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Darling urges curbs on public pay

U.K. Treasury chief’s plan, which would affect nearly 750,000, is aimed at record deficit

v -/
| .

David Cameron, leader of the U.K. Conservative Party, right, with his wife Samantha at the party
conference in Manchester, has spoken openly about the country needing spending cuts.

Inside

Telenor, Alfa agree
to telecoms merger

By ALISTAIR MACDONALD

MANCHESTER, England
— As British politicians battle
to claim the mantle of fiscal re-
sponsibility, the country’s
Treasury chief said he wants
to freeze the pay of senior
civil servants and the opposi-
tion Conservative Party pre-
pared to announce its own
measures to trim Britain’s
record debt load.

Treasury chief Alistair Dar-
ling wrote to the bodies that
review public-sector pay lev-
els in Britain and advised
them to freeze the pay of the
country’s most senior civil ser-
vants and curb pay rises of
other top government work-
ers, a Treasury spokesman
said. The move will see the
pay of judges, senior man-
agers at the National Health
Service and general prac-
tioner doctors, among others,
frozen. Other top government
workers, such as hospital and
prison doctors, will receive a
zero to 1% pay rise. The
changes will affect almost
750,000 civil servants, he
said.

The opposition Conserva-
tive Party will announce at its
annual conference plans to ac-
celerate a timetable to raise
the retirement age, a move
party officials claim would
help return public finances to
a sustainable path. The policy
could save as much as £13 bil-
lion ($21billion) a year for the
U.K. taxpayer, senior Conser-
vative Party officials said.

The two announcements
set up a clash between Brit-
ain’s two big parties ahead of
a general election that must
be called before next June.

Mr. Darling’s decision to re-
veal his request during the
Conservatives’ conference is
unusual in British politics. It
drew an immediate reaction
from the Conservatives.

“Itis surprising that the La-
bour Chancellor chose to
make this announcement—
which affects hundreds of
thousands of people—in the
middle of a Conservative
Party conference,” a spokes-
man said.

The pay bodies will con-
sider Mr. Darling’s advice
among other submissions—
such as those from unions—
and then submit its recom-
mendations to the relevant
government departments,
which will go on to make the fi-
nal decision for pay beginning
April 2010.

The recommendations by
Mr. Darling won’t affect teach-
ers, nurses or police officers,
who have an existing multi-
year pay deal that runs out at
the end of March 2011.

“Britain’s public servants
are invaluable, but if we want
to half the deficit over four
years and protect front-line
services, we have to make
tough but realistic decisions
on pay,” Liam Byrne, a Trea-
sury minister, said in a state-
ment. “That means leader-
ship from senior groups and
realistic increases for other
work forces,” he said. The U.K.
is battling a record debt load
and investors and economists
have increasingly demanded
that the country spell out
debt-reduction measures.

The U.K.’s opposition Con-
servative Party, gathering in
Manchester at its annual con-

Please turn to page 35

BY GREGORY L. WHITE
AND WILL BLAND

MOSCOW—Facing the
threat of losing most of its in-
vestment in Russia, Norway’s
Telenor ASA agreed to merge
its Russian and Ukrainian tele-
com assets with those of Rus-
sia’s Alfa Group, the partner
with whom it has been fight-
ing a five-year boardroom bat-
tle.

nor and the Norwegian gov-
ernment to win help from the
Kremlin yielded little appar-
ent result.

The case has become a test
of the climate for foreign in-
vestors in Russia, especially
since it involved the telecom
industry, not the strategic en-
ergy sector, where the Krem-
lin has been reasserting con-
trol for several years.

Investors welcomed the Te-

A lesser Afghan role

Decreased presence of
al Qaeda shifts debate in U.S.
News in Depth, pages 18-19

Markets

Both sides said the pro- lenor-Alfa deal, which is still 4p.m.ET boT
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Data show mixed picture for the euro zone

Orders, optimism
rise as consumption
and jobs decline

BY ILONA BILLINGTON

LONDON—The euro zone’s
economy probably grew in the
third quarter, but economists re-
mained cautious about the ex-
pected recovery’s sustainability
amid slowing consumption and
still-rising unemployment.

The euro-zone services sector ex-
panded in September for the first
time since April 2008, as the pur-
chasing managers’ index rose to
50.9, from 49.9 in August.

The index—above the “boom or
bust” line of 50 that indicates whether
the sector is expanding or contracting—
was boosted by an increase in new or-
ders and business optimism, data
from Markit Economics showed.

However, a subindex showed
that the employment balance fell in
September, indicating companies

Recovery accelerates

Purchasing managers index for
the service sector

A expansion
50 .
WV contraction

euro zone

Source: Markit

cut jobs at a faster pace than in Au-
gust. And the European statistical
agency Eurostat showed retail sales
fell for a 15th straight month in Au-
gust from a year earlier, as sales of
nonfood items remained low.

The mixed picture highlighted
the quandary faced by the European

European Pressphoto Agency/Belga

An electrician in France this September

Central Bank, where policy makers
will soon need to decide how long
they should keep the current expan-
sionary monetary regime.

Currently, the ECB has an inter-
est rate of 1%.

“Given the importance of the ser-
vices sector, the return to growth in

September indicated by the purchas-
ing managers’ survey reinforces ex-
pectations that the euro-zone econ-
omy expanded in the third quarter af-
ter five quarters of contraction,” said
Howard Archer, chief euro-zone and
U.K. economist for IHS Global Insight.

He added, though, that “re-

lapses” remain possible, leaving the
ECB without enough evidence to
tighten policy at this point.

Given the boost from the service
sector, the composite euro-zone
PMI rose more sharply than ex-
pected, to 51.1in September, Markit
reported. That index first rose
above the 50-point line in August.

Still, the pace of job losses accel-
erated in September as work back-
logs fell and companies had less abil-
ity to charge higher prices.

“Looking ahead, concerns about
income and job prospects will proba-
bly continue to act as a restraining
force on high street spending,” said
Martin van Vliet, euro-zone econo-
mist at ING. In Britain, which is out-
side the euro zone, the services PMI
was broadly in line with the euro-
zone survey. Markit and the Char-
tered Institute of Purchasing and Sup-
ply said the U.K. services index rose
to a two-year high of 55.3 in Septem-
ber, and business confidence for the
sector also rose to a two-year high
and above the historic average level.

—Nicholas Winning
contributed to this article.

China seeks business and influence in North Korea visit

By EVAN RAMSTAD

SEOUL—Chinese Premier Wen Jia-
bao’s visit to Pyongyang is focusing
new attention on international efforts
to get North Korea back to nuclear-dis-
armament talks. But analysts said his
visit likely has another purpose: deep-
ening China’s economic connections
and influence there.

Little information came out of
North Korea on Monday, the second
day of Mr. Wen’s three-day visit.
Messrs. Wen and Kim met late in the
day, China’s state-run Xinhua news
agency reported in a one-sentence
dispatch that gave no details.

The two countries had issued a

joint statement earlier affirming
their friendship, which North Ko-
rean dictator Kim Jong Il was
quoted as calling “a common trea-
sure.” Xinhua said the relationship
“benefits protecting regional peace
and stability.”

Chinese media also reported Mr.
Wen toured a cemetery in Pyongyang
where Chinese soldiers who fought
alongside North Korea in the Korean
War of the 1950s are buried. Mr. Wen
traveled to North Korea, the first Chi-
nese premier to do so in 18 years, as
part of China’s commemoration of
the 60th anniversary of its founding.

It was clear when Mr. Wen ar-
rived Sunday that he was there to

work on more than the nuclear is-
sue. He brought senior leaders from
China’s foreign affairs, defense and
commerce ministries.

After greeting Mr. Kim with a hug,
Mr. Wen donned a red scarf and
shook hands with a phalanx of lead-
ers of the Korea Workers’ Party,
which controls a major portion of the
North Korean economy and the big-
gest number of state-run enterprises.

“The symbolism of the Commu-
nist Party connection is very, very
heavy onthis trip,” said John Park, se-
nior research associate for the U.S.
Institute of Peace, a group funded by
the U.S. Congress that studies con-
flicts, and a specialist in North Ko-
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rea’s economic structure. Though
neither country practices textbook-
rigid communism anymore, he said,
the party connection plays a major
role in their economic relationship.

The last time a top Chinese
leader visited North Korea—Presi-
dent Hu Jintao in October
2005—details emerged over subse-
quent weeks and months about
new Chinese economic projects
and investments in the North. One
outcome at that time was the take-
over of a major North Korean mine
by a Chinese state-run company.
Two-way trade between China and
North Korea took off that year af-
ter being confined to a tight range
for many years. Last year, two-way
trade reached $2.8 billion, up from
$1.5 billion in 2005.

China’s economic influence in

North Korea has been heightened
further by the decisions of other
countries to isolate the North be-
cause of its weapons activities. Ob-
servers say they will watch to see
whether China makes multiyear
deals, which would indicate confi-
dence in the stability of North Korea.
—Gordon Fairclough and Gao Sen
contributed to this article.

CORRECTIONS &
AMPLIFICATIONS

Youssef Boutros-Ghali is
Egypt’s finance minister. A Monday
Money & Investing article about the
International Monetary Fund incor-
rectly identified him as Boutros
Boutros-Ghali.
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(GGerman winners meet to iron out coalition

Pro-business parties
have key differences
on taxes, labor, rights

By MARcuUs WALKER

BERLIN—German Chancellor An-
gela Merkel’s conservatives and the
pro-business Free Democratic Party
began talks Monday aimed at over-
coming their differences to form a
new coalition government, follow-
ing the parties’ combined victory in
Sept. 27 parliamentary elections.

Although the talks are expected
to end in a deal, the new govern-
ment will face a tricky balancing act
in keeping business-friendly prom-
ises while also reassuring voters
that it won’t make too many unpopu-
lar changes.

The parties are aiming to resolve
conflicts on issues including taxa-
tion. Ms. Merkel has so far pledged to
trim income taxes by around €15 bil-
lion ($21.85 billion) a year, but has re-
fused to commit to a timetable, con-
sidering the grim outlook for Germa-
ny’s budget. The FDP wants deeper
tax cuts implemented quickly.

Other areas of disagreement in-
clude law and order, where conserva-
tives want to uphold new policing pow-
ers such as the ability to remotely ac-
cess people’s computers but the FDP
wants stronger civil-rights protection
and objects to the new powers.

The FDP is also pushing to relax
labor rules that German businesses

Free Democratic Party leader Guido Westerwelle, right, said his party’s differences with Chancellor Angela Merkel, center,
her Christian Democratic Union and its sister party, the Christian Social Union, led by Horst Seehofer, right, can be overcome.

say hinder hiring and firing, but Ms.
Merkel has promised labor unions
that job-protection laws won’t be
loosened.

FDP leader Guido Westerwelle
said before Monday’s talks that al-
though the parties have differences,
“this can all be overcome.”

U.K. rules on liquidity
to lessen banks’ profits

BY ADAM BRADBERY

LONDON—The U.K.s Financial
Services Authority published Mon-
day its finalized liquidity rules for
banks, building societies and some
asset managers, designed to make
sure they maintain buffers of assets
that they can easily sell to meet fu-
ture payment obligations.

The new rules, which were pro-
posed in December 2008, are ex-
pected to increase the safety of the
U.K. banking system but will hit
banks’ profits by requiring them to
hold a pool of high-quality assets,
such as government bonds, rather
than using the cash to invest in risk-
ier but higher-yielding assets. The
FSA has been working on efforts to
strengthen its liquidity require-
ments since 2007, following the col-
lapse of U.K. lender Northern Rock,
which ran out of cash as funding
sources dried up.

“The FSA is the first major regu-
lator to introduce tighter liquidity
requirements for firms,” said Paul
Sharma, FSA director of prudential
policy. “We must learn the lessons
of the financial crisis, and we be-
lieve that implementing tougher li-
quidity rules is essential to ensure
we are in a better position to face
future crises.”

The FSA said it would allow the
banks some breathing space before
the rules take full effect. It plans to
phase in the rules regarding the to-
tal value of assets firms must hold in
several stages over several years, it
said. It plans to introduce its qualita-
tive rules, which determine what

kinds of assets banks need to hold,
in December.

The cost to companies from the
new rules will depend on how they
lengthen their funding and the way
the FSA calculates the requirements
but, if banks reduced their use of
short-term funding by 20% and the
regulator applies a medium-
strength stress test, firms would
need to boost holdings of govern-
ment bonds by £110 billion ($175 bil-
lion) in the first year of the new
rules, the FSA said.

The regulator will also introduce
new requirements for U.K. branches
of foreign financial institutions,
many of which have, in the past, op-
erated with waivers from the FSA’s
liquidity rules.

It said the structure of its new li-
quidity rulesis flexible enough to al-
low it to amend them over time to re-
flect new international standards
that may be produced in the future.

The Bank for International Settle-
ments and European Union regula-
tors are working on the foundations
for future liquidity rules, although
they face the challenge that few
countries are likely to agree on defi-
nitions of liquidity or which assets
are liquid.

The FSA said it will change the
amount of liquidity that banks need
to hold over time to ensure that the
impact of higher liquidity and capi-
tal rules is proportionate.

The regulator will also introduce
new requirements for U.K. branches
of foreign financial institutions,
many of which have, in the past, op-
erated with waivers from the FSA’s
liquidity rules.

Ms. Merkel has positioned herself
as a centrist, ruling out radical free-
market overhauls. “We want to focus
on growth, on jobs and prosperity in
our country,” she said Monday.

Her Christian Democratic Union
is pushing for a speedy agreement
on the policies the next government

will follow, so that it can take office
bylate October. Mr. Westerwelle has
hinted talks could take longer if the
CDU doesn’t give ground on taxes
and other issues.

The center-right parties’ elec-
tion victory allows Ms. Merkel’s
CDU to break free of its bipartisan

government with the left-leaning So-
cial Democrats, an awkward coali-
tion that has struggled to find com-
mon ground on many of the long-
term challenges facing Germany’s
economy.

Fixing public finances could be
the next government’s first major
test, say economists. Germany’s bud-
get deficit is expected to expand to
around 5% of gross domestic prod-
uct next year, pushed by rising unem-
ployment.

A recent amendment to the Ger-
man constitution obliges future gov-
ernments to run only tiny budget
deficits from 2016. That will require
tough spending cuts or tax hikes in
coming years, many analysts say.

High government spending to
tackle the financial and economic
crisis in the past year has widened
Germany’s fiscal deficit, reversing
years of effort to balance the bud-
get. Opinion polls show few German
voters believe the new government
will be able to cut taxes, despite the
center-right’s election promises.

The center-right parties are ex-
pected to water down Germany’s
current plan to shut down all nu-
clear power plants by 2021, and in-
stead extend the lives of more-mod-
ern nuclear plants until more renew-
able energy is available.

Ms. Merkel has accepted an invi-
tation to address the U.S. Congress
on Nov. 3, ahead of ceremonies in
Berlin to mark the 20th anniversary
of the fall of the Berlin Wall, a
spokesman for the chancellor said
Monday.
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Louis-Pierre Wenes, above in March, will be replaced by Stephane Richard, who is due
to replace France Télécom Chief Executive Didier Lombard when he retires in 2011

France Télécom executive

resigns over suicides

By MAX COLCHESTER
AND GERALDINE AMIEL

PARIS—The head of France Télé-
com’s domestic business has re-
signed as the telecommunications
firm seeks to quell mounting criti-
cism over a series of widely publi-
cized employee suicides.

Louis-Pierre Wenes will be re-
placed by Stephane Richard, a former
chief of staff at the French Finance
Ministry, France Télécom said in state-
ment Monday. Mr. Richard joined the
company earlier this year and is due
toreplace Chief Executive Didier Lom-
bard when he retires in 2011.

Unions say workers
are under pressure
as the company
restructures.

Since mid-2008, 24 France Télé-
com employees have committed sui-
cide. Though the number of suicides
at the 100,000-employee company is
in line with the national average, ac-
cording to the World Health Organiza-
tion, the violent nature of the deaths—
including a worker last week who
jumped to his death from a highway
overpass inthe Alps—has made head-
lines for months in France and put
management on the defensive.

In an email to employees Mon-
day, Mr. Wenes said he was “devas-
tated” by the recent suicides. “My
sense of self control often prevented
me, perhaps wrongly, from express-
ing what I felt and better explaining
what I was doing,” Mr. Wenes wrote
in the email, which was released by
France Télécom’s press office.

France’s finance minister sum-

moned Mr. Lombard to discuss the
issue last week. Unions claim that
since France Télécom’s privatiza-
tion in 1997, workers have faced in-
creased pressure as the company
has restructured its business to fo-
cus less on its traditional fixed-line
operations and more on mobile and
Internet businesses.

The restructuring plan has in-
cluded some 22,000 job reductions
over three years. Since 65% of France
Télécom employees are on civil sec-
tor contracts—dating from the days
when the company was entirely state-
owned—they can’t be laid off. Most
of the job cuts have, therefore, been
focused on early retirement plans
and incentives given by France Télé-
com to employees who willingly
chose to leave the company.

Still Mr. Wenes has been among
the managers targeted by unions
over the past months—largely be-
cause he was in charge of implement-
ing the restructuring plan which re-
sulted in job cuts in France.

“He created a bad atmosphere at
the company,” said Patrice Diochet,
a representative of the CFTC union
at France Télécom. “He deserved to
pay for that.”

A France Télécom spokeswoman
said Mr. Wenes wasn’t available for
comment. She added that the deci-
sion to cut jobs over three years was
made by Mr. Lombard, not Mr.
Wenes, and said France Télécom had
spent €300 million ($437 million) a
year helping workers create new busi-
nesses and settle into new positions.

In response to the suicides,
France Télécom has created a crisis
call-center and is giving additional
psychological and material support
to families suffering from losses, a
spokeswoman for the company said.

It has also pledged to consult with
union representatives before making
any internal job transfers, the spokes-
woman added. —Ruth Bender

contributed to this article.

Ex-spy rebuts de Villepin

Testimony reveals
no new evidence;
court at square one

BY DAVID GAUTHIER-VILLARS

PARIS—A retired secret agent
took the stand in a slander trial pit-
ting plaintiffs including French Pres-
ident Nicolas Sarkozy against
former Prime Minister Dominique
de Villepin and others—and contra-
dicted Mr. de Villepin’s versions of
events.

But the hotly awaited testimony
by Gen. Philippe Rondot—a former
spy best known for his arrest of Ilich
Ramirez Sanchez, also known as Car-
los the Jackal—revealed no new ma-
terial evidence in the five-year case.
That leaves the court back to square
one: wading through reams of docu-
ments and contradicting testimo-
nies in one of France’s more obscure
legal affairs.

Mr. de Villepin faces charges of
complicity in an alleged plot to dis-
credit President Sarkozy ahead of
the 2007 presidential elections. Be-
fore the trial, and again on the stand
last week, Mr. de Villepin denied he
was involved in a smear campaign
against Mr. Sarkozy.

Judges are trying to determine
who falsified and disseminated
banking records purporting to show
that Mr. Sarkozy and several other
politicians, lawyers and executives
held secret bank accounts in Luxem-
bourg to collect kickbacks.

In 2003 and 2004, following an
intricate path, the banking records
made their way into the hands of
Gen. Rondot, the office of Mr. de
Villepin, the mailbox of an investiga-
tive magistrate and the front page of
a French weekly magazine.

At the time, Messrs. Sarkozy and
de Villepin both were ministers in
the administration of then-Presi-
dent Jacques Chirac. The magis-
trate who received copies of the
records has said he independently
came to the conclusion that they
were fake.

In 2006, Mr. Sarkozy and many
others whose names appeared on
the fake bank documentslodged ale-
gal complaint for slander.

Associated Press

Former French spy Gen. Philippe Rondot arrives at the Paris courthouse on
Monday for the third week of the Clearstream trial.

Gen. Rondot said on Monday that
he was first tipped off about the ex-
istence of the records in October
2003 by Jean-Louis Gergorin, then
head of strategy at European Aero-
nautic Defence & Space Co., the par-
ent company of Airbus. Mr. Gergorin
is a defendant in the case. While he
acknowledges having informed Gen.
Rondot about the documents, he de-
nies having orchestrated a smear
campaign.

Gen. Rondot said that in January
2004 he was summoned to a meet-
ing with Mr. Gergorin and Mr. de
Villepin, then foreign minister.

Gen. Rondot and Mr. de Villepin
have contradicting recollections
about the encounter. Gen. Rondot
said Monday that the name of Mr.
Sarkozy was mentioned during the
discussion as one of the alleged hold-
ers of a bank account in Luxem-
bourg.

During his own testimony last
week, Mr. de Villepin said the name
of Mr. Sarkozy was aired only as inte-
rior minister, his capacity at the
time.

Gen. Rondot said that during the
meeting, he received instructions
from Mr. de Villepin to look into the

banking records without informing
his superiors at the Defense Minis-
try. Mr. de Villepin stressed, accord-
ing to Gen. Rondot, that the order
came from Mr. Chirac.

While Mr. de Villepin has ac-
knowledged asking Gen. Rondot to
look into the docments, he has re-
peatedly denied that Mr. Chirac was
involved in the case. Mr. Chirac has
denied wrongdoing and refused to
testify.

Though he didn’t provide new
material evidence, Gen. Rondot’s tes-
timony may still carry extra weight
because the retired general had a
habit—inherited from his father, he
said—of noting down all the details
of his work on notepads, copies of
which were seized by police during
the investigation.

Gen. Rondot said that tracking Is-
lamic operatives was one of the rea-
sons why he first got interested in
seeking the truth about the records
but added that he quickly found out
that this wasn’t possible and later
discovered that the documents
were fake.

“Iknow that soldiers are not held
in high esteem in France, but I don’t
have the IQ of a clam,” he said.

Russia is set to give Serbia a big loan

By MARC CHAMPION

ISTANBUL—Russia is set to lend
€1 billion ($1.46 billion) to Serbia, ac-
cording to officials on both sides, as
Moscow seeks to expand its influ-
enceinthe region and Belgrade looks
for partners more free with cash
than the European Union to help out
during the economic downturn.

Serbia’s economy minister, Mlad-
jan Dinkic, interviewed Monday on
the margins of the International Mon-
etary Fund’s annual meeting in Istan-
bul, said the loan was expected; he de-
clined to name the sum. Russian Fi-
nance Minister Alexei Kudrin said
Serbia had asked for a €1 billion loan,
including €350 million to cover its
budget deficit, according to Russian
state news agency RiaNovosti.

“The EU is our strategic partner,
but unfortunately they couldn’t help
us too much in the crisis—they
could only provide €100 million, €50
million this year and €50 million
next,” Mr. Dinkic said. “Obviously
that is not enough for our needs.”

Mr. Dinkic said the terms will be
agreed and the deal announced when
Russian President Dmitry Medvedev
visits Belgrade on Oct. 20. Russia has
stressed that the date chosen for
that visit is also the anniversary of
the Soviet army’s liberation of Bel-
grade at the end of World War II.

The Russian loan would add to
its growing influence in Serbia,
which relies on Moscow’s diplo-
matic support in the United Nations
Security Council to resist the seces-
sion of Serbia’s former province Kos-
ovo. Last year Russia’s state-con-
trolled gas monopoly OAO Gazprom
bought Serbia’s major oil and gas as-
sets and agreed to route its South
Stream gas pipeline through Serbia.

Russiais also considering multibil-
lion-euro loans for Bulgaria. Though
also hard hit by the global downturn,
Russia still has substantial cash re-
serves that it built up before oil
prices tumbled last year.

The Russian money, with a similar
package from China, will help fill out
money from the IMF and the EU; the

funds from the two powers are part of
a strategy to find additional partners
and sources of finance in the face of
the crisis, Mr. Dinkic said. While EU
membership remains Serbia’s main
goal, Belgrade knows that could take
some time, said Mr. Dinkic, a former
governor of Serbia’s central bank.
China is becoming a major part-
ner, he said, providing a €200 mil-
lion concessionary loan to build a
new bridge and highway section in
Belgrade, with further projects
amounting to a total package of €1
billion in coming years. The bridge
deal will be run 60% by Chinese con-
struction companies and labor, and
40% by Serbian, Mr. Dinkic said.
Serbia has been hit by the global
downturn as foreign investment
and trade have dried up. Economic
growth, as measured by gross do-
mestic product, dipped to minus 4%
in the first six months, though it has
since stabilized and should pick up a
little toward the end of the year, Mr.
Dinkic said. The IMF predicts GDP
growth of 1.5% for Serbia next year.
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Winners of the Nobel Prize in medicine from left Elizabeth Blackburn, Carol Greider
and Jack Szostak. They discovered the workings of the telomerase enzyme.

Three Americans share
Nobel Prize in medicine

By GAuTAM NAIK

Three American scientists re-
ceived the Nobel Prize in medicine
for discovering an enzyme that
plays a key role in cellular health
and aging. Their finding sparked a
new line of research into possible
treatments for age-related mala-
dies, such as cancer, blindness and
cardiovascular disease.

The prize, which includes a
shared cash award of $1.4 million,
was given to Elizabeth Blackburn
of the University of California, San
Francisco, Carol Greider of Johns
Hopkins University School of Medi-
cine and Jack Szostak of Harvard
Medical School.

The scientists discovered the
workings of telomerase, an en-
zyme that produces tiny units of
DNA that seal off the tips of chro-
mosomes. These DNA units,
known as telomeres, act like the
plastic caps at the ends of a shoe-
lace, keeping the chromosomes
from fraying and the genes inside
them from unraveling.

The discovery of
telomerase has also
led to new insights
into cancer.

Telomeres enable accurate cell
division and also influence the
number of times a cell divides,
thereby determining its life span.

“Without telomerase we
wouldn’t be here—it’s vital to
life,” said Dr. Blackburn in an inter-
view. “The tips of chromosomes
wear down and telomerase helps
to replenish them,” keeping them
at a proper length.

Aswe age, though, these caps lose
their ability to protect. One result is
that some cells go into a state known
as senescence, where they are alive
but stop dividing. Researchers be-
lieve this may contribute to aging.

The three scientists’” work on
unraveling the mysteries of the te-
lomerase enzyme, which got
started in the late 1970s, provided
hope that life could be prolonged.
It also sparked an entirely new line
of medical research into age-re-
lated conditions. For example, sci-
entists are trying to reactivate te-
lomerase to treat blindness, car-
diovascular disease and neurode-
generative disease.

In most cases, it is healthy for
cells to age and die. In fact, cancer
is closely associated with cells
that fail to follow the normal
script for cell death and instead
just keep reproducing.

That is why the discovery of te-
lomerase has also led to new in-
sights into cancer. A cancer cell di-
vides continuously, and up to 90%
of human cancers require telom-
erase to do so. Tumors somehow
turn on the telomerase gene. Scien-
tists hope to fight cancer by deacti-
vating the enzyme. Geron Corp. of
Menlo Park, Calif., has launched
clinical trials to see if a telomerase
inhibitor can fight lung, breast,
pancreatic and other cancers.

But the scenario isn’t that sim-
ple. “It means there’s a trade-off
between aging and cancer,” said
Dr. Szostak in an interview. “You
can’t turn on telomerase every-
where in the body in the hope of
treating aging, because there will
be the unintended consequence of
causing cancer.”

The earliest findings about te-
lomerase were made not with any
practical application in mind, but
asaresult of sheer curiosity. Scien-
tists knew that the tips of chromo-
somes were somehow protected,
but when they looked through a mi-
croscope all they saw was a blob.

Dr. Blackburn showed that sim-
ple, repeated DNA sequences
make up the tips of each chromo-
some. She and Dr. Szostak then es-
tablished that the DNA repeats sta-
bilize chromosomes and prevent
them from becoming damaged.
The pair also speculated that there
must be an enzyme that would do
the job of adding the sequences to
the tips of chromosomes.

In 1985, while a professor at the
University of California, Berkeley,
Dr. Blackburn and her then-gradu-
ate student, Dr. Greider, published
a paper announcing the discovery
of the enzyme telomerase.

Some of their key experiments
were done with a pond-dwelling
protozoa called tetrahymena. This
single-celled organism was
deemed to be the best test system
because it contains some 40,000
chromosomes, far more than the 23
pairs of chromosomes contained in
ahuman cell. Researchers later rep-
licated the findings in human cells.

“This was the result of curios-
ity-driven, basic research,” said
Dr. Greider in an interview. In an
era when research is increasingly
focused on getting a specific,
short-term payoff, “I consider
[this award] to be a victory for fun-
damental science.”

Dr. Blackburn is anative of Aus-
tralia who has lived in the U.S.
since 1975. She became a natural-
ized U.S. citizen in 2003 while re-
taining her Australian citizenship.
Dr. Szostak was born in London,
grew up in Canada and is now a
U.S. citizen. Dr. Greider is a native
of San Diego.

World Bank seeks funds

Many are wary; U.S. ties any expansion of capital to overhauls

By Bos DAvis

ISTANBUL—The World Bank
pressed its campaign for a sizeable
increase in capital, warning that it
could run short on money to lend
troubled developing nations by the
middle of next year.

At the World Bank’s annual meet-
ing here, a policy-setting committee
said it would decide in the spring
whether to approve a capital increase
for the bank, and how big it would be.

Approval is far from assured.
While a number of nations that bor-
row from the World Bank endorsed
the increase, the U.S. and France,
among other nations that would pay
the largest share of the increase,
didn’t say yes.

Expanded funding for multilat-
eral institutions is always controver-
sial in the U.S. Congress, and has be-
come more so given the backlash
against perceived “bailouts.” The
Obama administration had a diffi-
cult time this spring winning ap-
proval for a big increase in funding
for the International Monetary
Fund. A World Bank research paper
estimated that a $5 billion capital in-
crease would cost the U.S. about
$850 million over five years.

World Bank President Robert
Zoellick didn’t ask for a specific
amount in Istanbul and said the
bank’s staff would “drill down on
our analyses of the capital needs” of
the bank. He said U.S. Treasury Sec-

IMF’s Dominique Strauss-Kahn, left, Mexican Finance Minister Agustin Carstens,
center, and World Bank chief Robert Zoellick meet in Istanbul on development.

retary Timothy Geithner told him he
had made “a reasonably good case”
for the capital increase but that “to
be able to build support with legisla-
tive bodies we also have to stress a
reform agenda.”

Such an agenda would include in-
creasing public disclosure of the
bank’s operations, Mr. Zoellick said.

Mr. Geithner said at the meeting
of the policy committee, that the
U.S. would be “seeking critical insti-
tutional reforms in any consider-

ation of additional resources.” Com-
plicating the U.S. decision, he said,
was that regional development
banks also are running short of cash
and would likely turn to donors for
capital. Administration officials
said the U.S.hadn’t decided whether
to back the World Bank request.

French Finance Minister Chris-
tine Lagarde was warier, saying the
bank’s options “do not justify an in-
crease in capital at the moment,”
she said, Reuters reported.
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Doosan and Skoda. Powering the future together.

At Doosan we have the core technologies to design and build world-class boilers, turbines and generators. We are proud to
announce that we have signed a Share Purchase Agreement for Skoda Power that will welcome them into the Doosan family
and allow us to expand our turbine capabilities* It will be an ideal partnership that will move us a step closer to our vision of
being a global leader in power as we harness the energy of synergy to make the world a brighter place.
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We proudly introduce our new Company, Doosan Power Systems, which will drive growth in Europe and the Americas
making Skoda Power and Doosan Babcock the first choice for customers seeking a complete plant solution to their
power plant needs. *Deal completion is scheduled for Q4 2009
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AngloGold will explore seabed

Gold miner to join De Beers in hunting for minerals at the bottom of the world’s oceans

BY ROBB M. STEWART

JOHANNESBURG—AngloGold
Ashanti Ltd. said Monday that it has
joined the search for gold and other
minerals on the ocean floor, team-
ing up with diamond producer De
Beers SA to explore and ultimately
mine the seabed.

Unlike the offshore oil and gas
industry, mining the seafloor is in
its infancy. Two of the leaders in
the hunt for precious and base met-
als, Sydney-based Neptune Miner-
als and Toronto-based Nautilus
Minerals Inc., have yet to begin
mining. Neptune is exploring the
seabed off New Zealand and filed
its first mining-license applica-
tion in July 2008, while Nautilus
has said it expects to receive a min-
ing lease from Papua New Guinea
this year.

Johannesburg-based Anglo-
Gold, one of the world’s biggest
gold producers, said it will have
“first-mover advantage” by part-
nering with De Beers, a world
leader in marine mining. The pair
will jointly own the operation,
with AngloGold providing the ini-
tial funding.

De Beers has an established
track record mining gems from the
ocean. Its De Beers Marine Namibia
unit produced almost 1.06 million
carats last year from waters rang-
ing in depth from 90 meters to 140
meters. The company overall pro-
duced 48.1 million carats.

“By combining one of the
world’s most successful gold explo-
ration teams with the foremost au-
thority in ocean mining and explo-
ration, we’re creating a powerful
base to tackle this new frontier,”
said AngloGold Chief Executive
Mark Cutifani.

Digging deep
Mining the ocean floor is still in its infancy. One of the pioneers,
Nautilus Minerals, aims to extract minerals including copper and
gold near Papua New Guinea

© After water is drained,
the ore will be shipped
to shore for conventional
smelting and refining

@ Ore will be pumped to a
ship as seawater slurry

@ Seafloor-mining tool will
cut ore from the seabed,
using existing offshore

oil technology

Source: Nautilus Minerals

Undersea mining remains na-
scent, largely because of the diffi-
culty involved in extracting metals.
Gold companies are likely to be
spurred tolook to the ocean as they
strive for new reserves and while
the metal price remains strong.

Nautilus Minerals, which is
11%-owned by Anglo American,
plans to mine from the Pacific sea-
bed near Papua New Guinea using
underwater robotic vehicles and

adapting offshore oil technologies
to pump ore to a ship that will take
it ashore for conventional smelting.

The company has estimated its
key Solwara 1 project, which lies
under 1,600 meters of water, has
an indicated mineral resource of
870,000 metric tons of copper,
gold, silver and zinc. Nautilus was
granted an environmental permit
in principle last month by Papua
New Guinea and continues to work

toward a mining lease, it has said.

AngloGold’s joint venture with
De Beers, a unit of mining giant An-
glo American PLC, will explore for
deposits of metals and minerals be-
tween the high water mark—indicat-
ing the highest level reached by a
body of water—and the edge of the
continental shelf—the undersea ex-
tension of a continent—world-
wide, AngloGold said. It won’t cover
diamonds unless they are found to-
gether with other minerals.

The joint venture will use De
Beers’ marine unit’s two explora-
tion vessels, the Douglas Bay and
the Coral Sea, which already
search the ocean floor for dia-
monds. De Beers—which is
45%-owned by Anglo American,
40% by the Oppenheimer family
and 15% by the government of
Botswana—said its expertise can
be adapted to explore for other
minerals. However, it said it
wasn’t currently possible to specu-
late on what approach to opera-
tions might be taken or what de-
posits could exist on the continen-
tal shelf.

Alan Fine, a spokesman for An-
gloGold, said the venture has al-
ready identified a number of explo-
ration projects. He declined to say
where these are while the compa-
nies negotiate with governments
and regulatory authorities.

Tom Tweedy, communications
manager for De Beers, said the ven-
ture will decide if the mining of
minerals could use adaptations of
the company’s existing technol-
ogy, which either uses hoses to
crawl along the seabed, drawing
up diamonds, or drills vertically
into the ocean floor from a boat.

Mazda looks for $1 billion with share issue

BY YOSHIO TAKAHASHI

TOKYO—Mazda Motor Corp.
said Monday that it plans to raise
about $1 billion, partly to develop
technologies that will improve the
fuel-efficiency of its cars, as Ford
Motor Co. further reduces its stake
in the company.

Encouraged by a less-down-
beat outlook for its financial re-
sults for the current fiscal year,
the car maker said it plans to issue
315.2 million new shares, and is set-
ting aside an additional 48 million
shares under an overallotment ar-
rangement in case of exceptionally
strong demand.

Mazda is benefiting
from a relatively
high percentage of
European sales.

The share issue would cut
Ford’s voting stake in Mazda to
11.03% from a current 14.91%. Last
year, Ford got rid of part of its
stake in Mazda as part of its re-
structuring plans.

In its effort to raise 96 billion
yen ($1.07 billion), Mazda also

plans to sell 96.8 million shares it
has held as treasury stock. The of-
fering will be made through No-
mura Securities, Daiwa Securities
SMBC and Goldman Sachs.

The latest fund-raising is part
of the Japanese auto maker’s plans
to spend 292 billion yen on re-
search-and-development opera-
tions and 150 billion yen on capital
investments over the three years
ending in March 2012, a Mazda
spokesman said. Of the total,
Mazda aims to use 60 billion yen to
develop technologies to improve
fuel efficiency, with the rest to be
spent to upgrade facilities, the
spokesman added.

The Japanese auto maker,
whose products include the
Mazda3 subcompact and the MX-5
Miata, said it now expects a net
loss for the current fiscal year of
26 billion yen, an improvement
fromits earlier forecast of a 50 bil-
lion yen net loss. Mazda posted a
net loss of 71.49 billion yen for the
fiscal year ended in March 2009.

Mazda raised its global vehicle-
sales projection for the fiscal year
t01.16 million vehicles from a previ-
ously estimated 1.1 million vehicles,
thanks partly to the U.S. “cash for
clunkers” program and tax breaks
and subsidies provided in Japan.

The company now expects reve-
nue of 2.13 trillion yen for the cur-

Agence France-Presse/Getty Images
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Mazda is looking to make capital investments, with some of the money going to
improving fuel efficiency. Above, a Mazda car at a fair in Frankfurt last month.

rent year, up fromits previous fore-
cast of 2.03 trillion yen and an op-
erating loss of 13 billon yen, better
than its earlier forecast of a 50 bil-
lion yen operating loss.

Mazda’s improved outlook
makes it a standout among Japa-
nese auto makers. The industry’s
hopes for improved results have re-
ceded recently as the dollar has

weakened against the yen. A stron-
ger yen reduces profits earned
overseas when repatriated into
yen. However, Mazda, which has a
relatively high percentage of Euro-
pean sales, is benefiting from a
more favorable exchange rate with
the euro than it previously ex-
pected and stronger-than-ex-
pected global sales.

Top executives
at Chrysler leave
in major revamp

By JEFF BENNETT

DETROIT—In a stunning reorga-
nization, Chrysler Group LLC ap-
pointed new chief executives for its
Chrysler and Dodge brands as the
heads of each resigned just months
after being named to their posts.

Peter Fong, chief of the
Chrysler brand, and Michael Accav-
itti, head of Dodge, left for per-
sonal reasons, the Auburn Hills,
Mich., auto maker said Monday.

Mr. Fong will be succeeded by
Fiat SpA veteran Olivier Francois
as head of Chrysler.

The change means the introduc-
tion of another Fiat executive into
Chrysler’s ranks. Mr. Francois
serves as head of the Lancia brand
for Fiat Group Automobiles, a posi-
tion he will retain. He also will be
the lead executive for Chrysler’s
marketing organization, with re-
sponsibility to coordinate world-
wide marketing.

The Dodge brand will be broken
into two positions, with Fred Diaz
Jr. serving as CEO for Dodge Ram
trucks and Ralph Gilles becoming
CEO for Dodge cars. Michael Man-
ley will continue as CEO of Jeep.

The move represents the first
time Chrysler has created a posi-
tion to oversee pickup trucks,
which have remained one of the
cornerstones of the auto maker’s
U.S. product portfolio.

Separating different areas
within a brand follows the strategy
Sergio Marchionne has imple-
mented as CEO of Fiat, Chrysler
spokesman Gualberto Ranieri said
in an interview Monday. Mr. Mar-
chionne became Chrysler Group’s
chief when the Italian auto maker
took charge of Chrysler through its
bankruptcy-court reorganization or-
chestrated by the U.S. government.

Chrysler needs to quickly fix its
U.S. operations and product port-
folio. The company’s September
U.S. sales dropped 42% compared
with a year earlier.

The departures of Messrs. Fong
and Accavitti were surprising
since the men were named to the
newly created brand CEO posi-
tions in June. They represented
Chrysler at the Frankfurt Auto
Show last month, where they
spoke with the media about the
auto maker’s plans.

Mr. Marchionne typically keeps
atight rein on executives. He is set
torelease details of Chrysler’s five-
year revamping plan in November.

“This is part of the continuous
process of strengthening the man-
agement team of the company,”
Mr. Ranieri, the spokesman, said
Monday. He declined to address
specifically the departures of
Messrs. Fong and Accavitti. “This
confirms the focus on the brands,”
Mr. Ranieri said.

In another move, Joseph Veltri
was named head of product plan-
ning on the company’s management
team. He started with Chrysler in
1988 and has worked in finance, mar-
keting, product planning and busi-
ness strategy. He served most re-
cently as head of product planning
and head of planning for trucks and
sport-utility vehicles.

Mr. Marchionne in June named
Pietro Gorlier CEO of Chrysler’s
Mopar parts group and Richard
Palmer as chief financial officer.
Both men had been with Fiat.
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Bloomberg News
The Crown consortium, led by former Ford director Michael Dingman and former
Ford and Chrysler executive Shamel Rushwin, is interested in Ford’s Volvo unit.

Group linked to Ford
weighs a bid for Volvo

Former executives
of parent have held
talks for two years

BY MATTHEW DOLAN

A consortium led by two execu-
tives linked to Ford Motor Co. is in
talks to buy the car maker’s Swedish
brand, Volvo, according to people fa-
miliar with the matter.

The Crown consortium is led by
former Ford director Michael Ding-
man and former Ford and Chrysler
executive Shamel Rushwin. Since
the private-equity-backed group be-
gan discussions with Ford about
Volvo two years ago, it was unclear
where the bid stood in comparison
to the reported leader in the pro-
cess, Chinese auto maker Geely
Holding Group Co.

Ford spokesman Mark Truby
said the company won’t comment
on potential bidders for Volvo. Peo-
ple familiar with the matter de-
clined to say exactly how much
Crown is offering for Volvo.

The Wall Street Journal reported
late last month that Ford was in the
midst of analyzing a bid by Geely to
acquire 100% of Volvo for about $2.5
billion. On Monday, Geely spokesman
Wang Ziliang declined to comment.

The Geely offer is higher than
Ford or outsiders had expected for
a brand that has lost more than $1
billion in recent years. In the quar-
ter ended June 30, Volvo lost $231
million. The offer nonetheless may
be worth far less to Ford, given
Geely’s proposal to leave behind
Volvo pension obligations, un-
wanted inventory and other sub-
stantial restructuring liabilities
with Ford, people familiar with the
offer have said.

Geely and another Chinese com-
pany, Shanghai Automotive Indus-

try Corp., also known as SAIC Mo-
tor, want Volvo for its strong brand
and technology. Its dealer network
also represents a chance to pene-
trate the U.S. and European markets
with non-Volvo products.

Another sticking point for Geely
and SAIC Motor has been their pref-
erence to acquire only a portion of
Volvo, while Ford has been adamant
it wants to part with 100% of the
unit. Originally, Geely hoped that
Ford would retain at least a 25%
stakein Volvo, but Ford has declined
to budge, according to a person
briefed on the matter.

The U.S.-led consortium’s leader,
Mr. Dingman, has been president of
Shipston Group Ltd., an interna-
tional holding company based in
Nassau, Bahamas, since 1994, ac-
cording to a Web site for his Center
for Entrepreneurship at the Univer-
sity of Maryland. He previously was
achief executive or president of sev-
eral major U.S.-based industrial cor-
porations, including Wheelabrator-
Frye Inc. and AlliedSignal Inc. He
served on Ford’s board of directors
for 21 years, according to the site.

Leaders of the Crown consor-
tium are looking to bring in former
Volvo executives as stakeholders for
about one-third of the deal, accord-
ing to the person briefed on the
talks. Among them is Roger Holt-
back, who was chief executive of
Volvo in the late 1980s.

Members of the consortium have
been talking to Ford about a Volvo
sale for about two years, according
to this person.

The Crown discussions predate
the official disclosure in December
by Ford that it was considering sell-
ing Volvo. Ford has been shedding
noncore brands, including Jaguar
and Land Rover, in recent years to
put more emphasis on its Ford, Lin-
coln and Mercury products.

—Norihiko Shirouzu
contributed to this article.

Australia clears Sino Gold deal

By ALEX WILSON

MELBOURNE, Australia—Thefed-
eral government approved a 1.76 bil-
lion Australian dollar (US$1.52 bil-
lion) takeover of Sino Gold Mining
Ltd. by Canada’s Eldorado Gold Corp.

Eldorado, which bought a 20%
stake in Sino Gold from South Afri-
ca’s Gold Fields Ltd. last month, is of-
fering 0.55 share for every Sino
share in a deal that values Sino Gold
at A$2.2 billion.

Sino Gold, which operates two

mines in China, said Monday that
Australia’s Foreign Investment Re-
view Board gave unconditional ap-
proval for the deal to proceed.

Sino Gold operates a major Chi-
nese gold mine, Jinfeng in Guizhou
province in the south, and is ramp-
ing up output from its new White
Mountain mine in Jilin province in
the northwest.

Eldorado also has operations in
China, which has become the
world’s largest gold-producing coun-
try by volume.

Home builders curtail freebies

By DAWN WOTAPKA

Home builders are scaling back on
the incentives offered to attract buy-
ers, putting an end to such freebies as
sports cars and tropical vacations.

With new-home inventory fall-
ing as home sales in many markets
pick up, builders say they no longer
need to offer eye-popping induce-
ments to move homes.

“Idon’t know of any examples, at
least in our system, where we’re of-
fering the kind of huge incentives
that were being offered two or three
years ago,” said Brent Anderson,
vice president of investor relations
for Meritage Homes Corp., based in
Scottsdale, Ariz.

In 2007, Meritage offered shop-
pers atits Valley Vista community in
northern Phoenix $60,000 of incen-
tives, including a free pool, gourmet
kitchen or a reduction of the
$349,000 ticket price, for a three-
bedroom home with two-and-a-half
baths. But the company is now build-
ing smaller, simpler houses that sell
for about $245,000. Today’s buyers
are more likely to get Meritage to
pay their closing costs, worth about
6% of the closing price, or about
$15,000 at Valley Vista.

Builders acknowledge that incen-
tives are a part of doing business
and they will never disappear com-
pletely. And the moves to cut back
could be reversed if home sales stall
again, which some housing analysts
and economists are forecasting.
These pessimists warn that new-
home sales could slow when the
$8,000 federal tax credit for quali-
fied first-time buyers expires later

this year or when a possible wave of
foreclosed homes hits the market,
which will compete with new homes
for buyers.

For the time being, the pullback
in construction and the reduction
in inventory means more builders
can sell homes without cutting as
deeply into their profit margins.
According to Jeffrey Laverty, an
analyst with independent re-
search firm Oscar Gruss & Son, sin-
gle-family home supply whittled
from 570,000 at the 2005 peak to
261,000 as of August. Supply,
meanwhile, has fallen from 12.4
months in January to 7.3 in Au-
gust, nearing the six-month mark
considered a healthy balance be-
tween buyers and sellers.

During the housing boom, incen-
tives weren’t really needed. Loose
lending standards fed what seemed
to be insatiable demand. With buy-
ers willing to pay more, builders
added square footage and tacked on
profitable incentives, helping boost
the gross margin to an average of
26.2% in 2005—nearly double cur-
rent rate, according to J.P. Morgan
Chase analyst Susan Berliner.

During the housing bust, builders
were stuck with a bloated supply of
oversized and overpriced houses.
They initially resisted price cuts,
fearful of angering current owners
who paid boom-time prices. Instead,
builders moved to incentives that
helped to mask pricing discounts.

The sector then resorted to slash-
ing prices to move completed-but-
unsold homes and get cash in the
door. About two years ago, Hovna-
nian Enterprises Inc. offered the

72-hour “Deal of the Century,” shav-
ing six figures off some home prices.
In California, some neighborhoods
from San Diego to Bakersfield—one
of the markets hardest-hit by the
downturn—carried incentives val-
ued at as much as $100,000, plus
other upgrades.

As the market deteriorated fur-
ther at the end of 2008 and into
early 2009, builders offered any-
where from 15% to 25% of the sales
price in incentives, said Mollie Car-
michael, senior vice president of
John Burns Real Estate Consulting.
Currently, the average ranges be-
tween 5% and 10% of the sales price
depending on the area. And more of-
ten, incentives include offers of clos-
ing costs and reduced interest rates.

For example, luxury builder Toll
Brothers Inc. earlier this year of-
fered buyers a fixed rate of 3.99% on
30-year fixed-rate mortgage. Len-
nar Corp., one of the nation’s largest
builders, went further with 3.625%.
It is currently touting 3.99% on its
Web site, a slightly higher rate, but
one below the current average of
5.13% for a 30-year fixed loan below
$417,000, according to mortgage-
market analyst HSH Associates.

To offer lower mortgage rates,
builders make upfront cash pay-
ments to mortgage companies, a pro-
cess known as a “buy down.” On a
$200,000 loan, it typically costs
about $8,000 to buy down the mort-
gage rate by a full percentage point
on a 30-year mortgage. Homeown-
ers often make similar payments,
known as points, to obtain alower in-
terest rate. For the builder, the buy-
down is treated as a cost of sale.
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Eric Foss to lead new PepsiCo unit

Pepsi Bottling chief
takes U.S. bottler job
despite past battles

BY VALERIE BAUERLEIN

PepsiCo Inc. chose Eric J. Foss,
head of its biggest independent bot-
tler, to lead the combined North
American bottling unit when it’s in-
tegrated into the company early
next year.

Mr. Foss will report directly to
PepsiCo’s Chairman and Chief Execu-
tive, Indra Nooyi, whom he battled
for more than three months over the
price and terms of PepsiCo’s acquisi-
tion of its two biggest bottlers. The
Purchase, N.Y.-based food-and-bev-

erage giant agreed in August to pay
$7.8 billion for the shares it didn’t al-
ready own of Pepsi Bottling Group
Inc.,led by Mr. Foss, and PepsiAmeri-
cas Inc., led by Robert Pohlad.

By taking its big U.S. bottlers in
house, PepsiCo has said it
will be able to cut costs and
deal more directly with
stores, helping to
strengthen its dominance
over Coca-Cola Co. in non-
carbonated drinks.

Ms. Nooyi said that the
rancorous deal negotia-
tions “were in the past” and
that Mr. Foss brings continu-
ity and stability to the new
unit, as well as a necessary
attention to detail. “Eric
Foss is the best of the best,” she said.
“He’s the operator’s operator.”

PepsiCo’s appointment of an ex-

Eric Foss

perienced operator puts some addi-
tional pressure on Coke, which
would benefit from any disruption
in the deal integration. The Atlanta
beverage giant relies on large, inde-
pendent, publicly traded bottlers to
distribute the bulk of its
drinks in the U.S. Coke
Chief Executive Muhtar
Kent has said he’s commit-
ted to the franchise model.
Mr. Foss has a reputa-
tion for managing details,
from getting displays in
stores to wringing out pen-
nies per case in savings.
“The bottom line is that
with PepsiCo pouring $8 bil-
lion into this deal, it’s es-
sential they do it right,”
said John Sicher, editor and pub-
lisher of Beverage Digest, an indus-
try publication. “Eric’s appointment

AT

goes a long way to insuring that.”

Mr. Foss, 51 years old, is a
27-year veteran of the Pepsi “blue
system.” He worked for PepsiCo be-
fore it spun off Pepsi Bottling in a
1999 public offering. He was
named that company’s CEO and a
board member in July 2006, and
its chairman in 2008.

Mr. Foss’s initial task will be to
guide the integration of the bottling
unit. In the long run, his unit will be
expected to improve delivery to big
customers like Wal-Mart Stores
Inc., to better incubate and deliver
relatively small juice and tea lines
and to help boost the sales of once-
hot Gatorade.

The international operations of
Pepsi Bottling and PepsiAmericas
will be managed by PepsiCo’s Euro-
pean business after the merger is
completed.
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JAL puts talks
with Delta,
AMR on hold

By DouG CAMERON
AND MIKE ESTERL

Japan Airlines Corp. likely
won’t conclude alliance talks with
rivals Delta Air Lines Inc. and
AMR Corp.’s American Airlines un-
til a Japanese government task
force finishes a review of its ailing
financial structure, according to
people familiar with the matter.

The airline’s executives had
hoped to choose between proposals
floated by Delta Air Lines and part-
ner American Airlines this month.

But Japan’s government last
month set up a five-member panel
to advise on the company’s over-
haul. As a result, a previously set
deadline for finalizing JAL’s re-
structuring plan was put off by
two months until the end of No-
vember.

The U.S. carriers have main-
tained contact with their Japanese
counterparts, but any resolution of
aprocess that could see JAL switch
its allegiance within global indus-
try alliances has been put on hold
pending the restructuring, said the
people familiar with the matter.

JAL’s troubles pose a
quandary for the
new prime minister
and his party.

“No one is packing their bags,”
said another person familiar with
the matter.

The delay underscores the polit-
ical complications behind return-
ing JAL to financial health. The
Japanese carrier posted its largest-
ever quarterly net loss, 99 billion
yen ($1.1 billion) in the three
months to June, primarily because
of a decline in travel amid the eco-
nomic slowdown. For the fiscal
year ending in March, JAL fore-
casts a net loss of 63 billion yen.

Last month the former national
flagship carrier asked the Japanese
government for a bailout, in what
would be its second this year and
its fourth since 2001, to help the un-
profitable carrier weather a sharp
drop in global travel and tougher
competition. In June, JAL accepted
about 100 billion yen in loans from
state-backed Development Bank of
Japan and other banks.

The airline’s troubles pose a
quandary for the new administra-
tion of Prime Minister Yukio
Hatoyama and his Democratic
Party of Japan. Japan’s transport
minister last week said the govern-
ment was willing to step in to help
JAL, in an effort to restore public
confidence.

Talks with Delta and American
include the potential for minority
stakes, people familiar with the
matter have said, though their
size would be limited by Japanese
foreign-ownership restrictions.
Despite its financial woes, JAL re-
mains an attractive partner be-
cause of its lucrative trans-Pacific
routes and its access to fast grow-
ing Asian markets.

JAL is already a partner with
American through the Oneworld al-
liance. Delta is a member of the ri-
val SkyTeam alliance, which lacks
a Japanese partner.
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Microsoft predicts slow rebound

International chief
sees stronger showing
for new Vista software

BY KATHY SANDLER

LONDON—The economic slump
has bottomed out and optimism is
returning, but it will take some time
for business to return to more nor-
mal levels, Microsoft Corp. Interna-
tional President Jean-Philippe Cour-
tois said Monday.

Mr. Courtois’s comments echo
those of Microsoft Chief Executive
Steve Ballmer, who told delegates at
a Confederation of British Industry
conference Monday that he expects
the economy to stay weak and re-
cover only slowly.

Still, Mr. Courtois was more opti-
mistic on the outlook for emerging
markets, which he said are doing well.
Microsoft doesn’t separate out busi-
ness performance geographically.

Mr. Courtois said he expects Win-
dows 7, the company’s highly antici-
pated new operating platform, to
reach a higher penetration than Mi-
crosoft’s previous products, such as
Windows Vista—the company’s last

Reuters

Microsoft International President Jean-Philippe Courtois, shown in March, says it
will take some time for business to return to normal levels.

major operating-system upgrade,
which captured just 19% of the mar-
ket. Vista’s showing was at least
partly to blame for a two-year pause
in information-technology spending.

But recently there has been a
shift in allocated budgets for new IT
products, with chief information of-
ficers looking to refresh their PCs in

the next 12 to 18 months following
the recent hiatus, Mr. Courtois said.

“CIOs have had their budgets cut
in the last year, typically between
10% to 15%. But you’ll begin to see
more projects happening now in the
next 12 months,” he said, adding
that Windows 7 is expected to be a
key demand driver.

The new platform officially
launches Oct. 22, although it was tri-
aled earlier this year and the com-
pleted product is already in use in
some offices. So far Windows 7 has
taken a 1.5% share of the overall op-
erating-system market, according
to Web market-data company Ne-
tApplications.com.

“It’s been a combination of some
not adopting Vista broadly, as well
as the economy—they had no
money to spend” on upgrades, Mr.
Courtois said.

One of the key reasons for the ex-
pected improvement in penetration
is that Windows 7 can be installed
on older PCs without other exten-
sive software or hardware up-
grades, Mr. Courtois said.

Although the company hasn’t is-
sued projections for its Windows 7 roll-
out, data from a Microsoft-commis-
sioned IDC study in July forecast that
Windows 7 shipments would reach
177 million units by the end of 2010.

Commenting on Microsoft’s re-
cent foray into Web search and its
Bing platform, Mr. Ballmer told the
CBI conference that he doesn’t plan
to change his focus on organic
growth, suggesting that acquisi-
tions to counter Google Inc.’s domi-
nance are unlikely.

Delhaize picks up U.S.

By PEPPI KIVINIEMI

BRUSSELS—Belgium-based su-
permarket operator Delhaize Group
said Monday that it agreed to buy
$425 million of assets from U.S. re-
tailer BI-LO, which is under bank-
ruptcy protection.

The deal will enhance Delhaize’s
ability to compete on prices in the
southeastern U.S., where Wal-Mart
Stores Inc. has a heavy presence.

Delhaize already generates
most of its profit and sales in the
U.S., where it operates the Food
Lion, Hannaford and Sweet Bay
chains. In 2008, Delhaize’s revenue

fromits U.S. stores was $19.2 billion.

The assets include most of BI-
LO’s 214 stores, with an estimated
$2 billion in sales in 2008, Del-
haize said. The company will also
take on most of BI-LO’s inventory
and the right to continue using the
BI-LO brand, without assuming
any of the supermarket chain’s
debt, a spokesman for the Belgium-
based company said.

BI-LO was forced into Chapter 11
bankruptcy protection in March due
to a heavy debt load that the com-
pany could no longer service.

The provisional deal was bro-
kered by the two companies. Neither

supermarket BI-LO

BI-LO’s primary shareholder, Dallas-
based private-equity fund Lone Star
Funds, nor BI-LO’s creditors have so
far been involved in the negotia-
tions, the Delhaize spokesman said.
On completion of the deal, Del-
haize will integrate the BI-LO assets
into its Food Lion chain, which is
based mainly in the southeastern U.S.,
where it has some 1,300 stores and
around 74,000 employees, operating
under the names of Food Lion, Bloom,
Bottom Dollar, Harveys and Reid’s.
BI-LO has grocery stores in North
Carolina, South Carolina, Tennessee
and Georgia, and the supermarket
chain employs about 15,500 people.

The acquisition of the BI-LO
stores will make Delhaize’s Food
Lion stores more competitive, espe-
cially against Wal-Mart, said Bank
Degroof analyst Ivan Lathouders.

The competition for consumers’
dollarsisfiercein the U.S., where su-
permarkets mostly compete on low
prices. Having more stores in a con-
centrated area will allow Delhaize to
boost efficiency without losing too
much of its profit margin, Mr.
Lathouders added.

Before closing the deal, Delhaize
and BI-LO need to obtain a final sale
order from the bankruptcy court of
South Carolina.

Declines moderate in air-travel but prices don’t

By ANN KEETON

September air-passenger traffic
fell slightly from a year earlier, an
improvement over previous months
that indicates carriers have been
successful in downsizing to match
this year’s weak travel demand.

But the industry continues to be
challenged by weak business travel,
as low average ticket prices depress
revenue for many airlines on both
sides of the Atlantic.

British Airways PLC said Mon-
day that business traffic didn’t pick
up in September as it usually does.

Overall traffic last month fell less
than 1%, but premium traffic, a key
revenue driver, fell 7.9%, the airline
said. September is usually a strong
month for premium traffic as busi-
ness passengers return from sum-
mer vacations. BA added that for the
rest of the year, it expects to face eas-
ier monthly comparisons for busi-
ness travel, which last year was hit
by the global financial meltdown.
Continental Airlines Inc. said last
week that average fares in Septem-
ber suffered their biggest monthly
drop so far this year, expected to
push monthly revenue down by

about 19% compared with last year.

Capacity cuts have resulted in
fuller planes. AMR Corp. said Monday
that the amount of seats filled on its
American Airlines flights rose to 79.4%
last month from 76.6% a year earlier.
Capacity fell 6.9%, more than offset-
ting a 3.5% drop in passenger traffic.

Low-cost Ireland-based carrier
Ryanair Holdings PLC said traffic
rose 17%in September, with load fac-
tor, a measure of how full its planes
are, up one percentage point to 85%,
as leisure travelers sought the low-
est-priced flights.

But another low-cost airline, US

Airways Group Inc., said passenger
revenue per available seat mile, a key
industry performance measurement,
slumped 15% last month, as fare sales
continue to cut into revenue.

In recent months, airlines have
been selling stock and bonds to bol-
ster their balance sheets for the lean
winter months. On Monday, United
Airlines’ parent, UAL Corp., said it
planned to refinance existing debt
to take advantage of improving mar-
ket conditions. That will strengthen
the company’s finances, and reduce
debt payment obligations in the
next couple of years, United said.

U.K. energy-plant workers reject offer, may start strikes

BY ANGELA HENSHALL

LONDON—Thousands of engi-
neering and construction workers
at U.K. energy plants have voted to
reject their employers’ offer to im-
prove pay and conditions and may
begin industrial action, a leading
union said Monday.

Up to 30,000 engineering and
construction workers rejected the

offer following individual ballots
held over the past two weeks, the
GMB union said.

The GMB union said workers at
several sites around the U.K. had
voted in favor of another round of in-
dustrial action. The sites include In-
eos PLC’s 210,000-barrels-a-day
Grangemouth refinery in Scotland,
Royal Dutch Shell PLC’s
240,000-barrels-a-day Stanlow re-

finery, RWE AG’s Aberthaw and
Staythorpe power stations, Chev-
ron Corp.’s Pembroke Refinery in
Wales and the Sellafield nuclear site
in England.

In June, hundreds of laid-off
workers at Total SA’s 200,000-bar-
rels-a-day Lindsey oil refinery got
their jobs back after staging pro-
tests. The move prompted copycat
strikes at dozens of other sites

across the country, resulting in
more than 8% of the engineering-
and-construction industry’s work
force downing tools.

The speed and scale of the wild-
cat strikes caught energy compa-
nies by surprise. The protests were
organized by assembling large
groups of people at specific sites us-
ing mass text messages and social
networking Web sites.

Gourmet falls
in Condé Nast
magazine cull

BY RUSSELL ADAMS

Condé Nast Publications Inc.
will close Gourmet and three other
publications as the magazine giant
seeks to position the company for a
slow advertising recovery.

In addition to Gourmet, the pub-
lisher will shut Cookie, Modern
Bride and Elegant Bride and lay off
about 180 people, Condé Nast Chief
Executive Chuck Townsend said in
an interview Monday.

The cuts follow a nearly three-
month review by McKinsey & Co.
that will result in expense reduc-
tions of as much as 20%-25% at
many of the magazines, which in-
clude Vogue and Vanity Fair.

The company, a unit of Advance
Publications and based in New York,
also publishes GQ, The New Yorker
and Wired.

Like most magazine publishers,
Condé Nast has struggled to stem
the steady decline of advertising ex-
acerbated by the economic crisis.
Until recently, however, Condé Nast
has shielded its employees from the
economic troubles.

Condé Nast was aided by luxury
advertisers, which didn’t cut spend-
ing until after many mass-market ad-
vertisers pulled back. As a result,
magazines like Vogue were able to
weather the downturn into the sec-
ond half of last year.

But then the number of ad pages
in three of Condé Nast’s most profit-
able magazines, Vogue, Glamour
and Vanity Fair, fellnearly 18% in the
fourth quarter of 2008 from the
same period a year earlier.

Squeezed, the publisher began
taking more drastic measures, clos-
ing Domino and Portfolio maga-
zines earlier this year.

The outlook worsened. In the sec-
ond quarter of this year, ad pages at
14 of Condé Nast’s 23 print publica-
tions fell by more than the industry
average of 29.5%, according to the
Publishers Information Bureau.

In July, Mr. Townsend wrote in a
memo to employees that the com-
pany had hired McKinsey to help “re-
align Conde Nast to be a successful
business in an emerging economy
that is now predicted to be painfully
slow in recovering.”

As McKinsey looked for cost sav-
ings, Condé Nast executives began
looking at whether some of the
worst-performing magazines could
be salvaged through dramatic re-
structurings. Ultimately, Mr.
Townsend said, it was clear they
were beyond restructuring.

“We’ve been working with those
titles in addition to others titles to
maximize their financial health in
this economy,” Mr. Townsend said
Monday. “And unfortunately, these
titles just fall below the line. We
can’t sustain them.”
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INVESTING IN INDIA

A hospitable climate draws foreign investors

High rates of domestic savings and investment, along with
government spending programs, a liberal FDI regime and

robust consumption are helping drive growth

n a world struggling to recover from
the worst recession in decades, India
stands as a beacon to the interna-
tional investor. With gross domestic
product growing at 6.7 % in the fiscal year
ending March 2009, India is the world’s
fastest-expanding economy after China.
What makes the country even more
attractive is that its growth is underpinned by
high rates of domestic savings and investment.
Despite the global downturn and dwin-
dling international credit and capital
flows, India attracted $27 billion (€18.57
billion) in foreign direct investment last
year. Between April and July of this year,
$10.53 billion of FDI was received. That
more than anything suggests that the
government is doing something right.
“India has one of the world’s most
liberal FDI regimes,” says Shailesh
Haribhakti, chairman of international
audit firm BDO Haribhakti in Mumbai.
“India is more hospitable to foreign
investors through their life cycle than
even countries like France and Germany,”
he says. And, he adds, India is the most
hospitable of the BRIC [Brazil, Russia,
India and China] countries when it comes
to caps on investment, enforceability of
contracts and discrimination between
local and foreign-owned businesses.
Despite the sharp decline in exports last

A 7% to 8% growth rate is
sustainable on the back of
domestic drivers alone. For 9%
growth, however, we need a
Sull-blown global recovery that
helps exports.”

year — down 30% — the
economy continued to grow
thanks to robust domestic
consumption: 57% of GDP
according to the McKinsey
Global Institute. Here it
was the government’s
stimulus package —
which injected over $100
billion into the economy
— that has contributed
the most, along with
supportive fiscal and
monetary policies. The gov-
ernment cut excise rates four
percentage points to stoke demand and
the Reserve Bank of India (RBI) kept
interest rates low at under 7%.

Over the past six years, India’s savings
rate has been steadily increasing. In 2006-07,
it hit a record 35% of GDP, which it has
maintained. For India’s $1.2 trillion
economy, it represents $420 billion of
domestically available capital — or more
than 14 times the amount of FDI.

“A 7% to 8% growth rate is sustainable
on the back of domestic drivers alone. For

9% growth, however, we need a full-

blown global recovery that helps exports,”

says Abheek Barua, chief economist at
HDFC Bank in Gurgaon, a satellite city of
New Delhi.

Moreover, these fund flows will be
supplemented by overseas borrowings
and portfolio investments. “The market
for emerging-market loans, bonds and
equities has improved considerably both
in terms of volumes and the prices,” says
Mr. Barua. “A $15 billion to $20 billion
external commercial borrowing flow
should be easy to achieve by 2010.”

Economic policy
Capital investments of this scale will
give a tremendous boost to the economy.
As the economist John Ross, a professor

at Jiao Tong University in Shanghali,
recently observed, Prime Minister
Manmohan Singh “has
constantly stressed the
need to raise India’s
savings and investment
rates and has made this
a foundation of
his economic
policy.” When
India’s gross fixed
investment increased to
33.9% of GDP

in 2007, he says, the annual GDP growth
rate accelerated to 8.8% from 6% in 2000.

Last year’s across-the-board increase in
the wages of government employees —
costing $4 billion — had a huge impact on
consumer spending, best reflected in the
spurt in demand for consumer durables.
But it’s the government’s social welfare
measures, notably the national rural employ-
ment guarantee plan, that have put money
in the pockets of rural consumers.

Large investments in rural infrastruc-
ture, including housing, roads, water and
sanitation, power and telecommunica-
tions, have also had an impact. Along
with the increased spending on the
national highway program, these projects
are likely to create huge demand for
cement, steel, construction materials and
equipment and generate employment.

Borrowing and spending on such a
scale, however, comes at a price. “The
government’s draft on funds will be
high,” says HDFC Bank’s Mr. Barua. “By
the end of 2010, we might actually see
some ‘crowding out’ [of other borrowers]
that leads to [interest rate] increases of
over 100 basis points. The RBI is ;
likely to tighten monetary |
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policy to fend off inflation.”

There is considerable scope for the
government to fund its welfare commit-
ments and infrastructure-building programs,
but not at the expense of private investment.
The first is by increasing its tax revenues
by rationalizing the tax structure. The
most important initiative in this regard is
the proposal to introduce a national Goods
and Service Tax (GST) by next April. It is
expected to be set within the range of 8%
and 12%.

‘Economic unification’

Recently approved by a conclave of
state finance ministers, the GST has been
described by observers as the “economic
unification” of India 62 years after the
founding of the republic. Replacing a welter
of local duties and interstate levies with a
uniform tax will ease the movement of
goods, simplify procedures, reduce cor-
ruption and enhance revenues.

According to New Delhi-based Vijay
Kelkar, chairman of the government’s
13th Finance Commission and champion
of tax reform, India could gain as much

as $15 billion annually from GST.
The second area for huge savings is

' | the government’s multiple welfare plans

I'| ' their functioning, says Mr. Haribhakti

| and bringing greater transparency into

| of BDO Haribhakti. A third, he main-

I
.‘ , tains, is to set a clear timetable for

I.; government disinvestment in public-
~_ sector enterprises, the sale of radio

5, spectrum and third-generation
mobile-phone system licenses, and

| the encouragement of private-public

3 partnerships in infrastructure proj-

' ects such as road, port and airport
construction and operation.

| Financing investment

The government is also working to
make the most of India’s high savings
rate by encouraging a more productive

use of savings. Upfront fees for invest-
ments in mutual funds and pension

plans have already been scrapped and

now a government-appointed com-

mittee has recommended scrapping

payment of upfront commissions to
insurance agents as well. The object is
to allow people to get value for their
savings, to rebalance rewards and in
the process channel household savings,
which constitute 70% of all savings, to
finance investment.

Finally, to put public finances on a
more disciplined and sustainable
footing, Mr. Haribhakti recommends
a quick return to the strictures of
the Fiscal Responsibility and
Budget Management Act of 2003
that sought to cap the govern-
ment’s fiscal deficits at 3%

of GDP. It currently stands

at 6.8% of GDP.

In the longer term,
India’s demographic
profile could prove its
greatest advantage. With
over half of its 1.1 billion
population below the age
of 25, the growing work force will become
a source of savings and an engine of
future growth.





