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EU court backs regulator

Penalty against commission in Schneider antitrust ruling is overturned

By CHARLES FORELLE

BRUSSELS—European
Union antitrust regulators
don’t have to compensate a
French electrical-equipment
maker for losses it suffered
when its acquisition of a ri-
val was wrongly blocked, Eu-
rope’s highest court said.

The judgment from the
Court of Justice in Luxem-

bourg overturned a 2007
lower-court ruling that held
the European Commission
must pay France’s Schneider
Electric SA compensation
that could have risen to a bil-
lion euros.

The 2007 ruling had
given the commission—al-
ready stung by a string of rul-
ings overturning its merger
prohibitions—another rea-

son to tread carefully before
saying no to deals.

Thursday’s high-court de-
cision undoes most of the
penalty, though the court let
Schneider collect some legal
costs. Alone, the judgment
isn’t likely to usher in an era
of vigorous merger review,
but it makes plain that the
commission faces little risk
of paying big penalties.

“Even if you think the
commission has been mani-
festly erroneous, you are go-
ing to have a steep uphill
struggle to get substantial
compensation,” said Juan Ro-
driguez, an antitrust lawyer
at Sullivan & Cromwell in
London.

Schneider said only that
it “acknowledges” the

Please turn to page 31

Medvedev pledges that rights activist’s killers will be found

ir ST B R L
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Russian President Dmitry Medvedev, left, met with German Chancellor Angela Merkel in Munich on Thursday in talks that focused
mainly on trade. At a news conference there, Mr. Medvedev renewed a pledge that the killing of human-rights activist Natalya
Estemirova this week will be investigated thoroughly. “I am sure the killer will be found” and punished he said.

J.P. Morgan net jumps 36%

By ROBIN SIDEL

J.P. Morgan Chase & Co.,
extending its status as one of
the strongest firms in the
banking industry, reported ro-
bust quarterly earnings and
expressed cautious optimism
that some of its businesses
that were hammered in the
early days of the credit crisis
may be starting to stabilize.

As a result, Chief Execu-
tive James Dimon indicated
that the bank may start think-
ing about a range of actions
that weren’t on the table just
a few months ago, including
potentially reinstating the
dividend next year and buy-
ing back its stock.

He also said the New York
company is in a good position
to make an acquisition “if
something presents itself.”
Last year, J.P. Morgan
snapped up Bear Stearns Cos.
Inc. as it careened toward

Turnaround

J.P. Morgan Chase’s quarterly
net income, in billions
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bankruptcy and acquired
failed thrift bank Washington
Mutual in government-as-
sisted transactions.

The results came three
days after Goldman Sachs
Group Inc. reported block-
buster results that drove up

stocks of financial institu-
tions. As at Goldman, J.P. Mor-
gan’s investment bank, which
runs its Wall Street busi-
nesses, contributed to a large
chunk of the firm’s earnings.
Commercial banking, retail
banking and asset manage-
ment also turned in strong
performances.

The strong earnings re-
port, however, was damped
by unrelenting trouble in two
of J.P. Morgan’s most impor-
tant businesses: credit cards
and consumer lending. Mr. Di-
mon said that the bank’s big
credit-card portfolio, which
already was expected to be in
the red for 2009, isn’t likely
to turn a profit next year ei-
ther.

“J.P. Morgan’s results sum
up a lot about the industry—
half of the results are tied to
capital markets which were
strong and the other half is

Please turn to page 31
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Cool vampire kids give Harry
Potter a run for his money
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New curbs
on banker
pay urged
in U.K.

BY STEPHEN FIDLER

LONDON—A new report
commissioned by the U.K.
government calls on banks’ in-
dependent directors toimple-
ment tough new curbs on
bankers’ pay, saying they
should keep chief executives
in check to prevent them
from assuming too much risk.

The independent review
of the way big financial insti-
tutions are run, written by
David Walker, a former execu-
tive director of the Bank of
England and now a senior ad-
viser to Morgan Stanley, sug-
gests cozy board meetings
should be a thing of the past.

The review, which offers a
hint of the likely direction of
government action, stops
short of calling for an abso-
lute cap on pay. It does, how-
ever, recommend that at
least half of bankers’ bonuses
should be deferred for from
three to five years.

Sir David, in a statement,
said the proposals on remu-
neration were “as tough, or
tougher, than anything to be
found anywhere else in the
world.”

The pay proposals immedi-
ately drew claims that, if im-
plemented, they could chase
business away from London
to competing financial capi-
tals.

The plan to defer bonuses
for as long as five years is too
harsh and would be “an unac-
ceptable sea change for se-
nior traders,” said Nicholas
Stretch of the CMS Cameron
McKenna law firm. Reflect-
ing a widespread concern in
the City, London’s financial
center, he said the proposal
“will put the U.K. financial
sector at ahuge disadvantage
in comparison with European
and other financial centers
where these restrictions do
not apply.”

The proposals take the
U.K. debate on bankers’ pay
well beyond where it has
gone in continental Europe
andinthe U.S., where govern-
ments have focused more on
limiting the pay of bankers
whose institutions have re-
ceived taxpayer bailouts. The
U.S.’s Obama administration
has outlined broad principles
to govern bankers’ pay but
hasn’t gone into detail.

In an interview, Sir David
said he recognized that his
proposals could mean more
conflict within company
boards and could be resisted
by bank bosses. But he said
the complexity of banks justi-

Please turn to page 31
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Iceland votes to apply to the EU

Narrow margin
in parliament poll
exposes national rift

BY CHARLES FORELLE

BRUSSELS—Iceland’s parlia-
ment voted narrowly Thursday to
apply to join the European Union af-
ter six days of grueling debate, a
move prompted by the country’s dra-
matic financial collapse.

The marathon debate and
33-to-28 vote in favor, with two ab-
stentions, just clear of the 32 votes
required, reflects deep rifts in Ice-
land over how best to resurrect the
country after its financial meltdown
during the global crisis last year. Ex-
cessive overseas borrowing
wrecked Iceland’s banks and its cur-
rency, the krona.

October’s financial collapse
caused chaos on an island that paid
for itsimports of cars, food and build-
ing materials with kronur that sud-
denly lost value. Many in Iceland be-
lieve the nation needs the haven of
the EU’s common currency, the euro,
even though signing up to the EU
means the country would cede pre-
cious sovereignty over the size of its
catches in its lucrative fishing
grounds. Fish and seafood accounted
for 37% of Iceland’s exports in 2008.

A vote for closer union with Eu-
rope would have been unthinkable

just a year ago in the moonscaped
country of 300,000, which declared
independence from Denmark in
1944 and has long exulted in the
go-it-alone streak of its Viking fore-
bears. For decades, Iceland’s lead-
ers had been drawn from the
anti-EU Independence Party, which
is closely allied with the fishing in-
dustry.

Joining the EU would likely take
atleast two years and face a popular
referendum. Moreover, once in the
EU, Iceland would have to meet addi-
tional stringent requirements be-
fore it could adopt the euro.

Still, Iceland is far closer to EU
membership than other aspirants,
such as Albania, which wrestles with
poverty and corruption, and Turkey,
whose large Muslim population has
caused consternation in France and
Germany. A member of the European
Economic Area, Iceland has already
signed up to many of the EU’s com-
mon-market rules, as well as environ-
mental and social legislation, mean-
ing the tedious job of overhauling its
laws to conform to EU norms would
be greatly shortened.

The parliamentary vote was re-
peatedly delayed, the last time
Wednesday by a demand that the
government reconsider a deal to pay
back foreign countries whose deposi-
torslost out in the collapse of Icelan-
dic banks, and by extended talks
about the impact of EU regulations
that govern chicken and pig farms.

Many Icelanders are steaming

Europe, a little bit bigger?

The financial crisis wrecked Iceland’s currency; now, the island nation’s
parliament has voted to apply for EU membership.

How many krona one euro buys, scale has
been inverted to show the decline
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over an agreement the government
reached last month with the UK.
and the Netherlands under which
Iceland would take responsibility
for £2.35 billion ($3.86 billion) paid
to Britons who had money with Ice-
save, an Internet arm of a now-de-
funct Icelandic bank, and for €1.32
billion ($1.86 billion) paid by the
Netherlands to Dutch depositors.
Iceland has 15 years to pay it back,
but the sums total more than a third
of the country’s annual economic
output. The agreement requires the
approval of Iceland’s parliament.
The deal is a “terrible contract,”

Cost of clearing trades has decreased in Europe

By ADAM BRADBERY

LONDON—The cost of trading
and clearing stocks and bonds in the
European Union has dropped by be-
tween 20% and 80% since 2006 as a
result of regulatory changes and pres-
sure on exchanges and trade-process-
ing companies from the European
Commission, according to a study
from research company Oxera.

But some settlement houses,
which ensure that both sides of a
trade can make good on the deal be-
fore putting it through, have in-
creased their tariffs. In some coun-

tries, the overall cost of trading is ris-
ing, possibly as a result of orders be-
ing split by brokers to get the best
price for the securities they sell, the
study shows.

The study, which was commis-
sioned by the EU’s executive body,
provides evidence that the Market
in Financial Instruments Directive,
or Mifid, and the commission’s code
of conduct on clearing and settle-
ment are starting to achieve their
goal of reducing dealing costs in the
region.

“I particularly welcome the
study’s findings concerning the de-

creases in costs for trading and clear-
ing and, to some extent, also for set-
tlement services since 2006,” said
Charlie McCreevy, EU internal mar-
kets commissioner.

Mifid was introduced by the com-
mission in November 2007 in a bid
to increase competition between
trading platforms to reduce trading
costs for market users.

A code of conduct was ham-
mered out in late 2006 to boost
transparency and competition be-
tween trade-processing companies
for the same reason.
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says Birgitta Jonsdottir, a poet who
is one of four members of parlia-
ment from the Civic Movement, a
party that sprang out of the protests
that followed the economic col-
lapse. On Wednesday, the Civic
Movement demanded the payback
accord should be renegotiated—a
move that would incense EU mem-
ber Britain.

Still, Ms. Jonsdottir says Iceland
needs a new currency, “and it would
be natural to take the euro.” Of join-
ing the EU, she says, “Being an anar-
chist, I don’t like big structures. But
I am not an isolationist either. So I
am torn—like many Icelanders.”

Pushing the EU vote in parlia-
ment were the Social Democrats, un-
der Prime Minister Sigurdardottir,
who took office early this year. The
party has 20 seats; 32 votes are
needed for the measure to pass, giv-
ing small parties like the Civic Move-
ment outsize leverage.

The Independence Party—which
was in power during the meltdown,
and had for years positioned Iceland
as amini-financial engine free of the
strictures of European regula-
tion—is greatly weakened. It has suf-
fered a searing backlash that has, in
effect, opened the door to EU mem-
bership.

In a May speech, the EU commis-
sioner in charge of the union’s en-
largement, Olli Rehn of Finland, said
Iceland had already completed the
largest part of the “marathon” that
is the process of joining the EU. Mr.
Rehn’s spokeswoman said last week
that an application from Iceland
“would be welcome.”

EU proposes
rules to prevent
gas-supply crisis

BY ALESSANDRO TORELLO

BRUSSELS—The European Com-
mission proposed new rules to en-
sure the European Union is better
prepared to face natural-gas short-
ages, as a potential payment dispute
between Ukraine and Russia risks
disrupting supplies again.

If the new rules are adopted, the
EU would be able to “speak with one
voice and act as one entity” in case
of an emergency, Energy Commis-
sioner Andris Piebalgs said. He said
a gas-supply crisis couldn’t be ex-
cluded even as early as August.

The proposals come months be-
fore they were expected, as new fric-
tion between Russia and Ukraine
over natural-gas payments suggests
there may be a repeat of January’s
problems, when a price dispute be-
tween the two countries caused dis-
ruptions to natural-gas supplies for
several EU countries for weeks.
Some factories and schools were
shut and many households went
without heat.

Under the proposals, each of the
EU’s 27 countries would have to des-
ignate an authority to look after se-
curity of their gas supplies, prepar-
ing plans aimed at preventing dis-
ruptions and dealing with any
shortages that arise. The new rules
would give the commission—the
EU’s executive arm—authority to
ask for changes to these national
plans if it considered them “not ef-
fective” or incompatible with those
of other EU countries.

The commission would also be
able to declare an EU-wide emer-
gency, in which case it would coordi-
nate the actions of the bloc’s na-
tional authorities as well as interac-
tion with third countries. This
would happen at the request of one
EU member, or if the EU lost more
than 10% of its daily imports from
third countries.

The European Parliament and
the 27 EU governments must back
the proposal before it becomes law.
Talks are expected to take months
and might lead to a watered-down
version of the rules.

Also Thursday, Matthias Warnig,
managing director for Russia’s
planned Nord Stream pipeline, said
after meeting Mr. Piebalgs that he
expected to have the national per-
mits he needs by year-end, and that
construction would begin in 2010.
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Workers prepare eggs that are being used to produce a vaccine for the HIN1
swine-flu virus at the Sinovac Biotech laboratory in Beijing on Monday.

Low virus yield impedes
swine-flu vaccine output

By JEANNE WHALEN

Swine-flu vaccine is proving dif-
ficult to manufacture because the
viruses used to make the shots
aren’t yielding alarge amount of ac-
tive ingredient, two large vaccine
makers said Thursday.

Their comments echoed similar
statements from the World Health
Organization earlier this week, and
mean that the millions of vaccine
doses ordered by many govern-
ments could arrive later than ex-
pected.

A growing list of countries is
counting on vaccine doses to arrive
in the coming months. The U.S.,
U.K., Canada, Australia and many
other nations have ordered enough
doses to cover much of their popula-
tions. France this week placed a €1
billion ($1.4 billion) order for 94
million doses, and said it expected
the shots to arrive between Octo-
ber and January.

To make vaccine against a flu vi-
rus, the virus is cultivated, inacti-
vated and blended into antigen, the
main ingredient used in the shots.
But the HIN1 virus being used for
swine-flu vaccine is so far yielding
a “low” level of antigen, Swiss drug

maker Novartis AG said Thursday.
It said the yield so far is about 30%
to 50% of what the company nor-
mally gets for seasonal flu vac-
cines.

Robert Parkinson, chief execu-
tive of Baxter International Inc. of
Deerfield, Ill., also described “yield
optimization” Thursday as a chal-
lenge.

The WHO said Monday it is at-
tempting to tweak the HIN1 virus
and send manufacturers a new
copy that might yield more vaccine.
“We hope that as soon as possible
the situation can be improved
upon, but for the time being there
is no reason to be really anxious,”
Marie-Paule Kieny, a vaccine expert
at the WHO, told a news confer-
ence.

In the meantime, Novartis said
itis attempting to adjust its produc-
tion process to improve the yield.

Experts aren’t yet sure how
much antigen will be needed per
shot; human studies to be carried
out later this summer will make that
clear. The less antigen necessary,
the more shots can be produced.
Booster ingredients called adju-
vants will also be used to increase
the effectiveness of the antigen.

U.K. calculates fatality rate
in a ‘worst-case scenario’

BY LAURENCE NORMAN

LONDON—New calculations
from the U.K.s Department of
Health suggest that, in the worst-
case scenario, 63,000 people in the
country could die after contracting
the HINI flu virus in the first wave of
the pandemic.

Officials said Thursday that 29
people had died thus far.

However, ahealth department re-
port said a “reasonable worst case
scenario” was for some 30% of the
population to get flu-like symptoms
from swine flu, with some 2% of
these hospitalized.

The paper suggested that the fa-
tality rate for swine flu could be any-
where between 0.1%-0.35% of those
who suffer flu-like symptoms, simi-
lar to the fatality rate from influ-
enza.

That would mean between
18,000 and 63,000 people in the U.K.
population of about 60 million could

die in this worst-case scenario.

The paper said that based on ex-
perience in other countries, the fa-
tality ratio was likely to be closer to
0.1%.

Liam Donaldson, the U.K.’s chief
medical officer, told the BBC some
parts of the country are already ex-
periencing swine flu at epidemiclev-
els and there was an upward trend
in cases everywhere.

However, he said Thursday’s cal-
culations were intended to help the
National Health Service make worst-
case plans and that death rates may
well be lower.

“We should remember that when
we were planning for bird flu there
were much larger numbers of
deaths estimated. Swine flu is not as
severe,” he said.

In Thursday’s paper, the health
department also estimated that as
much as 12% of the work force could
be absent from work at the peak
point of the first wave of swine flu.

Novartis profit, sales slip

Firm raises outlook

for pharmaceuticals;

Diovan still strong

By JuLIA MENGEWEIN

Novartis AG said Thursday that
its net profit fell 9.5% in the second
quarter, weighed down by currency
fluctuations and expenses related
to abond issue, but it raised its out-
look for its flagship pharmaceutical
unit.

The Basel, Switzerland-based
drug maker said its net profit fell to
$2.04 billion in the three months
ended June 30 from $2.25 billion a
year earlier. The results were hurt
by the weakness of the euro and
Swiss franc against the dollar. No-
vartis books a significant portion of
its sales in euros and francs but re-
ports its earnings in dollars.

The bottom line was also hit by fi-
nancing costs for a €1.5 billion
($2.12billion) bond issued in the sec-
ond quarter as well as expenses re-
lated to its stake in eye-care com-
pany Alcon Inc.

Novartis said second-quarter
sales fell 1.7% to $10.55 billion from
$10.73 billion. Measured inlocal cur-
rencies, sales would have risen 8%.

The company raised its full-year
forecast for its pharmaceuticals
unit, which generates the bulk of its
revenue, saying it now expects sales
at the unit to grow at a high-single-
digit rate, at minimum.

Novartis also confirmed a previ-
ous forecast of 2009 group sales
growing at a mid-single-digit rate in
local-currency terms. The group-
sales forecast doesn’t include sales
from pandemic vaccines, Chief Fi-
nancial Officer Raymund Breu said.

The higher forecast reassured in-
vestors, and shares in Novartis
closed up 3.1% in Zurich.

“The market had focused much
on potential problems in the
pharma divisions, such as the ma-
ture drug Diovan, which loses
patent protection over the next
three years,” said Rahn & Bodmer an-
alyst Birgit Kuhlhoff.

Results were hurt by
the weakness of the
euro and Swiss franc
against the dollar.

Diovan, a blood-pressure lower-
ing agent that will lose patent pro-
tectionin 2011 in Europe and 2012 in
the U.S., remained the company’s
best-selling drug, bringing in $1.53
billion.

Novartis expects the drug to con-
tinue generating multibillion-dollar
sales, even after its patents expire.

“We still see Diovan sales of
above $2 billion by 2014,” Joseph
Jimenez, CEO of Novartis’s pharma-
ceuticals division, said in a confer-
ence call. In 2008, Diovan generated

sales of $5.7 billion.

Mr. Jimenez said Diovan works
better to lower blood pressure than
competitors’ drugs. Novartis is also
working on raising the currently
low penetration of the drug in Ja-
pan, which accounts for 20% of Dio-
van sales, Mr. Jimenez said.

Novartis’s operating income in
the second quarter fell 3.9% to $2.36
billion from $2.46, but thanks to
progress in the company’s cost-cut-
ting program, the figure came in
slightly above analysts’ estimates of
$2.35 billion. The company said it
has “now achieved cumulative cost
savings of $1.7 billion and exceeded
the 2010 goal of $1.6 billion 18
months ahead of plan.”

Sales at Novartis’s pharmaceuti-
cals division as a whole rose 2.7% to
$7.12 billion, driven mainly by its on-
cology portfolio and newly
launched drugs. Analysts had ex-
pected sales to fall in U.S. dollars.

Cancer drug Gleevec, the compa-
ny’s second-best selling product,
contributed $990 million in sales.

Sales from new products, such as
recently launched cancer drug Afini-
tor and blood-pressure treatment
Tekturna, accounted for 16% of sales
in the second quarter, Novartis said.
Tekturna may generate sales of up
to $300 million in 2009, Mr. Jime-
nez said.

Novartis said it expects to sub-
mit one of its most important experi-
mental drugs, the multiple-sclerosis
treatment FTY720, for U.S. and Euro-
pean regulatory approval at the end
of the year.

SUPER AVENGER

BREITLING

1884

ar

WWW.BREITLING.COM




4 FRIDAY - SUNDAY, JULY 17 - 19, 2009

THE WALL STREET JOURNAL.

CORPORATE NEWS

Wal-Mart to assign new ‘green’ ratings

Labeling program requires all suppliers to calculate and disclose the environmental costs of producing goods

BY MIGUEL BUSTILLO

Wal-Mart Stores Inc. unveiled
an environmental labeling program
for the products it carries, in a step
that could redefine the design and
makeup of consumer goods sold
around the globe but also boost
costs for suppliers and customers.

Wal-Mart Thursday told suppli-
ers they must calculate and disclose
the full environmental costs of mak-
ing their products, then allow Wal-
Mart to distill the information into a
rating system that shoppers will see
alongside prices for everything
from T-shirts to television sets.

The world’s largest retailer by
revenue, once disparaged by envi-
ronmental groups, said the new ini-
tiative represents a bold new step in
its efforts to reduce energy con-
sumption, cut waste and introduce
sustainable products. It will take
years to fully take form. Some of its
earlier efforts have had wide-rang-
ing impact—from selling more than
100 million low-energy fluorescent
bulbs to the creation of concen-
trated detergents that use less pack-
aging and water.

Consumers are not likely to see
the first labels for years. The com-
pany estimated it could take a half
decade or longer, although outside
experts involved in the project said
it could start sooner, perhaps as
early as 2011. What the labels will
look like and exactly what they will
attempt toillustrate has yet to be de-
termined.

The most immediate impact of
Wal-Mart’s latest drive will be felt
by its 100,000 suppliers, which will
bear the costs of the company’s envi-
ronmental mandates, at a time in
which many are struggling economi-
cally. Wal-Mart said it was prema-
ture to estimate the cost to suppli-
ers. Outdoor clothing maker Patago-
niaInc., which has been an early pio-
neer in reducing the environmental
footprint of its products, declined to
disclose figures, but said its efforts
had been costly.

Wal-Mart insisted there will be
no exemptions. Asked what relation-

Casting a big shadow | Wal-Mart initiative will affect many suppliers in a broad range of industries
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ship Wal-Mart would maintain with
suppliers that don’t supply the data,
Matt Kistler, the retailer’s senior
vice president of sustainability, said
bluntly, “We probably don’t have
one.”

Similar pioneering efforts to con-
vey environmental information to
consumers have proved controver-
sial, with even supporters of the
idea complaining that the resulting
“eco-babble” was of little practical
use.

Len Sauers, Procter & Gamble
Co.’s global vice president for sus-
tainability, said the labels would
need to be scientifically accurate,
yet understandable to consumers.
He said similar efforts in Europe
“have been quite difficult, because
they have not really provided the
consumer with information that
makes sense.”

Wal-Mart executives said they
plan to develop labeling easily un-
derstood by consumers. “I envision
the day that youlook at a piece of ap-
parel, you flip a tag over, and learn
about how sustainable it really is,”
Wal-Mart Chief Merchandising Of-
ficer John Fleming said. “It would
be like nutritional labeling is today.
But there is some standardization
that needs to take place.”

People familiar with the compa-
ny’s plans said that Wal-Mart is an-
gling to get ahead of potential U.S.

environmental labeling regulations—
they’ve already begun appearing in
Britain and Japan—and to set a stan-
dard on its own terms that the retail
industry can adopt to communicate
the green hue of goods it sells.

Wal-Mart disputed that it was
seeking to preempt regulations. Mr.
Fleming, who is helping lead the ef-
fort, said he wanted to improve the
quality of the products sold by the
discounter, which had $401.2 billion
in sales last year.

Retail industry groups claim Wal-
Mart made a political calculation re-
cently when it endorsed employer-
mandated health insurance, a key
component of President Barack
Obama’s plan to expand health-care
coverage to nearly all Americans.
Wal-Mart said it supports the man-
date in part because it could help
control rising health costs.

Wal-Mart Chief Executive Of-
ficer Mike Duke launched the
project on Thursday in a speech to
employees and suppliers. He called
for “a new retail standard for the
21st century,” and asked the compa-
ny’s largest suppliers to provide de-
tails, such as water use and carbon
dioxide emissions, by October. All
suppliers eventually will have to an-
swer a preliminary, 15-item ques-
tionnaire, covering waste genera-
tion, resource use and community in-
volvement.

Fiscal 2009 U.S. merchandise
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L

tInclude sporting goods, fabrics and crafts, automotive accessories and outdoor furniture
Source: Commerce Dept. (retail sales); the company; photo by Bloomberg News

The company’s goal is to build
what it terms a comprehensive sus-
tainability index that measures the
environmental impact of each prod-
uct Wal-Mart sells. For example, an
index might flag how much each con-
tributes to global warming and if it
contains wood harvested in ways
that deplete natural stocks.

“You can design something that
is carbon neutral, that does not con-
tribute to climate change, and yet is
still detrimental to human health in
other ways,” said Jay Golden, a pro-
fessor at Arizona State University
who will be co-chairman of a consor-
tium that will help Wal-Mart com-
pile the data and design standards.
“So you have to look comprehen-
sively at what sustainability really
means, and that is what Wal-Mart is
trying to do here in a very big way.”

The index will judge products
not only by the environmental cost
of producing them, but also by the
impact over their life span. Com-
pany buyers will be judged in part by
whether they improve the ratings of
the products they purchase from
suppliers over time.

The information will be available
to anyone, Wal-Mart said, including
rivals, in hopes it will help mold a
standard. Although Wal-Mart advis-
ers envision spot audits and dissec-
tions of products to determine what
they contain, they say transparency

is what will ultimately curb poten-
tial cheating by suppliers.

“Alot of suppliers are scared, but
there is an opportunity here for
them,” said Michelle Harvey of the
Environmental Defense Fund, which
has worked with Wal-Mart in the
past and is assisting on the project.
“I think the most significant im-
provement will come before the con-
sumer ever sees a score,” she said.

Eventually, through product la-
bels, the experiment will test
whether consumers pay more for en-
vironmentally superior products.
Wal-Mart does not believe consum-
ers now are prepared to pay much
more, but it believes that will soon
change as those borninthe 1980s be-
come the company’s primary cus-
tomers.

In the past several years, Wal-
Mart successfully pressured suppli-
ers to minimize product packaging
and develop more sustainable prod-
ucts, but some suppliers say the
changes, such as reducing packag-
ing, came at a high cost to them.

Some advisers to Wal-Mart con-
cede that the index is likely to raise
supplier costs and affect prices con-
sumers pay. Tim Marrin, one of
P&G’s chief liaisons to Wal-Mart,
said the goal was to avoid that out-
come.

—Ann Zimmerman
contributed to this article.

Retailer’s image morphs from demon to darling in U.S.

BY ANN ZIMMERMAN

In the past four years, Wal-Mart
Stores has undergone a stunning
metamorphosis—from whipping
boy of the political left to corporate
leviathan now welcomed with open
arms by a Democratic White House.

In the summer of 2004, several
Democratic congressmen running
for re-election, including Vice Presi-
dent Joseph Biden, made anti-Wal-
Mart rhetoric a key part of their cam-
paign speeches. They cozied up to la-
bor unions by excoriating Wal-
Mart’s labor practices, health bene-
fits and general business dealings.

They had plenty of ammunition.
At the time, Wal-Mart was facing
scores of lawsuits around the coun-
try alleging the company had made
employees work over time without
paying them. Almost half the chil-
dren of their U.S. workers either
were uninsured or on Medicaid. And
towns all over the country were
fighting expansion of Wal-Mart’s gi-
ant stores that were seen as the epit-

ome of urban sprawl.

At the behest of Wal-Mart’s
board, headed by Rob Walton, the
son of the company founder Sam
Walton, the corporate communica-
tions department commissioned a
reputation survey and found that
Wal-Mart in just a short time had
gone from corporate darling to de-
mon.

Wal-Mart began
donating money to
Democrats as well as
Republicans.

The board gave then Chief Execu-
tive Officer Lee Scott distinct march-
ing orders: Fix it.

The company’s early efforts
were ham-handed. They hired pub-
lic-relations firm Edelman to help
burnish their reputation. It dis-

patched two bloggers to criss-cross
the country writing about the vir-
tues of shopping at Wal-Mart. The
stunt blew up when it was revealed
that one of the bloggers was a rela-
tive of an Edelman worker. Edelman
also created a pro-Wal-Mart group
that hired former Atlanta Mayor An-
drew Young as its spokesman. He
stepped down after an embarrass-
ing episode where he tried to paint
Wal-Mart’s lower prices as a savior
for inner cities, where he claimed
Jewish, Korean and Arab shopkeep-
ers sold inferior products at jacked
up prices.

But slowly, Wal-Mart went from
being politically tone deaf to develop-
ing near perfect pitch, an effort that
got a big boost when Mr. Scott hired
longtime Democratic political opera-
tive and Edelman executive Leslie
Dach to head corporate communica-
tions.

Mr. Scott stopped defending the
company’s practices and started
changing them. Three and a half
years ago, he championed a new-

found commitment to the environ-
ment. He outlined ambitious initia-
tives for reducing waste, cutting en-
ergy consumption and using renew-
able energy at the company. He cast
the efforts as sound business invest-
ment that would save money in the
long run.

Critics saw it as the company’s at-
tempt to improve its public image.
Suppliers griped that its mandate to
reduce packaging was costing them
money.

But as Wal-Mart proved it was se-
rious-launching a high profile cam-
paign to sell compact fluorescent
bulbs, launching a solar power initia-
tive in California—some of its crit-
ics started to come around. Others
claimed Wal-Mart was just picking
low hanging fruit.

Inaradical departure, Wal-Mart,
which traditionally supported Re-
publican political candidates, began
donating money to Democrats as
well. It formed a coalition with
union leader Andy Stern, once one
of Wal-Mart’s harshest critics, to

help explore solutions to the coun-
try’s mounting health insurance cri-
sis.

In the last month alone, Wal-
Mart broke with business groups
and a majority of other retailers in
supporting a employer mandate for
health insurance—a centerpiece of
President Barack Obama’s health-
care initiative.

Some see these recent efforts as
a calculated attempt to get ahead of
government actions that are inevita-
ble and a way for Wal-Mart to craft
them in its favor. They also claim
these moves are in Wal-Mart’s eco-
nomic best interests. Employee-
mandated health care could raise
the costs for retailers that offer less
coverage than Wal-Mart does.

There is one area where Wal-
Mart has not waffled: its staunch op-
position to the Employee Free
Choice Act, a bill that would make
unionizing companies easier and
has been supported by President
Obama. The White House has been
very quiet on that front recently.
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Cellphone makers get squeezed

Nokia trims forecast;
Sony Ericsson posts
loss amid weak sales

BY GUSTAV SANDSTROM

Nokia Corp. posted a smaller-
than-expected drop in second-quar-
ter net profit but cut its forecast for
both profit margins and market
share, raising concerns that its
strong competitive position might be
under threat.

Shares in Nokia, the world’s big-
gest mobile-phone maker by sales
and market share, were down nearly
15% after the announcement.

The company, which had previ-
ously aimed to expand its market
share in 2009 from last year, said it
now expects its share of the mobile-
device market to remain roughly flat.

It also said it expects the operat-
ing margin at its core devices and ser-
vices business, excluding exceptional
items, to remain approximately in
line with the first half of the year—
cutting its previous forecast for asec-
ond-half margin “in the teens.”

Nokia’s revised forecast implies a
second-half margin of 11% to 12%, as
the margin was 10.4% in the first quar-
ter and 12.2% in the second, said Red-
eye analyst Greger Johansson.

The new forecast might simply
be due to caution, but could also in-
dicate that Nokia’s newly launched
phones may not have gone over so
well with consumers, or that the
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company wants to focus on prod-
uct investments rather than profit-
ability, said Bernstein analyst
Pierre Ferragu.

Over the past few months, the Fin-
land-based handset maker has
launched a number of high-end de-
vices, such as the 5800, E75 and N97.
So far, its broad focus on both high-
end smart phones and less-expensive
handsets has helped the company de-
liver solid sales and earnings in the
economic slump.

But it is having to work harder to
maintain its market position amid
fierce competition from rivals such
as Apple Inc.’s iPhone, BlackBerry
maker Research In Motion Ltd. and
Asian manufacturers such as Sam-
sung Electronics Co. and LG Electron-
ics Inc. It also has to contend with a

raft of new phones powered by Goo-
gle Inc.’s Android operating system.

Nokia’s net profit for the three
months ended June 30 totaled €380
million ($536 million), down 66%
from a year earlier, but ahead of ana-
lysts’ expectations for €316 million.
Sales fell 25% to €9.91 billion.

The company’s market share in-
creased to 38% in the second quarter
from 37% in the first quarter, though
its average selling price fell to €62
from €65 during the period.

Nokia shares have lost a third of
their value over the past 12 months
as slumping consumer spending cut
into sales and profits. However, they
had risen sharply ahead of Thurs-
day’s report after Intel Corp.’s
strong quarterly earnings report ear-
lier this week buoyed the entire tech-

nology sector.

“Competition remains intense,
but demand in the overall mobile de-
vice market appears to be bottoming
out,” Chief Executive Olli-Pekka Kal-
lasvuo said.

Meanwhile, rival Sony Ericsson,
ajoint venture of Japan’s Sony Corp.
and Sweden’s Telefon ABL.M. Erics-
son, Thursday posted a €213 million
net loss for the second quarter amid
falling sales and weak market condi-
tions in all regions. That compared
with a €6 million net profit in the
year-earlier period.

The report marks Sony Ericsson’s
fourth consecutive quarterly loss, al-
though the result was an improve-
ment on the €293 million net loss re-
corded in the first quarter.

Second-quarter sales fell 40% to
€1.68 billion from €2.82 billion. The
sales drop came even as the average
selling price of Sony Ericsson’s
handsets rose to €122 from €116 a
year earlier.

The global slump in demand for
consumer electronic products has
taken its toll on Nokia as well as its
peers. The decline was pronounced in
the first quarter when profits, sales
and margins were under pressure
across the industry. Nokia on Thurs-
day kept its previous forecast for a
10% drop in industry volumes in 2009
compared with last year.

Nokia Siemens Networks, a joint
venture between Nokia and Germa-
ny’s Siemens AG, posted an operat-
ing loss of €188 million, compared
with a €47 million loss the previous
year.

Lufthansa

BY SARAH SLOAT

FRANKFURT—Deutsche
Lufthansa AG has made fresh pro-
posals to the European Union in its
bid to get clearance for its planned
takeover of Austrian Airlines AG,
spokesmen for the Austrian finance
ministry and Lufthansa said. Nei-
ther gave details.

The European Commission said
last week that it would start an in-
depth antitrust probe into the take-
over, straining a timetable
Lufthansa had declared crucial to a
deal. European Commission spokes-
man Jonathan Todd said the com-
mission wouldn’t be able to make a
decision by the July 31 deadline be-
cause Lufthansa’s most recent pro-
posed antitrust remedies were
worse than those the German airline
previously offered.

Separately, Lufthansa said Thurs-
day it aims to wring €1 billion ($1.41
billion) in savings from its passen-
ger airline business by the end of
2011in abid to contain losses, Chris-
toph Franz, head of Lufthansa’s pas-
senger airline operations, wrote to
employees Thursday. Only last
month, the carrier said in an inves-
tor presentation it had introduced
measures, including capacity reduc-

renews push for Austrian Airlines

tions, to save €300 million this year.

The new cost-cutting measures,
which aim to ensure the airline’s
long-term competitiveness, will be
detailed and introduced soon, a
spokeswoman said. Lufthansa also
said it plans to review deliveries of
new aircraft. It won’t delay orders
scheduled for delivery this year, but
couldn’t rule out changes in plans for
2010, the airline said. Between 2008
and 2014, Lufthansa’s passenger air-
lines business has to finance 160 new
planes valued at about €16 billion.

Lufthansa is battling with a de-
cline in passenger travel and, more
important, according to Mr. Franz,
an even sharper drop in the average
revenue it generates per passenger
as business travelers trade down to
economy-class tickets.

“We are not earning enough to
cover costs in the present year,” Mr.
Franz wrote. “Unless market condi-
tions change, our losses will in-
crease significantly in the coming
year, owing especially to the rise in
fuel prices.”

In the medium term, Lufthansa
wants to handle administrative
tasks in the passenger business with
20% fewer staff, said Mr. Franz.

Last month, Lufthansa issued a
profit warning, saying it was work-

Getty Images

Lufthansa said it is stepping up its cost-cutting efforts to contain losses in its
passenger business. A Lufthansa jet, above, stood at Berlin’s Tegel airport in 2006.

ing to avoid a full-year operating
loss. Earlier this year it had forecast
a “distinctly positive” operating
profit. In addition to weak demand,
higher fuel prices contributed to the
deterioration in outlook, and
Lufthansa subsequently raised its
full-year fuel-cost estimate to €3.55
billion from €3.4 billion.

For the first quarter, the German
flag carrier posted an operating loss
of €44 million. First-half figures due
out at the end of the month will
show the negative trend continued,
Mr. Franz wrote in the staff letter.

The savings plan indicates that
demand could remain weak longer
than it had previously forecast.

Apple blocks Palm’s Pre phone from iTunes store

BY BEN CHARNY

Apple Inc. released an update to
its iTunes software that blocks rival
Palm Inc.’s Pre smart phone from ac-
cessing the online store.

Apple’s online music and video ba-
zaar now “disables devices falsely pre-

tending to be iPods,” which includes
Palm’s Pre, an Apple spokesman said.
Apple regularly updates its iTunes
software and users are prompted to
download the new versions when
they visit the site.

The Pre smart phone has been able
to access iTunes since going on sale in

the U.S. in early June. But it was al-
ways unclear whether the Pre was do-
ing so with Apple’s permission.

The development is a setback for
Palm, which is counting on Pre sales
to turn around the company. With the
move, Apple has dramatically limited
one of the Pre’s competitive advan-

tages: it’s ability to download music
and videos from iTunes much like an
iPhone or iPod.

“If Apple chooses to disable media
sync in iTunes, it will be a direct blow
to their users who will be deprived of
a seamless synchronization experi-
ence,” Palm spokesman Lynn Fox said.

Marriott profit
sinks as slump

in lodging lingers
By A.D. PrRuUITT

NEW YORK—Marriott Interna-
tional Inc.’s dour second-quarter
earnings suggest a recovery in the
embattled lodging industry isn’t yet
in sight.

The company reported Thursday
that its quarterly earnings fell 76%
amid weak lodging and time-shares
demand. Although the report beat
analysts’ estimates, the company
said it expects third-quarter reve-
nue per available room to decline
20% to 23% in North America and
22% to 24% elsewhere.

Marriott “sets the bar for the out-
look to decline,” for the industry,
said Chris Woronka, an analyst at
Deutsche Bank. “Marriott tends to
be the bellwether,” he said. “I can’t
imagine the other [hoteliers] saying
something dramatically different.”

Hotels have been
cutting costs, but that
strategy could soon
lose its effectiveness.

All types of hotels have been cut-
ting costs, including work-force re-
ductions, as tumbling occupancy
and room rates have left some hotel
companies without enough cash to
cover expenses. Time-shares, a
former industry profit center, are
also suffering.

In wake of the earnings report,
Marriott’s shares declined 6.2% to
$20.44 in 4 p.m. trading on the New
York Stock Exchange. Other hotel
companies also traded lower: Star-
wood Hotels & Resorts Worldwide
Inc.’s shares declined 2.8% to $21.14,
and Host Hotels & Resorts Inc.
slipped 1.9% to $8.33.

Hotel companies have been able to
offset pressures by steep cost cuts,
but that strategy could soonlose its ef-
fectiveness, said Keefe, Bruyette &
Woods Analyst Smedes Rose, adding
“there is only so much they can do.”

For the full year, Marriott ex-
pects revenue per available room, or
revpar, to decline 17% to 20% glo-
bally. Revpar fell 24% in the second
quarter, including a worse-than-ex-
pected 21% drop in North America.

Marriott, which operates and
franchises hotels under the Marri-
ott, Ritz-Carlton, Residence Inn
and Courtyard brands, is coming
off two straight quarters of losses.
Its credit ratings have been hurt
amid forecasts the industry down-
turn will be deep and continue into
next year.

The company reported a second-
quarter profit of $37 million, or 10
cents a share, down from $157 mil-
lion, or 42 cents, a year earlier. Ex-
cluding restructuring and other
charges, earnings fell to 23 cents
from 52 cents. Revenue dropped
20% to $2.63 billion. Analysts polled
by Thomson Reuters most recently
were expecting $2.52 billion.

J.P. Morgan analyst Joseph Greff
said that on a positive note, Marri-
ott kept its domestic revpar guid-
ance, which the lodging companies
haven’t done in several quarters.
This could be “an indication per-
haps of stabilization of domestic
trends, at very low levels, and per-
haps more confidence on the part of
[Marriott] in overall visibility and in
pricing/volume booking trends,”
Mr. Greff wrote.
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HIGH PERFORMANCE

By Catherine Bolgar

HAT divides the winners
from the losers in a reces-
sion? Formany companies

operational excellence is the key.

This conclusion comes after years
of research on thousands of com-
panies conducted by Accenture, the
global management consulting, tech-
nology services and outsourcing
company, undertaken as part of its
continuing High Performance Busi-
ness research. Even outside of a
recession, operational excellence is
a major differentiator when it comes
to business results, the company
has found.

Operational excellence means an
organization is doing more with
less, doing it right every day — from
supply chain to customer relation-
ships — and beating the competition
with superior operations using its
people, assets and technology to
compete more effectively in the mar-
ketplace, explains Narendra Mulani,
Chicago-based co-leader of the
Operational Excellence Initiative
at Accenture.

Operational excellence is even
more important today, as businesses,
already strained by heightened com-
petition of globalization, now are
pummeled by the global slowdown.

“It’s not just how you survive, but
how you position yourself for the
rebound,” says Trevor Gruzin, also
co-leader of Accenture’s Operational
Excellence Initiative, speaking from
Sydney. “Companies can use this oppor-
tunity to put more daylight between
themselves and their competitors.”

Certainly, some highly distressed
companies today just want to sur-
vive, or get dressed up for a sale.
Others are suffering less but work-
ing to stay relevant, while a third
category is actually doing well.

Accenture also divides responses
into three categories, or journeys:
continuous improvement; targeted
intervention; and transformation. The
best approach isn't linked to the
financial condition of the company
but rather its culture and DNA. Some
companies are used to constant

improvement efforts as with the
Six Sigma process (which seeks to
improve the quality of output of a
business or manufacturing process by
identifying and removing the cause
of defects); others prefer one big pro-
gram to completely overhaul a part
of the business. This DNA extends to
entire industries. Banks tend to go
with targeted intervention, retailers with
continuous improvement, consumer-
products makers with transformation.

“Any of the journeys can get you
there,” Mr. Gruzin says. “The most
important thing is to choose one and
not try to do them all simultaneously.”

Continuous improvement

Continuous improvement is best-
suited for companies with a federated
model, Mr. Mulani says.

Regus PLC, the world’s largest
provider of outsourced workplaces,
is federated by the necessity of operat-
ing more than 1,000 business centers
in 75 countries from Chertsey, U.K.
“The central role is clear but limited,”
says Rudy Lobo, chief operating offi-
cer at Regus.

Regus has opted for many changes
in easy-to-digest sizes. Ideas come
out of the field to a virtual head
office made up of the top regional
executives, who are based in Dallas,
Paris, Hong Kong and Chertsey.
This virtual head office works with
a small “Smart Working” team to
challenge and choose the ideas. The
Smart Working team then researches
and documents the changes, puts
them through a trial feedback loop
and prepares them for rollout. The
system allows for rapid decision-
making and execution, Mr. Lobo
says, while maintaining consistency
and high standards across its sites.

Regus wanted to reduce costs
while improving its brand image
and team morale — “things that don't
always work together,” Mr. Lobo says.
The Smart Working team found key
administrative tasks that occurred in
all locations. These tasks were moved
from the individual business centers
and into four shared-service centers.

Meanwhile, Regus shifted from

hiring administration-oriented

business graduates to people-oriented
sales experts, which has raised cus-
tomer satisfaction. The change was
possible because the shared-service
centers do the paperwork, provid-
ing each business center a daily
report of activities to expect, such
as which customers will be using
the business center or what kind of
maintenance will be performed.

Another change Regus undertook
was to flip the way it looks at inven-
tory. It previously calculated how
much of its space was occupied; now
it looks at what is unoccupied, so em-
ployees can work on selling that space.

Regus expects net cost savings of
£75 million (€86.7 million) a year when
these changes are installed at all its
business centers.

Amid the downturn, Regus has
been quickly changing its product
line, adding flexibility and choices

for customers.

“Companies can use
this opportunity to

put more daylight
between themselves
and their competitors.”

“Regus has done a lot of continuous
improvement to quickly react to a
changing marketplace,” says Nate
Bennett, professor of management
at the Georgia Institute of Technology
in Atlanta and author of “Riding
Shotgun: The Role of the COO.”
Regus’s changes have focused “on how
customer needs are changing and
how to realign the product.”

Transformation

At the other end of the spectrum
from incremental change is an all-
out business overhaul, usually driven
from the top down.

In the late 1990s, Whirlpool Corp.
made the strategic decision to be a
branded consumer products com-
pany, rather than an appliance maker.
That led to a company-wide trans-
formation program focusing on design.
Chuck Jones, vice president of global

consumer design, took over the

responsibility of global design in
1999 and led the transformation.
The first stage was to establish design
as a discipline within the Benton
Harbor, Michigan, company —
previously, products were designed
by engineering and manufacturing
departments. The next phase, between
2003 and 2005, focused on consis-
tency of the quality of design, so
that a Whirlpool refrigerator, for
example, delivered branded coher-
ence and consistency around the globe.
The third phase is under way, as
Whirlpool refines its design skill
set and builds a design ecosystem,
incorporating design into every step
of every product as well as the ele-
ments surrounding the product
— the entire user experience.

The company’s KitchenAid stand
mixer is an example of the tangible
results. When Whirlpool bought the
brand in the late 1980s, it sold some
200,000 mixers a year, Mr. Jones
says. Whirlpool’s designers didn’t
change the physical shape of the
product — nearly the same as the
1930s original — but the colors and
finishes, while retaining the unique
KitchenAid sensory experience. The
company now sells 250,000 mixers a
quarter, and the mixer has attracted
collectors, fan bases and blogs.

The transformation also led Whirl-
pool into new territory, such as its
Gladiator Garage Works line, which
started with a workbench, then added
amatching refrigerator and a whole
line of products for organizing the
garage or basement. The innovation
opened up Whirlpool, whose prod-
ucts tend to be bought mostly by
women, to a bigger male audience.

Targeted intervention

Between the incremental change
of continuous improvement and
the massive scale of transformation
lies targeted intervention, where a
company sees that a big change in
just one area of its business can
improve overall performance, says
Mr. Mulani of Accenture.

Like Regus, Express Scripts Inc., a
pharmacy benefits manager (a com-
pany that administers prescription

Christopher Serra

drug programs on behalf of insur-
ers), uses a small group, called the
Leapfrog team, to evaluate change
ideas that present opportunities in
the $1 million to $10 million range.
It first tests changes with a pilot
pharmacy before rolling it out,
franchise-style, across the company.

Express Scripts tends to under-
take a few, big projects at a time,
many to assimilate the company’s
steady stream of acquisitions. “We've
grown 20% a year for the last six
years,” says Patrick McNamee, chief
operating officer at the St. Louis-
based company. “Acquisitions are how
we grow and how we manage change.”

For example, Express Scripts puts
acquired members into its system
immediately. Other companies keep
legacy systems at acquired busi-
nesses, leading to multiple systems.
“Our rapid changeover makes us
more nimble, more efficient and it
saves money,” Mr. McNamee says.

Express Scripts is constantly looking
for ways to “revamp key processes
to take out big costs and improve
productivity,” he adds.

The company receives 40 million
mail order prescription requests a
year (mail order prescription drugs
are increasingly popular among
U.S. consumers, as they are usually
cheaper and more convenient than
their walk-in pharmacy counter-
parts). Each step — from scanning
the requests, data entry, processing
the packages and verification —
holds opportunities for error. “We
asked the Leapfrog team to spend
time thinking about how to improve
those variables and processes,” Mr.
McNamee says.

In each case, the companies have
clear governance rules about who is
accountable for a change, who provides
inputs and how progress is measured,
says Accenture’s Mr. Mulani.

“In order to achieve high perfor-
mance, organizations need to retune
their operating model not only for
a downturn, but taking into con-
sideration how competitors will act,”
he says.

wWww.wsj.com/accenture
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It's rough out there. Economic realities are
daunting. And yet, as with every competitive
challenge, some businesses will respond
proactively and effectively, while others are

left behind. The winners will be those who

It's not a setback. It's a test.

act quickly, make the right decisions and

execute them flawlessly. From our work with

the world's most successful companies —

through up cycles and down — Accenture has
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Airlines log more declines

Premium ticket sales

ina 12-month slide,
according to IATA

By KAVERI NITHTHYANANTHAN

LONDON—The International Air
Transport Association said Thurs-
day that a fresh drop in passenger
numbers in May raises doubts that
the travel slump is bottoming out. In
addition, the trade group’s latest
business-confidence survey shows
many of its member airlines are pes-
simistic about future profitability.

IATA said the stabilization seen
earlier in the number of passenger
kilometers flown now appears to be
due to asmallrise in the average dis-
tance flown—because of a change in
geographical patterns of where peo-
ple travel—and doesn’t signal a sta-
bilization in passenger numbers.

The group, which represents
about 230 global airlines compris-
ing 93% of scheduled international
air traffic, said the number of pas-
sengers traveling on premium tick-
ets in May was down 23.6% from a
year earlier. That’s slightly steeper
than the 22% annual drop for April.
Premium travel, which includes
first-class and business-class tick-
ets, has now fallen for 12 consecu-
tive months.

Economy-ticket travel fell at a
slower pace, declining 7.6% in May

Still in recovery

Survey respondents’ reported
and expected change in
passenger demand volumes
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Source: International Air Transportation Association

from a year earlier. Economy travel
showed a rise on flights from Eu-
rope to the Middle East and the Mid-
dle East to East Asia. However, IATA
said the trend “may represent a
shift by business travelers to the
back of aircraft and a larger market
share of Europe to Far East markets
being gained by Middle Eastern air-
lines rather than any sign of travel
demand revival.”

Markets with growing econo-
mies showed signs of increased
travel. The African cross-border
markets, along with China’s domes-
tic travel, both showed premium
travel up 1.1% in May, IATA said.

IATA’s Quarterly Business Confi-

dence Survey showed Asian airlines
remain more optimistic than their
counterparts from Europe and the
Americas about the outlook for prof-
itability over the next 12 months,
IATA said. But it added that “even
the optimistic respondents don’t
see significant recovery before the
fourth quarter this year and others
not until early 2011.”

Carriers face uncertainty around
the timing of arecovery, and the ben-
efits of lower fuel prices have now
been outweighed by other factors,
such as passengers trading down to
less-expensive seats.

A third of respondents expect de-
mand over the next 12 months to fall
further, while just below 40% expect
an improvement.

Lower fuel surcharges, swine flu
and passengers trading down to
economy seats from premium class
have all reduced airlines’ yields, a
measure of revenue per passenger.
However, an even bigger threat to
yields is airlines’ struggle to cut ca-
pacity in line with waning demand.

Capacity cuts are coming at
about half the rate of declining traf-
fic, IATA said. About half of airlines
expect further yield declines over
the coming 12 months, while 31% ex-
pect some improvement.

More than 60% of respondents
said they had cut back on employ-
ment over the past quarter, twice the
number compared to the survey in
April. Only 8% of airlines plan to take
on more staff in the coming year.

Electrolux

By IaAN EDMONDSON

STOCKHOLM—Appliance maker
Electrolux AB reported a sharp rise
in second-quarter net profit Thurs-
day, after restructuring costs
weighed on year-earlier results, and
said the U.S. market was showing
early signs of recovery.

Net profit jumped to 658 million
Swedish kronor ($84.8 million)
from 99 million kronor a year ear-
lier, when it booked restructuring
costs of 539 million kronor. Savings
initiatives and lower raw-material
costs pushed up the bottom line.

Higher prices for Electrolux’s
products and the weakness of the
Swedish krona against the dollar
and euro, meanwhile, helped lift rev-
enue 74% to 27.48 billion kronor
from 25.59 billion kronor.

The company reaped benefits
from a shift in production to lower-
cost countries, where it has increased
efficiencies and lowered its purchas-
ing and product costs. Electrolux
launched a restructuring program in
2004 that aims to save 3 billion kro-
nor in annual costs. In December, it
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Higher prices for Electrolux’s products helped boost revenue. Above, Electrolux
kitchen ranges on display at an appliance store in Garner, N.C,, in March.

said it would lay off more than 3,000
staff, or about 5% of its work force.

Most of the company’s main mar-
kets for appliances continued to
show a decline in the second quarter
of 2009, Electrolux said. “There are
no indications of an immediate im-
provement in any of the group’s
main markets, and, therefore, mar-
ket demand for appliances around
the world is expected to decline fur-
ther in 2009.”

Still, Electrolux said it had
gained market share in North Amer-
ica, Latin America and Australia. “In
North America we see certain early
signs that we are beginning to reach
the bottom,” Chief Executive Hans
Straaberg said in a statement.

Even though the number of
fridges, dishwashers, vacuum clean-
ers and other products the company
delivered in North America fell 14%
in the second quarter, the decline
was animprovement on the 16% drop
recorded in the first quarter. Elec-

trolux—one of the world’s largest
manufacturers of household appli-
ances after Whirlpool Corp. —owns
the Electrolux, AEG-Electrolux, Za-
nussi, Eureka and Frigidaire brands.

Shipments to North America
have fallen for 12 consecutive quar-
ters, and in Europe for six quarters.
The two markets account for almost
three-quarters of Electrolux’s sales.

The Swedish appliance maker’s
cautiously optimistic comments on
the U.S. offer further evidence that
the worst of the recession in the
world’s biggest economy might be
over. That sentiment was echoed by
handset maker Nokia Corp., which
Thursday said a slump in demand ap-
peared to “bottoming out.”

Investors cheered the results, de-
spite the cautious outlook, and
shares were up 9.2% in Stockholm.
The value of the stock has more than
doubled in the past six months to
trade at its highest level since Octo-
ber 2007.

Rio Tinto tells foreigners
on its staff to leave China

By CHUIN-WEI YAP
AND GORDON FAIRCLOUGH

BEIJING—Anglo-Australian min-
ing company Rio Tinto has asked its
foreign staff to leave China or not re-
turn to the country after four of its
employees were detained earlier
this month and accused of stealing
state secrets, a person familiar with
the situation said.

The alleged espionage case—
which authorities say involved the
payment of bribes for information
related to iron-ore pricing negotia-
tions between Chinese steelmakers
and miners—has raised fears that
others connected to the talks could
also face legal jeopardy. Rio Tinto
says it isn’t aware of any miscon-
duct by its employees.

The case has sparked increas-
ingly heated comments by U.S. and
Australian officials who say China’s
handling of the case will be watched
and judged abroad, and Chinese offi-
cials, who say China is defending the
country’s economic security.

On Thursday, Chinese Foreign
Ministry spokesman Qin Gang criti-
cized what he called “noise” from
Australia about the detentions,
which include an Australian citizen
who heads the company’s iron-ore
operations in China. “We absolutely
oppose anyone stirring up this case
or attempting to interfere in China’s
judicial independence,” he said, add-
ing that such actions wouldn’t be “in
Australia’s interest.”

Australian Prime Minister Kevin
Rudd said Tuesday that the well-be-
ing of a citizen is in the country’s na-
tional interest. Mr. Qin’s comments
directly followed remarks by Austra-
lia’s foreign minister, Stephen Smith,
that China should consider the poten-
tial fallout of the detentions.

“China itself does need to think
about whether its handling of this
matter has any adverse implica-
tions for it,” Mr. Smith said in Sharm
El Sheikh, Egypt, where he was ex-

pected to meet with China’s vice for-
eign minister on the sidelines of a
meeting of non-aligned nations.

Chinese authorities have made
few public comments about the case
and have leveled no formal charges.
Mr. Smith called on Beijing to pro-
vide “more detail about Mr. Hu’s
case and the circumstances sur-
rounding his detention.”

The person familiar with Rio Tin-
to’s move to get foreign employees
out of the country said most non-
Chinese nationals working at its
China operations were on holiday
when Mr. Hu and three other col-
leagues were detained July 5.

Itisn’t clearif all its foreign staff-
ers in China at the time have since
left. Also unclear, the person said, is
when Rio might consider allowing
its foreign employees to return.

“We still have a number of staffin
China,” said Nick Cobban, a London-
based spokesman for Rio Tinto. The
company wouldn’t comment further
on the movements of its employees.

Meanwhile, China pressed Aus-
tralia’s largest film festival not to
show a documentary about exiled Ui-
ghur leader Rebiya Kadeer in the
wake of ethnic conflict between
Turkic-speaking and predominantly
Muslim Uighurs and China’s major-
ity ethnic group, Han Chinese.

Police said a July 5 protest in the
northwestern city of Urumgi by Ui-
ghurs, responding to the killing of
two Uighur factory workers in south-
ern China, turned into attacks on
Han Chinese. Han Chinese thenretal-
iated. The official death toll now
stands at 192, at least two-thirds of
whom were Han Chinese.

China has blamed Ms. Kadeer
and the World Uyghur Congress,
which she leads, for inciting the vio-
lence, an accusation Ms. Kadeer has
denied. Mr. Qin, the foreign ministry
spokesman, said, “We resolutely op-
pose any foreign country providing
a platform for her anti-Chinese,
splittist activities.”

Aegis names finance chief
as its board reorganizes

BY RUTH BENDER

Aegis Group PLC Thursday
named Nick Priday to be its finance
chief, as the U.K.-based advertising
and marketing company completes
its board and management reshuffle.

Mr. Priday, who has held a variety
of finance roles at Aegis since 2003,
will take on the post of chief finan-
cial officer on Sept. 1. He succeeds Al-
icjaLesniak, whois retiring from Ae-
gis in October. Mr. Priday wasn’t im-
mediately available for comment.

Aegis also said it appointed John
Brady, Simon Laffin and Martin
Read as nonexecutive directors.

“These appointments complete
the major part of the reorganization
of the Aegis board,” John Napier, the
company’s chairman and interim
chief executive, said in a statement.

The recent management changes
come at a time when Aegis is strug-
gling because of depressed advertis-
ing markets as companies curb me-
dia budgets amid the economic
downturn. Aegis in May reported a
12% drop in first-quarter organic rev-
enue, which strips out acquisitions,
disposals and currency fluctuations.

Aegis has notably suffered client

losses at Aegis Media in the U.S.,
and analysts say the company is
more vulnerable to the downturn
than bigger rivals such as Publicis
Groupe SA or WPP PLC. In the past,
Aegis has also faced pressure from
its largest shareholder, French in-
dustrialist Vincent Bolloré, who has
a29.9% stake in Aegis and is also the
controlling shareholder of French
advertising group Havas SA.

Mr. Bolloré, who said on several oc-
casions that a tie-up of Aegis and Ha-
vas would make sense, unsuccessfully
tried to secure board representation
at Aegis in the past. Since Mr. Napier
took over Aegis’s helm this past No-
vember, the relationship with Mr. Bol-
loré seems to have improved as the
Frenchinvestor recently said heis sat-
isfied with Aegis’s new management.

Aegis’s management has under-
gone a series of changes in the past
18 months. In November, Chief Execu-
tive Robert Lerwill left the company
following what was believed to be a
fallout with the board. Earlier last
year, Aegis edged out the previous
head of Aegis Media, Mainardo de
Nardis, three weeks after the chief ex-
ecutive of Aegis Media Americas,
David Verklin, said he would leave.
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Mazda in talks
with Toyota
over hybrid cars

BY YOSHIO TAKAHASHI

TOKYO—Toyota Motor Corp.
and Mazda Motor Corp. are in talks
over the supply of components of
Toyota’s hybrid system to its
smaller rival, a person familiar with
the matter said.

The talks underscore Toyota’s
dominance of the hybrid market,
with its patents on more than 2,000
systems and components proving at-
tractive for rival companies who find
it hard to develop their own hybrid
systems quickly and cost effectively.

It remains uncertain whether the
two companies will reach an agree-
ment, the person familiar with the
situation said.

If a deal is reached, Mazda will
join Ford Motor Co. and Nissan Mo-
tor Co. as users of Toyota’s hybrid
technology in their own fuel-effi-
cient models.

The president of Fuji Heavy In-
dustries Ltd., the maker of Subaru-
brand cars, said in May that the com-
pany also aims to roll out a hybrid
model by 2012 using Toyota’s hy-
brid system. Toyota holds a 16%
stake in Fuji Heavy.

Toyota’s talks with Mazda, in
which Ford holds a 14% stake, come
as major car makers are scrambling
to develop more fuel-efficient cars
as emission regulations become
stricter in key markets.

But this is a tough task for many
companies to face alone, as they cut
back onresearch and development op-
erations amid an industry-wide
slump due to the economic downturn.

For Toyota, which enjoys strong
demand for its redesigned Prius hy-
brid, a potential tie-up with Mazda
could help reduce the cost of its hy-
brid system through increased pro-
duction volumes, helping it to main-
tain its position as the world’s num-
ber one maker of hybrid vehicles.

Mazda, which has so farlagged be-
hind in the race to offer advanced fuel-
efficient cars, would be able to roll
out alow-emission model in a shorter
time by using Toyota’s technology.

It is unclear how closely Mazda
will cooperate with Ford in develop-
ing its own hybrid technology, after
the U.S. car maker last year sold part
of its then 33.4% stake in Mazda.

The Hiroshima-based car maker
currently sells in California a hybrid
sport-utility vehicle powered by
Ford’s system, and leases to custom-
ers in Japan a hybrid minivan that
runs on either hydrogen or gasoline.

In the near term, Mazda is focus-
ing on improving the fuel-efficiency
of its combustion engines, and has
no plans to launch electrified cars
before the targeted launch of its
new hybrid car around 2012.
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GLOBAL BUSINESS BRIEFS

Carrefour SA

Sales fell 1.2% in quarter

as demand remained tepid

Carrefour SA reported a 1.2%
drop in second-quarter sales as the
French retailer continues to strug-
gle to revive demand in its key Euro-
pean markets. The world’s second-
largest retailer after Wal-Mart
Stores Inc. posted sales of €23.44 bil-
lion ($33.07 billion) for the three
months ended June 30, down from
€23.72 billion a year earlier. Carre-
four is focusing on sales growth and
a cost-savings program to steer the
company through the economic
slump, which is hitting retail con-
sumption across Europe. Chief Exec-
utive Lars Olofsson, who joined Car-
refour in January, said, “The strate-
gic initiatives that we are imple-
menting should show positive re-
sults in the second half.

Rémy Cointreau SA

French drinks company Rémy
Cointreau SA Thursday said it will
focus on investment and develop-
ing its major brands this year as it
reported a 7.5% drop in revenue in
the first quarter ended June 30.
Revenue fell to €138.6 million
($195.5 million) from €149.9 mil-
lion as customers continued to re-
duce their stocks at the beginning
of the quarter, Rémy Cointreau
said. Chief Executive Jean-Marie
Laborde said June 10 that the cus-
tomer destocking trend should end
in the next two to three months.
Rémy Cointreau didn’t provide any
forecast for the full year. The Cham-
pagne division, which produces
brands Piper-Heidsieck and
Charles Heidsieck, reported a 39%
fall in sales to €13.6 million. Sales
in its largest division, cognac, fell
4.5% to €63.7 million.

Alstom SA

Power-station-equipment and
train maker Alstom SA posted a
6.8% rise in sales for its fiscal first
quarter but said orders fell 27% as
customers delayed investment in
power plants and transport equip-
ment. Sales rose to €4.81 billion
($6.79 billion) for the three months
ended June 30 from €4.5 billion a
year earlier as the company
worked through its order book.
However, the value of new orders
dropped to €4.77 billion from €6.55
billion a year earlier. Since Alstom
works with a large backlog of or-
ders—which stood at €46.6 billion
on June 30, equating 29 months of
sales—new orders are the key vari-
able for the company. Alstom,
whose products include turbines
for power stations and high-speed
trains, said it nevertheless still ex-
pects a full-year operating margin
of about 9%.

Lloyds Banking Group PLC

Lloyds Banking Group PLC said
Thursday it will cut 1,440 more
jobs to reduce costs and consoli-
date operations after the govern-
ment-backed merger of Lloyds
TSB and Halifax/Bank of Scotland.
Lloyds, whose biggest shareholder
is the British government, said
650 jobs would go by the first quar-
ter of next year. It said 180 staff
would move to new positions and
370 agency and contract staff
would be cut in its group opera-
tions and insurance divisions. In
addition, Lloyds’s insurance divi-
sion is cutting 240 positions as it
merges its Scottish Widows pen-
sions and Clerical Medical on-
shore and offshore investment
products into a single Scottish
Widows brand.

Barclays PLC

Barclays PLC tapped Sir Richard
Broadbent as its deputy chairman to
succeed Nigel Rudd, who stepped
down in April. Sir Richard was chair-
man of the remuneration and risk com-
mittees of the Barclays board, and has
been on the board for six years. Mr.
Rudd stood down at the bank’s annual
general meeting in April after nearly
13 years as a director. By turning to for-
eign investors and asset sales, Bar-
clays has managed to sidestep govern-
ment intervention. In June, it agreed
to sell its Barclays Global Investors
unit to BlackRock Inc. for $13.5 billion.
The bank last year raised £4.5 billion
($7.39 billion) through a partial place-
ment with Asian and Mideast inves-
tors, £701 million to help pay for the ac-
quisition of Lehman Brothers Holding
Inc’s North America investment-
banking operations, and placed £7.3
billion with Middle East investors.

Harley Davidson Inc.

Harley-Davidson Inc.’s second-
quarter earnings fell 91%, and the
U.S. motorcycle maker announced
1,000 more job cuts and again re-
duced its forecast for shipments.
The company said it would lay off
700 hourly production workers and
300 nonproduction, mostly sala-
ried, employees. It said it now ex-
pects to ship 212,000 to 228,000 mo-
torcycles this year, compared with
April’s estimate of 264,000 to
273,000. The company already had
cut 1,400 jobs this year. Second-
quarter profit came to $19.8 million,
or eight cents a share, down from
$222.8 million, or 95 cents a share,
a year earlier. The latest period in-
cluded $101.1 million in write-
downs and charges. Revenue de-
creased 27% to $1.15 billion.

Infineon Technologies AG

German computer-chip maker In-
fineon Technologies AG said Thurs-
day that sales for its fiscal third quar-
ter fell 18% as customers placed fewer
orders. Sales dropped to €845 million
($1.19 billion) for the quarter ended
June 30 from €1.03 billion a year ear-
lier, but were up 13% from €747 mil-
lion in the previous quarter. The fig-
ures were disclosed in a prospectus
detailing planstoraise €725 millionin
capital by issuing 337 million new
shares between July 20 and Aug. 3.
Last week, the company said Apollo
GlobalManagement LLC agreedtoac-
quire about 326 million of the shares,
which will be issued at a subscription
price of €2.15. After the rights issue,
New York-based Apollois expected to
hold a stake of between 15% and 30%
minus one share in Infineon.

Research In Motion Ltd.

BlackBerry maker Research In
MotionLtd. agreed to pay $267.5 mil-
lion to closely held Visto Corp. to end
along-running patent dispute. In ex-
change for the payment, RIM will re-
ceive a perpetual and fully paid li-
cense on all Visto patents and the
transfer of certain Visto intellectual
property. The settlement is expected
to be completed next week. Visto is
the parent of Good Technology, amo-
bile email provider that filed its
patent suit against RIM in 2006. RIM
expects to expense the majority of
the Visto payment as an unusual
iteminits fiscal second quarter, with
the remainder being classified as an
intangible asset. It marks the second
large patent settlement from RIM,
which in 2006 agreed to pay NTP
Inc. $612.5 million to resolve a sepa-
rate patent dispute.

—Compiled from staff
and wire service reports.
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membership in the Fund.

managers.

following areas;
1. Brokerage services for equities

3. Foreign exchange trading portal

investment policy.

Expressions of Interest (EOI) -
The United Nations Joint Staff Pension Fund (“UNJSPF”)

The United Nations Joint Staff Pension Fund (“UNJSPF”) established by the General
Assembly of the United Nations (“UN”) provides retirement, death, disability and related
benefits for UN Staff and other international intergovernmental organizations admitted to

* Most of the Fund’s assets are internally managed with a market value of approximately
US$32 billion. Investments in small capitalization companies are outsourced to external

* UNJSPF is a globally diversified fund. Most of the exposure is in major developed markets,
the Fund is committed to finding sound investment opportunities in emerging markets.

* The assets were invested in about 27 currencies and in 48 countries, in regional institutions
and international institutions, and in institutional investment trusts.

* Allinvestments made must meet the criteria of safety, profitability, liquidity, and convertibility.

A.The Fund is presently seeking qualified firms to provide services in the

2. Consultant for policy on proxy voting services

B.In addition the Fund will later in the year or in early 2010 seek qualified firms
to provide services in areas listed below:
1. Advisory services in global strategy including asset allocation and equity research.
2. Advice in integrating principles of responsible investing into Fund’s

Interested service providers are advised to check the United Nations Procurement
Division website listed below on regular basis.

Solicitations (Request for Proposals (RFP)) for items 1 - 3 (A) above will be issued in
August / September 2009. For additional details and the Expression of Interest (EQI) -
please proceed to the United Nations Procurement Division (UNPD) Web site
http://www.un.org/Depts/ptd/eoi.htm, scroll to the header UN Pension Fund -
Investment, Financial and other Management Services and click on the relevant EOI
for detailed information and registration details.
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BUSINESSES FOR SALE

98’ Westship
Price reduced $1mm
$1,950,000
Excellent condition
1954 646-3090

World Class Internet
E-Commerce Vitamin Company
Netting $2 Million
25,000 Orders Per Year
Fully Automated
Absentee Run: All Credit Cards
12 yr. History
Richard 973-838-5580

BUSINESS OPPORTUNITIES

CEO/Biz Coaches Wanted

8-yr old company, Proven Methods
Detailed Training & Mrktg Support
CEO Income Potential
Sales executives, entrepreneurs,
CEOs all are great fit
Call 770-632-7647
ValueForwardNetwork.com

Public Shell
Seeks a Reverse
Merger with an

Operating Company
Must have Revenues
Call Carl: 631-421-6390

RESEARCH AND REFERENCE

LIBRARY

Life’s work of David Garcelon.
Specialist in Antiquarian Surveying, Mapping,
Science and Technology. $75,000

978-371-9894

CAPITAL WANTED

INVESTORS SEE GREEN

Green Energy Utility Company
Investment Earns:

« High Returns
« Quarterly Income
* Accel. Depreciation!!
Ken White 800.691.6272
Metro Energy Partners

Save 60% First/Business
Major Airlines. Corp. Travel
www.cookamerican.travel
(212) 201-1824
WE WILL NOT BE UNDERSOLD

Express Rep.

Representative

Mobile Advertising
Patent for License
U.S. Pat. 7,463,898 presents
advertising to persons standing
near the mobile phone user.
"Pat. Pending” in China and India.
www.ADBiquity.com
contact: info@adbiquity.com

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

BUSINESS SERVICES

SEEKING COST SAVINGS?
Have a mail server?
Have file servers?
Have a PBX?

Have MS OFFICE?

Our team can generate savings of 50%
or more on your current IT/
telecom spend.

Stop wasting money.
Contact: savings@gnaruslic.com

MAKE GREAT
CONNECTIONS

IN EUROPE.
THE WALL STREET
JOURNAL EUROPE.

To advertise

Emma Balogun

The Wall Street Journal Europe
+44.207 842 9608

emma.balogun@dowjones.com

THE WALL STREET JOURNAL.

EUROPE [
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Moderate lawmakers hold key in U.S.

Success of health-care and climate bills depends on making them appealing to a group of centrist senators

By GERALD F. SEIB

U.S. Sen. Blanche Lincoln of Ar-
kansas, a moderate Democrat, may
have been surprised this week to dis-
cover that a television commercial
was airing in her state, urging con-
stituents to call her office and pres-
sure her into voting for the big
health bill working its way through

Such ads from outside groups or
a lawmaker’s political opponents
- aren’t unusual, of

(CAPITAL course. In this case,

—————— though, the ad was
JOURNAL being run by Ms.
Lincoln’s own na-
tional Democratic Party—specifi-
cally by a branch of the Democratic
National Committee that was
formed to keep alive the political net-
work President Barack Obama built
up during last year’s campaign.

And Ms. Lincoln wasn’t alone.
The same ad was run in Indiana,
Florida, Louisiana, North Dakota
and Nebraska, all home to moder-
ate Democratic senators who may
be wavering on the big health legis-
lation. The ad also went up in Ohio
and Maine, home to three moderate
Republican senators.

The DNC ad was an implicit ac-
knowledgment that the balance of
power in determining the course of
events—and the fate of the Obama
agenda—now lies with about a
dozen centrist senators, a few of
them Republicans but most Demo-
crats. Much as former President
George W. Bush once declared that
he was the ultimate “decider,” so too
will these senators from the center
be the deciders, determining what
happens and how.

In particular, on the two big
items of debate—a new national
health plan and a cap-and-trade sys-
tem to reduce greenhouse gases—
these senators will have an outsize
voice on how big and expensive the
legislation will be, whether it will be

A Dozen Deciders

Moderate Senators who
together will have a big say in
Washington’s agenda for the
rest of the year

DEMOCRATS:

M Evan Bayh, Indiana

H Kent Conrad, North Dakota
M Mary Landrieu, Louisiana

M Joe Lieberman, Connecticut”
H Blanche Lincoln, Arkansas
H Ben Nelson, Nebraska

H Arlen Specter, Pennsylvania
M Mark Warner, Virginia

M Jim Webb, Virginia
REPUBLICANS:

M Susan Collins, Maine

H Olympia Snowe, Maine

H George Voinovich, Ohio

“Independent, but caucuses as a Democrat

bipartisan, and, indeed, whether
there will be enough votes to pass
the bills at all. In sum, they have the
voices that will matter most in the
legislative game’s closing minutes.

Indeed, in a sign of that leverage,
Mr. Obama met privately Thursday
with two of the Dozen Deciders, Dem-
ocrat Ben Nelson of Nebraska and Re-
publican Olympia Snowe of Maine.

These senators matter so much
because of the legislative dynamic
of the capital, circa 2009, which was
established during the great debate
over an economic-stimulus package
early in the year, and which now
seems locked in. Provided House
leaders can keep enough conserva-
tive Democrats there on board for
health and climate legislation—a
task that got a little tougher after
the Congressional Budget Office on
Thursday gave another gloomy anal-

ysis of the cost of current health
bills—the House seems likely to
push through legislation with al-
most exclusively Democratic votes.
The result is that House versions of
both health and climate-change leg-
islation almost certainly will be to
the left of what the Senate can toler-
ate—and perhaps to the left of what
the White House really wants.
Then the question will be how far
the Senate can pull the bills back to-
ward the center. Democrats now
claim 60 votes in the Senate—the
bare minimum needed to cut off a Re-
publican filibuster—so without mod-
erates’ support, climate-change leg-
islation won’t pass at all. It’s possi-
ble, using budget maneuvering, to
pass some version of health legisla-
tion with a simple 51-vote majority,
but it’s hard to find anybody in the
Senate who likes the idea of passing

Joe Lieberman

such big legislation that way.

So the moderates have power—
but toward what end? In general,
they want to reduce the 10-year, $1
trillion price tag of the House health
bill, and they surely don’t like the
idea of paying for the whole thing
with a surtax on wealthier Ameri-
cans. “I would hope what the Senate
would look at would be more of a
mix” of revenue sources, says moder-
ate Democratic Sen. Mark Warner of
Virginia. In addition, moderates are
looking for a bill with more focus on
holding down health costs rather
than one that puts its oomph behind
expanding coverage to all Americans.

And on climate change, several
of the moderates recently signed a
letter to Senate leaders calling for,
among other things, creating a
“short-term cushion” that holds
down costs for both industry and

George Voinovich

consumers while a cap-and-trade
system is phased in; “price relief”
for working families that would be
hit with higher utility bills; and a pro-
vision protecting U.S. manufactur-
ers if their foreign competitors
don’t have to live with similar limits
on carbon emissions.

If this role for moderates sounds
familiar, it’s because almost pre-
cisely the same pattern prevailed
when the stimulus bill was passed in
February. For the Obama administra-
tion and its agenda, the good news
there is that Senate moderates’
pushing and pulling ultimately pro-
duced a stimulus bill that could win
enough votes in the center to pass.
The bad news is that nobody on ei-
ther side was entirely pleased with
the final product. Such is the cost of
legislative production in Washing-
ton today.

Hard times are boom times for bloggers on economics

By KELLY EVANS

Nail-biting financial trauma has
millions flocking to a surprisingly
lively source of enlightenment:
blogs written by economists.

Traffic to the top sites, such as
Marginal Revolution, Freakonomics
and the blogs from academics such
as Paul Krugman, Greg Mankiw and
Brad DeLong, surged anywhere
from 80% to 250% from July to Sep-
tember 2008 as the financial crisis
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intensified, according to Compete.
com, a Web site that measures Inter-
net traffic. The most popular blogs
can attract as many as 50,000 to
100,000 page views a day.

“The ‘Financial Crisis for Begin-
ners’ page is the most successful fea-
ture of our blog,” says Simon
Johnson, aprofessor at the Massachu-
setts Institute of Technology’s Sloan
School of Management. Mr. Johnson
started his blog, Baseline Scenario, in
September along with his brother-in-
law James Kwak to build on the popu-
larity of his blogging stint as chief
economist of the International Mone-
tary Fund, and to help people make
sense of the unfolding crisis.

“Ithink there’s abig market for ex-
plaining to people what the heck is
going on in a global context,” says
Mr. Johnson. “Blogging can now be
part of this portfolioyoucandoas an
academic.”

Blogging, in return, helps aca-
demics raise their profiles. “I make
no money from my blog, but I do
make money selling books,” says
Mr. Mankiw, a Harvard University
economics professor who served as
chairman of President George W.
Bush’s Council of Economic Advis-
ers earlier this decade. His blog has

received some 10.9 million visits
since he started it as an extension of
his academic work in March 2006.

He is also known for being a con-
servative voice in the typically polar-
ized blog universe, which came of
age under the Bush administration
and led to the popularity of liberal
voiceslike Mr. Krugman, a Princeton
University economics professor and
newly minted Nobel laureate who
writes and blogs for the New York
Times, and Mr. DeL.ong, an econom-
ics professor at the University of Cal-
ifornia, Berkeley, known for his
rants against Republican policies.

The financial crisis has helped
crystallize the ideological split be-
tween the liberal economists who fa-
vor government action and interven-
tion in the economy and the conser-
vatives who prefer a more hands-off
approach. The result often pits Mr.
Mankiw and other conservatives—
such as Arnold Kling, an economist
and scholar with the Cato Institute
who writes for EconLog, or Megan
McArdle, a self-described libertar-
ian who blogs for the Atlantic—
against Mr. Krugman or Mr. DeLong
in fast-paced, high-profile argu-
ments over health care, budget defi-
cits and stimulus packages.

Jared Walczak, a 22-year-old leg-
islative director for a Virginia state
senator says he prefers the blogs
that instead point toward interest-
ing research and ideas, such as Mar-
ginal Revolution, which was started
by two George Mason University eco-
nomics professors and examines a
wide range of topics from poetry to
autism to ordering at ethnic restau-
rants. “It’s very eclectic and always a
source of something new,” he says.

Marginal Revolution is one of the
best-read economics blogs, attract-
ing more than 23 million visitors
since its launch in 2003. Its success
has boosted the careers of its co-
founders, Tyler Cowen—the general
director of GMU’s Mercatus Center,
which is known as a bastion of liber-
tarian thought—and Alex Tabarrok,
a research fellow there.

“It’s really changed my life,” says
Mr. Cowen of the blog, saying he
gets several requests for speaking
or writing engagements every day
and has been recognized “eight or
nine times in public—and I don’t
even go out that much!” He and Mr.
Tabarrok also have a textbook for in-
troductory economics due out soon—
the collaboration that years ago
sparked their blog in the first place.

While economics blogs have
helped fill a craving for guidance to
the recession, some of them also be-
came popular for helping alert read-
ers—from the layman to the sophis-
ticated investor—to the looming fi-
nancial crisis before it hit. One in
particular, Calculated Risk—run by
Bill McBride, a retired executive in
California —is often cited as being
particularly prescient in warning
about the housing bubble and bust.

Fans ofthe blogs say reading them
has not only helped them understand
the economy, but has also helped
themmake improvementsto their ev-
eryday life. Even those who majored
inthe subject, such as Nate Chenenko,
23, who works in Washington, D.C., as
a government business analyst, say
they have a new appreciation.

Mr. Chenenko recently decided to
hire a moving company rather than
take the weekend off from his part-
time job operating a bicycle taxi
around the capital. “I realized the op-
portunity cost of taking the day off
would be greater than paying mov-
ers,” he says, “and I’'m not sure I would
havethought of thatifITwasn’t consum-
ing economics on a day-to-day basis.”

—Justin Lahart
contributed to this article.





