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What’s

News

Kenneth Lewis acknowl-
edged that Bank of America
was pressured into finishing
the Merrill Lynch deal, and
U.S. lawmakers fumed over
internal Federal Reserve
emails on the deal. Page 17

H The Dow edged higher, but
failed again to end the day
in positive territory for the
year. Shares in Europe rose
for a third day. Pages 17, 18

B The WHO declared its
first flu pandemic in 41 years
even as it stressed there are
no signs the HIN1 virus has
turned more lethal. Page 3

M Most economists expect
the U.S. Fed won't raise inter-
est rates until spring 2010
at the earliest, a Wall Street
Journal survey found. Page 8

M The World Bank and IMF
issued dueling forecasts for
the economy, illustrating the
difficulty of such predictions
amid the downturn. Page 9

M Ireland’s consumer prices fell
4.7% in May, amid lower mort-
gage-interest repayments and
falling energy prices. Page 9

H A program designed to en-
courage drug firms to de-
velop vaccines for diseases
common to poor countries is
being launched by a group of
wealthy nations. Page 2

B Glaxo is in a standoff with
the Russian government over
HIV drugs, rejecting its push
for a 15% price cut. Page 2

B The EU and U.S. are said
to be preparing a joint case
at the WTO challenging Chi-
na’s policy of taxing raw-ma-
terial exports. Page 9

M Prada said that it has
been approached by poten-
tial investors but that the
fashion house isn’t interested
in selling a stake. Page 4

M France and Germany
voiced support for José Man-
uel Barroso in his bid for a
second five-year term as Eu-
ropean Commission president.

M Italian police arrested six
people allegedly planning a
terror attack in La Madd-
alena, the original location of
next month’s G-8 summit.

B Gadhafi likened the 1986

US. strikes on Libya to Osama
bin Laden’s terror attacks, in
a speech to Italian lawmakers.

B NATO said it will reduce its
peacekeeping force in Kosovo
due to improving security in

the newly independent nation.

EDITORIALGSOPINION

In a world o’ hurt
Ireland is paying for its
earlier fiscal reckless-
ness. Page 12
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Pictures of potential change in Iran
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POLL POSITION: A woman walks past campaign posters of reformist candidate Mir Hossein Mousavi,
right, and President Mahmoud Ahmadinejad, top left, in Tehran ahead of Friday’s election.

Saudis could counter Iran

By MARGARET COKER

With the weekend elec-
tion victory of its political al-
lies in Lebanon, Saudi Ara-
bia’s traditional clout over
Middle East politics ap-
pears to be on the rebound,
after years of frustration in
Riyadh over Iran’s regional
ascendancy.

Invigorated Saudi influ-
ence could be an important
crutch in the Obama admin-
istration’s emerging strat-
egy on Middle East peace.
The staunch U.S. ally is seen
in Washington as perhaps
the only regional power-
house that can bring unruly

Arab neighbors, in particu-
lar Syria, into line with the
U.S. goal of acomprehensive
Arab-Israeli peace deal.

Both Riyadh and Wash-
ington believe that checking
Iran’s recently rising re-
gional influence is a key ele-
ment to that overarching
goal. Saudi officials could
get another big boost if Ira-
nian voters toss out hard-
line conservative President
Mahmoud Ahmadinejad.

In Iran, campaigning
stopped the morning before
election day and the streets
became suddenly quiet after
a rowdy week in which mil-
lions of people rallied for

their candidates. Voters
flock to the polls Friday to
pick their next president
and record turnout is ex-
pected. The Interior Minis-
try, responsible for count-
ing ballots, will announce re-
sults Saturday morning lo-
cal time.

The race is viewed
largely between reformist
Mir Hossein Mousavi and
the incumbent president.
Two other candidates,
cleric reformist Mehdi Kar-
roubi and conservative
Mohsen Rezaei, also are on
the ballot. Iran’s future and
the direction it chooses to

Please turn to page 26
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A Tory star
rises as threat
to Brown

BY STEPHEN FIDLER
AND ALISTAIR
MACDONALD

Now that U.K. Prime Minis-
ter Gordon Brown has beaten
back a mutiny from within his
own Labour Party, he faces a
year-long battle against a
fresh-faced politician from
the party of Margaret
Thatcher.

Mr. Brown must
call a general election
within the next year,
and the Conservative
Party—which pre-
vailed by a wide mar-
gininlast week’slocal
and European elec-
tions—is strongly fa-
vored to win. If that
happens, David Cam-
eron, the 42-year-old
Conservative leader, is al-
most certain to become prime
minister.

Since taking charge in
2005, Mr. Cameron has refash-
ioned the image of the party
in an effort to make it elect-
able. He has toned down
Thatcher-style Tory rhetoric
on tax cuts, smaller govern-
ment and the dangers of Euro-
pean integration, and talked
up social and environmental
issues. Mr. Cameron has prom-
ised to fix Britain’s “broken so-
ciety in the way that Marga-
ret Thatcher fixed its broken
economy.”

Now, with the U.K. mired
in a deep recession, Mr. Cam-

Real Madrld makes record bld for Ronaldo

BY MATTHEW FUTTERMAN
AND AARON. O. PATRICK

In a move that says more
about a heated Spanish soc-
cer rivalry than the state of
the global economy, Real
Madrid on Thursday agreed
to acquire Cristiano Ronaldo,
the Portugese striker consid-
ered one of the world’s best
players, for a record $131 mil-
lion transfer fee.

The payment allows the
club to negotiate with Mr.
Ronaldo, whose 5-year, $51
million contract, signed in
2007 with English club
Manchester United, makes
him one of the highest-paid
players in the history of foot-
ball. The agreement came
just two days after Real
Madrid agreed to acquire an-
other of the world’s top play-
ers, Brazilian striker Kaka,
from AC Milan for a $92 mil-

Reuters

Cristiano Ronaldo during Manchester United’s English Premier
League match against Manchester City in May.

lion transfer fee.

The total outlay for the
two stars of more than $220
million also came two weeks
after Real Madrid’s bitter ri-
val, FC Barcelona, beat Mr.
Ronaldo’s Manchester United

in the final of the UEFA Cham-
pions League, the world’s
most prestigious tournament
for professional clubs. Madrid
was thrashed by Liverpool
4-0 and failed to make the
tournament’s quarterfinals.

Robert LaPorta, presi-
dent of FC Barcelona, de-
cried the sale, claiming it is
so out of line with previous
payments that it will devas-
tate the sport.

“They have an urgency
and have to build a new
team,” Mr. LaPorta said in an
interview Thursday. “Every-
one has a right to do what-
ever they want with their
money, but this is very bad
for the rest of the clubs be-
cause they are going to pro-
voke an inflation.”

The move contrasts with
the gloom enveloping Eu-
rope’s big football leagues.
From England to Italy, the
credit crunch is weighing on
clubs, which have relied
heavily on debt in recent
years to build new stadiums
and support player wages.

Please turn to page 27

AN
David Cameron

eron may have to take the ax
to public spending just like
the Iron Lady did three de-
cades ago. As a result, the
next election could be fought
over an age-old battleground
in British politics: the size of
government.

Mr. Cameron told his
party last month: “The age of
irresponsibility is
giving way to the
age of austerity...Un-
less we deal with
this debt crisis, we
risk becoming once
again the sick man
of Europe.”

Mr. Brown, by
contrast, saidinare-
cent speech: “The
choiceis clear: a La-
bour plan to grow
Britain out of reces-
sion ... Or the Tory route: help
the wealthiest few and cuts to
public services for everyone
at the worst possible time.”

Mr. Brown this week ac-
cused Mr. Cameron of plan-
ning to cut spending on the
National Health Service by
10%, drawing strong Conser-
vative denials.

So far, the Conservatives’
proposals aren’t big on detail.
Mr. Cameron promises to
clamp down on public-sector
wages and scrap costly pro-
grams like a plan for all Brit-
ons to carry identity cards.

Mr. Cameron also speaks
of “a new culture of thrift in

Please turn to page 26
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New program seeks to motivate drug firms

Initiative encourages
vaccine development
for poor countries

By MICHAEL M. PHILLIPS

LECCE, Italy—A group of
wealthy nations is launching a
first-of-its-kind program designed
to encourage pharmaceutical com-
panies to develop vaccines for dis-
eases common to poor countries.

The $1.5 billion program marks
a departure from previous charita-
ble efforts to increase poor coun-
tries’ access to vaccines. Instead of
buying existing drugs and giving
them away, the donors will guaran-
tee pharmaceutical companies a fu-
ture market big enough to justify
developing new vaccines needed in
nations too impoverished to afford
them on their own.

The donors—Italy, the U.K., Can-
ada, Russia, Norway and the Bill
and Melinda Gates Foundation—
plan to announce the initiative Fri-
day on the sidelines of a meeting of
top finance officials from the
Group of Eight major industrial
powers, according to Italian offi-
cials.

The first target will be a vaccine
to prevent pneumococcal disease,
which kills 1.6 million people in the
world a year, the majority of them

Corporate News

Go, Daddy, go

Crispin makes European
push by buying Swedish
digital-ad firm > Page 4

young children in the developing
world.

“It’s a great step for global
health,” said Orin Levine, associate
professor of international health at
Johns Hopkins University and a
longtime backer of the so-called ad-
vance-market commitment con-
cept. He projects the funding mech-
anism could prevent between five
million and eight million child
deaths by 2030.

The U.S. waxed enthusiastic
about the approach after Italy and
Britain began championing it four
years ago, but never came up with a
contribution. The program has
been in the works for some time
and its rollout was hampered by a
raft of legal issues.

The donors chose to go after
pneumococcal disease rather than
malaria, HIV-AIDS, tuberculosis or
other infectiousillnesses in part be-
cause the prospects appear good
that new vaccines could hit the mar-
ket as early as next year.

Pneumococcus is a bacteria that

can cause pneumonia, septicemia
and meningitis, and is thought to
kill as many as one million children
under the age of five each year, ac-
cording to the World Health Organi-
zation. The toll is also dispropor-
tionately high among the aged,
poor and HIV-infected. Vaccines ex-

deaths in poor countries.

New drug factories can cost
$200 million to $300 million to
build, on top of the cost of drug de-
velopment. In general, vaccines
reach the developing world 10 to 15
years after they become widely
used in rich countries, according to

The U.S. waxed enthusiastic about the
approach after Italy and Britain began
championing it four years ago, but never
came up with a contribution.

ist and are effective at preventing
pneumococcal disease in the U.S.
and Europe. But they are of limited
use against pneumococcus strains
prevalent in the developing world.

Mr. Levine said drug compa-
nies on their own don’t have suffi-
cient financial incentive to de-
velop vaccines that could stem the

arecent report written by a British
parliamentary panel.

“Usually, pharmaceutical com-
panies have very little interestinin-
vesting in this type of research,
since developing countries cannot
afford these vaccines when they
are developed,” the Italian Minis-
try of Economy and Finance said in

a written description of the pro-
gram.

The advance-market commit-
ment is intended to untie that knot.
The donors, working through
Unicef, the World Bank and the in-
ternational vaccine agency GAVI Al-
liance will promise to purchase
new pneumococcus vaccines that
meet specified criteria for safety,
durability and effectiveness.

At least two companies, Wyeth,
which produces a pneumococcus
vaccine used in the U.S., and Glaxo-
SmithKline PLC, have already sig-
naled an interest in developing a
new vaccine under the auspices of
the advance-market commitment
program, said Mr. Levine.

A Wyeth spokesman confirmed
the company’s interest and de-
scribed the approach as “aninnova-
tive financing mechanism to help
accelerate the introduction of
needed vaccines in the least-devel-
oped countries.” GlaxoSmithKline
didn’t have an immediate com-
ment.

Russia, Glaxo face off over HIV drug prices

BY JEANNE WHALEN
AND ANDREW OSBORN

GlaxoSmithKline PLC and the
Russian government are at odds
over the price of HIV drugs, under-
scoring the difficulties drug com-
panies face in the emerging mar-
kets on which they have staked
their hopes for future growth.

The British pharmaceutical gi-
ant, one of the world’s biggest sell-
ers of HIV medications, refused a
recent request from the Russian
government to supply it with HIV
drugs in coming months at prices
15% less than in their previous sup-
ply deal. Glaxo officials said the re-
duced price would leave it too lit-
tle profit.

The two sides will have another
chance to come to terms next
month, when, Glaxo said, the Rus-
sian government hopes to con-
clude a new supply agreement

with the company.

The disagreement comes at a
time when Glaxo is rethinking its
strategy in emerging markets,
seeking to find the right balance be-
tween profit margins and market
share in an area that has become a
crucial source of growth as sales in
developed countries slow.

On Thursday, Glaxo Chief Execu-
tive Andrew Witty said the com-
pany has begun cutting prices in
some Asian markets in an effort to
increase its business by making its
products more affordable.

In some markets, though, drug
companies are finding govern-
ments driving a hard bargain on
price. The 15% reduction sought by
the Russia’s government, the coun-
try’s principal buyer of HIV drugs,
would have resulted in prices “be-
ing lower than required to support
a viable business model,” Glaxo’s
general manager in Russia, Fabio
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Landazabal, wrote in a recent let-
ter. “Pricing of this level is clearly
not sustainable nor appropriate if
applied to middle-income coun-
tries.”

Mr. Landazabal was responding
to an HIV-patient advocacy group
in Russia, which wrote to Glaxo
this month to complain that a pro-
longed standoff could cause a
shortage of drugs for HIV patients.
Many of the 55,000 Russians tak-
ing anti-retroviral medication for
HIV need Glaxo drugs, the Interna-
tional Treatment Preparedness Co-
alition in Eastern Europe and Cen-
tral Asia wrote in a letter ad-
dressed to Mr. Witty.

“We believe that your current
policy in the Russian Federation
threatens their lives and well-be-
ing,” the letter said.

In his response, Mr. Landazabal
said Glaxo is “committed to ensur-
ing that supply of anti-retrovirals
are not disrupted.” He also pointed
to voluntary price cuts Glaxo made
in 2006 on HIV drugs sold to Rus-
sia.Those cuts reduced the price of
Combivir by 66%, of Epivir by 75%
and of Ziagen by 56% “to support

the government’s plans to signifi-
cantly increase the numbers of pa-
tients accessing treatment,” he
said.

The Russian government was of-
fering to pay $93 for amonth’s sup-
ply of Combivir in the recent ten-
der, according to the International
Treatment Preparedness Coali-
tion. A Glaxo spokesman declined
to comment on the company’s HIV
drug prices in Russia, calling them
confidential.

A spokeswoman for Rospotreb-
nadzor, the Russian agency respon-
sible for the government’s offer, de-
clined to comment on Glaxo or the
offer’s terms, but she dismissed
worries that drugs, which the
agency passes on to Russia’s state-
owned and run hospital system,
could be in short supply. “Every-
thing will be fine. Everything will
be delivered,” she said.

A Glaxo spokesman said the com-
pany has explained its position to
the government, arguing that if it
cuts prices moreinRussia, the com-
pany would have aharder time sell-
ing its drugs at fair prices in other
middle-income countries.
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Virus called a pandemic

Alert level raised
even as WHO says
flu is no more lethal

BY MIKE ESTERL

The World Health Organization
declared the first flu pandemic in 41
years, evenasit stressed thereareno
signsthe HIN1virushas turned more
lethal as it spreads across the globe.

The declaration Thursday by the
United Nations agency requires
countries not yet exposed to the new
influenza straintoroll out pandemic-
prevention plans and step up moni-
toring efforts.Italsowilllikely accel-
erate effortsto develop avaccine, ex-
pected to take several months.

WHO Director General Margaret
Chan said the “overwhelming major-
ity” of people diagnosed with the vi-
rus since it surfaced in Mexico in
April experienced mild symptoms
and recovered quickly without medi-
cal treatment.

But she warned that it appears
“inevitable” that the HIN1 virus,
also known as swine flu, will con-
tinue to spread and that it could
turn more virulent or affect differ-
ent populations differently.

“This early, patchy picture can

(Glaxo reducing
some drug prices
to increase reach

By JEANNE WHALEN

GlaxoSmithKline PLC has
started cutting prices on some
drugs in a number of Asian coun-
tries, seeking to make its products
more affordable to more people, the
company’s chief executive said
Thursday.

Glaxo in March cut prices on 28
products in the Philippines by 30%
to 50% and has reduced the price of
its cervical-cancer vaccine in Thai-
land, Malaysia and other countries,
Chief Executive Andrew Witty said
in a telephone interview. The com-
pany is considering more cuts in
other Asian markets, he said.

The price reductions are part of
Glaxo’s drive to build more sales in
emerging markets, partly by reach-
ing more consumers, Mr. Witty said.
“We’re ready to be flexible in our
business model to be sure [Glaxo] is
suited to the markets where we’re
working,” he said.

Price reductions in the Philip-
pines have led to increased volume
there over the past few months, he
said, noting that the number of pack-
ets of certain brands sold increased
by 15% to 40% over that period. The
company has been marketing its
price cuts to doctors, which has
helped drive the volume increases,
he said.

Mr. Witty said Glaxo won’t neces-
sarily make broad price cuts in all
Asian markets. In some countries, it
will combine price cuts on its
branded drugs with the introduc-
tion of more low-cost generic medi-
cines, he said.

Glaxo recently struck a market-
ing partnership with Aspen Phar-
macare Holdings Ltd. of South Af-
rica, giving it the right to sell many
of Aspen’s generic drugs in new mar-
kets. Most of these products aren’t
yet available in Asia, Mr. Witty said.

change very quickly,” Ms. Chansaidin
a press conference Thursday, adding
that thevirusis “veryunpredictable.”

Public-health authorities worry
that the new flu strain could prove
more dangerousinundeveloped coun-
tries with fewer health-care re-
sources and higher rates of chronic dis-
eases that weaken immune systems.

The Geneva-based agency had
kept its global pandemic alert level
at phase five since late April, one
level below a full-blown pandemic.
A pandemic is declared following
significant outbreaks in at least two
regions of the globe.

As of Thursday, the WHO re-
ported 28,774 confirmed cases of
HIN1 in 74 countries, including 144
deaths. A sharp jump in cases in Aus-
tralia, where more than 1,300 peo-
ple have been diagnosed, contrib-
uted to the decision toraise the alert

level.

In Hong Kong, the government
on Thursday ordered the closure of
all nurseries, kindergartens and pri-
mary schools for two weeks after a
dozen students at one school tested
positive for swine flu.

As the number of cases grew in
other parts of the globe, including
Europe, South America and Asia,
WHO officials said in recent weeks
they were trying to walk a fine line
of avoiding complacency without
triggering hysteria.

While the new flu strain has
spread rapidly, less than 1% of re-
ported HINI cases have resulted in
deaths.

Thursday’s phase six declaration
isn’t likely to alter the way most au-
thorities handle the HIN1 outbreak
in countries already exposed to the
virus for several weeks.

Mike Clarke/AFP/Getty Images

A masked child plays at a kindergarten in Hong Kong on Thursday, the same day
the city ordered all primary schools to be closed for two weeks.

“For all intents and purposes, the
U.S. government has been in phase
six of the pandemic for some time
now,” said Thomas Frieden, director
of the Atlanta-based Centers for Dis-
ease Control and Prevention.

The WHO reiterated Thursday
that countries shouldn’t impose
travel bans or close borders, even as
it recommends that people who are
sick stay at home and seek medical
attention in some instances.
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Crispin ventures into Europe

Firm embarks on international expansion by acquiring Swedish digital-ad firm Daddy

BY SUZANNE VRANICA

Crispin, Porter + Bogusky, one of
the more-successful U.S. advertis-
ing agencies, said it is expanding
abroad, launching CP+B Europe by
acquiring Daddy, a digital-ad firm in
Gothenburg, Sweden.

Daddy, which has 50 employees,
——————— works on behalf of

ADVERTISING marketers includ-
— ing H.J. Heinz and
the Scandinavian airline SAS. Terms
of the purchase weren’t disclosed.

The move into Europe is a rever-
sal for Crispin, which is owned by
MDC Partners. It has long said it
didn’t need to have an office outside
North America, even suggesting it
could just keep its Miami and Colo-
rado offices open around the clock
to service business overseas.

“Over the past couple of years,
not having overseas capabilities has
dinged us with potential clients,”
said Alex Bogusky, Crispin’s co-chair-
man. “Conversations just stopped
when some marketers learned we
have no overseas offering.”

Crispin, known for its offbeat
style, has created attention-getting
ads for marketers such as Microsoft,
Burger King, Volkswagen and Coca-
Cola. For Burger King, it crafted the
“subservient chicken” campaign in
2004, which included a Web site
where a man in a chicken suit ap-
peared to follow commands—like
stand on one foot, sit on the couch, do
yoga—typed in by the site’s visitors.

Not all of Crispin’s pitches have
been well-received. Its Microsoft ads
last year featuring Jerry Seinfeld
and Bill Gates were largely panned
by viewers and ad experts. Despite
the criticism, the agency has won ad-
ditional ad work from Microsoft.

Crispin’s expansion plans haven’t
always gone smoothly. The agency
ended up shutting its creative out-
post in Los Angeles in 2004 after the
office’s efforts to land new accounts
failed to live up to expectations.

The shop’s latest move reflects

Burger King

SUBSERVIENT TV

PHOTOS

CHICKEN MASK

TELL A FRIEND

BK TENDERCRISP

Crispin, Porter + Bogusky is known for its offbeat advertising, like Burger King's 2004 ‘subservient chicken’ campaign.

the need for advertising firms to ex-
pand beyond the U.S. to find growth,
animperative that has taken on new
urgency during the recession, which
has caused a sharp contraction on
Madison Avenue. Some of the larger
ad agencies, such as Interpublic
Group’s McCann-Erickson and
WPP’s Ogilvy & Mather, have hun-
dreds of offices around the globe.

That geographic footprint has
helped during economic slow-
downs. Ad giants and their corpo-
rate owners have enjoyed a bit of a
buffer during this recession, too,
from their exposure to marketers in
China and India, where the business
is still growing.

While Europe’s ad market is also
suffering a major pullback, it is ex-
pected to perform slightly better
than North America’s this year. Ad
spending in North America is ex-
pected to slide 8.3% in 2009, com-
pared with a 6.7% decline in Western
Europe, according to ZenithOptime-
dia, the media-buying firm owned
by Publicis Groupe.

Crispin said its European ven-
ture isn’t a bid to defend itself from
the ad recession. It said it has been
seeking a way to better serve and
win more business from existing cli-
ents like Microsoft and Burger King,
both of which do a lot of marketing
outside North America.

Mr. Bogusky said the agency
won’t open hundreds of offices
around the global, but will open
three or four in other regions. Until
now, it has managed to serviceits ac-
counts in Europe through three
small outposts there.

Admired in the industry for its
ability to attract new clients, Crispin
hasn’tlanded any this year, though it
won alot of new business last year, in-
cluding from Hulu.com, the online-
video joint venture of General Elec-
tric’s NBC Universal and News Corp.,
as well as Gap’s Old Navy and Activi-
sion Blizzard’s Guitar Hero video-
game franchise. News Corp. also
owns The Wall Street Journal.

In China, advertisers create films

By MEI FoONG

BEIJING—The line between ad-
vertisers and entertainment pro-
ducers is rapidly blurring in China,
as many brands go online with
their own films and Web series, tak-
ing advantage of the shortage of
popular shows on China’s state-
controlled TV.

Increasingly, advertisers are
moving from being mere sponsors
of online entertainment to building
plots around their products. Among
thelatest to jump on the bandwagon
is French liquor company Pernod
Ricard SA. In late April, Pernod
launched an interactive online
movie to promote one of its cognac
brands, Martell Noblige.

Called “Style, Experience,” the
film plays like a watered-down hom-
age to James Bond and “The Bonfire
of the Vanities.” The plot centers
around a crucial day in the life of
Ken, a dashing Shanghai native who
tools around ina BMW, lives in a gun-
metal-gray bachelor pad and has
plenty of rich-boy toys.

Viewers determine the plot and
length of the movie, which can last

from eight to 18 minutes, as they
“help” the hero make choices that
could ultimately result in him get-
ting promoted and winning the girl,
or ending up dateless and jobless.
(The movie airs on Martell’s local
Web site http://www.martellnoblige.
com.cn.)

Product placement, while hardly
subtle, isn’t intrusive, with cognac
bottles lurking in the background as
Ken—played by talk-show host Bai
Xuxu—dates and otherwise disports
himself, backed by a sophisticated
soundtrack.

The movie marks the culmina-
tion of a yearlong digital-ad cam-
paign by Pernod, in which the com-
pany, among other things, sent blog-
gers to various Chinese cities to re-
view trends.

Pernod won’t disclose the cost
of the campaign, which is intended
to help establish Martell Noblige in
China’s $37 billion-a-year spirits
market. China is the world’s sec-
ond-largest cognac market in
terms of volumes consumed, be-
hind the U.S., according to re-
searcher Euromonitor Interna-
tional.

Pernod has established a strong
foothold in the Chinese market,
overtaking Rémy Cointreau Group
for second place, with 26% market
share, compared with Remy’s 20%,
as of 2007, the latest data available
from Euromonitor. Both companies
still lag behind leader LVMH Moét
Hennessy Louis Vuitton, which
holds a 44% market share.

Pernod’s Martell Noblige is rela-
tively new to China’s cognac con-
sumers, who are more familiar with
Martell VSOP and XO. Noblige is typi-
cally served in mixed drinks, and is
intended for a much younger audi-
ence, says Yann Lombard-Platet,
managing director at ad agency Nu-
run, which created the campaign.
“The way to engage this audience is
to provide entertainment and con-
tent,” he says.

It’s something Chinese audi-
ences don’t seem to mind. “People
in China have fewer options for en-
tertainment. They think, ‘So long
as you give me something interest-
ing, I don’t mind if your brand
somehow shows up,” which is some-
thing that viewers in the U.S. or Eu-
rope would be less receptive to,”

Cognac consumption
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said Chris Reitermann, president
of OgilvyOne China, a unit of ad
holding company WPP.

Last year, Anglo-Dutch con-
sumer-goods maker Unilever
launched a Chinese version of ABC-
TV’s comedy “Ugly Betty,” called
“Ugly Wudi,” with plotlines that
plug Dove soap. Earlier this year,
Sony Corp.’s Sony Pictures Televi-
sion International kicked off
“Sufei’s Diary,” a Chinese twist on
“Sofia’s Diary,” a Web series that
originated in Portugal; the Chi-
nese version touts Sony and Clin-
ique products in three-minute
daily episodes.

Prada turns away
investors seeking
minority stake

BY SOFIA CELESTE

ROME—Prada SpA has been ap-
proached by potential investors seek-
ing aminority stake in the Italian fash-
ion house, a company spokesman
said Thursday.

“The company received expres-
sions of interest from different pri-
vate-equity funds,” Prada spokesman
Andrea Gaudenzi said in an interview,
adding that the fashion house has no
interest in selling a stake.

Like many family-owned fashion
companies, Prada’s finances have
come under strain amid the global
downturn in luxury goods sales,
whetting the appetite of investment
funds aiming to secure a foothold in
Prada’s capital. Italian fashion de-
signer Roberto Cavalli recently an-
nounced plans to sell a minority
stake in his namesake label to a pri-
vate equity firm.

The fashion house on
Thursday also named
Sebastian Suhl as
operating chief.

Designer Muccia Prada and her
husband, Chief Executive Patrizio Ber-
telli, who together own 95% of the
company, have recently entered talks
with Italian banks to extend the pay-
ment on debt that is weighing down
the family holding company, Prada
BV, according to a person familiar
with the matter. About €350 million
of the holding company’s total €600
million debt is set to expire by
mid-2010, the person said.

The fashion house on Thursday
also plugged a major gap in its man-
agement ranks, announcing the ap-
pointment of Sebastian Suhl as chief
operating officer. Mr. Suhl, who previ-
ously served as chief executive officer
of Asia operations, succeeds Brian
Blake, who left the company in April.

Over the years, Prada has racked
up a sizeable debt by building new
stores in emerging luxury markets. In
the year ended Jan. 31, Prada said net
investment totaled €158.7 million,
while its net debt amounted to €537.4
million.

For years, Prada was poised to
raise funds through alisting on the Mi-
lan stock exchange. The financial cri-
sis, however, forced the company to
shelve the plans.

Prada opened its capital to out-
side investors in 2006, when it sold a
5% stake to Italian bank Intesa San-
paolo SpA.
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Jet demand ebbs

Orders from Mideast
a worry as economy
weighs on air travel

BY STEFANIA BIANCHI

DUBAI—Airlines based in oil-
rich Gulf countries are expected to
drive orders at the Paris Air Show
next week, but there are growing
signs that the global economic crisis
is catching up to them.

Inrecent years, carriers from the
Middle East have dominated air
shows in Dubai and Farnborough,
England, as well as at the giant avia-
tion-industry gathering in Le Bour-
get, France. Gulf nation airlines,
their coffers swelled with oil reve-
nue, placed huge orders with Boeing
Co. and Airbus.

Like so many airlines around the
globe, however, the Gulf nation carri-
ers are seeing weaker demand for
the higher-margin business-class
and first-class tickets. While re-
gional traffic is growing, it isn’t
keeping up with capacity expansion.
Emirates Airline this week hinted
for the first time that it may slow
some of its plane deliveries from
next year onward. The carrier,
which last month posted an 80%
drop in full-year net profit, has a $52
billion order book and expects to
take delivery of about 10 new planes
a year for the next 15 years or so.

Bill McKnight, a Dubai-based avi-
ation specialist at management-
consultancy firm A.T. Kearney, says
airlines in the region have over-or-
dered on planes. “This overcapacity

Associated Press

in Gulf

New plane orders by Middle Eastern airlines, such as Dubai-based Emirates, could
be more reserved than those in recent years at next week’s Paris Air Show.

situation was clearly developing be-
fore the current economic crisis
and has only been made worse as a
result of it.”

A downturn in the region’s air-
lines would have broad implica-
tions for Boeing and Airbus, a unit
of European Aeronautic Defense &
Space Co., because Middle Eastern
airlines and leasing companies are
among the customers still placing
orders for jetliners after the indus-
try’s three-year order boom came
to an end in the fall of 2007. Last
year, Middle Eastern customers ac-
counted for more than 20% of firm
orders at both plane makers. To-
gether, the Gulf’s three largest carri-
ers—Emirates Airlines, Etihad Air-
ways and Qatar Airways—have
some 564 aircraft on order, valued
at about $135 billion.

Many Gulf-based carriers are
still expected to be behind some of
the biggest ordersin Paris. Qatar Air-
ways, one of Boeing’s biggest 787

customers, hopes to steal the show
with a “significant” announcement.

“Qatar sees a need to assert its
imprint on the global market and,
amid the order silence, this is a
good time to be heard,” said Peter
Harbison, executive chairman of
Sydney-based think tank Centre for
Asia Pacific Aviation. “It is of course
a much better time than it was last
year to be getting a good deal from
the manufacturers, so there is some
logic there.”

Etihad, which dominated the
Farnborough show in July with a
$20 billion order split between Boe-
ing and Airbus, said it will make a
“more modest, but still significant”
announcement at Le Bourget.

In Dubai, real-estate develop-
ment, which has fueled local
growth and drawn foreign resi-
dents and investors, has plum-
meted. Tourist numbers, which
served as the backbone for Emir-
ates’ expansion, have also fallen.

Airlines broaden flight cutbacks

By PAuLO PRADA
AND MIKE ESTERL

Airlines on Thursday forecast
more industry woes amid the reces-
sion, as slumping demand for travel
and higher fuel prices are prompt-
ing carriers including AMR Corp.’s
American Airlines and Delta Air
Lines Inc. to further reduce the num-
ber of flights they operate.

Despite massive cuts over the
past year to industry capacity, or
the number of seats that airlines put
in the air, the chief executives of ma-
jor carriers, speaking at an investor
conference in New York, said they
still aren’t earning enough to fully
cover the cost of their operations.
Confronted by soaring fuel prices
last summer and the onset of the eco-
nomic downturn last autumn, air-
lines slashed schedules and
grounded aircraft in a bid to elimi-
nate unprofitable routes and better
balance supply with demand.

Though that helped forestall big-
ger immediate problems as the eco-
nomic crisis worsened, the sus-
tained downturn means that air-
lines continue to battle slumping
ticket sales even as the cost of oil
has once more begun to soar. After
retreating last autumn and over the
winter, the cost of jet fuel, the indus-
try’s biggest expense, already has
climbed more than 20% since the be-
ginning of the year.

While fuel prices aren’t expected
toreach the heights they did in 2008,
any rise in costs is significant at a
time of falling revenues, uncertain fu-
ture demand and hindered access to
financial markets. Today’s airline in-
dustry, warned Gerard Arpey, AMR’s

chairman and chief executive, wasn’t
“built for an environment of nega-
tive global economic growth and non-
functioning capital markets.”

“It’s a very difficult time,” added
Gary Kelly, chairman and CEO of
Southwest Airlines Co. “Earnings
are going to be severely stressed un-
til the economy changes.”

Airlines also highlighted other
difficulties, including the impact of
the swine-flu pandemic on travel to
and from Mexico and Asia. Continen-
tal Airlines Inc. earlier this month
said the outbreak had cost it $30 mil-
lion in revenue in May, and Delta on
Thursday said the scare could cost
the airline as much as $150 million
in the second quarter.

Lower demand means that the
busy summer travel season, a crucial
time for industry earnings, already
appears to be in trouble. Larry Kell-
ner, chairman and CEO of Continen-
tal, said leisure travelers continue to
fly, but at prices that do little to
boost the airline’s bottom line. All-
important business travelers, he
added, continue to stay away.

Continental and Southwest both
said they would monitor traffic over
the next few months before decid-
ing whether to cut capacity more ag-
gressively. But Delta and American,
both of whom have been hit hard by
the significant drop in demand on
foreign flights, signaled plans to
scale back their operations more
than previously announced.

Delta said it would scale back its
foreign capacity by 15% by the end of
the 2009, compared with last year.
Combined with a 6% cut in domestic
capacity, the carrier’s total network
capacity will be about 10% smaller

than it was a year ago. In a memo to
employees, Delta executives said
“declining revenues will overtake
the more than $6 billion in total ben-
efits we expect this year” from ca-
pacity cuts, lower fuel prices and
cost synergies after its takeover of
Northwest Airlines last year, an ac-
quisition that made Delta the
world’s largest airline as measured
by passenger traffic.

American, for its part, said the
current difficulties would force it to
trim capacity during the second half
of the year by an additional two per-
centage points, meaning overall ca-
pacity by the end of 2009 will be
7.5% smaller compared with a year
earlier. Advance bookings for the
summer, Mr. Arpey said, are already
down two percentage points com-
pared with last year.

Earlier this week, the Interna-
tional Air Transport Association, a
global trade group, said it expects
the world-wide downturn to prompt
losses of as much as $9 billion this
year for the international airline in-
dustry. The forecast is nearly double
that of an earlier estimate by the
trade group.

Separately, Boeing Co., the air-
craft manufacturer, on Thursday
said the economic downturn and an
expected decrease in demand for re-
gional jets led to a drop in its fore-
cast for long-term demand for com-
mercial airplanes. The aerospace
company said it expects a market
for 29,000 commerecial aircraft over
the next 20 years, representing a
value of about $3.2 trillion. A year
ago, Boeing said it expected demand
over the next two decades for a total
of 29,400 aircraft.

Club Med files complaint
against French financier

BY NATHALIE BOSCHAT
AND MAX COLCHESTER

PARIS—French resort operator
Club Méditerranée SA, reeling from
a €22 million ($30.9 million) net
loss for its fiscal first half, disclosed
Thursday that it is taking legal ac-
tion against a potential investor
who criticized the management of
the company.

In a series of newspaper inter-
views over the last two months,
French financier Bernard Tapie had
repeatedly criticized Club Med’s
chief executive, Henri Giscard
D’Estaing, and stated his potential
interest in buying a minority stake
in the business.

On Thursday, Club Med said that
it has filed a complaint to the Paris
prosecutor’s office accusing Mr.
Tapie of spreading “false informa-
tion” and of manipulating the com-
pany’s share price.

Mr. Tapie’s comments came at a
delicate time for the French lei-
sure company. Since 2004 Club
Med has invested €600 million re-
furbishing some 40 resorts world-
wide in an attempt to turn itself
into a luxury brand.

This strategic shift has yet to pay
off. Club Med said its net loss for the
sixmonths ended April 30 more than
doubled to €22 million from €9 mil-
lion a year earlier. Revenue slipped
4.2% to €724 million as travelers cut
back on holidays and the company
closed resorts for refurbishment.
The company didn’t provide an out-
look for the rest of the year.

Much of Mr. Tapie’s criticism has
targeted Club Med’s attempt to
move upscale, which was orches-
trated by Mr. Giscard D’Estaing. In
an interview with the French busi-
ness newspaper Les Echos on June
3rd, Mr. Tapie said that Mr. Giscard
D’Estaing, the son of former French
President Valéry Giscard D’Estaing

was as fit “to run Club Med, as I am
to run Notre Dame [Cathedral].”

Reached by phone Thursday, Mr.
Tapie confirmed the statement and
said he would decide whether to in-
vest in Club Med by the end of June.
However, he declined to comment
on the company’s results or any in-
vestment plans.

“This criticism denigrates the
company, tarnishes its image and is
harmful to its business,” Club Med’s
board of directors saidin a statement
responding to Mr. Tapie’s criticism.

In a separate statement, Mr. Gis-
card D’Estaing defended his strategy,
saying that the number of wealthy cli-
ents visiting resorts was increasing.
“These results also validate the stra-
tegic decisions that...led us to reposi-
tion the brand,” he said.

A spokeswoman for France’s
stock exchange regulator, the Au-
thorité des Marchés Financiers, con-
firmed it has launched an investiga-
tion into fluctuations in Club Med’s
share price.

Shares in Club Med have moved
wildly over the past three months.
On April 27, the day after Mr. Tapie
first said he might be interesting in
Club Med, the company’s shares
leapt 6.2% to €12.55. However,
there is no clear indication that Mr.
Tapie’s comments directly affected
the share price as other events,
such as a €102 million capital in-
crease disclosed May 6, also had an
impact. Following Club Med’s state-
ments Thursday, the stock fell 4.8%
to €9.11.

Analysts say that it’s still unclear
whether Mr. Tapie will actually buy
a stake in the resort operator. “This
could be more about Mr. Tapie pro-
moting himself than an actual inter-
estin Club Med,” said Thomas Alzuy-
eta an analysts at Fortis. “It is too
early to tell.”

—Alice Dore
contributed to this article.
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Chinalco offered concessions in Rio deal

Chinese metals giant
said alliance failed
on board-seat issue

By SHAI OSTER

BEIJING—The president of Alu-
minum Corp. of China said the met-
als giant had been willing to make
major concessions to save its
planned $19.5 billion alliance with
Rio Tinto, and that disagreement
over board representation helped
kill what would have been China’s
biggest outbound investment.

Last week Rio Tinto announced it
was abandoning the deal with Chi-
nalco in favor of a rights issue and a
joint venture with rival Anglo-Aus-
tralian miner BHP Billiton Ltd.

Inhis first press conference since
the deal collapsed, Xiong Weiping,
president of Aluminum Corp., or Chi-
nalco, said Thursday his company
had been ready to halve its
shareholding in Rio’s mas-
sive Hamersley iron ore
mine in Western Australia.
It also offered to reduce its
overall stake in Rio below
the 18% that Chinalco could
have ended up with under
the original offer, and to
change the terms of a con-
vertible bond issue that
was part of the deal. In his
comments Mr. Xiong didn’t
address any possible negoti-
ations on the price of the deal.

“We believe these are very signif-
icant concessions and amendments
tothe original transactions and they
should be sufficient to meet the re-

Xiong Weiping

quirements of both the sharehold-
ers and the Australian regulators,”
Mr. Xiong said.

He said one key source of dis-
agreement was how many
seats Chinalco would get
on Rio’s board, though he
didn’t elaborate. The origi-
nal deal would have given
Chinalco two board seats.

Rio Tinto declined to
comment on details of its
discussions with Chinalco.
But Rio spokesman Nick
Cobban said that improv-
ing market conditions,
shareholder opposition
and uncertainty over regu-
latory approval underpinned the fi-
nal decision.

“We weren’t able to reach an
agreement [with Chinalco] despite
discussing with them over several

weeks. We have kept them in the pic-
ture throughout,” Mr. Cobban said.
Chinalco sought to present its
side of the story Thursday, but also
to smooth over animosity between
China and Australia, one of the most
important sources of natural re-
sources for China. In the aftermath
of the unraveling, some Chinese me-
dia attacked Rio and Australia. The
official Xinhua new agency con-
demned the “perfidy” of Rio “some-
where between short-sightedness
and possible political prejudice.”
China needs to temper that na-
tionalist sentiment as it encourages
domestic enterprises to go over-
seas. In his remarks, Mr. Xiong
avoided any of the heated national-
ist talk. “In the process of this trans-
action, Chinalco has felt the open
and welcoming attitude from the
Australian government towards for-
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eign investment, including from
China,” Mr. Xiong said.

Inanindication that the deal’s col-
lapse hasn’t frozen Chinese invest-
ment in Australia, OZ Minerals Ltd.
shareholders Thursday approved
the sale of $1.39 billion of assets to
China Minmetals Non-Ferrous Met-
als Co. after Minmetals increased its
original offer to fend off a rival pro-
posal from an investment bank.

Mr. Xiong said the Chinalco-Rio
deal was in trouble as early as April,
when Rio’s new chairman, Jan du
Plessis, took office and began dis-
cussing alternatives such as a rights
issue and joint venture with BHP.

Shareholders also objected to
the terms of the convertible bond,
demanding terms similar to those of-
fered Chinalco. And since the deal
was struck in February, Rio’s share
price rose enough to wipe out the
premium Chinalco had offered.

With credit and commodities mar-
kets recovering, Rio announced last
Thursday it was scrapping the Chi-
nalco deal in favor of a $15.2 billion
rights offering and a cash payment of
$5.8 billion from BHP for an iron ore
joint venture. Rio needs the cash to
pay off debt from acquisitions at the
height of the commodities boom.

Chinalco still wields considerable
clout because it owns 9% of Rio, mak-
ing it the company’s biggest share-
holder. Mr. Xiong said Chinalco will
“pay close attention” to the new
rights offering and the joint venture,
but hasn’t reached a decision yet on
whether to increase its holdings.

Some Australian politicians op-
posed Chinalco’s bid, claiming it gave
too much control of strategic assets
to a government-controlled company
without any reciprocity. Critics in Aus-
tralia worried that Chinalco would
act as a proxy for the Chinese govern-
ment, which owns it, and seek lower
prices for iron ore and other minerals
that are key to China’s continued eco-
nomic growth—rather than trying to
maximize profits. Some worried that
Chinalco would use seats on the
board to gain that leverage.

—Chen Juan in Beijing
and Alex Wilson in Melbourne
contributed to this article.

0Z Minerals gets
holder approval
to sell assets

By ALEX WILSON

MELBOURNE, Australia—OZ Min-
erals Ltd. shareholders approved the
sale of US$1.39 billion of assets to
China Minmetals Non-Ferrous Met-
als Co., with the transaction now set
to be completed within a week.

The successful completion of the
deal may give heart to Chinese-gov-
ernment-backed entities looking to
invest in Australia’s mining sector
after Rio Tinto’s termination of its
planned alliance with Aluminum
Corp. of China last week.

Minmetals will purchase all of the
Australian company’s assets apart
from the Prominent Hill mine in South
Australia state and the Martabe
project in Indonesia. Minmetals origi-
nally made a A$2.6 billion takeover of-
fer for OZ Minerals, but this was scut-
tled by the Australian government.

For OZ Minerals, the deal has
saved it from the prospect of being
put into administration by its lend-
ers and will allow it to repay A$1.2
billion worth of debt due this month.
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China’s auto-par

Suppliers are poised
to grab market share
from Western rivals

By PATRICIA J1AYI HO

BEIJING—While slowing demand
hasbattered auto-parts makersin de-
veloped countries, the stars are align-
ing for Chinese companies once con-
sidered too inexperienced to supply
global car makers. Now, the Chinese
operations are poised to increase
their share of the business.

China is emerging as the world’s
No. 1 market for light vehicles,
which has broadened the scope for
domestic parts suppliers and en-
hanced their economies of scale. Chi-
nese suppliers, whose products
have gained in quality and sophisti-
cation, meanwhile can spend less
than before to expand, buying up dis-
tressed companies in a move to fur-
ther improve their technologies.

“China is becoming increasingly
competitive” as a source for parts,
said John Parker, Ford Motor Co.’s
executive vice president for Asia-Pa-
cific and Africa. “The overall quality
of products continues to improve.”

China’s parts sector grew about
30% between 2004 and last year, ac-
cording to Marcus Hoffmann, amem-
ber of the management team at Ro-
land Berger Strategy Consultants.
He expects the industry to grow to
2.5 trillion yuan, or about $350 bil-
lion, by 2015 from about 950 billion
yuan last year. He predicted about
30% of parts will be exported, com-
pared with roughly 25% now.

China’s light-vehicle sales in
January for the first time sur-
passed those in the U.S. Global auto
makers are counting on China to de-

Proliferating parts

China auto parts output value,
in trillions of yuan
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A worker at the China Jaguar Land Rover
parts distribution center in Suzhou »

liver between 5% to 10% growth in
sales this year, contrasting with
deep slumpsin the U.S., Europe and
Japan. China alsois expected to dis-
place Japan this year as the largest
vehicle manufacturer.

“In terms of scale of economies,
you can’t get better than No. 1,” said
Ashvin Chotai, managing director of
Intelligence Automotive Asia, a Lon-
don-based consulting firm.

China’s thousands of parts sup-
pliers produce virtually every com-
ponent. In the past, the industry fo-
cused on commodity-heavy parts
such as wheels and drive shafts, but
has expanded its repertoire into
more sophisticated areas such as
suspension parts.

Wonder Auto Technology Inc.
Chairman Zhao Qingji said his com-
pany, which makes parts such as alter-
nators and starters, is looking for ac-
quisitions to expand its sales network
and improve its technology. “We
want to boost our competitiveness in

GLOBAL BUSINESS BRIEFS

News Corp.

Publisher nears a deal
to sell Weekly Standard

News Corp.isnearing adeal to sell
the Weekly Standard, a magazine
about conservative politics, to Den-
ver billionaire Philip Anschutz, ac-
cording to a person familiar with the
situation. The publisher’s office of the
Weekly Standard wasn’t available to
comment and arepresentative for Mr.
Anschutz couldn’t be reached for com-
ment. The potential sale price was un-
known, as well as when a deal may be
completed. At News Corp., a stand-
alone magazine like the Weekly Stan-
dard isn’t considered a core asset, the
person said. News Corp., a global me-
dia empire controlled by Rupert Mur-
doch, owns The Wall Street Journal
and other newspapers. Mr. Anschutz
is an oil, railroad and media investor
known for supporting conservative
Christian causes.

tkea

Swedish furniture retailer Ikea
Thursday said it has postponed plans
to enter the Indian market after talks
broke down with the Indian govern-
ment on store ownership. According
to Indian regulations, foreign compa-
nies aren’t allowed 100% ownership
of retail outlets in the country, but
can enter the market by forming
joint ventures with local owners.
TIkea spokeswoman Charlotte
Lindgren said Ikea’s policy is to al-
ways retain full ownership of its

stores. She said the company had
been in talks with the Indian govern-
ment about the regulations for along
time, but had reached a dead end.
Tkea has about 250 stores in 24 differ-
ent countries world-wide and re-
ported revenue of €21.1billion ($29.5
billion) in the financial year 2008.

Independent News & Media PLC

Russian tycoon Alexander Lebe-
devisin talks to buy London’s strug-
gling Independent newspaper from
Irish publisher Independent News
& Media PLC, according to a person
familiar with the situation. There is
no certainty the negotiations will be
successful and either side could still
walk away, the person said. The dis-
posal of the unprofitable paper
would be positive for Dublin-based
Independent News & Media, which
is currently renegotiating the terms
ofits debt with banks and bondhold-
ers after failing to make a €200 mil-
lion debt payment last month. Inde-
pendent News’s former CEO, Sir An-
thony O’Reilly, struggled for years
to make the paper profitable but
couldn’t overcome intense competi-
tion in Britain’s national newspaper
market amid falling newspaper read-
ership. Earlier this year, Mr. Lebe-
dev, who owns a Russian newspaper,
bought a majority stake in London’s
Evening Standard newspaper for a
nominal sum.

—Compiled from staff
and wire service reports.
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this crisis,” he said. “In China, capital
flow is more abundant, and the gov-
ernment supports private companies
going abroad for investments.”

Wonder Auto will begin supply-
ing North American car companies
this summer, Mr. Zhao said. He de-
clined to specify the customers be-

gear up

cause of confidentiality agree-
ments. He said Wonder already is
sole supplier of some parts to South
Korea’s Hyundai Motor Co. and
Chrysler LLC’s Chinese operations.

As some big and small suppliers
in developed countries collapse
amid the financial crisis, “China will
have the most complete industry
chain,” Mr. Zhao said.

Other Chinese companies also
aim to grow and gain in sophistica-
tion. According to consulting firm
AlixPartners, 40% of surveyed sup-
pliers expressed interest in domes-
tic mergers and acquisitions, while
25% are looking globally.

Of course, China’s auto-parts sec-
tor hasn’t been immune to global tur-
moil. As demand in China and
abroad fell in the second half of last
year, some companies were phased
out amid liquidity problems. For all
of last year, Chinese suppliers’ reve-
nue from exports to the U.S. de-
clined 10% from the previous year,
AlixPartners said.

TE MART

Swiss Trust Company
Now accepting new clients for
private banking accounts. For info
call Switzerland.

41417121847
Admin@offshore-Swiss.com

1976 Cadillac Eldorado Convertible

1 owner, 6,100 miles. 100% Original and truly
pristine. Stored on jacks and covered in climate-
controlled environment. Never in elements, top
never down. All options, including rare fuel injection
and fiberglass boot. The finest original condition of
its kind available. Offered at $38,500.

Call (847) 941-2526

2007 Citation XLS

S/N 5736 - 1,100 Hrs
Dual FMS, Iridium phone, Airshow 410,
Sat weather, XM radio, factory warranty,
priced at wholesale.
Clay Lacy Aviation - Brad Wollen
206-762-2250
bwollen@bfi.claylacy.com

BUSINESS OPPORTUNITIES

CAPITAL WANTED

Own an Energy
Conservation Business
Energy Automation Systems,
Incorporated. Tap into decades of experience
and skill to enjoy an

exciting and profitable career as an indepen-
dent EASI affiliate.
For information call 615-822-7250
or
www.energysavingbusiness.com

LEADERS WANTED!

Renaissance Senior
Investments, LLC
FUNDI

Seeking equity partners to
acquire stabilized, cash flowing Senior
Housing Projects (AL, IL, MI, or CCRC)

Initial returns include 8% preferred cash on
cash return, with expected rate of 25% or
above with in 5 years
Contact:

Ralph Bellande, CEO -
502-228-8131
Brendan Phalen, CIO -
347-661-4897

WWw.renaissancesenior

investments.com

Expanding International marketing

opportunity seeking working partners;
training provided.
Call: 1-888-308-9097
code: AD

+ As with all investments,

NEW GREEN INVENTION

appropriate advice should be obtained prior

Lab tested to save 50% Water
by Princess Cruise Lines &
___ Claremont University _ _
Selling Co shares @ $1 at par
_ _Potential $2 - $10 a share _
www.AutoTouchFaucets.com
Tel: 888-827-827-2

Info@AutoTouchFaucets.com

to entering into any binding contract. +

BUSINESS SERVICES

BOATING

Brand New!!
161’ Trinity M/Y
Stunning interior

Must Sell
1-954-646-3090

Broken Software System?
Bug fixing, performance optimization,
deconstruction of mystery code on project
basis. Free phone consultation on online
survey completion. VIBIANCE

www.vibiance.com

Save 60% First/Business

Major Airlines. Corp. Travel
www.cookamerican.travel

(212) 201-1824
WE WILL NOT BE UNDERSOLD

COOK %
AnAmerican Travel
Express Rep.

Representative

BUSINESSES FOR SALE

BUSINESS OPPORTUNITIES

CEO/Biz Coaches Wanted

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

FINANCIAL STRENGTH

Swiss based Financial Services Company can
provide and pledge fully Insured (A rated) Bonds
to secure Corporate Finance. Create financial
strength for your Company. Brokers/Agents
needed to represent our many products and
locate good Projects that require financing.
Contact us in Zurich at 41 - 43 - 244 - 8790

Ammunition Company
« Manufacturing & Sales
* Niche Market
« Sales $17,000,000
* Price $6,000,000
* Plus Inventory
* Black Hills of South Dakota

(605) 718-4000

Broker Represented

CAPITAL WANTED

Well Established US Travel
Company Seeks Partner(s)
Operating a very sought after market
niche. Needs investing partner(s) to grow.
Less than USD $1 million investment and

very interesting return possibilities.

Nami: 646-204-8836
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Deficits catch White House’s attention

Administration works to convince markets, public that it can narrow the gap; health-care spending is key

By GERALD F. SEIB

Think of the federal budget defi-
cit as a nasty virus lurking inside
U.S. President Barack Obama’s
plans, threatening both his efforts
at economic recovery and his
broader agenda. This virus will need
long-term treatment—years of it.

But the deficit also is becoming
asignificant short-term psycholog-
— ical problem that

(CAPITAL the administra-

—————— tion has to deal
JOURNAL with now. Put sim-
ply, if the adminis-
tration can’t convince the financial
markets, the Congress and the pub-
lic that it really, truly will cut into
the deficit over time, even if it
can’t do so for a while, the long-
term economic and political prob-
lems get a lot worse.

This week the warning signs be-
gan popping up—as did the begin-
nings of a serious administration
effort to deal with deficit psychol-
ogy. In the financial markets, long-
term interest rates rose to their
highest level of the year, at least in
part out of concerns over big gov-
ernment borrowing in the years
ahead, raising a new threat to re-
covery in the housing industry.

And on the political side, Repub-
licans showed they think the defi-
cit is an issue they can use to good
effect to attack the president, us-
ingit as a double-whammy to ques-
tion his economic plan’s effective-
ness and to portray his agenda as a
big-spending liberal wish list.

Ohio Republican Sen. George
Voinovich, a longtime scold on fis-
cal responsibility, took to the Sen-
ate floor Wednesday to declare
that Mr. Obama “must not be seri-
ous about addressing the growing
national debt, or worse yet doesn’t
understand the fiscal crisis we are
in, or even worse than that he just
doesn’t care.”

This is hardly lost on the presi-

Agence France-Presse

U.S. President Barack Obama, shown boarding a plane Thursday, is counteracting notions he is complacent about deficits.

dent and his aides, who have begun
a counterattack to dispel any no-
tions they are complacent about a
projected $7 trillion in deficits
over the next decade, even as they
oversee dispersal of spending to
stimulate the economy and rescue
the financial system.

First, Mr. Obama Tuesday
called on Congress to pass legisla-
tion enshrining “pay-go” budget
practices that require lawmakers
to find a dollar of savings or taxes
for every new dollar spent. (Skep-
tics, some within the president’s
own Democratic Party, immedi-
ately noted that the proposal came
with a multitrillion-dollar loop-
hole because it would exclude from
pay-go rules Medicare payments
to doctors, changes in the estate

and gift taxes, the Alternative Mini-
mum Tax and extension of the Bush-
era tax cuts.)

At the same time, the White
House is preparing to announce a
plan to squeeze billions of addi-
tional dollars out of Medicare
costs, which are the cause of so
many long-term deficit woes. That
comes a few weeks after Mr. Obama
ordered cabinet members to find
$100 million in administrative sav-
ings in their budgets, and pledged
to find bigger savings elsewhere, a
step that proved too token to have
much psychological impact.

As all that suggests, the adminis-
tration is embarking on some seri-
ous signal-sending to convince the
world that it’s on the case and com-
mitted to at least keeping the deficit

as a share of gross domestic product
to historically acceptable levels.

“I think we have been careful
from the beginning to highlight
that in the midst of a dangerous
problem you need fiscal stimulus,
but thatin the long run the debt-to-
GDP ratio has to be on a sustain-
able path,” says Lawrence Sum-
mers, head of the White House’s Na-
tional Economic Council and a vet-
eran of the Clinton-era battles
against the deficit.

Administration officials also in-
sist that the recent bond-market
move to push up interest rates is
less rooted in fears about govern-
ment spending than some claim.
The increases are as much the re-
sult of a belief that economic recov-
ery is happening faster than ex-

pected, they argue, noting that the
stock market and interest rates are
rising in tandem. If the real cause
of higher interest rates were the
deficit, the market likely would be
slumping.

“The journalistic narrative on
the increases in interest rates” has
“given more weight to concerns
about the deficit” than is justified,
argues one senior administration
official.

Others aren’t so sure. “Sorry,
but I don’t buy the notion that the
backup in bond yields is a happy
and harmless confirmation that
the economy is recovering,” eco-
nomic consultant Ed Yardeni
wrote to his clients in his daily
briefing Thursday.

In any case, officials say they
recognize more will be needed
over time. Eventually, the presi-
dent will have to propose ways to
hold down Social Security costs.
And Obama aides continue talk of
an eventual tax-reform plan that
will generate more revenue.

But the big elephant in this
room is health care. In the eyes of
most Obama aides, the most impor-
tant deficit-fighting measure of
the next few months is the effort to
pass ahealth-care overhaul that ex-
pands coverage without costing
more federal dollars, and that
makes systemic changes that hold
down overall health costs.

The federal government, as the
nation’s single biggest buyer of
health care, has more at stake in
cost containment than anybody
else. “We are addressing health
care...because if you don’t address
that, you’re on an unsustainable
path on deficits,” says Peter
Orszag, the head of the president’s
Office of Management and Budget.

There are many pieces to the
long-term deficit puzzle, but Mr.
Orszag is right: The biggest one is
labeled “health costs.” It’s the one
to watch.

Economists see Fed standing pat until spring

By PHIL IzZo

Economists expect U.S. unem-
ployment to remain above 9%
through the end of 2010, and most
believe the Federal Reserve won’t
raise interest rates until next
spring at the earliest.

The latest Wall Street Journal
forecasting survey found the 52
economists, on average, foresee
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economic growth returning in the
third quarter of this year, with the
recession ending in August.

Nearly three-quarters give
some credit to Treasury Secretary
Timothy Geithner, saying his bank-
ing plan is beginning to work. And
bynearly 2 to 1, they said Mr. Geith-
ner has performed better than his
predecessor, Henry Paulson.

But central-bank actions re-
main at center stage. “The Fed has
been much more effective” than
the Treasury plans, said Bruce Kas-
man of J.P. Morgan Chase & Co.

Amid signs that the pace of eco-
nomic decline is abating and amid
concerns about inflation, short-term
fixed-income markets have boosted
the odds that the Fed will raise rates
by the end of this year from the cur-
rent range of zero to 0.25%.

The majority of economists,
though, don’t see that happening.
Just 18% of respondents expect the
central bank to raise rates this
year. Some 32% said rates will go
up in the first half of 2010, while
36% don’t see a higher federal-
funds rate—what banks charge
one another for overnight loans—

until next year’s second half. The
others think rates won’t move un-
til 2011 or later.

The economists were surveyed
June 5-9.

“The Fed will pull back on its bal-
ance sheet well ahead of raising
rates,” said Diane Swonk of Me-
sirow Financial. “Moreover, infla-
tionis more of a five-year than two-
year threat.”

Indeed, 70% of the economists
said the Fed shouldn’t increase its
purchases of U.S. Treasurys. Be-
fore the Fed can unwind its $2 tril-
lion balance sheet, it has to stop ex-
panding it. Meanwhile, inflation
isn’t considered a near-term
threat. On average, the economists
don’t expect the consumer-price in-
dex to top 2%—the Fed’s perceived
target—through all of 2010.

In a speech in Beijing on Thurs-
day, former Fed Chairman Paul Vol-
cker echoed that sentiment, say-
ing, “This is not an environment in
which inflationary pressures are
at all likely for some time to come.”

And by nearly 2 to 1, the econo-
mists see the recent rise in 10-year
Treasury yields as a sign that mar-

kets are stabilizing. Only about
one-third of respondents see the in-
crease as a worrying sign that re-
flects concerns about the U.S. defi-
cit and inflation. On average, the
economists also don’t expect oil
prices to spiral out of control, with
the average forecast putting the
price of a barrel of crude at about
$72 by December of 2010—which
is right around its current level.

If inflation remains at bay, the
Fed will have to focus on the other
part of its dual mandate: maintain-
ing full employment. That could be
a tall order because even though
economists see a return to growth
in the third quarter, they expect
the unemployment rate to hit 9.9%
by the end of this year. And the
turnaround in the labor market is
expected to be slow. By December
2010, they expect the rate to drop
back only to its current level of
9.4%, with the economy shedding
an additional million jobs over the
next 12 months.

“For real people, there is no re-
covery until the unemployment
rate stabilizes,” said Nicholas S.
Perna of Perna Associates. “If the

Fed on hold

When do you expect the Federal
Reserve to begin to lift the federal-
funds rate from its current levels?

Percentage of respondents

0 3Q 4Q 1Q 2Q 3Q 4Q 2011

2009 2010

Source: The Wall Street Journal survey
of economists

or later

Fed starts raising rates in the face
of continued job losses, it could
abort a recovery.”

On the housing front, econo-
mists foresee that market remain-
ing under pressure. Most said
home prices won’t stop declining
until the first half of 2010, and
even then prices for next year are
expected to be mostly flat. But 92%
of the economists said an end to
home-price drops isn’t a prerequi-
site for a sustained recovery.
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Ireland consumer prices fall

Drop of 4.7% in May
was worst since 1933;
deflationary spiral?

BY QUENTIN FOTTRELL

DUBLIN—Ireland’s consumer
price index fell by 4.7% in May from
a year ago, by far the sharpest of
price drops across Europe and the
worst here since 1933.

Inflation has turned negativeina
handful of countries across the
16-nation euro currency zone. The
European Central Bank expects en-
ergy prices to push the bloc’s infla-
tionrateintonegative territory fora
few months this summer but sees
the rate rising again toward year-
end.

Pushing Ireland’s index down
were lower mortgage-interest re-
payments as the housing market has
virtually ground to a halt, com-
pounded by a fall in energy prices.
Excluding mortgage interest costs,
the May consumer price index was
down 1.2% from a year earlier, the
country’s Central Statistics Office
said. Mortgage interest costs were
down 42.4% on the year and, on the
month, there was also a12% drop in
natural gas and 10.4% drop in elec-
tricity prices.

“The economy is certainly going
deeperinto deflation,” said Bloxham

Meltdown
Ireland’s unemployment is rising...
Unemployment rate, seasonally adjusted

and its economy is deflating
Annual change in consumer-price index
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“estimate

Stockbrokers chief economist Alan
McQuaid, who cited mortgage costs
asthemain culprit. “Coreinflationis
falling in Ireland. The worry now is:
Are we heading into a deflationary
spiral?”

The risk is that householders
may start to think prices will keep
falling, which will become a self-ful-
filling prophecy, meaning even less
consumer spending and invest-
ment. “Every wage cut and price fall
reduces cash flow and people’s abil-
ity to pay their debts,” Mr. McQuaid
said.

Late Wednesday, Irish Central
Bank Governor John Hurley said the
government’s deteriorating fi-
nances was a cause for serious con-
cern.
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“The importance of taking effec-
tive and immediate steps to im-
prove cost competitiveness and ad-
dress fiscal imbalances cannot be
overstated,” he said.

Ireland’s troubles are beginning
to wear on the euro, which slipped
against the dollar and the pound in
currency trading earlier this week af-
ter Standard & Poor’s rating agency
downgraded Ireland’s sovereign
debt. It cited an unexpected jump in
the government’s debt burden seen
coming later this year.

Most economists see unemploy-
ment here hitting 17% by the end of
next year from a current rate of
nearly 12%, with a general govern-
ment deficit expected to hit 9% of
GDP in 2009.

World Bank, IMF forecasts clash

By BosB DAvis

WASHINGTON—The Interna-
tional Monetary Fund says that a glo-
bal recovery in 2010 may expand at
a 2.4% clip, faster than it had antici-
pated, while the World Bank
estimates that 2009 will be
worse than it figured.

The dueling forecasts in-
dicate how difficult it is to
predict the course of adown-
turn that has battered
wealthy and poor countries
alike for the first time since
the Great Depression.

While the IMF gives
credit to the role of stimulus
spending in boosting eco-
nomic growth somewhat,
World Bank President Rob-
ert Zoellick said nations should focus
now on repairing financial systems.

The twin forecasts come as minis-

ters of the Group of Seven leading na-
tions—U.S., Britain, France, Canada,
Germany, Italy and Japan—prepare
to meet in Italy to chart the next
steps in addressing the economic
downturn. A leaders’ summit of the
G-8, whichincludes Russia,
will follow in early July.
The IMF forecast
comes from a briefing pa-
per for the G-7 ministers,
according to individuals fa-
miliar with the content.
The IMF estimates 2010
world growth at 2.4% com-
pared with its April predic-
tion of 1.9%. The IMF will
release aformal forecastin
time for the G-8 summit.
The World Bank pub-
licly released an update on
Thursday, but looked only at 2009,
saying it expected the global econ-
omy to contract by “close to 3%.”

That is bleaker than the bank’s
March estimate of a 1.75% contrac-
tion. Mr. Zoellick said that while there
are signs the recession may be easing
in wealthy countries, developing na-
tions are seeing a drop in exports, re-
mittances and foreign investment.

In April, the IMF estimated the
global economy will shrink by 1.3%
in 2009. The IMF and World Bank es-
timates aren’t directly comparable
because they measure growth some-
what differently.

The World Bank said developing
countries were likely to need be-
tween $350 billion and $635 billion
in financing in 2009 toroll over debt,
apart from anticipated private invest-
ment. Mr. Zoellick raised the pros-
pect of “large-scale public defaults”
unless countries can borrow that
money from institutions such as the
IMF, World Bank and regional devel-
opment banks.

EU, U.S. to file WTO suit against China

By JoHN W. MILLER
AND MATTHEW DALTON

BRUSSELS—The European
Union and the U.S. will jointly file
suit against China at the World
Trade Organization this month in a
bid to stop the Asian giant from
hoarding key minerals and to set a
precedent for other big producers of
raw materials, people familiar with
the issue said Thursday.

For more than two years, China
has been using tariffs on exports to
keep important industrial ingredi-
ents such as zinc, tin and silicon for
use at home. At the same time,
Beijing has aggressively bought up
large quantities of minerals from re-
source-rich African countries.

Western governments say the pol-
icy gives Chinese chemical firms,

steelmakers and other producers an
unfair advantage. EU and U.S. trade
negotiators have prepared a list of
20 materials, mainly chemicals and
metals, they say are subject to illegal
export restrictions, though it is un-
clear how many of these will be part
of the WTO complaint, a European
diplomat said.

One restriction that has provoked
strong objections from the EU and the
U.S. is an export duty on yellow phos-
phorous, the diplomat said. China im-
poses a 95% duty on the material,
which is used to make numerous in-
dustrial chemicals, far above limits on
such duties that China accepted when
it joined the WTO, the diplomat said.

China also places quotas on the
amount of certain raw materials that
canbe exported, another potential vio-
lation of WTOrules, the diplomat said.

Russia, Ukraine, Argentina,
South Africa and India also have
slapped tariffs or imposed other re-
strictions on exports including
wood, chemicals and iron ore.

Chinese diplomats were “sur-
prised only at the timing” of the news
of a WTO challenge, said a Chinese
trade-ministry official based in Brus-
sels. “The Europeans have been com-
plaining about this for nearly two
years, but we thought it was coming
at the end of this year,” he said.

The official said China has im-
posed export tariffs of as much as
100% on some products, and these
were justified by “exceptional situa-
tions linked to our internal factors.”

The bureaucratic complexities of
the WTO system mean it will be at
least two years before aruling ismade
on the Chinese tariffs.

Iraq prime minister fears
new attacks after pullout

By GINA CHON

BAGHDAD—Iraqi Prime Minister
Nouri al-Maliki warned Thursday
that violence may increase because
of the coming U.S. withdrawal from
cities and the next national elec-
tions, and he urged the country’s se-
curity forces to remain vigilant as
they take on more responsibilities.

American combat troops are
scheduled to withdraw from Iraqi
cities at the end of this
month. Mr. Maliki said that
was a cause for celebration
and a victory for Iraq.

But Mr. Maliki said there
were still people who
wanted to destabilize Iraq
and stop progress in the
war-torn country. He cited
Wednesday’s car bomb at-
tackinBatha’ain southeast-
ern Iraq, where at least 32
people were killed, as evi-
dence of the kinds of inci-
dents Iraqis can expect
from people who are trying to bring
Iraq down.

Iraqi police initially blamed ex-
tremists for the attack. But Mr. Ma-
liki suggested on Thursday there
was a political component involved,
though he didn’t give details.

In the attack, “there was a politi-
cal message, and people are really
concerned about this,” Mr. Maliki
said in a speech at a meeting of top
security officials. “There will be
more of these kinds of events be-
cause we are near the time of the
next elections,” he said.

Iraqgis are scheduled to vote in
elections on Jan. 31. Many residents
are concerned that the heated politi-
cal rhetoric that had been growing

Nouri Z-Malzkz

in recent months could turn violent.

Top officials, such as Mr. Maliki,
President Jalal Talabani and parlia-
ment Speaker Ayad al-Sammaraie
have met recently to try to cool ten-
sions.

Mr. Maliki also said that with the
recent improvements in security,
more foreign investors are coming
toIraq, and reconstructionisincreas-
ing. He said Iraqi security forces
would have the extra responsibility,
as the U.S. draws down, of
protecting  investment
projects and companies, in
addition to the population.

He expressed confi-
dence that Iraqi military
and police would be able to
maintain and improve cur-
rent security conditions, as
U.S. troops move back to
large bases outside of ur-
ban areas.

Separately, Iragi govern-
ment spokesman Ali al-Dab-
bagh said in a statement is-
sued Thursday that the country
would allocate almost $100 million
for areferendum on aU.S.-Iraqi secu-
rity agreement that went into effect
this year. A referendum was a condi-
tion demanded by a Sunni bloc of
politicians, in exchange for voting
for the pact in parliament last year.

The referendum was supposed to
be held in July, but is now being de-
layed to take place at the same time
as the national elections on Jan. 31.

But elections are often delayed
in Iraq and it is possible that a vote
on the referendum won’t be held at
all. As part of the security pact, U.S.
troops are supposed to have a com-
plete withdrawal from Iraq by the
end of 2011.

Chocolate-bunny litigants
sent packing back to Austria

By CHARLES FORELLE

BRUSSELS—Europe’s highest
court bounced a chocolate-bunny
case back to the Austrian Supreme
Court on Thursday, with a ruling
that left open whether Chocolade-
fabriken Lindt & Spriingli AG is enti-
tled to a trademark for its foil-
wrapped Easter treat.

An Austrian rival, Franz
Hauswirth GmbH, had claimed the
Swiss chocolate maker’s trademark
on the “Gold Bunny” should be can-
celled, arguing that Lindt acted in bad
faith when it sought the markin 2000.

Lindt had sued Hauswirth, which
sells its own gold-foil-wrapped con-
fection, alleging trademark infringe-
ment.

The European Court of Justicein
Luxembourg was asked to clarify
what “bad faith” means in Euro-
pean Union trademark law. In its
judgment Thursday, the court set
out a three-pronged test for bad
faith: whether a trademark appli-
cant “knows or must know” that
someone else is using the mark,
whether a filing was made to block
that party from using it, and
whether the products have other le-
gal protections.

A Lindt spokeswoman didn’t re-
turn a message seeking comment.

Harald Schmidt, a lawyer for
Hauswirth, claimed victory. “The bar-
rier is very low” to prove bad faith,

he said. The ruling, he says, means
his client has to prove only that Lindt
should have known about the
Hauswirth bunny’s existence whenit
filed its trademark application.

The case is the latest in a line of
rulings over three-dimensional
trademarks. Europe has been reluc-
tant to grant them, and the jurispru-
dence remains murky.

The chocolate bunnies are one of
Lindt’s most popular seasonal prod-
ucts, particularly in German-speak-
ing Europe. Millions are sold each
year. Hauswirth says it has been mak-
ing bunnies for decades, and it intro-
duced evidence suggesting they
were produced in Germany as far
back as the 1930s.
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Politics part of China’s filter

Blocking software
seems to have targets
beyond pornography
BY LORETTA CHAO

BEIJING—Web-filtering soft-
ware that the Chinese government
will require on all new personal com-
puters includes data files contain-
ing political keywords and Web ad-
dresses, suggesting it could block
more than just pornography, say
people who have studied the pro-
gram.

China’s Internet user
Statistics at the end of 2008

H Total Internet users: 298 million
H Internet penetration: 23%

W Percentage of users under
19 years old: 35%

B Percentage of users who are
middle and primary school
students: 28%

B Most popular uses for the Internet
among middle and primary school
students: online music, instant
messaging and online games

Source: China Internet Network Information Center

Chinese officials and the main de-
veloper of the software have said
the purpose of the software, called
Green Dam-Youth Escort, is solely to
enable parents to prevent their chil-
dren from viewing online pornogra-
phy. But foreign industry officials
and free-speech advocates have crit-
icized the plan as an effort by
Beijing to expand its censorship
powers. A notice sent to PC makers
last month said they must include
the software with all new PCs
shipped in China as of July 1.

Isaac Mao, a fellow at Harvard
University’s Berkman Center for In-
ternet & Society, said Green Dam

Agence-France Presse

data files have a broad range of polit-
ical content, “much more than Falun
Gong,” the banned spiritual group.

Mr. Mao, who has seen the pro-
gram’s coding, said the words in the
lists aren’t necessarily blocked by
the software. He said the blocking
will appear inconsistent to users be-
cause the program includes mecha-
nisms that activate and deactivate
various functions. The software also
appears to communicate with a cen-
tralized server, he said.

Shi Zhao, a prominent blogger
from Beijing, said he and other pro-
grammers found several data files
that included Chinese phrases such
as “6-4 massacre”—a reference to

the Tiananmen Square military
crackdown on June 4, 1989—and
“the celebration of Tibetan people.”

There are two kinds of keyword
documents in the software: oneis re-
lated to pornographic content, and
the other related to political content,
he said. “The documents related to
political stuff are very big—much,
much bigger than those related to
pornographic content,” he said.

China’s Ministry of Industry and
Information Technology, which is-
sued the Green Dam requirement,
didn’t respond to requests to com-
ment.

Bryan Zhang, founder of Jinhui

Computer System Engineering Co.,
one of the companies that created
Green Dam, said the software serves
no purpose other than filtering por-
nography. He said Jinhui compiled
and maintains the list of blocked
Web sites. “I know what is on my
own blacklist. People on the Inter-
net can say what they want. I can’t
control that, and I can’t comment on
it,” he said. Mr. Zhang declined to
share the contents of the full list of
blocked sites, arguing that doing so
would “promote” the Web sites.

Another company, however—
Beijing Dazheng Human Language
Technology Academy Co.—was re-
sponsible for the software’s key-
word technology. Wang Jingcheng,
Dazheng’s deputy general manager,
earlier said the program would
block content “according to the
law.” On Thursday he declined to
comment on reports that the soft-
ware included blocks of Falun Gong
and other political content.

The government continued its de-
fense of the software requirement
Thursday. State-run broadcaster
China Central Television publicized
anewspaper report that said a “vast
number of parents and experts wel-
come the preinstalled green Inter-
net surfing software.”

But commentaries in prominent
publications and various Internet
surveys have showed that many peo-
ple believe otherwise. In a comment
on the Web site of the Communist
Party newspaper, the People’s Daily,
Peking University journalism profes-
sor Xie Xinzhou said that blocking
and filtering content shows that the
government is “treating all Internet
users as ‘children.’ ”

“It’s hard, whether for compa-
nies or the government, to objec-
tively and effectively define so-
called pornographic or inappropri-
ate content,” the comment said.
“For citizens’ personal computers
and [software], the less interfer-
ence the better.”

—Sue Feng in Beijing
and Ellen Zhu in Shanghai
contributed to this article.

Pyongyang seeks more

By EVAN RAMSTAD
AND SUNGHA PARK

SEOUL—North Korea told South
Korea on Thursday it wants to be
paid a lot more to keep open a joint
industrial complex on its side of the
inter-Korean border, a move that
South Korean officials called the
first step in a negotiation.

The money sought by North Ko-
rea would make the Kaesong Indus-
trial Complex far more expensive to
run and likely wipe out its economic
attractiveness to the South Korean
companies that have factories there.

But North Korea also said it in-
tended to keep the complex going
and would keep talking to the South,
adeparture from the invective it has
heaped on South Korea’s govern-
ment for the past 15 months.

“The figures are the initial pro-
posal,” said Kim Young-tak, director-
general of the complex and leader of
the South Korean delegation at the
meeting. “Through discussion, we
can get closer.”

North Korea last year began im-
posing restrictions on Kaesong,
threatening its viability, in retalia-
tion for South Korea’s decision to
link other economic assistance to
the scaling back of the North’s nu-
clear-weapons development.

The North’s most recent de-
mands came amid rising global ten-
sions due to Pyongyang’s tests of
missiles and a nuclear device earlier
this year. The United Nations Secu-
rity Council is expected as early as
Friday to call for expanded sanc-
tions and inspections.

In Thursday’s meeting at Kae-
song, North Korea set out three de-
mands: a one-time payment of $500
million to use its land at the complex
for 50 years, housing for 15,000
workers, and a shift in the start date
for annual land-use fees to 2010
from 2015.

Pyongyang also wants to raise
the $75 monthly per-worker pay-
ment that South Korean manufactur-
ers pay to $300. The two countries
refer to that as a salary payment,
but the money goes to the North Ko-
rean government and it is unknown
how much is then paid to individual
workers.

South Korean officials didn’t re-
ject the North’s demands and said
they would meet again with North
Korean officials on June 19.

Mr. Kim said South Korea pushed
the North for information about a
South Korean worker who was ar-
rested at the complex on March 30
and hasn’t been seen since. The
North’s delegation said the man was

funds

“fine” but didn’t elaborate. “We em-
phasized that the detention of our
worker is a fundamental issue,” Mr.
Kim said.

The Kaesong complex opened in
2004 and has been the key reason
for the growth of trade between the
two countries, which amounted to
$1.82 billion last year. At present,
106 South Korean companies oper-
ate small factories in Kaesong that
employ about 39,000 North Kore-
ans.

The economic viability of the
complex has never been clear. South
Korea guarantees a portion of the
losses that its manufacturers experi-
ence at the facility. Over the past
two years, a productivity gap
emerged as the growth of factories
and workers in Kaesong outpaced
the growth in the value of produc-
tion at the facility.

Production growth at the com-
plex slowed sharply in October at
the onset of the global economic
downturn. As North Korea imposed
more restrictions over the next few
months, production began to con-
tract by January. Earlier this week,
Skin Net Co., a manufacturer of fur
and leather products, became the
first company to announce it would
leave Kaesong, citing economic and
security concerns.

Pakistan’s resolve tested
in Swat Valley offensive

BY MATTHEW ROSENBERG

ALAM GANJ, Pakistan—Abdur
Rehman, a lieutenant colonel in the
Pakistani army, peered from a forti-
fied hilltop post onto the scene of
the battle for the hamlet below. He
pointed out the beat-up brick houses
and peach orchards where soldiers
had flushed out Taliban insurgents
in days of close-quarter firefights,
and the mountain ridge where the
troops pushed into deep tunnels
used by the militants to store weap-
ons, ammunition and food.

“It was very hard— almost impos-
sible—to see where they were firing
from,” said Col. Rehman, who com-
mands the battalion manning this
position in the Swat Valley. “There
were people in those houses. We
couldn’t flatten them and be done
with it. We had to fight.”

Since late April, Pakistan’s mili-
tary has swept through the Swat Val-
ley in an offensive that officials say
is the opening salvo of an all-out war
against the Taliban after years of of-
fering up half-hearted resistance to
militant advances.

The latest offensive in Swat be-
gan after the collapse of a peace deal
that had effectively handed the val-
ley to the militants. It has involved
some of the fiercest fighting the Paki-
stani army has seen in its skirmishes
with the Taliban over the past few
years—a ferocity that suggests Paki-
stanis finally embracing what U.S. of-
ficials have repeated for a long time:
The Taliban is Pakistan’s largest na-
tional-security threat.

Pakistan’s newfound resolve to
defeat the Taliban is likely to be fur-
ther tested in the coming months as
the army secures Swat and pushes
into the rugged tribal areas along
the Afghan border where the Tali-
ban and its allies in al Qaeda are
even more deeply dug in. Militants
on Thursday attacked three army
posts in the South Waziristan tribal
area, home to the nominal leader of
the Pakistan Taliban and arguably
the insurgents’ most important
stronghold. About two dozen peo-
ple were killed, most of them mili-
tants, officials said.

To highlight its gains so far in
Swat, a strategic sliver 160 kilome-
ters from Islamabad, the military
gave a tour last week of this former
Taliban stronghold nestled on the
banks of the Swat River. Normally
home to a few thousand people,
Alam Ganj now stands largely empty;
its residents have fled, and militants
have either been killed or escaped.

The 40,000 soldiers now fighting
in Swat are nearly four times the
number that tried—and failed—to
halt the militant advance through
the valley in the previous two years,
said Maj. Gen. Sajjad Ghani, who com-
mands the northern half of Swat, in-
cluding Alam Ganj. So far, more than
1,200 militants and about 100 sol-
diers have been killed, the military
says. The Taliban, which disputed
earlier military accounts, hasn’t of-
fered any death toll of its own.

“It’s a difficult terrain with rug-
ged mountains, high mountain
passes, steep slopes, mountain
gorges,” Gen. Ghani said in an inter-
view at a base a few miles north of
Alam Ganj. “It’s the perfect place to
hide and anideal place to wage anin-
surgency operation.”

The heart of the Taliban terri-
tory in Swat—a cluster of towns and
villages about halfway up the valley,

including Alam Ganj—is almost com-
pletely under the military’s control,
he said. And despite fears the mili-
tary had flattened whole neighbor-
hoods with air strikes and artillery
barrages, most of the homes in the
valley appear to remain intact, sug-
gesting it may be easier than ex-
pected to resettle the more than 2
million people who fled the fighting.

It wasin these towns and villages
that the Taliban had made itself at
home. On the tree-studded ridges
above, militants built camps and a
network of deep tunnels, replete
with ventilation shafts, generators
and ample stocks of food and ammu-
nition. There, the Taliban trained
young men who they plucked off the
streets and pressed into service as
foot soldiers or suicide bombers.

The Taliban’s leaders set them-
selves up in homes in the tightly
packed towns below, laying down
hand-woven rugs and heavy wood
furniture to make themselves com-
fortable, soldiers say. In one house
in a nearby town believed to have
been frequented by the leader of the
Swat Taliban, Maulana Fazlullah,
soldiers found an asthma inhaler
with his name printed on the packet
from the pharmacy. They still
haven’t found Mr. Fazlullah.

At the outset, the military fo-
cused on securing the southern ap-
proaches to the valley. That left Col.
Rehman’s 650 men penned up, try-
ing to fend off Taliban suicide at-
tacks and avoid sniper fire.

The few dozen men posted to the
position overlooking Alam Ganj
spent their days scrambling
through a network of hillside
trenches and trading fire with insur-
gents holed up in the town below. “It
was shot for shot. We didn’t have
the numbers to flush them out” said
Capt. Tahir Desh, 30 years old.

Hundreds of other soldiers,
meanwhile, spent nearly two weeks
fighting their way up to Binai Baba
Ziarat, a nearby mountaintop re-
doubt built by the Taliban as a com-
mand and communications hub.
“They had snipers firing down from
theridges. It was a killing ground up
and down,” said Capt. Mohsin Jamil,
29 years old.

It wasn’t until late May that the
army made its move against Alam
Ganj and the towns to the south, in-
cluding Mingora, the valley’s main
city. “The boys had to go through
each house,” Col. Rehman said. “The
miscreants, they would open fire,
take a few shots and then disappear
through a doorway, duck down an al-
ley and be gone.”

Early last week, however, the re-
sistance melted away. To where, no
one is entirely sure.

Pakistan now must make sure
they don’t resume their fight. Gen.
Ghani said the army is actively hunt-
ing the Swat Taliban’s top command-
ers and plans to keep thousands of
soldiers stationed in the valley for
aslong asit takes to rebuild the shat-
tered civilian administration, police
and judicial system.

Driving in a convoy through the
streets of a town to the north that’s al-
ready coming back to life, Col. Reh-
manlooked out the window of his Toy-
ota pickup at the residents who re-
mained through the worst of the fight-
ing: old men selling tomatoes, women
sifting through bins of shirts and
young men staring at the passing sol-
diers. He asked: “Can you make out
who is a Talib in this crowd? I can’t.
But my guess is that they‘re still here.”



