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Leading the News: The British economy looks set to emerge from its yearlong recession
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India plans EU drug fight

WTO complaint will say bloc allowed customs agencies to detain generics

India plans to file a com-
plaint withthe World Trade Or-
ganizationalleging that the Eu-
ropean Unionallowedbig phar-
maceutical companies to use

By John W. Miller
in Brussels and
Geeta Anand in Mumbai

the bloc’s tough patent laws to
have national customs agen-
ciesdetaingenericdrugsintran-
sit to developing countries, ac-

cording to India’s commerce
secretary.

On more than 20 occasions
since late last year, border in-
spectors in the Netherlands
and Germany have held up In-
dian medicines used to treat
AIDS, Alzheimer’s disease,
heart conditions and other ail-
ments, saying they violated
patentlaws inthe EU, although
the drugs weren’t intended for
sale there, according toEU and
Dutch customs officials and to

lawyers for Indian pharmaceu-
tical companies.

Attherequest of companies
including Sanofi-Aventis SA,
Novartis AG and Eli Lilly & Co.,
the drugs were then detained
for periods that extended for as
long as eight months, accord-
ingtoletterssentbythecompa-
niesto customs officialsandre-
viewedby The Wall StreetJour-
nal.

Indian generics makers say
they have had to divert ship-

ments at higher cost to transit
hubs outside the EU, and to hire
lawyers to defend their right to
have the drugs shipped safely
totheir destination.

Dutch customs officials are
stillholding ontotheIndiange-
nerics drug giant Cipla Ltd.’s
shipment of a schizophrenia
medicine seized in November,
according to Cipla and Lilly.

“We see this as an attack on
the Indian generics industry,”

Please turn to page 31

A pair of high-profile U.S. diplomats take on global issues

Associated Press (left), Reuters (right)

CLINTONS ON MISSIONS: At left, U.S. Secretary of State Hillary Clinton on Wednesday criticized the Kenyan government for corruption,
impunity and human-rights abuses. At right, former U.S. President Bill Clinton with freed U.S. journalist Euna Lee and her daughter. Page 5.

Merrill woes grew

ahead of BofA vote

BY DAN FITZPATRICK

Merrill Lynch & Co.’s pro-
jected losses swelled by
nearly $2 billion two days be-
fore shareholders approved
the securities firm’s takeover,
but Bank of America Corp. ex-
ecutives concluded that the
losses weren’t severe enough
to disclose publicly before the
vote, according to company
emails and people familiar
with the situation.

“4Q revenues need to be
adjusted down by $3B,” Bank
of America Chief Accounting
Officer Craig Rosato wrote in
aDec. 3 email sent at 6:51 p.m.
to other bank executives.
That meant Merrill was
headed for a net loss of $8.98
billion, worse than a previous
forecast of $7.06 billion circu-

lated by another top execu-
tive earlier the same day.

The emails and attached
documents challenge Bank of
America’s insistence that the
losses at Merrill didn’t begin
ballooning until after share-
holders approved the take-
over on Dec. 5. Bank execu-
tives said nothing publicly
about Merrill’s problems un-
til they spiraled into a net loss
of $15.84 billion for the fourth
quarter and the U.S. govern-
ment bailed out Bank of Amer-
ica in January.

There was disagreement
inside the bank about whether
to tell shareholders about Mer-
rill’s losses, which companies
must do if they suffer materi-
ally significant financial hits,
people familiar with the dis-

Please turn to page 31
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DJIA 9280.97 -0.42
Nasdaq 1993.05 -0.91
DJ Stoxx 600  226.87 -0.40
FTSE 100 4647.13 -0.52
DAX 5353.01 -1.18
CAC 40 3458.53 -0.51
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Nymex crude ~ $71.97  +0.77
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Goldman

results
attract
scrutiny

By JOE BEL BRUNO

Goldman Sachs Group
Inc.’s second-quarter results
might have brought it some
unwanted attention from the
U.S. government.

The investment bank said
in a U.S. Securities and Ex-
change Commission filing on
Wednesday that the govern-
ment has launched investiga-
tions into its pay practices
and credit-derivatives trad-
ing. Goldman said it was coop-
erating with the request, but
declined to give further de-
tails.

The inquiries come after
Goldman posted the biggest
quarterly profit in its
140-year history and set
aside $11.4 billion for em-
ployee compensation.

The company’s resur-
gence comes at a sensitive
time. Lawmakers are scruti-
nizing Wall Street pay pack-
ages as the rest of the nation
grapples with a recession.
The big bonuses for bankers
and traders are widely
blamed for encouraging the
kind of risk taking that led to
the two-year-old financial cri-
sis.

Last week, New York At-
torney General Andrew
Cuomo said Goldman paid
953 people bonuses of $1 mil-
lion or more, including 212
who received $3 million or
more. Overall, nine banks
that received government
aid money paid out bonuses

Please turn to page 31
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U.K. home prices get lift

Data from Lloyds,
builder’s comment
buoy recovery hopes

BY ILONA BILLINGTON
AND ANITA LIKUS

LONDON—Hopes for a U.K. hous-
ing recovery got a lift Wednesday
from fresh home-price data and cau-
tiously upbeat comments from
builder Taylor Wimpey PLC.

Lloyds Banking Group PLC said
its Halifax index measuring house
prices rose 1.1% in July from June,
the second rise in three months.
Year-to-year, prices were down
12.1%—the smallest decline since Au-
gust 2008. Prices now stand at
mid-2004 levels.

“Higher demand has combined
with the low levels of property avail-
able for sale to boost sales activity
from exceptionally low levels and

support prices over the past few
months,” said Martin Ellis, Halifax’s
housing economist.

U.K. house builders have suffered
in the past two years as the availabil-
ity of mortgage financing evapo-
rated, curbing demand for housing
and driving down prices. House build-
ers mothballed new developments.
But price cuts and lower interest
rates have helped revive demand.

The Bank of England said last
week that the forward-looking mea-
sure of mortgage approvalsroseto a
14-month high in June. That was the
fifth straight month of gains in ap-
provals, which suggests that the cur-
rent wave of more upbeat house-
market indicators will continue.

Still, economists warned that a
pickup in the market doesn’t repre-
sent a return to the years of soaring
house prices seen up to 2007.

“Whileitis very possible that April
marked the trough in house prices on
the Halifax measure...we certainly do
not think that a sharp sustained up-

ward trend in house prices is in the
process of developing,” said Howard
Archer, chief UK. and European econo-
mist for Global Insight IHS.
Meanwhile, Taylor Wimpey re-
ported a narrower first-half net loss
Wednesday and said it is “cautiously
optimistic” about the rest of the
year amid improving business condi-
tions. The company said results
since June have been encouraging,
and that a traditional slowdown in
summer sales failed to materialize.
“The market has stabilized since
the start of the year,” said Chief Exec-
utive Pete Redfern, adding that
while prices fell because of competi-
tion, they were more stable.
Taylor Wimpey posted a first-
halfloss of £681.9 million ($1.16 bil-
lion), compared with a loss of
£1.42 billion in the year-earlier pe-
riod. The latest quarter included
write-downs of £603.8 million on
land and work in progress. Reve-
nue fell to £1.13 billion in the first
half from £1.56 billion in the year-

Rebounding

Year-to-year percentage change in
average U.K. house prices
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2008 2009
Note: Seasonally adjusted data
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earlier period.

The builder said in the first half
it completed 4,702 homes in the
U.K. at an average selling price of
£153,000 and 1,933 homes in North
America at an average selling price
of £183,000. Looking ahead, Taylor
Wimpey said it will focus on raising
prices and delivering a strong start
to 2010. The company said it would
retain its focus on cutting building
costs, which is key to delivering ac-

A for sale sign outside a house in London

ceptable returns from existing and
new land.

The Royal Institution of Char-
tered Surveyors said house prices in
the U.K. may end the year higher
than they started it, further bolster-
ing the prospects of a recovery.

The group had previously fore-
cast that house prices would fall 10%
to 15% over the course of the year.

—Paul Hannon
contributed to this article.

U.K. data lift economists’ hopes for quarter

BY ILONA BILLINGTON
AND NICHOLAS WINNING

LONDON—The British economy
looks set to emerge from a year-long
recession in the third quarter as
data showed a strong pickup in activ-
ity and sentiment in July.

The purchasing managers index
for the dominant services sector
rose to a 17-month high of 53.0 in
July, indicating that the sector grew
for the third straight month. The Of-
fice for National Statistics also re-
leased better-than-expected manu-
facturing data, showing that output
rose 0.4% in June from May and that
the wider measure of industrial pro-
duction rose 0.5%—the largest in-
crease in 20 months.

“Today’s U.K. data has further
boosted optimism on the prospect

of recovery,” said James Knightley,
U.K. economist for ING Economics.

In addition, resurgence in euro-
zone business activity whole sug-
gests Europe’s economy could
emerge earlier than expected. Mar-
kit Economics said its final euro-
zone composite output index—an im-
portant gauge of private-sector activ-
ity based on a survey of some 4,500
manufacturing and services firms—
rose to 47.0 in July from 44.6 in June.

Though the headline figure,
which reflects variables such as
sales, prices, inventories and em-
ployment, remained below the neu-
tral 50.0 level, indicating that out-
put has contracted for a14th consec-
utive month, it beat both the market
consensus estimate and a prelimi-
nary reading of 46.8.

In Britain, the data suggested

that a 0.8% quarter-to-quarter fall
ingross domestic product in the sec-
ond quarter won’t be repeated in the
third. Indeed, of 15 economists sur-
veyed by Dow Jones Newswires
Wednesday, 12 said GDP will rise dur-
ing this quarter, while the remain-
ing three see a return to growth in
the fourth quarter.

If the majority are right, the econ-
omy will start growing a little ear-
lier than the government had fore-
cast, providing a considerable boost
for Prime Minister Gordon Brown’s
government, which is lagging badly
in the polls and must hold an elec-
tion by June 2010.

Wednesday’s data should also be
welcome news for the Bank of Eng-
land’s rate-setting Monetary Policy
Committee. They began a two-day
meeting Wednesday at which they
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will review the U.K. economy, dis-
cuss the effects of the bank’s quanti-
tative-easing program and decide
what to do next. The results will be
announced Thursday.

Some economists believe that
taken together, the three releases
provide enough evidence that the
economy is heading out of recession
to persuade the monetary-policy
committee to keep its bond-buying
program and interest rates on hold.

“The upbeat data continue to tilt
the balance of risks on [Thursday’s]
BOE decision towards no expansion
of the quantitative-easing program,
which should help sterling hold onto
itsrecent gains,” said Daragh Maher,
deputy head of global foreign-ex-
change strategy at Calyon Capital
Markets.

The European Central Bank,
meanwhile, has forecast a recovery
for the 16-country economy by
mid-2010. But economists seerecent
signs that the returnto economic ex-
pansion could come sooner.

Chris Williamson, chief econo-

Bottoming out

Euro-zone composite output index,
which combines both the
manufacturing and services
sectors, remained below the neutral
50 level, indicating that output
continues to contract.

30, S R
‘09

Source: Markit Economics

mist at Markit, said the July PMI sur-
vey would raise hopes that the euro-
zone economy could stabilize in the
second half of the year, led by manu-
facturing.
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U.S. weighs extending lending program

Fed decision looms
as economy, markets
show signs of recovery

By JoN HILSENRATH

U.S. Federal Reserve officials
could move in the coming weeks to
extend a program aimed at reviving
consumer and business lending mar-
kets.

The program—called the Term
Asset-Backed-Securities Loan Facil-
ity, or TALF—will be one of several
issues on the table at the Fed’s next
policy meeting Aug. 11 and 12, when
Fed governors meet with presidents
of the Fed’s 12 regional banks to set
a path for interest rates.

They also will consider whether
to extend a program to purchase
$300 billion of long- and medium-
term U.S. Treasury securities. That
program expires in September. Offi-
cials could decide at the meeting to
let that program run its course and
stop buying Treasury bonds, though
it remains unclear which way they
will go and how they will communi-
cate their decision on the matter.

Officials also are likely to con-
sider a proposal that they include ad-
justable-rate mortgage-backed secu-
ritiesin a $1.25 trillion mortgage pur-
chase program, an idea that was dis-
cussed at the last meeting but left un-
settled. So far the Fed has purchased
alittle more than $700 billion of fixed-
rate mortgage-backed securities.

The central bank has shifted into
a less aggressive stance in the past
few months as the economy and fi-
nancial markets have shown signs
of healing. After pushing short-term
interest rates to near zero, flooding
financial markets with cash and ag-
gressively launching new programs,
the central bank is now allowing
some programs to wind down natu-
rally and weighing which others to
keep going.

Fed Chairman Ben Bernanke and
other Fed officials have sought to as-
sure investors in recent weeks that

U.S. job losses
slow as data show
a mixed picture

BY SARA MURRAY

Employersinthe U.S. cut 371,000
private-sector jobs in July, the small-
est number in nine months, but
enough to underscore unemploy-
ment’s drag on an overall economic
recovery, according to a report.

July’s figure was less than the
463,000 jobs shed in June. Wednes-
day’s report by Automatic Data Pro-
cessing Inc. and forecasting firm
Macroeconomic Advisers suggests
that the government’s official em-
ployment estimate, to be released
Friday, is likely to reveal a similar
pattern of additional job losses but
at a slower pace.

Meanwhile, a mix of positive and
negative data released Wednesday
showed, once again, that the rebound
is unlikely to be quick and easy. The
service sector declined at a faster
rate in July, which came as a surprise
after months of slowing declines.

Factory orders increased 0.4% in
June to $349 billion, the Commerce
Department said. It was the fourth
increase in the last five months.

the central bank will be able to pull
back its support for the economy in
time to avoid inflation. But with the
economy still fragile and unemploy-
ment high, they look unlikely to
raise interest rates any time soon.

“It is premature to talk about
when we are going to exit from this
period of unusual accommodation,”
William Dudley, president of the Fed-
eral Reserve Bank of New York, said
in a speech last week.

The decision about the Treasury
bond purchase program is the most
pressing on the agenda. As of
Wednesday, the Fed had purchased
$237 billion of Treasurys through
the program, putting it on pace to
complete its purchases by mid-Sep-
tember, according to Michael Pond,
abond strategist at Barclays Capital.

Officials haven’t been convinced
it was highly effective at bringing

down long-term interest rates.
Moreover, they worry about the
costs of continuing the program. In-
vestors might worry that more bond
purchases will cause infla-
tion by making it easier for
the government to run big
budget deficits or that hold-
ing a bigger hoard of long-
term government debt
could make it tough to raise
interest rates later.

“They’ve givenno indica-
tion that they’re likely to ex-
tend the program,” Mr.
Pond noted.

Still, even after all of the
Fed’s efforts to revive the
economy, it isn’t clear it has done
enough to promote a strong recov-
ery. The Fed’s own economic fore-
cast calls for a long hangover from
recession with the unemployment

Ben Bernanke

rate lingering above 8% through
2011.

“In light of the substantial eco-
nomic slack and limited inflation
pressures, monetary pol-
icy remains focused on fos-
tering economic recovery,”
Mr. Bernanke said in con-
gressional testimony on
policy last month.

Extending the TALF pro-
gram could be one way to
do that. When the TALF
program was launched in
March, officials said it
could extend loans of as
much as $1trillion to inves-
tors as part of an effort to
revive credit markets. So far it has
reached $30 billion.

But officials think the program
has helped improve credit markets
and could decide to extend the pro-

gram beyond its December expira-
tion into 2010. Yields on asset-
backed securities have come down
substantially since the program was
launched, helping to hold down bor-
rowing costs for consumers and
businesses.

“We will be reviewing those pro-
grams and others to assess whether
or not they’re needed beyond
[2009],” Mr. Bernanke said last
month.

A decision about TALF will be
made by the Federal Reserve Board,
consisting of its five Washington-
based governors, and not the
broader Federal Open Market Com-
mittee, which includes regional Fed
presidents. Still, the issue will be dis-
cussed with the FOMC when it for-
mally meets next week.

—Lingling Wei
contributed to this article.
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Protests greet Iran president’s ceremony

Some lawmakers
shun swearing-in;
crowds are dispersed

BY ROSHANAK TAGHAVI

DUBAI—Iran’s incumbent presi-
dent Mahmoud Ahmadinejad was
sworn in Wednesday for a second
term of office, amid protests from
some lawmakers inside the parlia-
ment, where he addressed the as-
sembly, and from hundreds of dem-
onstrators outside the building.

“As the president of the Islamic
Republic of Iran, I swear before the
holy Quran and the Iranian nation
and God to be the guardian of the
official religion, the Islamic Repub-
lic and the constitution,” said Mr.
Ahmadinejad in a speech broad-
cast live on state television.

The president criticized a num-
ber of Western countries for fail-
ing to congratulate him on his re-
election, according to state media.
“We heard that some of the West-
ern leaders had decided to recog-
nize but not congratulate the new
government. Well, no one in Iran is
waiting for your messages,” he
said. “Iranians will neither value
your scowling and bullying nor
will they pay attention to your
smiles and greetings.”

State media said 242 of Iran’s
290 members of parliament at-
tended the ceremony. The reform-
ist Parleman News Web site re-
ported that 53 MPs didn’t attend
the ceremony, and a number of
them walked out of parliament as
Mr. Ahmadinejad began his speech.

Iranian opposition leaders Mir
Hossein Mousavi and Mehdi Kar-
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Iranian President Mahmoud Ahmadinejad, addressing parliament at his swearing-in on Wednesday in Tehran, criticized Western leaders who didn’t congratulate him.

roubiboycotted the inaugural cere-
mony, as did former president Ak-
bar Hashemi Rafsanjani and conser-
vative presidential candidate
Mohsen Rezaei. Reformist cleric
Mohammad Khatami and Ayatollah
Mohammad-Reza Mahdavi Kani, a
prominent member of the powerful
Assembly of Experts, also shunned
the event, according to Press TV.
Outside the parliament, hun-
dreds of demonstrators—many
wearing green clothing and the op-
position’s trademark green ribbon
around their wrists—chanted
“Death to the Dictator,” according
to videos posted on YouTube. Wit-
nesses said at least 10 people were

detained by police, according to
the Associated Press.

One witness said it was difficult
to determine the number of protest-
ers because the area was congested
with such a large number of police
that people had to keep dispersing.

The witnesses said thousands of
police, security forces and members
of the government basij militia were
stationed with guns around the par-
liament in central south Tehran
where the swearing-in ceremony
took place. Plainclothes basij militia
with batons also were stationed
there, and police cordoned off the
perimeter of the parliament so that
vehicles couldn’t enter, they said.

In his speech, Mr. Ahmadinejad
urged national unity in the face of
“oppressive powers” that have
been targeting the Islamic Repub-
lic with “interference and foul lan-
guage,” Iran’s state Press TV Web
site reported. The Iranian govern-
ment has accused Western media
of encouraging the widespread po-
litical turmoil and street protests
that took place after Mr. Mousavi
and Mr. Karroubi, who both ran
against Mr. Ahmadinejad, claimed
the country’s June 12 elections
were rigged. The election has
marked the deepest political divide
within the Islamic Republic since
the country’s 1979 revolution.

Mr. Mousavi lashed out at the Ira-
nian president on Wednesday just
hours after the ceremony, criticiz-
ing Mr. Ahmadinejad’s remarks that
foreign meddling was behind the
postelection protests. “Our issue is
a national and domestic issue, and
has nothing to do with foreigners,”
Mr. Mousavi’s Ghalamnews Web
site quotes him as saying.

Roughly 100 people who dis-
puted President Ahmadinejad’s re-
election—including a number of top
reformist clerics and former politi-
cians—went on trial in a revolution-
ary court in Tehran this past Satur-
day. A second hearing is set for Aug.
8, according to state media.

Capital flight has Tehran struggling to defend currency

BY MARGARET COKER
AND ROSHANAK TAGHAVI

DUBAI—Iranian economists are
predicting double-digit currency
depreciation by year-end, amid ex-
pectations that already high levels
of capital flight will increase over
fears about Iran’s economic direc-
tion.

The government has managed to
keep depreciation under 5% a year
since 2001, despite the U.S.-led
sanctions that have limited trade
with and imports to the Islamic Re-
public. But economic problems
snowballed after President Mah-
moud Ahmadinejad took office in
2005. Since that time, his lavish
spending plans and subsidized loan
programs to government insiders
have exacerbated inflation and de-
creased currency reserves.

As the president begins his new
term, anecdotal evidence shows
that the central bank is battling to
defend the currency at official ex-
change rates as more Iranians look
to move their wealth to safer
places.

A steep drop in Iran’s currency
would be a heavy blow to Mr. Ah-
madinejad, who is already facing
rifts among the country’s ruling
elite and battling to quash wide-
spread public outcry over his con-
troversial June 12 re-election.

Tehran has limited access to in-
ternational credit markets because
of the sanctions. Monetary policy is
facilitated by currency deals con-
ducted through a network of 50 Ira-

nian-run money-exchange dealers
inside the Islamic Republic, the
wider Middle East and Europe.
Members of this exchange network
say the government is selling be-
tween $180 million and $250 mil-
lion daily to keep the exchange rate
steady within the 9,700 to 9,900
rial-to-dollar corridor set by the
central bank.

That spending exceeds the
amount of revenue the country is
taking in from the 2.4 million bar-
rels of oil exported daily—the coun-
try’s only major source of foreign
currency. Oil prices so far this year
are averaging $60 a barrel. Unless
that price strengthens to at least a
consistent $70 a barrel, the rial
could fall as much as 15% by Decem-
ber, according to a former Iranian
central-bank official.

A government adviser disputes
the claim, saying Tehran has the
tools necessary to keep the rial sta-
ble.

“Ahmadinejad’s government
has so far followed a simple policy
that they will not devalue the cur-
rency. There will be serious budget-
ary pressures, but they will go
through austerity measures first,
not emergency measures,” said the
adviser.

Iran doesn’t release official eco-
nomic statistics in a timely fashion.
The last official estimate of its for-
eign reserves published in
mid-2008 showed $80 billion in cen-
tral-bank coffers. Iranian econo-
mists say that figure has dropped
approximately 25% in the past year,

On shaky ground

Iranian rial is expected to weaken sharply by year’s end amid economic woes.

Iranian rial depreciation
Year-to-year change in the strength
of the rial vs. the U.S. dollar
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as oil prices have fallen, but the gov-
ernment’s hasn’t cut its $290 bil-
lion budget that runs through
March 2010.

Unlike other Gulf oil producers,
Iran has failed to parlay its oil
wealth into a well-endowed rainy-
day fund, leaving it vulnerable to
new economic challenges such as
depreciation.

Iran’s currency appears to be
one of the next weak links in the
economy. “Wise people know they
can’t escape [a weaker] rial,” a
Dubai-based Iranian businessman
said. “Businesspeople want their
money out of the country.”

Dubai-based money-exchange
officials, who facilitate transfers
from Iran to overseas destinations,

Inflation
Year-to-year change in
consumer prices
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Sources: Iran Central Bank (currency); International Monetary Fund (inflation)

say Iranians started moving sub-
stantial amounts of money out of
the country at the end of 2008 as
they exited the country’s depressed
real-estate sector and searched for
safer investments. During the past
six to eight months, capital flight
has averaged $200 million a day, ac-
cording to one prominent Dubai-
based money changer, who handles
both official and private monetary
transactions.

Government actions since the
June 12 election have exacerbated
the imbalanced flow of funds in and
out of Iran, two Dubai exchange offi-
cials say.

While street protests rocked the
Iranian capital in the month after
the election, informal hawala trans-

actions to Iran fell by half, said the
two men who handle international
business transactions for the large
Iranian expatriate community
based here.

These two exchange officials
blamed the declines on technical is-
sues. The government’s disruption
of mobile-phone and Internet con-
nections aimed at blocking street
protests made their cash transfers
impossible, because they couldn’t
communicate with their partners in-
side Iran to coordinate pickups and
withdrawals.

The communication lines are
back up, but hawala orders to Iran
haven’t recovered to pre-election
levels. Currency flows from
U.S.-based Iranians back to their
homeland, which earlier this year
amounted to roughly $500,000 a
day, have almost entirely dried up,
according to the Dubai-based ex-
change official.

Even ordinary Iranians without
ties outside the country are hedg-
ing their bets by turning in rials for
hard currency. Money changers in
Tehran’s Grand Bazaar say that ap-
proximately $15 million in foreign-
currency deals are being conducted
on a daily basis.

A 29-year-old Tehran taxi driver
said that immediately after the elec-
tion he exchanged $5,000 worth of
rials into dollars. “Things are going
to get worse, so I’'m waiting for the
right time to change the rest of my
savings,” he said.
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Kim reaps gains as reporters return to U.S.

Clinton’s visit offers
North Korean leader
reliefin hard times

By EvAN RAMSTAD

SEOUL—For North Korean dicta-
tor Kim Jong Il, Bill Clinton’s one-
day visit this week provided a mo-
mentary respite from a difficult sum-
mer during which he has contended
with reports of unrest at home and
growing pressure from abroad.

About a month ago, North Korea
asked for the former U.S. president
to visit Pyongyang in exchange for
therelease of two American journal-
ists, Euna Lee and Laura Ling, who
were captured by North Korean sol-
diers on the border with China in
March. Mr. Clinton and the U.S.
agreed, seizing on chance to free the
journalists and move on from the is-
sue in order to concentrate on pres-
suring the North to end its pursuit of
nuclear weapons.

Ms. Lee and Ms. Ling, of Current
TV LLC, landed with Mr. Clinton and
his delegation at a Los Angeles-area
airport Wednesday morning, to be
greeted by their families and Al
Gore, Current TV’s co-founder and
Mr. Clinton’s former vice president.
Mr. Clinton was expected to meet
with government officials to debrief
them on his visit.

At the White House, President
Barack Obama proclaimed the U.S.
government “extraordinarily re-
lieved” over the release.

In return, Mr. Kim scored two
propaganda victories—a chance to
show North Koreans that he cuts a
big figure by appearing with Mr.
Clinton, and a chance to show the
world he isn’t evil by freeing two re-
porters who didn’t deserve their sen-

Getty Images

Laura Ling, center, and Euna Lee were met by Al Gore and reunited with their families at a California airport on Wednesday.

tence of 12 years of hard labor.

Outside the country, the event al-
lowed North Korea to provide a coun-
terpoint to months of belligerence in
the form of weapons tests, which
other nations penalized with new eco-
nomic sanctions, and hostile rhetoric.

North Korea’s biggest newspaper,
Rodong Shinmun, covered its front
page Wednesday with five large pic-
tures of Mr. Kim and Mr. Clinton. A
small article accompanying the pic-
tures said the pair discussed issues
of common concern between the two
countries. A small article on the third
page described Mr. Kim’s decision to
free the two reporters.

North Korean officials “convey
the impression of one of the
[world’s] most senior statesmen
paying tribute to Kim Jong Il with-
out mentioning he came for the sake
of the two reporters,” said a person
familiar with the patterns of the na-
tion’s media.

The meeting—and the photos of
a smiling, standing Mr. Kim—could
also help address concerns about
his health abroad, as well as ad-
dress any potential doubts at home.
Analysts noted that North Korea’s
belligerence in recent months fol-
lowed reports that Mr. Kim suffered
a stroke a year ago, raising ques-

tions about a leadership vacuum.

Because North Korea sharply lim-
its contact and travel between its cit-
izens and the outside world, it will
take weeks to accurately gauge pub-
lic reaction inside the country.

The visit happened at a time
when North Korean leaders have
been driving the country’s 20 mil-
lion citizens back to the basics of
their repressive and ultranational-
ist ideology—and encountering a
growing amount of resistance.

The shift to hard-line behavior
has been most visible to the outside
world by the acceleration of weap-
ons tests, including a long-range

missile in April and a nuclear explo-
sive in May. But it has taken many
other forms inside North Korea, in-
cluding the expulsion of interna-
tional aid workers, investigations of
border guards and the revival of an
old propaganda tactic—a nation-
wide campaign, dubbed the
“150-day battle,” steeped in militant
rhetoric and designed to increase
production and instill respect and
fear in Mr. Kim’s regime.

A chief feature of the “battle”
campaign has been crackdowns on
market activities, including forc-
ing men and women under 50
years old to work in state-owned
factories and businesses rather
than their engage in market activi-
ties of their own.

In recent weeks, more reports of
clashes between North Korean citi-
zens and local police and govern-
ment officials have been coming in
to South Korea-based aid groups
such as Good Friends, a Buddhist
charity, and news outlets that focus
on the country.

When city officials swept
through a market looking for
women to work in factories the
town of Suncheon two months ago,
they were shouted down by ven-
dors, according to a report gath-
ered by Good Friends. Efforts to
thwart people from growing their
own crops have also failed in re-
cent months.

“The government is trying to con-
trol the market, but the number of
stakeholders in the market is larger
than ever,” says Howard Young, exec-
utive director of Open Radio, a short-
wave radio service that broadcasts
to North Korea. “Not just ordinary
people but also government offi-
cials and even higher-level officials
have an interest in sustaining the
markets because they are the main
source of money.”

‘The nightmare of our

ASSOCIATED PRESS

BURBANK, Calif. —Two American
journalists reunited with their fam-
ily and friends upon returning to the
U.S. with former President Bill Clin-
ton, whose diplomatic trip to North
Korea secured their release nearly
five months after their arrests.

The jet carrying Euna Lee and
Laura Ling, reporters for former
American Vice President Al Gore’s
San Francisco-based Current TV,
and Mr. Clinton arrived at Burbank’s
Bob Hope Airport at dawn.

Mr. Clinton met with communist
leader Kim Jong Il Tuesday to se-
cure the women’s release. The jour-
nalists were arrested near the North
Korean-Chinese border in March
while on a reporting trip.

Ms. Lee, 36 years old, emerged
from the jetliner first and was
greeted by husband, Michael Sal-
date, and 4-year-old daughter,
Hana. She hugged the girl and
picked her up before all three em-
braced in a crushing hug.

Ms. Ling, 32, embraced her hus-

lives was finally coming to an end’

band, Iain Clayton, as teary family
members crowded around.

“The past 140 days have been
the most difficult, heart-wrench-
ing days of our lives,” Ms. Ling
said, her voice cracking. Thirty
hours ago, Ms. Ling said, “We
feared that any moment we could
be sent to a hard labor camp.”
Then, she said, they were taken to
another location.

“When we walked through the
doors, we saw standing before us
President Bill Clinton,” she said to

applause. “We were shocked but we
knew instantly in our hearts that the
nightmare of our lives was finally
coming to an end, and now we stand
here, home and free.”

Mr. Clinton came down the stairs
to applause. He hugged Mr. Gore,
then chatted with family members.

Mr. Gore, who was vice president
under Mr. Clinton, described the
families of the two women as “unbe-
lievable, passionate, involved, com-
mitted, innovative.”

White House press secretary

Robert Gibbs said Mr. Clinton will
fillin President Barack Obama’s na-
tional-security team on what tran-
spired during his trip as a private
envoy to Pyongyang.

He reiterated that Mr. Clinton
didn’t carry a message from Mr.
Obama to Mr. Kim. When asked
whether the release of the journal-
ists could lead to a breakthrough on
other issues such as North Korea’s
nuclear program, Mr. Gibbs said
that will depend on the actions of
the communist regime.

Secretary of State Hillary Clinton on Wednesday criticized the ‘absence of strong
and effective democratic institutions’ in Kenya, the first stop on her Africa tour.

Clinton, in Kenya, focuses on rights

BY SARAH CHILDRESS

NAIROBI, Kenya—U.S. Secretary
of State Hillary Clinton criticized
the Kenyan government for corrup-
tion and human-rights abuses on
Wednesday, but stopped short of
backing calls by Kenyan rights
groups for immediate intervention
by the International Criminal Court
to try citizens suspected of involve-
ment in post-election violence.

Kenya, East Africa’s economic en-
gine and an important U.S. ally, is
Mrs. Clinton’s first stop on a seven-
nation Africa tour. She had intended
to highlight food security in this ag-
ricultural nation, her office said, but
much of the focus during her visit
fell instead on the Kenyan govern-

ment’s failure to address atrocities
committed last year as violence
erupted after disputed elections in
December 2007.

President Mwai Kibaki, now in
his second term, was accused of rig-
ging the vote, which he denies. The
allegations spurred ethnic clashes
that left more than 1,300 dead and
hundreds of thousands displaced.

In a private discussion with Mrs.
Clinton at a conference center in
Nairobi, Mr. Kibaki and Prime Minis-
ter Raila Odinga attempted to reas-
sure her that the government was
working toward necessary reforms.
Last week the government said rather
than create a special tribunal to try
suspects in post-election violence, it
planned to reform the existing judi-

cial system to handle such cases. The
government had initially agreed that
if it failed to establish an appropriate
judicial system in Kenya for these sus-
pects, the International Criminal
Court would pursue the cases.

Mrs. Clinton criticized the gov-
ernment harshly. “The absence of
strong and effective democracticin-
stitutions has permitted ongoing
corruption, impunity, politically mo-
tivated violence, human rights
abuses, and a lack of respect for the
rule of law,” she said after the meet-
ing with the president and premier.

The Kenyan government consid-
ered criticism from the U.S. to be
“positive,” said Foreign Affairs Min-
ister Moses Wetang’ula, and was
working to address the issues.
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H-P is on quest to fix software glitch

Problems with Omega in-house system have prevented salespeople from receiving proper monthly commissions

BY JUSTIN SCHECK

Hewlett-Packard Co. urges cus-
tomers to replace clunky, older tech-
nology with cutting-edge H-P sys-
temsthatmakebusinessesmore effi-
cient. But the technology giant itself
still runs outdated software that has
frustrated some of its employees.

Problems with an in-house sys-
tem named Omega have kept about
2,0000fH-P’smorethan23,000sales-
people from getting their proper
monthly commissions for much of
this year, according to current and
former H-P employees and recent
company emails reviewed by The
Wall Street Journal.

Omega calculates commissions
for many salespeople in H-P’s busi-
ness-technology group. But the sys-
tem,whichH-Pinheritedina2002ac-
quisition, has struggled to handle
H-P’s growing mounds of data.
Omega has malfunctioned repeat-
edly since November, according to
company emailsthat showthat some
salespeople have waited as long as
seven months to get their correct
commissions.

H-Phasinstead given some sales-
people monthly payments equal to
60% or 70% of what they would earn
for meeting sales quotas, according
totheemails.Itiscommonforasales-
person in the group to earn more
than $150,000 annually, said former
employees and executives.

Omega’sglitchesaffectjustafrac-
tionof H-P’smorethan300,000 work-
ers,andthereisnoevidenceit signifi-
cantly affects H-P’s business.

“You’d be foolish to think people
aren’t frustrated,” said Al Chien, a
sales executive wholeft H-Plast year
and is now at Dasher Technologies
Inc., whichresells H-P equipment.

Reuters

CEO Mark Hurd, seen in July, tells customers to update old technology. H-P inherited Omega in a 2002 acquisition.

H-P has had problems with
Omega, a spokeswoman said, elabo-
rating in a written statement: “We
are in the midst of transforming ev-
ery applicationinthe companytora-
tionalize 6,500 systems down to
1,500, but still have work to do.

“Recently,we experiencedaglitch
with one of those applications, which
resultedin delayed compensation for
asmall percentage of our global sales
team,” the statement continued. “We
expect to have this resolved shortly
and are committed to ensuring that

allof our systems operateflawlessly.”

H-P started using Omega seven
yearsagowhenitboughtrival Compaq
Computer Corp.,whichitselfinherited
the technology from its 1998 acquisi-
tion of Digital Equipment Corp. “Over
the years, H-P has integrated many
sales forces and inherited thousands
of complex internal systems,” the
spokeswoman’s statement said.

Such legacy computer systems,
which get passed down over the
years, are a familiar problem among
corporations—including technol-

ogy companies. Since he took over
H-P four years ago, Chief Executive
MarkHurdhasmadeapoint oftelling
customers to update old technology.
Hehighlights H-P’s years-long effort
to modernize its own systems at a
cost of more than $1billion.
Omega’sdelaysresult partly from
H-P’s success: They have worsened
as the technology company has
grown. H-P’s revenue soared from
$73 billion in fiscal 2003 to $118 bil-
lion in fiscal 2008, when it also
bought giant tech-services company

Electronic Data Systems Corp. H-P’s
product lines and sales channels bal-
looned, creating more data for
Omegatodigest.

Executives often discussed how
to fix Omega, said Bob Bacon, who
worked in H-P’s sales operation until
last year. They “went to heroic
lengths” toimprove it, he said.

At a2008 sales meeting in Texas,
a senior vice president of sales,
Randy Runk, promised salespeople
theywouldbepaidontime,saidaper-
sonwho wasinattendance. Mr. Runk
and others at H-P involved with
Omega weren’t available for com-
ment, an H-P spokeswoman said.

H-P tried improving Omega with
newsoftwareintendedtoeasehowit
processes sales data, according to
company emails.

But after H-P’s fiscal year closed
in November 2008, certain data in
Omega were incorrect and incom-
plete, according to the emails.

By March, the H-P employees
were apologizing to the sales force
for delays. In subsequent emails this
year, executives repeatedly prom-
ised to have Omega fixed soon. “We
recognize the frustration this
causes,” wrote H-P sales-operations
employee Bob Slaby in April. But
each month the problems persisted.

InaMay 25 email, Mr. Runk called
the problem his top priority. “I know
the financial hardship this places on
all of you,” he wrote to the sales
force. “Iregret these chronic and per-
sistent problems.”

On June 8, Mr. Slaby emailed that
Omega was finally on track. But four
days later, he wrote to say, “The sys-
tem encountered a production fail-
urethathasdelayedourprogress.”In
the meantime, he added, “We sin-
cerely appreciate your patience.”

EA posts a loss,

BY YUKARI IWATANI KANE

Videogame publisher Electronic
Arts Inc. reported a wider fiscal-first-
quarter loss and a 20% revenue drop,
largely because it deferred some reve-
nue from games with online features.

But EA’sloss narrowed sharply ex-
cluding the deferral.

EA said sales of “The Sims 3,” the
latest installment of its life-simula-
tion PC game, were even stronger
than the previous version. Sales of
games for Nintendo Co.’s Wii console
also doubled due to the popularity of
the exercise game “EA Sports Active.”

“We ended up a little bit better
than our own internal expectations,”
said Chief Financial Officer Eric
Brown in a telephone interview. He
added that the company had also com-
pleted about 90% of its previously an-
nounced restructuring plan, which in-
cluded job cuts and a strategy to focus
on fewer games.

Despite the strong results, how-
ever, EA stuck to its previous full-year
earnings forecast of $1a share and rev-
enue of about $4.3 billion.

“The industry is weaker than we
originally expected, and we remain
cautious on the macro environment,”
said Chief Executive John Riccitiello
in a conference call with analysts.

Still, analysts are optimistic be-
cause EA is expected to come out with
a strong lineup of games in the next
two quarters, including the latest in

Associated Press

remains cautious

Electronic Arts, which is relying on such videogames as ‘The Sims 3’ (above), said
it has completed about 90% of its restructuring plan.

its popular “Need for Speed” racing
and FIFA soccer game series. The com-
pany is also the distributor for MTV
Games’ highly anticipated “The Beat-
les: Rock Band” music game.
Michael Pachter, an industry an-
alyst for Wedbush Morgan, praised
the company’s forthcoming titles.
“We think their product strength
continues into the September quar-
ter,” added Evan Wilson, an ana-

lyst with Pacific Crest Securities.

For the period ended June 30, EA
reported a net loss of $234 million, or
72 cents a share, compared with aloss
in the year-earlier period of $95 mil-
lion, or 30 cents. Revenue fell to $644
million from $804 million.

Excluding the impact of deferred
revenue from games with online fea-
tures, EA said its quarterly loss was
two cents a share.

News Corp. increases
its stake in Premiere

BY ARCHIBALD PREUSCHAT

News Corp. said Wednesday it
had increased its stake in German
pay-TV company Premiere AG,
prompting a jump in Premiere
shares as investors bet on a full ac-
quisition.

A News Corp. spokesman said it
is comfortable with its 39.96% stake,
up from 30.5% and now roughly the
same as its holding in British Sky
Broadcasting Corp.

“News Corp. has always said it
sees huge potential in German
pay-TV and the increase of its stake
underpins this,” said a spokesman
for News Corp. in Germany. He
wouldn’t comment on whether it in-
tends to increase the stake further.

Premiere shares rose 8.9% in
Wednesday trading in Germany.

News Corp. isn’t required to
make a takeover offer to Premiere’s
minority shareholders, whichis usu-
ally the case after building a stake
larger than 30% in a company,
thanks to a waiver granted by the
German Federal Financial Supervi-
sory Authority as part of Premiere’s
restructuring.

News Corp. also owns The Wall
Street Journal.

Mark Williams, formerly chief fi-

nancial officer for News Corp.’s oper-
ations in Europe and Asia, took the
helm at Premiere in September
2008 with the aim of turning around
a business that has rarely posted a
profit since its initial public offering
in March 2005. Mr. Williams now ex-
pects the company to become profit-
able from 2011 as restructuring mea-
sures take effect.

Premiere has already secured
crucial rights to broadcast games
from Germany’s top flight soccer
league, the Bundesliga, for the next
four seasons.

Premiere will also change its
name to Sky Deutschland AG once
the commercial registration pro-
cess is complete. Premiere changed
its brand name to Sky in July and in-
troduced a new pricing and package
structure that will see prices rise
sharply for subscribers who only
want to watch live Bundesliga soc-
cer matches.

News Corp. has a track record of
using soccer to turn around unprofit-
able pay-TV companies in Europe,
notably Sky Italia and the U.K.s
BSkyB.

As of March 31 Premiere had 2.37
million direct subscribers. Premiere
is set to report second-quarter re-
sults Aug. 13.
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Adidas

Net plunges 93%,
but company says
worst is behind it

By HILDE ARENDS

Adidas AG reported a 93% drop
in second-quarter net profit,
weighed down by lower sales, the
weaker Russian ruble and higher
spending on promotions ahead of
the 2010 football World Cup.

However, the Germany-based
sportswear and equipment maker
said Wednesday that the worst is be-
hind it, sending its shares 6.1% higher
to €32.20 ($46.36) in Frankfurt.

Adidas reported net profit of €9
million ($13 million), compared with
€116 million a year earlier. Analysts
had expected a small quarterly loss.

Adidas—one of the world’s big-
gest sportswear companies and the
maker of adidas and Reebok shoes
and TaylorMade golf equipment—
has been hit hard by the recession,
as well as rising input costs and
lower revenue from Russia as the ru-
ble has fallen in value against the
euro. Russia is one of the company’s
most important markets in Europe.

Earnings also were hurt by mar-
gin drops at Adidas’s Reebok unit.
The operating margin at the unit
slumped to a negative 11.3%, com-
pared with a negative 2.4% in the
first half of 2008, while sales at the
division slipped 4.3%. The negative
margin means it is costing the com-
pany more to produce Reebok-
branded goods than what it earns
from selling them.

acks full-year outloo

Adidas bought U.S.-based Ree-
bok in 2005, seeking to reduce the
company’s bloated cost base and re-
vitalize the brand, which was losing
ground to competitors like Nike Inc.
Since then, Adidas expanded Ree-
bok’s range of products and im-
proved its distribution network.

Adidas’s total quarterly sales fell
2.5%t0 €2.46 billion, mainly because
of weakness in Europe.

Adidas backed its full-year out-
look, saying it still expects sales at con-
stant currency rates to fall by alow- to
midsingle-digit percent this year and
for margins and earnings to decline as
the recession erodes spending on
sports goods. Many analysts had
feared Adidas would cut its forecasts.

Reebok remains weak
Adidas brands’ operating profit, in millions
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“Although there are still chal-
lenges ahead, I am confident that
our results will improve as we go
through the remainder of the year.
We expect to generate signifi-
cantly positive earnings per share
in the second half of the year, al-
beit below the record levels of the
prior year,” said Chief Executive
Herbert Hainer.

NordLB analyst Martina Noss
said the outlook beat expectations,
but the company is still facing a mul-
titude of problems. Adidas’s gross
margin declined to 45% from 50.1% a
year earlier, while its leverage—its
level of debt compared to earnings—
rose to 85.7% from 82.3%, she noted.

Adidas, whose main competitors
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Second-quarter operating profit, change from a year earlier
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include Nike and German rival Puma
AG, owned by PPR SA, has stepped
up a restructuring program to cut
costs in response to the downturn.
It expects to achieve €100 million in
annual savings from the program.

Puma last week reported better-
than-expected second-quarter op-
erating profit as it stripped out
costs and lowered marketing ex-
penses, while sales rose 4% from a
year earlier.

At the end of June, Nike was less
optimistic than Adidas as its fiscal
fourth-quarter profit dropped 30%
on restructuring charges and a 12%
decline in orders was worse than ex-
pected. It also warned 2010 would
remain difficult.

Consumer bargain hunting hurts P&G profit

BY ANJALI CORDEIRO

Procter & Gamble Co.’s fiscal
fourth-quarter profit exceeded ex-
pectations, but the consumer-prod-
ucts giant continued to see sales de-
clines across most of its businesses
as consumers cut back purchases of
its higher-priced items.

P&G projected more of the
same near-term, saying sales ex-
cluding acquisitions and divesti-
tures would be flat to down 3% in
the first quarter. On a conference
call, company executives said re-
sults would improve sequentially
after the first quarter.

In the latest fourth quarter, P&G
was hurt by weaker sales in its
beauty and grooming businesses.
Sales of the higher-end, more discre-
tionary line of Braun shavers fell
sharply. But some of P&G’s everyday
brands also continued to see de-
clines as consumers traded down to
cheaper brands and private-label
goods in grocery stores. Shipments
of its key Tide brand, whichis priced

much higher than competing deter-
gents, fell during the fiscal year.

Earnings fell 18%, in part because
of last year’s sale of the Folger’s cof-
fee brand. But the company also saw
volumes drop as it raised prices. Net
sales decreased 11% to $18.7 billion
on the stronger U.S. dollar, while or-
ganic sales—which exclude cur-
rency changes, acquisitions and di-
vestitures—fell 1%.

The fourth quarter was the first
time the company reported earn-
ings under newly appointed Chief
Executive Robert McDonald.

On the conference call Wednes-
day, Mr. McDonald said the com-
pany will grow long term by pushing
more of its products in areas where
it is underrepresented. P&G will aim
to sell more beauty products in drug
stores. It is also aiming to increase
its overall presence online. The com-
pany will put more focus on lower-
priced products, but will continue to
expand its higher margin busi-
nesses through internal growth and
acquisitions, he said.

Inrecent years, Procter & Gamble
has put more focus on higher-priced
products, seeking to drive growth by
getting consumers to trade up. That
strategy has hurt the company dur-
ing the recession as consumers cut
discretionary spending in areas like
beauty and traded down to cheaper
pantry staples. Although there have
been some signs of animproving out-
look for the economy, many con-
sumer-industry experts predict that
U.S. consumers will stay frugal even
after the recession ends.

Rival Colgate Palmolive Co.is per-
ceived as having held up better dur-
ing the recession because its portfo-
liois focused on lower-priced staples
including toothpaste and soap.

For the quarter ended June 30,
the maker of brands such as Tide
and Pampers reported a profit of
$2.47 billion, or 80 cents a share,
down from $3.02 billion, or 92 cents
a share, a year earlier. Excluding
items such as divestitures and tax
adjustments, earnings rose to 83
cents a share from 78 cents.

Analysts polled by Thomson
Reuters most recently were looking
for earnings of 79 cents on sales of
$19.32 billion.

Mr. McDonald took over from
A.G. Lafley, who engineered the gi-
ant Gillette acquisition and drove
the push toward faster growing,
higher margin businesses. But Mr.
McDonald also inherits a hosts of
challenges as consumer trends
shift and as the economic outlook
stays uncertain.

“Congratulations are prema-
ture,” Mr. McDonald said to one ana-
lyst, who wished him luck on the
new position.

For the first quarter, P&G pro-
jected results slightly more down-
beat than analysts—earnings of 95
cents a share to $1 and a net sales
drop of 7% to 10%. Analysts were
looking for earnings of $1 a share
and a sales decline of 7% to $20.57
billion, according to analysts sur-
veyed by Thomson Reuters.

—Tess Stynes
contributed to this article.

Carlsberg net climbs, but

BY GUSTAV SANDSTROM

Carlsberg A/S Wednesday
posted a 37% rise in second-quarter
net profit as it boosted margins by
cutting costs and raising prices.
Still, the brewer cut its full-year rev-
enue forecast as the economic
downturn hit volumes in Russia
harder than expected.

The Denmark-based maker of

Carlsberg, Tuborg and Kronen-
bourg beer posted a net profit of
1.94 billion Danish kroner ($375.2
million) for the quarter, up from
1.42 billion kroner in the year-ear-
lier period. Sales rose marginally to
17.62 billion kroner from 17.54 bil-
lion kroner.

The brewer said the Russian
beer market, the world’s third-larg-
est after China and the U.S., de-

Russia drags on results

clined by about 9% in the first half
of 2009 from a year earlier, though
the company’s Eastern European di-
vision, Baltika, increased its market
share in the country to 41%, from
38.5% a year earlier.

Carlsberg said it now expects
the Russian market to decline 5% to
6% for all of 2009 from the previ-
ous year, having previously fore-
cast a 2% decline. But it said Bal-

tika, Russia’s biggest brewer by
sales, would continue to expand its
market share.

Looking ahead, Carlsberg cut its
full-year revenue outlook to 61 bil-
lion kroner from about 63 billion
kroner. It kept its outlook for operat-
ing profit of at least nine billion kro-
ner and net profit of at least 3.5 bil-
lion kroner, saying it expects cost
cuts to offset the revenue drop.

Shire turns profit

and talks to U.S.
about Fabry drug

By JASON DOUGLAS

LONDON—U.K. pharmaceuti-
cals company Shire PLC swung to
a profit in the second quarter and
said it isin talks with the Food and
Drug Administration about bring-
ing a drug for a second rare dis-
ease to U.S. patients, as rival Gen-
zyme Corp. faces shortages for its
bestselling treatments.

The Basingstoke-based com-
pany is in talks with the FDA about
bringing its drug Replagal, a treat-
ment for the genetic disorder
Fabry disease, to the U.S., said An-
gus Russell, Shire Chief Executive
Officer.

Earlier this week the FDA said
Shire could launch velaglucerase
alfa, or vela, an experimental treat-
ment for Gaucher disease, another
genetic disorder, on the U.S. mar-
ket. Patients affected by both dis-
eases lack enzymes to break down
certain types of fats, which then
build up in blood vessels, tissues
and vital organs.

The Shire drugs are alterna-
tives to treatments made by Gen-
zyme, which is having trouble sup-
plying the drugs as its Boston man-
ufacturing plant was shut down in
June following a viral contamina-
tion. Production has since re-
started.

Shire said earlier this week
that vela had passed its Phase III
trial and the FDA allowed the com-
pany to supply the drug ahead of
formal approval. The health watch-
dog made this decision to offset
supply shortages of Genzyme’s
Cerezyme, the only other drug for
Gaucher currently on the market.

The company intends to ini-
tially provide vela in the U.S. for
free, so the handful of patients
with the condition can get effec-
tive treatment, the Shire CEO said.

Shire had originally planned to
launch Replagal in the U.S. in 2011,
Mr. Russell said, adding that he
couldn’t say when the FDA might
make a decision about providing it
sooner. Shire’s Replagal is on sale
in Europe for patients with Fabry
disease. In the U.S., patients are
prescribed Genzyme’s Fabrazyme.

Shire also reported a second-
quarter net profit of $44.1 million,
compared to aloss of $79 million a
year earlier, when earnings were
hit by a $135 million research and
development write-off.

However, second quarter reve-
nue declined 19% to $629.7 mil-
lion, mainly because sales of
Shire’s top-selling hyperactivity
drug, Adderall XR, fell 77% after a
generic version made by Teva
Pharmaceutical Industries Ltd.
hit the U.S. market in April.

Sales of a newer hyperactivity
drug, Vyvanse, now comarketed
with GlaxoSmithKline PLC, grew
75% to $114 million, and Mr. Rus-
sell said it held onto its 12% mar-
ket share despite the arrival of ge-
neric Adderall XR.

Shireis banking on its broaden-
ing portfolio of specialty drugs for
rare diseases such Gaucher and
Fabry to help drive future sales
and make it less reliant on its hy-
peractivity franchise.

The company reiterated its
2009 earnings forecast, saying it
expects earnings per American de-
positary share, excluding amorti-
zation, asset impairments and
other items, to be between $3 and
$3.40 per share.
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Bright spot

Number of cellphone handsets
distributed world-wide by
Brightpoint, in millions
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Interior of a Brightpoint warehouse in Plainfield, Ind.

The handset handoff

Distributors gain
as cellphone carriers
outsource logistics

BY SARA SILVER

At Fort Leonard Wood, a military
base in Missouri, a kiosk plastered
with yellow and black banners in-
vites soldiers to check out the latest
cellphones and discounted calling
plans from Sprint-Nextel Corp.

Though Sprint is located about
100 kilometers away in Overland
Park, Kan., it doesn’t staff the kiosk
or make sure there are enough cell-
phones on the shelves. Those duties
are left to Brightpoint Inc., a global
distributor and logistics provider
for cellphones based in Indianapolis.

To cope with the largest drop in
cellphone sales since the wireless
industry took off in the mid-1990s,
Sprint and other carriers are find-
ing ways to cut costs by hiring com-
panies like Brightpoint to handle
tasks such as installing software
on devices and activating cus-
tomer accounts.

“They act as distributors for our
products in areas where we don’t
have alarge sales force and manage
thousands of indirect distributors

to make sure they have the right de-
vices and can get them activated in
atimely way,” said Fared Adib, vice
president of device operations and
logistics for Sprint. “For Sprint to
do that itself, we’d have to build a
massive organization.”

Brightpoint last year handled
84 million wireless devices in its
warehouses, making it the largest
such distributor and logistics pro-
vider in the U.S. and Europe. It dis-
tributes phones for Motorola Inc.,
Nokia Corp., Research In Motion
Ltd. and others.

Most of Brightpoint’s revenues
still come from traditional prod-
uct distribution: buying cell-
phones in bulk and reselling them
with a thin markup to carriers, re-
tailers and independent dealers.

But Brightpoint is focusing
more on helping wireless carriers
around the world procure devices,
load their software onto them, put
the handsets in boxes and activate
them for consumers.

“As the economy becomes
tougher, everyone is looking to
take costs out of their wireless op-
erations—carriers, manufactur-
ers, and even big-box retailers,”
said Brightpoint Chief Executive
Robert Laikin. “We can take over a
lot of the functions.”

With little investment and no

risk of getting stuck with inventory
that doesn’t sell, the services can
yield big profits. The logistics busi-
ness accounts for just 9% of Bright-
point’s revenue, but 47% of profits.

The performance hasn’t been
big enough yet to offset other chal-
lenges. Brightpoint had a loss of
$3.1 million in the first quarter, as
cellphone sales fell 15%; its logis-
tics business dropped 10%. The
company reports second-quarter
results Thursday.

But the logistics business
should grow, analysts say. Many
carriers around the world have al-
ready shed such functions, and oth-
ers are talking about doing so.

Brightpoint already handles lo-
gistics services for Deutsche Tele-
kom AG’s T-Mobile USA, Virgin
Mobile USA Inc. and TracFone
Wireless Inc., a subsidiary of Mexi-
co’s America Movil SAB.

Competing distributors are
also accelerating efforts to diver-
sify with the downturn. Closely
held Brightstar offers outsourc-
ing and training services to opera-
tors and retailers including Wal-
Mart Stores Inc. and 7-Eleven Inc.

“Our warehouse management
solutions have generated over $1
billion in savings for just one cus-
tomer in the past three years,” said
Chief Executive Marcelo Claure.

Obama sets funds for electric cars

BY ELIZABETH WILLIAMSON

WAKARUSA, Ind.—President
Barack Obama used a factory in one of
the most economically battered U.S.
manufacturing regions Wednesday
as the backdrop to unveil a plan to use
$2.4 billion in tax money to jump-
start creation of an electric-vehicle in-
dustry centered in the Midwest.

The plan outlined by Mr. Obama,
Vice President Joe Biden and other
members of his administration in
separate appearances in six states

would make the U.S. government
the major financial backer for 48 dif-
ferent ventures to develop and pro-
duce electric-vehicle batteries, elec-
tric-drive components and various
kinds of electric vehicles.

The government also would be a
major customer for those ventures,
committing to buy “thousands” of
electric and hybrid vehicles from
General Motors Co., Ford Motor Co.,
Chrysler Group LLC and some
smaller manufacturers. That is criti-
cal, because auto-industry execu-
tives are unsure whether consumers
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will pay premiums that run to thou-
sands of dollars for all or partially
electric vehiclesif gasoline pricesre-
main at current levels.

Mr. Obama’s own automotive task
force cast doubt inareport on the via-
bility of GM’s coming Chevrolet Volt
plug-in hybrid. Mr. Obama’s plan
calls for the government to buy as
many as 625 Volts for electric utili-
ties and consumers to test.

Government grants also would
subsidize installation of electric-ve-
hicle charging stations. The lack of
stations has been one of the main ob-
stacles to wider use of battery-pow-
ered vehicles.

“I want the cars of the future and
the technology to power them to be

built right here,” Mr. Obama said to
cheers from workers at Monaco RV, a
struggling recreational-vehicle fac-
tory in Wakarusa, a northern Indi-
ana town of 1,800 that has an unem-
ployment rate of 18%. “For too long,
we failed to invest in this kind of inno-
vation, even as countries like China
and Japan raced ahead,” he said.
The Obama administration says
the government money will lever-
age another $2.4 billion in private in-
vestment by the recipients. The bulk
of the Department of Energy money
goes to seven companies in Indiana
and 11 in Michigan, two states with
the nation’s highest unemployment.
Losers in the competition for the
electric-vehicle funding said the pro-
gram will benefit a significant num-
ber of foreign-owned companies, ei-
ther directly or because they are joint-
venture partners with the U.S.-based
firms highlighted as winners. Com-
pact Power Inc., which received
$151.4 million for production of lith-
ium-ion battery components for the
Chevrolet Volt, is a unit of South Ko-
rean battery maker LG Chem Ltd.
“There’s more money in this for
South Korea than for California,”
said Rep. Brad Sherman (D., Calif.).
—Stephen Power
contributed to this article.

Polo income drops 19%;
weak sales to continue

BY RACHEL DODES

Fashion designer Polo Ralph Lau-
ren Corp. said profit fell 19% in its fis-
cal first quarter as U.S. sales
slumped. But the company’s results
exceeded analysts’ forecasts.

President and Chief Operating Of-
ficer Roger Farah said in an inter-
view Wednesday that the results re-
flect Polo’s continuing efforts to trim
costs, diversify geographically and
match inventory to demand, more
than any improvement in the
broader economic outlook.

“There’s not a trend change by
consumers yet,” Mr. Farah said. “The
terrific results we reported in this en-
vironment...are based on strategies
we employed.”

Polo’s offerings span a wide range
of prices, from $70 dresses at J.C.
Penney Co. to $1,100 herringbone
vests at Neiman Marcus Group, mak-
ing its results a key indicator of de-
partment-store trends.

The New York apparel maker said
Wednesday that it earned $76.8 mil-
lion, or 76 cents a share, in the quar-
ter ended June 27, compared with
$95.2 million, or 93 cents a share, a
year earlier. Analysts polled by Thom-
son Reuters projected earnings of 50
cents a share for the latest quarter.

Revenue fell 8% to $1.02 billion.

Gross margin increased to 58.7%
of sales from 57.3%. The company at-
tributed the gain to improved
wholesale and retail margins in Eu-
rope and Japan, as well as cost-sav-
ing initiatives.

Polo’s shares rallied on the
news, rising 6.8% to $68.14 in late-
afternoon trading on the New York
Stock Exchange.

Polo’s performance under-
scores how the prolonged decline
in consumer spending is forcing
luxury retailers to reckon with a
rising wave of frugality, even
among the well-to-do. Mr. Farah
said the company will bring its
“Blue Label” line of less expensive
sportswear to Saks Fifth Avenue in
the fall. The collection has been
sold only at Polo boutiques.

Polo’s sales at stores open at least
ayear, a key measure of retail health,
fell 9% in the quarter, with a deeper
decline at its full-priced boutiques.
Excluding the impact of Polo’s e-com-
merce sales, which rose 14%, retail
sales fell 11% in the quarter.

Areas of strength included the
Polo men’s sportswear line, as well
as Lauren jeans, and the moderately
priced Chaps line.

Polo remained cautious in its out-
look for the current quarter, antici-
pating that wholesale revenue and
sales at its global network of bou-
tiques will decline by a low double-
digit percentage. For the full fiscal
year, the company reaffirmed its
May forecast of a high single-digit de-
cline in revenue.

Mr. Farah declined to comment
on the outlook for back-to-school
sales. He said he expects to see anim-
provement in the fashion designer’s
same-store sales in September on
easy comparisons to last year. But he
cautioned that such sales numbers
can be deceptive.

“Ifyouseeal%increase oral%de-
crease...it’s going to feel better than
seeing 9%, 10% and 14% decreases,”
Mr. Farah said. “But does that mean
that business is better? I am not sure
you can draw that conclusion.”

Associated Press

Polo Ralph Lauren’s earnings fell on weak sales, but European and Asian results
helped lift margins. A customer shopped at a New York Polo outlet in June.

Benetton profit declines 60%

BY SOFIA CELESTE

ROME—Benetton Group SpA
posted a 60% drop in first-half net
profit, but said it entered the second
half with “reasonable optimism.”

Profit fell to €29 million ($41.8
million) from €72 million a year
earlier. Revenue declined 11% to
€882 million.

The apparel retailer, based in
Ponzano, Italy, blamed the decline
on its decision to delay delivery of
its fall-and-winter collection. Benet-
ton stores, which are independent
from the company, this year re-
ceived their orders in July instead of

June in the expectations that the re-
cession will cause shoppers to post-
pone purchases from the collection.

As a result, Benetton will book
€88 million in sales from the collec-
tion in the third quarter rather than
the second. A combination of
healthy order levels for the collec-
tion and cost savings “allow reason-
able optimism for the end of 2009 in
respect of sales, profit and net in-
debtedness,” said Chief Executive
Gerolamo Caccia Dominioni.

Benetton expects its cost-cut-
ting efforts to generate between
€30 million and €40 million in addi-
tional cash flow next year.
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Creditors target Ssangyong assets

Parts suppliers seek
breakup of car maker
in Seoul court filing

By KyonG-AE CHOI

SEOUL—Some creditors of
Ssangyong Motor Co., South Korea’s
smallest auto maker, have filed a peti-
tion with a Seoul court to have the
debt-stricken company liquidated, a
creditor representative said.

“It was an inevitable decision to
file a liquidation plan to retrieve
even some of assets before their
value falls further,” said Choi Byeong-
whoon, who represents about 600
auto-parts suppliers that are Ssangy-
ong creditors.

The auto-parts creditors submit-
ted the liquidation proposal to the
Seoul Central District Court on
Wednesday as planned.

Shares in Ssangyong ended down
15% at 1,760 won ($1.44) as investors
rushed to sell the stock. The Korea Ex-
change said the petition won’t halt
the trading of Ssangyong shares.

“Only when the court or the com-
pany decides or files for cancellation

Agence France-Presse
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South Korean police in a container above the roof of a Ssangyong vehicle plant
occupied by striking workers in Pyeongtaek on Wednesday.

of bankruptcy protection will the
stock trading be brought to a halt,”
an exchange official said.

If the court sides with the credi-
tors, they will be able to receive pay-
ments owed to them through the sale
of Ssangyong assets, according to
the central court.

Fired Ssangyong workers, pro-

testing the company’s layoffs, have
occupied its Pyeongtaek plant for 76
days as of Wednesday, resulting in
316 billion won, or 14,590 units, in
production losses, the company
said.

Police commandos used ropes
from helicopters to gain access to
the roof of a vehicle paint shop at the

plant Wednesday, while another
paint shop was still in the hands of
about 500 Ssangyong union mem-
bers.

Aliquidation of Ssangyong would
leave South Korea with four car mak-
ers—Hyundai Motor Co., Kia Motors
Corp., GM Daewoo Auto & Technol-
ogy Co. and Renault Samsung Mo-
tors Corp.

“The court may stop the court
[bankruptcy] protection process and
let the car maker go as requested by
creditors if their proposal makes
sense,” Min Jung-suk, a judge at the
court, said in an interview.

Ssangyong said it had no com-
ment on the submission.

Ssangyong owes a combined 300
billion won to the parts manufactur-
ers, Mr. Choi said. Ssangyong also
owes 240 billion won to state-owned
Korea Development Bank.

KDB extended the loans taking
Ssangyong’s Pyeongtaek plant as col-
lateral, while the parts companies
have no such guarantee for unpaid
payments for the auto parts they
have supplied to Ssangyong, Mr. Min
said.

The company has been under
bankruptcy protection since Febru-
ary.

Qantas gives dim airlines outlook

BY Ross KELLY

SYDNEY—Qantas Airways Ltd.
Chief Executive Alan Joyce said he
doesn’t expect Australia’s national
carrier to merge with another air-
line for at least a decade, and
painted a bleak picture for the avia-
tion industry in the short term.

Mr. Joyce also predicted that at
least one competitor will drop out
of the cramped Pacific route be-
tween Australia and the U.S., and
confirmed that Qantas has sus-
pended plans to list its frequent-
flier business indefinitely.

“It’s definitely off the radar screen
for us,” he said, adding that the value
of the business isn’t currently re-
flected in the Qantas share price.

Merger talks between Qantas
and British Airways PLC fell
through last year and Qantas also
has held merger discussions with
Singapore Airlines Ltd. and Malay-
sian Airline System Bhd.

Since then, a sharp economic
downturn has devastated the glo-
bal aviation industry, forcing
many businesses into mergers or
bankruptcy.

While industry conditions have
stabilized since April, Mr. Joyce ac-
knowledged that the short-term
outlook for the industry “is dire,”
with 20 airlines expected to col-
lapse this year, he said.

Consolidation is back on the
agenda, he said, with merger activ-
ity accelerating in Europe and, toa

lesser extent, the U.S.

But Mr. Joyce said Qantas
learned from its experience with
British Airways that mergers be-
tween national airlines are “ex-
tremely hard” to achieve on com-
mercial terms acceptable to both
parties.

Tough regulatory hurdles and
the potential for management to
become distracted also present dif-
ficulties, he said.

“It’s going to take a lot longer
than we originally thought,” he
told an aviation conference, refer-
ring to the likelihood of a merger.

“It’s still the way the industry
will go, but I’'m not sure it’s going
to be in the next few years; it’s go-
ing to be 10 years-plus,” he said.

Bloomberg News

Qantas CEO Alan Joyce says airlines
face ‘dire’ short-term prospects.

Sony sets new e-readers for U.S. at lower price

BY GEOFFREY A. FOWLER
AND JEFFREY A. TRACHTENBERG

Sony Corp. plans to offer two new
e-reader devices priced at $199 and
$299, amove that intensifies competi-
tion in a burgeoning market domi-
nated by rival Amazon.com Inc.

Sony also plans to cut prices on
best-selling e-book titles in its online
store to $9.99 from $11.99, matching
the discount price offered by Amazon
for users of its Kindle device and
Barnes & Noble Inc.’s Fictionwise.

Sony’s new Readers, called the
PRS-300 and PRS-600, are expected
to go on sale later in August. The
smaller Sony device costs $100 less
than Amazon’s least-expensive Kin-
dle. Sony’s new e-readers—the first
of their type in the U.S. to break the
$200 price point—replace earlier ver-
sions of the Reader, which cost $269
and $399.

Sony’s PRS-300 model will feature
a five-inch screen. The device, to be
marketed as the Pocket Edition, will
feature a lightweight design. The
PRS-600, to be marketed as the Touch
Edition, will have a six-inch touch
screen, a feature not available on the

Kindle. The Kindle screen is also six
inches, though Amazon introduced a
larger version in May, the DX, for view-
ing digitized textbooks, business doc-
uments and periodicals.

The Kindle and a forthcoming
reader from Plastic Logic both come
with wireless service to download
books and other content onto the de-
vices without plugging them into a
computer. Sony’s devices do not, al-
though Sony is developing an
e-reader with wireless connectivity

that could be released before the holi-
day shopping season, according to a
person familiar with the matter. So-
ny’s $9.99 price for best-sellers under-
scores how tough its competition is.
“Right now everybody is fighting up-
hill against Amazon,” said Arthur Kle-
banoff, co-founder and chief execu-
tive of New York-based e-book pub-
lisher RosettaBooks LLC.

He estimates he gets about 10
times more revenue from selling Kin-
dle titles than he does for books for So-

ny’s readers.

Sony is losing more money at that
price since it typically would pay
$12.50 for the e-book edition of anew
hardcover best-seller priced at $25.

Some doubt the $9.99 price will be
permanent. “This is a market very
much in flux,” said Mark Suchomel,
president of the Independent Publish-
ers Group, a unit of Chicago Review
Press Inc.

—Daisuke Wakabayashi
contributed to this article.

CF Industries willing to raise bid for Terra

BY KERRY GRACE BENN

CF Industries Holdings Inc. said
Wednesday it is prepared to raise its
bid for rival fertilizer company Terra
Industries Inc. if the two companies
can reach a merger agreement.

CF said it would be willing to pay
0.465 of a CF share for each Terra
share. It previously was offering
Terra shareholders between 0.4129
and 0.4539 of a CF share. The new of-

fer values Terra at $3.71 billion, or
$37.20 a share based on CF’s closing
price Tuesday. That’s more than dou-
ble the price at which Terra’s shares
traded before CF first announced its
takeover plan.

CF also said it is prepared to re-
turn at least $1 billion in cash to
stockholders of the combined com-
pany after the transaction closes,
likely through open-market pur-
chases or a tender offer.

The new offer is the latest move
in a three-way merger battle that
has involved the industry for
months. CF itself is the subject of a
$3.7 billion takeover attempt by a
third fertilizer maker, Agrium Inc.

CF has repeatedly rejected Agri-
um’s approaches in favor of a deal
for Terra. But Terra likewise has re-
peatedly said no to CF, which
launched its effort at the start of the
year and boosted its bid in March.

GLOBAL
BUSINESS
BRIEFS

Henkel AG

Quarterly profit increases

after year-earlier charges

Germany’s Henkel AG, the maker
Persil detergent and Loctite adhe-
sive, posted a sharp increase in sec-
ond-quarter net profit, after charges
weighed on its year-earlier results.
The company said lower raw-materi-
als prices and cost cutting helped
buoy the results despite a15% decline
in organic sales in its adhesives busi-
ness. Henkel also said it is optimistic
about the third quarter amid signs
that its adhesives business has stabi-
lized. Net profit climbed to €143 mil-
lion ($206 million) from €38 million
a year earlier, when charges, related
mainly to the acquisition of the adhe-
sives and electronic-materials units
of National Starch in April 2008,
weighed on the bottom line. Sales for
the quarter fell 5% to €3.49 billion.

oMV AG

OMYV AG, a Central European oil
and gas company, said its second-
quarter net profit fell 79% because
of slumping crude prices. Austria-
based OMV also said it is still negoti-
ating to take over Petrol Ofisi AS,
Turkey’s largest fuel distributor.
OMYV already owns a 41.6% stake in
Petrol Ofisi, which operates 3,200
filling stations across Turkey and
employs 1,100 people. OMV wants to
acquire a further 54.2% from Dogan
Holding, a Turkish company with
media and energy interests. The re-
maining 4.2% is in free float. OMV
said its net profit dropped to €144
million ($207.3 million) from €684
million a year earlier. Revenue was
down 41% to €4.1 billion.

British Airways PLC

British Airways PLC Wednesday
said passenger traffic in July edged
up 1% year-on-year as capacity de-
clined, but said its outlook remained
unchanged. Investors welcomed the
rise by sending BA shares up 12
pence, or 8%, t0162 pence. BA had al-
ready said last month that volumes
and seat factors had stabilized dur-
ing its fiscal first quarter and were
expected toimprove in the peak sum-
mer months. Irish low-cost carrier
Ryanair Holdings PLC Wednesday
said its passenger traffic in July
jumped 19% year-on-year to 6.7 mil-
lion passengers. It said its load fac-
tor, or the proportion of available
seats filled, last month was un-
changed year-on-year at 89%. BA’s
load factor climbed 3.1 percentage
points to 84.6%.

Nikon Corp.

Nikon Corp. fell into the red in
the fiscal first quarter due to a de-
cline in global demand for semicon-
ductor devices and as the strong yen
crimped earnings from its mainstay
camera sales. The Tokyo-based op-
tics and imaging equipment maker
posted aloss of four billion yen ($42
million) in the quarter ended June
30, compared with a17.95 billion yen
profit in the same period a year ear-
lier. Nikon also lowered its full-year
earnings guidance, projecting a net
loss of 28 billion yen, compared
with a previous forecast for a 17 bil-
lion yen loss. However, Nikon raised
its forecast for annual revenue to
710 billion yen from 680 billion yen.
It said first-quarter revenue fell 26%
to 175.15 billion yen.

—Compiled from staff
and wire service reports.
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Turkish premier bids to end long conflict

Erdogan meets
Kurd leader, decries

‘blood and killing’

BY NiCHOLAS BIRCH

ISTANBUL—Prime Minister Re-
cep Tayyip Erdogan of Turkey met
theleader of the country’s main Kur-
dish party Wednesday, signaling a
new drive to end a 25-year conflict
that has hobbled Turkey’s status as a
rising regional power and slowed its
efforts to join the European Union.

“Our people want unity... and an
end to blood and killing,” said Mr. Er-
dogan, describing the hourlong
meeting with Democratic Society
Party head Ahmet Turk as “very,
very important.”

More than 40,000 people, mostly
Kurds, have died since the Kurdistan
Workers’ Party, or PKK, took up
arms against the Turkish state in
1984. The war has cost the country
an estimated $300 billion and
fueled opponents within the EU to
Turkey’s membership bid.

Mr. Erdogan repeatedly turned
down earlier requests for a meeting
with Mr. Turk, because the Kurdish
politician would not declare the PKK
a terrorist organization. Mr. Turk’s
party has 21 deputies in Turkey’s par-
liament and controls most municipal-
ities in the mainly Kurdish southeast.

Mr. Erdogan’s reconciliation ef-
fort is only the latest in his govern-
ment’s policy of trying to neutralize
disputes around its borders. Those
attempts have had mixed success.

In April, the government looked
close to securing a deal with Arme-

nia to reopen their common border,
which Turkey closed in 1993 to pro-
test Armenia’s war with Turkish ally
Azerbaijan. Though strongly backed
by the U.S.—President Barack
Obama praised the effort when he
visited Turkey in April—those ef-
forts collapsed, when Mr. Erdogan
backed away from the deal under
pressure from Azerbaijan.

Turkish efforts toresolve the dis-
pute over divided Cyprus in 2004,
30years after Turkey invaded theis-
land, also ran aground, due to Greek
Cypriot opposition. That failure has
left in place an larger hurdle to Tur-
key’s EU bid.

Mr. Erdogan in 2005 broke with
Turkey’s traditional policy of seeing
the Kurdish issue as a simple matter
of fighting terrorism when he prom-
ised “more democracy” for Turkey’s
Kurds. Like Turkish leaders before
him, however, he didn’t follow up
words with policies.

Mr. Erdogan’s Kurdish initiative
faces opposition and long odds. The
leader of a Turkish nationalist
party, Turkey’s third largest, ac-
cused the government Saturday of
“surrendering to terrorists” bent on
dividing the country.

Yet many analysts say the new
Kurdish opening is qualitatively dif-
ferent from anything that came be-
fore. “For the first time ever, Turk-
ish state institutions are working in
synch to solve the problem,” said
Henri Barkey, a Turkish expert at
the Carnegie Endowment for Inter-
national Peace, a Washington-based
think tank.

The main catalyst for Turkey’s
new sense of urgency is Washing-
ton’s announcement that it plans to
pull its soldiers out of Iraq, Turkey’s

Turkey’s Prime Minister Recep Tayyip Erdogan, left, and Pro-Kurdish
Democratic Society Party leader Ahmet Turk meet at the Turkish
Parliament in Ankara on Wednesday.

Fighting fires

Turkey’s government has a policy of trying to resolve long running
disputes with its neighbors, but with mixed success.

Kurdish war: Turkey has
started talks to end a 25-year
conflict, helped by recent
cooperation from authorities
across the border in Kurdish
Northern Irag, where many
Kurdish militants are based.

Armenia: Turkey and Armenia
looked set this April to agree to
reopen a shared border closed
since 1993, in protest at
Armenia’s war with Turkish ally
Azerbaijan. The rapprochement
stalled after fierce objections
from Azerbaijan.

Source: WSJ research

Cyprus: Turkey backed a UN-brokered
reunification plan in 2004, a radical
departure since Turkish troops split the
island by invading in 1974. Greek
Cypriots, however, voted against the
plan and negotiations to find a solution
continue.

Israel: Turkey’s hopes to become an
honest broker in the Palestinian-Israeli
conflict were dented in Davos this
January, when Prime Minister Recep
Tayyip Erdogan told Israili President
Shimon Peres "you know well how to
kill people.’

Syria: Long strained, Turkey's relations
with Syria have improved dramatically
since 1998. Wags now call Syria
Turkey’s 82nd province.

southern neighbor, by 2011. The
planned withdrawal has speeded up
a rapprochement between Turkey
and Iraqi Kurds, whose relations
have been blighted for years by the
PKK’s use of Iragi Kurdish moun-
tains for its military bases.

In 2007, Iraqi President Jalal Tal-
abani, an ethnic Kurd, turned down
Turkish demands for cooperation
over the PKK, saying that he would
not expel “even a Kurdish cat.” To-
day, Iraqi Kurds increasingly see An-
kara as an alternative to Washing-
toninits struggle to maintain auton-
omy from an increasingly powerful
Baghdad. Both sides agree the PKK’s
presence in Iraq is an obstacle to
closer relations.

There is an economic side to the
rapprochement too. “Turkey wants
to use northern Iraqi gas for
Nabucco,” says Bayram Bozyel, a
Turkish Kurdish politician, refer-
ring to a pipeline project that the
U.S. and EU hope will help break a
Russian stranglehold on European
natural gas supplies. “And the
[Iraqi] Kurds want to pump gas
north.” That would be risky in the
midst of a guerrilla war.

Details of the government’s Kurd-
ish initiative remain sparse. In mid-
July, Mr. Erdogan’s chief political ad-
viser proposed opening Kurdish lan-
guage departments in universities,
giving Kurdish names back to vil-
lages, and setting up a parliamen-
tary commission to investigate the
unsolved murders of Kurdish civil-
ians at the height of the PKK war.

Said Bayram Bozyel, the Kurdish
politician, said: “There are huge
hopes this time. If they are disap-
pointed, God only knows what could
happen.”

Interpreter helps Uighurs who are

By PAULO PRADA

HAMILTON, Bermuda—Rushan
Abbas climbed the stone steps of
Camden, the official residence of
Bermuda’s premier, earlier this sum-
mer and led three island newcomers
into a stately receiving room where
the Rev. Al Sharpton was waiting.

“Thank you for your valuable
time,” said Ms. Abbas, after interpret-
ing Rev. Sharpton’s greeting to the
three men into Uighur, an obscure
language of central Asia.

Being Uighur Muslims from west-
ern China—and having spent the past
sevenyearsasprisonersattheU.S. de-
tention facility in Guantanamo Bay,
Cuba—the men really had no idea
who the American civil-rights activ-
ist is.

The task of explaining many such
mysteries to the freed Uighurs has
fallen to Ms. Abbas, a 42-year-old
former office worker and mother of
three in Fresno, Calif. Since 2002,
her rare combination of language
skills, passports and Uighur activism
has made Ms. Abbas the primary link
between Guantanamo’s Uighur de-
tainees and a world far removed
from the Afghan hamlets where they
were living just before the U.S. mili-
tary captured them early in its hunt
for al Qaeda.

The men say they were passing
through the region at the time after
fleeing China, where Uighurs, a peo-
ple of Turkic descent, have long been
an oppressed minority. In early July,
clashes between Uighurs and resi-
dents from China’s Han majority led

to 197 deaths in Xinjiang province,
which is home to most Chinese Ui-
ghurs.

Ms. Abbas had never worked as
an interpreter before Sept. 11, 2001.
She has since gone from a sales job in
California, through the barbed wire
of Guantanamo, to the private jet
that Bermuda chartered to retrieve
the Uighurs after the U.S. govern-
ment freed them June 11. In the pro-
cess, Ms. Abbas, a native Uighur and
anaturalized American citizen, went
from helping the U.S. Defense Depart-
ment interrogate prisoners to work-
ing for their release.

“She got into this expecting vi-

cious, throat-slitting terrorists,” says
Sabin Willett, a Boston lawyer who
helped free the Uighurs. “Now she’s
helping to demythologize those men.”

After the Uighurs were released,
Ms. Abbas spent two weeks easing
their transition. Now, after a recent
move from Fresno to Washington,
D.C., she is on standby to fly to Palau,
in case a deal is finalized with the Pa-
cific island nation to accept 13 re-
maining Guantanamo Uighurs.

“I have to explain almost every-
thing,” says Ms. Abbas. The visit
from Rev. Sharpton, she explained to
the men and to a fourth colleague
who didn’t make the meeting, was a

Ex-detainee Abdullah Abdulgadir, left, with interpreter Rushan Abbas in June.
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in Bermuda via Cuba

show of support for Bermuda’s gov-
ernment for accepting them.

In addition to interpreting, Ms.
Abbas coordinated everything from
meals to visits from Bermudan law-
yers and government employees
who are helping them find homes,
English classes and work. On Mon-
day, the Uighurs began jobs as land-
scapers at the state-owned Port
Royal Golf Course.

As they settled in at the oceans-
ide guesthouse where they first ar-
rived, Ms. Abbas baked bread, fried
flounder, and made halwa, a sweet
confection. “She’s our translator, our
assistant, and our chef,” says Abdul-
lah Abdulqadir, 30, the most jovial of
the four men.

Ms. Abbas was born in Urumqi,
the capital of Xinjiang province and
the city where the recent violence
erupted. Her father, a scientist, be-
friended an American researcher
who invited Ms. Abbas to study in the
U.S. once she had finished a biology
degree at Xinjiang University. In
1989, she moved to Prosser, Wash.,
studied plant pathology at Washing-
ton State University, fellinlove witha
professor and married. Over the next
sevenyears, Ms. Abbashad three chil-
dren, became a U.S. citizen and grew
active in Uighur-American circles.

In 1998, when U.S.-funded Radio
Free Asia launched a Uighur lan-
guage service, Ms. Abbas became the
sole female voice on the channel. In
2000, she quit radio to work in sales
for an exporter of animal feed.

Then, as she recalls it, one Satur-
day morning a few months after the

Sept. 11 attacks, the phone rang. “I've
been looking for you for weeks,” the
voice on the line said.

It was an executive at Titan Corp.,
now owned by L-3 Communications
Corp., whichwas providing interpret-
ersforthe U.S. military. The company
needed her in Guantanamo, where a
small group of captured Uighurs had
recently been shipped.

Three weeks later, she was in
Cuba, interpreting the interrogation
of a Uighur detainee. After the inter-
view, the detainee told interrogators
he would like to speak with Ms. Ab-
bas. “Youare Rushan Abbas,” the pris-
oner said. He and others recognized
her voice from Radio Free Asia.

A U.S. government official said
some of the Uighurs before their cap-
ture lived at times in suspected ter-
rorist training camps. Investigators,
though, never had enough evidence
to prove they were indeed “enemy
combatants,” the official said.

Ms. Abbas resigned from her
Guantanamo post in 2002. In early
2003, the military transferred the Ui-
ghurs to a medium-security portion
of Guantanamo. In 2005, a group of
U.S.law firms launched a probono ef-
fort to free the Uighurs, but had trou-
ble communicating with the detain-
ees. “Get Rushan,” one of the detain-
ees told the lawyers.

Last October, a federal judge
ruled that the U.S. must release the
17 Uighurs who remained at Guantan-
amo. Once Bermuda accepted four of
them, Ms. Abbas helped the men un-
derstand that they would no longer
be treated as prisoners.



