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Bernanke offers crisis strategy

Fed chairman’s plan for U.S. economy includes anti-inflation steps, extends near-zero rates

-
-

Getty Images; Associated Press; Agence France-Presse/Getty

Fed Chairman Ben Bernanke, testifying before a congressional panel Tuesday, rejected assertions that
the central bank’s liquidity programs are stoking inflation. 'I'm proud of the work we’ve done,’ he said.

Volvo is optimistic
despite record loss

By OLA KINNANDER

STOCKHOLM—AB Volvo
posted its worst-ever quar-
terly net loss Tuesday as sales
dwindled in the wake of the
economic downturn, but the
truck maker said the drop in de-
mand now appears to have bot-
tomed out.

The world’s second-biggest
truck maker by sales after
Daimler AG posted a net loss of
5.57 billion Swedish kronor
($718.5 million) for the three
months ended June 30, com-
pared with a year-earlier net
profit of 5.13 billion kronor.

Volvo has now racked up a
total of 11.16 billion kronor in
net losses over the past three
quarters. The latest loss was
deepened by 3.2 billion kronor

in write-offs related to provi-
sions for credit losses, layoffs
and costs associated with an
agreement reached with the
United Auto Workers union for
retiree health-care benefits.

Revenue fell 33% to 53.96
billion kronor from 80.31 bil-
lion kronor.

The GoOteborg, Sweden-
based company had a net order
intake of 26,624 trucks in the
second quarter—down 51%
from a year earlier, but up 32%
from the first quarter.

“We see that the decline in
demand has started to level off
and that the markets have sta-
bilized, even though it is still
difficult to predict the rest of
the year,” Volvo said.

The company, which makes

Please turn to page 31

As the wheels turn

The Tour de France is a soap
opera again—and that’s good
Marketplace, page 28

Markets
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DJIA 891594  +0.77
Nasdaq 1916.20 +0.36
DJ Stoxx 600  215.02  +0.84
FTSE 100 4481.17  +0.85
DAX 5093.97 +1.27
CAC 40 3302.89 +0.98
Euro $1.4228 +0.11
Nymex crude  $64.72  +1.16

By ToMm BARKLEY
AND MAYA JACKSON
RANDALL

WASHINGTON—Federal
Reserve Chairman Ben Ber-
nanke shed light Tuesday on
the tool kit the central bank
can employ to unwind its cri-
sis measures, but he made
clear to lawmakers that the
economy remained too weak
to start tightening mone-
tary policy.

The central-bank chair-
man also spent part of his
Capitol Hill hearing on de-
fense, with Republicans crit-
icizing the Fed and attack-
ing the Obama administra-
tion’s plans to make it a new
super-regulator of the finan-
cial system.

Mr. Bernanke reiterated
that despite recent improve-
ments in the economy and fi-
nancial markets, the federal-
funds rate would likely re-
main near zero for an ex-
tended period. But he also
laid out a number of other
steps the Fed could take to
tighten policy as needed to
head off a potential buildup in
inflation.

“In light of the substantial
economic slack and limited in-
flation pressures, monetary
policy remains focused on fos-
tering economic recovery,”
Mr. Bernanke told the House Fi-
nancial Services Committee.

“However, we also believe
that it is important to assure
the public and the markets
that the extraordinary policy
measures we have taken in re-
sponse to the financial crisis

and the recession can be with-
drawn in a smooth and timely
manner as needed, thereby
avoiding the risk that policy
stimulus could lead to a fu-
turerise in inflation,” he said.

During the give-and-take
with lawmakers, Mr. Ber-
nanke rejected assertions
that the Fed’s liquidity pro-
grams were stoking inflation
and argued in favor of the Fed
keeping its consumer-protec-
tion role.

Mr. Bernanke also made
clear that he thought the
central bank could monitor
systemic risk while main-
taining its ability to protect
consumers.

“I'm proud of the work
we’ve done,” he told the
House panel.

Taking aim at pending leg-
islation that would subject
the Fed to greater oversight,
Mr. Bernanke warned that au-
dits by the Government Ac-
countability Office of mone-
tary policy would encroach
onthe central bank’s indepen-
dence. That, in turn, could
stir up inflation challenges,
he said.

“We have to be extra care-
ful that the markets and the
public don’t think that Con-
gress is trying to influence
monetary-policy decisions,”
Mr. Bernanke said during tes-
timony.

Still, lawmakers were re-
luctant to accept the idea that
greater oversight would hurt
the Fed. Rep. Bill Posey (R.,

Fla.) said he didn’t think Con-
Please turn to page 17

Rising U.K. debt

reflects downturn

BY LAURENCE NORMAN

LONDON—The U.K. gov-
ernment borrowed a net
£41.2 billion ($68.2 billion) in
the first quarter of the fiscal
year started in April, the high-
est total since records began
in1946 and a sign of the reces-
sion’s erosive effect on gov-
ernment finances.

The U.K. government is
aiming to borrow £175 billion
in its current fiscal year, as
slumping demand and rising
unemployment in decades
cut into tax receipts and
boost welfare spending.

At £19.6 billion, the govern-
ment’s borrowing, net of the
debt it paid off, in its fiscal
first quarter was double the
amount it borrowed in last

year’s first quarter.

However, there were signs
that the rise in debt was mod-
erating in June. The govern-
ment borrowed a net £13 bil-
lion, up from £7.5 billion in
June 2008, although that was
below the £16 billion in red
ink economists were expect-
ing in a survey last week.

Despite rising welfare
costs linked to the recession,
the overall June rise in cen-
tral government expenditure
was held to 2.8% from a year
earlier.

Meanwhile, central gov-
ernment tax revenue fell by
5.7% on the year, a slower
pace than the year-to-year
tax revenue declines of 11%
posted in April and May and

Please turn to page 31
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Chinese firm investigated

EU, Namibia probe
actions by company
linked to leader’s son

Authorities in Africa and Europe
opened separate investigations into
allegations of wrongdoing involving
a company connected to Chinese
President Hu Jintao’s son, a poten-
tially embarrassing development
for the leadership in Beijing.

By Gordon Fairclough

in Shanghai, Sarah Childress
in Nairobi, Kenya, and Marc
Champion in Brussels

Officials in Namibia are investi-
gating corruption allegations in a
deal involving state-owned Chinese
company Nuctech Co. President
Hu’s son, Hu Haifeng, is a former
president of Nuctech and now the
Communist Party secretary of its
parent company, Tsinghua Hold-
ings Co., according to the parent
company’s Web site.

Three people, including a Chi-
nese citizen identified in court docu-
ments as Nuctech’s Africa represen-
tative, have been arrested as Namib-
ia’s Anti-Corruption Commission
looks into a payment made by
Nuctech to a local consulting com-

CORRECTIONS &
AMPLIFICATIONS

Georgian President Mikheil
Saakashvili said his country’s hopes
of joining NATO are “almost dead.
It’s tragic. If they manage to kill
NATO [Georgia’s hopes of joining
the alliance], it means the Russians
fought for the right reasons.” A page-
one article Monday on Mr. Saakash-
vili’s interview with The Wall Street
Journal incorrectly shortened Mr.
Saakashvili’s comments.

pany after the Chinese firm, which
sells security inspection systems,
won a deal to supply scanners for
Namibia’s ports and airports. Hu
Haifeng isn’t a suspect in the case,
the commission said.

Phone calls to Nuctech and Tsing-
hua Holdings weren’t answered
Tuesday. China’s Foreign Ministry
didn’t respond to a request for com-
ment.

Meanwhile, the European Union
isinvestigating whether Nuctech en-
gaged in unfair trade in its sales of
X-ray scanners in Europe, following
a complaint the company was sell-
ing the products at abnormally low
prices. There is no indication Hu
Haifeng was aware of pricing of
Nuctech products.

The EU and Namibia cases don’t
appear to be related.

Hu Haifeng’s connection to any
public scandal could prove embar-
rassing to the Communist Party and
President Hu’s administration,
which has waged a high-profile cam-
paign against corruption at home.

Relatives of China’s top leaders
generally keep an extremely low pro-
file. It isn’t clear when the younger
Mr. Hu, who is believed to be in his
late 30s, left his position at Nuctech.

Namibian investigators say that
after the Namibian government
signed a $54 million deal with
Nuctech for scanners and made a
$12 million down payment, Nuctech
paid $12 million to a local consul-
tancy, Teko Trading.

“It goes to corruption if these peo-
ple were given this money in order to
influence the authorities to give a
contract to this company,” said Pau-
lus Noa, director of the Namibia Anti-
Corruption Commission.

He said the commission has
handed over information to prosecu-
tors to help them determine
whether they should proceed with
the case.

Meanwhile, police have already
arrested Teko’s co-owners and the
person identified as a Nuctech em-

ployee. The three have each been
charged with fraud, bribery and fail-
ing to report a corrupt transaction.
They were expected to appear in
court Wednesday. Their lawyers
couldn’t be reached to comment.

Beijing has been on high alert for
potential political distractions in a
year full of sensitive political dates,
most notably the 60th anniversary
of the establishment of Communist
Party rule on Oct. 1.

In a sign of the sensitivity of the
case, Chinese-language versions of
foreign news reports about Nuctech
that had been posted in recent days
on at least two Chinese Web sites
were later removed. Efforts to
search for “Hu Haifeng” or
“Nuctech” on Baidu.com, China’s
most popular Internet search en-
gine, returned a message saying:
“The results of your search may not
comply with relevant laws, regula-
tions and policies.”

In the other case linked to
Nuctech, the European Commission
said it began an investigation in
March, prompted by “dumping” alle-
gations by a U.K. competitor of
Nuctech, Smiths Detection Group
Ltd. The commission’s initiating doc-
ument for the probe says it involves
“significant” dumping margins on
sales of the machines, which X-ray
trucks and shipping containers.

The commission calculates
dumping margins by comparing
what it calls “normal” prices for a
product—defined in this case as the
price at which it sells in the
U.S.—with the price at whichit is ex-
ported to the EU.

Smiths produces 80% of all cargo
scanners made in the EU, a €200 mil-
lion ($284 million) market, but has
been losing market share to Nuctech
recently, according to the commis-
sion’s case-initiation document.

The commission has 15 months
from March to complete its investi-
gation, but in the meantime can im-
pose provisional penalties, such as
increased tariffs.
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Strong demand for Hermeés leather goods helped push quarterly sales sharply
higher for the luxury house. Models displayed its fashions at a Paris show in June.

Hermes revenue up 12%
as handbag sales thrive

By MAX COLCHESTER
AND MIMOSA SPENCER

French luxury house Hermes In-
ternational SA posted strong sales
for the second quarter, raising
hopes that global demand for pricey
clothes and bags could increase.

Hermeés, known for its silk
scarves and leather handbags, said
sales rose to €446.6 million ($635.3
million) in the three months ended
June 30, up 12% from the same pe-
riod last year. The company said it is
on track to hit a target of flat sales
this year, compared with 2008.

Hermeés didn’t break out profits
for the quarter.

“If you had told me last year that
we would have flat sales in 2009, I
would have kissed you on both
cheeks,” said Hermés Chief Execu-
tive Patrick Thomas in an interview.

As recession took hold in rich
countries and consumer demand
sagged, 2009 looked set to be a
rocky year for the luxury industry.
Consultant Bain & Co. forecast in a
June report that the global luxury-
goods market would shrink 10% this
year.

However as major fashion com-
panies LVMH Moét Hennessy Louis
Vuitton SA and PPR SA prepare to
present their results next week, ana-
lysts say the worst of the crisis
could be over. Luca Solca, an analyst
at Sanford C. Bernstein, says he ex-
pects LVMH’s Louis Vuitton and
PPR’s Gucci brands to report “simi-
lar trends” to Hermes.

“There are early signs that the
market could be rebounding,” he

said.

Still, Hermeés isn’t an industry
bellwether. A large part of the com-
pany’s sales comes from its leather
goods and saddlery division. Its wal-
lets and popular Kelly and Birkin
handbags so far have resisted the cri-
sis better than so-called hard luxury
products, such as high-priced
watches and jewelry.

The leather-goods division re-
ported a 33% rise in sales to €228
million during the quarter. Part of
the reason for that rise was double-
digit percentage growth in Asia, ex-
cluding Japan. The luxury-goods
market in China, in particular, is
growing.

The company said that it would
continue its expansion in Asia and
the Americas, opening five new
stores in the second half of 2009.

However, the brand’s watch and
tableware businesses, some of
which isn’t sold in Hermeés’s own
stores, continued to suffer as inde-
pendent stores held back on order-
ing new stock. Hermes announced a
11% fall in watch sales compared
with the same period last year. Mr.
Thomas predicted that 2009 would
be “horrible” for this division.

Overall sales for the quarter
were up 13.5% in the Americas but
fell 6.9% in Europe, excluding
France. Sales in Asia-Pacific, exclud-
ing Japan, increased 36.7%.

Despite Hermes’s results Mr.
Thomas remained cautious. He
noted that a spread of the HIN1
swine flu could have a negative ef-
fect on sales as tourists curtail travel
and spend less in foreign countries.
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CEO-to-be quits Temasek

Singapore fund
blames differences
over ‘strategic issues’

BY PETER STEIN
AND COSTAS PARIS

Plans for a foreigner to run Sin-
gapore’s Temasek Holdings Pte. Ltd.
for the first time fell apart as the
state-owned investment firm said
Charles “Chip” W. Goodyear won’t
become chief executive after all.

The unexpected departure of Mr.
Goodyear, formerly chief executive
of BHP Billiton Ltd., is likely to raise
questions about Temasek’s direc-
tion and its willingness to embrace
change as it seeks to raise profes-
sional standards. Ho Ching, the
56-year-old current CEO who had
planned to step down, will remain
until a new successor is named.

In a statement, Temasek blamed
the decision on “differences regard-
ing certain strategic issues.” The
board and Mr. Goodyear, a 51-year-
old American, agreed to terminate
the transition process and his role
as CEO-designate and board mem-
ber effective Aug. 15, it said. He was
to have become CEO on Oct. 1.

Mr. Goodyear couldn’t be reached
for comment. A Temasek spokesper-
son said he was on vacation.

A major player on the interna-
tional investment scene, Temasek
manages a portfolio with about 185
billion Singapore dollars

(US$128.36 billion), and is one of the
world’s most experienced sovereign-
wealth funds.

At an internal briefing Tuesday
afternoon, Temasek Chairman S
Dhanabalan told employees that Mr.
Goodyear initiated the decision to
leave, according to someone
present. During a question-and-an-
swer session, those who attended
the meeting were largely silent.

Already, some of Mr. Goodyear’s
initiatives to bring about change
had met with a poor reception. His
proposals for the firm’s new strate-
gic direction were considered too
risky by some, a person familiar
with the situation said.

In addition, this person said Mr.
Goodyear planned changes in senior
management that weren’t well re-
ceived by Temasek’s board.

Temasek had named Mr. Good-
year in February as the successor to
Ms. Ho, who is married to Singapore
Prime Minister Lee Hsien Loong.

His appointment was hailed as a
move that would inject fresh blood
into Temasek, a company set up in
1974 as a vehicle to hold govern-
ment investments and assets, includ-
ing major stakes in some of the city-
state’s more prominent businesses.

Aside from his experience at BHP
Billiton, Mr. Goodyear was chief finan-
cial officer at Freeport McMoRan
Inc., a copper-and-gold producer.
Some speculated he might help Te-
masek make inroads into commodity-
related investments at a time when
rising demand from China is present-
ing opportunities in that sector.

Faurecia’s outlook signals
worst over for auto industry

By DAVID PEARSON

PARIS—French car-parts maker
Faurecia SA said Tuesday it expects
to break even on an operating basis
in the second half, despite a sharply
wider first-half loss, and signaled
that the worst of the automobile in-
dustry’s slump was over.

Faurecia, which is 71%-owned by
French auto maker PSA Peugeot-Cit-
roén SA, is one of the first European
companies in the auto sector to re-
port first-half results, and is often
viewed as a bellwether for its parent
company, as well as for the broader
European automotive industry.

The company’s first-half loss
swelled to €364.6 million ($518.7
million) from a €22.2 million loss a
year earlier. Revenue dropped 34%
to €4.38 billion from €6.6 billion, re-
flecting a 34% drop in automobile
production in Europe and a 52%
plunge in North America.

A €406 million reduction in costs
damped the impact of the industry
downturn by about 60%, said Faure-
cia, which raised its target for full-
year cost cuts to €700 million from
€600 million.

Even though the company ex-
pects its second-half sales to drop
10% in Europe and 35% in North
America, it was optimistic in its out-
look for the rest of the year. Faurecia
said its second-quarter operating
loss narrowed to €27.6 million from
€160 million in the first quarter.

“It’s a bit too soon to say that we’ll
be in positive territory” on an opera-
tionalbasisin the second half, Chief Ex-
ecutive Yann Delabriére said in an in-
terview with French radio station
BFM.

However, Mr. Delabriére warned
that, in value terms, the outlook was
less favorable, as car makers were
producing more smaller and
cheaper cars with fewer extras.

(razprom may delay gas project

MOSCOW—Russia’s OAO Gaz-
prom said Tuesday it may delay de-
velopment of the giant Shtokman
gas-condensate field if demand for
gas remains depressed.

The state-controlled company
said last month it would postpone
the launch of another major field, Bo-
vanenkovo, on the remote Yamal
peninsula, as the global recession
cuts demand for its natural gas in
Russia and Europe.

In the first phase of development,
Gazprom had originally planned for
Shtokman to produce 23.7 billion cu-

bicmeters of natural gas a year start-
ing in 2013 and up to 7.5 million met-
ric tons of liquefied natural gas, or
LNG, a year starting in 2014.

“This timeline may be revised ac-
cordingly to reflect natural gas mar-
ket conditions,” the company said in
the eurobond memorandum Tuesday.

Gazprom’s European exports
fell by almost a third in the first half
of the year to 60.4 billion cubic
meters from 89.1 billion a year ear-
lier, amid high gas prices and falling
demand, the company said in the
memorandum.

At the time of his appointment,
Ms. Ho noted that “Chip has capabili-
ties that I don’t have.”

The trim, silver-haired Mr. Good-
year brought a more worldly back-
ground to Temasek than Ms. Ho,
whose career has been based in Sin-
gapore, where she began work at the
Ministry of Defense and took over as
Temasek’s CEO in 2004.

As CEO-designate, Mr. Goodyear
pushed to instill a tighter sense of
discipline within the company, say
people at Temasek. People who
didn’t show up on time for internal
meetings were fined for each
minute they were late, they say. Typ-
ing messages on BlackBerrys during
meetings was prohibited. Attendees
at meetings were pressed to defend
their positions on investments in
front of their peers, something few
were used to doing.

Temasek’s chairman says the firm
hopes to build on some of Mr. Good-
year’s “process initiatives” even af-
ter the CEO-designate’s departure.

The past year has been a difficult
one for Temasek. Earlier this year, it
came under pressure at home over big
losses from its investments in West-
ernbanks. Shortly after the announce-
ment of Mr. Goodyear’s appointment,
Singapore’s government disclosed
that the value of Temasek’s invest-
ment portfolio fell 31% in the eight
months that ended in November, a
drop of 58 billion Singapore dollars.

Temasek sold out of its invest-
ments in Bank of America Corp. and
Barclays PLC at the end of last year
and the beginning of this year, before

euters (Ho Ching); Bloomberg News (Goodyear)
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Ho Ching, left, with announced-successor Charles Goodyear at a news

conference in February 2009

In, then out | Key events in Temasek’s recent history

December 2008 - January 2009:
Most of Temasek's roughly 2% stake
in Barclays sold for a total loss of
about $850 million

First quarter 2009: A 3.8% stake in
Merrill Lynch & Co., now part of Bank
of America, sold for a loss of about
$4.6 billion

Feb. 6, 2009: Temasek announces
that Charles Goodyear, a former BHP

Source: WSJ reporting

a rally in global markets that would
have recouped some of the compa-
ny’slosses. Temasek defended its de-
cisions, saying the nature of its in-
vestment in Merrill Lynch fundamen-
tally changed after the sale to Bank of
America, and the global investment
environment also was different from
when it first entered its deals.

Mr. Goodyear’s experience at Te-
masek will raise doubts about

Billiton CEO and a former associate
at Kidder Peabody, will succeed Ho
Ching as CEO on October 1, 2009

Feb. 10: The Singapore government
said that Temasek’s portfolio shrank
31% to S$127 billion in the eight
months to November 2008

July 21: Temasek announces
Goodyear won't take over as CEO

whether another foreigner will be
welcome in the top job at Temasek.
In response to whether Temasek
would consider other foreigners for
the job, Mr. Dhanabalan said in a
statement that “Temasek should be
helmed by the best person for the
job,” and noted that the company
would continue with its succession
planning. —Se Young Lee
contributed to this article.
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Southwest Airlines, UAL turn in profits

But Continental Air posts a loss as the airline industry continues to face lackluster demand amid the recession

By SusAN CAREY

Southwest Airlines Co. distin-
guished itself among some of its
larger rivals by producing a second-
quarter profit, reversing three un-
characteristic quarters of red ink.

But the chief executive of the dis-
count giant said the tough operating
climate makes it impossible to predict
a profitable third quarter, normally
the strongest period for the industry.

United Airlines parent UAL
Corp. also reported a small profit,
including hedge gains and account-
ing charges. But without those
items, the carrier notched a loss of
$323 million.

United said its passenger reve-
nue fell by 25%, compared with a
year ago, and its international rev-
enue declined by nearly 32%. As a
result, the No. 3 U.S. airline by traf-
fic said it plans to trim overseas ca-
pacity by 7% in the last four
months of the year.

Continental Airlines Inc. said it
lost $213 million in the June quarter
on a 23% decline in revenue, mark-
ing its seventh consecutive quarter
of deficits. The Houston-based car-
rier said it will eliminate another
1,700 positions and raise its fee for
checked baggage by $5 for those
who don’t prepay online.

Last week, American Airlines par-
ent AMR Corp. posted a big second-
quarter loss. Delta Air Lines Inc.
and US Airways Group Inc. are ex-
pected to announce losses when
they report later this week. By con-
trast, discounters JetBlue Airways
Corp. and AirTran Holdings Inc. are
expected to be profitable, as is
Alaska Air Group Inc.

Dallas-based Southwest, the No.
5 U.S. airline by traffic, said it
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Continental Airlines posted a $213 million second-quarter loss. Above, Continental jets in January at a Houston airport terminal.

earned $54 million, or seven cents a
share, down from $321 million, or
44 cents a share, a year earlier. Ex-
cluding items, earnings came to $59
million, or eight cents a share, com-
pared with $121 million, or 16 cents a
share, a year earlier.

Total revenue fell 8.8% to $2.6 bil-
lion from a year earlier. Unit reve-
nue—the amount taken in for each
seat flown amile—slid by 6%, South-
west said. Unless passenger de-
mand rebounds strongly, Southwest
expects third-quarter unit revenue

to decline more than it did in the
June period. Gary Kelly, chairman
and chief executive, said the current
recession is creating “without a
doubt one of the worst revenue envi-
ronments for the airlines, ever.”

In an effort to resize the airline to
the weak demand picture, South-
west said 1,400 employees signed up
for early employment buyouts in the
second quarter, a voluntary program
that will cost about $70 million. The
company’s fuel bill declined by 23%
in the latest quarter. Southwest, the

onlylarge U.S. carrier with aninvest-
ment-grade credit rating, said it had
$2.4 billion of cash and short-term
investments at the end of June, and
only “minimal” debt obligations for
the rest of the year.
Chicago-based United said it
earned $28 million, or 19 cents a
share, compared with a year-ago
loss of $2.7 billion on a huge good-
will impairment item. Revenue fell
to $4 billion from $5.4 billion a year
earlier. Its fuel bill declined by 64%
in the latest quarter and it produced

$305 million of positive free cash
flow in the period.

The company, which has been ru-
mored to be facing a liquidity crisis,
said it closed the quarter with $2.6
billion of unrestricted cash, up $600
million from the start of the year
and $100 million better than earlier
guidance. United alsoraised an addi-
tional $155 million in cash earlier
this month through a secured financ-
ing transaction. “Our solid cash bal-
ance...holds us in good stead with
the agreements we have in place
with our primary credit-card pro-
cessing companies,” said Kathryn
Mikells, UAL’s chief financial officer.

United said its unit revenue fell
17% in the latest quarter, but it is
maintaining solid cost control and
expects its unit costs, excluding fuel
and items, to be basically flat for the
rest of the year.

Continental, the No. 4 U.S. airline
by traffic, said that excluding
charges of $44 million, it posted a
loss of $169 million, or $1.36 per
share, in the June quarter. While its
fuel expenses fell 46%, revenue skid-
ded by 24% on weak business travel
demand, promotional pricing and
the effects of the HIN1 virus scare.

As aresult, Continental said it in-
tends to raise revenue and reduce
costs to achieve about $100 million
in annual benefits by 2010. Aside
from reducing another 1,700 jobs on
top of 500 reservations positions an-
nounced earlier and voluntary
leaves of absence for 700 flight at-
tendants, Continental said it will
raised its checked bag fee by $5 for
those who don’t prepay online, and
raise its telephone reservations
booking fee by $5.

Continental closed the quarter
with $2.7 billion of unrestricted
cash and short-term investments.

Merck profit slips amid deal costs

BY PETER LOFTUS

Merck & Co.’s second-quarter
profit fell 12% amid merger costs
and lower vaccine sales, while cost
cuts helped merger partner Scher-
ing-Plough Corp. report higher
quarterly earnings.

Both companies faced head-
winds from a weak economy and un-
favorable currency-exchange
rates, as well as sales declines for
their jointly marketed cholesterol
drugs, which have been hurt by con-
cerns about their efficacy and
safety.

Merck, based in Whitehouse Sta-
tion, N.J.,is in the process of acquir-
ing Schering-Plough in a cash-and-
stock deal valued at $41 billion
when announced in March. The
deal is subject to government anti-
trust clearance and approval by
both drug makers’ shareholders. It
is expected to close by year-end.

Merck, which has been hurt by
drug-patent expirations and re-
search setbacks, pursued Schering
to gain access to arelatively strong
late-stage research pipeline.
Merck also expects the deal to gen-
erate significant cost savings, in-
cluding a planned 15% reduction in
the combined entity’s work force.

Although Merck’s numbers
were down, they exceeded Wall
Street expectations.

Some of the upside appeared to

Merck

Net income/loss, in billions
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come from a rebound in Merck’s
top-selling drug, Singulair, an al-
lergy and asthma medication. Sin-
gulair sales rose 16% to $1.3 billion,
following declines in recent quar-
ters amid reports of the drug’s pos-
sible association with suicidal be-
havior. Deutsche Bank this week
said Singulair demand was helped
by a “strong” allergy season.
Merck said earnings for the
three months ended June 30 fell to
$1.56 billion, or 74 cents a share,
from $1.77 billion, or 82 cents a
share, a year earlier. The latest
quarter included restructuring and
merger costs; excluding these,
earnings were 83 cents a share,

well ahead of the 77-cents-a-share
mean estimate of analysts sur-
veyed by Thomson Reuters.

Merck’s second-quarter sales
fell 3% to $5.9 billion, but exceeded
the Thomson Reuters estimate of
$5.84 billion. Sales were weighed
down by currency rates; excluding
this effect, sales would have risen
3% from a year earlier.

Schering-Plough, based in Kenil-
worth, N.J., said second-quarter
profit rose 45% to $671 million, or
38 cents a share, from $462 mil-
lion, or 26 cents, a year earlier. Ex-
cluding one-time items, earnings
would have been 46 cents a share,
ahead of the Thomson estimate of
45 cents a share.

Sales dropped 5.6% to $4.6 bil-
lion, with unfavorable currency
rates reducing growth by 10 per-
centage points. Sales of arthritis
drug Remicade rose 2% to $565 mil-
lion, while gains also were posted
for allergy drug Nasonex and can-
cer drug Temodar.

At Schering’s animal-health
unit, sales fell 17% to $677 million.
Chief Financial Officer Robert Ber-
tolini attributed the drop to “tough
global economic conditions,” diffi-
cult comparisons with a year-ear-
lier period that included the launch
of abluetongue vaccine, and theim-
pact of 2008 product divestitures.

Schering’s consumer-product
sales dropped 5% to $381 million.

J&J deal with Elan gives

drug firm sway over Biogen

BY JEANNE WHALEN

Pharmaceutical giant Johnson &
Johnson has cut a deal that gives it sig-
nificant influence over the future of
U.S. biotech company Biogen Idec
Inc., a partner of both companies said
Tuesday.

As part of an agreement earlier
this month to buy 18.4% of Irish bio-
tech firm Elan Corp., J&J also ac-
quired a chance to snatch away one of
Biogen’s most valuable drugsif Biogen
is ever taken over by another com-
pany, Elan officials said. Neither Elan
nor J&J disclosed the arrangement in
announcing J&J’s investment.

Currently, Elan and Biogen jointly
own and sell the multiple-sclerosis
drug Tysabri, but each has theright to
buy out the other if one is approached
by a potential acquirer.

Under the deal with Elan, J&J
would have the right to finance Elan’s
purchase of Biogen’s Tysabristake and
would take ownership of the stake if it
exercised that right, Elan officials said
on a conference call with investors
Tuesday. Because J&Jhas deeper pock-
ets than Elan, the deal makes Biogen
more likely to lose its Tysabri stake if
the company is taken over.

If J&J decided not to exercise its
right, Elan would have to finance the
purchase of the Tysabri stake some

other way, Elan officials said.

A spokeswoman for Elan said J&J
didn’t compensate Elan for the Tysa-
bri arrangement. A J&J spokesman
said the company had “nothing to
add” to Elan’s statements. A Biogen
spokeswoman declined to comment.

The Tysabri deal gives J&J a lever
over Biogen, one of the few remaining
independent biotech companies of sig-
nificant size, a valuable property at a
time when big drug companies have
been scrambling to refill their pipe-
lines of drugs in development. It also
shows that J&J’s interest in Elan goes
beyond the Irish company’s experi-
mental drugs for Alzheimer’s disease,
the main reason J&J cited for taking
its Elan stake. Tysabri generates
nearly $1 billion in revenue a year.

The fact J&J could have the ability
to take away one of Biogen’s most lu-
crative products could discourage
any potential suitor from bidding for
the biotech, said Matt Strobeck, a
partner at Westfield Capital Manage-
ment Co., which A Biogen spokes-
woman declined to comment.

Elan also said Tuesday that cost
cuts and increased demand for Tysa-
bri helped narrow its second-quarter
net loss to $68.2 million from $71.5
million a year earlier.

—Quentin Fottrell
contributed to this article.



THE WALL STREET JOURNAL. WEDNESDAY, JULY 22, 2009 5

Pairing strength and precision
to power you forward.

Bank of America Merrill Lynch has emerged as a business of strength, size and capability. We offer . ==
Bankof America %7

companies and institutional investors worldwide an integrated range of advice, products and expertise MerriII Lynch

to meet their most complex challenges. Working together, we're advising, structuring and executing

our clients’ transactions with deeper insight and precision. Using skillful strokes and synchronized
GLOBAL CORPORATE & INVESTMENT BANKING

moves, we can help you realize the full potential of every opportunity. GLOBAL MARKETS

“Bank of America Merrill Lynch” is the marketing name for the global banking and global markets businesses of Bank of America Corporation. Lending, derivatives, and other commercial banking activities are performed globally
by banking affiliates of Bank of America Corporation, including Bank of America, N.A., member FDIC. Securities, strategic advisory, and other investment banking activities are performed globally by investment banking
affiliates of Bank of America Corporation (“Investment Banking Affiliates”), including, in the United States, Banc of America Securities LLC and Merrill Lynch, Pierce, Fenner & Smith Incorporated, which are both registered
broker-dealers and members of FINRA and SIPC, and, in other jurisdictions, locally registered entities. Investment products offered by Investment Banking Affiliates: Are Not FDIC Insured - May Lose Value - Are Not Bank Guaranteed.
AR83652 ©2009 Bank of America Corporation




6 WEDNESDAY, JULY 22, 2009

THE WALL STREET JOURNAL.

CORPORATE NEWS

Coca-Cola profit jumps 43%

Growth in China,
India offsets decline
in North America

BY VALERIE BAUERLEIN

Coca-Cola Co. posted better-
than-expected second-quarter
profit, reflecting robust volume
growth in China and India that
helped offset so-so beverage sales in
U.S. and Europe.

The strengthened dollar reduced
revenue and operating profit at the
Atlanta-based beverage giant,
which derives about 80% of its earn-
ings from markets outside North
America. Currency fluctuations
posed abigger headwind in the quar-
ter than some analysts had pre-

dicted, and Coke said it expects cur-
rency fluctuations to reduce operat-
ing-profit growth by between 12 per-
centage points and 14 percentage
points in the third quarter.

In an interview, Chairman and
Chief Executive Muhtar Kent said
the company was able to blunt the
impact of the global economic slow-
down with new products and packag-
ing options, like a new contour 2-li-
ter bottle.

In North America, beverage sales
continued to decline, with Coke’s
unit case volume slipping 1%. But
Coca-Cola Zero’s expanding popular-
ity and a new 99-cent 16-ounce bot-
tle sold widely in convenience
stores helped offset economic pres-
sures, he said. Coke is also offering a
wider range of brewed teas, juices
and smoothies at fast-food restau-
rants, to take advantage of in-

creased traffic as consumers trade
down from sit-down casual chains.

Coke said 33% volume growth in
India and 14% volume growth in
China helped drive a 4% global vol-
ume increase despite the weakened
global economy. Mr. Kent cited Chi-
na’s massive stimulus package,
which he said has boosted manufac-
turing growth, increased loans and
capped unemployment.

In the U.S., he said lower gaso-
line prices are giving a bigger
boost to beverage sales than stimu-
lus dollars, which are still being
disbursed. “When more people are
driving, more people are moving,”
he said. “More movement means
more consumption.”

Coke said it would start buying
back as much as $1 billion of its own
shares in the second half, after halt-
ing the program last fall to conserve

cash for its effort to buy China’s
Huiyuan Juice Group Ltd. for $2.4
billion. That deal was nixed in
March by Chinese regulators. Coke
said it would also be on the lookout
for acquisitions in the U.S. and
abroad, citing its recent $44 million
stake in British smoothie maker In-
nocent Ltd.

Profit rose to $2.04 billion, or 88
cents a share, up 43% from $1.42 bil-
lion, or 61 cents a share, a year ear-
lier. Excluding special items, such as
a prior-year write-down and
charges of 40 cents, earnings fell to
92 cents from $1.01. Revenue de-
creased 9% to $8.27 billion. The
strengthened dollar shaved nine per-
centage points off revenue growth,
and 14 percentage points from oper-
ating profit growth.

The company benefited from eq-
uity income from its bottlers.

subscription.

Mr/Mrs/Ms Full Name

Subscribe to The Journal Europe

& Save up to 36%

If your answer is “a good offer”, then here are two:
Subscribe to The Journal Europe today and you will
save up to 36% off the annual newsstand cost,
while getting 21 extra issues free.

THE WALL STREET JOURNAL.

— T

PRINT S ONLINE o MOBILE

[ Please send me The Wall Street Journal Europe for the next 13 months
for £320/ €480/ CHF 940. | understand that the extra month (21
issues) is free of charge and will be added to the end of my annual

*For other currencies, please call +44 (0) 207 309 7799.

(Circle One)

Job Title*

Company*

Delivery Address

City

Postcode/Zip

Country

Email

in subscription delays.

*Optional. All other information is required. Failure to provide obligatory information will result

PLUS get an extra 21 issues FREE!

What does it take to get people spending again?
What does it take to convince you to purchase a
subscription to The Wall Street Journal Europe?

As a subscriber to The Journal Europe, you will
naturally enjoy unrestricted access to WSJ.com for
the full term of your subscription.

To claim your stimulus package today, simply
complete and return the coupon below or visit:
www.services.wsje.com/2 1free

PAYMENT METHOD:
O 1am paying by credit card.

Clvisa Clamex [eurocard [ Mastercard

Card No.

THE WALL STREET JOCENAL
= LEEEs ]

Ut Euiroper badil U line?

LT LT iy oate

Signature

Date

[ Please invoice me/my company.

TO SUBSCRIBE:

Complete this coupon and post to: Subscriber Relations,
The Wall Street Journal Europe, Stapleton House,
29-33 Scrutton Street, London EC2A 4HU, UK

Fax to: +44 (0) 20 7426 3329

Visit: www.services.wsje.com/2 1free

Phone: +44 (0) 20 7309 7799

Please quote your tracking code when asked: HSHSEDA0OOU

We may provide your information to third parties, including companies outside of the EU, in order to
fulfill your subscription request, process data and provide you with promotional information from WSJE,

its affiliates and other carefully selected companies.

| do not wish to receive promotional materials from other carefully selected companies.
1 do not wish to receive promotional materials from WSJE or its affiliates.
Hand delivery subject to confirmation by local distributor. Offer only open to new subscribers.
Please allow up to 2 weeks for delivery to commence.
©2009 Dow Jones & Company Inc. All rights reserved.

D%VJQNES\;

News executives
say hacking was
isolated incident

By AARON O. PATRICK

LONDON—Current and former ex-
ecutives from the News of the World
newspaper told a parliamentary com-
mmittee on Tuesday that illegal tac-
tics used by a reporter to access
phone messages were isolated to the
disgraced former correspondent.

But the executives faced skepti-
cism from some members of Parlia-
ment who questioned whether the
practice was more widespread.

The hearing was prompted by a
report this month by the Guardian
newspaper claiming that News of
the World reporters routinely ob-
tained confidential information
about celebrities and politicians us-
ing subterfuge, including “phone
hacking,” the practice of gaining un-
authorized access to an individual’s
mobile-phone voice mail.

The allegations stemmed from a
2006 case in which Clive Goodman,
then a reporter
for the News of
the World, and a
private investiga-
tor, Glenn Mul-
caire, were jailed
for obtaining in-
formation from
voice mails of em-
ployees of the
British royal fam-
ily. News Corp.,
which owns
News of the
World, has denied almost all of the
Guardian’s allegations; it has ac-
knowledged one, saying it settled a
lawsuit with Gordon Taylor, the
head of a football players’ union,
over the hacking of his voice mail.

“News of the World staff have
been accused of systematic illegality.
Where is the evidence?” asked Colin
Myler, News of the World editor.

Some committee members ex-
pressed doubt about News Corp.’s de-
fense. “The theory that it was one
rogue maverick [journalist] seems
to be a somewhat discredited the-
ory,” said Philip Davies, a Conserva-
tive member of Parliament.

He was referring in part to a fol-
low-up article in which the Guardian
published copies of an email that it
said shows the transcript of a taped
voice mail made for one of the tab-
loid’s top reporters.

At Tuesday’s hearing, Mr. Myler
said the reporter can’t remember
ever seeing the transcript, and nei-
ther does a junior reporter who the
Guardian said typed up the transcript.

The dispute is complicated by his-
torical rivalries in the British media.
The left-leaning Guardian has writ-
ten critically about the power
wielded by News Corp., Britain’s big-
gest national newspaper publisher
by circulation. (News Corp. owns
Dow Jones & Co., publisher of The
Wall Street Journal.)

On Tuesday, Mr. Myler said the
payment to Mr. Taylor, of the football
players’ union, for damages and legal
costs was authorized by James Mur-
doch, who heads News Corp.’s opera-
tions in Europe and Asia, after the
company received legal advice that it
was warranted. Mr. Taylor asked
that the settlement be kept confiden-
tial, Mr. Myler said. Mr. Taylor, who
was paid £750,000 ($1.2 million),
hasn’t commented on the matter.

Messrs. Goodman and Mulcaire
were fired by News of the World when
they were sentenced to jail. A lawyer
for News Corp. said the company was
obliged to make severance payments
to them after their release from jail.

<
James Murdoch
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Grocer lifts profit forecast

U.K.'s Morrison says
fiscal 2010 will show

it gained customers

BY LILLY VITOROVICH
AND MICHAEL CAROLAN

LONDON—William Morrison Su-
permarkets PLC on Tuesday up-
graded its earnings forecast for fis-
cal 2010 as the U.K. grocer lured cus-
tomers from bigger rivals with its
low-priced fresh-food range and cut
costs more than expected.

Worries about the U.K.’s rapidly
deteriorating economy have pun-
ished many fashion, home-furnish-
ing, electronics and white-goods re-
tailers and have also intensified the
competition among grocers over the
past year. As consumers seek to save
money on groceries, players such as
Morrison, J Sainsbury PLC and Asda
Group Ltd.—aunit of U.S.-based Wal-
Mart Stores Inc.—have been taking
market share from heavy-
weight Tesco PLC and up-
market food chains Wait-
rose and Marks & Spencer
Group PLC.

Morrison saw its mar-
ket share jump to 11.6% in
the 12 weeks ended July 12
from11.2% a year earlier, ac-
cording to data published
Tuesday by market-re-
search company Taylor Nel-
son Sofres.

At Tesco, the U.K.’s big-
gest retailer by sales, market share
fell to 30.8% during the period from
30.9% ayear earlier, said TNS, which
monitors the household grocery pur-
chasing habits of 25,000 demograph-
ically representative U.K. house-
holds. Asda, the country’s No. 2 re-

Marc Bolland

Total till roll

Market share of Britain’s consumer
spending for the quarter ending
July 12

Tesco | 305
Asda [N 17
sainsbury’s | 16
Morrisons - 11.6
Co-operative® - 8.2
Somerfield JJj 2.8
Waitrose 3.9
Iceland ] 1.7
Aldi [l 3
Lidl ] 2.4

*Includes Co-op and Somerfield
Source: TNS

tail player, saw its market share rise
t017% from 16.7% during the period.

In its unscheduled trading up-
date, Morrison said its strong per-
formance in the first quar-
ter of fiscal 2010 continued
in the second quarter, with
sales growth “well ahead of
the market.”

As a result of opera-
tional improvements, Mor-
rison said, its full-year
gross margin, excluding
fuel, will exceed its original
forecast by around 0.4 per-
centage point.

Morrison said the initia-
tives in its Optimization
Plan, put in place in 2007 under the
helm of Chief Executive Marc Bol-
land, are progressing well and are ex-
pected to exceed expectations by
£20 million ($33.1 million). The com-
pany declined to release the details
of the plan, saying a full report for

the first half, ending Aug. 2, will be
published Sept. 10.

“The business’s performance to
date, the successful implementation
of the Optimization Plan and its con-
tinuing customer growth now give
the board confidence that the com-
pany’s full-year results will be
ahead of its earlier expectations,”
Morrison said.

Morrison said it is benefiting
from its focus on fresh and locally
sourced food as well as price cuts
and promotions.

Mr. Bolland said the strong per-
formance was driven by double-digit
growth in the company’s fresh-prod-
ucts categories. He said candy and
cakes also sold well, with cake sales
up “far higher than double digit” in
percentage terms, as customers
turned to treats during the economic
downturn.

The strong volume growth has
helped the company produce supply-
chain savings, Morrison said. A com-
pany spokeswoman declined to elab-
orate on the savings.

Morrison’s bullish trading up-
date Tuesday was well received by
retail analysts and investors, who
pushed the stock up. The shares
closed up 8.2% to 274 pence, valuing
the company at £7.23 billion, in an
overall higher London market.

“Morrison is demonstrating that
is has kept the best of its old retail
DNA and is benefiting from a strong
infusion of the new,” Bank of Amer-
ica Merrill Lynch retail analysts said
in a research note. They reiterated
their buy rating on the stock.

Last month, the company posted
a 8.2% rise in sales at stores open at
least a year, excluding fuel and value-
added taxes, for the fiscal first quar-
ter. But the company didn’t raise its
full-year outlook, which disap-
pointed the market.

Retailer Next boosts outlook

BY LILLY VITOROVICH
AND JONATHAN BUCK

LONDON—Next PLC, a UK. cloth-
ing and houseware retailer, Tuesday
raised its full-year profit guidance af-
ter better-than-expected product ne-
gotiations with suppliers and sales re-
ceived a boost from warm weather.

Next, which competes against
Marks & Spencer Group PLC and de-
partment-store chains, brought for-
ward a trading update by one week to
report al.3%rise in total sales, exclud-
ing value added tax in the 25 weeks
ended July 18 from a year earlier.

Retail sales rose 1.4% for that

period, while sales from stores
open at least a year were down
1.9%. Directory sales edged up
1.1%. It said better weather this
year helped boost retail sales by
between 2% and 3%.

Next, which began its end-of-
season sales July 18 with 19% less
stock than last year, said increased
sales at full price and better clear-
ance rates had allowed it to add £15
million ($24.8 million) to its inter-
nal profit forecast for the first half
ending July 25. It has also added
£15 million to its internal profit
forecast for the second half as a re-
sult of better-than-planned prod-

uct negotiations and sourcing.

Charles Stanley analyst Sam
Hart said Next’s performance was
“materially better than guidance
provided” at the time of its fiscal
first-quarter trading update in May,
when the group forecast a decline in
first-half retail same-store sales of
between 4% and 7%, and broadly flat
Directory sales.

Mr. Hart has provisionally up-
graded his profit before tax fore-
cast by around 8% to £405 million
for fiscal 2010 and upgraded the
stock to accumulate from hold.
That compares with £429 million in
fiscal 2009.

Ray Shaw, 15, was Dow Jones president

BY STEPHEN MILLER

Ray Shaw, former president of
Dow Jones & Co., publisher of The
Wall Street Journal, died Sunday at
age 75.

After retiring from Dow Jones at
55in 1989, Mr. Shaw built a new ca-
reer as chairman of American City
Business Journals Inc., a Charlotte,
N.C., publisher.

A native of El Reno, Okla., Mr.
Shaw got his start as a reporter at
his hometown paper and later
worked on the Daily Oklahoman and
for the Associated Press. He was
hired at the Journal in 1960 and
worked as a reporter and editor be-

fore becoming founding managing
editor of AP-Dow Jones, an interna-
tional news service operated jointly
with the AP.

In 1979, he became president and
chief operating officer of Dow Jones,
the second-highest-ranking execu-
tive at the company. Mr. Shaw helped
expand into electronic publishing.

“He was a first-rate newsman
who then became an even better
news and business executive,” said
Peter R. Kann, associate publisher
of The Journal while Mr. Shaw was
president, and later chief executive
officer of Dow Jones.

Mr. Shaw died after going into
shock when he was stung by a wasp,

although he had no known allergy to
stings, his son said.

In April, Mr. Shaw was given a dis-
tinguished achievement award by
the Society of American Business Ed-
itors and Writers, which cited him
for accomplishments “in his so-
called retirement.”

He purchased ACBJ with newspa-
per and broadcast mogul Edward Gay-
lord for $43 million in 1989, and sold
it to Advance Publications Inc.in 1995
in a deal valued at $268.9 million.

“Ray was a special person who rep-
resented what is best in journalism,”
said S.I. Newhouse Jr., chairman of
Advance. —Russell Adams

contributed to this article.

Lockheed profit falls 17%

as information unit slips

BY KERRY GRACE BENN

Lockheed Martin Corp.’s second-
quarter profit fell 17% on pension-re-
lated charges and challenges in its in-
formation-systems business. Still,
the defense contractor’s results
beat views.

Chairman and Chief Executive
Bob Stevens said recently that he ex-
pects Lockheed to squeeze out even
more operating profit as key pro-
grams mature and boost profitabil-
ity. And he noted Tuesday that Lock-
heed is applying additional re-
sources to the information-systems
business to boost results there.

Lockheed, the biggest supplier of
information technology to the U.S.
government, posted income of $734

million, or $1.88 a share, compared
with $882 million, or $2.15 a share, a
year earlier. The latest results in-
cluded 19 cents a share in pension-re-
lated expenses, while the prior
year’s included a net gain of 19
cents.

Revenue rose 1.8% to $11.24 bil-
lion. Analysts surveyed by Thomson
Reuters expected earnings of $1.81a
share and revenue of $11.14 billion.

Gross margin fell to 9% from
10.8%.

At its information-systems and
global-services business, earnings
declined 8.8% amid lower volume on
security solutions and a year-earlier
gain. Revenue for the segment rose
5.6%. Earnings at the aeronautics di-
vision grew 9% as revenue rose 7%.

India files police complaint
about Continental frisking

By SANTANU CHOUDHURY

NEW DELHI—India’s Bureau of
Civil Aviation Security filed a com-
plaint on Tuesday with local police
against Continental Airlines Inc.
for frisking the country’s former
president, APJ Abdul Kalam, before
he boarded a flight to New York.

The filing of a first information
report followed strong protests by
lawmakers in Parliament earlier in
the day.

The civil aviation ministry said ina
statement that the frisking took place
on April 21in New Delhi. The police re-
port, filed on the directions of the civil
aviation ministry, said the staff of Con-
tinental Airlines had “wrongfully”
frisked Mr. Kalam, in contravention to
bureau rules that exempt specified
VIPs from such body checks.

The Bureau of Civil Aviation Secu-
rity, which is part of the civil avia-

tion ministry, is responsible for lay-
ing down standards of pre-embarka-
tion security and antisabotage mea-
sures for all civilian flights in India.

The police report was filed after
the U.S.-based carrier failed to re-
spond to a show-cause notice issued
by the bureau July 9 seeking an ex-
planation, the statement said.

Laurent Recoura, Continental’s
senior country director in charge of
India, said the frisking was done be-
causeit had to follow the rules of the
Transportation Security Adminis-
tration/U.S. Department of Home-
land Security for all carriers flying
to the U.S.

“TSA requirements impose a final
security check in the aerobridge just
before boarding the aircraft,” he said.
“This procedure is followed by all car-
riers flying to the U.S. from most of
the countries in the world, and there
is no exemption to this rule.”

Feud at South Korean car plant
deepens as police spray tear gas

ASSOCIATED PRESS

SEOUL—Helicopters sprayed
tear gas on auto workers using sling-
shots to shoot nuts and bolts at riot
police Tuesday amid a tense labor
dispute at the main factory of a
South Korean auto maker.

Hundreds of fired Ssangyong Mo-
tor Co. workers have been occupy-
ing part of the company’s plant in
Pyeongtaek, about 70 kilometers
south of Seoul, for two months to
protest massive job cuts that are
part of a restructuring plan.

South Korea’s fifth-largest auto
maker has been in bankruptcy pro-
tection since February after falling
sales and mounting red ink raised
questions about its survival as a
company.

Lee Won-muk, a Ssangyong
spokesman, said an estimated 500 to
600 people are occupying a paint
shop at the factory. Some 2,000 riot
police were deployed outside of the
factory while 1,000 others were in-
sidetheplantgrounds,saidanofficer
with the Gyeonggi provincial police.

The police officer said there
were no major clashes. He said
about 600 workers were either in-
side the paint factory or on the roof.

Police used two helicopters to

drop liquid tear gas on protesters
atop the paint shop, he said.

On Monday, riot police entered
the grounds of the factory, which
houses Ssangyong’s only assembly
line, along with a court official call-
ing on the workers to give up.

Violent labor disputes aren’t un-
usual in South Korea, and riot police
are often deployed, though major
clashes resulting in deaths are rare.
Media reports, however, said the
paint shop contains flammable ma-
terials that could potentially ignite
amid a major clash.

Union spokesman Lee Chang-kun
saidtheworkerswilltrytoresistifpo-
lice launch an assault and suggested
such a fight could turn bloody.

There has beenno dialogue to de-
fuse the row since late June when
Ssangyong’s labor union rejected a
compromise offer from manage-
ment to rehire some of the workers
by 2012 and give others opportuni-
ties to retire with more benefits or
help to find other jobs, said Lee Won-
muk, the company spokesman.

Ssangyong is majority-owned by
Shanghai Automotive Industry
Corp. Ssangyong said the produc-
tion stoppage has cost it 230 billion
won ($184.8 million) in lost output.
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GLOBAL BUSINESS BRIEFS

Actelion Holding AG

Profit Jumps 55%
On Strong Sales Gains

Swiss biopharmaceutical com-
pany Actelion Holding AG said Tues-
day second-quarter profit jumped
55%, driven by strong sales of its
flagship drug Tracleer. Profit rose to
116.2 million Swiss francs ($108.8
million) from 74.9 million francs a
year earlier. Sales of Tracleer, which
accounts for nearly 90% of total reve-
nue, increased 22% to 387 million
francs, pushing total sales up 27% to
449.6 million francs from 354.4 mil-
lion francs. Actelion said it now ex-
pects both full-year revenue and
cash operating profit to rise 16% to
19% in 2009. The drug maker had
previously forecast a 12% to15% rise
in revenue when stripping out cur-
rency fluctuations, and a10% to 12%
increase in operating profit, as mea-
sured by cash earnings before inter-
est and tax. Tracleer treats a rare
form of high blood pressure.

Caterpillar Inc.

Caterpillar Inc. on Tuesday re-
ported a 66% decline in second-quar-
ter profit but raised its full-year fore-
cast as expense cuts start toyield re-
sults. The world’s largest maker of
construction and mining equipment
by sales lifted its 2009 earnings fore-
cast to between $1.15 and $2.25 a
share, but trimmed its revenue fore-
cast to between $32 billion and $36
billion. That compares with projec-
tions in April for earnings of $1.25 a
share on revenue of $31.5 billion to
$38.5billion. The company’s second-
quarter earnings exceeded Wall
Street’s expectations. “There is still
a great deal of economic uncer-
tainty in the world, but we are see-
ing signs of stabilization that we
hope will set the foundation for an
eventual recovery,” Chairman and
Chief Executive Jim Owens said in a
written statement.

United Technologies Corp.

United Technologies Corp.’s sec-
ond-quarter profit fell 24% on re-
structuring charges and a weak per-
formance at its Carrier unit. The
Hartford, Conn., company makes
Otis elevators, Sikorsky helicopters
and jet engines. It is struggling as
airlines order fewer engines and as
a weak construction market has
hurt demand for elevators and Car-
rier’s climate-control equipment.
The company posted a profit of
$976 million, or $1.05 a share, down
from $1.28 billion, or $1.32 a share,
a year earlier. The latest results in-
cluded a net 16 cents a share in re-
structuring charges, while the
prior year’s results included six
cents inrestructuring charges. Rev-
enue fell 17% to $13.2 billion.

DuPont Co.

DuPont Co.s second-quarter
profit plunged 61% as the global eco-
nomic downturn continued to zap
demand for the plastics and chemi-
cals used in most consumer prod-
ucts, from T-shirts to cars. The Wilm-
ington, Del.-based chemical maker
said business picked up somewhat
from the beginning of the year,
boosted by government-stimulus
spending and inventory rebuilding
at manufacturing plants. Still, most
of DuPont’s units recorded double-
digit declines in sales compared to
the year-ago period, raising ques-
tions about the timing and strength
of an anticipated economic recov-
ery. The company reported earnings
of $417 million, or 46 cents a share,
down from $1.08 billion, or $1.18 a
share, a year earlier. Revenue de-
creased 22% to $6.86 billion.

Standard Chartered PLC

Standard Chartered PLC said it
appointed Katherine Tsang as
chairwoman of the lender’s
Greater China operation. Ms.
Tsang’s appointment takes effect
Aug.15. Currently, she is chief exec-
utive of the lender’s China unit,
Standard Chartered Bank (China)
Ltd. Her position at the bank’s
China unit will be filled by Lim
Cheng Teck, chief executive of the
lender’s Singapore operation, the
bank said.

Global Gaming Factory X

The would-be buyer of file-shar-
ing Web site the Pirate Bay said
Tuesday that it was uncertain
whether the purchase will be com-
pleted. Sweden-based Global Gam-
ing Factory X AB will only buy the
Pirate Bay if it can turnitinto a “le-
gitimate business,” the company’s
lawyer, Ricardo Dijkstra, said in a
Dutch court. Whether the acquisi-
tion will be completed is “very
much the question,” he added. GGF
has said it hopes to strike a deal
with copyright holders, though the
Swedish company hasn’t pre-
sented details of how its service
would work. GGF said last month it
planned to buy the Pirate Bay do-
main name and related Web sites
for 60 million kronor ($7.7 mil-
lion). The Dutch court is hearing a
civil case brought against the Pi-
rate Bay by a pro-copyright organi-
zation. In April, four men responsi-
ble for the site were sentenced to
one year in prison and ordered to
pay damages of 30 million kronor
for copyright violations.

Ryanair Holdings PLC

Irish budget airline Ryanair
Holdings PLC said Tuesday it will
cut capacity from London’s Stan-
sted Airport this winter, reducing
the number of aircraft based there
to 24 from 28. Ryanair will cut the
number of flights this winter to
1,008 a week, down 37% from the
1,600 weekly flights last year and
from 1,850 flights per week in
2007. The reduced capacity will re-
sult in 2.5 million fewer passen-
gers passing through Stansted Air-
port between October and March
than in the summer season, Ry-
anair said. Chief Executive Michael
O’Leary blamed the move on the
£10 ($16.50) tourist tax and high
airport charges. The carrier said it
expects some 2,500 jobs to be lost
at Stansted as a result of its cuts,
but declined to say how many of
them would be Ryanair employees.

Iberdrola Renovables SA

Renewable-energy company
Iberdrola Renovables SA, the
world’s biggest wind-power gener-
ator, said its net profit fell 24% in
the first half of 2009. amid a drop
in electricity prices and a rise in
costs. The unit of Spanish energy
company Iberdrola SA said earn-
ings fell to €148.5 million ($211.3
million) in the half year ended
June 30 from €194.2 million a year
earlier. The company’s earnings
before interest, taxes, deprecia-
tion and amortization, or Ebitda,
rose 6% to €581.6 million during
the period, thanks to a rise in elec-
tricity output in the U.S. and the
U.K., which compensated for
lower electricity prices in Spain.
Net revenue in the first half rose
1.1% to €947.9 million.

—Compiled from staff
and wire service reports.
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Biden assures Kiev on joining NATO

Vice president’s message from Washington is seen as counter to Russia’s efforts to expand its sphere of influence

BY PETER SPIEGEL

KIEV, Ukraine—U.S. Vice Presi-
dent Joe Biden told the Ukrainian
president that the Obama adminis-
tration continues to support Kiev’s
efforts tojoin NATO and other West-
ern organizations, a clear rebuke of
efforts by Russia to claim the former
Soviet republic as part of its sphere
of influence.

Although Mr. Biden didn’t men-
tion Russia by name on Tuesday, he
said the U.S. opposed any efforts by
outsiders to “dictate what alliances
you will seek” or bilateral relation-
ships Ukraine seeks to improve.

“If you choose to be part of Euro-
Atlantic integration, which I believe
you have, we strongly support that,”
Mr. Biden said at a news conference
with Ukrainian President Viktor
Yushchenko after the two met for an
hour and a half. “We do not recog-
nize, and I want to reiterate it, any
sphere of influence.”

Ukrainian, Georgian and some
Eastern European officials have ex-
pressed concern that President
Barack Obama’s attempts to “reset”
relations with Moscow, including re-
viving long-dormant nuclear-reduc-
tion talks, had put the emerging de-
mocracies on Russian’s border on
the back burner of U.S. foreign-pol-
icy priorities.

In addition to the nuclear talks,
the Obama White House isreliant on
Russia for its most important non-

Agence France-Presse/Getty Images

U.S. Vice President Joe Biden and Ukraine President Viktor Yushchenko plant a tree at a memorial in Kiev on Tuesday.

proliferation priorities, including
blocking nuclear exports from
North Korea and halting Iran’s weap-
ons program. Nonproliferation has
emerged as central to the new ad-
ministration’s foreign policy.

But Mr. Biden’s trip, which was
uncharacteristically announced

weeks in advance and ahead of Mr.
Obama’s recent summit in Moscow,
is intended to allay those concerns,
and Mr. Yushchenko thanked Mr.
Biden for the “clear, consistent and
persistent policy” the Obama admin-
istration has outlined.

“We’d like to see these ties [to

Moscow] be successful, but of
course we don’t want to see this at
the expense of Ukraine or the cre-
ation of any zones of special inter-
est,” Mr. Yushchenko said. “It’s
particularly important for us to
have a very clear policy from the
U.S. in this regard, and I believe

the vice president will reiterate
this to the world.”

At his weekly news conference in
Moscow, Russian foreign-ministry
spokesman Andrei Nesterenko said
neighboring countries were free to
choose alliances and denied Mos-
cow was attempting to “usurp”
other nations’ international rights.

But he added that the U.S. should
keep Ukraine’s historical ties to Rus-
sia in mind, and said any new alli-
ances should be negotiated in the
open. “It’s important that this be
done transparently, without under-
the-carpet games and not at the ex-
pense of others’ interests,” Mr. Nest-
erenko said.

The leaders of Ukraine and Geor-
gia have expressed interest in join-
ing NATO, but the alliance failed to
formally give either country a
“membership action plan,” an offi-
cial road map to membership.
Their membership was a top Bush
administration priority, but the for-
mal invitations were blocked after
European objections.

Mr. Biden, who also met with
Ukrainian Prime Minister Yulia Ty-
moshenko and Russian-backed op-
position leader Victor Yanukovych,
is scheduled to give a major address
Wednesday in Kiev before flying on
to Thilisi, Georgia, where aides said
he will give similar reassurances to
President Mikheil Saakashvili.

—Gregory L. White in Moscow
contributed to this article.

Pakistan’s resolve to dismantle terrorist group is unclear

BY MATTHEW ROSENBERG

NEW DELHI—The sole surviving
gunman in last year’s Mumbai ter-
ror attacks may have sealed his fate
with a dramatic courtroom confes-
sion Monday, but Pakistan’s determi-
nation and ability to dismantle the
group that plotted the assault re-
mains an open question.

Pakistan, after initially denying
any of its citizens took part in the
three-day assault that left more than
170 people dead, has in the past six
monthssought to convinceIndiaand
the U.S. that it is doing everything in
its power to shut down the group re-
sponsible, Lashkar-e-Taiba.

“The Pakistani nation and its gov-
ernment fully understand the enor-
mity of the challenge,” said Farah-
naz Ispahani, a spokeswoman for Pa-
kistani President Asif Ali Zardari.
“This nation has paid in blood for its
commitment against terrorism.”

Indeed, five of the alleged plot-
ters arrested in Pakistan weeks after
the attack are to go on trial in the
coming days. And Pakistani officials
say Prime Minister Yousaf Raza Gi-
lani earlier this month gave his In-
dian counterpart a dossier detailing
what Islamabad knows about Lash-
kar’s involvement in the attack.

But the optimism engendered by
those moves has been tempered by
what U.S. and Indian officials see as
worrying signs of business as usual
in Pakistan, where previous at-
tempts to shutter Lashkar often
have stalled in the face of official in-
differenceand, at times, connivance.

Lashkar’s co-founder, Hafiz Mo-
hammed Saeed, was released last
month from house arrest by a Paki-
stani court, which cited alack of evi-

Agence France-Presse
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Pakistani police escort Hafiz Saeed, co-founder of Lashkar-e-Taiba, outside a
Lahore courthouse in March. He later was released from house arrest.

dence to hold him. And the group’s
infrastructure is still largely intact,
even if its leadership is in disarray,
say U.S. and Pakistani officials.
“Taking some of the top leader-
ship off the streets may have im-
paired the group’s activities, but ...
Lashkar has a pretty deep bench, and
so from an operational perspective it
cankeep going,” said Stephen Tankel,
an expert at King’s College London
who is writing a book on Lashkar.
The stakes are high in seeing a
long-term crackdown on Lashkar,
whichis believed to have a few thou-
sand active members and many
moreinreserve. Aside from the very
real chance of it again striking India,
the group, if left intact, could re-
main an obstacle to better relations

between India and Pakistan.

That, in turn, would likely ham-
per the fight against the Taliban by
keeping the bulk of Pakistan’s large
military focused on the border with
India, not the militants. Yet Lash-
kar’s long ties to Pakistan’s power-
ful security establishment and the
deep roots it has put down in rural
towns and villages through its char-
ity arm, leave the government with
a difficult challenge.

While the army and the Inter-Ser-
vices Intelligence spy agency insist
they no longer support Lashkar, the
relationship remains ambiguous. An
ISIofficial acknowledgedin aninter-
view that the spy agency still main-
tains informal contacts with Lash-
kar but insisted they were purely

monitoring the group, not aiding it.

“We don’t operate in a safe part of
the world,” the officer said. “It’s our
job to know what they are doing.”

U.S. and other Western officials
say they believe that some weapons
and money still flow to the group but
that the aid islimited and not provided
on orders from top commanders.

Intelligence field officers and
Lashkar operatives “have had years
to develop friendships,” said a U.S.
official. “They have definitely been
growing apart. But the relationship
is still there on some level.”

Lashkar was one of a number of
Islamist groups once nurtured by
the ISI and used as a proxy against In-
dian forces in the divided Hima-
layan region of Kashmir and Afghani-
stan. Many of those groups have
now turned on Pakistan, launching
suicide attacks in cities and fighting
alongside the Taliban in the moun-
tains of the northwest. Lashkar, in
contrast, has remained focused on
India, India’s part of Kashmir and, to
a lesser extent, Afghanistan, say
U.S. and Pakistani officials.

With Pakistan’s resources being
stretched thin by the fight against
the Taliban and its militant allies, “it
is hard for us to devote what we
need to devote to winding up an or-
ganization like Lashkar,” said a se-
nior Pakistani official.

But, the official pointed out, Paki-
stanis at the very least taking action
against those it can link directly to
the Mumbai attack.

On Monday, the lone survivor
of the attackers, Mohammed Aj-
mal Kasab, a Pakistani being tried
in an Indian court, unexpectedly
asked to change his plea to guilty.
He then detailed how he had been

recruited and trained by Lashkar.

The case was adjourned Tuesday
while the judge decides whether to
accept his guilty plea and confession.
Before the adjournment, Mr. Kasab
described how he and a friend were
directed to a Lashkar office when
they sought training as bandits in
Rawalpindi, a city near Islamabad
that is dominated by the military.

Those offices still operate, just in
amore low-key way. A former Lash-
kar member who later went to work
for the group’s alleged charity arm,
Jamaat-ud-Dawa, said in an inter-
view last month that he was still
working with “the same people.”

Jamaat was shut down in Decem-
ber after the U.N. declared it a front
for terror. But officials say it has since
re-emerged under the guise of Falah-i-
Insaniat, which helped provide aid to
the more than two million people
who fled recent fighting between the
army and Taliban in the Swat Valley
of northwestern Pakistan.
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Afghan

Suicide bombers hit
government offices;
8 insurgents killed

By ANAND GOPAL

KABUL—A group of insurgents,
some of them in burqas, stormed gov-
ernment buildings in two eastern Af-
ghan cities Tuesday, leaving at least
15 dead, including eight attackers.
The attacks are the latest in a series
of complex assaults that mark a shift
in the Taliban’s tactics this year.

The incidents come as U.S. and Af-
ghan government forces push to se-
cure major cities and highways
ahead of the August presidential
polls. While beefed-up security has
kept Kabul safe from attacks so far
this summer, Tuesday’s events
show the insurgents are still capa-
ble of orchestrating complicated as-
saults in urban centers.

Six Taliban suicide bombers in
burgas raided the provincial gover-
nor’s compound and Afghan secu-
rity installations in the city of Gar-
dez, killing seven before being
killed themselves, said a provin-
cial spokesman.

Around the same time, two sui-
cide bombers attacked an airport in
the city of Jalalabad, according to a
provincial police chief. The pair
were killed before they were able to
harm anyone.

In Gardez, one attacker detonated
his suicide vest near the National Se-
curity Directorate, killing himself and
five Afghan security officials. Afghan
forces killed two others before they
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Taliban kill seven

An Afghan soldier stands guard near a burga used by an attacker in Gardez,
Afghanistan, in one of several coordinated Taliban assaults on Tuesday.

could detonate their vests. Elsewhere
in the city, a pair of bombers tried to
enter the governor’s compound when
they were stopped by security
guards, local officials said. The bomb-
ers and two civilians were killed in the
ensuing gun battle. A sixth attacker
was shot dead near a police station.

Zabiullah Mujahed, a spokesman
for the Taliban, claimed responsibil-
ity for the attacks.

While suicide bombers have
tended to be lone attackers in years
past, this year the Taliban and allied
insurgent groups have increasingly
resorted to coordinated, multi-
pronged assaults. In May, 11 suicide
bombers targeted government build-

ingsinthe eastern city of Khost, leav-
ing 20 dead. In April, a trio of Tali-
ban guerrillas disguised as govern-
ment soldiers struck a government
office in Kandahar, killing 13.

But the government of Presi-
dent Hamid Karzai changed key se-
curity officials earlier this year and
officials say that the new security
team has made Kabul’s security a
priority by drawing on police from
surrounding provinces to guard
the city’s streets. In response, in-
surgents have shifted their sights
to less-fortified provincial capitals
such as Gardez and Khost, which
are small urban centers that are
easier to penetrate.

Sweden official seeks price targets

BY JOEL SHERWOOD

STOCKHOLM—One of the archi-
tects of inflation targeting—now a
widely used central-bank policy—
says central banks should encourage
expectations that they will let prices
overshoot their target, and then do so.

That would help combat rising
unemployment and aid economic ac-
tivity around the world, Lars E.O.
Svensson, deputy governor of the
Swedish Riksbank, said in an inter-
view. He said he isn’t “concerned
about monetary policy getting too
expansionary now,” saying the costs
of potential deflation and high un-
employment would be greater than
that of higher inflation.

That message has extra reso-
nance because Mr. Svensson is one
of the intellectual authors of a the-
ory that says central banks that an-
nounce and try to meet published in-
flation-rate targets will have an eas-
ier time keeping inflation in check
than central banks that prefer to
have more flexibility when setting
their monetary policy.

Mr. Svensson stressed that un-
derlying price levels were a more ef-
fective target than inflation rates
for a central bank in the long run.

“He’s had alot of influence at cen-
tral banks around the world,” said
Michael Woodford, a professor at
Columbia University and Mr. Svens-
son’s former colleague at Princeton
University. Mr. Svensson’s view also
contrasts with admonitions from Eu-
ropean Central Bank President Jean-
Claude Trichet, who last weekend
urged euro-zone governments to
cut back on public spending.

The flood of fiscal stimulus and
monetary easing—represented in
near-zero rates in the U.S., the U.K.
and Sweden, and euro-zone money
market rates below the ECB’s 1.0%
policy rate—has sparked a debate
among economists over whether a
dangerous bout of inflation lies
ahead or whether major economies
remain stuck in a deflationary liquid-
ity trap.

Mr. Svensson is in the latter
camp. Earlier this month, he argued
for the Riksbank to cut its main inter-
est rate to zero, objecting to the even-
tual decision of the other board mem-
bers to cut it to 0.25% from 0.50%.

But he did score a victory in that
the Swedish central bank set its de-
posit rate in negative territory. That
means that banks pay to store their
excess reserves with the Riksbank,
which gives them an extra induce-
ment to turn those reserves into
loans, rather than hoarding them.

“There is nothing strange about
negative interest rates,” he told the
other five Riksbank board members,
according to minutes from the July 1
meeting. Mr. Svensson has also advo-
cated currency depreciation, or at
least the prevention of rises in the cur-
rency’s value, as a tool against defla-
tion for smaller countries like Sweden.

A weaker krona “is part of expan-
sionary policy and means that activ-
ity is higher and unemployment
lower in this country than they oth-
erwise would be,” he said. He empha-
sized that a weaker krona shouldn’t
be taken as a threat to trading part-
ners. Even if a weak krona would
make imports more expensive, he be-

lieves the boost to Sweden’s de-
mand would ultimately result in
more imports. “We can consume, in-
vest and import more,” he said.

However, that logic doesn’t ap-
ply to major economies, such as the
U.S., where a cheaper currency
doesn’t have muchimpact on domes-
tic demand but has a big impact on
the rest of the world as its large
amount of exports suddenly become
cheaper, he said.

Within Sweden, he said keeping
interest rates low will help moder-
ate job losses and some inflation
shouldn’t be feared. Prices are well
below the point where they should
be over the long run, he says, and a
rise in prices would represent a re-
turn to those long-term trends.

Mr. Svensson describes this con-
cept—price-level targeting—as a
benchmark with a “memory.” Most
central banks that have an inflation
target aim to get to the same level of
inflation, say 2%, whether or not in-
flation was far slower than that the
year before. By focusing on prices,
the central bank allows for inflation
to overshoot targets temporarily to
offset those occasions when it had
undershot inflation targets the year
before.

His idea fits with Swedish tradi-
tion. The Riksbank is the only cen-
tral bank—back in the 1930s—to tar-
get price levels rather than inflation
rates.

“Flexible inflation targeting is a
very good monetary policy regime,”
Mr. Svensson said. “Flexible price-
level targeting may be even better in
the long run.”

—Christopher Emsden in Milan
contributed to this article.

Southeast Asia attracts
increased U.S. interest

By JAMES HOOKWAY

BANGKOK—U.S. Secretary of
State Hillary Clintonis due to attend a
Southeast Asia-based security sum-
mit on the Thai island of Phuket on
Wednesday in what diplomats from
both sides of the Pacific are describ-
ing as arevival of U.S. interest in are-
gion comprising several major export-
ers, the world’s most populous Mus-
lim nation and 570 million people.

But discussions on strengthen-
ing Washington’s trade and security
ties with the 10-member As-
sociation of Southeast
Asian Nations, or Asean,
will likely be overshad-
owed by two long-running
problems in the region:
How to deal with a nuclear-
ized North Korea, and how
to persuade Myanmar’s mil-
itary junta to allow a de-
gree of democratic change
in the reclusive nation.

The U.S. has longstand-
ing ties to several South-
east Asian nations. U.S. troops are
on the ground in the Philippines
helping to train local soldiers as
they attempt to root out al Qaeda-af-
filiated terrorist groups. Similarly,
the U.S. has helped to train and
equip Indonesia’s counterterrorism
forces, which are now hunting for
the masterminds behind the bomb-
ings that killed nine people—includ-
ing two suicide bombers—at two ho-
tels in Jakarta on Friday.

Total trade between the U.S. and
Asean exceeded $178 billion in 2008,
and, in an opinion piece Mrs. Clinton
wrote and was published in Bangkok
newspapers Tuesday, she said “there
is no doubt that our economies’ for-
tunes and our nations’ futures are
more intertwined than ever before.”

Some regional diplomats see the
Asean group as the kernel of a
broader free-trade bloc spanning
the Pacific and also encompassing
China, Japan, South Korea. Mrs. Clin-
tonis scheduled to sign anonaggres-
sion pact with Asean in Phuket, as
China did in 2003, which analysts
say could enable the U.S. to later en-
mesh itself within the so-called East
Asia Summit group, which includes
the 10 Asean members plus trade
partners China, India, Japan, South
Korea, New Zealand and Australia.

“America is shaping itself to be a
real player in the region again,” says
Thitinan Pongsudhirak, director of
the Institute of Security and Interna-
tional Studies at Bangkok’s Chula-
longkorn University. The U.S. is
once more engaging with East Asia
as aregion rather than as a series of
bilateral agreements, he said.

To reinforce the point, senior
U.S. administration officials in
Bangkok said Tuesday the U.S. plans
to open a new diplomatic mission to
the Asean secretariat at its head-
quarters in Jakarta, Indonesia.

Former Secretary of State Condo-
leezza Rice skipped the annual
Asean Regional Forum, as it’s
known, two times in three years dur-
ing the second term of President
George W. Bush, partly because of
other pressing matters. But now,
one senior administration official
said, the U.S. is “trying to step up its
game” in Southeast Asia, aresource-
rich part of the world where Chinais
also trying to assert its diplomatic
and commercial power.

The region’s many political and
security problems frequently crowd
out trade and economic discussions,

Hillary Clinton

however—particularly the question
of how to deal with North Korea.

Besides the U.S. and Asean, repre-
sentatives from China, the Euro-
pean Union, Japan, Russia and
South Korea will attend, along with
ahost of ministers from other coun-
tries. Usually, North Korea’s foreign
minister attends, but this year
Pyongyang sent a roving ambassa-
dor in his place amid growing inter-
national criticism for its weapons
tests and an increasingly hard-line,
militaristic stance after North Ko-
rean leader Kim Jong Il fell
ill almost a year ago.

In Bangkok on Tuesday,
Mrs. Clinton said the
Obama administration was
concerned that North Korea
may have military ties to My-
anmar, although she didn’t
say if the concern was re-
lated to North Korea’s nu-
clear capabilities. “It would
be destabilizing for the re-
gion,” she told reporters.

A senior administra-
tion official said the U.S. was con-
cerned about the possibility that
North Korea could be assisting My-
anmar on a possible nuclear-weap-
ons program. But he added that
the U.S.’s intelligence on any sus-
pected transfer of nuclear technol-
ogy or military equipment from
North Korea to Myanmar was in-
complete.

A North Korean ship tracked by
the U.S. Navy in June and July on suspi-
cion of carrying a banned arms cargo
was rumored to be heading for Myan-
mar, but in the end never docked
there. U.S. and Asian diplomats say
Myanmar has become a transship-
ment point in recent years for North
Korean arms and contraband.

Mrs. Clinton suggested, how-
ever, that North Korea could still be
tempted back to talks on rolling
back its nuclearization policy. “But
they have to be willing to change
their behavior and agree to de-nucle-
arize North Korea ... and we stand
ready to respond if we get any signal
that there would be a serious com-
mitment to doing that,” she said.

Myanmar, meanwhile, is a source
of constant embarrassment to
Asean. Regional analysts have said
Asean’s unwillingness to expel or
take other harsh measures against
the military-run, resource-rich coun-
try could affect the grouping’s abil-
ity to secure wider trade pacts with
some of its biggest trading partners.

Several Southeast Asian na-
tions, notably democracies Indone-
sia and the Philippines, have been
pushing the group to take a stron-
ger stance against the military
leaders in Myanmar, which is also
known as Burma. Indonesian For-
eign Minister Hassan Wirayuda
told the Associated Press on Tues-
day that elections that the Myan-
mar junta is planning for 2010
must include opposition leader
Aung San Suu Kyi. Ms. Suu Kyi, a
Nobel Peace laureate, is currently
on trial and faces up to five years
in prison on charges of violating
the terms of her house arrest by al-
lowing an uninvited American
guest to stay at her home.

“We should see whether from
now until 2010 [Myanmar] develops
a credible process leading to truly
democratic elections acceptable to
the international community,” Mr.
Wirayuda said.

—Rachel Pannett
contributed to this article.



