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Voters reject longtime ruling party, look to DPJ to solve structural problems

By YukA HAYASHI

TOKYO—Japan’s voters
soundly rejected the ruling
party that has set the nation’s
course for more than half a
century, choosing instead an
untested rival to grapple with
a weakened economy and an
aging society.

The historic change in gov-
ernment could usher in a new
era for Japanese politics that
replaces the staid consensus
that guided Japan in its post-
war boom years with a more
fractious, competitive envi-
ronment. But it also raises ma-
jor questions about whether
the newcomers can solve Ja-
pan’s deep structural prob-
lems and reassure a people in-
creasingly uncertain about
their future.

The upstart Democratic
Party of Japan’s victory was
sweeping. It claimed 307 seats
as of early Monday, securing a
wide majority of the 480 seats
in the lower house, compared
with 115 seats previously. The
Liberal Democratic Party saw
asetbackto119 seats from 300
seats, with most of the votes
counted. New Party Komei,
the LDP’s coalition partner,
suffered a retreat to 21 seats
from 31, with President Aki-
hiro Ota losing his seat.

Among the LDP’s casual-
ties were some of its most
prominent faces, in a broad
statement about how Japan
feels about the nation’s direc-
tion. In Nagasaki in southern
Japan, Eriko Fukuda, a
28-year-old DPJ rookie, beat
Fumio Kyuma, a 68-year-old
LDP veteran who served as a
defense minister. In Tokyo, Fi-
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Yukio Hatoyama and his Democratic Party of Japan grabbed a wide majority of seats in the lower
house of parliament. Roses marked winners during the count at the party’s election center in Tokyo.

Fed, U.S. Treasury
fight CMBS threat

By LINGLING WEI
AND PETER GRANT

U.S. Federal Reserve and
Treasury officials are scram-
bling to prevent the commer-
cial-real-estate sector from
delivering a roundhouse
punch to the U.S. economy
just as it struggles to get up
off the mat.

Their efforts could be un-
dermined by a surge in fore-

closures of

THE commerecial
———— propertycar-
OUTLOOK rying mort-
gages that

were packaged and sold by
Wall Street as bonds. Similar
mortgage-backed securities
created out of home loans
played a big role in undoing
that sector and triggering the

global economic recession.
Now the $700 billion of com-
mercial-mortgage-backed se-
curities outstanding are be-
ing tested for the first time by
a massive downturn, and the
outcome so far hasn’t been
pretty.

The CMBS sector is suffer-
ing two kinds of pain, which,
according to credit rater Re-
alpoint LLC, sent its delin-
quency rate to 3.14% in July,
more than six times the level
just a year earlier. One is sim-
ply the result of bad under-
writing. In the era of looser
credit, Wall Street’s CMIBS ma-
chine lent owners money on
the assumption that occu-
pancy and rents of their office
buildings, hotels, stores or
other commercial property

Please turn to back page
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FDIC

shoulders
big losses
on loans

BY DAMIAN PALETTA

WASHINGTON—The big-
gest spur to deal-making
among American banks isn’t
private-equity cash or for-
eign investors. It’s the U.S.
government.

To encourage banks to pick
through the wreckage of their
collapsed competitors, the
Federal Deposit Insurance
Corp. has agreed to shoulder
the bulk of future losses on
$80 billion in loans and other
assets. Theinitiative amounts
to asubsidy for the struggling
banking industry,

Through more than 50
deals known as “loss shares,”
the FDIC has agreed to absorb
losses on the detritus of the fi-
nancial crisis—from loans on
twolog cabins in the woods of
northwestern Illinois to hun-
dreds of millions of dollars in
busted condominium loans in
Florida. The agency’s total ex-
posure is now about six times
the amount remaining in its
fund that guarantees consum-
ers’ deposits, exposing tax-
payers to a big, new risk.

As financial markets heal
and the economy appears to
be pulling out of recession,
the federal government is
shifting from crisis to
cleanup mode. But as theloss-
share deals show, its poten-
tial financial burden isn’t re-
ceding. So far, the FDIC has
paid out $300 million to a
handful of banks under the
loss-share agreements. It ex-
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Merkel’s CDU loses big

in regional elections

Results embolden
left-leaning parties
before national vote

By MARcCUS WALKER

BERLIN—German Chancellor An-
gela Merkel’s conservative party suf-
fered heavy losses in regional elec-
tions on Sunday, encouraging left-
leaning parties ahead of Germany’s
national elections set for Sept. 27.

Ms. Merkel’s party, the Christian
Democratic Union, lost its ruling ma-
jorities in the state legislatures of
Saarland and Thuringia, potentially
opening the way for center-left ad-
ministrations in both states. The
Christian Democrats looked set to re-
tain power in a third state, Saxony.

The left-leaning Social Demo-
crats—traditionally the Christian
Democrats’ main rivals but currently
their partners in a bipartisan na-
tional government—took heart from
conservatives’ losses even though
their own support stagnated.

Sunday’s main winners were the
Free Democrats, a small free-market
party whose support of between 7.6%
and 10.5% in the three regions was a
marked improvement from 2004,
and the Left party, which looked set
to win over 20% of the vote in all
three regions, exit polls suggested.

The Left party, which includes
many former East German Commu-
nists and is led by former Finance
Minister Oskar Lafontaine, is now
strong enough to potentially form

CORRECTIONS &
AMPLIFICATIONS

A Corporate News article about
Harley-Davidson Inc.’s move into In-
dia in the Friday-Sunday edition in-
correctly gave the name of industry
magazine Autocar Professional as
Auto Professional.

new state governments with Social
Democrats and Greens, ousting
Christian Democrat state premiers
in Saarland and Thuringia.

Sunday’s results could energize
the competition in what has been a
low-key national election campaign
so far. Germany’s deep recession in
the past year, and four years of left-
right power-sharing under Ms. Mer-
kel, had made politics in Western Eu-
rope’s most populous country less
partisan than usual.

Ms. Merkel’s camp remains far
ahead of the Social Democrats in na-
tional opinion polls, indicating that
sheislikely to remain chancellor after
Sept. 27—but what kind of govern-
ment she might lead next is wide
open. Ms. Merkel is aiming to win
enough votes to drop the Social Demo-
crats and form anew center-right gov-
ernment with the Free Democrats.

But the Christian Democrats’
poor showing on Sunday in Saarland
and Thuringia, both of which the
party has ruled for the past decade,
highlights the fragility of the party’s
support and that Ms. Merkel’s high
personal popularity hasn’t rubbed

-
1
Agence France-Presse

Saarland State Premier Peter Mller and his wife Astrid Gercke-Miuiller vote in Eppelborn on Sunday.

off on many of her conservative col-
leagues.

Exit polls suggested the Christian
Democrats won only around 31% of
the vote in the eastern state of Thur-
ingia on Sunday, down from 43% in
the last state election in 2004. The
party’s vote in the western state of
Saarland fell to 34.5%, according to
the official preliminary result, down

from over 47% in 2004.

The Social Democrats, who favor a
larger state role in the economy than
conservatives, won about 18.5% of
votes in Thuringia, according to exit
polls, an improvement from 2004,
and 24.5% in Saarland, according to
preliminary results, down from 2004.

Still, the Social Democrats’ candi-
date for chancellor, Frank-Walter

Steinmeier, called the state elections
a success for his party, saying the
Christian Democrats’ “dramatic
losses” showed Germans don’t want
a right-leaning government.

Ms. Merkel didn’t comment on
Sunday evening, but she had previ-
ously argued the state ballots would
reflect local factors and thus weren’t
a signpost for the national election.

U.K. denies 07 move eased bomber’s release

BY ALISTAIR MACDONALD

The U.K. government fended off
accusations that it paved the way
for the recent release of the con-
victed Lockerbie bomber by failing
to exclude him from a 2007 prisoner
transfer agreement between the
U.K. and Libya.

Abdel Baset al-Megrahi, a Libyan
man who is the only person con-
victed in the 1988 bombing of a Pan
Am flight that killed 270 people, was
released by Scotland earlier this
month on “compassionate” grounds
because he has terminal prostate
cancer. Both the U.K. government
and Scotland have insisted the deci-
sion was made solely by Scottish

Justice Minister Kenny MacAskill,
and Mr. al-Megrahi’s release was un-
related to the transfer agreement.

But since Mr. al-Megrahi’s re-
lease, the British government has
faced repeated suggestions that it fa-
cilitated the move to help advance
the interests of U.K. oil firms in
Libya. New accusations to that end
on Sunday underscore how London
has been sucked into the fallout of
the Scottish decision, which was
condemned by the U.S. government
and the relatives of Lockerbie vic-
tims. It further illustrates how the
Libyans have used Mr. al-Megrahi as
a bargaining chip with Britain.

The Sunday Times newspaper in
London published excerpts of 2007
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correspondence between U.K. Jus-
tice Minister Jack Straw and his
Scottish counterpart. The UK. at
the time was negotiating a prisoner
transfer agreement with Libya. At
the time, British oil firms such as BP
PLC were negotiating oil explora-
tion deals with Libya. A spokesman
for BP declined to comment.

A senior Libyan oil official
wouldn’t comment on whether politi-
cal dealings between the Libyan and
U.K. governments helped drive the
outcome of BP’s exploration deal,
but notes that various factors are
taken into consideration when Libya
signs oil-exploration deals.

At Scotland’s request, Mr. Straw
had tried to draw up a prisoner
transfer agreement with Libya that
excluded Mr. al-Megrahi. But on
Dec. 19, 2007, Mr. Straw wrote to Mr.
MacAskill to say that the Libyans
didn’t want an “explicit exclusion”
of Mr. al-Megrahi, whom Mr. Mac-
Askill freed on Aug. 20.

“The wider negotiations are reach-
ing a critical stage and, in view of the
overwhelming interests of the United

Kingdom, I have agreed thatin thisin-
stance the [prisoner transfer agree-
ment] should be in the standard form
and not mention any individual,” Mr.
Straw wrote, according to one U.K. of-
ficial who declined to be named.

British officials were quick to re-
ject the latest broadside, pointing
out that Mr. al-Megrahi’s release on
compassionate grounds was unre-
lated to the prisoner transfer agree-
ment that was eventually struck be-
tween the U.K. and Libya.

Mr. Straw said in a statement that
the negotiations over such an agree-
ment were part of a wider effort to
normalize relations with Libya “as
part of bringing them into the inter-
national community.” Britain took
thelead in persuading Libya to aban-
don its pursuit of weapons of mass
destruction in 2003. Mr. Straw said
he made clear to the Libyans that the
end decision would be Scotland’s.
“All this, however, is academic as Mr.
Megrahi was not released under the
prisoner transfer treaty but quite
separately by the Scottish Executive
on compassionate grounds,” he said.
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Karzai’s lead strengthens

U.S. tries to stay
neutral as vote count
continues slowly

The U.S. and its allies are tread-
ing a thin line between monitoring
the count in Afghanistan’s presiden-
tial vote and not influencing the out-
come, as results from the election
trickle into public view. Rampant al-
legations of electoral fraud, combat-
ive statements from candidates, and
popular speculation about the U.S.’s
role as kingmaker have made the bal-
ancing act all the more difficult.

By Anand Gopal in Kabul
and Matthew Rosenberg
in New Delhi

According to the latest results, re-
leased Saturday, President Hamid Kar-
zai’s lead has widened, with votes
from a third of the polling stations
counted. At stake in the vote is not
just the credibility of the new Afghan
government, but also that of the U.S.
and its allies, who have backed the
democratic experiment with troops
on the ground, say Western diplo-
mats. “If Afghans don’t believe in
these elections, then the international
community will have failed here,” said
a European diplomat in Kabul.

Meetings between Western offi-
cials and Afghan presidential candi-
dates have fed talk of efforts to
shape a runoff between the two lead
candidates, President Karzai and Ab-
dullah Abdullah. In this context, an
Aug. 21 meeting between Mr. Karzai
and U.S. regional envoy Richard Hol-
brooke has also assumed impor-
tance, if only to highlight the promi-
nent American role in the election.

The U.S. Embassy in Kabul has
said its only preference is for a fair
election. “We do not support or op-
pose any particular candidate, and
whether there is a runoff is an issue
for the Afghan electoral bodies to de-
termine,” the embassy said Saturday.

Saturday’s results show Mr. Kar-
zai has 46.2%, up three percentage
points from earlier in the week and
well ahead of the 31.4% obtained by
Dr. Abdullah, a former foreign minis-
ter—but still short of the absolute
majority needed to avoid a runoff.

The two million votes already
counted represent one-third of Af-
ghanistan’s polling stations. The
electoral commission said it will pro-
vide the next update on Monday.

Fraud allegations have marred the
election. Afghan and international ob-
servers say supporters of both candi-
dates stuffed ballot boxes and intimi-
dated voters. Critics of Mr. Karzai say
his camp engaged in more wide-
spread fraud, if only because there
were fewer monitors in the parts of
the country where his support is
strongest and the Taliban insurgency
at its most potent. The Karzai cam-
paign denies engaging in any fraud.

The independent Electoral Com-
plaints Commission had received
more than 2,000 allegations of miscon-
duct through Saturday. Nearly 700 of
them were serious enough to affect
the outcome, the commission said.

Dr. Abdullah has repeatedly said
he will dispute the results only
through legal means. At the same
time, he has said Mr. Karzai can win
only through “big fraud,” and has pre-
sented photos and videos of alleged
ballot-stuffing in favor of Mr. Karzai.

Over the weekend, Dr. Abdullah of-
fered a bleak outlook if people don’t
accept the election results. “If the
democratic process does not sur-

vive, then Afghanistan doesn’t sur-
vive,” he told hundreds of supporters
at a rally north of Kabul on Friday.

Such talk, along with private sug-
gestions from some in Dr. Abdullah’s
camp that a Karzai win could be met
with violent protests, has prompted
U.S. and European officials to press
the doctor to rein in his people. “It’s
not at all helpful at this moment,”
said a U.S. diplomat in Kabul.

As the vote count becomes more
contentious, the U.S. and its allies
are finding it harder to play a hands-
off role. Over the weekend, U.K.
Prime Minister Gordon Brown called
Dr. Abdullah to discuss the elections,
according to Abdullah campaign
spokesman Fazel Sangcharaki.

“The British were very con-
cerned about the possibility of vio-
lence,” said Mr. Sangcharaki. “But
they were careful not to suggest any-

thing to us except for asking us tore-
spect the legal process.”

The U.K. Embassy in Kabul didn’t
respond to requests to comment.

A meeting between Mr. Karzai and
Mr. Holbrooke the day after the Aug.
20 vote illustrated the delicacy of the
U.S.role. U.S. and Afghan officials with
knowledge of the meeting described it
as tense but not especially heated. The
Americans urged Mr. Karzai’s govern-
ment to address endemic corruption,
ifhe werere-elected, according to peo-
ple with knowledge of the meeting.
Mr. Karzai and Mr. Holbrooke met
again Sunday to discuss many of the
same issues, the officials say.

But the exchange quickly became
part of Afghanistan’s political folk-
lore, spun by some into a shouting
match in which Mr. Karzai stormed
out of the room—a scenario U.S. and
Afghan officials deny. Supporters of
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A worker takes a break Sunday at the Independent Election Commission in Kabul.
As of Saturday, votes from a third of Afghan polling stations had been counted.

Mr. Karzaipainted it asa U.S. attempt
to force the rightful winner into arun-
off. Opponents sought to portray it as

another sign that the president has
lost Washington’s backing and could
no longer effectively govern.
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What’s next for the LDP after its defeat?

New leaders face
task of repairing
the party’s image

BY DAISUKE WAKABAYASHI

TOKYO—The Liberal Democratic
Party, shoved out of office after 54
years of nearly uninterrupted rule,
willnow seek new faces as it looks to
repair its image and replace de-
feated leaders.

Voters overwhelmingly rejected
Prime Minister Taro Aso’s party Sun-
day, sweeping the Democratic Party
of Japan into power with a landslide
victory. Mr. Aso resigned Sunday as
LDP chief.

Looking ahead

W U.S. officials look to new regime for
better handling of shared goals.....12

The election served as a referen-
dum on the LDP’s grip on Japanese
politics. Disillusioned by the party’s
blunders and inability to pull Japan
out of a deep economic slump, even
traditional supporters—the elderly,
rural voters and the construction in-
dustry—refused to back LDP politi-
cians. Many LDP heavyweights, in-
cluding a handful of prominent
former cabinet members, lost their
seats to untested DPJ candidates.

What’s more, the punishment ex-
tended to some politicians seen as
promising future LDP leaders.
Yuriko Koike, the first woman to
serve as Japan’s defense minister,
lost her local race. Another promi-
nent LDP woman, Seiko Noda, was in
a tight contest Sunday night.

The losses have resulted in a
power vacuum at the top of the

party. The new leaders that emerge
will need to sharpen the party’s im-
age, which has become muddled af-
ter years of clinging to power.

“I don’t feel like the party has
had a real discussion about what it
represents now,” said Takahiro Su-
zuki, secretary-general at Think
Tank 2005 Japan, a policy institute
affiliated with the LDP. “Until we fig-
ure out what are our core political
values, we aren’t doing any good to
anyone.”

Political analysts expect the LDP
to positionitself as a conservative al-
ternative to the more-liberal DPJ,
constantly reminding voters that the
new ruling party will expand social
programs despite Japan’s ballooning
debt. Also, the LDP is likely to es-
pouse a more muscular foreign pol-
icy in a nod to the right wing of its
party. Analysts say such a move
could be a healthy step toward the
give-and-take of a true two-party sys-
tem, something Japan has lacked.

Observers said Yoichi Masuzoe,
Japan’s minister of health, labor and
welfare, is one potential LDP leader.
Prior to his political career, Mr. Ma-
suzoe, 60 years old, was an aca-
demic specializing in international
politics. He parlayed that into a ca-
reer as a popular television commen-
tator. Mr. Masuzoe also has written
aseries of books about caring for his
mother, who suffered from demen-
tia.

His track record as health minis-
ter has been mixed. He acted swiftly
to prepare Japan for the HIN1 influ-
enza, but he has stumbled in trying
to reform a national pension system
burdened by fraud and mismanage-
ment. Mr. Masuzoe, who didn’t run
in Sunday’s election because he has
a seat in the upper house of parlia-
ment, has said he will hold account-
able those responsible for the pen-

Next wave of LDP leaders | A look at some potential contenders

Shigeru Ishiba
M 52 years old

M Agriculture minister

Yoshimasa Hayashi
M 48 years old
M LDP Upper House

Yoichi Masuzoe
M 60 years old
M Minister of Health,

since 2008 representing Yamaguchi Labor and Welfare
Prefecture since 2007

M Former defense

minister M Minister of economic

and fiscal policy

Photos: Associated Press (Hayashi, Masuzoe, Ishihara), Agency France-Presse (Ishiba)

sion system’s woes.

“Mr. Masuzoe is being talked
about, but a lot depends on his abil-
ity to unify the party at this mo-
ment,” said Mr. Suzuki.

Two other LDP politicians seen
as possible candidates to succeed
Mr. Aso—Nobuteru Ishihara, a
former reporter whois the son of na-
tionalist Tokyo governor Shintaro
Ishihara, and current agriculture
minister Shigeru Ishiba—won their
respective races Sunday.

Minoru Morita, a Tokyo-based
political analyst, said the LDP’s line
of failed prime ministers is the re-
sult of the party’s whatever-it-takes
approach to maintaining power. In-

stead of seeking out new leaders,
the party stuck to party loyalists
who waited their turn.

“They’ve continually failed by
putting out leaders not supported
by the people,” said Mr. Morita.
“There still isn’t awareness within
the party to thrust a young leader to
the front. It’s still a party dictated by
age and experience.”

Mr. Morita sees Yoshimasa Ha-
yashi, Japan’s 47-year-old econom-
ics and fiscal-policy minister, as a fu-
ture leader of the party. He servesin
the upper house of parliament.

Mr. Hayashi, who speaks fluent
English, has a law degree from To-
kyo University and a graduate de-

Nobuteru Ishihara
M 52 years old

M Former minister of
Land, Infrastructure,
Transport

M Son of Tokyo Gov.
Shintaro Ishihara

gree from Harvard University’s
Kennedy School of Government. He
is considered well-versed in finan-
cial policy and served briefly as de-
fense minister, but isn’t a recogniz-
able name outside political circles.

The upheaval caused by the LDP
defeat, however, may open the door
to anew wave of lesser-known party
politicians.

“Three years ago, almost nobody
knew who Barack Obama was. And
now, he’s president,” said Gerald
Curtis, a Japanese politics professor
at Columbia University. “So you
don’t know who will come forward
in a very different political situa-
tion.”

Japan ushers in a new

Continued from first page
nance Minister Kaoru Yosano was de-
feated by Banri Kaieda, a popular eco-
nomic analyst. “Until now, politics
have catered to the interest of those
who are advantaged and those who
live in Tokyo,” Ms. Fukuda said.
“This election showed Japan is a
much bigger place.”

The DPJ’s strong showing “shows
Japanese people feel profound anger
toward the current politics,” a stern-
faced Yukio Hatoyama, head of the
victorious DPJ, said at a news confer-
ence. “We will refrain from arro-
gance and ensure our victory be-
comes a victory for the people.”

Prime Minister Taro Aso, who is
69 years old, said he will step down
as the party’s president, declaring,
“I must take responsibility.”

“The results were extremely
tough for us,” said Mr. Aso, who had
suffered from sharp declines in his
popularity in recent months amid
policy inconsistencies and gaffes.
“We must accept the voters’ voices
sincerely and make a fresh start.”

Voters headed for polls in record
numbers on Sunday. Kyodo News pro-
jected the final turnout at 70% of the
104 million eligible voters, topping
the 68% in the previous election.
That would mark the highest turn-
out since the introduction in 1996 of
the current electoral system.

Only once before, for 11 months in
the early 1990s, have Japanese vot-
ers looked elsewhere for leadership
since the ruling Liberal Democratic
Party was formed in 1955. Sunday’s

election also held a historic irony:
Mr. Hatoyama is the grandson of the
man who founded the LDP and be-
came Japan’s first prime minister
from that party.

The changing of the guard takes
place as the nation finds itself at a
crucial juncture. Amid a deep slump
triggered by a financial crisis last
fall, Japan’s status as a global eco-
nomic power is waning, with China
poised to supplant Japan as the
world’s second-largest economy
within a year or two, behind the U.S.
Many Japanese, wary of a growing in-
come gap, decry the deregulatory
policies of recent years.

“We need to see changes,” said
Kunio Takahashi, 65 years old, who
supported the DPJ. “Although we
still don’t know how it will turn out,
it’s better that a different party will
try to change our government.”

The DPJ is offering an ambitious
social-spending plan that includes a
child allowance of $3,300 a year,
meant as a solution to Japan’s declin-
ing population and rising average
population age, among other initia-
tives. It also proposes to re-evaluate
Japan’s historically strong ties with
the U.S. and explore greater re-
gional alliances.

At the same time, the DPJ and its
platform face deep skepticism from
voters eager for new leadership but
uncertain about change. It has
pledged not to raise consumption
taxes or tap the bond market to fund
its social programs, but has offered
few specifics on how it plans to pay

era as voters cast off ruling LDP

for its initiatives.

“What the party is saying sounds
impossible,” said Kozue Murakami,
34, a stay-at-home mother who took
her infant son with her to vote. Point-
ing to her son, she said that if the DPJ
fails to finance its policies, “We citi-
zens have to take the burden, and
these children are the ones who will
have to take up the slack.”

Said Yasuyuki Fukuda, a 79-year-
old former executive of Nomura Se-
curities, the Japan’s largest broker-
age firm who backed the LDP: “I
don’t think having only youth and
passion would help save Japan.”

Despite its mandate, the DPJ may
go slowly in implementing policy
shifts, particularly in delicate areas
such as fighting bureaucracy and
shifting part of the U.S. military oper-
ations out of Okinawa. The DPJ will
need to build consensus among its
own members and remain cautious
of upsetting voters with overly dras-
tic changes.

“It is crucial to wait and see right
now,” says Kent Calder, a Johns Hop-
kins University professor who has
been an adviser to Democratic U.S.
ambassadors to Japan. “I'd say at
least until the upper-house elections
[in July], it is not going to be defini-
tively clear how the new political
landscape will be configured.”

Somein the party already are con-
templating what will happen if
things get worse fiscally. Although
the Japanese economy grew in the
second quarter for the first time in
more than a year, the figures didn’t

impress many economists, and do-
mestic consumption still looks weak.

“We’d be happy if the economy
keeps recovering,” Tetsuro Fuku-
yama, an upper-house member and
adeputy chair of the DPJ’s Policy Re-
search Committee, said in an inter-
view last week. “But we can’t deny
the possibility of the economy again
going down. We will closely monitor
economic developments from now
on, and make a decision on eco-
nomic measures.”

“For now, the highest priority in
conducting policy is to make sure
the nation exists completely from
the economic crisis,” said Fujio Mita-
rai, chairman of Canon Inc., who
heads the Japan Business Federa-
tion, or Nippon Keidanren, a power-
ful business lobby. In a statement.
Mr. Mitarai called on the DPJ to col-
laborate with the LDP to bring out
solid results in areas such as the
overhaul of the tax and social-secu-
rity systems, and empowering re-
gional governments.

The DPJ will be watched closely
as it selects a new cabinet. The party
ismade up of an eclectic mix of politi-
cians, including former ruling-party
heavy weights and labor activists,
who may find it difficult to agree
with each other on key issuessuch as
tax increases and farm policies.

Despite earlier expectations that
the party may tap private-sector ex-
perts for top jobs, Mr. Hatoyama said
recently he would give key positions
such as finance and foreign minis-
ters to senior lawmakers. Analysts

say candidates include Katsuya
Okada, party secretary-general and
aformer trade and industry ministry
bureaucrat known for his support
for fiscal deficit control, and Hiro-
hisa Fujii, who served as finance min-
ister in a short-lived coalition gov-
ernment when the LDP briefly lost
its power in 1993.

Also vying for senior cabinet posi-
tions are Naoto Kan, a former stu-
dent activist who made his name con-
fronting bureaucrats in medical scan-
dals, and Akira Nagatsuma, known
as Mr. Pension for his role in uncover-
ing a scandal in which the govern-
ment was found to have lost pension
records for 50 million citizens.

By mid- to late September, a spe-
cial session of parliament will be
held to vote in a new prime minister,
who would then travel to the U.S. to
attend a United Nations General As-
sembly meeting on Sept. 22, and a
Group of 20 leaders summit in Pitts-
burgh on Sept. 24 and 25.

After that, with the LDP out of
power, pressure will fall on the DPJ
to perform.

“I don’t have a lot of confidence
in the DPJ, because they haven’t
ever had to produce results,” said
Teruyuki Wada, a 60-year-old salary-
man, who said he voted against the
LDP. “But I will take my time, watch
how they do and decide again in four
years.”

—Ayai Tomisawa,

Alison Tudor, Miho Inada
and Takashi Nakamichi
contributed to this article.
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Demand for Dacia is Renault dilemma

Sales of low-price car models support French auto maker’s revenue, but may undercut its higher-end brands

By DAVID PEARSON

PARIS—Renault SA’s vehicle
sales are being underpinned by a
surge in demand for its low-cost Da-
cia models, but the growing popular-
ity of these cars—which lack power
steering, electric windows or air con-
ditioning—presents a challenge for
other parts of Renault.

Analysts say the no-frills Dacias,
made even less expensive by govern-
ment bonuses, have set price expecta-
tions low and undercut sales of
Renault’s more-expensive cars.

Dacia sales over the first seven
months were up 18% from a year be-
fore, a bigger gain than any other
brand. Sales of Dacia’s Sandero and
Logan models in France surged 58%
in July, in an overall market that
grew by 3.1%. Dacia was the eighth
biggest-selling brand in France, over-
taking such volume car makers as
Fiat SpA and Nissan Motor Co., a
Renault affiliate.

In Germany, where the company
faces no real competition in the low-
cost category, Dacia’s sales have
boomed 346% over the first seven
months propelled by “cash for
clunker” incentives that are more
generous than those being offered in
France.

“Renault is selling lots of cheap
cars that they’re not making a lot of
money on,” said Paul Newton, an au-
tomobile analyst at IHS Global In-
sight in London.

Renault took over Dacia, which
builds cars in Romania, 10 years ago
in a move to cash in on growing de-
mand for vehicles in the emerging
economies of Latin America and
Eastern Europe. Initially, the French
company didn’t plan to sell Dacia
cars in its core markets in Western
Europe, to avoid polluting the
Renault brand, but was forced to re-
think the strategy when market re-
search promised strong demand
from low-income families.
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Injust over ayear sinceits launch,

the Sandero now accounts for two
out of every three Dacia sales. “We’re
seeing enormous demand. There’s no
equivalent product on the market,”
said Guillaume Josselin, Renault’s
head of marketing for France.

The Dacia Logan—a plain, no-
frills four-door sedan—has seen a
50% drop in sales over the first seven
months, in part because of compari-
sons to high sales at the end of 2007
and early 2008.

Renault branded models have
had mixed results. Sales of the
Renault Twingo city car, which is
smaller than the two Dacia models,
have surged more than 60%, also
boosted by the incentives. But sales
of the more attractive Renault Clio, a
subcompact with modern features,
were down 18% in the January to
July period. Renault officials say this
was partly due to a face-lift that
forced the company to halt Clio pro-
duction for a few weeks, but industry
analysts say the cheaper Dacia offer-

e T

Renault’s Romanian-built Dacia models have flourished
in recession-struck Europe. Market share in France
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ings also hurt Clio sales.

Scrapping and other government
incentives to underpin vehicle pro-
duction in France, Germany, the UK.,
Italy, Spain and some other Euro-
pean countries have given the Dacia
brand an advantage. Demand is so
great and waiting times are so long
that Renault is studying an increase
in capacity at Dacia’s assembly plant
at Pitesti, Mr. Josselin said.

Much of the appeal of the Dacia
brand comes down to price: Consum-
ers can pick up a brand new Sandero
or a Logan with a three-year guaran-
tee for less than the sticker price of
many motorbikes. That has struck a
chord with motorists squeezed by
the recession and those who have
never before been able to afford to
buy new vehicles.

Car buyers are being tempted into
Dacia showrooms in France by a
€1,000, or about $1,400, government
check for scrapping cars more than
eight years old. But the cherry on the
cakeis an older incentive plan that of-

fers discounts of up to €2,000 for
cars capable of using liquefied petro-
leum gas.

Dacia started selling a version of
the Sandero in March that can run on
either gasoline or LPG, the dual fuel
tanks giving it a range of nearly 1,200
kilometers, or roughly 750 miles. The
cost of LPG at a French pump is about
two-thirds that of gasoline due to a
much lighter tax bite.

Anet price tag of €5,990 after de-
ducting the two bonuses puts the
basic version of the Sandero within
reach of families with modest in-
comes who normally would be look-
ing at second-hand cars at that
price level.

Romain Braud, a salesman at a
Renault/Dacia dealership west of
Paris, said demand for the Sandero
issuch that he can’t guarantee deliv-
ery before December for cars or-
dered today.

Mr. Braud said he would prefer
to sell more Renault Clios that re-
tail for upwards of €12,000 and, the-

oretically, offer dealers fatter
profit margins.

But Renault has said that Dacia
models don’t necessarily have thin
margins for the parent company.
Renault has indicated in the past
that the Logan and its derivatives
offer margins above 6% thanks to
low manufacturing costs and be-
cause they are built on a platform of
an earlier incarnation of the Clio.
Renault hasn’t specified the mar-
gins for its other models.

Ultimately, Renault hopes that
sales of the Dacia brands will feed
demand for Renault cars, rather
than undermine it. Most of the peo-
ple looking to buy Logans and Sand-
eros have never bought new cars be-
fore, company officials say. The
hopeis that owning a Dacia will give
new owners a taste for Renault, as
both brands are usually sold under
the same roof.

Michael Tyndall, an auto-indus-
try specialist at Nomura in London,
says Renault’s aggressive pricing
strategy through Dacia could back-
fire when government supports
eventually disappear. “There’s a
genuine risk that a price-competi-
tive model like the Sandero can set
expectations among consumers
that new cars should be at or close
to that price level,” he says.

Over the past year, Renault and
other volume car makers have seen
an unprecedented swing in con-
sumer preference for smaller, more
economical cars, to the detriment
of larger, more profitable models,
and persuading buyers to move up-
market again may prove difficult,
Mr. Tyndall says.

With European car sales ex-
pected to sag further in 2010 as the
incentives wind down or expire—
some experts are predicting a fall of
10% next year after a 2% decline in
2009—Renault will be relying even
more on Dacia as its engine to
power sales.

(ermans debate whether car trade-in plan will backfire

BY GEOFFREY T. SMITH

FRANKFURT—Germany’s auto
makers are worried about slumping
sales when the government’s “cash
for clunkers” program expires this
fall after running through its alloca-
tion of €5 billion, or $7.15 billion.
Even so, they don’t agree with the
dire forecasts in a study issued by
German management consultancy
Roland Berger.

In the study, published Friday, Ro-
land Berger said car sales in Ger-
many may fall more than 20% next
year, and that as many as 90,000
jobs may be lost across the industry
by the end of 2011. One in two car
dealerships could be threatened
with failure, and gross domestic
product could take a hit, it said.

The detailed report by a well-
known company with a long history
in the auto sector caused a stir, un-
derscoring nagging fears of a slump
in demand and another sharp rise in
unemployment once the Germany
government winds down this part of
its fiscal stimulus.

The car scrappage program,
which subsidizes new car purchases
on old trade-ins, was a model for
similar plans adopted elsewhere, in-

cluding the U.S. Since early this
year, it has bolstered Germany’s big
auto industry and helped gross do-
mestic product to return to growth
in the second quarter after a year-
long recession.

“The German car market is good
for roughly 3 million to 3.3 million
cars a year. This year, we will proba-
bly sell 3.7 million, and our forecasts
are for 2.7-2.8 million next year,”
said Ralf Landmann, a partner with
Roland Berger.

“If you have 20% less demand for
your products, its clear there’s go-
ing to be animpact on the labor mar-
ket,” Mr. Landmann said.

The Federal Statistics Office cal-
culates that Germans spent €36 bil-
lion on new cars in the first half of
the year, generating a modest 0.1%
increase in overall private consump-
tion. But without the scrappage
scheme, consumption would have
fallen 1%, and the economy would
have shrunk by even more. As it is,
output in the second quarter was
still down 5.9% from a year earlier.

Carsten Dreger, an economist
with the DIW research institute in
Berlin, contends that not only was
the cash-for-clunkers plan increas-
ing 2009 demand at the cost of

Scrapping stimulus

New-car registrations, change
from a year earlier

Source: Verband der Automobilindustrie

2010’s, it is also cannibalizing poten-
tial demand for other consumer
goods this year.

Germany’s car makers have al-
ready laid off most of the 100,000
temporary workers they employed a
year ago, according to a spokesman
for the Federal Association for Tem-

A customer looks at a Volkswagen
Passat at a dealership in Nuremberg,
Germany, in July.

porary Work in Berlin.

The Roland Berger forecasts re-
fer to cuts in their core personnel,
an acutely sensitive topic.

A spokesman for the Association
of German Automakers, an industry
body, disagreed with the Roland
Berger forecasts, saying the indus-

try hadn’t taken on excess labor in
the boom years in any case. “What
wasn’t built up in the first case
doesn’t need to be reduced,” the
spokesman said.

Volkswagen AG has even prom-
ised to add jobs at Porsche AG once
it completes its planned takeover of
the company. VW has also just
started its annual pay round negotia-
tions with the IG Metall union.

With unemployment already
nearly at 3.5 million, and a jobless
rate of 8.3%, the government is hop-
ing that the recent economic im-
provement will be strong enough to
stop another wave of job losses.

The fate of Adam Opel GmbH’s
German employees has been one of
the key sticking points in negotia-
tions over the restructuring of GM’s
European operations, with the Ger-
man government anxious to avoid
any job losses.

The Federal Labor Office is due
to report August’s unemployment
data Tuesday. Analysts predict an-
other 30,000 increase in those out
of work. The government has subsi-
dized companies to keep their work-
ers on shorter working hours,
rather than lay them off.
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Steep descent

The economic crisis
has pummeled
Europe’s big airlines,
while low-cost
carriers have fared
slightly better.

An Iberia Airlines plane
departs El Prat International
Airport in Barcelona

Year-to-year
percentage change

Airline on revenue®

AIR France-KLM The Franco-Dutch airline pulled out of the tender for CSA Czech Airlines, citing the need to -21.0%
preserve cash amid the downturn.

Lufthansa The German flag carrier warned that falling revenue per passenger was more serious than -19.0%
softening demand and hopes to save €1 billion by the end of 2011 at its passenger operation.

British Airways The U.K. flag carrier reported its first ever fiscal first-quarter pretax loss as a private airline. -12.0%
It plans to cut 3,700 jobs in the current fiscal year.

Iberia The economic downturn has hit demand for long-haul and business-class services—two of -23.0%
the Spanish airline’s big bets during the boom years.

SAS The Scandinavian airline presented a new 2 billion Swedish kronor ($272 million) cost-savings -15.0%
program, resulting in 1,000 to 1,500 additional layoffs.

Ryanair Europe’s largest low-cost carrier by passenger numbers has been pulling out of airports with -0.3%
higher charges to cut ticket prices.

easylet The British budget airline said it expects to be one of the few airlines to make a profit this year. 12.0%

* Figures are for quarter ended June 30.

Source: the companies

Weak demand hits Iberia

Spanish airline posts
second-quarter loss;
strategy backfires

By JASON SINCLAIR

MADRID—TIberia airlines said Fri-
day it swung to a net loss in the sec-
ond quarter, hit by falling demand
for air travel as the recession grips
Spain.

The country’s largest airline by
salesreported anetloss of €72.8 mil-
lion ($104 million) compared with a
year-earlier net profit €21.2 million.
Revenue dropped 23% to €1.07 bil-
lion from €1.39 billion.

In recent years, Iberia Lineas
Aéreas de Espaiia SAhasbeenreduc-
ing domestic flights in favor of more
lucrativelong-haul flights, mostly to
Latin America. However, theinterna-
tional financial crisis has pummeled
demand for long flights and has also
hit the airline’s other strategic bet
during Spain’s boom years: an ex-
panded business section.

At the same time, the weaker
economy in Iberia’s home market
has hurt domestic demand. Total oc-
cupancy rates, or passenger load fac-
tor, fell 0.7 percentage point to
78.9% in the first half, in spite of the
company’s attempts to adjust to
lower demand.

Iberia has been adjusting to the
weaker demand for seats by cutting
routes and frequencies as well as op-
erating smaller aircraft on some
routes. It said Friday that it had in-
creased capacity cuts to 6%, a
deeper reduction than the 4.3% cut
it had originally set out in its contin-
gency plan last year.

To reach these targets, Iberia
said it would ground three more
short and medium-haul aircraft and
delay the order of an additional new
long-haul Airbus A-340-600, taking
thenumber of grounded planesto10.

However, Chairman Antonio
Vazquez told a conference call that
passenger-revenue deterioration
probably bottomed out in the sec-
ond quarter.

For the first six months of the
year, Iberia’s operating costs fell

9.6% to €2.44 billion as it scaled
back operations and cut personnel
and other costs. The carrier also ex-
pects expenses to decline further
through the third and fourth quar-
ters thanks to lower fuel costs and
other reductions.

So far this year, Iberia has spent
€580.1 million on fuel, down from
€732.1million, as it used less fuel for
fewer planes and oil prices fell.

Iberia has had a long-standing
code-sharing agreement with British
Airways PLC and the two airlines be-
gan negotiating the terms of a tie-up
last year. Hopes of a merger were re-
kindled in July when Iberia named
Mr. Vazquez as its new chairman, but
BA’s pension deficit and differences
about the valuations of the two com-
panies remain major obstacles.

“We are continuing discussions
and remain positive,” Mr. Vazquez
said Friday in a conference call with
analysts. “We will continue to work
on the pending issues, but we don’t
have a lot of new information to
share.”

—Santiago Perez
contributed to this article.

Lufthansa

By JAN HROMADKO

FRANKFURT—Deutsche
Lufthansa AG on Friday completed
its latest deal in a string of acquisi-
tions, receiving conditional antitrust
approval for its purchase of Austrian
Airlines AG. The transaction makes
Lufthansa Europe’s largest airline
group by passenger numbers.

The deal with Lufthansa is con-
sidered crucial to maintaining the
solvency of Austrian Airlines, which
has been hit hard over the past year
by soaring oil prices and the global
economic crisis.

Despite weak trading conditions
that have put airlines around the
world under immense cost pres-
sure, with sharply lower demand
and average revenue per passenger,
Lufthansa has embarked on a buy-
ing spree over the past year. Apart
from the acquisition of Austrian Air-

deal gains clearance

lines, the carrier has taken a 45%
stake in SN Holding SA, the parent
of a small Brussels-based airline,
and raised its stake in British Mid-
land Airways Ltd., or bmi, to 80%.

The European Commission on
Friday gave its approval to the Aus-
trian Airlines deal, ending months
of negotiations over competition
concerns. To satisfy the commis-
sion, Lufthansa must reduce its num-
ber of flights from Vienna to Frank-
furt, Munich, Stuttgart, Cologne
and Brussels, allowing new entrants
to offer flights on those routes.

The commission also cleared
€500 million ($715 million) in restruc-
turing aid from the Austrian govern-
ment for Austrian Airlines, which
was a key condition of the deal.

In a written statement,
Lufthansa said the conditions are
“economically acceptable” for the
company. Lufthansa added that Aus-

trian Airlines will be integrated into
the group starting in September.

Lufthansa said at least 75% of
Austrian Airlines’ shares have been
tendered at €4.49 each for a total
value of about €166 million.

Shareholders who haven’t yet
tendered their shares may do so
within eight stock-exchange trading
days after the fulfillment of the of-
fer conditions is formally made pub-
lic, Lufthansa said.

It added that it will seek a squeeze-
out of the minority shareholders of
Austrian Airlines thereafter.

Austrian Airlines said in a sepa-
rate statement that it expects the
takeover to close within the next 10
trading days.

—Matthew Dalton and

Carolyn Henson in Brussels, and

Flemming Hansen in Vienna,
contributed to this article.

GM aims to double sales
of Chevrolet in Europe

By JOHN D. STOLL

The new head of General Motors
Co.’s Chevrolet division aims to dou-
ble its sales in Europe in coming
years, which could provide the auto
maker with a stronger brand in the re-
gion to accompany or replace GM’s
high-volume Opel.

Brent Dewar, recently named to
head Chevy’s global operations, told
reporters Friday that Chevy sales in
Europe are expected to expand to one
million from the 500,000 vehi-
cles—or 2.5% of the market—sold in
2008. He didn’t provide a timetable
for the growth target, but said new
products—including Chevy Volt elec-
tric cars and Malibu sedans shipped
from the U.S.—will fuel the effort.

Chevrolet in recent years has be-
come a more prominent participant
in Eastern Europe, selling smaller,
fuel-efficient cars developed and
built mainly in Asia to customers in
Russia and other markets that had
been booming before the global
credit crisis. Unlike the cars that are
built by GM’s Adam Opel GmbH busi-
ness and sold primarily in Western
Europe, the current European Chev-
rolet models are relatively inexpen-
sive to develop and assemble.

Chevy has remained a minor
player in Western Europe, mostly be-
cause of the company’s heavy focus
on the Opel, Saab and Vauxhall
brands. GM recently agreed to sell

Saab, and the future of Opel-Vauxhall
operations are uncertain.

Until recently, GM planned to sell
Opel, and its British affiliate Vaux-
hall, to Canadian parts supplier Ma-
gna International Inc. The compa-
ny’s new board, created after GM
emerged from bankruptcy last
month, has asked the management
team to reconsider its options for
the brands.

As GM restructures into a leaner
company with fewer brands, Chevy
is becoming more important. In the
U.S., Chevy sales are expected to rep-
resent 65% to 70% of GM’s total vol-
ume. The division aims to capture
buyers both from brands that GM
has sold or discontinued, such as
Pontiac and Saturn, and from im-
port brands that have a better repu-
tation for fuel economy or that ap-
peal to young buyers.

Chevy is also becoming more im-
portant in Europe because of the tu-
mult at Opel. GM could restructure
Opel by either selling control of it
while winning financing from the Ger-
man government to help close the
deal, or by creating a separate $4.3
billion financing plan that would al-
low the company to keep Opel.

Even as the future of Opel is uncer-
tain, GM is pushing forward with a
plan to convert Chevrolet into amore
global brand. Mr. Dewar said the com-
pany sees big opportunities to ex-
pand in China, India and Europe.

Bloomberg News
GM plans to double Chevrolet-brand sales in Europe. The Chevy Orlando, shown
at the Detroit auto show in January, is among its planned offerings.

Lukoil’s earnings drop 44%
as oil prices weigh on sales

By JACOB
GRONHOLT-PEDERSEN

MOSCOW—OAO Lukoil Hold-
ings said lower oil prices pushed sec-
ond-quarter net profit down 44%.

The Russian oil producer, which
is 20%-owned by ConocoPhillips,
Friday reported a net profit of
$2.32 billion, compared with $4.13
billion a year earlier. However, net
profit more than doubled from the
previous quarter thanks to lower
export duties.

Revenue fell 37% to $20.12 bil-
lion, as oil prices dropped and de-
spite a4.8%rise in crude-oil produc-
tion during the quarter.

The increase in output came
amid new production at the Yuzh-
noye Khylchuyu oil field, located in
the Timan-Pechora region. The field
produced 1.7 million tons of crude
oil, or almost 140,000 barrels a day,
in the three months ended June 30.

Oswald Clint, analyst at Bern-
stein brokerage in London, said the
results were higher than expected
thanks to greater sales in the down-
stream segment, in particular at
Lukoil’s Italian Isab refinery.

Lukoil increased its presence in
Europe when it took a 49% stake in
ERG SpA’s Isab refinery in Priolo,
Sicily, in November, and agreed to
buy a 45% stake in Dutch refinery
Total Raffinaderij Nederland, or
TRN, in June.

Lower tax payments, in particu-
lar in the Timan-Pechora region,
also surprised analysts and sup-
ported second-quarter earnings be-
fore interest, taxes, depreciation
and amortization, or Ebitda, which
came in at $4.12 billion, down from
$6.23 billion.

Since bottoming in mid-Febru-
ary, Lukoil’s stock has gained more
than 70% this year. It rose 3.9% in
London on Friday.
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Tiffany raises earnings outlook

Jeweler posts drop
in sales as Hermes
sees higher revenue

BY VANESSA O’CONNELL
AND AMELIE BAUBEAU

High-end jewelry retailer Tiffany
& Co. Friday posted sharply lower
profit and sales for its latest quarter
but said sales trends are improving
and raised its earnings outlook.

Another luxury-goods maker,
Hermeés International SCA, re-
ported modestly higher first-half
revenue, though its finance chief
said there is “no change in trend
emerging.” Chief Financial Officer
Mireille Maury, in an interview,
said there has been a pickup in or-
ders for perfume, but not for
watches and tableware.

Tiffany’s fiscal second-quarter
earnings fell 30% to $56.8 million, or
46 cents a share, in the quarter
ended July 31, from $80.8 million a
year earlier.

Sales at the 172-year-old jew-
elry chain, known for its iconic blue
boxes, fell 16% from the year-ear-
lier quarter to $612.5 million with
the steepest declines coming in the
U.S. Sales at U.S. stores open at
least a year were down 27%. Sales

Alamy

High-end jeweler Tiffany said ‘the tide may be slowly turning’ as it sees smaller
sales declines. Above, Tiffany’s London store.

at Tiffany’s flagship store in New
York plunged 30%.

On a conference call Friday, Tif-
fany executives said they see de-
clines in sales at U.S. stores open at
least a year lessening, to the “high-
teens” and a “midteen” decline in
sales in the Americas for the full year.

The jewelry retailer’s sales are

holding up better in Europe and
Asia, where the company is project-
ing low-single-digit percentage de-
clines for the year.

“Our geographical diversification
is a significant advantage,” said
Mark Aaron, a Tiffany vice president.

In the latest quarter, the greatest
declines were for items priced at

$50,000 and up, and the smallest de-
clines at lower price points, it said.

Tiffany, which like other retail-
ers has been trying to rein in its in-
ventory, raised its forecast for the
full year, to earnings of between
$1.65 and $1.75 a share on a world-
wide sales decline of 10%. It had pre-
viously forecast between $1.50 and
$1.60 a share on an 11% sales decline.
Last year Tiffany earned $1.74 a
share on sales of $2.86 billion.

“It appears to us that the tide
may be slowly turning in our favor,”
Mr. Aaron said. Its shares rose 11% to
$37.57 in 4 p.m. New York Stock Ex-
change trading.

Paris-based Hermeés said its first-
half sales rose 7.6% to €874.9 million
($1.25 billion). The maker of high-
end scarves and Birkin handbags
logged sales gains in all regions ex-
cept Japan, where they dropped 4%.

The company’s profit dropped to
€125.4 million from €134.9 million a
year earlier. It blamed the drop on
currency fluctuations and a lower
rate of return on investments.

With scarf sales holding strong de-
spite the global recession, the com-
pany said it will continue to expand
for the rest of 2009, opening or reno-
vating at least 10 stores, mostly in
Asia and the U.S.It opened five stores
in the first half. Hermés maintained
its prediction for steady full-year
sales and a “slight” drop in profit.

Aegis issues gloomy outlook as it posts a loss

BY RUTH BENDER

Aegis Group PLC posted a small
first-half net loss and cautioned that
it doesn’t expect any upturnin the ad-
vertising market in the second half.

Still, the U.K.-based advertising
and marketing company Friday
turnedin a10.8% drop in organic rev-
enue—a closely watched metric in
the advertising industry that strips
out currency effects, acquisitions
and disposals—and analysts said
the company’s results showed a
solid performance given the chal-
lenging business environment.

The downbeat outlook echoes
comments from rival WPP PLC, the
world’s biggest advertising company
by sales, which said Wednesday that
improving sentiment in the world
economyisn’t yet translating into ris-
ing orders for expensive advertising
campaigns.

Like others in the industry, Aegis
has been cutting costs to offset the
impact of declining revenue as com-
panies curb spending on marketing.
It said Friday it had intensified cost-

cutting efforts in the second quarter
and would continue to manage ex-
penses tightly. The company has
shed about 900 staff, or 5.5% of its
work force, since announcing a cost-
savings plan at the end of last year.

Analysts have been concerned
that smaller advertising holding com-
panies such as Aegis and France’s Ha-
vas SA would be more vulnerable to
the downturn as their businesses are
less diversified. Still, Aegis, which
owns media-buying agency Carat
and digital-planning group Isobar,
won several large accounts in the
past months, such as Nokia Corp.’s
global media-buying and planning
budget, estimated to be valued at
about £300 million, or about $430
million. Other major clients include
Kellogg Co. and Adidas AG.

Analysts at Altium Securities
said though the company’s market-
ing division, Aegis Media, has con-
tinued to secure new business, mar-
ket-research unit Synovate has
found life more difficult and the com-
pany is accelerating cost-reduction
measures there.

Partly thanks to the cost-cutting
drive, Aegis said it should meet mar-
ket consensus for full-year underly-
ing profit.

“The rate of delivery of savings is
increasing, and with strong new
business wins in Aegis Media and an
improved Synovate secured net rev-
enue position, we expect to deliver a
full-year profit outcome in line with
the current market consensus,”
John Napier, the company’s chair-
man and interim chief executive,
said in a statement.

In a conference call with report-
ers, Mr. Napier said the market con-
sensus on which the forecastis based
is for full-year adjusted operating
profit of £1.64 billion to £1.74 billion.
The adjusted figures exclude items
such as profit and losses on disposals
of investments, amortization of pur-
chased intangible assets, and taxes.

For the six months ended June
30, Aegis posted anetloss of £2.1 mil-
lion, compared with a net profit of
£30 million in the year-earlier pe-
riod. The latest results were
weighed down by restructuring

charges of £15.7 million.

Revenue rose 4.8% to £636.7 mil-
lion from £607.6 million, helped by
currency movements. Organic reve-
nue—which excludes the effect of
currency fluctuations, as well as ac-
quisitions and disposals—fell 10.8%.
Analysts had forecast a drop of 11%.

Aegisis nearly 30% owned by Vin-
cent Bolloré, the French industrialist
who is also a controlling stockholder
and chairman of Havas. Mr. Bolloré
has in the past pushed for a combina-
tion of the two companies. Mr.
Napier said Friday there are no talks
about a possible merger with Havas,
which is scheduled to report first-
half earnings Monday.

Aegis is due to name a new chief
executive by year end, after former
CEO Robert Lerwill left last year, but
until then, its strategic direction re-
mains unclear. A number of high-
level managers left the company last
year, including head of Aegis Media,
Mainardo de Nardis, and the chief ex-
ecutive of Aegis Media Americas,
David Verklin.

News Corp. criticizes U.K

BY SHIRA OVIDE

James Murdoch, News Corp.’s
top executive in Europe and Asia, on
Friday criticized U.K. media regula-
tion and the publicly funded British
Broadcasting Corp., saying state sup-
port gives the BBC an unfair edge
over commercial media firms.

In a keynote speech at the Edin-
burgh International Television Festi-
val, Mr. Murdoch called for a “dra-
matic reduction” of government in-
volvement in U.K. media, which he
said stifles innovation, according to
his prepared remarks.

Mr. Murdoch described as “chill-
ing” what he called the BBC’s im-

proper expansion and influence in
the U.K. media industry. The BBC pro-
duces many TV and radio programs
and owns a popular news Web site.

The BBC Trust, which governs
the BBC, has been a target of criti-
cism from News Corp. and its BSkyB
satellite TV service. BSkyB and
other TV companies are critical of
the annual license fees the BBC col-
lects from U.K. households.

In a statement Friday, Sir
Michael Lyons, chairman of the
BBC Trust, said, “British broadcast-
ingis admired around the world. Its
diversity of broadcasters and their
variety of funding is a strength and
not a weakness.” He added, “the

. state support of BBC

public tell us that they...trust the
BBC and value the wide range of ser-
vices we provide.”

Mr. Murdoch, a son of News Corp.
Chief Executive Rupert Murdoch, is
the company’s chairman and CEO
for Europe and Asia, overseeing
News Corp.’s newspapers in the
U.K., BSkyB and the Star television
service in Asia. News Corp. also
owns Wall Street Journal publisher
Dow Jones & Co.

In his comments, Mr. Murdoch
contrasted government-backed or-
ganizations that provide “free, state-
sponsored” news with efforts by
news outlets that want to charge con-
sumers “a fair price” for online infor-

mation. News Corp. has said it plans
to start charging for access to its
news Web sites by next summer.

Mr. Murdoch in his speech also
said the U.K.s television regulator,
known as Ofcom, hurts TV compa-
nies by tightly controlling the adver-
tising TV companies can sell and by
restricting what programs can air.
Mr. Murdoch called for a “radical re-
orientation of the regulatory ap-
proach” in the U.K.

Ofcom said Friday it is “commit-
ted to its duty to protect consumers’
and viewers’ interests and to pro-
mote competition and innovation.”

—Paul Sonne
contributed to this article.

Carrefour incurs
loss as discounts
damage results

BY CHRISTINA PASSARIELLO

PARIS—French retailer Carre-
four SA posted a first-half loss as
it poured hundreds of millions of
euros into price cuts and other pro-
motions to resuscitate sales in its
home market.

Carrefour, the world’s second-
largest retailer by sales after Wal-
Mart Stores
Inc., swung to a
loss of €58 mil-
lion ($82.9 mil-
lion) from a
profit of €747
million a year
earlier, on a
1.6% drop in
sales to €41.28
billion. The com-
pany reiterated
it expects this
year’s operating
profit to fall as much as 18%, to be-
tween €2.7 billion and €2.8 billion.

“Consumers are more and more
sensitive to promotional activity,”
said Chief Executive Lars Olofs-
son, who joined Carrefour from
food and drink maker Nestlé SA at
the start of the year. “The price im-
age of the Carrefour brand is mov-
ing in the right direction in
France.”

Carrefour has for years suf-
fered from stiff price competition
in France, which accounts for 43%
of its sales. The economic down-
turn has exacerbated Carrefour’s
image as a high-priced retailer as
consumers turned to deep-dis-
count stores and private-label
products. To overhaul Carrefour’s
reputation, Mr. Olofsson pledged
to cut costs this year by €500 mil-
lion and put €600 million toward
price cutting, promotions and loy-
alty cards.

The Swedish executive said the
group spent €353 million of its bud-
get in the first half, and saw its
market sharerise 0.3%. The expen-
diture, however, drove down first-
half operating profit by 28% to €1
billion. In May, the company un-
veiled a new Carrefour Discount
line of private-label products de-
signed to take business from deep-
discount stores such as Lidl Dien-
stleistung GmbH and E. Leclerc.

To make the Carrefour brand
more prominent, Mr. Olofsson is
accelerating a program to rename
its hundreds of Champion super-
markets as Carrefour Market. Dur-
ing the first half, sales in the re-
named stores were 7% higher than
under the old name. The group is
also converting other stores to its
deep-discount Dia brand.

Yet Mr. Olofsson is only begin-
ning to address Carrefour’s most
serious dilemma, the supercenter.
The big-box stores have struggled
to sell general merchandise, and
Mr. Olofsson said the format
needed to be reinvented. He said
the company will test new models
next year before rolling out its so-
lution in 2011.

In September, Carrefour will un-
veil price promotions and a new
world-wide advertising cam-
paign. “Carrefour has not been a
loved retailer for the last couple of
years,” Mr. Olofsson said.

—Mimosa Spencer
contributed to this article.

Lars Olofsson
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Consumers give lift to technology

Intel, Dell are seeing
signs of a rebound,
but caution lingers

Consumers are helping pull the
technology sector out of one of its
worst-ever slumps, and optimism
is building that businesses may
also start switching on their spend-
ing soon.

By Don Clark,
Geoffrey A. Fowler
and Ben Worthen

That upbeat picture emerged as
some bellwether technology suppli-
ers issued numbers that were stron-
ger than Wall Street expected,
though still reflecting the reces-
sion’s harsh effects. Their announce-
ments point to improved demand
for products such as laptop comput-
ers and flat-panel televisions—par-
ticularly in Asia, where the Chinese
government’s stimulus spending ap-
pears to be sparking sales.

The latest evidence came from In-
tel Corp., which supplies the chips
that serve as electronic brains in PCs.
On Friday, the Silicon Valley giant—
which earlier this year pointed to
signs of recovery—boosted its third-
quarter revenue forecast by 6%.

While the news sparked gains in
technology shares Friday, with In-
tel adding 4%, the overall market
struggled to build on its recent
gains. After a big rally that has
stocks up nearly 50% from their
lows, investors are no longer bid-
ding up shares on any good news,
but instead growing worried that
the economy won’t follow the mar-
ket’s upward trajectory. Concerns
linger about the health of con-
sumer and business spending.

Intel’s remarks came one day after
Dell Inc. reported results for its July-
ended quarter that were well below a

Asian influence
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year earlier but showed improvement
from the three previous months.

Dell said revenue from consumers
rose 2% sequentially in the quarter,
while revenue from large businesses
fell 3% over the same period. Apple
Inc., which gets nearly all its business
from consumers, has posted record
results in recent quarters.

Dell Chief Executive Michael Dell
also expressed confidence that fac-
tors such as new Windows software
from Microsoft Corp. will drive a
turnaround as companies upgrade
their hardware next year.

“I am here to tell you there’s go-
ing to be a refresh cycle next year,”
he said during a conference call.
“It’s not all going to come in the first
month or the second month, but
over the course of the year, there
will be a big refresh cycle.”

Plenty of question marks remain
about the strength and timing of any
rebound in technology spending by
corporations, which have opted dur-
ing the downturn to keep running
old PCs and server systems as long
as possible.

There are also plenty of signs
that U.S. consumers are still being
cautious. In the second quarter, com-
Score reported that U.S. online re-
tail spending in the June quarter
slipped 1% from a year ago—only the
second quarter on record where
e-commerce spending has fallen.

Then there are customers like
Joe Russo. The lecturer at the Uni-
versity of Nevada in Reno, whois 52,
said the recession has encouraged
his family to “get smarter” about
purchases—but not cut back on cut-
ting-edge gadgets.

“Nothing excites me more than a
box at the front door,” he said. His
wife allows him to buy one new gad-
get each quarter; most recently, he
bought his second Kindle e-book
reader from Amazon.com Inc.

Jon Tew, 25, bought an $800 Dell
laptop earlier this month. He had

Semiconductors
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just started law school at Temple
University, and the school offered a
back-to-school special through
Dell’s Web site.

“I’'ve been toying with the idea
for a while of getting a new com-
puter but absent law school I wasn’t
going to spend the money,” he said.

But analysts say the recent activ-
ity is even more dramatic in China,
which is second to the U.S. in PC
sales and has a greater proportion
of first-time buyers. In the second
quarter, customers there bought
11.7 million computers, up nearly
14% from the year-earlier period.
By contrast, the 16.4 million PCs
sold in the U.S. in the same quarter
represents a slight decline from the
year-earlier period.

Government economic-stimulus
plans appear to have helped. One
gives rural Chinese residents subsi-
dies worth 13% off the price of elec-
tronic goods purchased from partici-
pating companies; Lenovo Group
Ltd., China’s largest PC maker,
launched 15 computer models
priced as low as $365.

Jay Chou, an IDC analyst, said
other stimulus plans are having a
bigger impact by boosting sales in
urban areas, where most of the PC
sales growth is coming from.

In addition to laptop and desktop
PCs, some Chinese consumers are
opting to use the incentives to buy
flat-panel TVs, said Unni Narayanan,
chief executive of Primary Global Re-
search, which provides data to insti-
tutional investors and analysts. Chi-
na’s stimulus spending “has been
very important,” agreed Dale Ford,
an analyst at iSuppli Corp.

Buying decisions are having dif-
ferent impacts on different players
in the electronics food chain. Chip
makers tend to be a leading indica-
tor of an upturn, since manufactur-
ers of PCs and other products place
advance orders for components
they will need based on their own

predictions of customer demand.

Suppliers that not long ago grap-
pled with excess production capacity
and plunging prices are now racing to
fill orders. “So pricing of components
is going up,” Mr. Narayanan said.

Firm prices are good news for
companies such as Intel, which on
Friday predicted that its third-quar-
ter gross profit margin will fall in
the upper half of a previously stated
range. Intel put revenue at $9 bil-
lion, plus or minus $200 million; it
had previously projected $8.5 bil-
lion, plus or minus $400 million. In
the year-earlier period, Intel posted
revenue of $10.2 billion.

Corning Inc., which supplies
glass used to make flat-screen TVs
and computer monitors, has been
unable to raise output quickly
enough to satisfy surging demand
for LCDs, especially in China. Corn-
ing expects LCD glass volume to rise
15% this year, even as prices con-
tinue to increase.

But component prices are a neg-
ative factor for PC makers such as
Dell, which called out increases on
components such as memory chips
and computer displays as a prob-
lem. Another issue for PC makers
is the rise of low-end laptops
called netbooks, which typically
cost less than $300 and carry thin
profit margins. Acer Inc., which
has focused heavily on the cate-
gory, reported a 20% drop in quar-
terly profit Thursday.

The rise of netbooks is adding to
broader pressures on manufactur-
ers to sell PCs with lower prices. The
price cutting was clear in Hewlett-
Packard Co.’s results for the quarter
ended in July. The world’s biggest
PC company said PC shipments rose
2% from the year-earlier period but
revenue dropped 18%.

Another big question mark is the
impact of a new version of Mi-
crosoft’s flagship operating system,
Windows 7, which hits store shelves
Oct. 22. The software has gotten pos-
itive early reviews for some of its
features—notably its faster per-
formance, including speedy
start-up and shut-down times.

Some industry executives, includ-
ing Mr. Dell, predict that the operat-
ing system and a new version of the
Office software suite will help en-
courage customers to upgrade their
systems. “You will love your PC
again,” he said.

Of course, many cash-strapped
businesses and organizations can’t
consider such spending right now.
Debbie Karcher, chief information
officer for the Miami-Dade County
Public Schools, said stimulus money
her district received was used to
save jobs, not buy computers.

—Nick Wingfield, Jerry A. DiColo,
Yukari Iwatani Kane
contributed to this article.

Japan cellphone merger weighed

BY Yuzo YAMAGUCHI
AND DAISUKE WAKABAYASHI

TOKYO—Japanese electronic-
goods makers NEC Corp., Hitachi
Ltd. and Casio Computer Co. have
begun talks about merging their mo-
bile-handset operations to create
the country’s second-largest cell-
phone maker by shipments, after
Sharp Corp., people familiar with
the matter said.

The talks come amid growing
pressure on Japanese cellphone mak-
ers to boost profitability by consoli-

dating operations to save money in a
domestic market nearing saturation,
while chasing growth in developing
international markets such as China.

The people familiar with the mat-
ter didn’t provide further details
about the talks.

Analysts say a consolidation of
the three could help them share de-
velopment costs and ride out the
tough local market, as well as give
them greater clout in efforts to ex-
pand overseas.

Mizuho Investors Securities ana-
lyst Nobuo Kurahashi said that be-

cause Casio is the smallest of the
three companies involved, any earn-
ings boost would be comparatively
bigger than for the others.
According to data from research
firm BCN Inc., a combined NEC-Hita-
chi-Casio operation would have had
amarket share of about 20.2% at the
end of March. That would put it be-
hind Sharp, which had a 21.8% share
of Japan’s huge but stagnating mar-
ket for mobile phones, but ahead of
Panasonic Corp. with 16.8%.
—Juro Osawa
contributed to this article.

GLOBAL
BUSINESS
BRIEFS

Aéroports de Paris

Full-year forecast reaffirmed
as first-half profit edges up

French airports operator
Aéroports de Paris SA said Friday
that its net profit rose 1.3% in the
first half of 2009 and reaffirmed its
earnings forecast for the full year,
thanks to an expected slight in-
crease in passenger traffic in 2010.
Net profit for the six months ended
June 30 edged up to €127.3 million
($182.8 million) from €125.6 million
ayear earlier. Aeroports de Paris ear-
lier this month reported a 5.9% in-
crease in first-halfrevenue. Chief Fi-
nancial Officer Laurent Galzy noted
that the rise in revenue in the first
half partly reflected the completion
of new installations and the intro-
duction of new service, and that the
increase will be more moderate in
the second half.

Independent News & Media

Dublin-based newspaper pub-
lisher Independent News & Media
PLC posted a first-half net loss, cit-
ing an advertising slump and said it
expects a full-year operating profit
at the lower end of its target range.
Chief Executive Gavin O’Reilly said
he is confident the company will
reach an agreement with bond hold-
ers on a €200 million ($325.6 mil-
lion) bond by Sept. 25. Mr. O’Reilly
said that until advertising picks up,
the company will focus on cost cuts,
reducing debt, selling selected as-
sets and extending market share.
The net loss of €34.7 million for the
sixmonths ended June 30 compared
with a net profit of €80.5 million a
year earlier. Revenue fell 22% to
€608.8 million from €780.4 million.

Blockbuster Inc.

Blockbuster Inc. sold Irish retail
chain Xtra-vision Ltd. for as much
as $45 million to Birchall Invest-
ments Ltd., boosting liquidity as the
video-rental company tends to its
ailing U.S. operations. Xtra-vision,
which Blockbuster bought in 1997,
has 186 home-entertainment stores
inIreland and Northern Ireland. Bir-
chall is an Irish company owned by
NCB Ventures and clients of NCB
Group Ltd. Earlier this year, Block-
buster faced doubts about its ability
to continue operating. However, in
April, it refinanced $250 million in
debt, which Chairman and Chief Ex-
ecutive Jim Keyes at the time said
would ensure survival through the
downturn when combined with op-
erating cash flow and cost cutting.

National Express Group PLC

National Express Group PLC re-
jected a sweetened offer from CVC
Capital Partners Ltd. and members
of Spain’s Cosmen family, saying it
undervalued the company. The bus
and train operator also said Friday
it was planning to boost its balance
sheet through a stock offering. The
revised CVC offer, announced Thurs-
day, valued National Express at
£688.5 million ($1.12 billion), or 450
pence ($7.32) a share. National Ex-
press accumulated roughly £1 bil-
lion in debt in recent years in an ag-
gressive acquisition spree. But ris-
ing unemployment has squeezed
commuter traffic and the company’s
earnings. In July, the U.K. govern-
ment took over one of the compa-
ny’s rail franchises.

—Compiled from staff
and wire service reports.
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Vatican slights Berlusconi

Holy See withdraws dinner invitation over attack by newspaper owned by premier’s brother

By STACY MEICHTRY

ROME—Italian Prime Minister
Silvio Berlusconi received a rare
public snub from the Vatican after a
newspaper owned by his brother
criticized an influential Roman Cath-
olic newspaper editor for question-
ing the premier’s private life.

Mr. Berlusconi had planned to at-
tend a religious service and dine
with the Vatican’s No. 2 official
when the Holy See issued a state-
ment Friday afternoon withdrawing
the dinner invitation. The statement
also said that Mr. Berlusconi, whose
personal life has been under scru-
tiny for months, wouldn’t attend the
service, known as the “Per-
donanza,” or the annual day of par-
don for sins.

A senior Vatican official said the
snub came inresponse to areport pub-
lished Friday in Il Giornale, a national
newspaper owned by Mr. Berluconi’s
brother Paolo. “It was a very strong at-
tack,” the Vatican official said.

Under a front-page banner head-
line, Il Giornale ran an article accus-
ing Avvenire, the official newspaper
of the Italian Bishops Conference, of
running a “moralistic campaign”
against Prime Minister Berlusconi.
The article went on to scrutinize
Dino Boffo, Avvenire’s top editor,
claiming he had a homosexual affair
and accepted a plea bargain in 2002
for harassing the wife of his alleged
lover. In a statement, Mr. Boffo de-
scribed the report as an “absurd” at-
tempt to smear his reputation. Mr.
Boffo described himself as “the first
victim” in the 2001 harassment case.
He didn’t elaborate on the matter.

Friday evening, Mr. Berlusconi is-
sued a statement distancing himself
from the report. “I absolutely do not

L LN L

Italy’s Prime Minister Silvio Berlusconi, left, greets Pope Benedict XVI in Cagliari in September 2008.

agree with what has been published
today in Il Giornale with regard to
the editor of Avvenire and I disasso-
ciate myself with it.”

In an article posted on Il Gior-
nale’s Web site, the newspaper’s top
editor defended the accuracy of the
report, adding he doesn’t answer to
the prime minister.

The dust-up comes at a delicate
time for Mr. Berlusconi, who has
kept arelatively low profile this sum-
mer following months of media scru-
tiny over his private life. Although
support for Mr. Berlusconi remains
strong among many Italians, his rela-
tions with Italy’s Catholic Church

have grown increasingly tense.

In April, the premier’s wife an-
nounced plans for divorce, accusing
him of “consorting with minors.”
Mr. Berlusconi denied having a
“spicy” affair with an 18-year-old as-
piring model. He also said he never
paid for sex after a prostitute went
public with claims that she slept
with Mr. Berlusconi.

On Friday, alawyer for Mr. Berlus-
coni said the prime minister had filed
lawsuits against several newspapers,
including La Repubblica, a left-lean-
ing Rome newspaper that published
critical articles of Mr. Berlusconi. In
an editorial, La Repubblica’s editor in

chief criticized the lawsuit as an at-
tempt to deflect attention from Mr.
Berlusconi’s personal troubles.

Mr. Berlusconi’s plans to attend
the Perdonanza was seen by the Ital-
ian public as a gesture in the direc-
tion of atonement.

In its statement, the Vatican said
Mr. Berlusconi’s dinner plans with
Cardinal Tarcisio Bertone, who offici-
ated Friday’s service, was called off
partly out of concern that the meet-
ing could be “exploited.” The Vatican
official said the Holy See didn’t want
to be viewed as giving a “benedic-
tion” to Mr. Berlusconi’s political po-
sitions and his personal life.

Euro-zone

By PAuL HANNON

LONDON—A new survey indicates
that the euro-zone economy could be
set for arevival in coming months, but
policy makers are likely to treat such
hints of recovery with caution.

The European Commission sur-
vey of business and consumer confi-
dence in the 16 countries that use
the euro improved for the fifth con-
secutive month in August, with sen-
timent among service providers
surging on an increase in activity.

According to a measure of activ-
ity compiled by the Centre for Eco-
nomic Policy Research and the Bank
of Italy, the euro zone’s economic
contraction slowed in August.

“Therecessionis easing, although
estimated underlying growth is still
negative,” the CEPR said.

There were more signs that the
euro zone may be emerging from a

sentiment improves

period of deflation.

The annual rate at which prices
fell in Spain eased to 0.8% in August
from 1.4%, while in Belgium prices
fell 0.8% in the 12 months to August,
having fallen by 1.7% in the 12
months to July.

Economists forecast that the Eu-
ropean Central Bank will keep inter-
est rates on hold until next year.

The euro-zone economy has
been weakened by the five quarters
of contraction that began in the sec-
ond quarter of 2008, and the Euro-
pean Commission’s survey high-
lighted the ground it will have to
make up to recover.

Euro-zone manufacturers re-
ported that they were operating at
69.5% of capacity in July, down from
70.9% in June and the lowest level
since records began in 1990.

Members of the ECB’s governing
council have indicated that they

Greek fire damage estimates drop

BY ALKMAN GRANITSAS

ATHENS—Property losses from
last week’s Greek forest fires were
less than initially feared even as the
government has faced some criti-
cism for its handling of the devasta-
tion.

Sixty-five homes were destroyed

in the blazes and 143 were partially
damaged, according to Greece’s envi-
ronment and public-works ministry—
much less than the hundreds of resi-
dences suggested by initial reports.

The flames partly or completely
consumed an additional 76 build-
ings, including churches, schools
and stables, the ministry said.

aren’t yet convinced that any recov-
ery will be strong and sustained.
Some economists expect the council
to leave policy unchanged at its
meeting on Thursday.

“The bank is likely to treat recent
signs ofimprovement inthe economy
with caution, supporting our view
that monetary policy will remain as
supportive as it is now for some time
to come,” said Jennifer McKeown, an
economist at Capital Economics.

The commission’s headline
measure of business and con-
sumer confidence jumped in Au-
gust to a 10-month high of 80.6
from 76.0 in July.

The pickup in confidence was
strongest among service providers,
who reported a big improvement in
conditions over the past three
months, something they expect to
continue over the coming three
months. The overall measure of ser-
vices sentiment rose to minus 11
from minus 18 in July, its highest
level since October 2008.

Consumer confidence also
strengthened, although more mod-
estly, with the commission’s mea-
sure rising to minus 22 in August
from minus 23 in July, a weaker out-
come than the rise to minus 21 fore-
cast by economists. Consumers be-
came more optimistic about the out-
look for the economy over the next
12 months, but didn’t expect the
jobs market to improve.

Feeling better

Indicator of consumer and business
confidence in the euro zone

2008 '09

Note: Seasonally adjusted
Source: European Commission

Within the wider European
Union, confidence also improved,
with the economic sentiment indica-
tor rising to 80.9 from 75.0. Among
Europe’s largest economies, confi-
dence strengthened most in the
U.K.,, particularly among service pro-
viders and retailers.

Outside the euro zone, the U.K.s
Office for National Statistics Friday
confirmed that the economy con-
tracted again in the second quarter,
although by 0.7% rather than its ini-
tial estimate of 0.8%.

By contrast, Poland’s economy
continued to defy the global down-
turn, as its gross domestic product
rose at an annual rate of 1.1% in the
second quarter, up from the 0.8%
rate in the first quarter, according to
official statistics released Friday.

Ieeland plans
to repay UK.,
the Netherlands

BY CHARLES FORELLE

Iceland’s parliament agreed tore-
imburse the United Kingdom and
the Netherlands almost $6 billion
used to compensate British and
Dutch depositors who lost money in
a failed Icelandic Internet bank.

The deal will saddle the island
nation of 300,000 with a heavy
debt—about half a year’s economic
output, or nearly $20,000 per Ice-
lander—but it averts a diplomatic
crisis that could have derailed Ice-
land’s aspirations to join the Euro-
pean Union.

Iceland’s government reached a
preliminary deal with the two coun-
triesin June, but it required parlia-
mentary approval. The parliament
wrestled with the unpopular bill
for weeks against a backdrop of
protests that decried the whole
country’s suffering for the sins of a
few bankers.

But Iceland, which applied to
jointhe EU last month and relies on
help from the International Mone-
tary Fund and other foreign bene-
factors, couldn’t afford to snub the
international community. On Fri-
day, lawmakers cleared the deal by
avote of 34-14, with 14 abstentions—
though they added conditions that
would defer some payments if the
country faces another economic
crunch in the future.

A UK. Treasury spokesman said
the U.K. will “look carefully at any
conditions,” but called parliament’s
accord a “significant and positive
step forward.” A spokeswoman for
the Dutch Finance Ministry said
that it was “very positive,” and that
Dutch authorities were waiting to
discuss the conditions with their Ice-
landic counterparts.

Under terms, Iceland doesn’t
need to begin payments for seven
years and then it has eight years to
make them. Iceland is unlikely to
have to pay the full amount from its
own coffers: Government officials
say they can recover substantial as-
sets from the collapsed bank that
can be put toward payment.

Johanna Sigurdardoéttir, Ice-
land’s prime minister, praised the
deal’s passage and called it as “the
single largest financial commit-
ment ever undertaken by the gov-
ernment of Iceland.” During Ice-
land’s financial boom, Landsbanki
Islands, once one of Iceland’s three
major banks, took in billions of dol-
lars of deposits—mostly from sav-
ersinthe U.K.lured by highrates—
through an Internet arm called Ice-
save. Between the British and
Dutch versions of Icesave, there
were some 400,000 depositors.

When Landsbanki collapsed in
Iceland’s financial meltdown last
fall, the failure swamped Iceland’s
tiny deposit-insurance fund, and the
U.K. and Dutch governments
stepped in to pay the claims of angry
British and Dutch Icesave custom-
ers, but the countries demanded re-
payment from Iceland.

Under European rules—Ice-
land is a member of the European
Economic Area, which includes
the EU and a few other nations
that subscribe to the bloc’s eco-
nomic and trade regulations—
countries are required to provide
at least €20,887, about $30,000, in
deposit insurance to customers of
their banks.

—Laurence Norman
contributed to this article.
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U.S. Senate shifts affect agenda

Kennedy’s death

could move Dodd
from banking post

BY DAMIAN PALETTA

WASHINGTON—The political rip-
ples from the death of U.S. Sen. Ed-
ward Kennedy could complicate the
Obama administration’s effort to
overhaul supervision of financial
markets with tough new consumer
protections.

Shifting committee assignments
could put a person much more skep-
tical of that effort in charge of the
panel with jurisdiction over it.

Though no announcements have
beenmade, many Capitol Hill aides ex-
pect Senate Banking Committee Chair-
man Christopher Dodd (D., Conn.) to
succeed Mr. Kennedy as chairman of
the Health, Education, Labor and Pen-
sions Committee, to lead the push for
revamping the nation’s health-care
system. An announcement could
come as soon as this week.

Because a senator can lead only
one panel at a time, Mr. Dodd would
have to surrender his chairmanship
of the powerful banking committee,
which has jurisdiction over financial
regulation. Senate leaders have said
that next in line is Sen. Tim Johnson
(D., S.D.), whois more politically mod-
erate than the liberal Mr. Dodd, par-
ticularly on consumer protection.

At least one of Mr. Johnson’s
more strongly held positions on con-
sumer protection is at odds with
some of the main planks in the White
House’s proposal. Another wild
card: Mr. Johnson is still recovering
from a 2006 cerebral hemorrhage
that has left his mobility limited.

The White House wants to create
a consumer agency to police finan-

Bloomberg News

U.S. Democratic Sen. Tim Johnson, shown in January, could play a key role in
financial regulation if the more liberal Sen. Christopher Dodd changes committees.

cial products such as credit cards
and mortgages. Mr. Johnson has ar-
gued that tougher credit-card rules
hurt consumer choice and could cost
his state jobs. South Dakota is the
headquarters of Citigroup Inc.’s
credit-card division, Citibank
(South Dakota) NA, and Premier
Bankcard, which offers credit cards
to subprime borrowers.

In a letter to the Federal Reserve
and other regulators last year, Mr.
Johnson and two other South Dakota
lawmakers warned about the impact
of federal regulators’ planned restric-
tions on credit-card fees.

“If a company like Premier
Bankcard is no longer able to offer
their current services, many indi-
viduals and communities in South

Dakota could suffer,” they wrote.

Mr. Johnson, 62 years old, also
voted against a White House-en-
dorsed bill earlier this year that
banned certain credit-card prac-
tices and fees, one of only five sena-
tors to do so. The risk that it would
hurt his state and consumers is “too
large for me to support this legisla-
tion,” he said at the time.

A spokeswoman for Mr. Johnson
declined to comment for this article.

Mr. Johnson doesn’t always sup-
portpoliciespushedbybanks.Hehas
argued that large failing financial in-
stitutions should be brokenup by the
government. He was one of ahandful
of Democrats who voted against last
year’s $700 billion bank bailout, the
Troubled Asset Relief Program.

Inanop-edhewrotefor American
Banker in June, Mr. Johnson argued
that Congress should create a sys-
temic-risk council that would be
“charged with deciding whether a
troubled firm should be forced to
close or allowed to stay open.”

“The sooner we modernize our
resolution structure, the sooner we
can end the ‘too big to fail’ mentality
that has us all wondering what com-
pany will earn the dubious title next,
and thus clear the way for a more sta-
ble economic future,” he wrote.

Mr. Dodd has long fought for
tougher rules on credit-card compa-
nies.Hehassaid that the creationofa
consumer financial protection
agency must be a centerpiece of any
legislative changes.

On July 14, Mr. Johnson told
Michael Barr, Treasury assistant
secretaryforfinancialinstitutions,
that the consumer-protection pro-
posal “seems to create many hur-
dles for both banks that offer these
types of products and consumers
that use them.”

—Jonathan Weisman
contributed to this article.

Economists split over U.S. inflation outlook

BY SARA MURRAY

Business economists are split on
whether the Federal Reserve’s mas-
sive infusion of credit into the U.S.
economy will lead to inflation in the
next couple of years.

Half of 266 members of the U.S.’s
National Association for Business
Economics surveyed in August said
the Fed’s decisions to increase the
money supply won’t lead to infla-
tion in the next few years, the NABE
said Monday. Some 41% disagreed,
though, citing “lagged effects of poli-
cies now in effect,” “monetization of
the debt” and “ineffective exit strat-
egy” as their primary concerns.

The economists overall said they

expect U.S. inflation excluding food
and energy to average 3% from 2014
t0 2018. “This may reflect their view
that an excessively stimulative fis-
cal policy and a complicated exit
from its quantitative easing policies
over the medium term will result in
the Fed tolerating a higher level of
inflation than it desires,” the NABE
report said. The Fed aims to keep in-
flation between 1.5% and 2%.
Recent debate over the Fed’s
strategy for reducing its large hold-
ings of government bonds and
mortgage-backed securities has
centered on timing. If the Fed
waits too long to bring the pro-
grams to a close, the economy runs
the risk of inflation. But if it at-

tempts to wind them down too
soon, while the economy is still
weak, it could hinder the recovery.

The economists reached more of
aconsensus on overall monetary pol-
icy: Nearly 70% said it was “about
right,” up from 56% a year earlier.
One-quarter of those surveyed said
current policy was too stimulative.

The majority, 56%, said the Fed
was likely to keep interest rates sta-
ble over the next six months,
whereas 44% expect an increase.

As for U.S. fiscal policy, 35% said
it was “about right,” the highest
percentage to say so since March
2008. But 50% of the economists
surveyed said America’s fiscal pol-
icy was too stimulative.

Evaluating a variety of propos-
als for a financial overhaul, the
economists determined that con-
solidation of U.S. regulators and a
revamp of ratings firms would im-
prove financial stability and yield
the most benefits for consumers
and businesses with the least ef-
fect on credit.

The economists ran the gamut
on how to improve health care in
the U.S., but just 46% said current
proposals could improve access to
and quality and cost of health
care. On cap-and-trade proposals
to address climate change, just
15% said such a program could sig-
nificantly reduce greenhouse-gas
emissions globally.

Darling says

BY LAURENCE NORMAN

LONDON—The U.K. will increase
its funding to the International Mon-
etary Fund and will urge its Euro-
pean neighbors to do the same,
Chancellor of the Exchequer Alistair
Darling said.

Writing an op-ed in the Guardian
newspaper ahead of this week’s
meeting in London of Group of 20 fi-
nance ministers and central bank-
ers, Mr. Darling also said the G-20
would need to forge ahead on finan-
cial reforms, going further to ensure

U.K. will boost funding to the IMF

tax havens comply with global stan-
dards, and bankers’ pay doesn’t ex-
acerbate risky behavior.

Mr. Darling noted that at April’s
G-20leaders’ summit in London, the
group agreed to treble IMF re-
sources to $750 billion to stifle the
global economic crisis and said the
European Union has pledged $100
billion in extra funds.

“But Europe should set an exam-
ple and do more to meet the target,
by committing up to $175 billion—
with the U.K. ready to provide up to
an additional $11 billion, to the $15

billion already pledged, taking our
total contribution to over $25 bil-
lion,” he wrote.

In the past, the U.K. has pro-
vided IMF funding from its foreign-
exchange reserves, with the re-
sources drawn down only when
needed and as a loan. The U.K. will
take its argument to Wednesday’s
meeting of European Union finance
ministers.

Mr. Darling added the G-20 will
need to push ahead with financial re-
forms, saying it is necessary “to go
further” on bank pay and bonuses

and “there is more to be done in tack-
ling the risks posed by tax havens.”

The U.K. is one of a number of na-
tions that has signed information-
sharing accords with tax havens, in-
cluding one with Gibraltar last week
and a set of agreements with Liecht-
enstein in August that aim to pre-
vent tax evasion.

Meanwhile, France and Germany
are expected to push hard at the
G-20 meeting for global rules on re-
muneration. The UK. government
has said it is considering legislation
to toughen rules on bank pay.

Al Qaeda names
attempted killer
of Saudi official

BY SUMMER SAID

DUBAI—AI Qaeda named a sui-
cide bomber who tried to kill the
head of Saudi Arabia’s antiterror-
ism efforts as Abdullah al Asiri, who
came from Yemen and was on the
kingdom’s list of wanted militants.

The militant late Thursday
slightly injured Prince Mohammed
bin Nayef, who serves as deputy inte-
rior minister and is a member of the
royal family. Mr. Asiri flew from Naj-
ran near the Yemeni border to Jed-
dah to surrender to authorities, ac-
cording to a statement attributed to
al Qaeda Jihad Organization in the
Arab Peninsula and posted on sev-
eral Islamists Web sites.

“The hero martyr on thelist of 85
wanted people ... managed to enter
his [Prince Nayef’s] palace, pass his
guards and blow up an explosive
package,” said the statement, accom-
panied by a picture of Mr. Asiri.

Mr. Asiri managed to get through
security checks at the Yemeni and
Saudi ports and flew on Prince
Nayaf’s private jet, said the state-
ment, which couldn’t be immedi-
ately verified.

Yemeni Foreign Minister
Abubakr al Qirbi told local media
that Mr. Asiri, who came from
Ma’reb, east of the Yemeni capital,
claimed he wanted to hand himself
over to Saudi authorities and called
on other militants to leave al Qaeda.

The Jeddah attackis the first sig-
nificant retaliation by extremists
against the kingdom’s recent ar-
rests of 44 suspected militants alleg-
edly linked to al Qaeda.

Major suspect
in cybertheft
to plead guilty

By KEITH J. WINSTEIN

Albert Gonzalez, a former Secret
Service informant who is accused of
masterminding the theft of millions
of credit-card numbers from TJX
Cos., 7-Eleven Inc. and other retail-
ers, will plead guilty to some charges
and serve at least 15 years in prison.

According to a plea agreement
filed Friday in U.S. District Court in
Boston, Mr. Gonzalez will admit to
all 19 counts of a 2008 indictment,
including breaking into computer
systems, identity theft and wire
fraud. Prosecutors have requested a
plea hearing be held next month.

Prosecutors and Mr. Gonzalez’s
attorneys proposed a prison term of
between 15 and 25 years and the for-
feiture of more than $2.7 million.

Mr. Gonzalez, 28 years old, was
accused of stealing credit-card
records from companies including
OfficeMax Inc., Barnes & Noble Inc.
and TJX’s Marshalls stores.

Friday’s plea agreement also re-
solves federal criminal charges filed
in New York concerning credit-card
thefts from the restaurant chain
Dave & Buster’s Inc.

The deal doesn’t resolve charges
against Mr. Gonzalez filed earlier
this month. That federal indict-
ment, which alleges the theft of 130
million credit-card numbers from
7-Eleven and Heartland Payment
Systems Inc., is pending. Attorneys
for Mr. Gonzalez declined to com-
ment. Federal prosecutors didn’t re-
turn calls seeking comment.





