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Sanofi is close to announc-
ing a deal to buy Merck’s half
of a joint venture that makes
drugs for animals. News of
the potential deal came as
Sanofi reported a 4.9% rise in
second-quarter profit. Page 6

M Microsoft and Yahoo
formed a 10-year Internet-
search pact, uniting against
rival Google. Page 5

M BHP moved forward in its
effort to change the way
iron ore is priced, settling for
a 33% drop in prices with
some customers. Page 5

H Steelmaker ArcelorMittal
reported a quarterly loss but
said a recovery is strengthen-
ing outside of the U.S. and
Western Europe. Page 5

W U.S. stocks fell on worry
that economic conditions will
restrain commodity demand
and hurt profits of oil firms.
Europe shares rose. Page 20

M Crude prices slid 5.8% to
$63.35 a barrel on Nymex
after a surprising rise in U.S.
oil inventories. Page 22

l German consumer prices
fell in annual terms for the
first time in years in July,
amid collapsing energy prices
and the recession. Page 2

M The pace of decline in U.S.
economic activity has “begun
to stabilize,” a Fed report said.
A key gauge of business invest-
ment spending rose. Page 4

M Support slipped for
Obama’s health plan, espe-
cially among the insured, and
his approval rating fell to
53% in a new poll. Page 4

M Daimler reported a $1.45 bil-
lion loss in the second quar-
ter, hurt by weak demand
for luxury vehicles. Page 7

M The FDIC is poised to
start splitting failed banks
into good and bad pieces, an
effort to lure buyers. Page 19

H Santander posted a 4%
drop in second-quarter profit,
as resilient results in Europe
largely offset declines in
Latin America. Pages 19, 20

M Police blamed ETA for a
car bomb that destroyed a
police barracks in northern
Spain, injuring 60 people.

M The EU filed a trade com-
plaint against the Philippines
over taxes the nation charges
on distilled-spirits imports.

M A Sudan journalist facing
40 lashes for wearing pants
in public said she is resigning
from a U.N. job so she can
challenge the dress-code law.

EDITORIALGSOPINION

Israel vs. Iran

Time is running out for
an attack on the nuclear
installations. Page 14
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ECB says borrowers could face tougher credit standards this quarter; dilemma for governments

European banks contin-
ued to lend only reluctantly
at the midyear point, flying in
the face of central-bank poli-

By Margot Patrick and
Laurence Norman in
London, and Nina
Koeppen in Frankfurt

cies and state aid designed to
spur lending and reverse the
economic downturn.

Banks in the 16-country

euro zone further tightened
their credit standards in the
second quarter, the European
Central Bank said in a report
released Wednesday, and com-
panies and households could
face still-tougher require-
ments this quarter.

In the U.K., which is out-
side the euro zone, the Bank
of England said Wednesday
that consumer lending hit a
low in June, underlining the
challenge the government

faces in ensuring banks meet
their lending promises.

For more than a year, cen-
tral banks and governments
have provided banks with li-
quidity and, in some cases, re-
capitalization to get credit
flowing again to revive eco-
nomic activity. But fragile bal-
ance sheets and worries of ris-
ing consumer defaults have
caused many banks to hold
back.

Analysts say that forcing

banks to offer more and
cheaper loans could backfire,
potentially delaying their re-
covery and depressing share

Deflation returns

M German consumer prices fell
for the first time since 1987 .2

prices if the proportion of
bad loans keeps rising.

That puts the U.K. govern-
ment in a particular dilemma

because of its hefty stakes in
two of the country’s biggest
banks: Lloyds Banking Group
PLC and Royal Bank of Scot-
land Group PLC. It needs lend-
ing to increase to help the
U.K. recover in time for an
election due by mid-2010, but
it also has taxpayer money at
risk if bad loans pile up.
“The government needs to
balance out its needs. It
wants to make sure the banks

Please turn to page 31

BMW will park its Formula One racmg team

By MARcuUS WALKER

BMW AG said it will leave
Formula One motor racing at
the end of the 2009 season, an-
other sign of auto makers’
growing difficulty in justifying
the sport’s high costs at a time
when global auto sales are
slumping.

Reversal of fortune

M Daimler swung to a loss in the
second qQUArter ... 7

Although a marginal sport
inthe U.S., Formula One has es-
tablished itself as the pinnacle
of international motor racing
and attracts huge television au-
diences in Europe, the Middle
East and Asia. That has made it
a big business, with sponsor-
ship and television deals total-
ing billions of dollars.

But the loss of a team with
BMW’s cachet could raise
doubts about other major car
makers’ commitment to the

Please turn to page 31

Flames shooting from the car of BMW Sauber Formula One driver Robert Kubica in Bahrain in April. BMW is pulling out of the sport.

Judge sets status call
in UBS vs. U.S. case

A WSJ NEws Rounpup

A Miami judge said he
would reassess the progress
of talks between UBS AG and
the U.S. Internal Revenue Ser-
vice ahead of a major court
hearing tied to possible tax
evasion by U.S. citizens on
Monday.

Judge Alan Gold offered to
postpone the court hearing by
a week, a UBS spokesman
said. Neither side took up the
offer.

The next status call be-
tween the two parties and
Judge Gold on Friday coin-
cides with the meeting in
Washington between the
Swiss and U.S. foreign minis-
ters, highlighting how the
case has snowballed into a dip-
lomatic matter of high impor-
tance for Switzerland.

If a settlementisn’t formal-
ized before Friday, there are
two possible outcomes. One is
that the two sides agree they
arenear asettlement, in which
case another postponement is
likely. The other outcome is
that negotiations break off
without a settlement, which
means the court will begin
hearing the case Monday.

UBS and the Swiss govern-
ment have claimed in court fil-
ings and public statements
that UBS can’t provide access
to 52,000 accounts held by
U.S. citizens at UBS because
that act would violate Swiss
law. The Swiss government
has even gone as far as to say
it would seize UBS data to pro-
tect its country’s privacy laws.

A spokesman for Switzer-

Please turn to page 31

Culture clash

Brokerage Nomura stumbles
in its new global push
News in Depth, pages 16-17

Markets
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Political shift in Moldova

Opposition trounces
ruling Communists,
exit-poll data show

By MARC CHAMPION

Opposition parties in the ex-Soviet
nation of Moldova won enough votes
to defeat the ruling Communists in
elections Wednesday, according to
exit polls, in a major potential upset
that could have lasting effects in a
country torn between East and West.

The four opposition parties won
53.9% of the vote, according to an exit
poll of Moldova’s Institute for Public
Politics, against 41.7% for the Commu-
nist Party. If the mainly pro-Euro-
pean opposition can unite to form a
government, that should give it some
56 seats in the Moldovan parliament,
against 45 for the Communists.

“This would be a major change”
from elections in April, in which the
Communists won 60 seats, said Vlad
Lupan, a political analyst in the capi-
tal, Chisinau, and a former Moldovan
diplomat. April’s elections were fol-
lowed by allegations of ballot fraud,
rioting and a government crackdown
on the opposition.

Mr. Lupan cautioned, however,
that there were again widespread re-
ports of ballot fraud, indicating that
the final results might not be as fa-
vorable to the opposition as the exit

An elderly Moldovan woman leaves a booth Wednesday after filling in her ballot
at a polling station in Dorotchaia village. Exit polls gave victory to the opposition.

polls. The election is being moni-
tored by some 3,000 observers. The
exit poll had amargin of error of plus
or minus two percentage points.

In addition, one of the opposi-
tion parties, the Democrat party,
was formed by a senior Communist
party member who defected after
the April elections. Marian Lupu
was the Communists’ top reformer,
and it is unclear which side his party
might join to form a coalition.

Wednesday’s repeat of the April

More Turkish rate cuts projected

Turkey’s central bank, which has
cut interest rates more aggressively
than any other central bank, signaled
that further monetary easing is likely.

In the latest set of Monetary Policy
Committee minutes, published late
Tuesday, the central bank said it will
be “necessary to maintain an easing
bias for a long period” and envisaged

that “further measured rate cuts will
be necessary in the near term unless a
robust recovery” emerges.

Weak demand will likely persist
for the next two years and should
push prices lower, according to the
bank’s inflation report, which calcu-
lated a 70% chance inflation will slow
to 5.3% next year and 4.9% in 2011.

election was forced not by the pro-
tests, but by the fact that the Com-
munists failed to muster the 61 votes
needed to elect a president. No mat-
ter which side Mr. Lupu joins, it ap-
pears unlikely they will be able to
reach the 61-vote threshold.

If the exit-poll results are con-
firmed, Mr. Lupu, who says he wants
partnership with both the European
Union and Russia, looks set to have
considerable influence in the choice
of the next government. If neither
side can elect a new president, the
new government would rule while
outgoing Communist President
Vladimir Voronin remains in power
until January, the earliest when a
further election might be held.

Still, Mr. Lupan said the exit-poll
data itself reflect a significant
change in Moldovan society. In the
months since April, he said, the Com-
munists have lost the argument
over who was to blame for the riot-
ing and ensuing police crackdown in
April, when two people were killed.
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(rerman prices register
first decline since 1987

BY GEOFFREY T. SMITH

FRANKFURT—German con-
sumer prices fell in annual terms for
the first time in more than 22 years
in July, amid collapsing energy
prices and the global recession, the
Federal Statistics Office reported.

Prices fell 0.1% from their level in
June, and 0.6% from July 2008,
Destatis said. The data may usher in
what European Central Bank offi-
cials and analysts expect to be a
brief period of deflation in Ger-
many, and across the euro zone in
general.

German prices last fell in year-to-
year terms in 1987. Then, as now, a
sharp fall in the price of energy was
largely responsible. Crude oil prices
peaked at over $147 a barrel in the
summer of 2008, and have more
than halved since then. Vehicle-fuel
prices at the pump have fallen by be-
tween 19.6% and 20.7% in the last 12
months, Destatis said.

The data also reflect the unwind-
ing of a spike in global food prices in
late 2007 and 2008. Prices for vari-
ous food groups were between 1.2%
and 3.3% lower than in July 2008,
Destatis said.

In contrast with 1987, however,
the German economy is now experi-
encing a prolonged and painful
slump. The influential DIW research
institute, one of half a dozen regu-
larly advising the government, said
Wednesday that Europe’s largest
economy would shrink by 6.4% this
year, and grow by an anemic 0.5%
next year. The DIW had previously
expected a contraction of 4.9% for

Prices Plunge

German consumer prices fell in
annual terms for the first time
in over 22 years in July due to
declining energy prices and the
global recession
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2009 and hadn’t ventured a forecast
for next year.

Germany faces “a long march
through an economic valley without
an end in sight,” DIW president
Klaus Zimmermann said and
warned of a sharp rise in corporate
insolvencies and unemployment in
the next year. DIW estimated that
the number of unemployed will aver-
age over 4.5 million next year, or
more than 10% of the work force.

The headline annual inflation
rateis likely to turn positive again af-
ter “two or three months” and be
clearly above zero by the end of
2009, as annual comparisons start
taking into account the bursting en-
ergy-price bubble in the second half
of 2008, Alexander Koch, an econo-
mist with Unicredit subsidiary Hy-
povereinsbank in Munich, said.

CORRECTIONS & AMPLIFICATIONS

A Marketplace article Wednes-
day said Heineken NV’s DraughtKeg
generally is designed to have its con-
tents consumed all at once, unless
drinkers buy an optional Beer-
Tender countertop chilling system,
but failed to note that the product
stays fresh for 30 daysin arefrigera-
tor or cooler after it is tapped.

Hitachi Ltd. plans to buy all the
shares it doesn’t own in five subsid-
iaries, including Hitachi Maxell Ltd.
A Corporate News article in some edi-

tions Wednesday incorrectly called
the subsidiary Hitachi Maxwell Ltd.

The Congressional Hispanic
Caucus has 23 members in the
House of Representatives. A chart
accompanying a News In Depth arti-
cle Tuesday about Blue Dog Demo-
crats in the House misidentified the
caucus as the New Democrat Coali-
tion. The New Democrat Coalition,
which has 71 members, was cor-
rectly identified in an earlier entry
in the chart.
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Airlines struggle to meet plane payments

BA seeks to delay
its installments
on Boeing 787 orders

BY DANIEL MICHAELS

British Airways PLC is pressing
Boeing Co. to renegotiate installment
payments on 787 Dreamliners the car-
rier has ordered—a money-saving ef-
fortthathighlightsanewheadachefor
airlines and plane makers amid the
credit crunch and plunging air traffic.

BA Chief Executive Willie Walsh
said in an interview in London he is
seekingtodelaycashpaymentsthatall
airlines make to Boeing and its Euro-
peanrival Airbus asnewplanesarebe-
ing built.

These so-called predelivery pay-
ments can total tens of millions of dol-
lars per jetliner and have become very
difficultforairlinestobankrollinthefi-
nancial crisis, industry officials say.
That, in turn, squeezes plane makers,
who rely on the payments to fund jet-
liner production.

The moveisthe latest in a series of
setbacks for Boeing. Its 787 Dream-
liner was originally supposed to enter
service in May 2008 but is now run-
ningmorethantwoyearslateamidase-
ries of supply and production glitches.
On Wednesday, contractor Crane Co.
saidnew software for the plane’sbrak-
ing system has yet to be completed
amid a disagreement over who should
pay for the work. Also Wednesday,
Standard &Poor’sRatings Services cut
Boeing credit ratings a notch, noting
itsconcernabout the possibility of fur-
ther production cuts due to airline or-
der deferrals and cancellations.

Airbusis also struggling to deliver
A380s. The program is running more

Installment plan

Airlines are facing troubles
getting cash to finance jetliner
production. These pre-delivery
payments can reach $50 million
for a big plane. An overview:

M Airlines pays roughly 1% of plane’s
catalog price at contract signing.

M Over 18 - 24 months before plane is
delivered, customer pays up to 30%
of price. Payments financed from
cash or short-term bank loans.

M Balance of plane price paid at
delivery and loans are paid off.
Purchase financing kicks in.

Note: figures are approximate
Source: WSJ research

than two years behind schedule and is
billions of dollars over budget.

Foruptotwoyearsbeforeaplane’s
delivery, airlines make installment
payments that can cover more than
30%ofaplane’scatalogprice. Airbus,a
unit of European Aeronautic Defence
& Space Co., and Boeing use this
moneytobuycomponentsandpayfac-
tory workers.

A Boeing spokesman declined to
discussongoing negotiationswith BA,
whichordered24 Dreamlinersin2007.
The Dreamliners have a catalog price
of about $150 million each, which
would imply prepayments of about
$50 million per airliner. However, the
jetsfor BAare expectedtobedelivered
over anumber of years, and only some
of these might be affected by negotia-
tions over prepayments.

Traditionally, short-term bank
loans to airlines covering the amount
wouldbepaid offatanairplane’s deliv-
ery. But many banks that had long of-

Reuters

Airlines start paying for planes as they get built. Here, Boeing 787 Dreamliners
undergo final assembly at the company’s plant in Everett, Washington.

fered special loans to cover predeliv-
ery payments recently stopped doing
so because the terms became unap-
pealing, which has forced airlines to
shoulder the expense from cash flow.
The shift comes as airline revenue is
nose-diving and carriers’ cash re-
servesare shrinking.

“Having to fund PDPs out of work-
ing capital is putting pressure on air-
lines’ cash flow—it’s not easy,” Marlin
Dailey, Boeing Vice President of sales,
saidinaninterview.

The new financing pressures come
asmanyairlinesarealsoasking Boeing
and Airbus to delay airplane deliver-
ies. BA earlier this month agreed with
Airbus to reschedule delivery of 12
A380superjumbostheairline ordered
in 2007 and adjust predelivery pay-
ments. The A380 has a list price of
about $300 million.

Thecompaniesgavenofinancialde-
tails of the deal, but bankers familiar
with predelivery funding say those

talks normally focus on reducing or de-
laying payments. Bankers say the BA-
Airbus negotiations likely affect six of
thel2planesonorder,theprepayments
for which would be about $600 million.

“I'm pleased we reached agree-
mentwithAirbusonPDPsandresched-
uling,” Mr. Walsh said. “We continue
discussions with Boeing.”

Bankers say problems with financ-
ing pre-delivery payments most di-
rectly hit small airlines and carriers
that have ordered the Dreamliner and
the Airbus superjumbo. Both are new
models that are behind schedule. Re-
sulting uncertainty has made many
bankersbalk at funding the payments.

“You don’t finance PDPs when
you don’t know when the plane will
be delivered,” said Bertrand
Grabowski, a managing director at
German DVB Bank SE in London. Mr.
Grabowskisaid the bankhas cut back
onits predelivery financing.

Arranging predelivery financing

forthelatestmodelsisalsodifficultbe-
cause their resale values haven’t yet
been established. “Because the 787 is
so new and doesn’t have a market
price, it will be hard to do,” said Chris-
tian McCormick, chief executive of
transport financing at French bank
Natixis SA, a major aircraft financier.
Hesaidpredelivery financinghasbeen
difficult for the A380 superjumbo, 16
of which areinservice.

Lendersaremorewillingtofinance
on delivery because finished jetliners
can be repossessed in a bankruptcy
and are mobile assets with resale val-
ues well established.

Banksthatoncespecializedinprede-
liverypaymentfinancinggarneredrela-
tivelyhighmarginsfor thebusiness,in-
dustry officials say. But many quit the
market two years ago amid disputes
with Airbus and Boeing over terms of
the financing, said Mr. McCormick at
Natixis. Most other funders stopped
last year when the credit crisis hit.

Predelivery loans have become
trickybecausetheyfundunfinishedas-
sets.Bankersandplanemakershavear-
guedoverhowtotreattheloansifabor-
rowing airline defaults.

“It’s funding for something that
hasn’t been built yet, so it’s tough in
thisenvironment” ofextremeriskaver-
sion, said Chris Partridge, director of
asset financing at Deutsche Bank AG
inLondon. Mr.Partridge said hisgroup
inthepast funded PDPs, “but we’redo-
ing virtually nothing now.”

“It had been easy for airlines to ar-
rangefinancing, butbanksthatwerein
that market withdrew,” said John
Leahy, chief operating officer at Air-
bus. Mr. Leahy, Airbus’s head of air-
planesales, said the shortage of prede-
livery financing options “is becoming
abigissue.”

—Ann Keeton contributed
to this article.

Change can really add

By ScoTT MCCARTNEY

Illness, family emergencies, re-
scheduled meetings, postponed con-
ferences—they add up to a big busi-
ness forairlines. Change fees and can-
cellation penalties add up to $2 bil-
lion a year, according tonew U.S. De-
partment of Transportation filings.

At some airlines, the fees are
heavier than baggage fees even

though they get far

THE less attention. At
——————— AMRCorp.’s Ameri-
MIDDLE SEAT can Airlines, travel-

ers paid $116 mil-
lion in change and cancellation pen-
alties in the first quarter this year,
compared with only $108 million in
baggage fees.

“It’s a backdoor way of charging
higher airfares to frequent fliers, par-
ticularly business travelers, who have
to change plans,” said Paul Hudson, ex-
ecutive director of the Aviation Con-
sumer Action Project, a consumer ad-
vocacy group in Washington.

In February, the Transportation
Department clarified rules on how
airlines report ticket-change penal-
ties to the government. The first-
quarter numbers for 2009 offer the
first accurate snapshot of how much
consumers pay to make changes to
non-refundable tickets. It turns out
to be more than many realized.

Change and cancellation fees
amount to an added 3.2% of U.S. air-
line passenger revenue, totaling
$527.6 million for the first quarter.
Much of it comes from business trav-
elers who pay the lion’s share of

ticket change fees and penalties.

Revenue from change fees is go-
ing up—even though fewer people
are traveling—because several air-
lines have hiked penalties. Amid
high fuel prices last year, several big
airlines pushed up the change fee on
domestic tickets to $150 from $100.
Even JetBlue Airways Corp. im-
posed a $100 change fee, up from
$40, for reservations made online.
Fees collected in the first quarter
this year jumped 29% at JetBlue to
$32.2 million from $25 million a
year earlier.

That stealthy shot of revenue is
huge for airlines, helping them
match discount airline prices, for ex-
ample, while ending up with more
revenue from customers to help
cover higher costs.

Airlines say they charge change
fees and cancellation penalties to
limit no-shows for flights and re-
duce the need to overbook, and to
give travelers incentives to pur-
chase full-fare, unrestricted tickets.
By paying higher prices, travelers
can buy flexibility and avoid change
fees; lower prices come as a trade-
off for more restrictions.

“Every traveler should weigh the
likelihood they will have to change
their itinerary prior to travel when
assessing each fare type and price,”
a spokesman for American said.

Unforgiving ticket penalties are
unique to the airline industry; other
industries typically either allow
changes or cancellations, or else al-
low buyers to swap or resell tickets
they can’t use. Theaters and sports

up when airlines impose big fees

teams sell nonrefundable tickets,
but buyers can give them to friends
or sell them; airline tickets are non-
transferable. Hotels, restaurants
and other service providers may
charge fees for no-shows, but they
typically give customers ample time
to cancel, imposing penalties only
within 24 hours, or perhaps after 4
p.m. on the day of arrival.

At airlines, fares with any kind of
discount are classified as nonrefund-
able. Customers can change and use
tickets within a year of purchase,
but doing so usually results in a pen-
alty of as much as $250 on interna-
tional itineraries, plus the differ-
encein fares if the new one is higher.
With some low-cost fares, the pen-
alty can approach if not equal the
value of the original ticket, leaving
it worthless if a change were to be
made.

Airlines say they don’t make
their tickets transferable because
they don’t want companies buying
up inventories of cheap tickets and
either doling them out for employee
business trips or creating a second-
ary ticket market.

But the penalties are also a huge
irritant for travelers who get frus-
trated trying to make schedule
changes.

“I think it’s scandalous how the
airlines are allowed to dictate the
terms that they do,” says Richard
Factor, a business traveler who be-
lieves airlines shouldn’t be allowed
to make tickets both nonrefundable
and nontransferable.

Steve Landes, who runs a Florida

organization of travelers who com-
mute by air between home and busi-
ness, says change fees have risen so
high that many frequent travelers
are switching to Southwest Airlines
Co., which allows ticket changes
without charging a penalty. “That
$150 charge is a killer, and people
avoid it. Airlines may think they are
making money on it, but they must
be losing money. They are sending
their customers away,” Mr. Landes
says. “You buy tickets six months in
advance and how do you know
you’re not going to get sick, and
your job isn’t going to be trans-
ferred?”

Mr. Hudson, the consumer advo-
cate, says airline penalties are most
analogous to hotels’ late-cancella-
tion rules, which often require one-
night’s payment. Like an airline seat
that flies empty, a hotel room that
sits vacant for a night is lost revenue
that can’t be recovered, so last-
minute changes can be costly. “But
most hotels give you the opportunity
to cancel within a certain amount of
time without penalty,” he said.

Airline rules are tougher on con-
sumers “partly because of a lack of
competition and partly alack of reg-
ulation,” Mr. Hudson says. “Some of
these things I think should be regu-
lated.”

Midwest Airlines, a Milwaukee-
based carrier catering to business
travelers with low fares, records the
heftiest passenger change fees as a
percentage of passenger revenue.
Midwest’s reported change and can-
cellation fees equaled 7% of passen-

ger revenue. JetBlue was second at
4.6%. US Airways Group Inc. was
also above average at 4.3%.

American, UAL Corp.’s United
Airlines, Alaska Airlines and Virgin
America Airlines all fell between 3%
and 3.3%—about the industry aver-
age. At AirTran Airways, fees
dropped 18% for the first quarter
compared with a year earlier, a re-
sult of the decline in business travel
this year, the airline said. “Business
travelers are the most likely to can-
celreservations and incur the fee,” a
spokesman said.

Delta Air Lines Inc. took the DOT
category of “cancellation fees” quite
literally and reported only cancella-
tion fees, not change fees. (DOT
guidelines lump the two together.)
Penalties imposed on tickets that
get changed add up to a lot more
than tickets that are simply can-
celed and never reused, because air-
lines typically give customers one
year from date of purchase to reuse
the value of a canceled ticket. When
Delta bought Northwest, it changed
how Northwest reports cancella-
tion/change fees as well.

A Delta spokeswoman said the
airline couldn’t change its reporting
in time to report the first quarter
with change fees, so it reported can-
cellation fees of $3.6 million. But
when asked, the airline estimated to-
tal change and cancellation fees for
the first quarter of $100 million for
Delta and $58 million for Northwest—
putting both slightly above average,
when fees are compared with pas-
senger revenue.
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Leveling off

U.S. durable-goods orders excluding transportation,

change from a year earlier

’04

Note: figures are seasonally adjusted

Source: U.S. Commerce Department via Thomson Reuters

More signs add to hopes
U.S. recession is easing

By KELLY EVANS

Thepace of declineineconomicac-
tivity has “moderated” or “begun to
stabilize,” the Federal Reserve’s latest
survey of regional economic condi-
tions found, and a Commerce Depart-
ment report showed the steep drop in
U.S.business-investment spending ap-
pears to be bottoming out.

Both reports reinforced expecta-
tions that the recession, which be-
gan in December 2007, may be near-
ing an end.

The Fed’s “Beige Book,” a
roundup of conditions across its 12
districts, suggested that economic
activity remains weak in many re-
gions, but the slowing pace of de-
cline is a marked improvement from
previous reports.

Chicago and St. Louis, for example,
reportedthe pace ofdeclineintheirre-
gions “appeared to be moderating”
from the last report, while New York,
Cleveland, Kansas City and San Fran-
cisco reported “signs of stabiliza-
tion.” Minneapolis, however, said its
regional economy contracted since
the last report, released June 10. The
report is done through interviews and
surveys with local businesses.

While the report noted that
households “continued to be price-
conscious,” signs of scattered im-
provement were seen in manufactur-
ing, housing and even the labor mar-
ket. Several regions reported hiring
activity in health care, technology

and manufacturing.

Most districts described manu-
facturing as “depressed but with se-
lected signs of modest improve-
ment.” An uptick in production in
some regions was attributed to the
need to replenish customer invento-
ries. Military products and pharma-
ceuticals saw strong demand or ris-
ing sales in some areas.

But improvement wasn’t seen
across the board. Travel and tour-
ism declined in most districts.
Freight and shipping volumes were
reported well below year-ago levels
in many areas. Commercial real es-
tate was described as “weak” or
“slow” in all 12 districts.

Meanwhile, the Commerce Depart-
ment said new orders for durable
goods—big-ticket items such as com-
puters and machinery—declined in
June by a seasonally adjusted 2.5%
from May’s level, to $158.6 billion. The
drop was largely because of a decline
in aircraft orders, which had surged
the prior month. Excluding aircraft
and other transportation, orders rose
1.1%, the second straight gain and a
sign business demand is firming.

A key gauge of business invest-
ment spending, orders for capital
goods excluding aircraft and defense,
rose 1.4%, the second monthly gain.

“The implication is that equip-
ment investment should begintolevel
off in the third quarter after plunging
over the previous year,” said J.P. Mor-
gan economist Abiel Reinhart.

French cabinet moves closer
to privatization of La Poste

BY GABRIELE PARUSSINI

PARIS—The French cabinet took
the first step toward a possible
privatization of the country’s postal
service as it approved a bill that will
turn La Poste into a joint-stock com-
pany on Jan. 1.

The bill now goes to Parliament
for approval. The UMP conservative
party of President Nicolas Sarkozy
and its allies have a firm majority
there, so the bill’s passage is as-
sured.

“We need to give La Poste the
means of pursuing its moderniza-
tion and its development,” Finance
Minister Christine Lagarde said.

Mail services will be opened to
competition in the European Union
in 2011.

The government would own al-
most all the shares in the group, ei-
ther directly and indirectly. It would

inject €2.7 billion ($3.83 billion)
into La Poste in partnership with
state investment bank Caisse des De-
pots and Consignations, which also
would be a shareholder.

The government hasn’t an-
nounced plans to privatize La Poste,
but it turned national phone opera-
tor France Télécom as well as en-
ergy companies Gaz de France and
Electricité de France SA into joint-
stock companies before they were
privatized via the stock market.

Postal companies in the Nether-
lands and Germany have been priva-
tized, and their shares are traded on
local stock markets. The U.K. has put
off the partial privatization of Royal
Mail, citing the state of the econ-
omy. The partial selloff, opposed by
many lawmakers from the ruling La-
bour party, had been due to go be-
fore Parliament before the summer
break.

Obama sllppm in po

Approval rating hits
23% as health plan

loses public support

By LAURA MECKLER

WASHINGTON—Support for
U.S. President Barack Obama’s
health-care effort slipped substan-
tially over the past five weeks—par-
ticularly among those who already
have insurance—as Congress has
struggled to finalize legislation and
attention has focused on its high
price, a new Wall Street Jour-
nal/NBC News poll finds.

In a bid to regain momentum,
Mr. Obama is shifting the way he is
selling his top domestic priority, fo-
cusing less on how the revamp
would reduce costs and more on
how it would protect those who al-
ready have insurance—the people
who need to be won over. One of the
president’s top advisers acknowl-
edged Wednesday that the White
House’s prior focus had been unsuc-
cessful.

In mid-June, the public was
evenly divided when asked whether
it thought Mr. Obama’s health plan
was a good idea or bad idea. The
new poll, conducted July 24-27,
found 42% calling it a bad idea ver-
sus 36% who said it was a good idea.
Among those with insurance, the
portion calling the plan a bad idea
rose to 47% from 37%.

The concern is fueled by rising
anxiety over the federal budget defi-
cit, which is reflected in the new
poll as well. Meanwhile, worries
over the economy and a drop in sup-
port from Republicans appear to be
bringing Mr. Obama’s overall rat-
ings down. They are now in line
with historical standards, but no
longer at the highflying levels of his
early weeks.

His job approval now stands at
53%, down from a high of 61% in
April. The latest reading is only
three points higher than President
George W. Bush’s rating in June
2001, after his narrow and conten-
tious election victory in late 2000.

The poll had a margin of error of
3.1 percentage points for the overall
sample, higher for subgroups.

On health care, there was an-
other worrisome sign for the presi-
dent: Only two in 10 people pre-
dicted the quality of their own care
would improve under the Obama
plan, and just 15% of those with pri-
vate insurance thought it would.
Twice as many overall, and three
times as many with private cover-
age, predicted their own care would
get worse.

“You can’t pass a substantial
health reform unless privately in-
sured people see there’s a benefit
for them,” said Bill McInturff, a Re-
publican pollster who conducts the
poll with Democrat Peter D. Hart.

Support for former President
Bill Clinton’s health plan hovered in
similar territory in 1994, as it was
on its way to defeat.

Once Congress leaves town for
its August break, especially if it de-
parts on a negative note, it will be
hard for the White House to demon-
strate progress toward a successful
conclusion. For Mr. Obama, it is crit-
ical to change the story line that has
dominated the past several weeks,
which has focused on the hurdles to
passing legislation. He got some
good news from the House on Tues-
day, as Democratic leaders worked
out a deal with conservative Demo-

Associated Press

U.S. President Barack Obama holds a town-hall meeting about health care at the
Broughton High School in Raleigh, North Carolina on Wednesday

Communication problem

Support for President Obama’s health-care plan is low, but support rises
when the plan is explained to poll respondents.

From what When the
you have heard planis
about Barack Badidea B explained: [EEXN Oppose
Obama’s health
care plan, do you 6 Depends/
think it's 35 Notsure/ 22 not sure
a good idea or no opinion
a bad idea?
33 Good idea 36 56 Favor
June July July

Source: WSJ/NBC News telephone poll of 1,011 adults conducted July 24-27;

margin of error: +/-3.1 percentage points

crats to move their bill through the
last of three committees.

The poll also had some encourag-
ing news for Mr. Obama and his
health-care allies. When given a
fairly detailed description of the
plan they are pushing, Americans
registered strong approval, with
56% saying they favor the plan ver-
sus 38% who oppose it.

Many of these details, such asre-
quiring insurance companies to
cover people with pre-existing con-
ditions, haven’t been the focus of
the congressional debate, which
has centered on more controversial
issues.

Mr. Obama himself has focused
sharply on cost control for busi-
nesses and regular Americans who
have seen premiums rise much
faster than wages. White House offi-
cials believed this would give those
with insurance a stake in the de-
bate.

Concern over the
health plan is fueled
by rising anxiety over
the budget deficit.

But it hasn’t worked, partly be-
cause the debate in Washington has
been dominated by the $1 trillion,
10-year price tag for covering the
uninsured, making it hard to simul-
taneously convince people that the
bill will lead to reduced costs.

“There’s dissonance, and I under-
stand the confusion,” said David Ax-
elrod, senior adviser to Mr. Obama.

“People are properly skeptical
about any proposals out of Washing-
ton that speak to cost, because

they’ve been singed by past experi-
ence,” he said. “You’re talking about
reducing costs over time, and that’s
a hard thing for people to envision.”

Mr. Axelrod added that “con-
sumer protections are a lot more
tangible,” and that’s what Mr.
Obama focused on Wednesday at a
town-hall meeting in Raleigh, N.C.

He outlined a series of policies,
many of which the insurance indus-
try has agreed to accept. The presi-
dent said he wants rules that will re-
quire insurers to cover people with
pre-existing conditions, cap out-of-
pocket expenses, ban cost-sharing
for preventive care, bar insurers
from dropping people who become
seriously ill, ban higher charges
based on gender, ban annual or life-
time coverage caps, require insur-
ers to renew policies as long as pre-
miums are paid, and allow young
adults to stay on their parents’
plans through age 26.

“If you’ve got health insurance,
then the reform we’re proposing
will also help you, because it will
provide you more stability and
more security,” Mr. Obama said.

On the question of how to pay for
the measure, the poll finds only one
idea with majority support: a surtax
on the rich, the approach taken in
the bill moving through the House,
but not in the Senate version.

Public support for requiring
businesses that don’t offer insur-
ance to pay a fine dropped moder-
ately from last month, with about
half of those polled now in favor.
Only about four in 10 liked the idea
of taxing insurance companies that
offer particularly generous health
plans, an idea that has gained cur-
rency in the Senate Finance Commit-
tee.

—Jonathan Weisman in Raleigh,

N.C., contributed to this article.
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Microsoft, Yahoo unite against Google

Microsoft’s Bing will become Yahoo’s search engine and Yahoo will handle sales of search ads for both companies

By JEssicA E. VASCELLARO
AND NicKk WINGFIELD

Yahoo Inc. and Microsoft Corp.
struck a deal for a 10-year Internet-
search partnership, ending a pro-
tracted dance and uniting the rivals
against Google Inc.

Under the deal, Yahoo will make
Microsoft’s Bing search engine the
search provider on its Web sites. Ya-
hoo will handle sales of search ads for
both companies, using Microsoft’s
search-advertising technology.

There is no large upfront pay-
ment, as the two companies had ear-
lier discussed. The agreement is a
revenue-sharing pact with Mi-
crosoft paying Yahoo 88% of the
search revenue generated from its
sites during the first five years of
the agreement, the companies said.

Microsoft, which last year made
afailed $47.5 billion takeover bid for
Yahoo, finally wins what it wanted
most from the Internet pioneer—
huge volumes of queries that run
through Yahoo’s search engine. At
the same time, Yahoo will reap addi-
tional search-advertising business
to expand its share of the market.

“We face a formidable competi-
tor in search,” Yahoo Chief Execu-
tive Carol Bartz said on a conference
call Wednesday. “What this deal is
really about is scale.”

The deal narrows the gap with
Google but the new partners remain
a distant second. Microsoft and Ya-
hoo combined accounted for less
than half of Google’s 65% share of
searches in the U.S. market in June,
according to research firm Com-
score. Microsoft handled 8.4% of
searches last month and Yahoo ac-
counted for just under 20%.

The transactionis subject to areg-
ulatory review, but the companies
said they expect it could be sealed by

Carol Bartz, CEO of Yahoo
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early 2010.

Microsoft Chief Executive Steve
Ballmer said on the conference call
that he expects “opposition” to the
deal from an antitrust perspective
from what he dubbed “the competi-
tor,” a clear reference to Google. But
he said: “We think we have a good
case for how this [deal] improves
competition.”

Last year, the U.S. Department of
Justice derailed a proposed
search-ad partnership between Goo-
gle and Yahoo after concluding that
it would give Google too much con-
trol over the market. And under the
Obama administration, the Justice
Department is promising to review
deals more rigorously.

A key U.S. antitrust lawmaker
said the deal warrants “careful scru-

tiny.” Sen. Herb Kohl (D-Wis.) said
the search pact combines “industry
giants and direct competitors in In-
ternet advertising and search mar-
kets.”

A spokeswoman for the Euro-
pean Commission, the EU’s execu-
tive arm, said the regulator hadn’t
been “informed about the details of
the transaction.” She declined to
comment further, beyond saying
that the commission “keeps this sec-
tor, as others, under review.”

Internet users won’t notice a dra-
matic difference on either Yahoo or
Microsoft’s sites, since the technol-
ogy involved in the exchange oper-
ates behind the scenes. Ms. Bartz
said the Yahoo branding will remain
on the top of Yahoo search pages but
the results will say “powered by
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Ganging up

Microsoft’s Bing combined with Yahoo's
search engine would still be a distant
second to Google in number of searches
by U.S. Web users.
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Bing” at the bottom.

In afternoon trading Wednesday,
shares of Yahoo slid $2.05, or 12%, to
$15.17 on the Nasdaq Stock Market,
as investors expressed disappoint-
ment over the fact that the company
won’t be getting animmediate wind-
fall from the deal. Microsoft shares
advanced 21 cents to $23.68.

Ms. Bartz downplayed the lack of
a big upfront payment from Mi-
crosoft. “As far as we’re concerned,
the boatload of cash is preserving
our revenue line,” Ms. Bartz said.
“Having an upfront payment didn’t
really help us from an operating
standpoint.”

Yahoo anticipates that the deal
will save the company $200 million
in capital expenditures and gener-
ate $500 million in operating in-

come annually.

Mr. Ballmer said, under the deal,
Microsoft will be investing “several
hundred million” dollars in the short
term, including some additional capi-
tal expenditures.

The companies argued the deal
will lead to better search results, in
part by giving Microsoft more data
to refine its search technology.

The deal could make it simpler
for advertisers to choose an alterna-
tive to Google as a vehicle for search
ads, said industry observers.

“They should be worried,”
Danny Sullivan, editor of Search-
EngineLand.com, said of Google.
“It’s going to give Microsoft in one
fell swoop a much bigger share of
the search market.”

A Google spokesman declined to
comment.

Bryan Wiener, CEO of digital ad-
vertising agency 360i, said the deal
would make Bing more attractive to
advertisers who have been exclud-
ing it from their campaigns because
its search traffic is relatively low. He
added it would free up Yahoo to in-
vest in new search ad-sales staff and
technology, areas where, he said, it
has trailed Google.

Still, Mr. Wiener said it remains
unclear whether Yahoo and Mi-
crosoft will be able to greatly boost
their combined market share.

The deal comes as Microsoft has
begun garnering positive buzz for
Bing, which it launched in early
June. But even with Bing, Mr. Ball-
mer made it clear in a recent inter-
view that he still favored a deal with
Yahoo to help accelerate Microsoft’s
search business and the creation of
a more serious competitor to Goo-
gle.

—Joann S. Lublin, Fawn Johnson
and Jessica Hodgson
contributed to this article.

Arcelor posts loss, but

BY ROBERT GUY MATTHEWS

ArcelorMittal, the world’s largest
steelmaker, swung to a $792 million
loss after charges in the second quar-
ter and said a recovery is strengthen-
ing outside of the U.S. and Western
Europe, prompting a moderate in-
crease in prices and output.

The company said it expects an-
other two quarters of weak demand
in those two markets. Nonetheless,
company executives said in an inter-
view they expect an overall improve-
ment during the third quarter.

“We believe the worst is over,”
Lakshmi Mittal, chief executive of Ar-
celorMittal, said in an interview.
“Clearly in the third quarter, we will
have improved results.” Already, the
company is restarting mills and blast
furnaces in anticipation of a stronger
second half.

The steelmaker, which a year ear-
lier reported a profit of $5.84 billion,
said that there were sustained signs of
recovery in India, Russia, Eastern Eu-
rope and Brazil amid new construc-
tion and China’s economic-stimulus in-
itiatives. Output is increasing faster in
those economies than in the U.S. or
Western Europe, Mr. Mittal said.

“India mills are operating at full
capacity,” he said. “Our products
from Ukraine are operating at higher
capacity. We are shipping to Turkey

and China from our Kazakhstan oper-
ations.”

Construction of roads, buildings
and other infrastructure is behind
the uptick in demand in those re-
gions, he added. China, he predicted,
will need 10% more steel in 2010.

Steel demand is generally thought
to be a leading indicator for the
world’s economies because of its use
in automobiles, commercial and resi-
dential construction, road building
and consumer goods such as washing
machines.

Last year, when the world’s credit
crisis hit and demand for commodi-
ties fell dramatically, steelmakers
were caught with too much steel and
too few buyers. They are still strug-
gling to get back into profitability, as
most every major steelmaker has re-
corded large losses all year.

Despite encouraging signs in de-
veloping regions, Mr. Mittal cau-
tioned that recovery would be slow,
though, hopefully, steady. “We are ex-
pecting our volumes to increase but
average steel prices should be stable
or slightly down.”

The drag on profit is coming
mainly from the U.S. and Western Eu-
rope. While the company said that au-
tomotive demand is picking up, con-
struction and other markets aren’t ex-
pected to turn around for months. “It
could take up to three quarters,” Mr.

is upbeat

Mittal said. “But we are thinking a re-
covery could happen in the next two
quarters.”

In North America, just three out of
the company’s nine blast furnaces
are operating or planning to come
back online as of now. In Europe, 15 of
the company’s 25 blast furnaces are
expected to be online during the third
quarter. Blast furnaces are used to
make steel.

ArcelorMittal said that the pres-
sure to close steel facilities perma-
nently has eased somewhat. But be-
cause recovery is so slow and unpre-
dictable, there is a lingering possibil-
ity that more closures could occur.

Steel prices around the globe are
starting to rise again, even in North
America and Western Europe. The in-
crease in China, Brazil and other de-
veloping countries, reflects an in-
crease in actual demand, while in the
U.S. and Western Europe, it reflects a
destocking of inventories.

Included in the second-quarter
loss was $1.2 billion in inventory
write-downs and costs related to tem-
porary unemployment as ArcelorMit-
tal kept its global operations running
at 50% of capacity because of a slump
in steel demand from customers in
the automotive and construction sec-
tors.

Second-quarter revenue fell 60%
year-to-year to $15.2 billion.

BHP shifts iron-ore pricing
as industry overhauls terms

BY ROBERT GUY MATTHEWS

BHP Billiton Ltd., the world’s
largest miner, said it settled iron-
ore price negotiations with more
than half of its steel industry cus-
tomers, with a portion of buyers
agreeing to annual contract rates
that are 33% below last year’s prices
and the remaining agreeing to nego-
tiate prices quarterly.

The deal to set prices quarterly
based on the spot market and in-
dexed futures markets represents a
breakthrough for BHP and the indus-
try. Spot market prices more imme-
diately reflect high and lower de-
mand and would allow BHP to more
quickly capitalize on upswings in de-
mand. It would also allow steelmak-
ers to save when demand is low.

The agreements weaken the de-
cades-old system of settling iron ore
prices on an annual basis, which
BHP has increasingly criticized as
outdated.

The “current settlements are in-
dicative of continued progress to-
wards transparent market pricing,”
BHP said in a statement Wednesday.

While some of BHP’s steel cus-
tomers will still purchase their iron

ore annually, more steelmakers are
opting out of the system and hoping
that they will be able to buy iron ore
at below contract prices.

As a result, steel prices world-
wide may become more volatile as
the raw material, iron ore, fluctu-
ates along the lines of supply and de-
mand. BHP is hoping that it will
boost its profits in more frequent ne-
gotiations.

The miner said the recent negoti-
ations reflect only about half of its
volume and that negotiations are
continuing for the remaining 47% of
its iron ore volumes with steel cus-
tomers, including those in China.

Chinese steelmakers are BHP’s
largest and most important custom-
ers. The two sides have been wres-
tling for months over the price of
iron ore, a necessary ingredient in
the production of steel.

Chinese steelmakers have been
seeking a 50% discount, to reflect
the weakened world economy and
their growing dominance in the pur-
chase of iron ore—far steeper than
the 33% BHP announced Wednes-
day. The 33% figure is in line with
contracts between Rio Tinto Ltd.
and Japanese, Korean and Taiwan-
ese steelmakers.
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Sanofi nears Merial deal I

Drug maker seeking
to buy out partner
in animal-drug firm

By JEANNE WHALEN
AND JEFFREY MCCRACKEN

Sanofi-Aventis SA is close to an-
nouncing a deal to buy Merck & Co.’s
half of a joint venture that makes
drugs for animals, according to peo-
ple familiar with the matter.

Analysts and bankers value
Merck’s 50% stake in the Merial joint
ventureat $3billionto $5billion. The
companies could announce a deal as
soon as thisweek, though talks could
still break down or be delayed, these
people said. News of the potential
deal came as Sanofi reported a 4.9%
risein second-quarter profit.

Currently, Sanofi and Merck
each own half of Merial, which had
sales last year of more than $2.6 bil-
lion from products including Front-
line flea and tick treatments.

Merckisclosetosellingthestakein
part to avoid any concerns from anti-
trust regulators that its pending $41
billionacquisitionofSchering-Plough
Corp. would make it too dominant in
the animal medication business.

Asked about the Merial stake on
a conference call with analysts
Wednesday, Sanofi chief executive
Christopher Viehbacher said: “We
like the animal health business. If
there was an opportunity to extend
our participation in that market we
would welcome it. But you really
would have to ask Merck about the
timing of decisions.”

A Merck spokeswoman declined
to comment about an impending
sale. Merck has said that it has been

exploring its options and evaluating
the potential of selling its stake in
Merial or in Schering-Plough’s Inter-
vet animal health business.

Merck has received a high level
of interest from several big pharma-
ceutical companies for Intervet,
which had sales of $3 billion last
year, according to one person famil-
iar with the matter.

Drug companies see animal medi-
cations as attractive because they
are subject to far less competition
from cheap generics than human
pharmaceuticals.

ThenewscameasSanofiraisedits
full-year earnings guidance, sayingit
now expects 10% growth in its 2009
earningspershare,instead ofaprevi-
ous forecast of at least 7% growth.

Net profit for the second quar-
ter rose 4.9% to €1.06 billion ($1.5
billion) from a year ago, boosted by
the dollar’s strength against the

N

Associated Press

Sanofi CEO Christopher Viehbacher said he didn’t see sales of the HIN1 flu virus
vaccine as affecting the long-term valuation of the company.

euro and strong sales of the diabe-
tes treatment Lantus and the anti-
clotting drugs Lovenox and Plavix.
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Sales grew 11% to €7.44 billion.

Mr. Viehbacher tried to reassure
investors about Sanofi’s long-term
future. Some of Sanofi’s biggest
drugs will lose patent protection
and face competition from generics
in the coming years, which will hit
revenues hard. But cost cuts and
other sources of sales growth will
mean that the company by 2013 will
be able to maintain sales and profits
at 2008 levels, Mr. Viehbacher said.

Thecompanyiscountingonemerg-
ing markets, vaccines, nonprescrip-
tion medicines, Lantus and some new
products to fuel this sales growth.

Recent studies suggesting a pos-
sible link between Lantus and cancer
caused investor concern that Lantus
sales could suffer. Mr. Viehbacher
said Wednesday that he believes the
medical community has concluded
that the studies were inconclusive
and flawed. He said Sanofi hasn’t
seen any negative effect on Lantus
sales yet. Because the studies were
published in late June, any negative
effect wouldn’t be noticeable in the
second-quarter results.

Mr. Viehbacher played down the
potential for profits from the sale of
HIN1 swine flu vaccine, saying the
company is viewing the pandemic as
a “public health issue and not as a
business opportunity.”

In an interview, Mr. Viehbacher
said the company probably won’t
book any HINI vaccine sales until
the fourth quarter. He declined to
forecast how much profit Sanofi
would earn from HIN1 vaccine sales,
saying it’s still unclear how many
doses the French drug maker will be
able to produce.

“There’ll certainly be some extra
sales and profits associated with it.
But...it’s kind of a one-off effect, and
I don’t really see it as affecting the
long term valuation of the com-
pany,” he said.

Mr. Viehbacher’s comments are a
contrast with recent remarks from
GlaxoSmithKline PLC Chief Execu-
tive Andrew Witty, who said last
week that his company’s swine-flu
vaccine and other pandemic prod-
ucts would make a “significant con-
tribution” to Glaxo’s profits.

Mr. Viehbacher said Sanofi has
signed contracts to supply HIN1 vac-
cine to the U.S., France and Mexico,
but isn’t rushing to sign additional
orders. The company wants to re-
tain some flexibility so it can ship
doses to countries that need them
the most, he said.

Sanofi will charge between €5
and €7 adose in developed countries,
€3 to €4 in “middle-income” coun-
tries and less in poorer countries, he
said. The company has also pledged
to donate 100 million doses to the
WHO for use in the poorest nations.

—Mimosa Spencer and Jonathan
Rockoff contributed to this article.
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Daimler posts a $

Luxury-vehicle sales
run into headwinds;
dim full-year outlook

BY CHRISTOPH RAUWALD

FRANKFURT—Daimler AG
swung to a €1.02 billion ($1.45 bil-
lion) loss in the second quarter due
to weak demand for luxury vehicles
and confirmed that full-year reve-
nue and sales are expected to come
in significantly lower than in 2008.

Earnings at the Mercedes-Benz
cars, vans and financial services
units improved compared to the
gloomy first quarter, but “a compari-
son with the very good second quar-
ter of last year shows that there is
still a lot of work to be done,” Daim-
ler Chief Executive Dieter Zetsche
said in a statement. In the second
quarter of last year, the German auto
maker posted a €1.35 billion profit.

The Stuttgart-based auto maker
said its closely watched earnings be-
fore interest and taxes, or Ebit, swung
to a €1 billion loss as restructuring
charges on top of deteriorating vehi-
cle sales added fuel to the fire. But
Ebit still came in ahead of analysts’ ex-
pectations of a €1.53 billion loss. The
net loss was also less severe than the
€1.34 billion analysts had forecast.

Reacting to the steep market

Daimler
Net profit/loss, in billions
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Source: the company
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An employee works on the production
line in the Mercedes-Benz site in
Sindelfingen, Germany.

downturn for trucks and luxury
cars, Daimler targets cost savings of
€4 billion as part of a wide-ranging
move to streamline its organization.

Daimler’s second-quarter reve-
nue fell 25% from the same period
last year to €19.6 billion. Daimler’s
sales were down 31% on the year in
the second quarter at 391,500 cars
and commercial vehicles. Charges
related to the sale of its remaining
19.9% stake in Chrysler LLC to Cer-
berus Capital Management LP also
shaved €387 million from earnings.

A €204 million charge was
booked in the second quarter for the

restructuring of Daimler’s Japanese
truck unit plus €13 million in ex-
penses for slashing capacity at the
North American truck operations.
Daimler’s core Mercedes-Benz di-
vision, which comprises the Mer-
cedes-Benz, Smart and Maybach
nameplates, posted a €340 million
operating loss compared to a €1.21
billion profit in the year-earlier pe-
riod, but solid sales of the new gener-
ation Mercedes-Benz E-Class and
the GLK compact sports-utility vehi-
cle cushioned the fall.
Mercedes-Benz is expected to
post a positive operating result in

1.45 billion loss

Associated Press

the second half of the year, due
mainly to the E-Class and the new-
generation of the flagship S-Class
model. But the division’s full-year
car sales are expected to come in be-
low last year’s level.

Daimler said inventories at Mer-
cedes-Benz were cut by about 44,000
vehicles in the second quarter, in line
with the company’s target. Invento-
ries at all other units were also re-
duced, it said. Daimler said the
group’s industrial net liquidity rose
to€4.6 billion at the end of the second
quarter from €3.7 billion at the end of
the first three months of the year.

Honda, Nissan upbeat despite dreary results

BY YOSHIO TAKAHASHI

TOKYO—Honda Motor Co. and
Nissan Motor Co. both posted dis-
mal earnings to start their fiscal
years, but the big Japanese auto mak-
ers beat market expectations and of-
fered signs that the crippling losses
of the past year may be behind them.

Honda, Japan’s second-largest
auto maker by vehicle sales after Toy-
ota Motor Corp., said its net profit
for the first quarter ended June 30
tumbled 96% to 7.56 billion yen, or
about $80 million, from the same pe-
riod a year ago. But it lifted its full-
year earnings target, helped by strin-
gent cost cuts and stronger-than-ex-
pected vehicle sales at home and in
China.

Nissan, the country’s third-big-
gest car maker, reported a first-quar-
ter net loss of 16.53 billion yen, com-
pared with a net profit of 52.80 bil-
lion yen a year earlier. At the same
time, its China joint venture unveiled
plans to spend five billion yuan, or
about $730 million, to establish a
new auto plant there.

China, which looks set to surpass
the U.S. to become the world’s big-
gest auto market as early as this
year, is an increasing source of profit
growth for auto makers in the devel-
oped world.

The results from the two Japa-
nese auto makers were hurt by de-
pressed demand in major markets,
especially the U.S. Both were also
hurt by the strength of the yen,
which ate into the income they
earned overseas and which is ex-
pected to continue to pressure re-
sults this fiscal year.

Still, both companies performed
better than analysts expected. Gov-
ernment incentives, cost cutting and
tighter inventory control along with
some sales recovery in the emerging
markets are beginning to improve
the outlook for Japan’s auto makers

In Tokyo, Honda’s shares rose

Gear shift | Net profit/loss, in billions of yen

Honda Motor

Nissan

Note: Fiscal years end March 31 of year shown

1.1% to 2,770 yen, while Nissan’s
shares rose less than 1% to 631 yen.

The industry’s eyes will now fo-
cus on Toyota, the world’s biggest
car maker by sales volume, which is
expected to report a net loss when it
releases quarterly earnings Tuesday.

The two companies’ performance
echoes Ford Motor Co.’s results an-
nounced last week. The U.S. car
maker said it returned to profitabil-
ity in the second quarter, though this
came mainly from gains it recorded
as part of efforts to restructure its

Sources: the companies

debt.

Honda, the maker of the Insight
hybrid and Civic compact cars,
raised its net profit outlook to 55 bil-
lion yen in the 12 months through
March from its previous forecast of
40 billion yen. It cited cuts in admin-
istrative and sales costs, as well asre-
duced research and development
spending.

“The upward revision reflects
[Honda’s] confidence of its own ef-
forts” to cut costs among other steps
to get back on its feet amid persis-

tent uncertain prospects for a recov-
ery in demand, said Mitsushige
Akino, a general manager at Ichiy-
oshi Investment Management.

Honda’s first-quarter revenue to-
taled two trillion yen, 30% lower
than a year earlier.

Nissan left its forecast un-
changed, expecting a net loss of 170
billion yen for the fiscal year ending
in March. Its first-quarter sales
sagged 36% to 1.515 trillion yen, from
2.347 trillion yen.

Nissan’s China joint venture
plans to build a new plant to expand
its production capacity for passen-
ger cars by 240,000 vehicles a year,
said Dongfeng Motor Group Co., Nis-
san’s partner there. The plant, to be
built at an existing production base
in the southern Chinese city of
Guangzhou, is scheduled to start pro-
ductionin 2012, Dongfeng said. With
the expansion, Nissan’s manufactur-
ing capacity in China is expected to
rise to about 700,000 vehicles a year,
it said.

Honda reports earnings under
U.S. accounting standards, and Nis-
san’s earnings are based on Japa-
nese standards.

—Patricia Jiayi Ho
and Norihiko Shirouzu in Beijing
contributed to this article.

Porsche faces $7 billion Volkswagen hit

BY STEVE GOLDSTEIN

Porsche Automobil Holding SE
on Wednesday said it will take a hit
of as much as €5 billion ($7 billion)
before taxes as it sells options on
Volkswagen AG shares.

Porsche said it is in advanced
talks with “one or several investors,”
including Qatar Holding, about sell-
ing its options in Volkswagen.

Porsche’s strategy of buying up op-

tions in Volkswagen has netted it a
nearly 51% stake in VW, along with op-
tions for roughly 20% more of the auto
maker based in Wolfsburg, Germany.

But the options also have led
the company into debt of at least
€9 billion.

Porsche said the preparation for
the sale of VW options will result in a
“substantial book capital loss” as it
will be forced to take a devaluation.

In addition, Porsche will record

another loss relating to purchase-
price allocation, in which all assets
and liabilities will be compared
against the price paid for them.
Taken together, Porsche will take a
hit of as much as €5 billion.

Porsche stressed the write-offs
are purely accounting moves, and
selling the options will improve its li-
quidity because it no longer will
need to set aside more than €1 bil-
lion as cash collateral.

Peugeot-Citroén
records a loss
amid sales slump

By DAVID PEARSON

PSA Peugeot-Citroén SA said
shrinking vehicle sales pushed it
into the red in the first half and
warned that it doesn’t expect the
European automobile market tore-
cover before the end of 2010.

The French car maker reported
anetloss of €962 million ($1.36 bil-
lion) for the first six months of the
year, compared with a year-earlier
net profit of €733 million. Revenue
dropped 22% to €23.5 billion, re-
flecting a 20% drop in sales of the
company’s vehicles.

Like other volume car makers,
Peugeot-Citroén has been
squeezed by the plunge in global
automobile sales, as well as arapid
shift in customer preference to
smaller, less-polluting cars. With
European auto sales likely to con-
tract by 7% in the second half, Peu-
geot-Citroén said it still expects a
full-year operating loss of be-
tween €1 billion and €2 billion. De-
spite the disappointing results
and gloomy outlook, the auto
maker surprised analysts by an-
nouncing it had achieved positive
free cash flow of €467 million in
the first half thanks to a 31% drop
in its inventory of unsold cars.

At the same time, net debt im-
proved to just over €2 billion on
June 30 from €2.9 billion at the
end of last year, and Peugeot-Cit-
roen said it has restructured its
debt-maturity profile so there
were no major debt repayments
through 2014.

The improvement in Peugeot-
Citroen’s financial situation was
“amassive positive surprise,” said
Max Warburton, automotive ana-
lyst at Sanford Bernstein.

The positive free cash flow in
the first half will be more than off-
set in the second half, as there will
be no further reduction of invento-
ries, which have returned to a “nor-
mal” level equivalent to 66 days of
production, Chief Executive Phil-
ippe Varin told reporters. Provi-
sionreversals and a steady level of
research-and-development spend-
ing will also contribute to the sec-
ond-half cash burn, said Chief Fi-
nancial Officer Frédéric Saint
Geours.

Mr. Varin was put in charge of
the company just two months ago,
succeeding Christian Streiff, who
was forced out after disagree-
ments over strategy with the con-
trolling Peugeot family.

Europe’s second-largest auto-
motive group said it expected its
European market share to in-
crease to above 14% in the second
half of this year from 13.6% in the
first six months, boosted by new
product launches.

Mr. Varin said his strategy for
the group will focus on reducing
its dependence on Europe for
sales, increasing operational effi-
ciencies, and getting a competi-
tive edge in vehicle technology
and services.

He didn’t exclude new partner-
ships or alliances with other auto-
motive manufacturers to fill gaps
in Peugeot-Citroen’s product
lineup, and said he wanted to ex-
pand and deepen existing indus-
trial cooperation arrangements
with companies such as BMW AG,
Ford Motor Co., Fiat SpA, Toyota
Motor Co. and Mitsubishi Motors
Co. to share development and in-
dustrial costs.
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Cuts and price increases
heal Cadbury’s margins

U.K. profits rise on
smaller chocolates
and impulse buys

By AARON O. PATRICK

LONDON—Cadbury PLC in-
creased profit margins in the first
half, a step toward shedding its posi-
tion as one of the least-profitable
major producers of confectionary.

The chocolate, candy and gum
maker on Wednesday said operat-
ing margins rose to 11.5% from 9.7%
ayear ago. After coming under pres-
sure from shareholders over the
company’s weak performance two
years ago, Chief Executive Todd
Stitzer promised tough action to get
margins raised to about 15% by 2011.

In 2007, Cadbury had lower
profit margins than five of its main
competitors, including Hershey Co.,
Wm. Wrigley Jr. Co., and Nestlé SA,
according to figures compiled by
Sanford C. Bernstein & Co. Cad-
bury’s margins still trail most of its
rivals, according to public accounts.

To boost margins, Mr. Stitzer has
cut a layer of management, closed
several factories in Europe and
jacked up prices. After Wednesday’s
results, analysts said Cadbury is
making good progress but could still
miss the margin target. “It is too
early to be categorical about that,”
said Julian Hardwick, a food analyst
inLondon at Royal Bank of Scotland.

Mr. Stitzer said Wednesday that

the company is “firmly on track” to
hit the target.

Cadbury’s net profit rose to £313
million ($514.6 million) in the first
half from £113 million a year earlier,
driven by gains on the sale of an Aus-
tralian soda business to Asahi Brew-
eries of Japan. Chocolate sales were
strong, rising 10% in the half—about
double the long-term growth rate.

To boost sales in Britain during
the recession, Cadbury assigned its
best salespeople to convenience
stores, figuring they could increase
sales by targeting impulse buyers,
Mr. Stitzer said.

Cadbury also reduced the size of
some 9-ounce chocolate bars by 0.7
of an ounce, allowing it to pass on
higher costs and keep the price of
the bars around £1, according to Mr.
Stitzer. Cadbury’s U.K. chocolate
sales rose 12% in the half, he said.

But in the U.S., Cadbury stum-
bled as its Dentyne gum lost market
share. The company hasn’t
launched a big new gum product in
the U.S. since 2007 because it has
been working on a new version of its
popular Trident gum, Mr. Stitzer
said. The new product, Trident Lay-
ers, is made of three gum strips
stuck together and will go on sale be-
ginning in September. “It looks like
a gum sandwich,” Mr. Stitzer said.

Overall, the volume of Cadbury
confectionery sold fell 2% in the half
while sales by value rose 4%, after
stripping out the effect of currency
fluctuations and divestments.

—Michael Carolan
contributed to this article.

Chip makers see steadier market

BY ARCHIBALD PREUSCHAT

DUSSELDORF, Germany—Infin-
eon Technologies AG and STMicro-
electronics NVjoined a growing cho-
rus of microchip makers spotting a
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bottom to a months-long slump.

Germany’s Infineon Wednes-
day posted a13% increase in third-
quarter sales compared with the
second quarter and narrowed its
net loss significantly to €23 mil-
lion from €379 million in the sec-
ond quarter a year earlier. The im-
provement was helped by stronger
demand from mobile-handset pro-
ducers like LG Electronics Inc. and
cost cutting.

Swiss-based STMicroelectron-
ics NV, meanwhile, late Tuesday
posted its sixth consecutive quar-
terly net loss as sales and margins
continued to decline, but Chief Exec-
utive Carlo Bozotti Wednesday said
he expects the chip market as a
whole to decline less than STMicro
had previously forecast.

STMicro reported a loss of $318
million in the second quarter, includ-
ing arestructuring charge of $86 mil-
lion, compared with a $47 million
lossin the same period a year before.

AkzoNobel NV

Company’s net drops 13%;

ICI integration proceeds

Coatings and chemical company
AkzoNobel NV Wednesday re-
frained from giving a full-year out-
look as it reported a 13% fall in sec-
ond-quarter net profit, hurt by
lower volumesin all three of its busi-
ness units. It nevertheless kept its
target of achieving a 14% earnings
margin before interest, taxes, depre-
ciation and amortization by the end
of 2011. It plans to make savings of
at least €540 million ($770 million)
by then through synergies from its
acquisition of U.K. paint maker ICI,
aswell as restructuring. Chief Execu-
tive Hans Wijers said the ICI integra-
tionis ahead of schedule, with syner-
gies reaching €340 million. Second-
quarter net profit fell 13% to €155
million from €179 million a year ear-
lier, while revenue dropped 10% to
€3.67 billion.

Bayer AG

German pharmaceutical and
chemical company Bayer AG on
Wednesday said its second-quarter
net profit fell 7.3%, though the com-
pany reported strong sales at its
HealthCare unit. Net fell to €532 mil-
lion ($754 million) from €574 mil-
lion a year earlier, while revenue de-
clined 5.9% to €8.01 billion. A 30%
drop in sales at MaterialScience was
offset by an 8.3% rise in sales from
Bayer’s HealthCare subgroup,
which accounts for about half of to-
tal revenue. MaterialScience, hard-
hit by collapsing demand for its plas-
tics, foams and chemicals, seems to
have reached the bottom of the cy-
cle, but a lasting improvement isn’t
yet in sight, Bayer said. Existing re-
structuring programs will be expe-
dited and further measures may be
introduced, particularly in its poly-
carbonates unit, it said.

Tata Steel Ltd.

Tata Steel Ltd.’s fiscal first-quar-
ter profit fell 47%, which the com-
pany said was due to lower product
prices and a change in accounting
practices. Unconsolidated profit for
the standalone company fell to 7.9
billion rupees ($164 million) in the
quarter ended June 30 from 14.88
billion rupees a year earlier. Reve-
nue at Tata Steel, the world’s eighth-
largest steelmaker by capacity, fell
10% to 55.54 billion rupees from
61.65 billion rupees. The company
said profit would have been 2.77 bil-
lion rupees higher if it had followed
an earlier accounting practice allow-
ing it to state its foreign exchange
gain in the profit and loss account.
Its total steel production in the quar-
ter rose to 1.5 million metric tons
from 1.2 million tons.

Randstad Holding NV

The decline of Europe’s labor
markets contributed to a 90% fall in
Dutch staffing group Randstad Hold-
ing NV’s second-quarter net profit,
although cost cuts helped prevent it
from falling into a loss. Revenue
dropped 33% to €2.99 billion ($4.24
billion) compared to a pro forma fig-
ure of €4.44 billion, which was ad-
justed for the acquisition of Vedior,
a Dutch staffing agency it bought in
2008. The company closed 340 of-
fices in the quarter and operating ex-
penses excluding restructuring and
integration costs fell 24% to €531.1
million. Randstad said net profit fell
to €11.6 million from €96.2 million a
year ago. The figure includes €7.6
million in restructuring costs, €5
million in integration costs and
€39.7 million in amortization on ac-
quisition-related intangibles.

British Airways PLC

British Airways PLC Wednesday
said it will no longer offer meals to
economy travelers on short-haul
routes. A company spokeswoman
said the U.K. airline will stop offer-
ing meals on flights of under 2%
hours and after 10 a.m. to those trav-
eling in economy class. The move is
aimed at saving the struggling car-
rier £22 million a year. Meals will
still be provided to those in pre-
mium business class and a snack and
non-alcoholic drink will still be of-
fered at no extra charge to all travel-
ers. BA’s move mirrors low-cost car-
riers easyJet PLC and Ryanair Hold-
ings PLC, neither of which serves in-
flight meals for free, offering food
for sale instead. BA Chairman Mar-
tin Broughton said earlier this
month the firm couldn’t compete as
alow-cost carrier and instead would
offer “better value” for money.

EasyJet PLC

British budget airline easyJet
PLC posted a 12% rise in revenue for
its fiscal third quarter and said it ex-
pects a pretax profit of between £25
million ($41.1 million) and £50 mil-
lion for its fiscal year. Revenue in-
creased to £721 million for the three
months ended June 30 from £641
million a year earlier, boosted by the
timing of Easter, which fell in the fis-
cal third quarter this year and sec-
ond quarter last year. Average reve-
nue per seat rose 11% to £51.42 from
£46.36. EasyJet said it will increase
its feet to 187 aircraft by Sept. 30,
2010, from 181 currently. It plans to
operate 196 aircraft by the end of fis-
cal 2011 and 207 by the end of fiscal
2012. EasyJet’s results come just
days after fellow budget carrier Ry-
anair Holdings PLC scaled back its
full-year profit forecasts.

IAC/InterActiveCorp

IAC/InterActiveCorp reversed
a loss from a year earlier, when
write-downs weighed on results, as
the Internet-services group’s earn-
ings rose from the previous quar-
ter. IAC, a collection of Internet
companies, was revamped last fall
but has struggled during the weak
advertising environment. The com-
pany posted second-quarter earn-
ings of $40.8 million, or 28 cents a
share, compared with a year-ear-
lier loss of $421.6 million, or $3.02
a share. The year-earlier results in-
cluded a $132.6 million impairment
charge. Revenue in the latest quar-
ter declined 4% to $340 million.
Earnings before amortization in
the media and advertising seg-
ment, which includes the Ask.com
search engine, dropped 56%.

Reckitt Benckiser PLC

Reckitt Benckiser PLC contin-
ued to shrug off the effects of the glo-
bal downturn Wednesday, posting a
31%rise in second-quarter net profit
and raising both its sales and profit
targets for the full year. Net profit
jumped to £310 million ($509.6 mil-
lion) from £237 million a year ear-
lier as sales were up 20% at £1.87 bil-
lion from £1.56 billion, said the
maker of products such as Lysol,
Clearasil and Senokot. Stripping cur-
rency fluctuations, sales were up
8%, thanks to price increases, the
easing of input costs and cost sav-
ings. Sales were driven by Reckitt
Benckiser’s heroin-dependency
treatment Suboxone. Stripping out
the benefit of Suboxane, Reckitt’s
sales-growth rate was just 5%. The
company is targeting net revenue
growth of 5% to 6%, up from 4% pre-
viously, and net profit growth of 10%
to 11%, up from a previous forecast
of 8% to 10%.

ConocoPhillips

ConocoPhillips produced more
crude oil in the second quarter than
inthe same period a year earlier, but
lost money turning it into gasoline,
driving overall profit down 76%.
Conoco earned $1.3 billion in the sec-
ond quarter, down from $5.4 billion
a year earlier amid sharply lower
prices for oil and natural gas. Reve-
nue fell 50% to $35.4 billion. The
Houston-based company produced
7% more oil and natural gas than in
the year-earlier quarter as new
projects in the U.K., Russia and else-
where came online. Conoco’s refin-
ing business, which turns crude oil
into gasoline, diesel and other prod-
ucts, posted a loss of $52 million in
the second quarter, compared with
a $664 million profit a year earlier.
Refiners have been hit hard as de-
mand has fallen.

Deutsche Lufthansa AG

Deutsche Lufthansa AG said
Wednesday it swung to a net loss in
the first half, but reiterated its goal
of generating an operating profit in
2009 despite “considerable risks”
linked to declining demand for pas-
senger air travel. The German flag
carrier posted a loss of €216 million
($306 million), compared with a
year-earlier profit of €381 million.
Lufthansa’s closely watched operat-
ing profit dropped to €8 million from
€677 million a year earlier. Sales
were down 15% to €10.2 billion from
€12.06 billion. Lufthansa repeated
its pledge to step up efforts to safe-
guard earnings across the company.
The carrier said it hoped to achieve
€1 billion in savings by the end of
2011 at its core passenger operation.

Toshiba Corp.

Toshiba Corp. said its group net
loss worsened in the fiscal first quar-
ter as restructuring costs and red
ink at its chip operations continued
to weigh on the company. The com-
pany left its annual net loss forecast
of 50 billion yen ($528.9 million) un-
changed for the year ending March
2010. The Japanese electronics con-
glomerate reported a 57.80 billion
yen net loss in the three months
ended June 30, compared with the
11.61 billion yen loss the company re-
ported in the same period a year ear-
lier. The company’s revenue during
the quarter fell to 1.340 trillion yen
from 1.618 trillion yen, and it posted
a 37.59 billion yen operating loss.
Mired in huge losses at its chip oper-
ations, Toshiba is in the middle of a
major restructuring that includes
cutting temporary jobs and improv-
ing chip production efficiency.

Nippon Steel Corp.

Nippon Steel Corp., Japan’s big-
gest steel maker by output, reported
its second consecutive quarterly net
loss amid weaker domestic demand
for high-end steel products and the
increased cost of raw materials. The
world’s second-largest steelmaker
after ArcelorMittal said it incurred
a net loss of 42.25 billion yen
($446.8 million) in the fiscal first
quarter ended June 30, compared
with a year-earlier net profit of
82.76 billion yen. Hurt by poor sales
of high-end products to auto makers
and other manufacturers, group
sales sank 38% to 745.08 billion yen
from 1.2 billion yen. Although steel
demand in other Asian countries
has started to improve, weak sales
of high-grade products mean a re-
covery in Nippon Steel’s earnings is
likely to remain difficult for now.

—Compiled from staff
and wire service reports.
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Protesters’ brutal deaths spark Iran fury

Regime releases 140 detainees in apparent bid to ease opposition pressure; reports of violent interrogations abound

BY FARNAZ FASSIHI

Reports from Tehran families in
recent days of receiving the bodies
of relatives arrested at opposition
rallies who later died from violent
treatment in prison have fueled an-
ger at the government.

Among the dead is Mohsen Rou-
halamini, the son of a prominent
conservative and adviser to presi-
dential candidate Mohsen Rezai.
His family said he died of cardiac ar-
rest and bleeding in his lungs, and
that his face had been smashed.

News of his death in prison last
week spurred fury across political
lines, prompting even some
progovernment newspapers and
lawmakers to charge the regime
with excessive use of force and vio-
lence in crushing its opposition.
Opposition leaders warned of a
backlash and urged the govern-
ment of President Mahmoud Ah-
madinejad to reverse its actions.

“People will not forgive these
acts. How could it be possible that
someone goes into a prison, then
his body comes out?” opposition
leader Mir Hossein Mousavi said
Monday in a meeting with teachers.

Some of the families say they
are speaking out despite being
warned against talking to the me-
dia and holding funerals and memo-
rial services. On receiving the bod-
ies, they say, they were told to sign
consent forms that named the
cause of death as meningitis, flu or
bacterial infection.

Inaddition, scores of protesters
who have been detained and re-
leased in the past few weeks are
now coming forth with details of
their arrest and prison conditions.

Associated Press
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At a Berlin rally, a woman places a rose by a portrait of Sohrab Arabi, who vanished in Iran in June. His body was released this month.

These accounts paint a disturbing
picture of widespread abuse and
torture by interrogators in deten-
tion facilities that are overflowing.
The opposition has called for a
nationwide protest on Thursday to
commemorate the the deaths of
Neda Agha Soltan and others killed
in violent protests on June 20. In
Shiite Islam, it is the custom to
hold a memorial service on the
40th day after a person’s death.
Iran’s regime appears to be re-
sponding to the pressures, seem-

ingly wary of an even deeper divide
in an already volatile political land-
scape. On Tuesday, it released 140
detained protesters, and Supreme
Leader Ayatollah Ali Khamenei or-
dered the closure of a detention fa-
cility in south Tehran known as
Kahrizak where protesters were be-
ing held. Before this, it had been
used to jail drug dealers.

The parliament last week
named a special committee to in-
vestigate the conditions of prison-
ers and facilities after hundreds of

families wrote to lawmakers com-
plaining about lack of transpar-
ency and reports of abuse.

On Wednesday, the Associated
Press quoted Iranian state news
agency IRNA as reporting “around
20” detainees involved in “planning
and carrying out sabotage” will go
ontrial starting on Saturday. The re-
port said this would be the “first
phase” of trials, the AP said.

According to independent hu-
man-rights organizations, over
1,000 people have been arrested

and nearly 100 killed after the June
12 presidential election. Among
the arrested are 250 prominent re-
formers, journalists, lawyers and
student activists.

The Iranian regime puts the
number of arrested around 500
and the death toll at 20.

“The regime’s first priority is
survival. First they repress vio-
lently and now they realize their le-
gitimacy is badly tarnished, so
they are trying to defuse the incred-
ible anger by people,” said Payam
Akhavan, a former prosecutor at
The Hague and cofounder of Iran
Human Rights Documentation Cen-
ter in New Haven, Conn.

Last week, families who had
missing relatives were taken to a
cold-storage facility for fruits and
vegetables in the south of Tehran
that had been turned into a
morgue. Pictures posted on Ira-
nian Web sites showed bodies
piled on top of one another as fami-
lies tried to identify loved ones.

Among the bodies released re-
cently to relatives in Tehran, Ramin
Ghahremani, 30, died in the hospital
because of internal bleeding in his
chest. He was beaten and hanged up-
side down for long periods, accord-
ing to his mother, who spoke with
him while he was in the hospital.

Amir Javadifar, 27, a graduate
student in industrial management,
had broken bones and bruises, ac-
cording to his father, Ali Javadi-
fard, who saw his son in the hospi-
tal before he died. On Monday, Mr.
Javadifard was taken to a morgue
and received his son’s body.

“My son was healthy and well
when they arrested him, and his
body was returned to me in a differ-
ent condition,” Mr. Javadifard said.

India’s Singh walks a tightrope on statements on Pakistan

BY KETAKI GOKHALE

NEW DELHI—Indian Prime Min-
ister Manmohan Singh defended
statements he made weeks ago to
try to improve relations with Paki-
stan, saying Wednesday that a new
dossier from Islamabad convinced
him the nation is making a sincere ef-
fort to crack down on cross-border
terrorism and that peace in South
Asia had to be pursued.

At the same time—in a move to
smooth ruffled feathers within his
own Congress party and to counter
opposition taunts that he has taken
a soft line—Mr. Singh repeatedly
said talks between the two coun-
tries on broader issues like trade
and travel can’t continue unless Pa-
kistan pursues strong action
against terror.

A joint statement signed two
weeks ago by Mr. Singh and his Pa-
kistan counterpart, Prime Minis-
ter Yousuf Raza Gilani, said India
and Pakistan agreed to decouple
discussions about terrorism from
broader talks between the two
countries on issues such as trade
and travel.

Mr. Singh has thrust India’s rela-
tions with Pakistan to the top of
the political agenda in a way few ex-
pected when he began another five-
year term in office a few weeks
ago. How he fares in this political
skirmish could help to set the tone
for how India deals with Pakistan

through his administration.

His supporters say he is deter-
mined to leave good relations with
Pakistan as part of his political leg-
acy. But Mr. Singh has been facing
flak from opponents who say his
statement was too concessionary
and a departure from popular con-
sensus.

Yashwant Sinha, a parliamentar-
ian from the opposition Bharatiya Ja-
nata Party, said that the In-
dian public, still riled by last
year’s Mumbai attacks,
wants Pakistan to bring the
terrorists responsible tojus-
tice. The agreement “obliter-
ates the distinction between
being a perpetrator and vic-
tim,” said Mr. Sinha during a
vitriolic confrontation in
parliament. At another
point, Mr. Sinha accused Mr.
Singh of “walking all the
way to the Pakistani camp.”

Mr. Singh countered
that “unbracketing” the discussion
of terror from general talks be-
tween the neighbors wasn’t a sig-
nal that India’s aggressive stance
on terrorism had changed, or that
the formal peace talks between the
two countries would resume re-
gardless of Pakistan’s action
against terror. What the agree-
ment meant to convey was that Pa-
kistan was making satisfactory
progress in investigating the No-
vember attacks in Mumbai, he said.

Manmohan
Singh

A 34-page dossier detailing a
high-level Pakistani investigation
into the planning and execution of
the Mumbai attacks was handed to
Mr. Singh just days before his meet-
ing with Mr. Gilani in Sharm el-
Sheikh, Egypt, at a summit of non-
aligned countries. It provided de-
tails of the communication net-
works the militant group Lash-
kar-e-Taiba used to plan the at-
tacks, photographs of the
alleged plotters in cus-
tody in Pakistan, and an ac-
count of the progress of
the investigation. A
charge sheet has been
filed against 18 suspects,
and a trial in Pakistanis in
the offing, Mr. Singh said.

“This is the first time
- that Pakistan has ever for-
i, mally briefed us on the re-
sults of an investigation
into a terrorist attack in In-
dia,” he said Wednesday.
“It is also the first time that they
have admitted that their nationals
and a terrorist organization based
in Pakistan carried out a ghastly
terrorist act in India.”

He said his goal is to ensure long-
term peace and stability in the re-
gion, and that the best approach is
to “begin to trust each other, but not
blindly, but trust and verify” that
the necessary steps are being taken
by Pakistan to root out terrorism.

At the same time, Mr. Singh em-

phasized that India’s general posi-
tion on terrorism was unchanged.
“It’s not enough to say that Paki-
stan is a victim of terrorism,” he
pointed out. “They must show the
same political will and take the
same sustained action on terror-
ism on their eastern border as
they are taking on their western
border.”

Some observers speculated that
Mr. Singh would cave to pressure
from his party and retract his con-
ciliatory statements with Mr. Gi-
lani before parliament. But accord-
ing to Sanjay Kumar, a fellow at the
Centre for the Study of Developing
Societies, a New Delhi think tank,
Mr. Singh has stuck with his origi-
nal line of opening up dialogue
with Pakistan.

“He didn’t backtrack from any-
thing in the joint statement,” Mr. Ku-
mar said. “In fact, the prime minis-
ter kept on repeating the verbal as-
surances of his Pakistani counter-
part. He took the line that to emerge
as a superpower in the region, India
has to engage in negotiation—even
if it would seem he had conceded
some ground to Pakistan.”

hejoint statement also made ref-
erence to new information from Pa-
kistan on the insurgency in the
western province of Baluchistan, a
sore point between the two neigh-
bors. Pakistani officials have re-
peatedly accused India of helping
Baluch separatists through its con-

sulates in southern Afghanistan, a
charge India denies. The raising of
Baluchistan as an issue between
the two countries could create fur-
ther political static. Mr. Singh on
Wednesday defended the inclusion
of Baluchistan in the agreement,
saying India has “nothing to hide.”
“Baluchistan is going to be in fo-
cus for a few years to come,” Mr. Ku-
mar said, and the passing reference
to the situation in the joint agree-
ment will only add fuel to the fire.
“If you issue a statement on Bal-
uchistan without saying anything
on Kashmir, that will be a big prob-
lem in the coming days,” he said.
—Vibhuti Agarwal
contributed to this article.
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Iraq will close Iranian opposition outpost

U.S. criticizes attack
on MEK’s camp;
praise from Tehran

By CHARLES LEVINSON
AND PETER SPIEGEL

BAGHDAD—The Iraqi govern-
ment said it plans to close a camp
that is home to more than 3,000
members of an Iranian opposition
group, a day after launching a vio-
lent assault on the camp that has
been criticized by Washington and
praised by Tehran.

Since members of the group,
known as the Mujahedin el-Khalq, or
the MEK, have enjoyed U.S. military
protection since 2004, the raid has
raised questions about whether the
Iragi government is inching closer to
Iran as the U.S. withdraws its forces.

Iran’s Speaker of Parliament Ali
Larijani on Wednesday praised the
assault on the group, which was re-
sponsible for a number of attacks
against Iranian officials in the 1980s,
and which fought alongside Saddam
Hussein in the Iran-Iraq war.

“Although this measure was
taken late by Iraq, it is admirable
that they have decided to clear Iraq
from terrorists,” Mr. Larijani said,
according to Iran’s state-run Fars
news agency.

U.S. officials, however, said they
were unhappy about the way the
raid was handled, though they
stressed that it was a matter for

Iraqi sovereign decision-making
since the U.S. handed the area over
to Iraqi control in February.

“It’s a sovereign matter for the
government of Iraq and it’s up to
them to resolve this,” said one U.S.
official. “But we would have pre-
ferred it be handled differently. The
outcome wasn’t good and we’re not
happy about that.”

Opposition lawmakers in Iraq
who oppose Iran’s influence there
have questioned the timing of the op-
eration, which coincided with an un-
announced visit to Iraq by U.S. De-
fense Secretary Robert Gates. One
independent Sunni lawmaker, Dha-
fer al-Aani, said that attacking an
Iranian opposition group just weeks
after the Iranian government bru-
tally crushed street protests
throughout Iran sent the wrong sig-
nal to the international community.

A spokesman for the MEK in
Rome, Shahin Gobadi, accused the
Iraqi government of taking orders di-
rectly from Iran’s Supreme Leader
Ayatollah Ali Khamenei.

“This is happening now because
Khamenei is trying to find a way to
cover up for its defeat in the streets
of Tehran,” said Mr. Gobadi.

According to U.S. officials, the un-
rest started when a newly appointed
Iraqi police district commander de-
cided to put a police station within
the camp, known as Camp Ashraf, in
order to assert local control.

The U.S. official said that at first,
unarmed Iraqi riot police trained in
crowd control were deployed, but
they were quickly overrun by dem-
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onstrators within the camp. The offi-
cial said police then called in the
Iraqgi army as backup, and the infan-
try unit that responded acted more
forcefully when it entered the camp,
leading to the clash.

“They [the infantry] were not
trained in crowd control,” the U.S. of-
ficial said. “They employed some
heavy-handed tactics.” He confirmed
there had been fatalities in the ensu-
ing conflict, but reports from a U.S.
military assessment team had yet to
determine the total number of dead.

MEK members inside the camp
said eight members of the group
were shot dead by Iraqi forces using

live ammunition, and more than 400
people were wounded. A spokesman
for the Iraqi police in Diyala province,
where the campislocated, said 45 po-
lice were also injured in the clashes.

However, Iraqi government
spokesman Ali al-Dabbagh denied
that anyone had died in the assault,
and said Iraqi forces used only nonle-
thal force against the camp’s resi-
dents. He said the raid was simply a
matter of extending the rule of law
throughout the country, and that po-
lice only entered the camp by force
after the MEK rebuffed police re-
quests to enter peacefully.

U.S. officials said Iraq had in-

formed Washington several days in
advance that the government in-
tended to put a police station inside
the camp, but that the Iraqis didn’t
seek American help or approval.

It now appears that the Iraqi gov-
ernment intends to go a step further
in cracking down on the MEK. Ac-
cording to a statement released
Tuesday by the office of Iragi Prime
Minister Nouri al-Maliki, the camp
will be shuttered, and residents will
be relocated to a camp elsewhere in
Iraq or allowed to travel to a third
country of their choosing.

The majority of the MEK mem-
bers inside the camp hold only Ira-
nian passports. The MEK’s leaders
have said they are willing to return
to Iran provided there are interna-
tional guarantees that they will be
safe and won’t be prosecuted—con-
ditions Iran is unlikely to agree to.

The U.S. has a mixed history
with the MEK. In the 1990s the
State Department included the
group on its list of terrorist organi-
zations because of its links to at-
tacks against U.S. and Iranian offi-
cials in the 1970s and 1980s. But in
2004 the U.S. military granted mem-
bers of the MEK in Iraq protected
persons status under the fourth
Geneva Convention, guaranteeing
that MEK members would be pro-
tected from religious and political
persecution and that they wouldn’t
be forcibly transferred to a country
where they might face such persecu-
tion. Iraq has assured the U.S. it will
live up to these assurances.

Pentagon chief urges Kurds to end conflict with Baghdad

BY YOoCHI J. DREAZEN
AND CHARLES LEVINSON

ERBIL, Iraq—U.S. Defense Secre-
tary Robert Gates pressed Kurdish
leaders to step back from a potential

armed conflict with the Iraqi central
government over land and oil.

Mr. Gates told leaders of Iraqg’s
semi-autonomous Kurdish region
that they were running out of time
to reach a political accommodation

with Baghdad and offered American
help mediating their disagreements
with the government of Prime Minis-
ter Nouri al-Maliki.

“We urged them to take advan-
tage of our remaining time in Iraq to
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settle some of these disputed is-
sues,” said Geoff Morrell, Mr.
Gates’s spokesman. “He reminded
his hosts that we have all sacrificed
too much in blood and treasure to
see the gains of the last few years
lost due to political differences.”

The U.S. is concerned that the
Kurdish-Arab dispute could soon
turn violent, reigniting the coun-
try’s sectarian bloodshed and imper-
iling the Obama administration’s
hopes of accelerating the U.S. mili-
tary withdrawal from Iraq.

Iraqg’s overall security situation
has remained largely stable since
U.S. combat forces withdrew from
the country’s cities last month, and
Mr. Gates said that there “was some
chance of a modest acceleration” of
the U.S. drawdown in Iraq.

There are roughly 130,000 Ameri-
cantroopsinIraq, and U.S. command-
ers have already announced plans to
withdraw two brigades, or roughly
10,000 troops, by the end of the year.
Mr. Gates, speaking to reporters
aboard his plane en route back to the
U.S., said a third brigade might now
also be able to leave Iraq this year.

The growing Kurdish-Arab ten-
sions are threatening to slow the
U.S. withdrawal plans. Gen. Ray Odi-
erno, the top American military com-
mander in Iraq, told reporters Tues-
day that he sees Kurdish-Arab fric-
tion as the biggest problem facing
Iraq, replacing the Shiite-Sunni di-
vide that had initially triggered
Iraq’s civil war.

“That’s probably our No. 1 driver
ofinstability,” he said. “We’re watch-
ing very carefully to see that this
doesn’t escalate.”

Kurdish and Iraqgi troops came
close to an armed confrontation last
month outside Makhmur, a predomi-
nantly Kurdish town in northern Iraq.

The crisis was averted when U.S.
military intermediaries were able
to persuade both sides to stand
down and move their forces away
from the city.

The incident was the highest-
profile manifestation of the heated
dispute between the two sides over
the boundaries of the Kurdish au-
tonomous region, the future of oil-
rich Kirkuk, and the division of
Iraq’s oil revenue.

During his meetings here with
Kurdish President Massoud Barzani
and other top officials, Mr. Gates
said the U.S. was prepared to help
mediate, but he didn’t offer any spe-
cific compromise proposals.

Instead, Mr. Morrell said, the de-
fense chief endorsed the work of a
United Nations team that issued are-
port in April outlining possible solu-
tions. One recommendation calls for
making the disputed city of Kirkuk a
governorate with formal ties to both
Baghdad and Kurdistan as a way of
lowering the tensions surrounding
the city’s fate.

The U.N. report has drawn a
muted response from Kurdish and
Iraqi leaders. Kurdish officials
have avoided rejecting it outright,
because it appears to have the
backing of the U.S., though many
Kurds say they’re not happy with
the U.N. recommendations or the
American pressure to embrace
them.

Some Arab political leaders have
complained privately that the re-
port is biased toward the Kurds.
Some of Mr. Maliki’s political allies
blame the Kurds for fueling the coun-
try’s sectarian tensions by forcibly
seizing control of broad swaths of
northern Iraq in the security vac-
uum that followed the U.S. invasion
in 2003.





