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Tension surges after Iran election

Ahmadinejad defends win as security forces crack down on opposition leaders, demonstrators

BY FARNAZ FASSIHI

TEHRAN—Iranian Presi-
dent Mahmoud Ahmadinejad
on Sunday defended his week-
end election victory while se-
curity forces cracked down
hard on opposition leaders
and demonstrators, who
staged asecond day of violent
protests across the capital
and in other Iranian cities.

Mr. Ahmadinejad’s de-
feated challenger, Mir
Hossein Mousavi, said in a
statement that he was under
house arrest and banned
from appearing in public. He
called on his Web site for
more protests, but urged dem-
onstrators to act peacefully.

Many parts of town resem-
bled a war zone Sunday.
Along several roads in both
uptown and downtown Teh-
ran, many government-
owned banks had been at-
tacked and their windows
and doors shattered. Public
property, including bus stops
and street signs, was vandal-
ized. At Mohseni Square in
north Tehran, three buildings
were burned completely.

From 9 to 10 p.m., neigh-
borhoods across Tehran
rocked with shouts from roof-
tops of “Allahu Akbar,” (“God
is Great”) and “Death to the
Dictator.” This is a signature
tactic from the 1979 revolu-
tion, when, also at 9 p.m., pro-
testers shouted the same slo-
gans from their roofs.

The civil disorder on dis-
play across the nationis argu-
ably the worst protest the Is-
lamic Republic has seen since
then in terms of scope and
reach. The student uprisings
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Supporters of Iranian President Mahmoud Ahmadinejad react as he speaks at a rally in Tehran on Sunday in the wake of his election victory.

in 1999 and 2003, both vio-
lent events, mostly included
students activists and intel-
lectuals, and were limited to
areas around university cam-
puses.

Now, rioting has drawn in
people from every age group,
and social and religious back-
ground. Women clad in black
head-to-toe chadors stand
alongside young girls with
tight-fitting outfits shouting
“Justice, Justice!”

For years, analysts specu-
lated that a widespread pub-
lic uprising wouldn’t occur in

Iran because the disen-
chanted lacked a homegrown
figure to rally behind. Now,
Mr. Mousavi seems to have
filled that vacuum.

In Germany, Foreign Minis-
ter Frank-Walter Steinmeier
condemned the Iranian gov-
ernment crackdown on oppo-
sition protesters as “unac-
ceptable.”

Across the Arab world and
in Israel, reaction was mixed.
The results dealt a blow to
some Arab and Israeli offi-
cials, who have grown increas-
ingly alarmed by Iran’s re-

The bull is charging

but it bears caution

By ToM LAURICELLA

Many investors are now
calling the rebound in stocks
since early March the start of
anew bull market. But it could
be only a temporary respite
from a longer-term bear mar-
ket dating back to the begin-
ning of this decade.

If the market is poised for a
multiyear run, investors can be
more aggressive about diving
into stocks. If the bear market
will regain its grip on stocks
and send prices lower again, in-
vestors need to be cautious.

Historical data and the
still struggling economy seem
to point to the latter case,
called a cyclical bull market in
a secular bear market.

For now, stocks are fully in
bull-market territory, even if

it doesn’t feel that way given
the losses that many inves-
tors are still nursing.

After falling 33.8% last
year, the Dow Jones Indus-
trial Average finished last
week 34% above its 12-year
closing low on March 9. The
Standard & Poor’s 500-stock
index is up nearly 40% from
its low on that date.

The traditional definition
of a bull market is a 20% gain
from a low point and a bear
marketisa20% decline froma
high. But the Dow remains
38% below its record close in
October 2007, and the S&P is
nearly 40% below its record.

Even those who believe a
more stable economy and lots
of cash sitting on the sidelines
will send the market higher re-
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gional ambitions and hoped
his ouster might rein in Teh-
ran. But Mr. Ahmadinejad’s
win also could speed up a key
goal that Arabs and Israel
share: international consen-
sus for tough action against
Iran’s nuclear program.

“You’re not going to waste
months and months trying to
understand where the new
guy is coming from,” said one
Arab official.

Meanwhile, Israeli ana-
lysts said the chaotic election
validates Israel’s perceived
threat from Iran and in-

creases Prime Minister Ben-
jamin Netanyahu’s leverage
with Washington. Mr. Netan-
yahu argues that Iran, not Is-
rael-Arab peace talks, should
be the focus of American Mid-
east policy.

Assuming security forces
are able to contain protestsin
coming days, the election fall-
out still poses a significant
challenge for the clerical es-
tablishment that rules the Is-
lamic  Republic.  Mr.
Mousavi’s allegations of wide-
spread vote rigging are rais-
ing serious legitimacy ques-
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Netanyahu relents a bit

A Palestinian state
would be acceptable
with some provisos

BY MARGARET COKER

JERUSALEM—Israeli Prime Min-
ister Benjamin Netanyahu broke
with his past and announced Sun-
day that he would accept an indepen-
dent Palestinian state as long as it
was demilitarized and had limited
governing powers.

In a speech meant to lessen pres-
sure from a White House eager to
end the vexing Middle East conflict,
Mr. Netanyahu repeatedly said that
his government was interested in
peace with its Arab neighbors. But
to achieve such an outcome, he reit-
erated his government’s positions
on the need to ensure the Jewish na-
ture of Israel, the status of Jerusa-
lem as its capital and the right for
Jewish settlers to live in the West
Bank, an issue that the administra-
tion of U.S. President Barack Obama
says is an impediment to peace.

“A fundamental condition for
ending the conflict is the Palestin-
ians recognizing ... that Israel is the
nation state of the Jewish people. If
we receive this ... we will be pre-
pared for a true peace agreement, to
reach a solution of a demilitarized
Palestinian state alongside the Jew-
ish state,” Mr. Netanyahu said

The conflicting tone of the
28-minute speech shows the tight
balancing act the Israeli leader must
follow between the conservative
branch of his Likud party, which for-
mally rejects a two-state solution,
and a more liberal president in
America, the Jewish state’s most im-
portant ally.

Many Israeli political leaders, in-
cluding those in his own party, gave
Mr. Netanyahu’s speech wide ap-
proval. Meanwhile, the Palestinians
reacted with anger to the Netan-
yahu vision. Palestinian President

Mahmoud Abbas said the Israeli
leader had “sabotaged” future nego-
tiations by limiting the issues Israel
would be willing to discuss.

White House spokesman Robert
Gibbs said President Barack Obama
welcomed Mr. Netanyahu’s stance,
calling the speech an “important
step forward” and saying it served
as an “endorsement” of Mr. Obama’s
call for a viable Palestinian state.

“The president is committed to
two states, a Jewish state of Israel
and an independent Palestine, in the
historic homeland of both peoples,”
Mr. Gibbs said in a statement.

Mr. Gibbs said Mr. Obama would
continue working with all
parties—Israel, the Palestin-
ian Authority, Arab states
and other countries in-
volved in the talks—to en-
sure that they “fulfill their
obligations and responsibili-
ties necessary to achieve a
two-state solution to the Is-
raeli-Palestinian conflict
and a comprehensive re-
gional peace.”

Other U.S. observers
agreed that Mr. Netan-
yahu’s statements were po-
tentially significant.

Mr. Netanyahu “clearly gave the
administration something,” said
Aaron Miller, a former State Depart-
ment official now at the Woodrow Wil-
son Center, a think tank in Washing-
ton. Mr. Miller said he expected the
White House to welcome the stance,
since “they don't have anywhere else
to go,” but he questioned whether the
position taken by Mr. Netanyahu in
his speech would meet the administra-
tion’s goals in the long term.

Israeli officials are hoping for up-
beat response from Washington on
the other major theme of Mr. Netan-
yahu’s speech: the threat his nation
sees in Iran. He opened his address
by calling Iran’s nuclear ambitions
“the greatest threat facing Israel,
the Middle East, the entire world
and human race.”

Since his election in February,

Benjamin
Netanyahu

Mr. Netanyahu has argued in Wash-
ington that Iran’s nuclear ambi-
tions, not Israel’s conflict with the
Palestinians, should be the central
pillar of American Middle East pol-
icy. That argument now stands to
get a boost after the re-election of
Iranian President Mahmoud Ah-
madinejad.Israeli leaders say they
hope the election—not only the re-
sult, but alleged voting irregulari-
ties and a violent crackdown on dem-
onstrators that followed—will help
convert allies to their goal of enact-
ing tougher international measures
against Iran. They also see the elec-
tions providing a dose of realism to
what many Israeli officials
see as a dangerous level of
naivete at the Obama
White House about Middle
East affairs.

Israeli analysts say that
Friday’s vote validates Isra-
el’s perceived threat from
Iran and increases Mr. Net-
anyahu’s leverage with
Washington in his increas-
ingly open disagreement
with President Obama over
a two-state solution with
the Palestinians.

Mr. Netanyahu and his ruling
Likud party believe that giving Pales-
tinians territory in the West Bank
willlead to an Iranian-linked Islamic
government there. Hamas won Pal-
estinian-wide elections several
years ago, before forcefully taking
over Gaza.

“We will not allow the establish-
ment of a Hamas state in the West
Bank,” Mr. Netanyahu said on Fri-
day, referring to the Palestinian fac-
tion that controls Gaza and receives
support from Iran.

Israel’s threat assessment from
Iran is dire. Its intelligence commu-
nity claims the Islamic Republic
could enrich weapons-grade nu-
clear fuel by the end of the year, a
timeline that most U.S. intelligence
officials don’t agree with.

—Peter Spiegel in Washington
contributed to this report.
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(-8 finance ministers
look beyond end of crisis

By MiICHAEL M. PHILLIPS

LECCE, Italy—World financial
leaders are starting to examine how
they will unwind their emergency
spending packages and bank res-
cues amid signs the economic crisis
may have hit bottom.

Finance ministers from the
Group of Eight major industrial pow-
ers on Saturday asked the Interna-
tional Monetary Fund to research
strategies to slim budget deficits
and reduce government presence in
the financial sector, but in a way
that wouldn’t reignite the crisis.

Economic and financial recovery
“will be stronger and more sustain-
able if we make clear today how we
get back to fiscal sustainability
when the storm has fully passed,”
U.S. Treasury Secretary Timothy
Geithner told reporters at the close
of two days of meetings here.

The U.S., now 18 months into its
recession, has seen new jobless
claims stabilize, while consumer
spending has stopped falling on a
monthly basis.

Mr. Geithner on Saturday pushed
his counterparts from other coun-
tries to implement parts of the
Obama administration’s overhaul of
financial-market supervision, argu-
ing that alevel playing field is neces-
sary to ensure that the new safe-
guards aren’t undermined.

Mr. Geithner called for tougher
capital standards for globally active
banks, powers in each country to
wind down a faltering global finan-
cial company and more uniform
transparency over complex prod-
ucts such as derivatives.

U.S. Treasury officials also want
stronger supervision of large banks
across major countries and better in-
formation-sharing arrangements so
that U.S. and foreign officials can
more closely supervise internation-
ally active companies.

Mr. Geithner and other senior
Obama administration officials
have spent months crafting a plan to
bolster supervision of financial mar-

kets and plan to present their recom-
mendations on Wednesday.

Asthe G-8 meetings began, Cana-
dian Finance Minister Jim Flaherty
told reporters, “I think it’s appropri-
ate that we do look a little bit down
the road and plan to get the private
sector backinto the markets and the
public sector withdrawing from the
markets.”

Economic growth has picked up
in China and some other emerging
nations. Nonetheless, Mr. Geithner
and his G-8 counterparts empha-
sized that the danger hasn’t passed
and that they don’t advocate spend-
ing cuts now.

Good news in the U.S. remains
spotty, while European economies
have even less reason for optimism.

The ambiguity reflects the chal-
lenge faced by policy makers. On
one hand, big government deficits
could generate inflation and make it
more expensive to borrow on inter-
national markets. Conversely, offi-
cials worry that premature belt-
tightening could stifle any recovery.

Governments “will need to take
very difficult decisions, and they
should get ready to do so before
they get pushed with their back
against the wall by the markets,”
Marco Annunziata, chief economist
of UniCredit Group in London, wrote
to clients after the G-8 meetings.

In recent months, G-8 govern-
ments have injected hundreds of bil-
lions of dollars into faltering banks
and implemented large spending
packages to fend off a deeper con-
traction.

The IMF warned in a report last
month that in 2014 public debt in
the average advanced country
would account for 36 percentage
points more of gross domestic prod-
uct than it did in 2007.

The G-8 finance ministers’ meet-
ing was in preparation for next
month’s summit of leaders from the
U.S., UK., Russia, Japan, Canada,
Germany, France and Italy.

—Damian Paletta, Alessandra
Galloni and Luca Di Leo
contributed to this article.
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Boeing faces test of its military strategy

Defense, commercial
sales are expected
to fall in tandem

BY AuGusT COLE
AND DANIEL MICHAELS

PARIS—For Boeing Co., the Paris
Air Show today offers a chance to
generate excitement around the
much anticipated and long-delayed
takeoff of its most sophisticated
commerecial jet, the 787 Dreamliner,
which could take place next week.

But behind the hype, Boeing is
facing a more profound challenge of
the strategy it embarked on during
the 1990s to offset jetliner-sales cy-
cles with more stable military reve-
nue. The logic undergirding that de-
cision is being tested as military
hardware spending is under pres-
sure globally, at the same time com-

mercial jet orders are slumping.

Boeing remains strong com-
pared to companies in industries
such as car-making and finance be-
cause it has years’ worth of orders
to fill and robust operating profits.
But now it falls on Chairman and
Chief Executive Jim McNerney to
shepherd the company through a pe-
riod in which both its core busi-
nesses could be hurting. The last
time both slumped simultaneously
was the early 1990s, predating Mr.
McNerney and Boeing’s role as ama-
jor defense contractor.

Jim Albaugh, chief executive of
Boeing’s defense business, said Sun-
day in Paris that the company has
studied closely how companies suc-
cessfully navigated the last defense
downturn,andplanstocontinuetoin-
vest and make related acquisitions
accordingly,asithasbeendoinginre-
centyears. “JimMcNerneyisnotlook-
ing to me to shrink the business and
to hunker down,” said Mr. Albaugh.

Aerospace executives and inves-
tors are bracing for a bumpy ride.
The U.S. Defense Department is ag-
gressively curtailing spending on
the high-tech weapons systems that
inrecent years buoyed defense-com-
pany revenues but aren’t relevant in
Iraq or Afghanistan. Commercial jet-
liner orders at Boeing and European
rival Airbus have evaporated this
year after several record years.

Boeing officials don’t foresee a
pickup in air travel until at least the
middle of next year. “We remain cau-
tiously optimistic that we can get
through it,” said Scott Carson, chief
executive of Boeing’s commercial
airplane division, through a spokes-
man. Boeing has cut production of
its big 777 models, and is working
closely to help all its customers en-
sure they can pay for deliveries, Mr.
Carson said.

The first flight of the 787 Dream-
liner, which Boeing has pledged to
conduct by June 30, begins a

months-long program of flight-test-
ing that is necessary before the
plane can be certified to carry pas-
sengers.

Since acquiring defense giant Mc-
Donnell Douglas in 1997, Boeing has
come to count on roughly $32 bil-
lion a year in defense sales to offset
cycles in the commercial sector. Boe-
ing has focused recently on growing
through acquisitions in promising
areas such as cyber-security and un-
manned aerial vehicles. Export
sales of its existing military fighters
and transport planes also are grow-
ing in importance as U.S. orders for
its warplanes are set to shrink.

Boeing is expected to announce
Mondayitslatestbuyofanintelligence
contractor, according to company ex-
ecutives. Such transactions are in-
creasingly important as Boeing be-
lieves Pentagon spending has peaked.
“Lastyearorthisyearcouldbethehigh-
watermarkfor defensespendinginthe
United States,” Mr. Albaugh said.

Despite challenges to Boeing’s
two-track strategy, Boeing’s biggest
rival, Airbus parent European Aero-
nautic Defence & Space Co. has fol-
lowed the same tack by aggressively
expanding its defense business to
balance the cyclicality at Airbus.

“The crisis is confirming that our
strategy is more valid than ever,”
said EADS Chief Executive Louis Gal-
lois on Saturday.

Since its creation in 1999 from
aerospace companies in France, Ger-
many and Spain, EADS has pushed
sales of its fighter jets, military
transport planes and missiles. It is
also using Airbus planes and its Eu-
rocopter helicopters for defense sys-
tems. For example, EADS is follow-
ing Boeing’s lead by converting pas-
senger planes into midair refueling
tankers. The two are competing for
a $40 billion contract from the U.S.
Air Force to supply aerial refueling
planes, a competition that restarts
later this year.

Safety to supplant deal

BY DANIEL MICHAELS

The world aviation industry
gathers Monday for the Paris Air
Show with low expectations of big-
money deals but plenty of attention
on air safety in the wake of the re-
cent Air France crash.

For Airbus, reassuring airlines
that its A330 model—the same one
that plunged into the Atlantic last
month with 228 people on
board—is a reliable plane isn’t just
about making passengers feel safe.

The A330, a workhorse of air-
lines world-wide, is one of Airbus’s
best-selling models. The jetliner,
which has a catalog price of about
$190 million, is also one of Airbus’s
most profitable; and it has orders
outstanding for some 400 more.

Airlines and leasing companies
so far have stood behind the two-en-
gine A330 and its four-engine twin,
the A340. There are nearly 1,000 of
the two models, which were certi-
fied in 1993 and have operated
largely without trouble, in service.

Scandinavian carrier SAS AB Fri-
day became the latest airline to is-
sue a statement affirming the
safety of its A330s and A340s, fol-
lowing endorsements from carriers
including Singapore Airlines Ltd.
and Dubai’s Emirates Airline.

Any dents to the plane’s reputa-

tion could hurt the ability of Airbus—
and its parent company European
Aeronautic Defence & Space
Co.—to cover several billion dollars
in cost overruns on new models in
development. It also could hurt the
overall airlines business, which is
coping with plunging demand.

Worries about safety come amid
general economic gloom. The aero-
space industry is bracing for a
sharp drop in jetliner orders this
year and a potential slide in produc-
tion.

One Airbus supplier, Thales SA
of France, already has drawn un-
wanted scrutiny because it manufac-
tured the airspeed probes, or pitot
tubes, on the crashed plane. The sen-
sors, which had a history of malfunc-
tioning, and were due to be re-
placed, may have contributed to the
accident. No direct link has been es-
tablished. A Thales spokeswoman
declined to comment.

The crash of Air France Flight
447 en route from Rio de Janeiro to
Paris is unusual because the plane
disappeared while cruising high
over the Atlantic Ocean. Almost two
weeks after the accident, few clues
have emerged as to why.

Naval crews have so far col-
lected at least 44 victims and much
debris, and searchers are scouring
the region for the plane’s so-called

making as focus of Paris Air Show

Airbus in the spotlight

The A330 is a workhorse of airlines world-wide

A330 A340

(2-engine) (4-engine)
Planes flying 614 360
On order 405 20
Price”(millions) $190 $232

“*Average catalog price

black boxes, which may sit on the
sea bed. Without recordings of
flight-data and cockpit conversa-
tions on the units, investigators
may never fully understand the four-
year-old plane’s final minutes.

On Friday, Brazilian officials dis-
played recovered wreckage in Rec-
ife that included an oxygen mask,
torn chunks of the plane’s frame
and an interior wall with two seats
still attached.

A Brazilian air-force official said
the search for bodies would con-
tinue for another week. The condi-
tion of the victims’ bodies, includ-

M The A330 is the company’s
best-selling long-range model and
one of its most profitable
products.

H New cargo and military versions
are being developed.

Source: the company

ing any burn marks, could help in-
vestigators understand what
brought the plane down.

Airbus Chief Executive Tom End-
ers last week publicly stressed the
A330’s strong safety record and
urged patience with the investiga-
tions. “These investigations can
take months,” Mr. Enders said.

Behind the scenes, Airbus has up-
dated airlines with initial conclu-
sions of the investigation, which Air-
bus said indicated nothing was fun-
damentally wrong with the plane.

But as with many accidents, the
crash has focused new attention on

the model and spotlighted inci-
dents that otherwise would be little
noticed. An A330 operated by a sub-
sidiary of Australia’s Qantas Air-
ways Ltd. made an emergency land-
ing in Guam on Thursday because of
a small fire in the cockpit that
caused no injuries.

Qantas officials stressed that
the incident was “unrelated” to the
Air France crash and the airline has
“full confidence” in the A330.

Airlines badly want the planes to
get a clean bill of health. Steven Ud-
var-Hazy, chairman of aircraft-leas-
ing giant International Lease Fi-
nance Corp., said that among more
than 20 airlines flying ILFC’s A330s,
many find it the “most profitable
and flexible airplane in their fleet.”

ILFC “has total confidence” in
the A330, Mr. Udvar-Hazy said.
ILFC, a unit of American Interna-
tional Group Inc., is the largest
owner of A330s, with 97 of the
model, according to Airbus.

Over recent years, the A330 sup-
planted U.S. rival Boeing Co.’s 767
as the industry’s top-selling long-
range model in the 250-seat range.
Boeing officials have said that the
767 was previously their most prof-
itable model—exceeding even their
more prominent 747 jumbo jet.

—Antonio Regalado
contributed to this article.

Sikorsky offers to join Lockheed in bid to revive helicopter pact

BY AuGusT COLE

Helicopter maker Sikorsky is
willing to partner with former rival
Lockheed Martin Corp. to resusci-
tate arecently cancelled contract to
supply high-tech helicopters to the
White House.

The presidential-helicopter pro-
gram—which had been held by Lock-
heed using a design from Finmec-
canica SpA’s AgustaWestland—was
nixed earlier this month for being
too costly and too problematic.
Sikorsky President Jeff Pino said
Sunday he wrote to U.S. Defense Sec-
retary Robert Gates early this
month expressing interest in sup-
plying Lockheed with helicopters as
an option that could help save
costs. Mr. Pino’s comments were in
response to a question about a possi-

ble alliance with Lockheed.

Lockheed doesn’t manufacture
its own helicopters and beat Sikor-
sky in the 2005 competition using a
design from AgustaWestland that it
would pack with Air Force One-like
communications and safety fea-
tures.

Sikorsky, a unit of United Tech-
nologies Corp., would team with
Lockheed “in a heartbeat,” Mr. Pino
said in an interview in Paris on the
eve of the Paris Air Show where he
described the letter sent to Mr.
Gates. “I just wanted to get on the
record very quickly,” he said of the
letter to the defense secretary.

The overture underscores the
troubled program’s high profile in
the aerospace industry and its
value as a potential booster of sales
for the maker of the White House

fleet. If successful, Sikorsky would
have an unmatched showcase for its
S-92, which is used for everything
from search-and-rescue missions
to ferrying oil-rig workers and
transporting VIPs.

Politically, using a U.S.-made heli-
copter design instead of a foreign
model might help engender stron-
ger support for the program than it
currently has in Washington, where
senior lawmakers such as Republi-
can Sen. John McCain of Arizona
have singled it out for being an exam-
ple of wasteful military spending.

Citing expected costs that were
set to more than double to more
than $13 billion for 28 helicopters,
Mr. Gates said in April he would can-
cel the program, and on June 1 the
Defense Department formally termi-
nated the contract with Lockheed.

The contract went awry as the al-
ready-complex tasks taken on by
Lockheed and its partners were
made more difficult by shifting gov-
ernment specifications.

Mr. Pino said he was pretty sure
Sikorsky could help Lockheed lower
the costs and might even be able to
help the government avoid the ter-
mination liability it incurs from end-
ing the contract early if some kind
of arrangement took shape.

Mr. Pino said Lockheed has a
copy of the letter he sent to Mr.
Gates, and he has meetings planned
with Lockheed executives at the air
show. “It should be clear to them we
would work with them but I have
not had any specific conversa-
tions,” he said. The Pentagon also
acknowledged receiving his letter,
he said.

Lockheed said in a statement it
is complying with the government’s
termination plans and supports the
Pentagon’s “directions on next
steps for the program,” noting that
its AgustaWestland agreement re-
mains in place.

Lockheed and Sikorsky are al-
ready partners on a Navy contract
to provide special versions of the
Black Hawk workhorse helicopter.
The work is done at the same facil-
ity in New York state where Lock-
heed is developing and integrating
much of the special electronics sys-
tems that were to be packed into the
next presidential helicopter.

An AgustaWestland spokesman
said its aircraft “prevailed because
it’s the only helicopter in the world
that can both perform the mission
and land on the White House lawn.”
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Price drop boosts gas in U.S.

Coal, long the dominant source of fuel for electricity, could be losing its appeal

BY REBECCA SMITH
AND BEN CASSELMAN

A precipitous drop in the price of
natural gas means lower bills for
some U.S. electricity consumers but
spells trouble for coal producers,
long the dominant source of fuel for
the electric-power industry.

Abundant new supplies of natu-
ral gas, combined with reduced de-
mand for electricity, have sent
prices tumbling to less than $4 per
million British thermal units from
more than $13 last July. That drop
could prompt power companies to
invest billions of dollars in natural-
gas fired plants.

“Nobody was talking about $3
gas a year ago,” said James Daly, di-
rector of gas and energy supply for
Nstar, the utility formerly known as
Boston Edison. Nstar is cutting resi-
dential electricity rates 27% on July
1and anticipates a similar reduction
in January, if gas prices remain low.

For more than a century, the U.S.
hasrelied on coal to produce the big-
gest share of its electricity. Coal
now accounts for about half of the
nation’s electricity, compared with
about 21% from natural gas.

But natural-gas plants can be
built more quickly and inexpen-
sively than coal plants, and they re-
lease about half as much carbon di-
oxide as coal to produce similar
amounts of electricity. That could
be a big advantage if Congress
passes a climate-change bill that
would cap such carbon emissions.

This isn’t the first time the
power industry has embraced natu-
ral gas. Inthe late 1990s, as states de-
regulated their electricity markets,
a new breed of so-called merchant
generators built scores of gas-fired

Orion Drilling’s
natural-gas
drilling rig in
Edna, Texas

Bloomberg News

plants, encouraged by rosy supply
forecasts and easy borrowing.

Enthusiasm waned by 2002,
when such merchant generators as
Calpine Corp., Mirant Corp. and
NRG Energy Inc., landed in bank-
ruptcy court. Gas prices also began
to rise sharply around 2007, follow-
ing the run-up in oil.

New natural-gas discoveries,
however, in Texas, Louisiana, Penn-
sylvania and elsewhere, have cre-
ated a gas glut that analysts expect
to linger. Energy consulting firm
Wood Mackenzie predicts gas
prices won’t recover until 2015.

Power companies are beginning
to ratchet back investments in coal-
generated plants to take advantage
of low gas prices and hedge against
costly climate-change legislation.

“We’re pulling back the coal
throttle,” said Ted Craver, chief exec-
utive of Edison International, Rose-
mead, Calif.,, which owns several
coal-fired plants that sell power on

Tighter competition

Natural gas is
trading in a price
range well below 200
its 2007 level.
This gives it an
edge over coal,
which is still
priced relatively
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the open market. With sales poor,
his company took units out of ser-
vice early for seasonal repairs this
year, hoping sales will pick up this
summer.

In parts of the U.S. where there
are daily electricity auctions, gas gen-
erators are chipping away at coal
market share with lower prices.
Coal-to-gas switching has created in-
cremental gas demand of three bil-
lion cubic feet a day, and “further
switching potential is still large, in
our view,” said a research report re-
leased June 1 by Merrill Lynch & Co.

“Fuel switching aggravates a situ-
ation that’s already bad for coal,”
said Shneur Gershuni, analyst at
UBS Investment Research.

Coal consumption by the U.S.
power industry is expected to drop
by 2.3% this year, according to the
Department of Energy’s Energy In-
formation Administration, and coal
production by mining companies is
expected to drop 5% to 10%.

“There basically is no spot mar-
ket for coal right now,” adds Jim
Thompson, managing editor of the
Coal and Energy Price Report in
Knoxville, Tenn., a coal-industry
newsletter. “Coal companies are liv-
ing off their utility contracts.”

Utilities mostly obtain coal
through multiyear contracts. Asare-
sult, even though spot coal prices
have fallen, prices paid by utilities
are expected to rise 2% this year to
anaverage of $2.11 per million BTUs.
Next year, the EIA expects coal
prices to dip slightly to an average
of $1.91 per million BTUs.

Those numbers suggest coal is
still about half the price of natural
gas. But the numbers can deceive.
Gas-fired power plants convert
more fuel into electricity more effi-
ciently than coal units, and it is
cheaper to move natural gas than
coal. As aresult, gas can still have an
advantage over coal even if the com-
modity cost is higher.

Huntsman

BY PETER LATTMAN

The final act in the legal drama
over the busted buyout of Hunts-
man Corp. is expected to start Mon-
day, when the chemical maker
squares off against Credit Suisse
Group AG and Deutsche Bank AG.

Big money will be at stake in the
Conroe, Texas, courtroom. Hunts-
man seeks $4.65 billion in damages,
more than three times its current
stock market capitalization. It ac-
cuses the investment banks, who
were facing billions of dollars in
loan losses, of plotting to scuttle its
2007 leveraged buyout by Hexion
Specialty Chemicals, a company
owned by private-equity firm
Apollo Management LP.

“The banks have done nothing
wrong,” said a spokesman for the
two firms. “We are fully confident
that we will be vindicated.”

The case will test how a Texas
state court jury views large Wall
Street banks at a time when their
reputations have been sullied by the
financial crisis. Barring a last-
minute settlement, the trial is ex-
pected to last six weeks.

The case is among the last in a
spate of lawsuits that cropped up
two years ago when the credit bub-
ble burst. Private-equity firms and
their lenders grew skittish about
funding the deals and tried to re-
nege on their commitments.

legal drama heads to Texas court

Struck in July 2007, the Hunts-
man deal was a classic boom-era le-
veraged buyout, entirely funded by
$15.4 billion of newly issued debt. It
collapsed 11 months later when
Apollo asked a Delaware judge to
cancel it, arguing that a combined
Hexion-Huntsman would be insol-
vent and therefore didn’t
meet the banks’ funding
conditions.

After a six-day trial, a
Delaware judge disagreed
with Apollo, ruling that
Hexion intentionally
breached the merger pact
to wriggle out of the deal.
The judge ordered Apollo
to use its best efforts to
close the transaction.

After the Delaware rul-
ing, Huntsman, based in
The Woodlands, Texas, sued the
banks in state court, alleging that
they also interfered with the
merger.

Last December, Huntsman and
Apollo reached a $1 billion settle-
ment that included a $325 million
payment from the banks. That
amount was far less than the $3 bil-
lion Huntsman had sought, but it
came at a moment when the com-
pany needed cash.

Now Huntsman has taken aim at
the banks. The company has ac-
cused Credit Suisse and Deutsche
Bank of failing to fund the deal be-

Leon Black

cause they sought to avoid billions
of dollars in losses. Huntsman is
also accusing the banks of subvert-
ing abinding deal it had with chemi-
cal maker Basell Holdings BV, which
had agreed to acquire Huntsman for
$25.25 per share, funded by Citi-
group Inc. Huntsman says it ac-
cepted the higher Apollo
$28-per-share bid in large
part because of the iron-
clad financing promised by
the banks, which stood to
earn $250 million in fees on
the commitment.

The banks argue that
they didn’t provide the fi-
nancing for the deal be-
cause they didn’t think a
combined Hexion-Hunts-
man would be solvent, a re-
quirement under the financ-
ing commitment letter.

Huntsman hopes to persuade ju-
rors that the banks schemed with
Apollo to squelch the buyout. The ev-
idence is expected to included de-
tails of a meeting at the World Eco-
nomic Forum in Davos, Switzerland,
between Apollo boss Leon Black and
Credit Suisse Chief Executive Brady
Dougan in which the two men dis-
cussed the troubled buyout and
ways to mitigate losses on the deal.

“We needed to find a solution
that would limit the damage to both
firms,” reads a document prepared
by a Credit Suisse banker marking

what was said at the meeting.

The banks are expected to argue
that this conversation and others
are typical interactions, nothing
more than loose talk between lend-
ers and their private-equity clients.

A victory would be aboon for the
Huntsman, which continues to suf-
fer from a global slump in the chemi-
cal industry. In 4 p.m. New York
Stock Exchange trading Friday,
Huntsman was at $6.67, down 18
cents.

Wall Street will be watching the
trial closely to see how the banks
fare in the Texas courts, where a
jury awarded Houston-based Pen-
nzoil Co. $10.5 billion in a 1986 suit
against New York-based Texaco Inc.

Legal experts say that Texas-
sized verdicts aren’t nearly as com-
mon as they once were. After years
of tort reform, “Texas is nowhere
near the plaintiffs’ paradise that it
was in the time of Texaco-Pennzoil,”
said Tom Kirkendall, a commercial
litigator based in The Woodlands.

What’s more, the case is being
tried in Conroe, a small city 40 miles
north of Houston, not considered a
particularly plaintiff-friendly juris-
diction. The area has also held up rel-
atively well during the downturn.

“I don’t think you could be in a
better county as far as the economic
crisisis concerned,” said Judge Fred
Edwards to the banks’ lawyers dur-
ing a pre-trial hearing.

Exxon joins
TransCanada
on Alaska project

BY RUSSELL GOLD

Exxon Mobil Corp. is throwing
its weight behind what could be-
come one of the world’s biggest engi-
neering projects: a proposed $26 bil-
lion natural-gas pipeline connecting
Alaska’s North Slope to Chicago.

The oil giant said Thursday it is
joining an existing effort by Trans-
Canada Corp. to build a pipeline.
Exxon controls the largest share of
natural gas on the remote North
Slope and its involvement was seen
as critical to any project.

While Exxon’s announcement
tilts the scales in favor of the pipe-
line being built, the project faces nu-
merous challenges and is still far
from becoming a reality. Among the
most serious questions it faces is
whether the Alaskan gas is even
needed. North America is in the
midst of a natural-gas glut, driving
down prices, and observers believe
liquefied natural-gas imports are
set to grow as overseas producers
seek to unload their gas in the U.S.

The TransCanada proposal al-
ready has the backing of the Alaskan
government, which last August
passed legislation to provide up to
$500 million in funds to pay for pre-
liminary work. Even moving
quickly, the pipeline isn’t expected
toreceive certification from the U.S.
Federal Energy Regulatory Commis-
sion until 2014, and wouldn’t begin
moving its four billion cubic feet of
natural gas daily until the end of the
next decade.

The $26 billion
natural-gas pipeline
would run from
Alaska to Chicago.

Alaska Gov. Sarah Palin has
urged the project forward. “It’s abso-
lutely needed and we can’t be short
sighted with these long-lead-time
developments. There will be a 40%
increase in natural-gas demand by
2030,” she said in an email.

BP PLC and ConocoPhillips,
which both control large gas depos-
its in Alaska, are working on a com-
peting pipeline proposal, but it
doesn’t have the support of the state
government. ConocoPhillips spokes-
man Charlie Rowton didn’t rule out
ultimately working with the Exxon
Mobil-TransCanada pipeline.
“We’re willing to look at any and all
proposals,” he said.

The North Slope holds some 35
trillion cubic feet of known gas re-
serves. The state estimates undis-
covered reserves could bump that
figure to as much as 250 trillion cu-
bic feet. By comparison, U.S. con-
sumption in 2007 was just over 23
trillion cubic feet.

While the remote North Slope
holds an enormous gas deposit,
available gas in the Cook Inlet that
feeds Anchorage and nearby cities
has appeared thin in recent months.
That has added urgency to the
state’s multiyear attempt to jump-
start a pipeline. In addition, many
Alaskans believe a pipeline would
lead to an economic boom—much
like the 1970s construction of the oil
pipeline.

—Isabel Ordoriez
contributed to this article.
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Alcon deal puts Novartis in a bind

Options pact forged
with Nestlé locks up
cash; price is off

By ANITA GREIL

ZURICH—Novartis AG’s pending
acquisition of eye-care company Al-
con Inc. is looking increasingly
costly, cramping Novartis’s ability
to make acquisitions amid an acqui-
sition spree in the pharmaceutical
sector.

Avyear ago, Novartis bought from
Nestlé SA a 25% stake for $11 billion
in the company with an option to
buy Nestlé’s remaining 52% holding
in 2010 and combine Alcon with its
own eye-care operations, reducing
costs and giving aboost to the devel-
opment of new products.

But since then, Alcon’s share
price has dropped 24% from $148.44
to about $113. That leaves Novartis
with a few unattractive possibili-
ties. It can exercise an option to buy
Nestlé’s stake for $181 a share. Or
Nestlé can exercise its option to sell
its stake to Novartis at a premium of
20% to the market price—assuming
today’s prices hold, that would
mean Novartis would pay around
$136 a share, and this is the scenario
Novartis says it would prefer. Both
options run for 19 months, starting
Jan. 1.

A Novartis spokesman said that
itisn’t trying to renegotiate the deal
and that the underlying business
logic of the tie-up remained, even if
the financial terms of the deal
couldn’t be predicted.

Until the options expire, Novar-
tis needs to have the cash ready in
case Nestlé decides to sell, con-
straining its ability to look for other

Losing value

Alcon’s shares have fallen since Novartis bought a stake

April 7: Novartis agrees to buy
25% of Alcon from Nestlé

Jan. 9: Alcon names insider
Kevin Buheler as new CEO
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deals. A Novartis spokesman said
that the company is still looking for
companies to slot into its existing
operations, citing the recent $1.2 bil-
lion acquisition of EBEWE Pharma
in May.

However, that deal pales along-
side the megadeals that have struck
the pharmaceutical sector this year,
such as Pfizer’s $68 billion acquisi-
tion of Wyeth, Merck’s $46 billion ac-
quisition of Schering Plough and
Roche’s $47 billion takeover of Ge-
nentech.

“We’ve already started raising
the debt necessary to fulfill what we
see as an Alcon put beginning on
Jan. 1, so we raised $5 billion in debt
in February this year and youw’ll see
us continue to do so through the
course of the year,” Jill Pozarek of
Novartis investor relations told in-
vestors at the Deutsche Bank health-
care conference last month.

Earlier this month, Novartis
raised a further €1.5 billion ($2.1 bil-
lion) through a bond sale. Add to
that an estimated $4.5 billion in

cash flow to be generated this year,
and Novartis should have about half
the required amount on hand next
year, said Karl-Heinz Koch, analyst
with Helvea SA, in Zurich.

“Now, they are stuck with 25%,
and the cash for the second tranche
is blocked, while it is unclear if
Nestlé will even sell. This certainly
wasn’t a masterpiece in deal-mak-
ing,” said David Kaegi, an analyst at
Sarasin.

Novartis officials have ex-
pressed confidence that Nestlé
wants the deal. “We believe that
Nestlé islooking forward to complet-
ing the transaction,” said Ms. Poza-
rek.

However, analysts wonder if
Nestlé has that much incentives to
gain cash. Short-term interest rates
have collapsed amid central banks’
efforts to pump liquidity into the fi-
nancial system, leaving little incen-
tive for Nestlé to hold all that cash on
its books. A spokeswoman for Nestlé
declined to comment on what she
called speculation about the deal.

“Holding on to Alcon quite proba-
bly still yields a better return on in-
vestment than parking all that cash
in the money market,” said Birgit
Kulhoff, a pharmaceutical analyst at
private bank Rahn & Bodmer in Zur-
ich. “Thus, unless Nestlé plans a ma-
jor acquisition next year or in 2011,
they have not much of an incentive
to sell their stake.”

Nestlé Chief Financial Officer
James Singh told investors earlier
this year that “Alcon is a very strong
company. We believe the underlying
value of Alcon is sound and there-
fore there is no intention to negoti-
ate any agreement at this stage.”

“Given that the options run for
more than a year, Nestlé is under no
pressure to act, and time is on its
side,” said Patrik Schwendimann,
food analyst at Zuercher Kantonal-
bank.

Analysts say Alcon’s share are un-
likely to recover their year-ago lev-
els, given uncertainties over
whether several drugs can keep
their patent protection. Two drugs’
patents have been challenged and a
third drug is expected to lose its
patent in 2013 or 2014. Those loom-
ing patent expirations and the need
to replenish Alcon’s pipeline were
among the reasons why Nestlé last
year decided to sell the businesstoa
drug maker with expertise in devel-
oping new medicines.

This leaves Novartis in the un-
comfortable position of waiting,
and hoping that the deal will come
through. Once it owns a majority in
Alcon, it can start saving costs by re-
ducing overlap with its own busi-
ness, and get started on developing
new products to make up for the key
Alcon drugs are nearing the end of
their patent-protected life.

—Martin Gelnar
contributed to this article.

Vedanta to raise offer in Asarco bankruptcy

BY JOEL MILLMAN

The advantage in the battle to
take copper giant Asarco LLC out of
bankruptcy is expected to shift this
week as Vedanta Resources PLC in-
creases its bid, countering an offer
filed by Mexican mining conglomer-
ate Grupo Mexico SAB.

An amended debtor’s filing that
may be submitted as soon as Mon-
day will show that a unit of Vedanta,
a London-based mining conglomer-
ate with the bulk of its assets in In-
dia, will increase to $770 million
from $600 million the note portion
of its offer—which is valued at be-
tween $2 billion and $3 billion in-
cluding all liabilities.

According to people familiar with
a term sheet provided to a bank-
ruptcy judge in Texas on Friday, the
Vedanta unit, Sterlite Industries,
also will improve its terms of pay-
ment to a crucial class of creditors: as-
bestos claimants, who had been seek-
ing a settlement of personal-injury
claims from damages arising from
Asarco’s mining, smelting and refin-
ing operations across the American
West since 1899. Before the amended
filing, asbestos claimants had been
backing abankruptcy reorganization
plan submitted earlier this month by
Asarco’s estranged parent, Grupo
Mexico.

“Grupo can beat [the Sterlite of-
fer], and then the asbestos commit-
tee will recommend both reorganiza-
tion plans to its constituents and re-
main neutral. If Grupo does not beat

it then we will recommend only the
Sterlite plan,” said Sander Esserman,
chief counsel for asbestos claimants.
His clients originally sought in ex-
cess of $2 billion from Asarco, but
now are expected to settle for about
$1 billion as the Tucson, Ariz., com-
pany emerges from bankruptcy.

This latest move by Vedanta’s
Sterlite unit could well trigger a bid-
ding war, especially now that a third
party, bondholder Harbinger Capital
Partners, also has decided to make a
play for Asarco’s assets.

Vedanta declined to comment on
what a spokesman called “market
speculation.”

The struggle to determine con-

trol of Asarco as it emerges from its
August 2005 Chapter 11 bankruptcy
filing has involved legal and financial
maneuvers in Europe, Asia, South
America and North America with of-
fers and counteroffers rising and fall-
ing with global copper prices. Asar-
co’s management team, which was
appointed by the bankruptcy court,
and its unionized work force prefer
that Vedanta ultimately be declared
the winner.

Grupo Mexico acquired Asarco in
a1999 hostile takeover, exactly a cen-
tury after the company was founded.
The company played a role in the
Mexican Revolution—Pancho Villa al-
legedly killed 17 Asarco employees,

triggering a punitive raid by the U.S.
Army into Mexico—and Grupo Mex-
icohas said repeatedly that it intends
to resume management of its U.S.
subsidiary.

Grupo Mexico’s chairman, Mexi-
can billionaire German Larrea, told a
U.S. court last year that it was always
his company’s intention to satisfy all
creditors’ claims, including environ-
mental claims by the U.S. federal gov-
ernment and several Western states,
once the amounts were determined.
He said he hoped to have those
amounts made clear in bankruptcy
court.

—Jackie Range
contributed to this article.

MGM Mirage, Genting talk tie-up

By TAMARA AuUDI
AND JONATHAN CHENG

Las Vegas-based gambling giant
MGM Mirage and Malaysian gam-
bling concern Genting Bhd. are dis-
cussing a broad range of business
partnerships in the global gambling
industry, MGM Mirage Chief Execu-
tive Jim Murren said Thursday.

Any partnership could give Gen-
ting access to lucrative business in
Macau, China’s gambling enclave
where MGM operates, and offer
MGM Mirage entree into other re-
gions of Asia where Genting has a
major presence.

Genting recently invested
$200 million in MGM Mirage, with
half of the amount for a 3.2% equity
stake and half on a bond issue.
Mr. Murren said officials from the
two companies have had along rela-
tionship, and are interested in work-
ing together on a variety of projects
world-wide.

“We’re just starting to brain-
storm about global marketing rela-
tionships, strategic ventures and
partnerships,” Mr. Murren said.

Discussions between the compa-
nies are at a preliminary stage.

“We are constantly looking to
broaden our portfolio of strategic in-

vestments and strengthening our
partnerships around the world,”
said Justin Leong, head of strategic
investments and corporate affairs
for Genting.

Genting dominates the gambling
industry in Malaysia and plans to
open a casinoresort in Singapore next
year. MGM Mirage dominates the Las
Vegas Strip with prominent proper-
tieslike the Bellagio and the Mirage. It
also operates an MGM Grand in
Macau, considered the most lucrative
gambling market in the world.

“We have no overlap of business
and we have a very similar approach to
business,” Mr. Murren said of Genting.

Six Flags files
prepackaged plan
for bankruptey

BY MIKE SPECTOR

Six Flags Inc., one of the largest
regional amusement-park compa-
nies in the U.S,, filed for bankruptcy
protection Saturday.

The company, shouldering more
than $2 billion in debt, had been ne-
gotiating with lenders, selling parks
and laying off staff in a race to re-
structure outside of bankruptcy
court. But it couldn’t outrun the dete-
riorating economy and a looming
$288 million payment due preferred
shareholders in August, along with
$31 million in unpaid dividends.

Six Flags, based in New York,
hopes to exit bankruptcy quickly
through a prearranged reorganiza-
tion plan. It struck a deal with senior
secured lenders to a credit facility
that would allow Six Flags to convert
$1.8 billion in debt to equity.

The plan was backed by J.P. Mor-
gan Chase & Co., which is the agent
for the facility, and a steering com-
mittee of lenders, according to court
documents. The plan also would
wipe out more than $300 million in
preferred-stock obligations.

Six Flags listed assets of $3billion
and debt of $2.4 billion. Its total lia-
bilities were $3.4 billion at the end of
March. Among its largest unsecured
creditors were HSBC Bank USA and
Bank of New York Mellon as trustees
for more than $1billion in bond debt.

The filing, in Delaware, marked
another highly leveraged company
falling victim to the deep recession.
Six Flags’ 20 parks dot North Amer-
ica. Revenue in the first quarter fell
24% and the company delayed cer-
tain debt payments.

The filing under Chapter 11 of the
U.S. Bankruptcy Codeis a setback for
investor Daniel Snyder, the Washing-
ton Redskins football team owner
who took control of the theme-park
company in a proxy fight in 2005 and
installed his own management team.
The bankruptcy would likely wipe
out Mr. Snyder’s 6% stake.

In the midst of his battle to
wrest control of the company, Mr.
Snyder wrote a letter to Six Flags
stockholders saying they “would
have been better off hiding their
money under a mattress” than in-
vesting in the company under its
prior management.

“The current management team
inherited a $2.4 billion debt load
that cannot be sustained, particu-
larly in these challenging financial
markets,” Mark Shapiro, Six Flags’
chief executive, said in a prepared
statement. He said operations of the
company’s parks would be unaf-
fected by the filing.

Alsolosing out in Six Flags’ finan-
cial roller coaster: Microsoft Corp.
founder Bill Gates, whose Cascade In-
vestment LLC owns about 10.2 mil-
lion shares, or an 11% stake.

Six Flags warned earlier this year
that it could file for bankruptcy if it
failed to reap concessions from lend-
ers. Since April, it had been in discus-
sions with lenders about a debt-for-
equity swap, but failed to get
enough takers.

A deadline for debt holders to
swap certain notes for equity ex-
pired Friday night. Six Flags had ex-
tended that deadline by more than
two weeks after falling well short of
the 95% it had hoped would accept.

Last year, Six Flags brought in
more cash than it spent for the first
time. Its losses narrowed in 2008 to
$112.9 million, about half those of a
year earlier. Sales nudged 5% higher
to $1.02 billion.
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EBay CEO is optimistic

Donahoe sees an end
to drop in growth
in U.S. business

BY GEOFFREY A. FOWLER

EBay Inc. Chief Executive John
Donahoe said he sees stability in the
economy, with the company not ex-
periencing further growth declines
since February.

In an interview last week, the
head of the online retailer said that
he didn’t have any “statistically sig-
nificant” data to share about an
overall recovery, but he is “cau-
tiously optimistic” about the econ-
omy. Mr. Donahoe said he watched
growth in the business decline from
this past August through February

but that it has since stabilized.

“Speaking from a personal per-
spective, I think this has been an im-
portant reset—especially in the
U.S.—in terms of the use of credit and
responsible consumer spending,”
said Mr. Donahoe. “In terms of the
consumer, I'm cautiously optimistic.”

EBay, based in San Jose, Calif.,
first saw signs of economic troubles
May 2008 in transactions from its
PayPal electronic payments unit.
With that early warning, we were
able “to get our cost structure in
place,” Mr. Donahoe said. As part of
those cost cuts, eBay announced lay-
offs last October of 10% of its staff,
or 1,600 people.

Mr. Donahoe said eBay is in the
middle of a multiyear effort to turn
around its slumping e-commerce
marketplace, which includes online
auctions as well as a fixed-price

store and classifieds. “I want to get
to a point where I feel really confi-
dent about the user experience, and
I think we are two-thirds of the way
there, or halfway there,” he said.
He also said the company is
weighing whether to scrap its sepa-

merce formats—such as auctions,
fixed-price and classifieds—begin to
merge in a world where consumers
use search engines to find what they
are looking for regardless of format.

“Our perspective is that our own
search will be able to come together
over the next three to five years and
bring a more seamless experience”
to shopping, he said.

Separately, eBay has been lobby-
ing the administration of President
Barack Obama to not “forget small

Joe Schram/The Wall Street Journal

-

‘| think this has been an important reset—especially in the U.S.—in terms of the use of
credit and responsible consumer spending, said eBay CEO John Donahoe.

business” amid efforts to fix the
economy, Mr. Donahoe said, noting
that the company represents 18 mil-
lion small businesses in the U.S.
“The specific issue I'm worried
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about is the notion of taxation on
the Internet,” he said. EBay is “fine”
with the notion that e-commerce
companies should have to collect
taxes on out-of-state purchases—
however, he thinks small businesses
should be exempt.

“Our sellers don’t have a finance
department,” he said. “We want the
same small-business exclusion on-
line that there is offline.”

Simon & Schuster
strikes a deal
to sell e-books

BY JEFFREY A. TRACHTENBERG
AND GEOFFREY A. FOWLER

CBS Corp.’s Simon & Schuster
book-publishing arm has struck a
deal to sell nearly 5,000 digital
e-book titles on Scribd Inc., a Web
site that allows people to post and
read documents online.

Simon & Schuster said the works
of such authors as Stephen King,
Mary Higgins Clark, and President
Jimmy Carter were available for
sale on Scribd starting Friday.

The agreement is part of a
broader effort by publishers to find
new distribution channels for elec-
tronic books. Although e-book reve-
nues are still small—some estimate
they amounted to only $100 million
in 2008—today they are one of pub-
lishing’s fastest-growing categories
at atime when book sales are lagging.

The Simon & Schuster titles sold
on the Scribd site can be read on a
computer and saved as Adobe Acro-
bat files but can’t be printed. The
company says those Acrobat files
can be read on Sony Corp.’s e-book
Reader, but not on Amazon.com
Inc.’s Kindle e-book reader, which
uses a different format. Scribd plans
to soonrelease software that will en-
able the Scribd-purchased books to
be read on Apple Inc.’s iPhone.

The publisher will set each
book’s retail price, a key factor at a
time when many in the book indus-
try are concerned about Amazon’s
practice of pricing its Kindle-format-
ted best-sellers at only $9.99. Simon
& Schuster typically prices its
e-books at parity with the latest
print list price. It will offer Scribd
customers a discount of 20%.

“It means new revenue on the
sales side and lets us experiment
with various pricing models,” said El-
lie Hirschhorn, chief digital officer at
Simon & Schuster. “They [Scribd]
have alarge audience, which is impor-
tant to us, and they’ve made an effort
to install antipiracy measures.”

Several thousand Simon &
Schuster titles that haven’t yet been
published as e-books will be avail-
able for preview on Scribd via a
search-and-browse option.
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Auto suppliers shift gears

Financial pressures
spur work in energy
and medical markets

BY TIMOTHY AEPPEL

The auto-industry meltdown is
forcing a transformation among au-
tomotive suppliers, which are slowly
diversifying into more-promising
markets such as medical devices and
green energy.

The shift to nonautomotive prod-
ucts is under way at Abbott
Workholding Products Inc. The
Manhattan, Kan., company, which
sells about half of its machine tools
directly or indirectly to the auto in-
dustry, now makes tools used to
craft artificial knees and bone rein-
forcements. Elsewhere, Delphi
Corp. is considering adapting its
electric-car batteries for use in resi-
dential energy systems.

“If you’re really tied to auto,
you’re sweating bullets,” says Ab-
bott Chief Executive Carl Reed.
“Those are the guys desperately try-
ing to find something else.”

Many auto suppliers, however,
won’t be able to make the change. A
wave of bankruptcy filings is al-
ready swamping the sector, and
some industry experts predict that
as many as 20% of the industry’s
1,700 core suppliers could go under
this year. That figure doesn’t in-
clude the far larger number of
smaller businesses further down
the supply chain, many of which are
also under financial stress.

Moving into new markets often
requires adapting the production
process to serve a new type of cus-
tomer. “It’s not as easy as it sounds,”
says Cliff Waldman, an economist

with the Manufacturers Alli-
ance/MAPI, an Arlington, Va., trade
association. “The cost of that transi-
tion to a small business may be
tougher than the benefit they’ll get
over the long term.”

Even larger ones are finding it dif-
ficult. Take Delphi, which recently
tried to use its electronics expertise
to make high-efficiency, industrial
light bulbs at one of its factories in
Indiana. The Troy, Mich., company
abandoned that effort a few months
ago before making a single bulb.

The problem, Delphi found, was
that its production system was
geared toward long-term contracts
for high-volume products, whereas
the light bulbs were to be made in
lower volumes and under short-
term contracts to better respond to
the marketplace.

“We’re used to a steady flow,
which gives the best cost position—
versus spasmodic orders,” says Paul
Ainslie, who heads the small team of
Delphi engineers looking for ways
to adapt the company’s electronics
for other markets.

Abbott is seeking opportunities
in the alternative-energy industry
and the medical-devices market.
The company recently sold a set of
six, 7-foot-tall, 8-foot-wide tooling
columns, aluminum structures used
in the manufacture of solar panels.

Mr. Reed, Abbott’s CEO, says he
isn’t trying to reduce his exposure
to autos, but rather focus on devel-
oping other sectors.

The key is picking the right sec-
tors. Die-Matic Corp., a metal
stamper based in Brooklyn Heights,
Ohio, had 65% of its business tied up
in autos and has the rest in construc-
tion, mining and small appliances.
While those latter businesses have
done better than the auto sector, the
company is looking for higher-

growth markets, in particular medi-
cal devices.

Bill Shepard, sales manager for
Die-Matic, says it will have to
change the way finished products
are handled and shipped. Medical
companies want parts shipped
clean. Many auto parts are shipping
with a coating of oil, which means
Die-Matic would have to set up a sys-
tem for washing the parts. “They
also want parts protected more and
in smaller boxes,” he says.

The transformation is possible.
WJG Enterprise Co., a 55-em-
ployee plastics company in Char-
lotte, Mich., was 100%-oriented to-
ward selling to the auto industry
until late last year. It made parts
for air conditioners, decorative
trim pieces for doors and speaker
housings. The company has since
developed a business making plas-
tics for medical devices—including
pieces used on X-ray machines and
MRI equipment, and measuring
cups used in medical settings.

William Grice, the company’s
founder and CEO, says the only
equipment he had to invest in is
seven new molds, which cost $1.2
million. The new molds runin his ex-
isting machines. He expects automo-
tive to represent only 46% of his
business by year-end.

Some suppliers are sticking to
autos, rather than risk a potentially
costly and unsuccessful foray into
other markets. Pittsburgh Glass
Works LLC is one of them. The com-
pany’s strategy is to shrink its busi-
ness to fit the smaller demand of
the U.S. auto sector. Joe Stas, a
spokesman for Pittsburgh Glass
Works, an auto-glass maker, says,
“Our focus has been on our foot-
print—with plant closures and
right-sizing. We see a smaller mar-
ket, but possibly a more-profitable
one going forward.”

Car-buying incentives rise in U.S.

By JosH MITCHELL
AND COREY BOLES

WASHINGTON—A U.S. program
that would provide as much as
$4,500 in government-funded dis-
counts to consumers who trade in
an old car could provide a much-
needed boost to the auto industry.

The “cash for clunkers” program,
which cleared a key hurdle late
Thursday, would allow consumers
to buy a range of vehicles—includ-
ing large pickup trucks—with the
government money when they scrap
an older, less-efficient model.

Congressional leaders attached
legislation for the program to a
must-pass bill to fund troops in Iraq
and Afghanistan. The agreement
came despite efforts by several sena-
tors to require that new vehicles pur-
chased through the plan be even
more fuel-efficient.

The program still must be ap-
proved by both chambers of Con-
gress, and voting could take place
this week.

President Barack Obama has
called for Congress to pass such a
program to help stem a dramatic
slide in auto sales.

The proposed program would
subsidize the purchase of 600,000
to one million vehicles, lawmakers
estimate. It closely resembles a car
trade-in proposal passed by the
House earlier last week that would
last a year and cost about $4 billion.

One remaining question is where
the funding would come from. Law-

makers set aside about $1 billion for
the program in the war-funding bill.
The remaining money might come
from the economic-stimulus plan.

“We cannot wait any longer to
pass this legislation,” said Rep.
John Dingell, a Michigan Democrat.
“Every day we put it off, auto sales
are depressed further.”

The program was heavily sup-
ported by U.S. car makers, which ar-
gued that the Obama administra-
tion’s auto-industry restructuring
must include a component to lift con-
sumer demand.

“We are at historic lows since
1937. The auto industry can only
have sales down 30% for so long,”
said Pete Lawson, Ford Motor Co.’s
top lobbyist in Washington.

Similar programs in Europe

helped boost car sales. Proponents
also argue the program will drasti-
cally reduce emissions of gases
blamed for global warming.

Critics of the measure, including
Democratic Sen. Dianne Feinstein of
California and Republican Sen. Su-
san Collins of Maine, contended the
program could provide vouchers to-
ward the purchase of gas-guzzling
sport-utility vehicles such as the
Hummer H3.

But Democratic leaders came out
strongly for the House bill, blunting
criticism that it was the pet project
of the auto industry.

Under the measure, trade-ins
would have to get no higher than 18
miles per gallon, or about 7.5 kilome-
ters per liter, and have been built in
1984 or after.

Taiwan may buy 10% of Elpida

TAIPEI—Taiwan Memory Co. is
in talks to buy as much as 10% of Elp-
ida Memory Inc. of Japan, and plans
to acquire local chip makers as part
of its plan to overhaul the island’s
struggling memory-chip sector.

Woody T.J. Duh, director general
of the government’s Industrial De-
velopment Bureau, said Taiwan
Memory—a memory-chip company
being set up by the Taiwan govern-
ment—may finalize a deal with Elp-
idain July. An Elpida spokesman de-
clined to comment Friday.

Taiwan Memory also plans to ap-

ply for less than 10 billion New Tai-
wan dollars (US$305 million) in fund-
ing from Taiwan’s National Develop-
ment Fund, Mr. Duh said. Taipei set
up the National Development Fund
in 1973 to help fund strategic indus-
tries such as semiconductors.

Based on Elpida’s current share
price, a 10% stake in the company
would cost about 16.3 billion yen, or
US$166 million.

Mr. Duh’s comments came after
Elpida said in April it was consider-
ing offering about a 10% stake in it-
self to Taiwan Memory.

Vattenfall AB

Swedish utility in talks

to sell German power grid

Vattenfall AB is in intense, bind-
ing talks with more than one buyer
for its German power-transmission
grid, its chief executive said Friday,
as the Swedish utility aims to im-
prove its cash flow by selling nones-
sential assets. Vattenfall Europe’s
power grid sale, first announced in
July, has faced delays amid the finan-
cial crisis and regulatory concerns
over its revenue parameters. But
talks are now moving and Chief Exec-
utive Lars Josefsson said Vattenfall
should find a successful bid in the
third quarter and close the deal in
the fourth. “We’re talking real
things now,” Mr. Josefsson said, but
declined to name the parties in-
volved. Initially, the grid was valued
at about €2 billion ($2.8 billion), but
prices for similar assets have de-
clined due to the credit crunch.

Rambus Inc.

European Union regulators con-
firmed they started a settlement pro-
cedure Friday with Rambus Inc. over
an alleged antitrust violation. As part
of the proposed settlement, the Los
Altos, Calif., firm has offered royalty
cuts for five years to its chip-technol-
ogy customers, the European Com-
mission said. If a settlement is
reached, the commission will con-
clude the antitrust case without a
fine. Rambus, meanwhile, could con-
tinue to disagree with the European
regulators’ preliminary findings that
it had committed a “patent ambush”
by participating in a technology-stan-
dards-setting body and not fully dis-
closing that it held patents on aspects
of the standard that the body subse-
quently adopted. Rambus holds some
key patents in Dynamic Random Ac-
cess Memory, or DRAM.

Volkswagen AG

Volkswagen AG said Friday it eked
out a1.5% sales rise in May to 556,700
vehicles, despite weak global auto
markets, as the company’s core VW
passenger-car brand benefited from
the state-backed scrapping incentive
on its German home turf and a strong
presence in China. Europe’s largest
auto maker by sales said the core VW
brand posted a 10% rise in sales to
351,000 cars from a year earlier. How-
ever, for the first five months of the
year, Volkswagen sales were still
down 7% at 2.49 million vehicles. The
core VW brand accounted for 1.57 mil-
lion cars, about the same level as last
year. “We are benefiting from our
strong position in Germany, Brazil
and China,” said Detlef Wittig, VIW’s
sales chief. Several European govern-
ments have launched initiatives to
trade in old gas guzzlers for smaller
and more fuel-efficient vehicles.

Norske Skog ASA

Norske Skog ASA said Friday it
will cut about 9% of its global work
force and reduce investment in re-
sponse to falling demand for paper.
“Our utilization rate in the first quar-
ter of 2009 was 76%,” said Chief Ex-
ecutive Christian Rynning-Tonne-
sen. “Therefore, we are implement-
ing vigorous new measures to re-
duce the group’s overall costs, im-
prove cash flow and eliminate sur-
plus capacity.” The Norwegian com-
pany said it will cut about 600 jobs.
Between 170 and 200 jobs will go at
Norske Skog’s Dutch Parenco unit,
where it will permanently shut pro-
duction at one of two paper ma-
chines. It will also reduce its 2009 in-
vestment level by 400 million Nor-
wegian kroner, or about $65 million,
to 600 million kroner.

Arcandor AG

The prosecutor’s office in Essen,
Germany, has started an investiga-
tion into allegations of a breach of
trust by Arcandor AG’s former Chief
Executive Thomas Middelhoff, a
spokeswoman for the office con-
firmed Friday. This is simply a for-
mal act, the spokeswoman said, add-
ing there have been no new develop-
ments or findings. Arcandor, a retail
and tourism firm, was formerly
KarstadtQuelle. The legal procedure
was launched as a result of the in-
volvement of German Justice Minis-
ter Brigitte Zypries in the matter,
said the spokeswoman. The allega-
tions against Mr. Middelhoff pertain
tohis involvement in a real-estate in-
vestment fund that leases buildings
to five of Arcandor’s Karstadt de-
partment stores. Mr. Middelhoff
said he would fully support the in-
vestigation, adding it would debunk
the accusations leveled at him.

Aer Lingus PLC

Aer Lingus PLC said Friday it will
cut long-haul seat capacity by 25%,
make changes to the short-haul
routes and offer pilots and cabin crew
unpaid leave as it adjusts winter ca-
pacity to falling demand. “Aer Lingus
yields have been declining in excep-
tionally poor market conditions,” the
company said. “Long-haul average
fares fell by 19% in the first quarter of
2009 reflecting weak economic condi-
tions and consumer confidence on
both sides of the Atlantic.” Service be-
tween Dublin and San Francisco and
Dublin and Washington will stop on
Oct. 25. The airline will also suspend
the Shannon-Chicago route from
Sept. 1 and reduce its services be-
tween Shannon and Boston. Service
between Shannon and New York re-
mains under close review. The cuts
are planned to last through March,
but the summer schedule is subject to
review, the airline said.The Irish flag
carrier said the cuts are being facili-
tated by the early termination of
leased Airbus A330 long-haul aircraft.

Chrysler Group LLC

The U.S. Treasury on Friday said
it was loaning Chrysler Group LLC
an additional $6.6 billion as part of
its exit from bankruptcy court,
about $300 million less than the de-
partment had estimated in late May
it would lend to the reconstituted
car maker. Italian auto maker Fiat
SpA took management control of
Chrysler last week after the com-
pany emerged from bankruptcy pro-
tection. Chrysler earlier received bil-
lions in emergency government
loans both before and after it filed
for bankruptcy protection on April
30. After its revamping under the di-
rection of Fiat, the auto maker
changed its name to Chrysler Group
LLC from Chrysler LLC.

—Compiled from staff
and wire service reports.
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State budget woes loom as threat to U.S.

Washington weighs how to help governments close their widening deficits, but another stimulus isn’t likely

BY JONATHAN WEISMAN

As the White House eagerly scans
the economic landscape for signs of
recovery, a looming drought in the
form of state budget deficits could
make any “green shoots” wilt.
States face a cumulative shortfall
of $230 billion from this year
— through 2011, and
THE there is little signin
—————— Dbailout-weary
OUTLOOK Washington of any
attempt to create
yet another aid program to solve that
problem. But if the federal govern-
ment did want to hold that drought
at bay, it has options: passing an-
other stimulus plan; assisting states
in the bond market; assuming a
greater share of Medicaid payments.
If the recovery stalls a few months
from now, those may suddenly be-
come central to the rescue efforts.
While discouraging talk right
now of any federal response to state
budget woes, the Obama administra-
tionis anxiously eyeing state efforts
to close persistent budget gaps. So
far, 42 of the 50 U.S. states have
slashed enacted budgets to cope
with rising demand for services and
plunging revenue, according to the
National Governors Association.
About half have also raised taxes.
Those policies run directly
counter to Washington’s efforts to
prime the economic pump, with a
$787 billion stimulus plan, plus hun-
dreds of billions of dollars more in
new lending, mortgage relief and
other efforts. About $246 billion of

the stimulus funds are already going
to the states, to offset rising Medic-
aid costs, stave off education cuts
and help with infrastructure prob-
lems. Friday, the Treasury made $25
billion in bond authority available
for state and local governments un-
der the Recovery Zone Bonds pro-
gram, a little-known piece of the
massive stimulus law.

But all that money will start drift-
ing away next year, when the admin-
istration hopes a recovery will be
taking hold. And that is exactly
when states anticipate their fiscal
problems could be even worse.

“The states have so few options
to respond,” said Nick Johnson, di-
rector of the state fiscal project at
the Center on Budget and Policy Pri-
orities, a liberal think tank. “Draw-
ing down reserve funds, various ac-
counting gimmicks—those options
are either gone or won’t do enough.
The remaining options threaten to
slow the recovery.”

If Washington were inclined to
help, the easiest approach would be
a second stimulus bill pouring more
money directly into state coffers.
But with a federal budget deficit ap-
proaching $2 trillion, there is little
chance of that.

So creativity is in order.

House Financial Services Commit-
tee Chairman Barney Frank has been
searching for low-cost ways to step
in. His staff has looked into a raft of
measures to loosen state borrowing
andlower the interest rates state gov-
ernments must offer on their bonds.
The Massachusetts Democrat would
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like to create a reinsurance fund, fi-
nanced through premiums paid by
bond sellers, which would offer bond
purchasers additional assurance
that their money is safe.

Legislation also could mandate
that ratings companies such as
Standard & Poor’s would have to
use the same criteria to rate state
bonds as are used to rate corporate
bonds—arequirement that doesn’t
exist now, sometimes to the disad-
vantage of states.

“Where there’s the full faith in
credit behind these municipal bonds,
where the full taxing power of a state
or city is behind them, they never de-
fault,” Mr. Frank said, yet the bonds
are “treated as if they’re risky.”

In the short run, the Treasury or
Federal Reserve could use existing
programs established to prop up
consumer borrowing to underwrite
state bond offerings, he said. That
would bring more lenders into the
state bond market and lower inter-
est costs for cash-strapped states.

President Barack Obama himself
suggested in a recent C-SPAN inter-
view that some kind of clever bond-
market moves may be in the works.
“We are talking to state treasurers
across the country, including Califor-
nia, to figure out are there some cre-
ative ways that we can just help
them get through some of these diffi-
cult times,” he said.

But crafting the right balance

would be tough.

Treasury officials have told Cali-
fornia state legislators that the U.S. is
monitoring the situation but isn’t
keen to provide assistance, according
to people familiar with the matter.
“It’s hard to help just one state,” says
a government official. On the other
hand, there is worry about setting up
a broad short-term assistance pro-
gram that some fret could turn into a
permanent federal subsidy.

The move to bail out Califor-
nia—or any other state—is made
harder by the current political cli-
mate, particularly opposition
from home-state Republicans on
Capitol Hill.

Rep. John Campbell, one of four
California Republicans on Mr.
Frank’s committee, said a federal in-
tervention would only halt state ef-
forts to come to terms with out-of-
whack budgets and could create in-
centives to spend even more.

“The states are kind of on their
own because the bullets are out of
the federal gun,” he said, “not be-
cause they couldn’t print some more
money but because I hope there’s a
recognition in this town that print-
ing and borrowing more money is go-
ing to have extremely negative con-
sequences for a long time.”

In response, Mr. Frank shrugs:
“How am I going to get representa-
tives from Pennsylvania and New
York to send money to California if
Republicans from California are
fighting it?”

—Deborah Solomon
contributed to this article.

Iran results stoke global caution

WASHINGTON—The Obama ad-
ministration and its European allies
openly questioned the results of
Iran’s presidential vote, but also re-
affirmed their commitment to pur-
sue direct talks with Tehran over its
nuclear program, irrespective of the
electoral outcome.

By Jay Solomon, Marc
Champion and Chip Cummins

European and Arab governments
offered conflicting responses in re-
cent days to President Mahmoud Ah-
madinejad’s apparent re-election.

The initial U.S. and European re-
sponse raised concerns among
some Middle East democracy activ-
ists that Washington was legitimiz-
ing President Ahmadinejad’s re-elec-
tion, while undermining what they
described as a gathering reformist
movement inside Iran, fueled by the
recent election campaign.

These activists, as well as some
former U.S. diplomats, called on
President Barack Obama to publicly
challenge Mr. Ahmadinejad’s vic-
tory as a signal of global support for
Iran’s reformers.

U.S. and European officials indi-
cated Sunday, however, that they
are likely to pursue a much more cau-
tious approach toward the contro-
versy surrounding the Iranian elec-
tion in the weeks ahead.

Vice President Joe Biden and
other senior U.S. officials declined
over the weekend to call the Iranian
electoral process an outright fraud
and emphasized that America’s na-
tional-security interests were best

served by directly engaging the Ira-
nian regime.

Arab League Secretary General
Amr Moussa was quick to congratu-
late Mr. Ahmadinejad, saying he
hoped it would translate into
“progress in relations between Iran
and the Arab world.”

Privately, though, a number of
Arab diplomats said Mr. Ahmadine-
jad’s re-election would likely hasten
amuch sharper conflict between the
U.S. and its allies and Iran in coming
months. Few Arab officials said they
believed the Iranian government is
prepared to give any ground on the
nuclear issues, and they said that
Washington needed to be prepared
to take much harsher measures to
contain Tehran’s nuclear program.

The election results deal a blow
to some moderate Arab officials
who have grown increasingly
alarmed by Iran’s regional ambi-
tions and hoped Mr. Ahmadinejad’s
ouster might rein in Tehran.

But it could also speed up amajor
Arab goal: international consensus
for tough action against Iran’s nu-
clear program. “You’re not going to
waste months and months trying to
understand where the new guy is
coming from,” said an Arab official.

Tensions between many Arab
capitals and Tehran have escalated
because of Iran’s sponsorship of
proxies Hezbollah in Lebanon and
Hamas in Gaza and its nuclear pro-
gram. Though Iran insists it is pursu-
ing peaceful nuclear energy, West-
ern officials worry that it wants to
develop weapons.

In recent weeks, Israeli and Arab

diplomats, in particular, had voiced
concerns that a victory in Tehran for
amoderate politician, such as the op-
position leader Mir Hossein
Mousavi, could potentially shield Su-
preme Leader Ayatollah Ali Khame-
nei and other Iranian hardliners
from international pressure on the
nuclear issue.

Obama administration officials
have stressed since taking office
that they believed all decisions in
Tehran related to Iran’s nuclear
program were ultimately made by
Mr. Khamenei, rather than the
president.

“Talks with Iran are not a reward
for good behavior,” Mr. Biden said
Sunday on NBC’s “Meet the Press.
“Our interests are the same before
the election as after the election,
and that is: We want them to cease
and desist from seeking a nuclear
weapon, and having one in its pos-
session, and secondly to stop sup-
porting terror.”

Privately, a number of U.S. offi-
cials said Mr. Ahmadinejad’s presi-
dency could potentially prove help-
ful to Washington’s efforts to build
an international consensus on con-
taining Iran’s nuclear program.

Many Gulf states have courted
Mr. Ahmadinejad in recent years, un-
willing to openly antagonize their
neighbor.

Leaders in Germany, France and
the U.K. joined the U.S. in question-
ing the authenticity of the results,
but also stressed that the election
wouldn’t change their commitment
to engage Tehran quickly on the nu-
clear issues.

Monitors may abandon
disputed Georgia regions

By MARC CHAMPION

Disagreements between Mos-
cow and the West over the status of
two Georgian territories Russia has
controlled since winning a brief war
last year are threatening to force the
withdrawal of international ob-
server missions there.

Negotiations last week in New
York aimed at agreeing on terms to
renew the mandate for United Na-
tions monitors in one of the territo-
ries, Abkhazia, failed to break the
deadlock, according to an official fa-
miliar with the process.

Moscow objects to language in
the draft resolution that would reaf-
firm Georgia’s territorial integrity
and call for all sides to abide by the
terms of an Aug. 12 ceasefire that re-
quires Russian troop withdrawals,
Western diplomats say.

The U.N. Security Council is to
vote on the mandate renewal Mon-
day. The Security Council could then
vote to temporarily extend the cur-
rent mandate, which requires only
tacit agreement to controversial lan-
guage concerning Georgia’s territo-
rial integrity.

“But there is no guarantee,”
there will be an extension, said Eka
Tkeshelashvili, secretary of Geor-
gia’s National Security Council.

Similar issues have caused the
Organization for Security and Coop-
eration in Europe to call a time out
on talks to renew the mandate for its

mission to Georgia, which includes
monitors for South Ossetia.

The OSCE mission will close un-
less there is a breakthrough by June
30, according to people familiar
with the matter. OSCE monitors
haven’t been allowed back into
South Ossetia since the war.

Russia accused Georgia of start-
ing the war in South Ossetia in Au-
gust, when Georgian President
Mikheil Saakashvili ordered an at-
tack on the Russian-backed separat-
ist capital Tskhinvali, claiming a Rus-
sian invasion was imminent.

Russia’s military intervened mas-
sively, claiming genocide, and tempo-
rarily occupied large swathes of the
country. Moscow later withdrew to
within the enclaves of South Ossetia
and Abkhazia. But Russia also recog-
nized the two territories’ claims to in-
dependence, a move Georgia has de-
scribed as de facto annexation. Russia
says the territories can’t be expected
to return to Georgia after being at-
tacked in the early 1990s, and in
South Ossetia’s case again last year.

Only Nicaragua has joined Mos-
cow in recognizing Abkhazia and
South Ossetia as independent. Rus-
sia, however, says its recognition has
invalidated the August cease-fire,
which required all sides to withdraw
to positions before the conflict.

A spokesman for Russia’s mission
to the U.N. declined to comment.
—Joe Lauria at the United Nations

contributed to this article.
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Fresh violence wracks Pakistan

Army plans attack
on Taliban leader
after market bomb

BY MATTHEW ROSENBERG

ISLAMABAD—A senior Pakistani
official said the army will launch an
offensive against a major Taliban
leader following a weekend of vio-
lence marked by a U.S. missile strike
in one of the tribal areas bordering Af-
ghanistan, fresh fighting between se-
curity forces and Taliban insurgents
in another, and the terrorist bombing
of a bustling provincial market.

The latest bombing came Sunday
in Dera Ismail Khan, a town near the
tribal areas, where explosives
planted in a fruit vendor’s cart killed
at least eight people, police official
Mohammad Igbal said.

No one took immediate credit for
the bombing, which took place in a
region with heavy Taliban influ-
ence. But officials quickly blamed
the nominal leader of the Pakistan
Taliban, Baitullah Mehsud, who con-
trols territory that abuts Dera Is-
mail Khan district.

Hours after the bombing, the gov-
ernor of the North West Frontier prov-
ince, where Dera Ismail Khan is lo-
cated, told reporters the army will
launch an operation against Mr. Meh-
sud’s forces, based in the neighboring
region of South Waziristan, arguably
the Taliban’s most important strong-
hold in Pakistan. “The forces have
been ordered to start the operation,”
Owais Ghani said.

Sunday’s violence ended a week-
end that began with the assassina-

Associated Press

Relatives help a child who was injured in a bomb explosion at a market in Dera

Ismail Khan, Pakistan, on Sunday.

tion Friday of a leading anti-Tali-
ban cleric by a suicide bomber in
the eastern city of Lahore. The Tali-
ban claimed responsibility, saying
Sarfraz Ahmed Naeemi was killed
because of his vocal support of a
military push against the insur-
gents in the Swat Valley, a strategic
sliver about 160 kilometers north-
west of Islamabad.

The recent violence served as a
sharp reminder that Pakistan, de-
spite its recent tough moves against
the Taliban, is facing a resilient en-
emy that appears to have few
qualms about taking its fight to the
South Asian nation’s densely
packed towns and cities.

The militants have responded to
the army’s aggressive campaign in
Swat with a series of deadly bomb-
ings in Pakistan’s cities. The targets

have ranged from the Pearl Conti-
nental Hotel in the western city of
Peshawar, nearly destroyed in a
bombing last week, to a security
complex in Lahore that was leveled
by a massive car bomb in late May.
While Gov. Ghani didn’t say when
the operation against Mr. Mehsud’s
forces would start, fighting already
was under way in South Waziristan.
Militants there have in recent weeks
repeatedly attacked army and para-
military forces, which have re-
sponded with artillery and airstrikes.
That action led to widespread specu-
lation in Pakistan that a full military
offensive was in the offing.
Following Sunday’s announce-
ment, military spokesman Maj. Gen.
Athar Abbas told the Associated Press
that “the government has made the
announcement. We will give a com-

ment after evaluating the orders.”

Apart from being Mr. Mehsud’s
base, South Waziristan and the
neighboring region of North
Wagziristan are major bases for mili-
tants fighting in Afghanistan and al
Qaeda, making them key to any Paki-
stani effort to overcome the Taliban
and its allies.

But both regions are far more re-
mote than Swat, and the militants
there are far more entrenched. That
is likely to make a military offensive
in the Waziristans significantly
more difficult than the operation in
Swat, which began in late April.

Militants in both regions also
have been targeted in repeated mis-
sile strikes from American pilotless
drone aircraft. On Sunday, Pakistani
security officials said a small con-
voy of cars in a village controlled by
Mr. Mehsud was obliterated by mis-
siles fired from a U.S. drone.

To the north, in the Bajaur tribal
region, Pakistani forces pounded
Taliban positions with jets, helicop-
ter gunships and artillery, AP re-
ported, citing officials who said at
least 20 militants had been killed
since Friday.

On Friday, Mr. Naeemi was killed
with five other men minutes after
his sermon at his Lahore mosque. Po-
lice said a lone suicide bomber
walked into Mr. Naeemi’s office near
the mosque’s main gate and deto-
nated his explosives.

Mr. Naeemi, like the vast major-
ity of Pakistanis, belonged to a mod-
erate, mysticism-infused school of
Islam at odds with the harsh brand
of the religion preached by the Tali-
ban and their Islamist allies.

—Rehmat Mehsud
contributed to this article.

U.S. continues regional outreach, in Syria

By CHIP CUMMINS

Syria has a significant role to
play in forging peace in the Middle
East, U.S. President Barack
Obama’s Mideast envoy said Satur-
day after meeting with Syrian Pres-
ident Bashar Assad.

Just a little more than a year
ago, Syria was viewed as a pariah
state, even among some of its Arab
neighbors. But in recent months,
Mr. Assad has emerged as a poten-
tially important partner for Wash-
ington in the Middle East’s sud-
denly shifting political and diplo-
matic landscape.

Former U.S. Sen. George Mitch-
ell’s short trip is the latest pushin a
diplomatic charm offensive by Wash-
ington across the region. Analysts
said that outreach, including Mr.
Obama’s recent speech to the Mus-
lim world in Cairo, may be having a
positive effect on sentiment toward
the U.S. across the Middle East.

In Lebanon elections a week
ago, an American-backed coalition
of politicians beat back a challenge
by an opposition blocled by Hezbol-
lah, despite some polls predicting
victory for the Iranian-backed
group.

With Iranian President Mah-
moud Ahmadinejad holding onto
power in Friday’s Iranian elec-
tions, Mr. Assad also could be a use-
ful ally for Washington in pressur-
ing Iran into meaningful talks.

Mr. Mitchell flew into Dam-
ascus Friday after a stopover in
Beirut, where he met officials, in-
cluding Saad Hariri, son of the
slain prime minister and leader of

the Western-leaning coalition that
beat Hezbollah and its allies.

Lebanese politics are as much
about family and clan loyalty as
they are about policy. But several
analysts attributed the surprise
victory at least partly to Mr.
Obama’s outreach, and a general
cooling of tensions between Wash-
ington and its regional irritants,
Iran and Syria.

A big part of the thaw has been
the dramatic rehabilitation of Syr-
ia’s Mr. Assad in the eyes of many
Western and Arab officials.

The Bush administration and
its Western and regional allies
spent years isolating Syria. West-
ern officials suspected a Syrian
role in the assassination of former
Lebanese Prime Minister Rafik
Haririin 2005. The U.S.recalled its
ambassador to Syria, and a popu-
lar outpouring in Lebanon forced
Damascus to end its long occupa-
tion of the country. Washington
also accused Syria of facilitating
the flow of insurgents into Iraq,
and the United Nations atomic
watchdog is investigating evi-
dence that Damascus was building
a nuclear reactor before Israeli
jets destroyed the site in 2007.
Syria has denied the accusations.

But Mr. Assad also proved instru-
mental in a Qatar-backed peace
planlast spring that ended along po-
litical standoff in Lebanon. Shortly
after, he entered into indirect peace
talks with arch-foe Israel.

Mr. Assad’s hands-off approach
inrecent monthsin Lebanon has en-
couraged some Western officials
and analysts into thinking he is ea-
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Former U.S. Sen. George Mitchell, right, with Saad Hariri, leader of Lebanon’s victorious
Western-learning coalition, in Beirut Friday after meeting in Mr. Hariri’s residence.

ger to play a supporting role in
cooling Mideast tensions further.

The Lebanon elections, though
they went against Syria, may help
pave the way for more productive
talks with Washington, said Joshua
Landis, co-director of the Univer-
sity of Oklahoma’s Center for Mid-
dle East Studies. “This is areal stra-
tegic opening, this is an opportu-
nity,” he said. “Things were on hold
until the Lebanon elections.”

Mr. Mitchell’s stopover follows
lower-level visits by U.S. diplo-
mats in recent weeks. U.S. officials
are pressing for help stabilizing
the Irag-Syria border and for sup-
port in Arab-Israel peace efforts.
They also want Damascus to clamp

down on Hezbollah and Hamas.
Ian Kelly, a spokesman for the
U.S. State Department said Mr.
Mitchell’s trip was part of crafting
a “broad-based, comprehensive
peace, dealing with all the differ-
ent players in the region.”
Damascus, meanwhile, is seen
as pushing for the return of Golan
from Israel as part of any compre-
hensive peace deal. Syria also
wants the U.S. to loosen economic
sanctions imposed on it for alleged
links to terror financing. An
ease-up of sanctions is seen as es-
pecially important because Syria’s
state-controlled economy is suffer-
ing from wide budget deficits and
dwindling oil output and revenue.

Pirates attack
cargo vessel
off coast of Oman

By CHIP CUMMINS

DUBAI—Pirates commandeered
acargo ship in the territorial waters
of Oman, dramatically extending
their area of operation and threaten-
ing shipping in and out of the oil-
rich Persian Gulf.

The hijacking, reported over the
weekend, took place Friday. It fol-
lows a failed attack nearby earlier
last week.
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A fleet of international naval ves-
sels assembled to combat attacks
around the Horn of Africa may be driv-
ing pirate gangs further afield, navy
officials said. Seasonally bad weather
also may be pushing them north.

Pirate attacks began soaring last
summer in the Gulf of Aden and off the
east coast of Africa, forcing up insur-
ance and shipping rates in the region.

Pirates have attacked oil and petro-
chemical carriers, including a fully
laden Saudi Arabian oil tanker that
wasreleased after aransom payment.

Maritime officials say until now
they viewed Persian Gulf shipping
as relatively secure. Friday’s attack
is the first reported, successful hi-
jacking so close to the Strait of Hor-
muz, the mouth of the Persian Gulf.

Ships with as much as 17 million
barrels of oil, or about 40% of all sea-
borne oil traded, pass through the
strait each day, according to the U.S.
Energy Information Administration.

“Pirates continue to expand their
area of attack,” said Lt. Nathan
Christensen, a spokesman for the
U.S. Fifth Fleet, based in Bahrain in
the Persian Gulf.

The M/V Charelle, an Antigua and
Barbuda-flagged general-cargo car-
rier was attacked and boarded Friday
afternoon, according to maritime offi-
cials at the North Atlantic Treaty Or-
ganization, one of several groups con-
ducting antipiracy efforts near the
Horn of Africa. Omani navy officials
weren’t available to comment.

The ownership of the vessel
wasn’t clear. Cmdr. Chris Davies, a
public-affairs officer at NATO, said
the ship was heading toward the
Strait of Hormuz at the time of the
attack. Pirates boarded it inside
Omani territorial waters—or less
than 12 nautical miles from shore.

The exact location of the attack
wasn’t clear, but Cmdr. Davies said
reports put the hijacking south of
the Omani city of Sur, near the east-
ernmost end of the Arabian penin-
sula. That is just south of the Gulf of
Oman, the waterway that feeds into
the Strait of Hormuz.

After the attack, the Charelle was
believed to be heading south-by-south-
west—toward Somalia—with eight pi-
rates aboard, Cmdr. Davies said.

Itisn’t clear how many crew were
aboard. Pirates targeting the Horn of
Africa typically anchor offshore So-
malia’s ungoverned coastline and de-
mand ransom from ship owners.
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It’s time to cool the planet

A futurist proposes more direct—and risky—action to cut greenhouse gases to deal with global warming

By JAmAI1s CASCIO

If we’re going to avoid climate di-
saster, we’re going to have start get-
ting alot more direct. We’re going to
have to think about cooling the
planet.

The concept is called geoengi-
neering, and in the past few years, it
has gone from being dismissed as a
fringe idea to the subject of intense
debates in the halls of power. Many
of us who have been watching this
subject closely have gone from be-
ing skeptics to advocates. Very reluc-
tant advocates, to be sure, but advo-
cates nonetheless.

What has changed? Quite simply,
as the effects of global warming
have worsened, policy makers have
failed to meet the challenge. As a re-
sult, if we want to avoid an unprece-
dented global catastrophe, we may
have no other choice but to reduce
the impact of global warning, along-
side focusing on the factors that are
causing it in the first place. That is,
while we continue to work aggres-
sively to reduce the amount of car-
bon released into the atmosphere,
we also need to consider lowering
the temperature of the Earth itself.

To be clear, geoengineering
won’t solve global warming. It’s not
a “techno-fix.” It would be enor-
mously risky and almost certainly
lead to troubling unforeseen conse-
quences. And without a doubt, the
deployment of geoengineering
would lead to international tension.
Who decides what the ideal tempera-
ture would be? Russia? India? The
U.S.? Who’s to blame if Country A’s
geoengineering efforts cause a
drought in Country B?

Also let’s be clear about one
other thing: We will still have to radi-
cally reduce carbon emissions, and
do so quickly. We will still have to
eliminate the use of fossil fuels, and
adopt substantially more sustain-
able agricultural methods. We will
still have to deal with the effects of
ecosystems damaged by carbon
overload.

But what geoengineering can do
is slow the increase in tempera-
tures, delay potentially cata-
strophic “tipping point” events—
such as a disastrous melting of the
Arctic permafrost—and give us
time to make the changes to our
economies and our societies neces-
sary to end the climate disaster.

Geoengineering, in other words,
is simply a temporary “stay of execu-
tion.” We will still have to work for a
pardon.

Altering the Earth’s tempera-
ture, of course, is hardly anything
new. Human civilization has been
changing the Earth’s environment
for millennia, often to our detri-
ment. Dams, deforestation and ur-
banization can alter water cycles
and wind patterns, occasionally trig-
gering droughts or even creating
deserts. On a global scale, industrial
activity for the past 150 years or so
has changed the Earth’s atmo-
sphere, threatening to raise average
world temperatures to potentially
catastrophic levels, even if we were
able to stop releasing carbon into
the atmosphere immediately.

What we’re talking about with
geoengineering, however, is some-
thing new. It’s a more deliberate ma-
nipulation of the environment,
rather than a byproduct of other ac-
tivities. And while we know more
than we did just a few years ago
about how it might work, there are

Viktor Koen

still plenty of unknowns.

Geoengineering mainly takes
two forms: temperature manage-
ment, which moderates heat by
blocking or reflecting a small por-
tion of the sunlight hitting the
Earth; and carbon management,
which gradually removes large
amounts of carbon from the atmo-
sphere (as opposed to simply reduc-
ing the amount of additional carbon
we’re releasing into the atmo-
sphere). Temperature management
is the more likely course of action,
as it has the advantage of poten-
tially quick results, while carbon-
management techniques that would
have a global impact might take de-
cades or centuries to show results.

Temperature-management pro-
posals boil down to increasing how
much sunlight the Earth reflects,
rather than absorbs. (Increasing the
planet’s reflectivity by 2% could
counter the warming effects of a
doubling of CO, emissions.) While a
variety of techniques have been sug-
gested, some don’t pass the plausi-
bility test, either due to cost, clear
drawbacks, or both.

For instance, one proposal would
place thousands of square miles of
reflective sheets in the desert to re-
flect sunlight—an interesting plan,
until you realize that this would ef-
fectively destroy desert ecosys-
tems. Another proposal calls for
launching millions of tiny mirrors
into orbit, where they would block
some sunlight from reaching the at-
mosphere. But one study of the orbit-
ing-mirror plan concluded that, to
keep pace with the continual warm-
ing, we’d need to launch one square
mile of sunshade into orbit every
hour.

Two approaches hold the most
promise: injecting tons of sulfates—
essentially solid particles of sulfur
dioxide—into the stratosphere, and
pumping seawater into the lower at-
mosphere to create clouds. A recent
report in the journal Atmospheric
Physics and Chemistry Discussions
identified these two approaches as
having a high likelihood of being
able to counter global temperature
increases, and to do so in a reason-
ably short amount of time.

The sulfate-injection plan, which
has received the most study, is ex-
plicitly modeled on the effects of
massive volcanic eruptions, such as

S

Mount Pinatubo in the Philippines;
in the months after the 1991 erup-
tion, global temperatures dropped
by half a degree Celsius.

To trigger a drop in global tem-
peratures, we’d need to loft be-
tween two million and 10 million
tons of sulfur dioxide (which com-
bines with oxygen to form sulfate
particles) into the lower strato-
sphere, or at about 10,000 meters.
The tiny particles suspended in the
atmosphere act like a haze, reflect-
ing a significant amount of sun-
light—though not enough to notice
at ground level (except for some su-
perb sunsets).

While this seems like a large
amount, several studies have shown
it could be done using some combi-
nation of high-altitude balloons, dis-
persal in jet-aircraft exhaust, and
even more exotic platforms such as
artillery shells. As with volcanic sul-
fates, the particles would eventually
cycle out of the atmosphere, so we’d
have to refresh that two to 10 mega-
tons of sulfur dioxide roughly every
year.

Stratospheric sulfate injection
appeals to many geoengineering
proponents for a few reasons. It
doesn’t require a massive leap in
technology to carry out success-
fully; arguably, we could start doing
it this year, if we needed to. It’s rela-
tively cheap, probably costing just a
few billion dollars a year. And be-
cause stratospheric sulfate injec-
tion emulates an effect of volcanic
eruptions, we already have some
idea of what to expect from it—for
better and worse. We know, for ex-
ample, that the cooling effect could
start within weeks of the injection
process.

We also know that stratospheric
sulfates will likely damage the
ozone layer (as happened after
Mount Pinatubo erupted), poten-
tially resulting in more skin cancer
and damage to plants and animals.
In addition, the scattering of sun-
light will reduce the efficiency of
some kinds of solar power, and some
studies have suggested that it could
disrupt monsoonal rain cycles.

The other high-impact proposal,
cloud brightening, increases the
amount of reflected sunlight by mak-
ing more clouds and thickening ex-
isting ones. One idea is to use ships
to propel seawater thousands of

-

feet in the air, where it would form
or increase cloud cover.

The technique has both advan-
tages and disadvantages compared
with the sulfate-injection method.
Lofting seawater into the air to seed
cloud formation would have fewer
environmental side effects than the
sulfates, and may allow for targeted
use to counter droughts. Because it
would be relatively low altitude, it
wouldn’t have the same scattering
effect on sunlight as sulfate injec-
tion.

But increasing the extent and
thickness of cloud cover could also
have at least as powerful an effect
on rainfall patterns as sulfate injec-
tion, increasing downpours in one
area or contributing to unexpected
droughts in others. Finally, the tech-
nologies required for cloud brighten-
ing are still experimental, though ini-
tial proposals look to be markedly
more environmentally benign than
those used for sulfate injection.

Both solutions could present a
more dramatic problem if the
geoengineering were to stop
abruptly. According to some stud-
ies, global temperatures would rise
once the geoengineering steps were
ended, actually exceeding for a
short time where they would have
been without any geoengineering.
Afterward, the temperature in-
crease would continue as if nothing
had been done to slow it. While this
doesn’t mean we’d have to under-
take geoengineering indefinitely, it
underscores why geoengineering
must be accompanied by carbon
cuts.

Also, neither would do anything
to solve other problems that arise
from excessive levels of carbon diox-
ide, such as oceans becoming more
acidic from increased carbon load-
ing.
Any kind of geoengineering
would also face other issues. Most
prominent are the political con-
cerns. Since geoengineering is glo-
bal in its effects, who determines
whether or not it’s used, which tech-
nologies to deploy, and what the tar-
get temperatures will be? Who de-
cides which unexpected side effects
are bad enough to warrant ending
the process? Because the expense
and expertise required would be low
enough for a single country, what
happens when a desperate “rogue

nation” attempts geoengineering
against the wishes of other states?
And because the benefits and possi-
ble harm from geoengineering at-
tempts would be unevenly distrib-
uted around the planet, would it be
possible to use this technology for
strategic or military purposes?

There are also more mundane
questions of liability. If, for example,
South Asia experiences an unusual
drought during cyclone season after
geoengineering begins, who gets
blamed? Who gets sued?

With all of these drawbacks, why
wouldI consider myself an advocate
of geoengineering, no matter howre-
luctant? Because I believe the alter-
native would be worse.

The global institutions we rely
on to deal with a problem like cli-
mate change seem unable to look
past short-term roadblocks and re-
gional interests. At the same time,
climate scientists are shouting
louder than ever about the speed
and intensity of environmental
changes coming from global warm-
ing.
In short, although we know what
to do to stop global warming, we’re
running out of time to do it and
show no interest in moving faster.
So here’s where geoengineering
steps in: It gives us time to act.

That’s if it’s done wisely. It’s im-
perative that we increase funding
for geoengineering research, build-
ing the kinds of models and simula-
tions necessary to allow us to weed
out the approaches with dangerous,
surprising consequences.

Fortunately, the deployment of
geoengineering need not be all or
nothing. Though it would have the
greatest impact if done globally,
some models have shown that inter-
vention just in the polar regions
would be enough to hold off the
most critical tipping-point events,
including ice-cap collapse and amas-
sive methane release.

Polar-only geoengineering
strikes me as a plausible compro-
mise position. It could be scaled up
if the situation becomes more dire
and could be easily shut down with
minimal temperature spikes if there
were unacceptable side effects.

Still, we can’t forget: Geoengi-
neering is not a solution for global
warming. It would simply hold tem-
peratures down temporarily, doing
nothing about the causes of climate
change, let alone ocean acidification
and other symptoms of a carbon
overdose.

Our overall goal must remain the
reduction and then elimination of
greenhouse-gas emissions as
swiftly as humanly possible. This
will require feats of political will
and courage around the world.
What geoengineering offers us is
the time to make it happen.

Mr. Cascio, based in the San Fran-
cisco Bay area, is a futurist and Se-
nior Fellow at the Institute for Eth-
ics and Emerging Technologies. He
can be reached at reports@wsj.
com.

Journal video

WSJ science columnist Robert Lee
Hotz discusses geoengineering with

Rutgers University environmental
scientist Alan Robock and New York
University environmental studies and
philosophy professor Dale Jamieson
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