern Afghanistan
where the president’s support is
highest.

In one video, ayoung man is seen
stuffing a box with ballots marked
for Mr. Karzai. Someone from be-
hind him says: “Aren’t you from Ra-
mazan Bashardost’s province? You
should put some ballots in there for
him, too.” Mr. Bashardost is another

candidate; he is currently running
third in the tally. Later in the video,
the man tells someone else: “I'm just
doing my job.”

Mr. Omar dismissed the pur-
ported proof as “part of a political
campaign. They have no substance.”

He accused Abdullah supporters
of engaging in the same kind of
fraud. “We have the same type of ma-
terial that Dr. Abdullah has,” Mr.
Omar said.

—Yaroslav Trofimov
in Herat, Afghanistan,
contributed to this article.

U.S. and allies plan to bolster Afghan units in

BY YocHI J. DREAZEN

KANDAHAR, Afghanistan—The
U.S. and its allies are planning to rein-
force Afghan police and army units
guarding Kandahar with American
and Canadian troops, a move that ac-
knowledges the deteriorating condi-
tion of the south’s largest city.

According to senior military offi-
cials, U.S. and Canadian soldiers will
for the first time deploy to bases on
the outskirts of the city. The local Af-
ghan forces will be bolstered by an
expanded number of embedded
American trainers.

The plan represents a high-
stakes wager that the Afghans have
the ability to keep Kandahar safe, a
mission they and NATO forces have
so far largely been unable to accom-
plish. It is also a tacit admission that
the U.S. and its NATO allies erred by
sending troops to sparsely inhabited
parts of eastern and southern Af-
ghanistan instead of to major popula-
tion centers, such as Kandahar.

NATO has grown increasingly
concerned about Taliban encroach-
ment into Kandahar, the militant
group’s spiritual birthplace. Nearly
4,000 Marines are embroiled in a
major offensive in neighboring Hel-
mand province and military officials
say the Taliban appear to have taken
advantage of the fighting to infil-

trate the city with significant num-
bers of operatives.

In a sign of the escalating vio-
lence that has accompanied election
season, Kandahar was rocked Tues-
day by five simultaneous car bombs
that killed at least 41 people and
wounded at least 66, the Associated
Press reported, citing local officials.
The blast, which flattened several
buildings, appeared to target a Japa-
nese construction company that em-
ployees mostly Pakistani engineers.
Also Tuesday, the U.S. military an-
nounced that abomb blast killed four
soldiers in southern Afghanistan,
pushing this year’s death toll of for-
eign soldiers to 295, more than the
number who died in all of last year.

The Taliban runs shadow courts
throughout the city, taxes local busi-
nesses and has stepped up an assassi-
nation campaign against government
officials, according to U.S. officials.

In recent interviews, several
longtime residents of the city said
that Taliban militants were rou-
tinely posting on walls and handing
out so-called night letters threaten-
ing violence against those who don’t
abide by their decrees.

“It’s vulnerable,” said Brig. Gen.
Jonathan Vance, who commands
the 2,800 Canadian troops in Kanda-
har province. “I don’t see it as pre-
carious; but if we don’t address it

more thoroughly we could be in
deep trouble.”

The Obama administrationis try-
ing to change the dynamics by send-
ing tens of thousands of additional
troopsinto Afghanistan while imple-
menting a new counterinsurgency
strategy that stresses the impor-
tance of protecting the population
from attack and building strong rela-
tionships with local residents.

The plan suggests
allies erred sending
troops to sparsely
inhabited areas.

The new top American com-
mander in Afghanistan, Gen. Stan-
ley McChrystal, has indicated that
he will redeploy forces out of
sparsely populated areas. More
than 3,000 of the 21,000 American
reinforcements streaming into Af-
ghanistan have been earmarked for
Kandahar. That will more than dou-
ble the number of foreign troops in
the province.

Kandahar is one of the largest cit-
ies in Afghanistan, with a popula-
tion estimated at more than

800,000. The Taliban’s fugitive
leader, Mullah Omar, was born in
Kandahar and ran Afghanistan’s gov-
ernment from the city during the
Taliban’s years of power here.

The Taliban have mounted sev-
eral recent attempts to conquer Kan-
dahar militarily. In 2006, the Canadi-
ans blunted a major Taliban offen-
sive into the city, with heavy casual-
ties on both sides. Two years later,
the Afghan army rushed 1,000 sol-
diers into Kandahar to rebuff a simi-
lar Taliban advance.

Brig. Gen. John Nicholson, the
top U.S. commander in southern Af-
ghanistan, said American and NATO
officials opted against flooding the
city with foreign troops. “We assess
that putting coalition soldiers into
the city on a large scale would be
counterproductive and would feed
into enemy propaganda that the gov-
ernment was just being propped
up,” he said.

Senior U.S. military command-
ers also say they were heartened by
the Afghan forces’ performance dur-
ing last week’s national elections.

Under the plan, the U.S. would
send hundreds of the new troops
into Kandahar to train and live with
Afghan security forces. The Afghan
police and army will retain primary
responsibility for protecting the city
and reversing the recent Taliban en-

Kandahar

croachment, Gen. Nicholson said.

He said the bulk of the American
reinforcements will be deployed to
new bases on the main approaches
into the city, major population cen-
ters in their own right. Additional
forces will be sent to the Arghandab
River Valley, a fertile region of the
province that also houses a signifi-
cant share of the area’s population,
he said.

Kandahar has suffered from a
chronic shortage of U.S. and NATO
troops. Of the 2,800 Canadians de-
ployed to Kandahar, only about
1,200 were assigned to direct com-
bat against the Taliban in the prov-
ince, Gen. Vance said.

In the past, American and NATO
commanders focused primarily on
battling Taliban militants, station-
ing forces in violent and sparsely
populated areas of the country, such
as eastern Afghanistan’s Korengal
Valley. That strategy, combined
with the troop shortage, left larger
population centers vulnerable.

“We were in an environment
where we had to prioritize,” Gen.
Vance said in his office at a fortified
base near the city’s airport. “We
lacked the forces to progress be-
yond not losing.” Canada has lost
128 soldiers since 2002 in Kandahar,
one of the highest per-capita death
tolls of any NATO nation.
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Iran judiciary targets reformers

Revolutionary Court
continues mass trials
in wake of vote crisis

BY FARNAZ FASSIHI

BEIRUT—Iran’s prosecutors on
Tuesday targeted the government’s
top opponents and called for the
elimination of the two major reform-
ist political parties, in the hardlin-
ers’ boldest attempt to consolidate
power and crush opposition.

The Revolutionary Court held its
fourth session in mass trials aimed
at linking the post-election crisis to
aplot funded by foreign countries to
overthrow the regime. Hundreds of
prominent reformers, politicians,
journalists, lawyers, student activ-
ists and feminists have been jailed
in a wave of arrests that followed
the controversial June 12 presiden-
tial election.

The trials, the first of their kind
in nearly two decades, have been
criticized abroad and by opposition
groups in Iran as “show trials” with
coerced confessions, aimed to ter-
rorize the public into submission
and silence the widening discon-
tent. However, the court proceeding
has shocked the nation and galva-
nized the opposition.

Reading the overall charges
against the defendants at the begin-
ning of the session, the prosecutor
called for maximum penalty for some
of the reformist leaders—in some
cases the charges could even carry the
death penalty—and asked the judge
to outlaw the Islamic Iran Participa-
tion Front and the Mojahedin of the Is-
lamic Revolution Organization, two
major opposition political parties.

Analysts say the move to outlaw
opposition political parties shows
President Mahmoud Ahmadinejad’s
government is broadening its case
against its opponents seeking to en-
sure with legal measures that the re-
formers will be officially banned
from politics.

In Tuesday’s court hearing,
viewed online, 19 defendants, all
well-known, appeared in court sit-
ting in rows facing the judge and in-
terspersed by security guards in uni-
form. Most of them looked gaunt, un-
shaved and hollow-eyed. They wore

Associated Press

Iranian-American scholar Kian Tajbakhsh shows a paper as he defends himself during the trial of dozens of opposition
activists and protesters in Tehran’s Revolutionary Court on Tuesday.

freshly pressed gray prison garb
and occasionally turned to steal a
few words with one another in
hushed whispers. Some took notes;
some stared into space and a few
even dozed off.

Their background was varied but
they had been zealot revolutionar-
ies at one time, then transformed
into reformists and eventually oppo-
sition members harshly critical of
President Mahmoud Ahmadinejad.
They included a former deputy for-
eign minister, a former government
spokesperson, a former deputy
speaker of parliament, two promi-
nent newspaper editors and a re-
formist journalist Saeed Hajjarian,
who can barely speak or walk due to
an assassination attempt against
him several years ago. An American
citizen, scholar Kian Tajbakhsh, also
appeared in court and gave a
lengthy testimony.

Nine individuals took the stand to
give lengthy testimonies of their role
in the so-called velvet revolution.

Most of those who testified said
opposition member Mir Hossein

Mousavi and former President Mo-
hamad Khatami had masterminded
the political unrest, the violence in
the streets and the confrontation
with the regime.

“I believe that Mousavi started
this face-off with the government
by insisting elections were rigged.
He was delusional from the start
and it was hisideato bring people to
the streets,” said Shahebedin Taba-
tabae, a prominent member of the re-
form party and an adviser to Mr.
Mousavi’s campaign.

Many also pointed fingers at the
family of powerful cleric and former
President Ali Akbar Hashemi Rafsan-
jani. Mr.Rafsanjani’s son, Mehdi, was
accused of spending $2 million of
public funding to pay for Mr.
Mousavi’s campaign and creating a
Web site devoted to slandering Presi-
dent Mahmoud Ahmadinjead and his
government.

Mr.Rafsanjani’s nephew, Ali
Hashemi, was accused of encourag-
ing young people to take to the
streets inrallies and instigating vio-
lence by publishing fake polling

data that showed Mr.Mousavi had
won the race.

The opposition dismissed the al-
legations and called the court hear-
ing “a show trial” and warned that
the society had matured and didn’t
buy into the government’s narrative
about the election.

“Our people will not tolerate this
kind of insults against the great lead-
ers of the reform movement,” said
reformist lawmaker Siroos Sazdar
to Parlemannews Web site.

Meanwhile reports of abuse, tor-
ture, rape and murder have surfaced
from inside the prisons.

A committee of lawmakers vis-
ited Behesht Zahra cemetery Tues-
day to investigate reports of un-
marked mass graves that hold 44
bodies of victims killed during pro-
tests or in detention, according to
the Parliament news Web site. Ira-
nian blogs reported that the head of
the cemetery complex, Mahmoud
Rezaeian, was discharged this week
after 25 years of managing the ceme-
tery because of leaking the news of
the unmarked graves.

Cairo hardens move against opposition group

BY ASHRAF KHALIL

CAIRO—Egypt has accelerated a
crackdown against the opposition
Muslim Brotherhood, amid uncer-
tainty over succession plans by Pres-
ident Hosni Mubarak and ahead of
next year’s parliamentary polls.

Authorities last week detained
30 Brotherhood members in the
city of Suez. Two days later, secu-
rity forces arrested seven midlevel
Brotherhood officials gathered for
ameetingin Cairo. The next day, of-
ficials rounded up an additional 18
members northeast of the capital.
Two detainees have since been re-
leased, but the 53 others rounded
up remain in custody without
charges.

The flurry of detentions appears
to be wider ranging than previous
crackdowns on the group, targeting
activists and Brotherhood leaders
seen as moderates and reform-
minded. In July, two prominent
young Brotherhood bloggers, Abdel

Rahman Ayyash and Magdy Saad,
were detained at Cairo’s airport.
They spent a week in custody before
being released.

In June, Abdel-Moneim Abul-Fot-
ouh, another prominent moderate
and a member of the Brotherhood’s
ruling guidance council,
was arrested. He remains
behind bars, uncharged, on
arolling series of 15-day de-
tention orders, the latest
handed down Sunday.

Brotherhood officials
and some analysts say the
crackdownis the latest push
by Mr. Mubarak to marginal-
ize the group. It comes amid
renewed speculation over
Mr. Mubarak’s health and
succession plans and just a
little more than a year be-
fore the country’s next parliamen-
tary polls, slated for November 2010.

“Ithasbecome a zero-sum game,”
said Khalil al-Anani, an expert on Is-
lamist political movements. In a July

Hosni Mubarak

article published in the Daily News
Egypt newspaper, Mr. Anani wrote
that the Mubarak regime seeks “to
eradicate [the Brotherhood] com-
pletely from political life.”

Officials aligned with the govern-
ment suggest the crackdown has
more to do with public criti-
cism of Egypt’s mutedreac-
tionto an Israeli military of-
fensive in the Gaza Strip
earlier this year. The Broth-
erhood organized public
demonstrations, in defi-
ance of a massive govern-
ment security lockdown to
prevent such protests.

In a January statement,
the group’s supreme guide,
Mahdi Akef, challenged the
regime to cut political and
economic ties with Israel,
and fully open the border with Gaza.

“The Brotherhood has been over-
stepping their role regarding foreign
policy,” said Abdel Moneim Said,
head of the Al Ahram Center for Polit-

ical and Strategic Studies, and a
member of the powerful Policies Sec-
retariat in the ruling National Demo-
cratic Party. Now the government,
he said, “wants to remind them of
the limits of the game.”

Efforts to obtain comment from
government officials were unsuc-
cessful. Egyptian officials typically
speak of the Brotherhood as a threat
to public order and often refuse tore-
fer to it by name in interviews, in-
stead calling it “the banned group.”

The 81-year old Mr. Mubarak has
ruled Egypt for almost three de-
cades. In June, helooked frail receiv-
ing U.S. President Barack Obama in
Cairo, triggering a fresh bout of spec-
ulation about his health.

The Brotherhood’s influence
here has fallen in recent years.
Technically outlawed, it still fields
Brotherhood-affiliated candidates
in Egyptian elections. In 2005,
those candidates won 20% of seats
in parliament, which triggered
roundups and detentions.

Taliban leaders
attempt to dispel
reports of a rift

By ZAHID HUSSAIN

Two top Pakistani Taliban com-
manders sought to dispel reports
of their rivalry, as they jointly an-
nounced the death of their leader
Baitullah Mehsud and confirmed
his successor.

Calling Pakistani reporters,
Hakimullah Mehsud and Waliur
Rehman, the two most senior Tali-
ban commanders, made the joint
announcement. They said Mr. Meh-
sud died of injuries on Sunday
from an earlier U.S. missile strike,
according to reporters who said
they recognized the leaders’
voices. The phone call ended
weeks of speculation about Mr.
Mehsud’s fate, following Taliban
denials that he was dead.

Also in the same phone calls
Tuesday, the two Taliban leaders
confirmed that Mr. Hakimullah
had been appointed days ago as
the new of chief of Tehrik-e-Tali-
ban Pakistan, a loose umbrella or-
ganization of more than a dozen
tribal factions. The pair were ear-
lier reported to have been in-
volved in a shootout over the lead-
ership claim, but on Tuesday they
denied reports of infighting. Paki-
stani intelligence officials had
said Mr. Rehman, who previously
served as Mr. Mehsud’s spokes-
man, was seriously wounded in
the firefight.

The Pakistani militant group
has aninterest in setting aside dif-
ferences. The apparent unity may
allow the Taliban—reeling from
the death of their leader—to re-
group and defend against an antici-
pated Pakistan military offensive
in their stronghold of Waziristan.

Hasan Askari, a political and de-
fense analyst in Lahore, said that
while the Taliban remain a serious
threat to Pakistan, they are vulner-
able at the moment. “The Taliban
are passing through a transition
and are in a weak position,” Mr.
Askari said. “Pakistan can use the
opportunity to divide them by infil-
trating the organization.”

Al Qaeda operatives who have
worked with Mr. Mehsud and
other Taliban commanders may
also be involved in trying to end
the power struggle, and officials
fear that Mr. Hakimullah may try
to solidify support by launching
new terrorist attacks.

Mr. Hakimullah is known as a fe-
rocious fighter and is the reputed
plotter of several recent attacks
against Pakistani government and
Western targets. His men have
been blamed for attacking U.S. and
NATO supply convoys traveling
through northwestern Pakistan en
route to Afghanistan, and he
claimed responsibility for the
June 9 bombing of the Pearl Conti-
nental hotel in Peshawar, and the
attack on the Sri Lankan cricket
team in Lahore this year.

The attacks, however, also ap-
pear to have strengthened the Paki-
stan government’s resolve to defeat
the insurgency. The death of Mr.
Mehsud earlier this month was seen
as a result of growing cooperation
and sharing of intelligence between
Pakistan and the U.S.

Mr. Mehsud was hit at the home
of a relative when being treated
with an intravenous drip for a kid-
ney problem. The attack also killed
his wife.



